INTERNATIONAL TRADE USA-CHINA

by Felipe Acevedo Briones, April 2005
This paper summarizes the research and analysis used to determine the best decision for the U.S. country to implement an international trade with China. The model includes economics and intangible aspects, all of them based in the BOCR (benefits, opportunities, costs and risks) structure. The question of this project is identify the actual and future situation of the country and if this agreements will be benefited for it.

INTRODUCTION

The idea of any kind of international trade is to eliminating trade barriers so that American workers, farmers, and businesses can have increased access overseas for our goods and services is one of USTR’s core missions. Every day, USTR works closely with other U.S. Government agencies to press our foreign trading partners to eliminate their barriers.

The U.S. government is increasing resources dedicated to assisting U.S. companies explore business opportunities and address challenges to doing business in China. But at the same time China is doing a similar process, because both countries want to get the highest benefits with this agreement. Is U.S. prepared for this?

Some questions that any company has to do it before trade with China:

1. Prior export experience to at least one foreign market.

2. Commitment to developing export opportunities includes top management support, designation of an internal China sales manager, sales and technical staff who are willing to travel to China often. 

3. Ability to acquire familiarity with export logistics unique to China including negotiation of letters of credit, freight forwarders, export documentation and export licensing.

4. Sufficient financial resources to actively support marketing of products in China.

5. Ability to host visits by potential buyers to conclude sales negotiations, facilitate pre-contractual equipment inspections, and provide installation training, etc, etc.

The list is bigger and the consequences uncertain, but this model can help to take the initiative.

THE MACROECONOMIC MODEL

The economic part of the model is based in the main macroeconomic idea, 4 groups and 3 main markets; this idea can be used in any economy with open markets.

THE GROUPS:


Industries: All the business are represented, they are ordered to produce goods and services and hire the productivity factors.


Household: They are the owners of the productivity factors and the main consumers of goods and services.


Government:
The regulatory identity related to administrate the public resources.


Foreign: The same groups but representing other economies.

THE MARKETS:


Goods and Services: The place where are trade all final goods and services.


Prod. Factors: The place where the household trade the productivity factors with the companies, this market is represented by the labor.


Financial Market: Place to trade all the financial asses, main connection to move the household loans the investments process.
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To this idea is added the other non-economics aspects, like politics, military, social, etc. For that thing, the software used is very useful to combine this to two parts of the evaluation.

THE PROBLEM STRUCTURE

[image: image6.wmf]The model is based in the 4 control steps to optimize the alternatives with Benefits, opportunities, costs and risks that affect the US economy during and after the trade. 
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In the next table you can see the priorities of each criteria and sub criteria.

THE BOCR RATINGS

[image: image8..pict][image: image9..pict]To compare the criteria with the alternatives inside the control model, was required to ratings the priorities, depending of each degree of importance. 
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And the weight of each value is showed in the next chart: 
BENEFITS CRITERIA

There are 3 subnets under benefits decision, social, economics and politics and the results are showed in the next charts.

Benefits/Economics
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This is one of the most important aspects in the trade, cheaper products are coming, generating less expensive cost for the household and for the industries, at the  same time this help to have new products in the economy, generate new demand for job, increase the incomes for all the sectors and rise de domestic product, or GDP.

Benefits/Politics
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This benefits are more strategic, and the only integrant of the groups is the government, but for the US situation this is very important, because there is a world stability factor inside the decision, China is a big powerful country and the politics aspects in terms of diplomatic and military relation are always delicate. At the same time, this situation can be reflected in the financial terms thanks the global stability.

Benefits/Social
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The social benefits are represented by the two private sectors, household and industries, and how they can get benefits with this trade, but is really interesting because even this thing should be a contribution to growth, there is more negatives solution than positives.

OPPORTUNITIES CRITERIA

The opportunities are showed depending the markets or the groups, looking the two principal component of any economy.
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Opportunities/Markets
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The three markets will be very benefited with the trade, the main reason is the size of China, and how this can be an advantage in production, sales and financial business.

Opportunities/Groups
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The same situation than markets have the groups, that is because both variables are stranger related and one change in one affect directly to the other.

COSTS CRITERIA

There are two biggest costs, social and economics both of them related with the process of adaptation.
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Costs/Economics
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The economics costs are very big in the short term, there is an adaptation process with a lot of smaller companies treating to be competitive in hard condition, specially for the lowest production cost in China, at the same time that thing should produce capital flow an rise the investment in the other country instead here.

Costs/Social

[image: image24..pict][image: image25..pict]The social cost is the second step after the economic costs, it is a chain effect after an internal adjustment. And if we had negative results in social benefits, here the numbers have a big gap. 

RISKS CRITERIA

The risks depends of how long are you looking in the trade results, therefore the 3 subnets are short, medium and long term. And  I only include one chart to explain it because is the same relation for all cases.
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Risks/short/med/long term:
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In the short term the Labor and productivity markets are going to be very hurt, that is not the case of the financial, because it is faster to get a stability point, but when the time goes by, this market is more uncertain, but the other two are going to move to a equilibrium point, this is a economic process and works for all the exchange relation.

SENSITIVITY ANALISIS

Benefits

[image: image2.png]Experiments

Do not Trade with China 2|
Trads with China

i





Opportunities
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The behavior under Benefits and Opportunities are very similar, the reason of this is because the benefits come for new market opportunities and how the markets and the groups are related.


Costs
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Risks
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The same situation can be showed with costs and risks, when the time is the main factor in the process and how the uncertainty can be diminished.

FINAL RESULTS AND CONCLUSION
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In all the macroeconomic process there is a big social cost but in the long term all the markets find a point of equilibrium, and there is always a best solution have a big market to trade, more competitors, more products and new possibilities to growth up. China is a big bet but there is something that have to happen. You can use this model with other countries with same characteristics like India, and probably the answer will be the same.
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		Total

		Trade With China				65%

		Do Not Trade With China				35%

		Benef.

		Trade With China				58%

		Do Not Trade With China				42%

		Benef.->Econ.

		Trade With China				59%

		Do Not Trade With China				41%

		Benef.->Politic

		Trade With China				68%

		Do Not Trade With China				32%

		Benef.->Social

		Trade With China				48%

		Do Not Trade With China				52%

		Opport.

		Trade With China				52%

		Do Not Trade With China				48%

		Opport.->Markets

		Trade With China				59%

		Do Not Trade With China				41%

		Opport.->Groups

		Trade With China				52%

		Do Not Trade With China				48%

		Costs

		Trade With China				40%

		Do Not Trade With China				60%

		Costs->Econ.

		Trade With China				46%

		Do Not Trade With China				54%

		Costs->Social

		Trade With China				33%

		Do Not Trade With China				67%

		Risks

		Trade With China				50%

		Do Not Trade With China				50%

		Risks->term				Short		Mid		Long

		Trade With China				33%		52%		61%

		Do Not Trade With China				67%		48%		39%
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