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FOREWORD 

The United States Agency for Intemational Development (U.S.AID) sponsored 
this project as part of the U.S. Congress initiative entitled Secure Eastern European
Democracy (SEED Act). This project is one of a number of university-based initiatives 
to provide education for university faculty in emerging countries about business 
management and economics in support of the newly established market economy. 

Since June of 1991, the International Enterprise Academy at The Ohio State 
University has worked cooperatively with the Solidarity Economic Foundation in Gdarisk, 
Poland, to facilitate the creation of three Polish-American Enterprise Institutes in 
connection with the universities in Bialystok, Poznai apd Rzesz6w. In each site two 
coordinators and fifteen or more faculty members have established courses for business 
owners in Entrepreneurship, Marketing, Management, Finance, Strategic Planning, and 
Export-Import. In addition, we developed skills among the faculty for business advising 
in these areas and developed case studies of Polish entrepreneurs. 

The development of the six curriculum products took place over a two-year period 
and were the cooperative efforts of the coordinators from the Polish Institutes and the 
faculty from various American Universities. We are indebted to the following people for 
their dedication, patience and understanding in addition to their outstanding expertise in 
the area. 

ENTREPRENEURSHIP Vicky Rash, The Ohio State University 
Andrzej Jurgilewicz, The Bialystok Business School 

MARKETING Gerald Hills, The University of Illinois at Chicago 
Walery Lach, Poznaii Academy of Economics 

MANAGEMENT Gene Gomolka, The University of Dayton 
Adam G6ral, The Mana-Sldodowska University 
in Rzesz6w 

FINANCE ynn Neeley, Northern Illinois University 
Boguslaw Plawgo, The Bialystok Business School 

STRATEGIC PLANNING Randy Rollinson, The University of Illinois 
Chicago 
Zdzislaw Krajewski and Bogdan Sojkin, Poznai 
Academy of Economics 

at 

EXPORT-IMPORT Martha Cooper, The Ohio State University 
Krzysztof Kaszuba, Rzesz6w Polytechnic 
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BUSMS ADVISING 	 Rodney Terminello, The Ohio State University 
Krzysztof Kaszuba, Rzesz6w Polytechnic 

CASE STUDIES OF POLISH ENTREPRENEURS 

Lisa Mazzei, The Ohio State University 
Alicja Zajaczkowska and Alicja Unterschuetz of the 
Solidarity Economic Foundation 

In addition, we are deeply indebted to our counterpart staff at the Solidarity
Economic Foundation: Miroslaw Mironowicz, Malgorzata Ba'kowska, Alicja
Zajaczkowska, Aliqja Unterschuetz, Marcin Flisvkowski and Hanna Litka. They
contributed so much to the adaptation and translation of materials into Polish. 

The editors of these six curriculum products deserve special thanks for two years 
of attention to detail and schedules that everyone thought was impossible. Both Piotr 
Koryfiski and El±bieta Jacowicz have masters dcgrees in economics from the University
of Gdaiisk in Poland. Since the beginning of this project, they have worked at The Ohio 
State University in an effort to make these curriculum products appropriate for use in 
their country. 

We also thank the secretaries in both countries and others who worked hard on 
these six very ambitious curriculum projects. At The Ohio State University we especially 
want to thank Barbara Rahe, Jeanne Thomas, Janet Ray, and Kathy Summerfield. In 
Poland, we want to thank Dagmara Topolewicz, Ewa Dratwa, Malgorzata Tyburczy, 
Edyta Rusin and Dorota Malaszkiewicz. 

Because these curriculum products include many copyrighted materials that we 
have obtained limited permission to use for this project, this product may not be 
published or used for other purposes without express permission from The Center on 
Education and Training for Employment at The Ohio State University. 

We believe that these materials will provide long-term benefits to the faculty for 
whom they were designed and the business owners who will participate in their courses. 
We hope that these American models of business training will make a difference in the 
communities where they are used and impact on their success in a market economy. 

M. Catherine Ashmore 
Director, International Enterprise Academy 
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International Entrepreneurship Course
 

Overview 

Business managers are increasingly involved in international trade by either importing 
or exporting products or materials for manufacturing. This course is intended to help 
business managers to assess and plan for basic differences between sourcing and 
marketing in the home country and in other countries around the world, including 
culture, common business practices, taboos. 

Participants will analyze potential markets for size, penetrability, potential competition, 
profitability, in short an environmental analysis on the viability of exporting to specific 
markets. They will then develop an exporting strategy involving selection of specific 
markets to enter, product configuration, pricing, promotion, and distribution network. 
An important part of any international trade strategy is determining the methods of goods 
movement. Participants will assess the advantages and disadvantages of different 
distribution alternatives and constraints. 

The course will draw on business skills from the other business courses with emphasis 
on differences between domestic and international trade. 

Strategic Planning 

Differentiate among the methods of international trade, such as direct 
foreign investment, exporting, licensing 

Marketing 

Use the marketing strategy framework for developing an international 
marketing strategy. 

Management 

Assess the legal, personnel differences needed for international trade. 

Accounting/finance. 

Define international banka, g terminology. Assess potential affects of 
international finance on the exporter. Execute the basics of obtaining 
proof of payment, e.g., letter of credit. 

vii 



International Entrepreneurship Course 

Competencies 

Business managers attending this course should be able to: 

1. 	 Introduce and describe potential effects of macro issues on the viability of 

importing and exporting. 

2. 	 Evaluate the potential advantages/disadvantages of exporting to a specific market. 

3. 	 Assess any needed adaptations of a specific product for selected markets. 

4. 	 Indicate potential options for promoting in different cultural markets. 

5. 	 Define the considerations for setting prices in a foreign market. Assess potential 
affects of international finance on importing or exporting. 

6. 	 Evaluate the different goods movement and storage options. 

7. 	 Assess the advantages of and disadvantages of different distribution alternatives 
and constraints. 

8. 	 Determine methods of establishing good business relationships, including 
partnerships and joint ventures. 

9. Know where and how to obtain assistance in the home country and other 
countries. 
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THE MACRO ENVIRONMENTAL ISSUES OF
 

INTERNATIONAL ENTREPRENEURSHIP
 



UNIT1
 

Title: 	 THE MACRO ENVIRONMENTAL ISSUES OF INTERNATIONAL 
ENTREPRENEURSHIP 

Purposes: 	 This unit is designed to introduce and describe potential effects of macro issues 
on the viability of importing and exporting. 

Objectives: 	 To introduce and describe potential effects of macro issues on the viability of 

importing and 	exporting. 

Materials: 

Transparency 1-1 International Entrepreneurship title 
Transparency 1-2 Course outline 
Transparency 1-3 Course outline 
Transparency 1-4 Course outline 
Transparency 1-5 Course outline 
Transparency 1-6 Course Competencies 
Transparency 1-7 Course Competencies 
Transparency 1-8 Unit 1 outline 
Transparency 1-9 Unit 1 outline 
Transparency 1-10 Merchandise Exports as a Percent of GNP 
Transparency 1-10a Poland - U.S. Trade 
Transparency 1-11 Exports/Imports for Selected Countries, 1989 
Transparency 1-12 Partial list of Car Parts Imported by U.S. Companies 
Transparency 1-13 Reasons for International Trade 
Transparency 1-14 Motivations to Internationalize for Small and Medium-Sized 

Firms 
Transparency 1-15 Benefits and Risks of International Trade 
Transparency 1-16 Sources of International Credit Information 
Transparency 1-17 XYZ Company 
Transparency 1-18 ABC Company 
Transparency 1-19 Part I of International Marketing Questions 
Transpaiency 1-20 Project Overview 
Transparency 1-21 Economic Environment Issues 
Transparency 1-22 Mark v. Yen v. Dollar 
Transparency 1-23A/B Exchange Rates 
Transparency 1-24 Political and Legal Environment Issues 
Transparency 1-25 Some European Community Provisions 
Transparency 1-26 Trade Barriers 
Transparency 1-27 Levels of Economic Integration 
Transparency 1-28 Standards and Stability 
Transparency 1-29 Cultural Issues 
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Export/Import Unit 1 

Transparency 1-30 Business preferences across Cultures (Kanter) 
Transparency 1-31 Technology and Environmental Issues 
Transparency 1-32 Definition of EDI 
Transparency 1-33-35 JIT, use of barcoding by leading U.S. businesses 
Transparency 1-36 Information for Asset Tradeoff 

Handout 1-1 Why Export? 
Handout 1-2 Exporting to 20 Countries including the USA 
Handout 1-3 Importing Example (ABC Company) 
Handout 1-4 International Marketing Questions 
Handout 1-5 Checklist: International Marketing Questions 
Handout 1-6 Export/Import Strategies 
Handout 1-7 Licensing Regulations in 18 Nations 
Handout 1-8 Exporting Pays Off 
Handout 1-9 Gillette Travels the Work 
Handout 1-10 Eksport do USA 

Activities: Student exercises are listed in the T-outline. 

References for Instructors: More readings for instructors only in Book 2: 

Ri-i: Theories of International Trade and Investment (Chap.2 1B) and Starting 
International Operations (Chap. 11 _B) 

R1-2: The International Financial Environment (Chap. 6, IM) and The Export 
Process (Chap. 7, LM) 

R1-3: The International Political and Legal Environment (Chap. 4, M) 
R1-4: Doing Business with Newly Emerging Market Economies and State-Owned 

Enterprises (Chap. 10, 1B) 
R1-5: The International Cultural Environment (Chap. 5 IM) 
R1-6: National Trade and Investment Policies (Chap. 7,/B) and The Cultural 

Challenge (Chap. 9, LB). 
R1-7: Executive Summary 
R1-8: Export Marketing and International Marketing (optional reading) 

Questions for discussion in Instructor Notes 1-1; 1-2, 1-3 and in Instructor 
Notes 1-4 Export/Import Strategies in the end of the unit. 

Notes for Instructors: 

Set the tone for the course as being a dialogue between the instructor and the 
participants. Begin by introducing yourself and any international experience you 
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ExportlImport 	 Unit 1 

have. Next talk through the eight units in terms of what the participant will get 
(competencies and specific topics). Before launching into Unit 1 material, have each 
participant introduce themselves, their company and its products, and what their 
interest is in international entrepreneurship (i.e., importing, exporting, or both). This 
will get the participant used to interacting with the group and talking about their 
favorite subject-themselves. The course is designed to encourage interaction among 
the instructor and the participants. A useful technique to gauge whether the 
participants are grasping the material is to ask questions frequently. These questions 
can be in two forms: 

1. 	 where an answer is expected 

2. 	 where the participants are to finish the sentence, thus reviewing material already 
covered. 

Abbreviations used in fhe T-outlines include: 

IB 	 InternationalBusiness, Czinkota, Rivoli, and Ronkainen.
 
IB Manual is the instructor's manual to accompany lB.
 

IM 	 InternationalMarketing, Czinkota and Ronkainen.
 
IM Manual instructors manual to accompany IM.
 

Estimated time: 	 4 hours 

Unit Outline 

I. 	 Overview of the Module 

II. 	 An Introduction to International Entrepreneurship 

A. 	 The Nature of International Marketing -

How is it different from domestic marketing?
 

B. 	 Patterns in International Business -

The Global Competitive Arena
 

C. 	 Significance and benefits of international trade -

Why Export or Import?
 
1. 	 The Kinds of Risks in International Marketing 
2. 	 Risk Management Strategies 

III. 	 Introduction to Ongoing Example: XYZ Company 

A. 	 International Marketing Questions (General Overview) 
B. 	 Individual Project overview 
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Export/Import Unit ) 

IV. The Macro Environment of International Trade 

A. Economic 
1. World/Regional Economic Conditions 
2. International Financial System 

a. Exchange Rates 
(1) comparison of German, Swiss, and Polish currencies 
(2) floating versus fixed rates 

b. International Banking 
c. Alternative Funding Sources 

(1) International Monetary Fund, The World Bank 
(2) sources of funding for small businesses in Poland 

B. Political and Legal 
1. Regulations 

a. Overview of Regulations by Country (Czinkota) 
b. GATT 

2. Standards 
a. Poland to EC 
b. ISO 9000 

3. Stability 
a. political 
b. economic 

4. Example of a Specific Product - Buckles of America 
C. Cultural 

1. Differences Among Markets 
a. United States 
b. European Community 
c. Asia 

D. Technological 
1. Differences Between Poland and Other Markets 
2. Information Technologies 

a. EDI, Fax, Telecommunications 
b. Substituting Information for Investment
 

E Environmental
 
1. Effects on Market Openness 
2. Responsibility 

V. Checklist: International Marketing Questions (Specific Form) 

VI. Assignment 
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UNIT 1 

The Macro Environmental Issues of
 
International Entrepreneurship
 

CONTENT PROCESS
 

I. Overview of the Course Put up TP 1-1 containing course title. 

Hello, my name is 
I will be your instructor for the International
 
Entrepreneurship course. My experience
 
internationally consists of .... I look
 
forward to working with you over the next
 
several weeks.
 

During this course we will learn the basic Put up TP 1-2 first page of course overview.
 
concepts of how to prepare for and conduct
 
international trade.
 

We will begin the course with today's TP 1-3, 1-4, and 1-5 remainder of course
 
session which examines the reasons for outline.
 
entering international trade and the
 
economic, politi,,al, cultural, technological,
 
and environmental factors one must consider
 
before entering into internatip :al trade.
 
These factors should he carefully
 
investigated for potential markets.
 

Briefly describe the main points of each TP 1-6 & 1-7 shows course competencies.
 
unit. Indicate that there will be specific
 
examples of real companies doing exporting
 
and importing into and out of Poland.
 

Have participants introduce themselves, their
 
companies. and whether they are interested
 
in exporting, importing, or both. Also tell
 
WHY they are interested in international
 
trade. (To here should be at least 1/2 hour.)
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EportlImport Unit 1 

CONTENT PROCESS 

II. An Introduction to 
Entrepreneurship 

International 

Today we will examine the major reasons 
for considering international trade and the 
risks involved in such trade. Then we will 
review the major environmental issues that 
affect world trade in general and the choices 
of specific countries in particular. 

TP 1-9 & 1-9 Unit 1 outline to level A., B., 
etc. 

A. The Nature of International Marketing Present TP 1-8 again. 

How is it 
marketing? 

different from domestic 

The only difference between domestic 
and international marketing is that it 
involves origins and governments of 
different countries. 

Involves three disciplines: 
business/marketing 
economics and finar.cial 
political structures 

B. Patterns in International Basiness 

The Global Competitive Arena 

C. Significance and Benefits of Inter
national Trade 

Ask participants to relate their experiences 
with international trade, if any. Only take 
2 or 3 examples or may use up too much 
time. 

Emphasize the importance to many countries 
using TP 1-10, 1-11, 1-12 about: 
Merchandise Exports as a Percent of GNP;
Exports/Imports for Selected Countries, 
1989. Partial list of Car Parts Imported by 
U.S. Companies. 

Why Export or Import? 

What caused international 
occur? 

marketing to Discuss TP 1-13: 
Trade. 

Reasons for International 

1. Try to obtain goods from nearest and 
least expensive source. 
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Export/lImport 

CONTENT 


No country can provide all goods 
and services 

Some have very few-e.g., new 
nations. 

Absolute advantage-lowest absolute 
cost. 

Comparative advantage-lower 
relative cost 

2. 	 Differences in resources and skills, 
climate; termed International 
Division of Labor. 

3. 	 May take years of development to 
obtain volume; must over-produce 
for own needs (may export if profit 
margin high enough). 

Profit margin-in general, export 
high profit items and import low 
ones. 

Cost may prevent some areas from 
exporting. 

4. 	 Many counties export some items
cars in U.S., petroleum lubricants, 
mediciie, varicus machine parts. 

Foreign exchange fluctuations may 
make items more or less expensive. 
If country devalues its currency, 
goods less expensive in foreign 
markets. 

5. 	 Developments of foreign markets
trade promotion, exchanges. 

Unir 1 

PROCESS 

Assign activities as described in Instructor 
Notes 1-1 at the end of the unit. 

- Explain the concept of absolute advantage 
- Discuss the question: How might the 

product life cycle theory explain trade 
and investment patterns in compact disc 
players? 

Refer to Reading for Instructors 1-1 (Chap.2 
p. 20).
 
Discuss in terms of how it affects small
 
business or skip.
 



Erport/Import Unlit I 

CONTENT 	 PROCESS 

6. 	 May import to conserve natural 
resources-e.g., oil for U.S. 

7. 	 Sufficient Purcnasiig power. 

8. 	 Political re!ations, restiictions. 

Why small and medium-sized firms 	 Discuss TP 1-14: Major Motivations to 
internationalize. 	 Internationalize Smal1 and Medium-sized 

Firms. 
Refer to Reae'rig for Instructors 1-2 (Chap. 
7, p. 212-215). 

Significance and benefits of international TP 1-15: Benefits and Risks of International
 
trade: Trade.
 

Exports may raise standards of living by
 
increasing personal income and capital Hand out reading on Why Export? (HO 1-1).
 
available for investment.
 

Imports bring in a wider variety of
 
merchandise.
 

1. 	The Kinds of Risks in International 
Marketing 

A. 	Business 
1. 	Physical problems: T' 1-15 of main points. 
a. 	 product changes-with-stand
 

high temperatures, less
 
expensive,
 

b. 	 increase manufacturing
 
capability,
 

c. 	 inventory problems 
d. 	 pac.king and shipping

product life, weatherproofing
 
e. 	 remote market and sales
 

origins,
 
(1) 	nationalization 
(2) 	 information flow 

f. 	 marketing 
(1) 	 the consumer:
 

- different habits,
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Export/Import 	 Unit I 

CONTENT 

customs, traditions, work 
and leisure time 
- personality vs. Poland 
(may buy only for price, 
quality, or base neces
sities) 

(2) 	 average literacy 
(3) 	 which retail outlets? 

g. 	 legal problems-contracts may 
not be contracts, 

h. 	 foreign competition, 

B. 	 Economic 
1. 	 What level of personal 

income (purchasing power)? 
2. 	 Is capital available? 
3. 	 Transmission of credit and 

cash 
4. 	 Foreign exchange rate
 

fluctuations
 
5. 	 International Banking 

Facilities 
6. 	 Balance of payments-

Positive not always best way 
to go. 

7. 	 Assuming a long term 
investment. 

8. 	 Wage and price supports. 

C. 	Political 
1. 	 Import/export regulations, 

foreign exchange rates 
Non tariff barriers-quotas, 
unpublicized administrative 
procedures that impede or 
exclude imports. 

2. 	 Tariffs/Taxes 
3. 	 Government stability-

Saigon, Cuba. 
4. 	 Language and vocabulary 
5. 	 Competitiveness allowed-

Uganda and Chili, national 
security. 
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Export/Import 	 Unit I 

CONTENT 

D. 	 Financial 
1. 	 Commercial risk-

insolvency or payment 
default by buyer. 

