Chapter 1 A brief introduction to international
trade

Section Three Forms of International Trade

(B P35 )

1 Merchandise Exports and Imports (7 &t H )
1) Exporting (/& & H 1)
(1) Direct exporting(E#EH 1)
(2) Indirect exporting(Ja&H 0)
2) Importing (73t Q)
2 Service Exports and Imports (553 H 0)
1) Travel, Tourism, and Transportation (igiiFl. AZiEEHN))
2) Performance of Activities Abroad (E4E1E3h)
3) Use of Assets From Abroad (H4M&E 212 H)
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3 Licensing ((FA[IE® %)
4 Trading Companies (A 5 /A 5])
5 Joint Ventures (& & 4)Mk)
6 Investment
1) Direct Investments (E#ZE#H &)
2) Portfolio Investments ([A]3# %)
7 Visible and Invisible Trade (BFERZMELESH)




1 Merchandise Exports and Imports
1) Exporting (7 & 1 1)

Merchandise export are goods sent out of a country

(1) Direct exporting(E#: 1 O)

Direct exporting involves establishing an export
department or even an overseas sales branch.

(2) Indirect exporting(J&a] £ H 1)

A company can also sell its products abroad
indirectly throngh midllemen, commonly called export
egents
2) Importing (7 st )

Merchandise export are goods brought in.



2 Service Exports and Imports (A &3 H 1)

1) Travel, Tourism, and Transportation (J&fiflk. AZiHiz

fnlk)

Earnings from and payments for travel, tourism, and
transportation

2) Performance of Activities Abroad ([E 4} & 557 3h)

Fees are payments for the performance of certain activities
abroad, such asbanking, insurance, rental,engineering
and management

3) Use of Assets From Abroad ([H 4} r=#)iz H)
Royalties are the payment for using assets abroas, such as

trademarks, patents and copyrights, etc.



3 Licensing (# AL 5)
Licensing is a simple way for a manufactuerer to
become involved in market abroad.It can gain entry
to a foreign market at little risk.

4 Trading Companies (¥ /A &)
Trading companies are large international

wholesalers, frequntly larger and more powerful than
themanufactuerers they represent

5 Joint Ventures (& & k)

Joint venture is a form of partnership, a pattern of
business organization which can be adopted by every type

of industrial co-operation.



6 Investment

1) Direct Investments (B %)

Direct investment takes place when control follows the
investment

2) Portfolio Investments (JA]4Z ¢ ¥%)

Portfolio Investment can be eithe debt or equity, but the
control does not follow the investment
7 Visible and Invisible Trade (R S5MEHLH 5)

Visible Trade involves the importing and exporting of
tangible goods.

Invisible Trade involves the service exchange between
countries



Trade concepts

Balance of trade( 77 %) 72 7%1) is the difference between
the monetary value of exports and imports in an
economy over a certain period of time.

A favorable balance of trade (% 5JIZE) is
known as trade surplus (Exports>Imports), or
excess of export over import.

An unfavorable balance of trade (A 5% %) is
known as trade deficit (Exports<Imports), or
excess of import over export, or informally, a
trade gap.



[
The Mercantilism (16-18 century)

Main arguments of the Mercantilism are the prosperity of a
nation depends primarily upon the possession of precious
metals such as gold and silver, the volume of the world
economy and international trade is unchangeable, and foreign
trade is the real source of a nation’s economic assets.
Therefore, to become wealthy and prevent pauperization, the
best way Is to encourage exports, but discourage imports
through the erection of tariff barriers, keep positive trade
balances, and control capital movement.
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Theory of Absolute advantage (ZEXTILH L) Adan
Smith (1723-1790)

Absolute advantage came from natural endowment or later

favorable conditions of a state. Proper division of labor
enhanced the labor productivity, and promoted the public
wealth. Therefore, Adam Smith believed a country has an
absolute advantage over another in producing a goods, if it
can produce that goods using fewer resources than another

country.




In economics, absolute advantage refers to
the ability of a particular person or a country
to produce particular goods with less
resource than another person or country.



Part 1V
y

The Comparative Cost Doctrine (the Comparative Advantage)
British economist David Ricardo(1772-1823)

Principles of comparative advantage argued for the first time
that benefits from foreign trade was not limited to the
availability of absolute advantage. What matters is not
absolute cost, but the opportunity cost of production.

Pl A (Opportunity Cost,0C) &3 AN 7 LIEN Hin
ARG R H AR s, XA “BRERA” , BEBE
) “FHRLER
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Part 1V
»

The Comparative Cost Doctrine FE 45 A Fi e
(the Comparative Advantage [ EAL A ELIR)

According to the theory, a country should specialize
in products and services in which it has a
comparative advantage. It should trade with another
country for products in which the other country has a
comparative advantage. In this way both countries
become better off and gain from division of labor and

trade.
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The Comparative Advantage refers to the
ability of a person or a country to produce a

particular good at a lower opportunity cost
than another person or country.
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The Heckscher-Ohlin Theoryi#if vt & /K - AR EL 12 (Factor
Proportions Trade Theory & i = T i)

Factor Proportion Theory is most commonly known as the

Heckscher-Ohlin Theory.




The Heckscher-Ohlin Theory refers to the belief that a
country should choose what to produce and trade on the basis
of the relative scarcity of labor, land, and capital. Basically,
on this view the relative scarcity of a factor or factors
determines the comparative advantage of the country.
According to Heckscher and Ohlin, a country can produce
relatively more cheaply the commodity which uses relatively
intensively (in the production process) (factor intensity) the
factor with which the country is relatively abundantly
endowed (factor abundance). So the H-O theory predicts the
pattern of trade between countries based on the characteristics
of the countries. A capital-abundant country will export the
capital-intensive goods while the labor-abundant country will
export the labor-intensive goods.
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USA is a country which is capital-abundant while relatively
scare in labor. According to the Heckscher-Ohlin theory, USA
should export the capital-intensive commodity while import
labor-intensive commodity.
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