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Characteristics and Conditions for the Establishment
of Trading Companies

Chong-Yun Rhee*

Summary

In this paper, we will attempt to analyze the manner in which the GTC differs
from other types of trading companies and discuss how to appraise the activities
of the GTC both in terms of its own utility and the utility of the national
economy. On the basis of such analysis we shall discuss issues concerning the
establishment of the GTC’s market structure within a national economy.

A GTC is a trading company involved in diverse affairs comprising various
commodities in a variety of nations. Advantages of the GTC over specialized trading
companies which deal in only one commodity may be summarized as follows:

A GTC structure permits the easy expansion of the scale of transactions as a whole
since it deals in diverse commodities, thus providing a hightened possibility for
effecting economy of scale.

As is generally recognized, there are severe limits to the number of experts who
can extend international marketing activities effectively in developing countries,
and the training of such experts requires a lengthy period. Hence, for developing
countries, a GTC is much more efficient than the specialized trading companies in
its use of personnel.

Given a national economy whose structure of comparative advantage changes
rapidly, the GTC’s marketing structure enables risk to be dispersed more -easily
than in case of a specialized trading company, since the GTC deals in diverse
commodities and trades with many nations.

After establishing a GTC’s marketing structure, the export of import-substituted
commodities is facilitated at an earlier stage using the existing marketing channels

of the GTC.

* Department of Economics, Hankuk University of Foreign Studies.
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GTC’s experience of dealing in a high volume of diverse commodities makes the
GTC suitébl'e for deciding the export time and playing an organizer’s role.

When specific commodities shift toward import-substituted commodities from the
stage of import, specialized European trading companies usually tend to delay
import substitption due to a conflict of interest with the company which tries to
import-substitute the related export commodities. But in Japan where the GTC is
the main agent of marketing activities, the GTC imports capital in the process of
development of domestic industry substitution, further participates in this process
through é;lvice concerning technology and instrument importations, and in addition
acquires the rights to domestic sales and export either in part or whole. Accord-
ingly, it is relatively easier to shift from the import stage to the import substitution
stage. The six points detailed above sketch out the economically rational aspects
of the GTC when compared with the specialized trading company. There are,
however, also some problematic points which are listed below.

By'.attainment of dispersion of risk through diversification and simultaneous
massiveness to achieve economies of scale, the GTC becomes a super-massive
trading company in the process of expanding towards a national economic structure.
Possible consequential results are diseconomy of scale and easy monopolization, or
at least domination of the other trading companies’ activities.

Increase in the variety of commodities tends to make marketing activities
difficult which had been suitable for each commodity individually.

When the trading structure of a nation shifts to a stage which requires high
technology, the GTC, whose main purpose is the minimization of marketing
costs through bulk transactions, plays a less important role. A correct appraisal
of these two contrasting tendencies among all trading companies, that is, positive
and negative effects, is thought to be closely related to the resource and develop-
ment stage of a given national economy.

Accordingly, an environment which is profitable for the GTC, rather than for
specialized trading companies may be summarized as follows;

Assuming development through international relations on the basis of the specific
resource endowments of a given nation, the international marketing strategy of a

company for the acquisition of foreign markets and the establishment of an inter-
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national network including the long-term forecast of available markets can be
justified. For nations at an early developmental stage, an inevitable result of the
possession of an international marketing network for only a single commodity is
the lengthy period required for them to recoup the marketing investment funds.

In light of this, simultaneous marketing activities for diverse commodities is econo-
mically expedient. This is one of the pre-conditions for the establishment of a

GTC’s international trading activities.

If there are many small and medium-scale export-oriented firms in a national
economy, the transaction amounts of individual firms are too small to be a transaction
unit of the economy. Thus, the organization of human resources is needed, by
which means economies of scale are effected through the summation of transaction
amounts resulting in more efficient trading. This is also a pre-condition for the
existence of a GTC.

Suppose that a national economy, whose qualified international maketing experts
are scarce, targets for fast development with rapid change in industry and trade
environments. Then rational activities of trading company organizations will involve
concentrating scarce human talent and will be, consequently, be similar to those of
a GTC.

If there is a group of companies which is trade oriented in diverse areas, then
it is more rational to conduct international activities together than individually.
The existencence of such a group of companies is also a pre-condition for the
generation of the marketing structure of the GTC. However, when the economy of
a developing nation matures to the point that it may be termed as an advanced
economy, two structural changes may be forecasts which have an important effect
on decisions regarding international trading style in light of domestic conditions.
One is the fact that trade commodities of a nation will be technology intensive and
the other is the appearance of firms which conduct activities on a worldwide scale.
If the economy of a nation becomes an advanced one where such international scale
firms with only one technology intensive good appear, then, the background of the
activities of the GTC will be weakened, since their characteristic is the mass

transaction of many varieties of commodities in diverse markets,