2. 	 Political risk -out of control 
of buyer or seller, usually 
government regulations or 
delaying of process. 

3. 	 Foreign exchange risk
effects of fluctuating 
exchange rates 

4. 	 Other-inflation. 

2. 	Risk Management Strategies 

Assessing credit worthiness of 
foreign buyer. Difficult because: 

" Credit reports may not be 
reliable. 

" Audited reports may not be avail
able. 

• 	 Financial reports may be 
prepared according to a different 
format. 

" 	 Statements are in local currency. 
* 	 The buyer may have the financial 

resources in local currency but 
cannot convert because of 
government restrictions, 

Irn. 	 Introduction to Ongoing Examples: 
XYZ Exporting Company and 
ABC Importing Company 

We will use different companies as example 
throughout the course. However, to add 
some continuity, we will also refer to one 
import company and one export company. 

PROCESS 

Refer to Reading for Instructors 1-2 
(Chap. 6, p. 163-4). 

Present TP 1-16: Sources of International
 
Credit Information.
 

Managing foreign exchange risk will be
 
discussed in Unit 5.
 

The rest of the course addresses business
 
and economic risks.
 
Political often uncontrollable for small
 
business person.
 

Present TP 1-17: XYZ Company and TP 1
18: ABC Company.
 
It is best to use local companies where
 
possible. Otherwise, use the two provided
 
in HO 1-2: SETI Company and HO 1-3:
 
River Krakow.
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Eporn/Import 	 Unit I 

CONTENT 	 PROCESS 

A. 	 International Marketing Questions 
(General Overview) 

These are the major categories of
 
questions that must be answered to Hand out questions:
 
produce an international strategy. 	 HO 1-4: International Marketing Questions 

(part 1) and HO 1-5: International 
Marketing Questions (part 2). 

B. 	 Individual Project Overview 
Talk through TP 1-19, Part I. 

In addition to the A13C and XYZ exam
ples that will be used throughout the TP 1-20. Hand out project assignment. 
course, each participant will prepa-e an Discuss HO 1-6: Export/Import t Strate
export or import strategy for his/her gies.
 
product. We will cover the specific
 
questions in Parts II.-VI. during the
 
course. At the last session, each
 
participant will answer the questions in
 
Part I. for the project. The purpose is
 
to help each participant develop a
 
tangible strategy that is at least a
 
beginning of an international strategy if
 
not an executable plan.
 

IV. 	 The Macro Environment of Inter
national Trade 

A. 	 Economic Discuss TP 1-21: The Macro Environment 
of Intern ional Trade. 

1. 	 World/Regional Economic Condi- Put up TF 1-22: Value of the Yen and 
tions German Mark v. the Dollar, (1970-1990). 

2. 	 International Financial System: 

(a) Exchange Rates Work 	 through TP 1-23A/B which shows 
(1) 	comparison of German, changes in these currencies over three 

Swiss, 	and Polish currencies selected points during the past year. This 
should be updated annually as the course is 
re-offered.
 

Student Exercise: 
(2) 	 floating versus fixed rates Have each participant project the zloty/mark 

exchange rate for the last day of the course. 
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Erport/Import 	 Unit 1 

CONTENT 


b. 	 International Banking 

c. 	 Alternative Funding Sources 

(1) 	International Monetary 
Fund, The World Bank 
(a) IMF-foreign exchange 
(b) IBRD-World Bank 1946 
- helps member countries 
develop productive facilities 
and resources such as 
electric power, transpor
tation, agricultural loans 
to governments (must be a 
member of IMF also) 
(c) International Finance 
Corp.-less developed mem
ber countries (must be IBRD 
member also); increase pri
vate enterprise 

(2) 	 Sources of funding for small 

businesses in Poland 

B. 	 Political and Legal 

Must be considered for both home and 
host country 

1. 	 Regulations 

a. 	 Overview of Regulations by 
Country (Czinkota) 

b. 	 General Agreement on Tariffs 

And Trade (GATT): 

PROCESS 

Participants will write their forecast on a 
piece of paper with their name. These will 
be 	 sealed in an envelope which the 
instructor will open the last day of class. It 
would be nice if some small prize were 
offered for the closest estimate. 

Put up TP 1-24. 

Refer to Reading for Instructors 1-3. 

Put up TP 1-25: Some EC Provisions. 
Present TP 1-26: Trade Barriers. 

Distribute HO 1-7: Licensing Regulations in 

18 	Nations. 
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Erport/Impon Unit 1 

CONTENT 

- created in 1947; 
- purpose - relax trade barriers 

between nations; 
- to reduce tariffs requires that 

subsidies be made known and 
defended by export nation; 

- general prohibition of quanti
tative restrictions; 

exceptions: 
- balance of payments exception; 
- agricultural restrictions - if 
internal restriction on production; 
- economic development 
example quotas; 

-

can establish: 
- Free Trade Area - barriers to 

trade among member countries 
are removed; 

- Customs Union - free trade 
area plus same tariff rate for 
non-member countries 

2. Standards 

a. Poland to EC 

restrictions on transportation 
vehicles, product content, etc. 

b. ISO 9000 

To do business with EC firms, com
pany and its suppliers must be 
certified by the International 
Standards Organization that there is 
a total quality process in place for 
improving all business processes. It 
is total quality management applied 
to business processes instead of the 
product. 

14 
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Put TP 1-27: Levels of Economic 
Integration. 

Refere to Reading for Instructors 1-1, 
(Chap. 2, pp. 110-112). 

Discuss TP 1-28: Standards and Stability. 



Export/Import 	 Unit 1 

CONTENT 

3. 	 Stability 

a. 	 Political 

b. 	 Economic 

4. 	 Example of a Specific Product-
Buckles of America. 

C. 	Cultural 

Distances between countries/cultures 

Physical-Germany closer than U.S. 
Psychological or Phiiosophical-
Britain and U.S. closer than 
Tanzania and U.S. (Also substitute 
Polish exarrles). 

1. 	Differences Among Markets 

a. United States 
b. European Community 
c. Asia 

D. 	 Technological 

1. 	 Differences Between Poland and 
Other Markets 
-	 telephone service, level of 

computerization 
2. 	 Information Technologies 

a. EDI, Fax, Telecommunications 

PROCESS 

Discussion question in Instructor Notes 1-2 
at the end of the unit (Refer to Reading for 
Instructors 1-4). 

Discussion questions in Instructor Notes 1-3 
at the end of the unit. 

Discuss HO 1-8: Exporting Pays Off. 

Discuss TP 1-29. 

Refer to Reading for Instructors 1-5 and 
1-6. 

Discuss TP 1-30: Business Preferences
 
Across Cultures. (Answers on pages 136
143 of R1-5: 1) end of the job; 2) failure; 3)
 
success; 4) false; 5) closer to; 6) Slavic
 
Republics; 7) Spain-3, Germany-12, United
 
Kingdom-i, Norway- 11; 8) Frarce-working
 
breakfast, Greece-no calls2-5 p.m., Norway
 
8-5, Poland 8-4)
 

Student Exercise:
 
Role play how someone from each culture
 
would greet each other. Include words,
 
gestures, taboos.
 

Other exercises in Instructor Notes 1-3.
 

Discuss reading on Gillette Travels to the
 
Third World (HO 1-9).
 
TP 1-31: Technological and Environmental
 
Differences.
 
Use TP 1-32: Definition of EDI and give
 
examples of use of telecommunications in
 
business.
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Export/Import 	 Unit I 

CONTENT 

b. 	 Substituting Information for 
Investment. 

Emphasize that many companies 
under stand that future success 
depends on their ability to manage 
information and use technology 
effectively. 

E. 	 Environmental 

1. 	Effects on Market Openness 
2. 	 Responsibility 

V. 	 Checklist: International Marketing 
Questions (Specific Form) 

VI. Assignment 

Begin to think about the questions in PartII 
for our next session. Answer those dis
cussed today for exporting to the U.S. or 
importing from the Far East. 

PROCESS 

TP 1-33 - TP1-35: JIT, use of barcoding by
 
leading U.S. busine-sses.
 
Refer to Readings for Instructor 1-8.
 

TP 	1-36: Information for Asset Tradeoff.
 

Discuss "Green laws" in Europe and
 
elsewhere for example a Germany's new law
 
about cradle-to-grave responsibility for the
 
product and its packaging.
 

HO 1-10: Export to USA may be distri
buted at the end of the class for students to
 
read as an outside assignment.
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TP 1-1
 

International
 

Entrepreneurship
 

Import/Export 
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TP 1-2
 

International Entrepreneurship Course
 

Unit 1: 	 The Macro Environmental Issues of International 
Entrepreneurship 

Overview of the Course 

An Introduction to International Entrepreneurship 

The Macro Environment of International Trade 

Economic, Political and Legal 
Cultural, Technological, Environmental 

Unit 2: Formulating an Export Strategy and Examining 
Specific Markets 

The XYZ Company: Segmenting the Market 

Export Market Research and Analysis 

Developing Import/Export Strategies 

Segmentation, Target Marketing 

18
 



TP 1-3
 

International Entrepreneurship Course
 

Unit 3: Product Analysis and Strategy 

Unit Overview of product 

Global Standardization Versus Product Adaptation 

Product Analysis 

Unit 4: International Promotion and Communications 
Strategy 

Identify Available Communications Alternatives 

Identify Available Media in Targeted Markets 

Develop the Communications Strategy 

Define the Message 

Copywriting for Ads and Sales Talks 
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TP 1-4
 

International Entrepreneurship Course 

Unit 5: International Pricing Strategy 

Export Pricing Approaches 

Pricing Polieies, Pricing Strategies, 
Quotation and Terms of Sale 

International Banking Facilities 

Foreign Exchange 

International Commercial Payments 

Factoring, Barter and Countertrade 

Unit 6: Channels of Distribution 

International Marketing Channels in the Home 
(e.g., Poland) Market 

The foreign firms' connections to sell in home 

markets 

Options in the Foreign (Host) Market
 

Overview of Goods Movement
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International Entrepreneurship Course 

Unit 7: 	 International Goods Movement 

Evaluate the different goods movement and 
storage options 

Inventory Management 

Importing Regulations 

Documentation, Insurance, Packaging 

Unit 8: 	 Establishing Good International Business 

Relationships 

Managing International Marketing Programs 

Implementing International Programs 

Business Relationships 

Mutual Benefits and Risks 

Controlling International Progr ms 

Building the Relationship 

Conclusions for International Entrepreneurs 
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TP 	1-6 

International Entrepreneurship Course 

Competencies 

Business managers attending this course should be 
able to: 

1. 	 Introduce and describe potential effects of macro 
Assues oi the viability of importing and expor
ting. 

2. 	 Evaluate the potential advantages/disadvantages 
of exporting to a specific market. 

3. 	 Assess any needed adaptations of a specific 
product for selected markets. 

4. 	 Indicate potential options for promoting in dif
ferent cultural markets. 
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TP 1-7
 

5. 	 Define the considerations for setting prices in a 
foreign market. Assess potential affects of inter
national finance on importing or exporting. 

6. 	 Assess different channels of distribution for the 
market. 

7. 	 Evaluate the different goods movement and 
storage options. 

8. 	 Determine methods of establishing good business 
relationships, including partnerships and joint 
ventures. 

9. 	 Know where and how to obtain assistance in the 
home country and other countries. 
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Unit 1: 	 The Macro Envirenmental Issues of International 
Entrepreneurship 

Unit Outline 

Overview of the Module 

An Introduction to International Entrepreneurship 

The Nature of International Marketing -
How is it different from domestic marketing? 

Patterns in International Business -
The Global Competitive Arena 

Significance and benefits of international trade -
Why Export or Import? 

Introduction to Ongoing Examples 
XYZ Company - Exporter 
ABC Company - Importer 

International Marketing Questions (General Overview) 

Individual Project overview 
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TP 1-9 

The Macro Environment of International Trade 

Economic 

World/Regional Economic Conditions 

International Financial System 

Exchange Rates, International Banking 

Political and Legal 

Regulations, Standards, Stability 

Cultural 

Technological 

e.g., Information Technologies 

Environmental 

25
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MERCHANCISE EXPORTS AS A PERCENTAGE OF GROSS NATIONAL PRODUCT' 

United United 
Period States France Germany Italy Netherlands Kingdom Japan Canada 

1980 8.1 17.5 23.6 17.1 43.7 20.5 12.2 24.6 

1981 7.7 18.2 25.7 18.4 48.5 19.8 13.0 23.5 

1982 6.7 17.5 26.8 18.2 48.0 20.0 12.8 22.6 

1983 5.9 18.0 25.7 17.5 48.3 19.9 12.4 22.3 

1984 5.8 19.5 27.6 17.7 52.4 21.6 13.5 25.2 

1985 5.3 19.3 29.1 18.4 53.7 22.0 13.2 24.9 

1986 5.1 17.2 27.1 16.1 45.4 19.1 10.7 23.7 

1987 5.4 16.8 26.1 14.7 43.4 19.3 9.5 22.6 

1988 6.6 17.5 26.7 15.4 45.6 17.3 9.2 23.7 

1989 7.0 18.7 28.3 16.3 48.3 18.1 9.7 22.5 

1 9 9 0 b 7.0 19.3 26.4 15.3 NA 19.2 10.1 23.0 

NA - Not available. 
'Gross domestic product for France, Italy, and Canada. 
'Partial year data. 

Sources: U.S. Department of Commerce, InternationalEconomic Indicators, March 1985, 36; IMF, I.ternational Financial 
Statistics, January 1991; OECD, Quarterly National Accounts, No. 2, 1990; Bank of Canada Review, January 1991; Japan 
Economic Statistics Monthly, November 1990; Reihe 4, Saisonbereinigte Wirtschaftszahlen, December 1990 (Statistiche 
Beihefte zu den Moaatsberichteu der Deutschen Bundesbank). 
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TP 1-10a 

U.S. - Poland Trade 

(Million US$) 

Import 

Export 

Steel Products 

Textiles 

Food & Agriculture 

Cheese 

1990 

$406.0 

409.0 


10.7 


66.9 


126.0 


3.1 


1991 

$458.0 

356.0
 

14.2
 

59.3
 

76.0
 

3.8
 

Source: Leszek Preisner. Academy of Mining and Metallurgy, Institute of Economics, Krakow, 
Poland, 1993. 
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Exports and Imports per Capita for
 
Selected Countries, 1989
 

Exports Imports 

Country per Capita per Capita 

United States $1,463 $1,981 

Canada 4,632 4,624 

France 3,198 3,440 

West Germany 5,524 4,366 

Netherlands 7,290 7,044 

United Kingdom 2,663 3,457 

Japan 2,223 1,702 

Source: U.S. Department of Commerce, FT 900; IMF, International Financial Statistics, January 1991; 
OECD, Main Economic Indicators, December 1990; CIA, Handbook of Economic Statistics, 1990. 
© 1992 The Dryden Press. 
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PARTIAL LIST OF CARS AND PARTS
 
IMPORTED BY U.S. COMPANIES
 

ENGINES AND TRANSMISSIONS: 
GM: 980,000 engines and transmissions from 

Brazil, Japan, and Mexico in 1985, 
engines from Australia, Italy in 1987. 

FORD: 1.5 million engines and transmissions 
from Mexico, Japan, France, and West 
Germany yearly; Ranger, Thunderbird, 
Mustang, Cougar, and truck engines from 
Brazil. 

CHRYSLER: most turbochargers and 
engines from Japan or Mexico in 1988, 
high-performance transmissions from 
West Germany in 1987, engines from 
England. 

AMC: engines, transmissions and other parts 
for Alliance/Encore and Jeep from 
France. 

DASHBOARD: 
GM: Radio parts from mexico; instrumentGM:padioas from exi; int en 

panels from Japan and Britain; ignition 

parts from Singapore. 
UNITED TECHNOLOGIES: 60 percent of 

wire harnesses from Mexico; remote 
control starters from Korea. 

STEERING: 
AMC: tilt steering columns from England. 
TRW: rack and pinion steering from Korea. 

WINDSHIELD: 
GM: wiper and washer systems from Britain. 
TRICO: windshield wipers and washers from 

Mexico. 

INTERIORS: 
GM: car seats made in Mexico. 

Source: Czinkota, M. and Ronkainen I. Interna-

tional Marketing(TM 15). C The Dryden Press. 

ENGINEERING AND TOOLING: 
FORD: all small-car design, engineering, and 

tooling from Europe and Mazda in Japan. 
CHRYSLER: three future models designed 

jointly with Masarati in Italy; may 
outsource engineering to Japan. 

AUTO BODIES: 
GM: Cadillac, Allante bodies from Italy; steel 

for 1988 Cadillacs from Japan. 

BUMPERS:
 
GM: from Mexico for many models.
 

BRAKES: 
GM: Anti-lock brakes from West Gernany. 

WHEELS: 
CHRYSLER and ROCKWELL: wheels fromBrazil for Dakota trucks; wheels and axles

from Korea. 
from Fac;tr 

AMC: front and rear axles from France; ires 
from Japan. 

SPRINGS: 

GM: luxury-car front coil springs from West 
Germany; suspension springs from Japan. 

CHRYSLER: from England for Dakota 
pickups; springs and tie rods from Korea. 

TRIM: 

GM: imported from c o. 
FORD: imported from Mexico. 

RADIATORS AND AIR: 
FORD: aluminum radiators from Korea;cylinder heads from Italy; coolings 

systems from Japan; air conditioners from 

Mexico. 
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TP 1-12 (continued) 

ENTIRE CARS: CHRYSLER: 140,000 Colts, Vistas, Chal-
GM: 200,000 Sprint and Spectrum models lengers, Plymouth Champs, Saporos and 

a year from Japan and Taiwan by 1990; Conquests a year from Japan; 30,000 K
90,000 Pontlacs from Korea In 1987. cars and J-bodles from Mexico; 50,000 

FORD: 230,000 Mazda-type cars yearly from subcompacts from Taiwain in 1988; Q-
Mexico, Australia and Taiwan by 1990; coupes from Italy in 1987. 
40,000 Merkur and Scorpio models from VW: imports from West Germany and 100,000
West Germany in 1986; 90,000 Festva Voyage/Paratis from Brazil in 1987. 
minicars from Korea and over 100,000 ALL Van wagons and many car models from 
Mercury Tracers from Mexico annually, Cavada, which sells the US. 25 percent
beginning in 1987. more in vehicles and parts than 

Canadians buy from the U.S. 

-A,.
 

