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Chapter One

General Introduction

1. Background and Suggestions for Teaching and Learning
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3. Solutions to Exercises

I. Questions for Comprehension

1. What is international trade?

% . International trade is also known as world trade, foreign trade, overseas trade, etc.
It refers to the process of fair and deliberate exchange of goods or services between two or
more countries, involving the use of two or more currencies. Besides, international trade
concerns trade operations of both import and export and includes the purchase and sale of both
visible and invisible goods.

2. Explain the differences between international trade and domestic trade?

2. International trade differs from domestic trade in that it involves activities that take
place across national borders, and therefore invariably subject to the political, social, cultural
economic and environmental factors or policies of nations. In particular, international trade is
more subject to

e Janguage habits, meaning and cultural differences,

e foreign laws, customs and regulations or international rule,

® exchange rate fluctuations,

e higher level of political, financial, and transportation risks,

e difficulty in getting necessary information of a particular firm in a foreign country,

e complexity in control and communication systems, and

e difficulty in monitoring trends and activities in foreign countries, etc.

3. Why do nations conduct international trade with one another?

#Z: A nation conducts international trade because :

® it has the products and resources that exceed its domestic demand;

® it wants to get more economic benefits in a larger international market than what can
be gained in domestic market;

® it wants to win political support; or

® it needs to satisfy different tastes, preferences and consumption patterns among its

people.
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4. What are the major benefits that result through international trading?

% . By trading with other nations, a nation is able to

e create more job opportunities and gain more market share, which helps develop its
economy and raise the living standard of its people;

® buy certain goods or services of the same quality or higher quality at lower prices,
which enables the consumers to enjoy goods at much lower price; and

e provide a wider variety of products for its consumers and thus help to improve the
living standards of its people.

5. What are the procedures for both import and export trade?

% . Generally speaking, from the beginning to the end of an import or export
transaction, the whole operation undergoes four stages, namely the preparation of a
transaction, the negotiation of a contract, the performance of the contract and finally the
settlement of disputes (if any).

Specifically, the procedures of international trade concern only the performance of the
contract. In this sense, export transactions under CIF with payment on L/C may go through
the following steps: examining L/C; getting goods ready; applying for mandatory
inspection; receiving importer’s inspection; booking shipping space; clearing goods for
export; getting goods loaded; obtaining insurance and presenting documents for bank
negotiation.

On the other hand, the procedure for import transactions under FOB term with payment
on L/C is: opening L/C; booking shipping space; inspecting and supervising at the port of
shipment; obtaining insurance; examining documents and making payment; clearing goods
for import; taking delivery and inspecting.

6. How many forms are adopted in the process of negotiation?

% . Business negotiations can be conducted in two forms: in words, i.e. face-to-face
negotiation or negotiation through telephone, and in writing, i.e. business correspondence
which includes letters, faxes, e-mails, telexes, etc. Whatever is chosen for the negotiation of
a contract, four main steps are generally followed before a contract is concluded: enquiry,

offer, counter-offer and acceptance.

I1. Fill in the following blanks with necessary information
1. According to the direction of cargo flow, international trade can be classified into

export trade and  import trade and  transit trade

2. There are three parties involved in indirect trade, namely  the exporter ,  the

importer and the intermediate party.

3. Visible trade is also called tangible goods trade  while another name for invisible

trade is  intangible goods trade.

4. Apart from resource reasons, economic reasons and  political reasons  are
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also reasons for a nation to trade with other nations in the world.
5. Despite the differences between exporting trade and importing trade, international

trade procedures always fall into three main parts;  the preparation of a transaction ,  the

negotiation of the contract and  the implementation of the contract.

6. Negotiations in international trade are conducted in two forms: face-to-face

negotiation and  correspondence  negotiation.

7. 1If a transaction is concluded on CIF term with L/C as the payment term, with a view

to safe collection of payment, the exporter should urge the importer to  expedite the opening

of L/C . Upon receipt of the relevant L/C, the exporter must  check the L/C  against

the sales contract carefully to ensure all terms and conditions in L/C are in strict conformity
with those in the sales contract. If any discrepancies are found, the exporter should urge the
importer to  amend the L/C  as quickly as possible.

8. The exporter should not  ship the goods  without  getting the L/C  which is

strictly in line with the sales contract . Otherwise, he may render the risk of

losing the goods  without getting the payment.

9. One of the possible consequences resulted from the exporter’s failure in presenting to

the negotiating bank the documents needed is that  the exporter will be exposed to the risk

of being refused of the proceeds payment.

10. The goods are allowed to be loaded for shipment after they are cleared for

export.



Chapter Two

International Trade Terms

1. Background and Suggestions for Teaching and Learning
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