IR- " /
 



TP 1-13 

REASONS FOR INTERNATIONAL TRADE 

1. No country can provide all goods and services. 

2. 	 Differences in resources, skills, climate 
- International Division of Labor. 

3. Over-production for the home market. 

4. Exchange rates may favor trade. 

5. To develop foreign markets. 

6. Import to conserve resources. 

7. Sufficient purchasing power. 

8. Political relations or restrictions. 
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MAJOR MOTIVATIONS TO INTERNATIONALIZE
 
SMALL AND MEDIUM-SIZED FIRMS
 

Proactive 

Profit advantage
 
Unique products
 
Technological advantage
 
Exclusive information
 
Managerial commitment
 
Tax benefit
 
Economies of scale
 

Reactive 

Competitive pressures 
Overproduction 
Declining domestic sales 
Excess capacity 
Saturated domestic markets 
Proximity to customers and ports 

Source: M. Czinkota, Pietra Rivoli, Ilkka A. Ronkainen, International Business. 
Copyright 0 The Dryden Press. (TM 26) 
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* Benefits of International Trade 

* 	 Risks of International Trade 

Business 

Economic 

Political 

Financial 

* Managing the Risks 
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Sources of International Credit Information
 

SOURCE 

1. 	 Dun & Brad-

street 


2. 	 World Traders 
Data Report 

3. 	 Local Credit 
Agency Report 

4. 	 Bank Reports 

5. 	 Federal Credit 
Interchange 
Bureau 

RESPONSE TIME 

2 to 4 weeks, 
depending on 
location 

Variable; if known 
name, quick; other-
wise, lengthy delays 

Long, start from 
scratch 

Slow 

5 to 6 weeks 

COST 

$60 to $240 

$100 

$100 to $200 

Non. 

Part of 
membership 
fee ($500) 

COMMENTS 

Standard in the industry. 
Data are often sketchy as 
subjects are reticent to 
respond to a credit 
inquiry. 

If prominent name, corn
prehensive. Tendency to 
be out of date. 

Quality varies. Interna
tional market perspective 
lacking. 

Limited in scope. 

Narrow in scope. 

Source: Czinkota, Michael R. and Ilkka A. Ronkainen, Chicago. International Marketing, Second Edition. 
Copyright © The Dryden Press, 1990. Fig. 6.6, p. 178. 
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XYZ Company
 

JIGSAW PUZZLES TO TIlE WORIDPiece oftheAction
 
A Gdansk-basedcompany called SETI has cornered the world market in 
iigsaw puzzles. 

0307 06038 

0701B 

4 oo40702 

0703 

Source: WARSAW VOICE, Poland July 2, 1992. 
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ABC Company 
(River) 
Krakow 

Holding company formed in 1988 

6 partners with a small amount of money 

5 Divisions are run as individual businesses 

Computer - hardware (e.g., Oki printers dealer) 
biggest sales and turnover 

GSS - software formed in late 1990 

Clothing - manufacturing
 

Retail - alcohol and clothing
 

* Wholesale Shoes (Import Example) 

Started by accident 

Met Italian businessman who trusted River as 
partner 

Got shoes on consignment 

Now one of larger shoe wholesalers in Krakow 
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Broad Strategic Issues 

(Part I of International Marketing Questions) 

What objectives should be pursued in the foreign market? 

Which foreign market segments should the firm strive to 
satisfy? 

Which are the best product, place/distribution, pricing, 
and promotion strategies for the foreign market? 

What should be the product-market-company mix to take 
advantage of the available foreign marketing 
opportunities? 

Source: Czinkota, Michael R. and Ilkka A. and Ronkainen. International Marketing. 
The Dryden Press, 1990. 
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Course Project Overview 

Export/Import Strategies 
International Entrepreneurial Project 

(HO 1-20) 

Objective: 

To develop a foreign export/import strategy for 
a particular product to/from a particular market. 

Please select: 

One product or service, preferably one of your own. 

Choose either exporting or importing. 

The export market is the United States (USA). 

The import market is the Far East to Poland. 
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The Macro Environment of International Trade 

Economic 

World/Regional Economic Conditions 

International Financial System 

Exchange Rates 

comparison of German, Swiss, and 
Polish currencies 
floating versus fixed rates 

International Banking 

Alternative Funding Sources 
International Monetary Fund, 
The World Bank 

sources of funding for small 
businesses in Poland 
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Value of the Yen and German Mark Relative to the Dollar, 1970-1990 

(U.S. cents per unit o1 foreign currency) 
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Exchange Rates versus the U.S. Dollar
 

Deutschmark 

Swiss Franc 

Zloty 

($1 =) 

February 5 
1992 

1.6015 

1.4275 

10,469.01 

June 24 October 26 
1992 1992 

1.5655 1.5355 

1.4164 1.3590 

12,631.00 14,179.01 

Exchange Rates versus the Zloty
 
(1 Zloty =)
 

Deutschmark 


Swiss Franc 


U.S. Dollar 

February 5 

1992 

.0001523 


.00043636 


.00009552 


June 24 October 26 

1992 1992 

.0001239 .0001083 

.00011214 .00009644 

.00007917 .00007053 
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Exchange Rates versus the U.S. Dollar
 
($1 Currency)
 

February 5 June 24 October 26
 
1992 1992 1992
 

Deutschmark $.6244 .6388 .6513
 

Swiss Franc $.7005 .7060 .7313
 

Zloty $.00009552 .00007917 .00007053
 

Exchange Rates versus the Zloty 
(Zlotys/Currency) 

February 5 June 24 October 26
 
1992 1992 1992
 

Deutschmark 6536.850 8068.68 9234.80 

Swiss Franc 7333.541 8917.49 1036.11 

U.S. Dollar 10469.01 12631.00 14179.01 
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TP 1-24 

POLITICAL AND LEGAL
 

REGULATIONS
 

Overview of Regulations by Country 

GATT 
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SOME PROVISIONS OF THE EC WRITE PAPER
 

Free Movement of Goods 

" 	Abolish border controls on the transportation of goods 
* 	Reduce state subsidies to industries 
* 	Employ the mutual recognition approach for most goods 

Free Movement of Services 

• 	 Initiate mutual recognition of regulatory standards 
• 	 Increase competition for public procurement 
" Harmonize regulation of transportation and communi

cation services 

Free Movement of Capital 

" 	Abolish exchange controls 
• Allow trading in securities across borders 
" Initiate EC oversight of large corporations and mergers 

Free Movement of Labor 

" 	Abolish border checks on EC citizens 
" 	Establish mutual recognition of diplomas and other certifi

cations 
" 	Institute EC vocational training card to allow EC-wide 

recognition of skills 
" 	Institute a common immigration policy 

Source: Czinkota,M.R., Ronkainen A. %''ernationalBusiness. 0199? The Dryden Press. Tab.6.3, TM 14 
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TRADE BARRIERS
 

There are literally hundreds of ways to build a barrier. 
The following list provides just a few of the trade barriers 
that exporters face. 

" Restrictive licensing * Discretionary licensing 
" Special import authoriza- a Licenses for szlected 

tion purchases 
" Global quotas e Country quotas 
" Voluntary export • Seasonal prohibitions 

restraints 	 e Health and sanitary 
• 	Temporary prohibitions prohibitions 
* 	Advance import deposits • Foreign exchange licen
* 	Taxes on foreign sing 

exchange deals e Licenses subject to barter 
" 	Preferential licensing and countertrade 

applications • Customs surcharges 
* 	Special taxes and excise e Stamp taxes 

duties • Consular invoice fees 
" Licensing fees * Taxes on transport 
* Statistical taxes * Service charges 
" Excise duties • Value-added taxes 
" Sales taxes • Turnover taxes 
" Consumption taxes * Internal taxes 

Source: Czinkota, M.R. and I. Ronkainen International Marketing. Copyright 0 1992 The Dryden Press. TM 17, 
Tab. 7.2. 

44 



TP 1-27
 

Levels of Economic Integration
 

Free Trade 
Ara 

t Free Trade 

\among Members/ 

X °° leternal'"/, 

tion of EconO(i" 

Source. Czinkota, Michael R., et al. InternationalBusiness, 
second edition. 01990, The Dryden Press. 
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POLITICAL AND LEGAL
 

Standards 

Poland to EC 

ISO 9000 

Stability 

Political 

Economic 
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CULTURAL 

Differences Among Markets 

United States 

European Community 

Asia 
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BUSINESS PREFERENCES ACROSS CULTURES
 

1. 	 In Great Britain, "by the end of the day" means 
(within 24 hours, at the end of the job). 

2. 	 "Bombed" means (a success, a failure) in the US. 

3. 	 "Bombed" means (a success, a failure) in Great 
Britain. 

4. 	 It is appropriate to give white flowers to Japanese 
associates. (true or false) 

5. 	 Arabs and Latin Americans like to stand (closer to, 
farther away from) each other than Northern 
Europeans do. 

6. 	 It is appropriate for business partners to kiss on the 
lips in (the US, Germany, Slavic Republics). 

7. 	 What are usual lunch hours in Spain, Germany, 
United Kingdom, Norway? 

8. 	 What are normal business hours for France, Greece, 
Norway, Poland? 
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TECHNOLOGICAL 

Differences Between Poland and Other Markets 

Information Technologies 

EDI, Fax, Telecommunications 

Substituting Information for Investment 

ENVIRONMENTAL 

Effects on Market Openness
 

Responsibility
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ELECTRONIC DATA INTERCHANGE
 

The intercompany Electronic
 
Transmission of Business
 
Documents in a Standard
 

Format 

Source: House, Robert G. General Electric Information Systems. 



Percent of Orders Transmitted by EDI 
(Electronic Data Interchange)
 

% of Orders
 

-60 

50

40 IV
30

30 From Customer . 

20 1
 

10_. To Vendors
 

5 ' 2
 

1988 1989 1990 1991 1992 1993 1994 1995
 

Responses in year 1990
 

Median Values
 

Source: DistributionHandbook, Cooper, Innis, & Dickson, 1993. 
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Percentage of Tonnage 
Shipped/Received Just in Time 

% of Tonnage 

30. 

25 

20 

Receied JIT........

150 ..... .. 

1988 1989 1990 1991 1992 1993 1994 1995 

Responses in year 1990
 

Median Values
 

Source: DistributionHandbook, Cooper, Innis & Dickson, 1993. 



PATTERNS OF IARCODING APPLiCATION:
 

60%- 57.1 
% of firms not 

using barcoding
50%-

42.0 

40%- 40 

24.1 0
30%-

20% % % of firms shipping 21.4 

90% barcoded
10%- 14.3 over 

(for customer applications) 

Based on mail surveyMedian Values 
I I I 

1988 1990 

Source: DistributionHandbook, Cooper, Innis & Dickson, 1993. 

1995 



Percentage of Inbound Merchandise Barcoded 
(in a format that our company uses) 

Percent (%)
120 

100 Offshore vendor - 90 percentile 1 0 

10010 
_ Domestic vendor - 90 percentile 

80 

5 c 
60 


40 Domestic vendor - MEDIAN 

20 10 ...
 
................ ve n d o r -
 MEDIANI 

1988 1989 1990 1991 1992 1993 1994 1995
 

Responses in 1990 

Source: Distibution Handbook,Cooper, Innis & Dickson, 1993. 



THE COST OF COMPUTING POWER 
Energy costs 
Labor costs$1.25 Money costs 

I.,'9 

1990's19500s 
Source: Czinkota, Michael R.; Rivoli Pietra; llkka A. Ronkainen. InternationalBusiness, 

Second edition. Copyright ©The Dryden Press. 



HO 1-1 

WHY EXPORT? 
As technological advances in transportation and communications shrink both time and space,
the international business world continues to grow, and more organizations are discovering
the many benefits of exporting. These are just some of the advantages that selling abroad 
may yield: 

" Increase overall sales volume
 
" Enlarge sales base, spreading out fixed costs
 
" Use excess production capacity

" Improve economies of scale in production, marketing and distribution 
" Compensate for the seasonal fluctuations in domestic sales 
" Find new markets for products with declining domestic sales 
" Exploit the advantages in untapped markets 
" Take advantage of high-volume foreign purchases
" Acquire knowledge of more efficient foreign technical methods 
* Contribute to the company's overall expansio;i

" Assist in closing the federal trade deficit
 
" Create more jobs
 

As with everything, exporting does not come without risks. Exporting is a very complicated
and a potentially risky business. There are both economic and political considerations that 
must be accounted for by an exporter. 

" Economic Considerations 
- Risk of unexpected shifts in the future of foreign cash flows.
 
- To hedge or not to hedge'?
 
-
 Risk of changes in the value of domestic currency.
 
- Availability of foreign exchange.
 
- The possible imposition of quotas.
 

" Political Considerations: Macrorisks and microrisks2 

- Risk of governmental policy alterations with direct or indirect bearing on the 
firm or its products. 

- Risk of domestic social violence that may, in any way, disrupt the free flow of 
cash and/or cargo. 

. Rik of international disputes and/or military intervention that may disrupt 
the market. 

- Assessing the political risk of potential market area. 

Hedging: The purchase or sale offoreign exchange for the purpose of avoiding any risk in the event ofa change 
in the foreign exchange rate. (As opposed to inaction when it is assumed that the currency fluctuations will be 
offset by price changes.) 

2 Macrorisk: The political risk that exists for all pjrms in a particular country.
Microrisk: The political risk that existsfor a particular firm or industry of a given country. 

Fritz Companies, Inc. 
Professional Services Group Fundamentals of Exporting Workshop56 
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Exporting to 20 Counties
 
Including the USA
 

SETI S.C.
 
Jaskowa Dolina 73
 

80-252 Gdansk
 
Phone/fax 058 416424
 

Background 

SETI was started by two couples in 1989. One husband and wife were physicists, the other 
were chemists. SETI makes wooden puzzles which are classified as toys for importing 
declarations in other countries. There are approximately 150 puzzles in such shapes as animals, 
numbers, and letters. The puzzles are painted in bright colors. 

The company name SETI originated by the first initial of each of the partner's first names, 
except that the "J" in one name was changed to the letter "T'. 

The company presently exports to twenty countries in Europe and North America. At the 
beginning SETI's sales were 95% export, they are now 85%. 

The puzzle designs are not registered outside Poland because of costs, some times several 
hundred dollars per item. The market is not big so competitors don't copy. Since the puzzles 
are viewed as a fashion item, the designs are changed frequently. 

When did you get started in business? 

One partner contacted a Polish designer through a personal relationship of a friend who was an 
importer in Denmark. The partner learned about the toys and her inspiration began in 
March/April of 1989. The partners thought this was a good idea. They agreed on the terms 
of partnership and also the terms with the designer for royalties. 

1989 was the last moment to spend money in foreign currency. There were heavily subsidized 
prices and the black market rate was very high. Later the currency cost five times as much. 
For example, the rate in January was 40%. If one borrowed $1000 - 1 month, then they had 
to pay back $1400 - shock therapy. As a result of this, they did not want to borrow any 
money. 

In 1992 the designer of some of their original puzzles went into competition with SETI. 
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HO 1-2 (continued) 

How did you get started in business? 

One of the owners comes from a carpentry family. She was a partner for four years in a small 
firm that contained a saw mill, and a small carpentry shop (3 people). Her husband was 
forbidden to be in the business since he was a state worker. The president of the University 
would have had to give him permission to work, so he didn't try. The busines.; was sold in 
1988 because work in a saw mill is hard and the profits are not that big. 

Another partner had greenhouses where he grew flowers and some vegetables. It was an 
extremely good business in the 70's but not so good in the 80's. It was very hard work and one 
had to be tied to the business. 

One couple had enough room at their real estate in town so a workshop was built. Everyone
worked very hard to finish the construction of the workshop between June and September, 1989. 
They started production and worked on improving efficiency. Production was very slow in the 
beginning. They only produced 800 items per month. 

How did you select the product? 

The product was already determined at the point they decided to supply the Danish importer with 
puzzles by the designer. The puzzles are individually handmade so that each piece fits together.
Every puzzle is cut, polished, and painted separately. They would like to mass produce, but 
machinery is expensive and doesn't work well with wood (glass is OK). An Ingersoll-Rand 
machine may cost $200,000. 

The puzzles are made with Polish wood, German paint, and German jigsaw blades are used for 
the Polish machinery (wife's father's). 

The wood is soft linden, the gain of pine. It needs careful drying or it is weakened by faults 
in the grain. However, it has a rough finish. SETI is experimenting with different kinds of 
wood for their reaction to temperature, and humidity. 

SETI is now considering a broader product line. They will try to expand business into 
educational items, e.g., have letters with associated animals. The letter "S"puzzle contains a 
snail. 

SETI wants to widen its range of production, such as wooden broaches. They also want to start 
carpentry production, but that requires building a new workshop or renting one. 

How did you select the markets? 

Once in full production, they realized the Danish importer could not buy all of the production, 
so they had to find other markets. 
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HO 1-2 (continued) 

SETI uses mainly wholesalers or import agents to reach buyers in the markets. 

The original market was the Danish importer. Through marketing research, one partner talked 
to importers in Germany. They found out about the Nerumberg fair and went in February every 
year. They exhibit two times per year domestically, but most buyers in Poland are exporters. 

What channels did you consider? 

A German company distributes these kinds of items in Germany, and they introduced small 
quantities to other countries. They have only been in the USA for the past two years. 

SETI met some problems in Europe because they used no packaging (just a bag made of plastic 
foil). They now buy only packing and paints approved for the EC. They had to find a producer 
of this kind of paint and get it tested. It was six months until the first export to Germany. This 
company was the main customer for the next two years. They were good buyers and payers but 
difficult because they also represented a Taiwan business who was stronger than SETI. The 
German company bought 30% of production and paid in 10 days. However, they also sold in 
countries where SETI already had representatives. 

Because of this problem more importers were needed. They widened their range of countries 
which took two years to distribute to about 20 countrics, including Hungary, EC, Canada, 
United States, and maybe South America. 

How do you get yur eoods to the US and other cowintries? 

Because of financial barriers, import agents do all of the marketing in the country. SETI is just 
now doing a catalog and printing it for the agents to use. Four color printing is very expensive, 
so SETI waited until they had the capital to do it, which is their third year in business. 

SETI does all customs work themselves rather than pay someone else. There are different needs 
for different countries. For example, France needs a certificate of origin and origin confirmed 
by Polish authorities, through agreement between Poland and the EEC allows for producer 
declaration only and the fabric origin must be written in French. Germany accepts any 
language. 

It helps when one is well educated so one knows how to read the laws. It is wise not to argue 
with the customs officer. Write what he wants. The officer may riot be familiar with the 
incoterms. Write whatever the officer says but know whac is correct. The most common 
incoterms used are cif and ex-works. 

SETI delivers a lot inside Europe by air. For shipments of 100-200 kg, air is competitive 
against any kind of transport for their products. It represents less than 5 % of the value of the 
shipment. They use LOT or another carrier, usually through Hamburg. 
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HO 1-2 (continued) 

Documents 

No Letter of Credit is required of customers. 

Invoice 

Packing list 

Certificate of origin (accompanied by 2 papers - invoices for buying Polish raw materials, 
application to confirm cert) 

Papers accompany each shipment depending on the demands of the customer - e.g., lab tests, 
compliance with regulations 

Custom declaration: 
first page for the custom office 
secord for the statistical purposes 
third for the exporter 
fourth for the border custom office 

Carrier does insurance 

How do you determ,ine the price you pay for goods and the price you sell for? 

Price in 2 currencies - DM, US$. At first SEfI only priced in $US. The retail price the 
customer pays in the foreign country is between 4-8 times export price, usually 4-5 times. 

The catalog is printed in Austria, designed and photographed in PRaland. They waited to do the 
catalogue until four years in '"usiness. A classic mistake is to spend too much early in the 
business on expensive items such as four color catalogs. SETI has avoided this proble.,. 
Importers want and will pay for the catalogs, but they have differing ideas on what it should 
look like. 

SETI prices "ex works" but will consider any terms, any mode of transpol-tation (air, truck) to 
frontier or internal to the foreign country. SETI does not learn about internal regulations. 

How are payments/collections handled (e.g., letter of credit)? 

No letter of credit is required. Initially customers pay in cash in advance or collect on delivery. 
Then after one or two times, the terms are 2 10/ net 30 with the money transferred to a Polish 
bank. 

Normally SETI knows its importers personally. After four years of business, they have 
encountered only 2 firms not honest (both French) who have not paid since September, 1992. 
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HO 1-2 (continued) 

In Poland one has to prove the customer did not pay in order to claim a bad debt. This is a 
problem. 

Disney wants SETI to apply to pay 10,000DM for license and take royalty for making Disney 
characters. Previously SETI had made samples of Bugs Bunny, Daffy Duck, and the Tasmanian 
Devil for Warner Bros. but they wanted 1/2 of the product price, so that was not feasible. New 
businesses need to be careful about taking any kind of business. Some may be very costly. 

Contacts: principals of SET! 

Mr. and Mrs. Jacek Mizerski 
Mr. and Mrs. Stanislaw Szabuniewicz 

Note, Sample documents used by the company are attached. 
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HO 1-2 (continued) 

Formularz 
 11 Formularz stosowany w handlu preferencyJnym ml9dzy (1)EUR. 2 NrA 0063533 POLAND EEC 
....... 
. ..... .........
.......................
......
...... . I ..............
.. ... . .
 

2 Eksporter Inazwa, pney adru,krul) 3 DeklaracJa sksportera 
SETI S.C.
JACEK MIZERSKI, STANISEAW Ja, nlej podpisany, eksporterSZABUN I EWICZ, 80-252 towar6w oplsanych ponfiej.GDAWSK otwiadczam, ie towary spetniajq warunki potrzebne do wypel-UL. JA KOWA DOLINA 73 nlenla tega formularzaPOLAND I ie towary te uzyskaly status pro

dukt6w pochodzqcych w oparciu ohandlu preferencyjnego wymienionego
postanowienla dotyczqce 

w rubryce 1. 

" S ETI,, s.c 
Jacok MizorfklA SaptIlow Szabvmtwlicz . 4 Odblorca (nf n adm. kre)) 10-252 6DAISK. mlJaikewa Dilla. 73 

CEDEX INTERNATIONAL 
 ,l/lox t652) 41-64-24147 WILLESEDEN LANE
 
o MANCHESTER MN47 2NW
 

UNITED KINGDOM 
 5J Mlejscs Idata 

o" 

(U GDAhSK, 1992.05.04 
C 

0 

6 fI'l ip-M'ifmw szabweewicz 
#,1-252 SDAMSK. -l.jaskswo DolIns 73 

Ilqx (851) 41-64-24lot 


7_JUwagl (2) 8 Kral pochodzsnla (3) 9 KraJ przeznaczenla (4) 

U 
1. 

POLAND GREAT BRITAIN 
CL 

So10 Mass brutto (kg) 
V 
0 
 70 kg 

2 1j Znakl, numery przesylkl; opts towar6w m 121 Urz4d wkraJu eksportujqcym (4)odpowledzalnyza sprawdzenle oiwladczenla eksporlera 
L4 

75 - 9503 SX/1 TO SX/7 URZ4D CELNY w GDYNI
 
a 7 CARDBOARD BOXES PUZZLES OF 
 UL. POLSKA 8
o WOOD HAND-MADE. 
 GDYNIA
 

POLAND
E 
A? 

.
 

0t.
 

(I1)Wpisad kraje, grupy kral6w lub obszary. 
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HO 1-2 (continued) 

sEm--I 4 

Jag4kowa Dolina 73 tel./fax.: Bank account:
80-252 Gdatisk Bank Gdatiski 
POLAND 
 (058) 416424 I Oddz.Gdatisk-Wrzeszcz 

Nr 301804-903633-136 

For (importer's name):
 
CEDEX INTERNATIONAL
 
147 Willeseden Lane
 
Manchester MN47 2NW
 
United Kingdom
 

INVOICE/FAKTURA 
 53/92 04.05.1992.
 

! Art.no. 
!Unit price! Number of! TOTAL
NAME OF A TOY , 
 !Cena iedn. ! pcs ' SUMA
NAZWA ZABAW:I 
 ! ! (DEM) ! Ilofc szt! (DEM)
 

1. Snail/ l imak 0203 ! 3.35 24 60.40
2. Snai / i mak 0202 3.35 12 

8 
40.20


lI a 

3. Lion/Lew ! 0204 ! 3.35 . E24 60.40
4. Turtle/Zlw ! 0205 ! 3.35 ! 12 ! 40.20
5. Pig/Iwinia 0220PRB! U..35 ! 48 ! 160.80 

II I I 
6. Dachshund/Jamniki 00401 ! 5.50 ! 6 ! 33.00
7. Elephant/Slor, ! 0402Y ! 4.00 ! 12 ' 48.00 
8. Pig/-'winia ! 0403 ! 4.00 ! 6 ! 24.00
9. Rhino/Nosoro±ec ' 0404 ! 4.00 ! 6 ! 24.00 

10. T.Bear/Mi: ! 0405 ! 3.35 ! 36 ! 120.60
11. Seal/Foka ! 0408 ! 4.30 

S 
! 12 ! 51.60 

I I I 

12. Fish/Ryba ! 0501B ! 5.00 ! 6 ! 30.00 
13. Penguin/Pingwin ! 0502 ! 5.00 ! 6 ! 30.00 

II I 

14. Dolphin/Delfin ! 0505 
 ! 5.00 ! 12 ! 60.00

15. Lambs/Owce 0506 ! 5.00 ! 6 ! 30.00
16. Sealing-boat ! 0510 ! 5.00 ! 6 30.00

17. Lambs/Barany ! 0602 

: 
! 5.50 ! 6 ! 33.00 

18. Butterfly/Motyl ! 0603BYR! 
 5.50 ! 24 ! 132.00
 
19. Cat/Kot . 0604 ! 5.90 ! 12 ! 70.80I I I I 

20. Fish/Ruba ! 0605 ! 5.50 
 .24 ! 132.00

21. Hedgehog/Je± ! 0607 ! 5.50 ! 18 ! 99.00 

II I I 

22. Killer whale/Orki 0609SB 

I 

! 
I 

5.50 ! 24 ! 132.00' 
I II 

2U. Owl/Sowa ! 0701GBA! 6.50 ! 48 ! 408.00
24. oodpect:er/Dz i e c o I 0703 ' 7.60 12 

I I 
' ! 91.20 
I II 

25. Parrot/Papuga 0601 10.0 12 123.60 
26. Parrot/Papuoa ! 0802 110.30 ! 
 12 123.60 
27. Parrots/Paupugi ' 0901 ! 

I 
11.80 12 ! 141.60 

I I I 

28. Niels/Nils ! 1005 ! 6.20 ' 12 ' 74.40 
29. Cl own/lK own ! ' ! 

I 
1006 

I 
5.90 12 ' 70.80 

I 

30. Peacockl/Paw 1007 
 ! 5.90 ' 12 ! 70.60) 
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HO 1-2 (continued)
 
jWnlosek oaweryfikact 
 141 Wynlk wevyflk"j
 

Pro31 810wrfati wauni kpreazaejcg Przprowdzona werlrflkacja wykazafa, fe (1)
 
919 na plerwazoj stronis togo formutarza (
 

obwladczonta Hnformacje podene w tym formularzu sq rze-

II formularz ton nie speia wyrnog6w co do avny-oc
rzaenotl (patrz wskinz6wk ) 

(MIelsohldots) 
(misives I date) 

(POdpis)(op 

(1) WetswidX w odpowiodnlqkratkq 

()P~tniej3z werytilkacie formularza 
M81q UZasadniono wqtpllwoaft 

EUR. 2 p')wlnny byd wykonywane tosowo tub wtody, gdy wtadze comne pariatwa tmportulqcegoco do rzetelnoicl Informacjl dotyczqcych autentycznotl tormutarzy I prawdzlwego pochodzonlatowar6w. 

Wskaz6wkt dotyczqce wypoilenla formularza EUR. 2 
1. Formularz EUR. 2moie byd sporzqdzony tyiko dia towar6w, kt6re wkraju oeportujqcym speftaiq warunki wymiontone w przeplaachdotyczqcych handtu, o kt6ryri mowa w rubryco 1.Przeplsy to naleiy dokladnie pirzestudiowad przed wypetnionlem formutarza. 
2. W przypadku przesylki Wpostaci paczkt przesylanoj pocztq ekspofler dotqcza formularz do adre3U pomocniczogo. V.' przypadkuprzosylki listowei wkiada formularz do grodka. tnformacje ,EUR. 2" 1numer soryjny formularza powinny b'yd podane odpowiednlo wztotonel natepco (tub ruchomel etykielco) Cl atbo wdeklaracIl calnej C2ICP3. 
3. Wskaz6wki ninlejazo nie zwalntajq eksportera z wykonanta wszelklch tnnych formalnotcl wymaganych przez przepisy colne tubpocztowo. 
4. Eksporter, kt6ry ulywa logo formularza, jest zobowiqzany do przodkladania odpowlednim wladzom katdego pomocnlczego dowodu,jaklogo mogq wymagad Ido wyrafonla zgody na kaldiq przeprowadzanq przez nle kontrot9 swoI'rh rachunk6w I proeaow wytwarzantatowar6w opislanych w rubryce 11 logo tormularza. 
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HO 1-2 (continued) 
sET I s 

Ja2kowa Dolina 73 tel/fa,: Bank account: 
80-252 GdarosL (058) 416424 Bank Gdarsti 
POLAND I Oddz.Gdatisk-Wrzesz:z
 

Nr 301804-903633-136 

For (importer's name):
 

CEDEX INTERNATIONAL
 
147 Willeseden Lane
 
Manchester MN47 2NW
 
United 	Kingdom
 

SPECIFICATION/SPECYFIK:ACJA 
 53/92 04.05.92
 

Do:, no. Contents pcs Weight (U:g) cbm
 
Pud.nr Zawarto-ed szt Waga
 

Brutto/netto
 

SX/1. 	 1005 Niels/Nils 12 10.0/9.0 0.06
 
0604 Cat/Kot 12
 
0603RY Butterfly/Motyl 12
 
(.402Y Elephant/Slot 12
 
0408 Seal/Foka 12
 
04(33 Fig/!winia 6
 
0510 Sealing-boat/Zagl. 6
 

SX/2. 	 0401 Dachshund/Jamniki 6 9.5/8.5 0.06
 
0602 Lambs/Barany 6
 
0505 Dolphin/Delfin 12
 
1011S Monkey/Malpa 12
 
1011A Monkey/Malpa 12
 
1011R Monkey/Malpa 12
 

SX/3. 	0404 Rhino/Nosorozec 6 12.5/10.5 0.06
 
0506 Lambs/Owce 6
 
0607 Hedgehog/Je± 18
 
0609SB I.iller whale/Orki 24
 
10(:07 Peacock/Paw 12
 
1009 Dragon/Smok 12
 
100(8GRBLi zard/Kamel eon 18
 

SX/4. 	 0501B Fish/Ryba 6 10.0/9.0 0.06 
0605 Fish/Ryba 24 
0703 Woodpecker/Dzi.ciol 12 
0701G Owl/Sowa 18 

SX/5. 	 08(1 Parrot/Papuga 12 6.0/5.0 0.06 
0901 Parrot/Papuga 12 

SX/6. 	 0701BA Owl/Sowa 30 10.0/9.0 0.06 
0603B Butterf ly/Motyl 12 
0502 Penguin/Fingwin 6
 
1006 Cl own/,'.own 12
 
03220R Pig/ winia 12
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HO 1-2 (continued) 

SX/7. 0405 T.E'ear/Mi9 36 11.0/9.0 0.06 
0220BP Pig/-=winia 36 
0204 Lion/Lew 24 
0205 Turtle/ZJlw 12 
0203 Snaii/ I i ma[ 24 
0202 Snai1/s1imak 12 
0802 Parrot/Papuge 12 

------ ------------------------------------------------------
7 bo.-es 540 pcs 69.5/60.0 0.42 

SET I(J: s.c 
MizerL;i 1Jac A& & SIA Rn S ZOjt

10-252 glANSK I.!lIkews DgIInI I. 
eI /fix (OStj 41- 4-24 
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HO 1-2 (continued) 

32. Dragon/Smok: 1009 6.20 ! 12 74.40
 

3. Monkey/Malpa 1011SAR! 5.90 ! 36 212.40
 

SUM: DEM 2,984.40 
26.01.93 exchange rate GBP/DEM: x,0.408
 

SUM: GDP 1,217.60
 
Sea - Freight:GBP + 79.90
 

SUM TOTAL:GBP 1,297.50
 
U% discount for quantity:GBP - 36.50
 

OVERALL TOTAL:GBP 1,261.,00
 

1. Payment netto in U0 days from the invoice date.
 
2. 2% discount for the payment in 10 days from the invoice date.
 

3. Enclosed are: Specification and Certificate of Origin.
 

SET'" S.C , "11 8VI
6Mik L $ 1 
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HO 1-2 (continued) A L' ELNv 00FRAwNFDNI- IIY Ili IKI; I '1\;' -1 A(1,
'
 

6,.,SETI S.C. 
 008222668 [_EX :1
 
JACEK MIZERSKI, STANISLAW i."-

SZABUNIEWICZ, 80-252 GDARSK 
 ": i
UL. JA8KOWA DOLINA 73 
 o 7 53/-2--

CEDEX INTERNATIONAL 
 SETI S.C. UL. JA9KOWA DOLINA 73
147 WILLESEDEN LANE 
 JACEK MIZERSKI WL 0818665
MANCHESTER MN47 2NW
 
UNITED KINGDOM 
 GB 80
 

008222668 
 j
EKSPORTER GB
 
WLADYSLAW TOJZA 
 POLSKA 
 WIELKA BRYTANIA
 
SAMOLOT 
 PL 0 .*FCA, FRANCO PRZEW0NIK, GDARSK
 

GBP' 1218 
 24115 111
 
BANK GDAhSKI I/O GD.-WRZESZCZ
 

020600 
 301804 - 903633 - 136 

7 KARTON6W OZNAKOWANYCH SX/1 DO SX/7.1 95036010,
PUZZLE DREWNIANE. 

PL" ,7'70
 

. . K60 
! 

020 
 ...
 

- . . 540FAKTURA 53/92 g "1138 

SPECYFIKACJA 53/92 

" 
 -
,, i .. 26550 ...... 

1115 

.
. 

100 A[ 

10 A. iii';tai. ,',I:I c,, , *p ',i,,,~:' r,. :;oz~: 

.
 It I, . . 

IGDSK, 19,.05.04 

WLADYSLAW TOJZA
 
!AB 7906156
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HO 1-2 (continued) 

Son t.-r- I 1-.flr:- ir'kt~ 

I IP.1!Ir Il PfI.I'l q,%rlr;~r,'Iu 0,."Ar I,pI07r 11knl,j I I A)Podrlrnsm owalow zEWG).n,104III 
v. woi", K0 90! not E REZ-ULTATY XONTttOLWVnw.'.je o 1,.,ti to ".'do..'11ngjr"' l-dtrni i o i",. I pi3. T~nrWI-im-ni (1) 

tav-whvvrts hn t rxpn-ninrony ohm,? pdany v6 mmnUC dinr m~vatt'w nm s4pawdtn:e 

[-In, Adptl.illa wpihngnm awtenfycunoacI pIa.- vlowitoC (pattl uwsgi pnntuvj) 

Mlepp I IllaMi~uore I data
P0111'. cerd Podlpis PCd 

IKONI ROLA tttifl(1RCEO UR7U65 _r EGO(POSIVpOWKTiIRAZIWEEO 
DmieptztyciA 

Kaiuqnr 4/5 rwrdcono 
Kontiola z~icrf, 

do 

p0 wpisanu 

f 
Uwatil 

Podpis Plecird 

PO0TWIECCZENIE  7RANZYT WSPOLNOTOWY (wyr~rtna omnhArowipdzialna zapirFedtawtenic tel karty w utrdme pfeezacenua( 

(dio,crlry Ydirlahn7p6#55 . 56) w~stawiony pr7fl7UCw 
Pinr.7q6. urz~udu(nanwa Inhau.,mup I kilIgo w~dittyl p~': numeherr,tedt 10%fI al 

tim. . fndoya docolowego 

Dwa 

mi IhjunA.dr.ionn wnri afivrh nielcisoic, w.tlcia tanti'ru owar6w 1,16 dnunu 
oego 

Podpis 

69 



HO 1-3
 

Importing Example (ABC Company)
 

RIVER 
IKRAKOW 

When did you 2et started in business? 

River is holding company formed in 1988 by 6 partners with a 
are separate divisions run as independent businesses: 

- computer - hardware (e.g., Oki printers dealer) 
biggest sales and turnover
 

- GSS - software formed in late 1990
 
- clothing - manufacturing
 
- wholesale shoes*
 
- retail - alcohol and clothing
 

* Wholesale Shoes division is the focus of this case study. 

How did you get started in business? 

- started by accideit 
- met Italian businessman who trusted them 
- gave shoes on consignment 
- worked for 1 1/2 years 
- during recognized market and other sources of goods 
- decided to continue 
- now one of larger shoe wholesalers in Krakow 

How did you select the product? 

- kind of product - low to medium-priced shoes 
- potential market analysis 
- no special department of marketing 

small amount of money. There 

people go to customers, ask what they want, how price compares with others, 
who is better 

- go to shoe fair 2 times per year to show to customers (national) 
- go to competitors (20) in Krakow, 3 as big as River 
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HO 1-3 (continued) 

How 	did you select the source? 

1. 	 Built a library of data from all countries 

- frorn papers - Krakow and foreign 
looked at such places as Ukraine, Czechoslovakia, Greece, France, Taiwan, 
Singapore, Cyprus, The Netherlands 

- obtained catalogs of national shoe sales listings
 
countries such as France, Italy, Hong Kong, China
 
also individual suppliers
 
now use 200 catalogs and addresses
 

2. 	 Contacted potential suppliers by various methods 

call, write, fax for catalogs and price list 

3. 	 Asked for samples if needed 

4. 	 Selected specific suppliers 

- most important criteria are price and warranty of quality
 
-
 also delivery time, packing considerations 

.Vhat channels did you consider? 

- started with trading companies, now more with producers 
- some manufacturers, some wholesalers (to control quality) 
- when buy more than 1container of shoes per season, then they are consider themselves 

a partner with the supplier (wholesaler) 
- would like longer term relationships with producers but that takes quantity before 

producers deal di:ectly with them. 

How 	do you get your goods from the Far East? 

Prefer seller to arrange the movement 

1. 	 Select supplier 

2. 	 Ask for quote, terms of payment, terms of delivery 
- agreement with partner on documents is important for letter of credit 

3. 	 Get proforma commercial invoice from partner for prepayment to bank to get letter of 
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HO 1-3 (continued) 

credit or documentary credit 

4. 	 Obtain letter of credit - only 3 or 4 banks in Poland can open foreign letter of credit 

a. 	 Go to local bank and ask to open a letter of credit at one of the 3 or 4 banks, e.g., 
Bank Hanlovy 

b. 	 Local bank asks if River has the money
 
- answer is usually no because it is tied up in inventory
 

c. 	 Bank. puts a block on the River bank account o-River asks for credit. The amount 
is 10% higher than amount to pay because of devaluation and daily rate of $ to zloty 
ratio. 

d. 	 Bank Hanlovy (Warszawa) then contacts Hong Kong bank who issues letter of credit. 
Many foreign sellers will not accept Eastern Europe letters of credit. Some bad 
experiences. 

5. 	 Shoes come with a .et of documents: 

- commercial invoice (6 copies) 
2 original invoices - 1 for bank, I for customs 
If the partner refuses to send 2 original commercial invoices, have to ask 

customs officer to confirm one copy and take it to the bank. 
- packing ist (6) 
- Polish insurance (2) 
- bill of lading (2 or 6) 

6. 	 When goods arrive, get information from the transport agent and ask what to do. Send 
them instructions Or container, such as transport to Krakow. When at Krakow, call to 
have to get customs clearance. 

7. 	 Make customs clearance and payment 

- Take invoice and fill out SAD (Single Administrative Document - used by EC) 
- Go to customs and stand in line or use agent (feels it can take more time and be more 

complicated.) Give SAD to customs officer, get customs to agree that izis what was 
shipped. 

- Can present documents only in the morning (cheaper to do ourselves than use age-.t 
1,500,000 Z). If miss it, have to wait until the next day. 

- Have warehouse person, transport person, and River representative meet at customs 
(8-8 p.m.) 

- Pay customs tax (15% for shoes) and turnover taxes (25%) 

Note: The language of business is English. All documents concerning the contract are in 
English. 
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HO 1-3 (continued) 

How do you determine the price you pay for goods and the price you sell for? 

- Doesn't matter whether price quoted ex works or cif for River. Can calculate the total 
price themselves because of experience. 

For example, if hong Kong partner says $4500, know it is at most $2-3000 for 
transportation. 

- More comfortable to be priced to Krakow. 

How are payments/collections handled (e.g., letter of credit)? 

- Letter of credit (paper - sent by post, slower) or dc(documentary credit transfer by 
telegraph -quickest) 

- Problem with inflation - It takes 3 months from contract to payment to delivery, so 
money tied up that time with letter of credit. If know the partner for a while, can get 
better anangements. 

Note: Sample documents for importing are attached. 
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HO 1-3 (continued) 

SELLER
 

Hong Kong
 

o AP OF R I NVOICl 

UMS INVOICE NO. SDW/SF/L28/92
 
RImER sP.Z.O.O.
 
31-148 IAKM,UL. wROaK IEO 5 tAPrBi 3 3, 1992
 
POLA.,D PRICE ARI CIF "MRf.OW
 

STYZ NO. QUAT1ITY DESCRIPTION UNITEPRICE AM UNT 
----------- m--- - -------------------- ee------- Meeee 

CIF KRiAKOW, 

3F-8424 3,96L PRS 	 CHLDREN'S PV SPORT SHOS. US /PR US$ 

SF-0414 5,976 PRS HILDRE4'S PVC SE'JT SHOES. US$ /PR US$ 

-	 'IWrAL: 
27 28 29 30 31 _3236 PRS
 
4 6 8 8 6 4 

7ur0AL MUlRM.t SAY tUNITED STATE THIOUSAND HUNDRD AND CUElS 
ONJLY. 

TOTAL QUAIrITY1 9,936 	PRS IN O 20FT (nrAINER. 

PACKINGi EACH PAIR IN WX, 36 PAIRS IN ONE CAR'IM. 

DELIEMYtO/BEFORE I5U1 jULY 1992,HIPMEtiT IROM1 HMG KM-10 KRAKOW. 

PA~ME TERn: BY IRREVOCABLz LLElt OF CREDIT AT SIGHT,tHOW Bt OPEN BEFvRE 5th JUNE 
1992.
 

WR BPlJK INFOUMAT1O4t 	 NAME: WIN(;NG BANK .1I 
ACCOWUr NAMI SUDIAL FAR EAST DEVELOREI CO LID 
ACxaM NO. 17-000-1064-5 

7ot "do it 
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HO 1-3 (continued) 
I 5L5/bu.I/U._ u-uIU.:u duI- -

Lr POSEIDON CONTAINER 
SELLER 

Ht n IIANSPORT GMBH HAMBUURQ
Hb i Kong 

( ;O Nff O Oe OrBlllndamm 17 

11C0.SIONEEI ORDER B l~ d m n1Of D2000 Hamburg 1 West Germany
 
Tlefon (040) 32 81 04.0
 

HUPTIOWNIA ET.KOW Telex 2 14 196
 
(Carrier) 

Cc'I*r a Agent ofFewllndlf (No,IT addealml C,,,t I eddiell of ie14 r pnce ci d.IfV(1,101,11e "or&kWMyIo10 

C. HARTWIG,URTOWIA 
P.O. BOX 375 U.1,KRAKOW UL. 
POZNANEFKA 15,

POLAND 
FROM 0 110cOPWK¢

e1 Fotit Sbcat'll 0,4111II14 '1cl 

HONG KOY9 c )"' 
l l e 


' i htena l ll bentlt f ben a h chI n5
tl , Cf slubi I' Ca,.faI 3GWIetofl 
BY Uln S, t'CI 1,4VeheleOfVsea ) VIA Po'Is lndto 

PIORER NAKHODKI 20W VOSTOCHHY (CIS) , 

(3)
KRAKOWTHREE 

' 0 .T oii Wnot)t i'd Neali 'i) 

, *No I and k,.d O glckagla Deacr.ptoln OfMe joOdl i.m4tIeutlsvi code noN ..SHIPPER'S LOAD & STOW & COUNT & SEAL
ake andn (KGB) (CH) 

i X 20' CONTAINER 8.T.C.
 

RIVFR
 
C/HO. 1-110 276 CTNS CHILDREF.S PVC bEORT SHOES 5327.000 27.95 

i..... SF-8424 - 3,960 PRS, EACH IN BOX,KRAKOW 

CHILDRENS PVC SPORT £IOES 

POLAND 

SF-8414 - 5,976 S, IN BOX. 

7-I-0004
CONTRACT N 1o
RIVER 

DRAUU1 R fU RY CREDIT NO. 

C/HO.111-276 

"52 OF BANK HANDLONY H. 'FREIGHT PREPAID'03/0 92KRAKOW 
 FCL/FCL
I .A., WARSAW.POLAND 
CHTR TARE GROSS WT CBH PROS
SEAL Vr4CZE ;O0INRN. 
 276


1 917.000 2300.000 7627.000 27.950 

20' CTIU-323323B 


UFI I:(' :14 -... 

TOTAL s ONE1( X 20') CONTAIR ONLY.... 

Fie-g as-T--- ... Received lhelabovq 5l1p en*.1 lie place named Abo%e~jin 

an, Charges 

CONTKIi-E RWTr IHCf.UI ED UP1TO 
7 -DAYS W.i-M VAE" EXCrU.G 

THIS-PERIOB-THE-feUL WtI' -C 
WIL,-BE-COLEGDTE-Y-B P - ; OR 

THEUQH NWTErD AG Rcepls 

USS 5. -/20FT PER DAY 

US$10.O-/4OFT PER DAY 

CNT_ N4I.f&.rIdYP . - _ _ll 

ON_ OA _R.-

E'-S -

__ 

apparent gwod order an{ vohdil on unloss ollielise la' 
led, end to be carried to ard delivered al the Iinal deslIfll 

on named above to the holder of this B/L by endorse

menl (unless marked non.negotiable) Weight. meabsufs. 

marks, numbers, quality. contents end value as decl~red by 

the Shipper but unknown by the Ca,rer anti Subcarflar 

In accepting this Bill of lading the Mercli,! expressly ac

and egress Is all is slipulallons exceplions and con

dillons vhc!!'. written prinled stamped or otherwise Incor

petred and In particular to the lerms allached ,aielO as 

IIthey all signed by the Merchant. 

In witness whereol the number of original Bills , Lading sla 

led above all of this lenor and dale has been signed one 

of which being accomplished the olher(s) to sland void 

Place.andOale ofIssue: HONG KONG 15/JUL/1992 

ASigned by 
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HO 1-3 (continued) 

........................................ ............ ...... •........... - ................................ o
 

°.o ............ ................................................... .... oo .. .. .. .. .................
 

ZlInsurance 
D DU CA 

6iW 2EALAND INSVR-IC4 J~dWANY 0.MCpe 

- o
S d. r: tlaClln fleplldno /72Coaer Not, No. Noertificalete 14 /nr17 SOMlC N.. 

Insured SELLER . . e, C¢IRfm" _

iot of'I~ribll~Vessel ~ Dati ssu./Ped CopiesNNo.ygNaeF 

-Intrest
Fin~cl 


No 't ysriI"SF I 'N" 
'c--st vyse


Vessel Name/Flight No./Pareow 


IAS PR r:/L

Ilnli ngJslins
on or a tIO voyage 

C/O.I " I /: 7 7IIi (,~Tti IfMl -3Z5 

iO4u IOur 10 I'1111 OW! rOLAND. 1077"
 )teJrInUrcCc§U c rs N" Arranged As Arrenged
USD amount 

rIb On rYER ONE 20t CITAINER OMt.Y
C-.' ,I mIt'
I, Ihl-ri( 1((,"" C4rTfimJ" nFt -i;S -R 

OWT -Fl1. oUS, AGOODS OF WOLgE r ON SELRT1.014 W 
FnlIP R THE CLAU S - r..424. UENS
.ARN RTrS~ItJST AL ,976 C IIL rVC 

f1Ado tiws t~d 
odrdtob of LodnUdrglrcjrn ndno inlr 41I ER .............. ........................


I r'AI OW
 
O DOLAND 

•Valuo a above• 


LLRcm.SP ara,NI, * nldCcn,'l~ld,' 'ar~El1SOflnoursne: At per the wording-11110overlsel,R ths Clause 'S 9 DiN off satd. d lo 

Iso on dtrInstiltuteLondon Undoawvlto180.,currant l Oompan o n bfahaif ci. 
insitueofeOingiousLores Drugs ClauseNod C LmIO1 oveo(tfosperoverleelfper Certif 
 e Co
 

r.l1jdtmo r'A'MADE1-AT DE:STINATION, '4
 

LLRICIS P, WARt, )rCC & "TPND, 114CLLID11I1B 

WNHIL OM SELLER To KRAKC
/ O'ERIN 


o.I01 WAREHOUSE, 

S PER THE FOLLOWING CLAUSES t

r[€ WAtUXIIUCr. TO AND GOODS AY 

MARlII .11II' PER INSTITUTE CARGO CLAUSES3 RASAGAIN4ST ALL 
IN3TITUTE TIIEFT, PILI'I!RfGEt 1'1siN.'l.UDII11GCOV[.R As rEn 


PElIVEF1Y CLAUSE'S 1/12/8'9 INSTITUTE WA F"riIA,"ES
'111)HOl 
ICtnnO) Il /Rj2,. lf4ST111UTC STRIV'ES *.CLAUScs w.r,130) I,'13l2. -

INSITV)|E CPAG'"
INCLUDING tjrVHOUSt TO wAr(EHOU AS PEP{ 

F-ULIC14 IIAmFRm c.F I'OFEIGill (F.ADE
rFILI.MI CI!;tFER or 1'nREIM,TIr"ADF 

oI.tEra.6t AGE11TS nirirlC AVC.Rc GEG.NTS t]FFICE Qr'11A i l
 
1, Ell -70O DYN|A, POLAND FULASI Ir00 6.101l-71, IL__DI ! ;1
FUI.ASI !EGO 

on behllf, i1ed lot& of the , omplny 
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HO 1-3 (continued) 

FAXt (132)410XIO 

pAS[I ?Ith .ULY 1M 

rAC~LtjS..t..LL. 

To: Name 
Address
 
Poland 

VIAS I/%9QIG I,1cOM" I'ILDKI MDW 

drVW C.Xl ditO tALr.a 1tht' JUL.Y 1992 

RIVEP
ItIVi! 

C/lio, -110 C/tO. 111-76 
KPAFCI KPAPLVC 
ILAIJI rcLA 

pruciry 2 PAWt2:tVlKlieriot CI110 J#960 M' ,1l;lLDI(II\S I'VC WPV~ltT SHOLS IN^I < 

E3ti. COIA.C ,7 28 29 .0 31 32 

6 6 1 7 m36 PI X SI 1.1013 1."3, 9i ia
011,11:1S 

,.;,t13¥1VlXCWt V'.95 CL14' 

,,..,7'iHC* F 

\ .*) 2 ", ".. :'" 

For ond on beh lf of
 
SU1biL FAR A5T ILYELOPPL-i 11. Lm.
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HO 1-3 (continued) 

SELLER 

Hong Kong
 

Inwic0No.INVOICE 
 ....
Invokt No. ...-... ,........................ 


tfliW1NIA 
Date: ....AA A .j.. 	 . ...............
w orul,. 

POLN
 

003889557-92-0004 

No. -yl,- uenlity ECRIP"ION Unit Pdik Amount 

C PIfel?1No. 

S-8424 3,960 PS II.,DRENS.PVC bP= SHOiES US$ /PR Us$ 

EAHMBO(. 

SF-8414 5,976 PRS Qaaul R~lD PVC SPOfUr SIOESl US$ /PR US$ 

',l- TMiSA D HUNDRED AID ll'WIS ONLY. 
AL: SY UMlTED Sr hs, D.UAiS 

9,936 PS PACKED IN CNE 201T CMhAINEt.=IeAL UVriTY 276 ,TM ORANING 

WS'Mi,
Docutm,? ay CRMIT .03/DV492-382855 OF BW~ HANDLIM W-. VMZAWIE S.A., 

VESSWV XAEt PIC. t "KGX1I 20W4 

- K=Q '10 KR q )PLAN~DFRC*4 HM 

15th JULY 1992 '{.AI i!' :14 -SHIPED Itf D DA' t 

ji'L No. 525/501/040100280/201. 

SHIPPG MVaRSI 	 RI RIVER ":). .' I 
C/ N, 1-10 C/NO, 111-276 Ito j", *'*.;. 
KRA DW KRA KOW| 

P0L VDOLN 

For end a behalf of
 
BUHDIAL 1.1 LIUTLELOPMEN LTD.
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HO 1-3 (continued) 

1Hurtoonla ' 

it [lPji Sol s.31-553 KI AdW 
WIN~ 

V,151-1-572-01009 '1h1Ol 

ra Oddz1ul M31-.iszewZze______ 

~ w~gonkolejowy 

Is 1or 6 lednd rI.pi he if"li 17 Meji(I LAM1117t 860%~M1 

Uli.p"u0 VAN" 

A 

.1p ,IrUZ 4 op li~t 
61vig@ DS 9ah1 

us"I fillwa gii COW______3lili telv 
3luicity~m (7801311302 40 , 

KK4; 1
 
WA22/KK//781 f 41 Jb grpqw 

59 ImuamountL 

dekk) art~ctJO je/Oca 

40 /... 
wgftvI At*ura3 

uih'f a-Pik flyc 

1992 .05. ?- U2?2$r:j:'i 11.7J/~~7.&~~.OC0 

13 ___Gof" t"M 

1L4e"-
 -V 

* ''JbA0111 URaI:i 1~u~ 
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HO 1-4 

INTERNATIONAL MARKETING QUESTIONS 
(Part 1) 

I. Broad Strategic Issues 

What objectives should be pursued in the foreign mzarket?
 
Which foreign market segmertds should the firm strive to satisfy?
 
Which are the best product, place/distribution, pricing, and promotion strategies for the
 

foreign market? 
What should be the product-market-company mix to take advantage of the available 

foreign marketing opportunities? 

H. Foreign Market Assessment/Selection 

Do opportunities exist in a foreign market for our products and services? 
What are the major economic, political, legal, social, technological, and other 

environmental facts and trends in a foreigr country? 
What impact do these environmental dimensions have on the specific foreign market fcr 

our products and services? 
What is the market potential abroad? 
Are there foreign markets that the firm can serve? 
What new markets are likely to open up abroad? 
Who are our present and potential customer abroad? 
What are their needs and desires? 
What are their demographic and psychographic characteristics-disposable income, 

occupation, age, sex, opinions, interests, adivities, tastes, values, etc.? 
What is their life style? 
Who makes the purchase decisions? 
Who Influences the purchase decisions? 
How are the purchase decisions made? 
Where are the products purchased? 
How is the products used? 
What are the purchase and consumption patterns and behaviors? 
What is the nature of competition in the foreign market? 
Who are our major direct and indirect competitors? 
Wbat are the major characteristics of the competitors? 
What are our firm's competitive strengths and weaknesses in reference to such factors 

as product quality, product lines, warranties, services, brands, packaging, 
distribution, sales force, advertising, prices, experience, technology, capital and 
human resources, and market share? 

What attitudes do different governments (domestic and foreign) 'save toward foreign 
trade?
 

Are there any foreign trade incentives and barriers?
 
Is there any prejudice against imports and exports?
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HO 1-4 (continued) 

What are the different governments doing specifically to encourage or discourage 
international trade? 

What specific requirements-for example, import or export licenses-have to be met to 
conduct international trade? 

How difficult are certain government regulations for the firm? 
How well developed are the foreign mass communication media? Are the print and 

electronic media abroad efficient and effective? 
Are there adequate transport.fio, and storage/warehouse facilities in the foreign market? 
Does the foreign market ofer efficient channels of distribution for the firm's products? 
What are the characteristics of the existing domestic and foreign distributors? 
How effectively can the distributors preform specific marketing functions? 
What is the state of the retailing institutions? 

Marketing Mix Assessment and Selection 

III. Product
 

Which product should the firm offer abroad?
 
What specific features-design, color, size, packaging, brand, warranty, etc.-should the
 

product have? 
What foreign needs does the product satisfy? 
Should the firm adapt/modify its domestic market product and sell it abroad? 
Should it develop a new product for the foreign market? 
Should the firm make or buy the product for the foreign market? 
How competitive is or will be the product abroad? 
Is there a need to withdraw the product from thc foreign market? 
At which stage in its life cycle is the product in the foreign market? 
What specific services are necessary abroad at the presale and postsale stages? 
Are the firm's service/repair facilities adequate? 
What is the firm's product and service image abroad? 
What patents or trademarks does the firm have that can benefit it abroad? How much 

legal protection does the firm have concerning patents, trademarks, etc.? 
What should be the firm's product mission philosophy in the foreign market? 
Are the firm's products socially responsible? Do the products create a good corporate 

image? 

IV. Promotion-Nonpersonal (Advertising and Sales Promotion) 

How should the firm promote its products in thz foreign market?
 
Should it advertise? Should it participate in international trade fairs and exhibi's?
 
What communication or promotion objectives shuld the firm pursue abroad?
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HO 1-4 (continued) 

What are the communication needs of the foreign market? 
What should be the total foreign promotion budget? 
What advertising media are available to promote in the foreign market? What are their 

strengths and limitations How effective are different domestic and foreign 
advertising media? 

Should the firm use an advertising agency? How should it be selected? 
How effective and competitive are the firm's existinq advertising and promotion 

programs concerning the foreign market? 
What are the legal requirements? 
Are there foreign laws against competitive advertising? 

Promotion-Personal Selling 

Is there a need for personal selling to promote the product abroad? 
What assistance or services do foreign customers need from the iales force? 
What should be the nature of personal selling abroad? 
How many salespeople should the firm have? 
How should the sales personal be trained, motivated, compensated, assigned sales goals 

and quotas, and assigned foreign territories? 
What should the nature of foreign sales effort be? 
How does the firm's sales force compare with its competitors? 
What criteria should the firm use to evaluate sales performance? 
How should the firm perform sales analysis? 
How should the firm perform sales analysis? 

V. Price 

At what price should the firm sell its product in the foreign market? 
Does the foreign price reflect the product quality? 
Is the price competitive? 
Should the firm pursue market penetration or market-skimming pricing objectives 

abroad? 
What type of discounts (trade, cash, quantity) and allowances (advertising, trade-off) 

should the firm offer its foreign customers? 
Should prices differ wifli market segr.:mt? 
What should the firm do about product line pricing? 
What pricing options are available if costs increase or decrease? 
Is the demand in foreign market elastic or inelastic? 
How are prices going to be viewed by the foreign government-reasonable, exploitative? 

82
 



HO 1-4 (continued) 

VI. Place/Distribution 

Which channels of distribution should the firm use to market its products abroad? 
Which channels of distribution are used by the firm's competitors and how effective are 

these channels? 
Where should the firm produce its products and how should it distribute them in the 

foreign market? 
What types of agents, brokers, wholesalers, dealers, distributors, retailers, etc., should 

the firm use? 
What are the characteristics and capabilities of the available intermediaries? 
What type of incentives and assistance should the firm provide its intermediaries to 

achieve its foreign distribution objectives? 
Should the assistance of EMCs (export management companies) be acquired?
What forms of trainsportation should the firm use? 
Where should the product be stored? 
What is the costs of physical distribution? 

Adapted from Vinay Kothari, "Researching for Export Marketing," Export Promotion: The Public and Private 
Secior Interaction, edited by Michael R. Czinkota, pp. 169-172, 1983. 
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HO 1-5 

INTERNATIONAL MARKETING QUESTIONS 
(Part 2) 

H. Foreign Market Assessment/Selection 

Do opportunities exist in a foreign market (the U.S.) for our products and services? 
Why do you think so? 

What are the major facts and trends in a foreign country (the U.S.)? 

Economic
 

Political
 

Legal
 

Social/Cultural
 

Technological
 

Environmental
 

What impact do these environmental dimensions have on the specific foreign market for 
our products and services? 

What is the market potential abroad (in the U.S.)? 

Are there foreign (U.S.) markets that the firm can serve? What are they? 

What new markets are likely to open up abroad (in the U.S.)? 

Who are our present and potential customer abroad (in the U.S.)? 
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HO 1-5 (continued) 

What are their needs and desires that might m.ake them want our product? 

What are their demographic and psychographic characteristics-disposable income, 
occupation, age, sex, opinions, interests, activities, tastes, values, etc.? 

What is their life style, e.g., convenience-oriented, price-!.ensitive, or status-conscious? 

Who makes the purchase decisions? 

Who Influences the purchase decisions? 

How are the purchase decisions made? 

Where are the products purchased, such as grocery stores, hypermarkets, mail order? 

How is the products used? Is it for personal use or commercial use? How often is it 
used and replaced? 

What are the purchase and consumption patterns and behaviors related to our product in 
the U.S.? 

What is the nature of competition in the foreign (U.S.) market? 
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HO 1-5 (continued) 

Who are our major direct and indirect competitors? 

What are the major characteristics of the competitors, such as, relative size to us? 

What are our firm's competitive strengths and weaknesses in reference to such factors 
as product qaality, product lines, warranties, services, brands, packaging, distribution,
sales force, advertising, prices, experience, technology, capital and human resources, and 
market share? 

What attitudes do different governments (domestic and foreign) have toward foreign 
trade? 

Poland 

U.S. 

Are there any foreign trade incentives and barriers? 

Is there any prejudice against imports and exports? 

What are the different governments ,Joing specifically to encourage or discourage 
international trade? 

What specific requirements-for example, import or export licenses-have to be met to 
conduct international trade? 
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HO 1-5 (continued) 

How difficult are certain government regulations for the firm? 

How well developed are the foreign (U.S.) mass communication media? Are the print 
and electronic media abroad efficient and effective? 

Are there adequate transportation and storage/warehouse facilities in the foreign market? 

Does the foreign market offer efficient channels of distribution for the firm's products? 

What are the characteristics of the existing domestic and foreign distributors? 

How effectively can the distributors perform specific marketing functions? 

What is the state of the retailing institutions? 

87
 



HO 1-6
 

Export/Import Strategies
 
International Entrepreneurial Project
 

Objective: 

To develop a foreign export/import strategy for a particular 
product to/from a particular market. 

Please 	select: 

One 	product or service, preferably one of your own. 
Choose 	either exporting or importing. 

The export market is the United States (USA). 
The import market is the Far East to Poland. 

The last day of the seminar, we will share our strategies which will be developed as we proceed 

through the units. 

Your 	report should cover the following: 

1. 	 A brief description of the product or service. 

2. 	 A complete market analysis es discussed in Units 1 and 2. Indicate why the country is a 
good market for the product and what target market(s) you will pursue. Answer the 
questions in HO 1-5. 

3. 	 Determine whether the product needs adaption for the market. Answer questions in 
HO 3-5. 

4. 	 Determine the international communications strategy, including media to be used and the 
message to be stressed. Answer the questions in HO 4-14. 

5. 	 Select a pricing policy and strategy. Determine credit and other sales terms, such as which 
currency and delivery terms to use. Answer questions in HO 5-17. 

6. 	 Determine the type of foreign marketing/acquisition system, e.g., agents, company 
salespersons, distributors. Determine qualifications for staff, where they will be located, 
whether they will be Polish or foreign naticnals; include supervisory staff. Answer 
questions in HO 6-14. 

7. 	 Decide where to store goods and how to transport them. Determine how much inventory 
to keep at different locations. Examine packing, shipping, and documentation pioblems 
to and in cou.try. Answer questions in NO 7-17. 

8. 	 Decide what kinds of business relationships to have with other channel members. Answer 
questions in HO 8-2. 
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0 LICENSING REGULATIONS IN 18 NATIONS
 

Registration 
Requirements 

Royally a~ad 
Fee Patterns 

Applicable Tar 
and Restrictions Comments 

Canada Registration with 
government not 
compulsory. Exclu-

Freely negotiated. 
A maximum royalty 
of 4 percent for 

Tax officials may 
be strict about 
"reasonable" 

Government agencies 
can be helpful in 
fin'Jing licensees. 

sive lif-ense, patent pharmaceuticals. royalty payments 
assignments must be if they suspect tax 
registered, but no avoidance. 
penalty for failure to 
register. 

United States No government ap- Freely negotiated. No controls or Rapid obsolescence of 
proval needed for Rates vary, but limitations on technology has 
foreign licensing of generally range from remittances, decreased averag, life 
technology in U.S., 2.5 to 5 percent of of agreements and 
but export controls net sales, amount of royalties. 
on certain sensiti'e 
technologies apply 
for U.S. firms. 

Belgium No goveinment ap- No special patterns, Freely remitted. Investment by foreign 
proval required, but 
should be registered. 

though officips 
question f.&s over 

No significant 
restrictions. 

compzaies more prev
alent than straight 

Assigi ment of 7.5 percent of sale licensing agreements. 
patents, trademarks, price of licensed 
or design must be goods. 
recorded at Patents 
Department or 
Benelux Bureau. 

France French party to Re es vary with Freely remitted, Licensing used 
agreement must inaustry. Declining but French licen- extensively as 
notify Service de rates often used to sees may be substitute for or 
la Propriete guarantee minimum denied tax prelude to direct 
Industrielle within income at beginning deductions for investment. 
one month of sign- of contrat. Rates payments m 
ing. fall as production exce3s of 5 to 6 

increases. percent. 

Germany No government ap- Royalties often Royalties freely Agreement can outlast 
proval necessary for based on per-unit remitted. Disclo- patent right for which 
terms of licensing basis of sales. Many sure fees some- it was granted. 
agreemenL or roy- agreements fix times charged. 
alty payments to annual royalties, 
foreigners. payable regardless 

of sales. 

Source: 	 Czinkota, Michael R. and flkka A. Ronkainen, Chicago, International Marketing, Second Edition, Copyright 01990 The Dryden 
Press. Tab.13.1, pp. 388-390. 
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HO 1-7 (continued) 

Registration 
Requirements 

Italy No government ap-
proval necessary, 
but royalty payments 
scrutinized by 
government. 

Netherlands While there is no 
registration require-
ment for licensing 
agreements, it is 
advisable, 

Spain Companies must file 
contract with 
DGTE, which sends 
it to Office of Tech-
nological Innovation 
and to competition 
authorities. If not 
rejected after 30 
days, contract takes 
effect. 

Sweden Licensing agree-
ments entirely free 
of official govern-
mental regulation. 

United No registration 
Kingdom necessary. 

Australia Agreements require 
exchange control 
approval from 
Reserve Bank. 

Royalty and 
Fee Patterns 

Determined by 
commercial consid-
erations and rarely 
publicized. Finance 
Ministry specifies 
level of royalties
"acceptable" for
 
tax and exchange
 
purposes.
 

Terms concern only 
signing parties. No 
set rule bases royal-
ties on gross or net 
sales; large concerns 
often agree on lump
sum payments. 

Royalties vary by 
industry. Percentage 
allowed depends on 
importance of prod-
ucts to national 
economy. Standard 
rate is 0.5 percent of 
sales for 5 years. 

Entirely a matter of 
commercial negoti-
ation. 

Determined solely 
by commercial 
considerations. 
Royalty range for 
most agreements is 5 
to 10 percent of net 
sales. 

Royalties under 10 
percent allowed, 
Specific terms vary. 
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Applicable Tax 
and Restrictions 

Royalty remit-
tances subject to 
exchange control 
strictures. 

Royalty freely 
remitted. No 
restrictions. 

Government still 
monitors technol-
ogy inflows, but 
has reduced 
restrictions under 
EC rules. 

No taxes or re-
strictions, but 
funds must go 
through autho-
rized banks, 

Excessive royalty 
payments may be 
ruled dividend 
distribution, thus 
disallowed as 
corporate expen
ses for tax 
purposes. 

Exchange control 
approval required 
for royalty pay-
ments. 

Comments 

Protection of indus
trial property is weak. 

Well developed and 
often-used licensing 
system. 

New system intro
duced January 1988 a 
major improvement 
over old, but still 
restrictive. 

Tie-in clauses and 
other practices 
restricting free corn
petition permitted if 
not to have "harmful 
effects" to industry. 

Licensing agreements 
are popular and laws 
are pro-licensor. 

Procedures for 
exchange control 
approval simple and 
usually granted 
readily 



Registration 
Requirements 

India 	 Extensive require-
ments for govern-
ment approval. Rel-
evant minisines 
decide on arrange-
ments that entail 
"useful or new" 
technology and no 
foreign-equity inves
tment 

Japan 	 Proposal must be 
submitted to 
Ministry of Finance, 
and ministry of 
Industry involved. 
Agreements not 
concluded until 30 
days after submis
sion. 

Korea 	 New law requires 
only technology im-
ports be reported to 
Ministry of Finance. 
Approval automatic 
after 20 days if no 
modifications 
ordered. 

Taiwan 	 Agreements involv-
ing FX payments 
must be approved 
and are reviewed 
case-by-case. Details 
on products, 
services, etc., 
should be included. 
Us-ally takes one 
month if ogreement 
is uncomplicated. 

HO 1-7 (continued) 

Royalty and Applicable Tax 
Fee Patterns and Restrictions 

Government keeps Stringent foreign 
royalties low. Max- exchange controls 
imum is 4 percent of and applicable 
sales computed by a investment rules 
complex formula, pose limitations to 
Guaranteed agreements. 
minimum, unrelated 
to sales, prohibited. 

No lgal maximum Disclosure fees 
rates, but MITI common, but no 
considers 5 percent tax or other 
"ideal maximum." limits. Complex 
Provisions for approval require
rimimurm royalties ments. 
often included. 

Licensees must Government may 
justify fees above reject technology 
2 to 3 percent of net imports if deemed 
sales unless know- low quality, 
how highly outmoded, or re-
advanced. Royalties strict conditions 
tax exempt for 5 on exports. 
years. 

Royalties computed MOEA won't re-
on net sales, but view licenses for 
sometimes related to light or labor-
output. Most intensive indus-
agreements fall tries not com-
below 5 percent and panies aiming at 
run 5 years. lower labor costs. 

Comments 

Sound legal counsel, 
honest partners, and 
patience necessary for 
long negotiations. 
Intellectual property 
protection poor. 

Number of gratis 
licenses up as a result 
of cross-licensing 
deals. 

New tax rules may 
discourage local 
licen-,ees from taking 
on agreements greater 
than 3 percent of 
sales. 

Government has tight
ened terms except in 
high tech, which it 
promotes. Intellectual 
p1,aperty protection 
improved, but still 
weak. 
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Registration 
Requirements 

Argentina 	 National Institute of 
Industrial Technol-
ogy must approve 
when licensor owns 
49 percent or more 
of sub. For others, 
contract need only 
be registered. 

Brazil 	 Must be approved 
and registered with 
National Institute of 
Industrial Property. 
Agreements between 
related companies 
illegal, 

Mexico 	 Must b~e registered 
with National Regis-
try of Technology 
Transfer. 

HO 1-7 (continued) 

Royalty and 
Fee Patterns 

Unlimited by law, 
but must be in line 
with market rates, 
Royalties don't 
exceed 5 percent of 
net sales. Cash re-
mittances permitted 
at FX rae. 

Royalties restricted 
to 1 to 5 percent 
of net sales. Corn-
panies may capital-
ize technology pay-
ments. Trademark 
royalties maximum 1 
percent of net sales, 

3 percent of net 
sales the norm, 
though special cases 
go up to 10 percent. 
Typical contract 
length is 10 years. 
Remittances at con-
trolled exchange 
rate. 

Applicable Tax 
and Restrictions 

Royalty tax of 45 
percent applied on 
following per-
centages of. tech-
nical assistance 
(60%); patents 
(80%); and ser
vices (100%) not 
covered in trans
fer of technology 
law. 

Severe limitations 
on remittances, 
Royalty tax is 25 
percent (reduced 
by some tax trea-
ties). Payments 
deductible with I 
to 5 percent of 
gross sales. 

Royalty tax is 21 
percent on pay-
ments for know-
how, technical 
assistance and 
42 percent on 
straight patents 
and trademarks. 

Comments 

Licensee may not 
deduct royalty pay
ments as operating 
expenses. Patents, 
trademarks should be 
registered. 

Patent piracy, copy
right infringement 
growing problem. 
Technology transfer a 
limited profit-making 
operation. 

Stronger intellectual 
property laws but 
enforcement still lax. 
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EXPORTING PAYS OFF 

Europe andJapan areprime markets jfr the distinctive belt buckles and leather belts made by a 
small Rocklin, California, company. The firm finds that its foreign sales are a big help in making 
up for the current slack in the U.S. market. We select our export success stories, not because we
endorse any particular firm or its business plan and activities, but because we believe their 
experiences will instruct other companies to improve their export performance. We welcome your
exportsuccess story. Write or call: Business America, Room 3414, U.S. Department of Commerce, 
Washington, DC 20230; tel. (202) 377-3251. 

"In international sales, isn't paperwork and payment a big hassle?" a business 
colleague asked Marty McCann, president of Buckles of America, a 23-employee 
manufacturer from Rocklin, California. 

McCann replied, "We fax an invoice to a customer in the Netherlands. Three days
later, his payment is in my bank account. I wish some of my domestic customers were so 
prompt." 

McCann has found that it is best to work through distributors. "Instead of sending
small shipments to foreign retailers, we have found it makes more sense to send a larger
volume to distributors. The firm has an exclusive distributor i1lthe Netherlands and several 
regional distributors elsewhere. 

Buckles of America has three distributors in Japan, which McCann considers to be 
one of the firm's better markets. "I have found the Japanese to be easy to deal with," he 
said. "Our distinctive pewter buckles and leather belts are very much 'in' there." 

"The Europeans are also easy to do business with," McCann said. "They have savvy 
on American ways of doing business, and they are very desirous of having the label 'Made 
in America'. They like products in the giftware category that are a little different and of 
good qualiry and value." 

Last year, McCann used the U.S. Department of Commerce's Gold Key Service to 
expand his firm's activities in the European market. The U.S. and Foreign Commercial 
Service post in Amsterdam briefed him about market conditions, arranged business 
appointments for him, and helped him participate in a trade show in Utrecht. (For
information on the Gold Key Service, contact a district office of the Commerce 
Department's International Trade Administration-see inside back cover for a listing of 
district offices.) 

McCann finds that having foreign customers is a big help at a time when a U.S. 
recession is keeping domestic demand down. He displayed his firm's belt buckles and belts 
at the International Westernware Market in Denver and picked up eight new international 
accounts. Sixty percent of his sales resulting from the show came from foreign countries. 
He recently participated in the Los Angeles Gift Show, attended by buyers from the Far 
East, and this month, he is attending the Variety Merchandise Show in New York City, 
geared toward Europeans. 

Buckles of America, founded by McCann in 1979, now sells 30 percent of its 
products in 14 foreign covntries. 

What is the first step a small company should take to break into exporting?
McCann's answer: "Work with the Commerce Department's International Trade 
Administration. When I was very green, I received some good guidance from Mitch Larsen 
(trade specialist) at the San Francisco District Office of ITA." 

Source: Business America, February 24, 1992. 
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Gillette Travels to the Third World 

The following articleappearedin THE WALL STREET JOURNAL College Edition (1986) 

Gillette Co. discovered a while back that only 8 percent of Mexican men who shave use 
shaving cream. The rest soften their beards with soapy water or-ouch!-plain water, neither 
of which Gillette sells. 

Sensing an opportunity, Gillette introduced in Guadalajara plastic tubs of shaving cream 
that sell for half the price of its aerosol. Today 13 percent of Guadalajaran men use shaving 
cream, and Gillette is planning to sell its new product, Prestobarba (Spanish for "quick shave"), 
in the rest of Mexico, Colombia, and Brazil. 

Tailoring its marketing to Third World budgets and tastes-from packaging blades so they 
can be sold one at a time, to educating the unshaven about the joys of a smooth face-has 
become an important part of Gillette's growth strategy. The company sells its pens, toiletries,
toothbrushes, and other products in developing countries. But despite Gillette's efforts to 
diversify, razor blades still produce one third of the company's revenue and two thirds of its pre
tax profit. 

The market for blades in developed countries is stagnant. "The opportunities on the blade 
side really lie in new geography," says Rodney Miils, an executive vice president for Gillette's 
international business. "In the Third World, there's a very high proportion of people under 15 
years old. All those young men are going to be in the shaving population in a very short time." 

Few U.S. consumer-products companies that compete in the Third World have devoted as 
much energy or made as many inroads as Gillette, which draws more than half its sales from 
abroad. Since the company targeted the developing world in 1969, the proportion of its sales that 
come from Latin America, Asia, Africa, and the Middle East has doubled to 20 percent and the 
dollar volume has risen sevenfold. 

Gillette has had a strong business in Latin America since it began building plants there in 
the 1940s. Fidel Castro once told television interviewer Barbara Walters that he grew a beard 
because he couldn't get Gillette blades while fighting in the mountains. 

The company's push into Asia, Africa, and the Middle East dates to 1969, when Gillette 
dropped a policy of investing only where it could have 100 percent-owned subsidiaries. Thai 
year, it formed a joint venture in Malaysia, which was threatening to bar imports of Gillette 
products. The company has added one foreign plant nearly every year, in such countries as 
China, Egypt, Thailand, and India and, Mr. Mills says, is now looking at Pakistan, Nigeria, and 
Turkey. 

The company always starts with a factory that makes double-edged blades-still popular
in the Third World-and, if all goes well, expands later into p:oduction of pens, deodorants,
shampoo, or toothbrushes. Only a few ventures have gone sour: A Yugoslav project iever got 
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off the ground, and Gillette had to sell its interest in Iran to its local partners. 

In a few markets, Gillette has developed products exclusively for t.e Third World. The 
low-cost shaving cream is one. Another is Black Silk, a hair relaxer developed for sale to blacks 
in South Africa and now being introduced in Kenya. 

More often, Gillette sells familiar products in different packages or smaller sizes. Because 
many Latin American consumers can't afford a seven-ouncc bottle of Silkience shampoo, for 
instance, Gillette sells it in half-ounce plastic bubbles. In Brazil, Gillette sells Right Guard 
deodorant in plastic squeeze bottles instead of metal cans. "It's a poor man's aerosol," says 
David Waldron, Gillette's Latin American marketing manager. 

But the toughest task for Gillette is convincing Third World men to shave. The company 
recently began dispatching portable theaters to remote villages-Gillette calls them "mobile 
propaganda units"-to show movies and commercials that *out daily shaving. 

In South African and Indonesian versions, a bewildered bearded man enters a locker room 
where clean-shaven friends show him how to shave. In the Mexican one, a handsome sheriff, 
tracking bandits who have kidnapped a woman, pauses on the trail to shave every morning. The 
camera lingers as he snaps a double-edged blade into his razor, lathers his face, and strokes it 
carefully. In the end, of course, the smooth-faced sheriff gets the woman. 

In other places, Mr. Mills says, Gillette agents with an oversized shaving brush and a mug 
of shaving cream later up and shave a villager while others watch. Plastic razors are then 
distributed free and blades-which, of course, must be bought-are left with the local 
storekeeper. 

Such campaigns win few immediate converts, acknowledges Robert King, director of 
irternational marketing, planning, and administration. Migration of peasants to the city does 
more to boost Gillette sales. "If you slog arourd in the field all day, there's not much incentive 
to shave," he says. "If in the next generatio,, you move into the city and the older son gets a 
job as a counter clerk, he'll probably have to shave if not everyday, then every other day." 

Only recently has Gillette begun to ease a policy of never using its prime trademarks-the 
Gillette and Papermate names, for instance-in countries where it owns less than 100 percent 
of a venture. The drawbacks of the old practice became obvious several years ago wh,:.n Gillette 
began sponsoring the World Cup in soccer and posting its name on stadium walls that are seen 
on television around the world. 

"All of those messages are wasted in markets where the Gillette name is not being 
licensed," Mr. Mills says. 

Reprinted by permission of THE WALL STREET JOURNAL, 0 1986 Dow Jones & Company Inc. All rights reserved. 
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II. WSTP
 

elem broszurki "Eksport na rynek 
USA" jest dostarczenie polskim 
eksporterom og6lnych informacji o 

warunkach, przepisach i motliwoiciach 
sprzeday na rynek Stan6w 
Zjednoczonych. Rynek ten ze wzglqdu na 
swq wielko§6 i r6inorodnoid stanowi i 
bqdzie niewatpliwie stanowiH przedmiot 
coraz wiqkszego zainteresowania neszych 
przcdsiebiorc6w. Jego wielko§6 najlepiej 

dochodu narodowegookretla wartotd 
r.Stan6w Zjednoczonych. W 1991 

wyniosta one ok. 5750 mid USD; dia 
por6wnania doch6d narodowy w Poisce 

75 mid USD.osiqgnil poziom 
Spolecze6stwo amerykariskie, liczqce 
ponad 250 min ludzi, nie jest przesadnie 
oszczqdne. Dwie trzecie wszystkich 
wyprodukowanych i importowanych 
towar6w i uslug zakupuj, gospodarstwa 
domowe, pozostatlt czqt6 biznes i 

parstwo. 
W 1991 r. USA sprowadzil towary z 

sumq 422 mid USD, w tyr z Polski za ok. 
0,4 mid USD. Zestawienie tych danych 
wskazuje, ie jako eksporter jeste~my 
niezauwaahni narynku amerykatiskim. Jest 
jednak szereg towar6w polskich, takich jak 
wyroby ze szkta i krysztalu, kt6re widoczne 
s nawystawach sklepowych. Ponadto w 
ostatnich dw6ch latach eksport wielu 
naszych towar6w r6s! dynamicznie 
(zalcznik nr 1). Motna wymienid takie z 
nich, jak: farby, lakiery, wyroby gumowe, 
sprzqt gospodarstwa doomowego, 
przekladnie i piericienie, soki owocowo-
warzywne, wyroby czekoladowe, obuwie, 

meble. Zatotyd wiqc mona, te istniejq 
dude motliwo~ci zwiqkszenia polskiej 
lzialalnoici no rynku amerykatiskim. Jest 
to rynok bardzo otwarty, ale jednoczeinie 

wielome przepisomi.obwarcwany 
Padajemy o nich informacje, kt6re, mamy 
nadziejq, utatwi, polskim eksporterom 
zorientowanie siq w formalnych 
wymaganiach tego rynku. 

Pomoc w tym zakresie ,wiadcz. Biuro 
Radcy Ekoncmiczncgo w Waszyngtonie, 
Biuro Radcy Handlowego w Nowym Jorku 
oraz Wydzialy Handlowe Konsulat6w w 
Chicago i Los Angeles, bqdqce odrodkami 
informacji rrzomysow--andlowej i 
promocji polskiego eskportu. W Biurach 
tych, motna te± czesowo skorzysta6 z 
przestrzeni biurowej, urzqdzefi biurowych 
oraz u~yska6 pomoc logistyczn.. Wydanie 
niniejszejinformacjizamierzamyuzupetnie 

6 

nabardziej szczeg6lowymi materialami 
temat wybranych segment6w rynku 
amerykatiskiego. 

Jednocze~nie przypominamy, te od 
wrzetnia 1991 r. Biuro Radcy Handlowego 
w Nowym Jorku publikuje okresowo 
Serwis Informacyiny przeznaczony dia 
odbiorcy krajowego, zawierajqcy m.in. 
informacje o wystawach i targach, c 

orazpropozycjech wsp6fpracy 
motiiw iciachlokacyjnychtowar6wBiuro 
wydaje szeroko rozpowszechnia podobne 
materiary przeznaczone dla trodowiske 
amerykarskiego i biznesu polonijnego; 
motna w nich zamieszczad polskie 
propozycie handlowe. 
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dr6b i wyroby z drobiu, warzywa, peliwa i 
produkty z paliw, artykuty firmowe. 

Import ograniczany rocznymi kwotami 
ustalanymi w umowach dwustronnych 
dotyczy: niekt6rych produkt6w z drobiu, 
pokarm6w zwierzqcych 2awierajqcych 
mleko, bawetny, bawetnianych odpad6w, 
wyrobow przemystu lekkiego, orzeszk6w 
ziemmnych, cukru, syrop6w, melasy, 
ser6w, czekolady, Iod6w i pszenicy. 

Wiqksi eksporterzy muszq byd 
twiadomi, ie jeteli ceny po kt6rych 
sprzedajq tower sa nitsze od can 
osiqganych na rynku wlasnym, mogq byd 
narateni na wszczqcie postqpo~vania 
antydumpingowego. Procedure ta zostaje 
uruchorniara, kiedv na wniosek producenta 
amerykaski Departament Handlu US 
uznaje, ie import taki zagrata przemystowi 
lokalnemu. W sytuacji stwierdzenia 
dumpingu nakfadane sq dodatkowe optaty 
wyr6wnawcze. Podobny tryb 
postpowania ma miejsce w przypadku 
subsydiowan*a eksportu. 

OCHRONA KONSUMENTA 

W Stanach Zjednoczonych jest wiele 
akz6w prawnych chroniqcych 
konsument6w; sq one administrowane 
przez r6zne agendy rzadowe, m.in.: 
Consumer Product Safety Commission, 
Environmental Protection Agency, Food 
and Drug Administration. Rygorystyczne 
regulacje nt. bezpieczerstwa stosuie sia w 
odniesieniu do wielu wyrob6w 
konsumpcyjnych, takich jak zabawki, 
farmaceutyki i wyroby trwalego utytku. 
Wystqpuja r6wniet regulacje dotyczqce 
spraw etykietowania i pakowania 
okretlonych towar6w. Opr6cz ustaw 
federalnych wiele stan6w stosuje wlasne 
przepisy, kt6re moga byd bardziej surowe 
od og6lnokrajowych. 

Generaln. zasada jest, by importowane 
artykuly iywnotciowe, napoje, lekarstwa, 
kosmetyki i urzqdzenia lecznicze 

Biuro Radey Ekonomicnneoo w Wazyngtonie 4 

odpowiadaly takim samym standardom, 
jakie musz, spelniad ich -odpowiedniki 
amerykatiskie. Wszystkie takie produkty 
importowane podlegaja inspekcji przez 
Food and Drug Administration w momoncie 
przekraczania granicy, iezastosowanie siq 

do tych wymog6w karane jest odmowt ich 
wpuszczenia na teren USA. 

Roiliny, przetwory roilinne, tywiec, 
miqso i dr6b oraz wyroby przetworzone z 
czqtci zwierzqt, sk6ry, szczecina lub pierze 
podlegajq regulacjom kwarantanny. 
Niekt6reinne produkty ywvnociow6,takie 
jak pomidory, ziemniaki czy og6rki muszq 
odpowiada6 normom importowym 
dotyczqcym wielkoici, jakoici i dojrzatoci. 

Import zwierzeit tywych lub ptak6w jest 
obudowany restrykcjami dotyczqcymi 
legalnoici ich zlapania, posiadania lub 

wywozu oraz zasadami kwarantanny. 

PRAWO AUTORSKIE 

Wedlug ustawy (copyright act) z 1976 
r. ochrona prawa autorskiego w USA jest 
stosowana automatycznie w momencie 
stworzenia dziela i trwa do koica tycia 
autora i przez dalsze 50 lat. Dzielo 
autorskie kwalifikujqce siq do prawa 
autorskiegoniezostalojasnozdefiniowane, 
ale motna zakfadad, te objqte nim s4: prace 
literackie, plastyczne, muzyczne, filmowe, 
programy komputerowe. 

W USA prawa autorskie ie sq 

nadawane lub wydawane przez instytucje 
prawne. Osoby roszczect sobie doii prawo 
muszq umieici6 informacjq o prawie 
autorskim na wszy. .kich publikowanych 
egzemplarzach dzietf ,kt6re jest publicznie 

Office dajq prawo wylacznego korzystania 

rozpowszechniane, by 
ochronq. 

zapewnid sobie 

PATENTY 

Patenty wydawane przez US Patent 

z wynalazku na przeciqg siedemnastu lat. 
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ilogciowych. Pierwsze dotyczy podpisanej 
we wrzeniu 1991 r. nowej umowy 
tekstylnej na lata 1992-1993, kt6ra 
powatnie zwiqksza nasze motliwogci 
eksportowe na rynek USA. Integraln. czqid 
umowy stanowi list strony amerykatiskiej, 
deklarujqcej motliwogd zlikwidowania 
kwot importowych po jej wygatniqciu w 
ko6cu 1993 r. Ponadto zasady przerobu 
uszlachetniajcego majq byd uregulowane 
w 1992 r. dodatkowymi zapisami. 

Umowa zmniejszyia iiczbq kategorii 
obIetych kontyngentami do 9 i zniosta inne 
ograniczenia grupowe. Do kategorii 
objqtych limitami naletq: 

wyroby bawelniane 
335 ptaszcze darnskie i dziewczqce 
338/339 koszule mqskie, chlopiqce, 

damskie i dziewczqce, 
damskie bluzki z dzianiny 

wyroby welniane 
410 tkaniny welniane (minimum 36% 

wagowego udziatu 
wetny) 

433 marynarki meskie i chopiqce 

434 plaszcze mqskie i chlopiqce 

435 plaszcze damskie i dziewczqce 

443 	 garnitury mqskie 

wyroby z wl6kien syntetycznych 
611 	 tkaniny zawierajqce minimum 

85% wagowego udziatu 
syntetyk6w 

645/646 	swetry mqskie, chlopiqce, 
damskie i dziewczqce 

Wszystkie pozostale wyroby przemystu 
lekkiego mog. byd eksportowane do USA 
bez iadnych ogranicze6. Informacje o 
zasadach udzialu w pzyznancyh Polsce 
kwotach importowych moina uzyskad w 
MWGZ w Departamencie Regulacji Obrotu 
Towarowego i Polixyki Celnej. 

Drugim obecnie artykulem objqtym 
ograniczeniami iloiciowymi sq polskie sery, 

Biuro R-dcy Ekonomiczneogo w Wuzyngtonis 6 

na kt6re kontyngent wynosi 1115 ton 
rocznie. Czynione s4 starania o uzyskanie 
znacznie wytszej kwoty, jednakte 
uzaletnione to jest od wynik6w negocjacji 
w ramach Rundy Urugwajskiej GATT. 

W kwietniu 1992 r. Stony Zjednoc:one 
zniosty ograniczenia ilogciowt w imporcie 
wyrob6w stalowych. W tych werunkach 
przemysl ameryka6ski jut podjql i bqdzie 
podejmowat akcje obronne wobec 
zagranicznyceksporter6w,wykorzYstuiqc 
istniejqce ustawy, chroniqce przed 
dumpingiem i subsydiowaniem eksportu. 
Majqc powytsze na uwadze, polscy 
eksporterzy powinni dokonad annalizy 
cenowej swojej oferty pod krtem 
dotrzymywania warunk6w uczciwej 
konkurencji. 

ZAM6WlENIA RZDOWE 

Z rozm6w nr temt dostqpu do 
amerykatiskich zem6wiel rzqdowych 
wynika, 	 to w obecnych warunkach 
prawnych istniejq realne motliwoici 
uczestnictwa podwykonawc6w i 
poddostawc6w w realizowanych przez 
firmy ameryka6skie projektach. lstniejl 
r6wniel szanse uczestnictwa w realizacji 
kontrakt6w budowlanych dotyczqcych 
przedsiqwziqd wykonywanych poze 
granicami 	 USA. Szersze uczestnictwo w 
przetargach na zam6wienia rzqdowe 
moiliwe bqdzie po przystqpieniu Polski do 
GATT Government Procurement Code. 

lnformacje o motliwodciach sOadania 
ofert oraz o przyznanych kor :aktach 
zawiera 	 "Commerce Business Daily", 
publikowany codziennie przez Dep irtament 
Handlu USA. 

P09REDNICY HANDLOWI 

W wiqkszoci przypadk6w eksport do 
USA bqdzie odbywat siq za podrednictwem 
firm ameryka6skich. Posiadaj. one 
znajomoid miejscowych zwyczai6w. 

100
 



8 

HO 1-10 (continued) 

Biuro Radey Ekonormicrnego w Wamzyngtonie 

ustawodawstwa poszczeg6lnych 	 umowie przyszfych spor6w 
weiciwo~ci sqd6w arbitratowych. Dostan6w zawierajq czqsto r61niqce siq 

w zakresie zalet takiego rozwiazania naletyod siebie przepisy 
Np. motnod6 wyboru przez strony umowypoirednictwa handlowego. 	 w 

srbitr6w z dodwiadcze, iem 	 wniekt6rych stanach przepisy okre~lajq 
konkretnej branty. Postqpowanie, jetlidlugogd okresu wym6wienia, 

strat klauzula arbitratow8 zostalaobowiqzek wyr6wnania 
prawidlowo aformulowana, toczy siqponiesionych przez poirednika, 

nit przedodszkodowanie za utracone przyszle 	 znacznie szybciej sMdem 

zyski oraz zwrot pewnych koszt6w. powszechnym i ma mniej formalny 

to pod uwagq eksporter charakter. Ponadto wykonalnoddBiorac 
orzeczei sqdowych jest ograniczona wpowiniPr uzgodnie w umowie okres 

pr6bny, po kt6rym nastqpowatoby jej wypadku Polski i Stan6w 
Zjednoczonych do obszeru pawstwa,potwie~dzenie; 

* 	 wyb6r prawa rzqdzqcego umowp. na terytoriurn kt6rego zostaty wydane. 

przez Inaczej jest natomiast w odniesieniu do , 	 obowiqzek izachowania 
potrednika poufnofci informacji orzeczeri sqd6w arbitratowych. 

uzyskanych w trakcie sprawowania 	 Zar6wno USA, jak i Polska 
ratyfikowaly konwencjq nowojorskq opoirednictwa, jak r6wniet obowiqzek 
uznawaniu i wykonywaniuzwr6cenia przez niego wszelkich 
zagranicznych orzeczeriarbitratowych,poufnych dokument6w po ustaniu 
w zwiqku z czym orzeczenia takiestosunku umownego; 
wydane na terytorium kt6regokolwiekzasady ochrony wlasnoici 
paristwa konwencyjnego bqdqintelektualnej (znak towarowy, patent, 
uznawane i wykonywane zar6wno 	w prawa autorskie); 
PoIsce, jak i w Stanachzasady rozstrzygania spor6w. Droga 
Zjednoczonych. Koszty arbitratu mogq,postqpowania cywilnego przed szdem 
lecz nie musze, byd nitsze. Formulujkcpowszechnym jest rozwiqzaniem 

zachodzi klauzulq arbitratowq w umowienajlepszym, jetli potrzeba 
zawsze nalety wskaza6 miejsce i jqzyk,szybkiego dzialania, np. wystqpienie o 

prowadzone bqdziezastosowanie przez sqd trodk6w w kt6rym 
Jest one takte postpowanie, liczbq arbitr6w, tryb ichzabezpieczajqcych. 

wyboru, termin, w jakim powinni bydnajwla~ciwsza tam, gdzie sp6r dotyczy 
Nalety pamiqtad, te wybrani, osobq lub instytucjq, kt6rawielu stron. 


strony mog. w umowie ustalid, kt6ry winna dokonad wyboru arbitra z
 

sad wtatciwy bedzie do rozstrzygania strong (jetli ta nie wybrala arbitra w
 

przysztych spor6w. Postqpowanie przewidzianym w umowie czesie).
 

przed sqdem jest postqpowaniem 
formutowaniu umowy owieloinstancyjnym, co z jednej strony Przy 

daje motliwo9d uczestnikom poirednictwo handlowe nalety brad takte 
uwagq amerykar'skie przepisypostepownia odwolywania siq od pod 

niezadawalajacego ich orzeczenie sqdu antytrustowe i dotyczqce konkurencii, 

nitszej instancji, z drugiel ednak zar6wno federalne, jak i stanowe. Przepisy 

przdluta postqpowanic i te przewiduja. odpowiedziainoid zastrony 
podnosi jego koszty. Alternatywn. (niegodziwe) ustalanie cen (price fixing) i 

jest czyny godzace w zasady uczciwej
droga rozstrzygania spor6w inne 


poddanie przez odpowedni zapis w konkurencji.
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jak i jego nabywca. Zgioszenia dokonad 
mote takle koncesjonowany agent ceiny 
(licensed customhouse broker). Joli 
Lonosament lub Iotniczy list przewozowy 
wyst~wiony jest na zlecenie',uprawniona 
do zgloszenia towaru jest kadda osoba 
legitymujtca siq takim dokumentem 
naleiycie indoscwonym przez adresata 
przesytki. Uprawniona jest takte osoba 
legitymujqca sit dokumentem 
wystawionym przez przewoinika, tzw. 
Carrier's Certificate. 

ODPRAWA CELNA 
Odprawa celna jest postepowlniem 

sktadajqcym siq z dw6ch etap6w: a. 
przedstawienie dokument6w 
pozwalajqcych organom celnym na 
ustalenie, czy tower mote byd zwolniony z 
nadzoru (custody) celnego, b. 
przedstawieniedokument6wzawierajqcych 
informacje niezbqdne do ustalenia 
wysokodci cla i dokonariia odpowiednich 
zgloszeri statystycznych. W przypadkah 
towar6w, kt6rych import podlega 
ograniczeniom ilotciowym,zwolnieniespod 
nadzoru celnego btdzie moiliwe dopiero po 
przedstawieniu dokument6w wymienionych 
w punkcie a i b. 

DOKUMENTY NIEZBFDNE DO ODPRAWY 
CELNEJ 

Zgfoszenie do odprawy celnej powinno 
byd dokonane w ciqgu 5 dni od dostawy 
towaru do portu granicznego. Zglaszajtcy 
zobowiazany jest przedstawid nastqpujtce 
dokumenty: 
a. 	 zgloszenie na formularzu celnym 7533 

(Entry Manifest, Custom Form 7533) 
atbo wniosek o zezwolenie na 
natychmiastowe dorqczenis na 
formularzu celnym 3461 (Application 
and Special Permit for Immediate 
Delivery, Custom Form 341), 

b. 	 dokument potwierdzajqcy prawo do 
przedstawienia towaru do odprawy 

calnej, 
c. 	 fakturq lub fakturq "pro forma", 
d. 	 specyfikacjq przesytki (packing lists), 
e. 	 inne dokumenty, jedli moglyby mied 

wpfyw na dopuszczenie towaru na 
obszar celny. 

Do dokument6w nalety dolqczyd 
potwierdzenie zlotenia w urzqdzie celnym 
gwarancji zabezpieczajkcej ewentualne 
naletno~cicelne, podatkowe, grzywnyitp. 
Gwarancjq tak4 w imieniu zglaszajqcego 
zlotyd mogq specjalizujilce siq w tym 
zakresie firmy porqczycielskie, kt6re 
niekiedy same zglaszajq w imieniu 
wtaciciela tower do odprawy. 

Po przedloteniu dokument6w, 
ewentualnej kontroli przesylki i 
stwierdzeniu, te jej dopuszczenie do obrotu 
nie narusza przepis6w, nastepuje jej 
zwolnienie. Opiate celna winna byd 
wniesiona w ciqgu 10 dni roboczych od 
daty zwolnienia. 

W niekt6rych przypadkach, np. gdy 
towary stanowiq eksponaty na wystawy i 
targi, zgloszenie do odprawy celnej mote 
poprzedzad przybycie towaru do portu 
granicznego. Zgloszenie dok:onywane jest 
w6wczas na podstawie wnicsku o 
zezwolenie na natychmiastowe dorqczenie 
na formulirzu celnym 3461, co pozwala na 
zwolnienie towaru do wwozu natychmiast 
po jego przybyciu do portu. Odprawy celnej 
nie wymagaj, towary zlotone po przybyciu 
do portu granicznego w skladzie celnym. 
Okres przechowywania w sktadzie celnym 
nie mote byd dlutszy nit 5 let. Towary ze 
skladu celnego mogq byd badf wywiezione 
do innego kraju przeznaczenia, badf 
wwiezione po dokonaniu zgloszenia i 
oplaceniu cla (wg stawek z dnia zgloszenia) 
na rynek wewnttrzny Stan6w 
Zjednoczonych. Towary zlotone w skladzie 
celnym mogq byd konserwowane, 
sortowane, przepakowywane, ale nie mogq 
byd przetwarzane. 

Towary nie zgtoszone do odprawy 
ce!nej w ciqgu piqciu dni od przybycia do 
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2. 	 wyciqg z dokumentu 
zatozycielskiego sp6lki okreilajqcy 
przedmiot dzialania op6fki i jej 
organy, 

3. 	 kopie dokumentu, kt6ry 
potwierdza uprawnienie osoby 
udzielejacej pelnomocnictwa do 
skladania takiego oiwiadczenia 
woli w imieniu zagranicznej sp6lki. 

Pelnomocnictwo do dzialania w imieniu 
sp6lki jawnej lub komandytowej nie mote 
byd udzielone na okres dlutszy nit dwe tata 
i musi wymieniad nazwiska wszystkich 
wsp6inik6w. W razie zmiany lkladu 
wsp6lnik6w sp6lki jawnej lub 
komandytowei udzielone petnomocnictwa 
celne tracq wazno6. 

KONTROLA CELNA 

Kontrola celna w zasadzie 
przeprowadzana jest na podstawie 
reprezentatywnej pr6bki towaru pobranej 
przez urzqdnika celnego. Nalety liczyd siq z 
tym, ze tekstytia i produkty tekstylne, jako 

mtzw. "czule prc,,iukty , podlegad bqd4 
szczeg6nie doktadnej kontroli. Kontrola 
bqdziemiatanacelusprwdzenie zrodnoici 
przesylki z jej opisem w dokunontach 
wysylkowych. Waga lub wymiary przesytek 
mog. byd podane w fakturach badf w 
jednostkach przyjtych w kraju eksportera, 
bqdf w jednostkach stosowanych w USA. 
Zgloszenie celne winnz byd jednak 
dokonane w jednostkach metrycznych. 
Towary, kt6re dotarty do USA w stanie 
uszkodzonym, pozbawiajqcym je wartoici 
handlowej traktowane sq jako 
Pncnimportation" i w zwiqzku z tyr nie 

podlegaja ocleniu. Nie bqdzie to dotyczyto 
jednakie uszkodzer6 wywolanych rdzq w 

przypadku towar6w wytworzonych ze stali 
lub zelaza. Przy ocenie wagi towaru 
podle~ajqcego ocleniu odliczana jest waga 
opakcwania. W niekt6rych przypadkach 

Biuro Radcy Ekonomicznego w Waszyngtonie 12 

(przesylki jablek, fig, pomidor6w, 
pomaraticzy, cytryn, tytoniu, porcelany) 
przepisy celne okrealajq standardowq wagq 
opakownia. 

PAKOWANIE 

Wlaiciwe przygotowanie przesyki do 
kontroli celnel mote skr6cid jej przebieg. 
Poszczeg6lne opakowania powinny by6 
motliwie jednorodne pod wzglqdem 
zawartoici, wagi i warto4pi. Numery Itb 
inne znaki umieszczone no puszczeg6lnyct; 
opakowaniach powinny odpowiada5 
oznaczeniom podanym no fakturach. 
Faktury zat powinny w spos6b 
systematyczny okredlae zawartoi, 
poszczeg6tnych skrzyii , bel, paczek 
przedstewionych do kontroli celnej zgodnie 
z umieszczonymi na nich spayfikacjami. 
Kontrolq celna uAitwia takte paletyzecja 
przesylki. Zalecane r6wief jest 
pozostawienie wolnej przestrzeni miqdzy 
przesylkaa suf item kontenere pozwalajqccj 
no przoprowadzenie kontroIi 
antynarkotycznej przy pomocy ps6w. Jetli 
opakowanie zawiera towary podlegajce 
r61nym stawkom celnym, a ich segregacjs 
napotyka na trudno-'ci, regula jest 
okreilanie naleinoici celnej od catej 
zawartoici opakowania wedlug stawki 
najwytszej. 

FAKTURA 

Zgodnie z przepisami celnymi (Section 
141.86. Customs Regulations) faktury 
dotyczace przesylek poddanych kontroli 
celnej powinny zawierad nastqpujace 
informacje:
1. 	 punkt graniczny, do kt6rego przesylka 

jest przeznaczona; 
2. 	 data i miejsce s;,rzedaCy orez nazwy 

lub nazwiska sprzedawcy i nabywcy, a 
w wypadku je~li przesylka ma byd 
skladowana - wskazanie data i portu 
zaladunku, nazwa przewotnika i 
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nie p61niej nit przed uptywem 120 dni od 

daty przywozu towaru pod grotba utraty 

kaucii. 

INFORMACJA CELNA 

W zwiezku ze zr6tnicowanierm stewek 
na wymiarcelnych bezpodredni wplyw 

rialetnodci celnej mied bqdzie kiasyfikacja 

Bivro Radcy EkonomicrnfgO w Wiszyngtonie 

towaru z punktu widzenia taryfy celnei. 

Wiiq;cq informacjq co do przyszlej 
towaru motna uzyskaiklasyfikacji 

zwracajqc siq na pitmie do: Area Director 

of Customs, New York Seaport, 6 World 

Trade Center, New York, N.Y.10048 elbo 

do dyTektora kt6regokolwisk Okrqgu 

Celnego. 

OLNE4~ INFORMACJE 

SWITA USTAWOWE 

stan6w obchodzi nastqpujqceWiPkszo4, 
obchodzid tatswiqta,(niekt6re stany mog. 

swiqta dodatkowe): 

Nowy Rok 
New Ylear's Day 

1 stycznia 

Dzie'i Martina Lutera Kinga 


Martin Luther King, Jr. Day 

Trzeci poniedziatek stycznia 


Urodziny pierwszego Prezydenta
 

Washington's Birthday 
Trzeci poniedziatek lutego 

Swi~to KU czci poleglych w czasie wojen 

Memorial Day 
Ostatni poniedzietek maja 


Swiqto narodowe 

Independence Day 

4 lipca 

Swiqto Fracy
 
Labor Day 

Pierwszy poniedzialek wrzeinia 


Rocznica odkrycia Ameryki 


Columbus Day 
Drugi poniedzialek pazdziernika 


Dzie6 weterana 

Veterans Day 

11 listopada 

Dzier Dzikczynienia 


Thanksgiving Day 
Ostatni czwartek listopada 
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Bote Narodzenie 
Christmas Day 

25 grudnia 

WYMAGANIA WlZOWE 

Katda osoba wybiereUk:a siq do USA 

powininna posiadad watnq wizq wjazdow., 

wvy.-Jana, przez wisiciwy rejonowo Urzqd 

Kon;ularny USA w Polsce. 

R6ZNICE CZASOWE 

W Stana n Zjednoczonych istniej, cztery 

strefy czasowe: Wschodnia, Centralna, 

G6rska i Pacyfiku. Generalnie biorqc, w 

Poisce jest p6tniej o: 9 godzin nit w 

Kalifornii, 7 godzin nit w Chicago, 6 godzin 

nit w Nowym Jorku czy w Waszyngtonie. 

GODZINY URZkDOWANIA 

Biura i urzqdy paistwe pracuk 

osiem godzin dziennie odprzewatnie 

poniadziatku do piqtku, w godzinach 8 - 13;
 

urzqdnikamoine przyji6 za pewne, te 

pa6stwowego zastanie siq w godzinach 9 

16, choc;at pomiqdzy 12 - 14 spotywa 

lunch w biurze lub poza nim. 

Banki pracuia zazwyczaj w godz. 9 - 15. 
;6wrtiet wpopoludniu. Niekt6re pracuj, 

soboty. 
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Poland Commercial Section 
333 East Ontaric Street, Suite 3906B 
Chicago, IL 60611 
tel. (312) 642-4102, 
telex: 283042 polhan ego 
fax: (312) 642-8829 
Konsul Handlowy : Andrzej Orfowski 

Consulate General of the Republic of 
Poland Commercial Section 

3460 Wilshire Blvd., Suite 1200 
Los Angeles, CA 90010 
tel. (213) 395-7900 
fax: (213) 395-7905 
Konsul Handlowy: Stanistaw Szwpycer 

Krajowa lzba Cospodarcza 
Centrum Promocji 

ul. 	Trqbacka 4 
00-074 Warszai-ja 
tel. 26-73-76, 27-40-88, 
telex: 814361, 
fax: 27-46-73, 635-51-37. 27-40-88 

B/ Warunki dostqpu do rynku USA (taryfa 

celna, zakazy, ograniczenia, pozwolenla. 

standardy, itp.): wszystkie wytej 

wymienione, oraz:
 

Ministorstwo Wsp6lpracy Gospodarczej z 

Zagranici 

Departament Regulacji Obrotu Towarowago 

IPolityki Celnej 


Plac Trzech Krzyty 3/5 

00-507 Warszawa
 
tel. 628-68-23 

f; .: 628-68-08 


Oi.odek Informacji Handlowej Ambasady 
USA US Trade Development Center 


ul. Wiejska 20 

00-490 Warszawa
 
tel. 21-45-15, 

fax: 21-63-27 

Ms. Joan Edwards 


American Business Conter 
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Pl. Powstafic6w Warszawy 1
 
00-950 Warszawa
 
tel. 27-73-65, 27-97-23,
 
26-21-97. 26-13-46
 
fa: 26-11-96
 

Food and Drug Adminisuation 
5600 Fishers Lane, 
Rockville, MD 20857 
tel. (301) 443-6553 

Department of the Treasury 
US Customs Service 
1301 Constitution Ave., N.W. 
Washington, D.C. 20229 
tel. (202) 566-8195 

Amerykafiskle firmy konsultingowe lub 
prawr,!c-e, dzialajqce w Polse 

Business Development Int'l Inc.. 
ul. Nowogrodzka 50, m. 109 
00-695 Wbrszawa 
tel. 628-79.13, 39-12-09-23 
telex: 825491, fax: 628-79-13 
Mr. Les S. Kobylitfski 

A.M.F. 	PLUS GROUP LTD. 
ul. Postqpu 12, m. 303 
00-676 Warszawa 
tel. 43-18-41 
fax: 43-79-68 
Mr. Kraysztof Donimirski 

ALTHEIMER & GRAY Law Office
 
ul. Nowogrodzka 50, m. 204
 
00-695 Warszawa
 
tel. 29-33-57, 39-12-13-38
 
fax: 28-3640
 

Mr. Gabriel Wujek 

DICKINSON, WRIGHT, MOON, VAN 
DEUSEN & FREEMAN,
 

ul. Wiejska 20/3
 
00-490 Warszawa
 
tel. 625-65-55, 625-52-15 

http:628-79.13
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Zdzistaw Biernacik - Dyrektor 
tel. (212) 619-9202 


spedycja, transport, zetadunki drobnicowe 

i kontenerowe do/z Polski i wszystkich 

kraj6w dwiata. 


AMPAG
 
1923 North Main Street 

High Point, NC 27262 

tel. (919) 889-5B58 

fax: (919) 682-5370 


(gl. udzial.- Paged) 
Wlodzimierz Jan Trzeszczkowski 
dyrektor 

meble i pozostafe wyroby przepmystu 
drzewnego i papierniczego 

BABKIE International Corp. 

274 Riverside Avenue 

Westport, CT 06880 

tel. (203) 226-7521
 
fax: (203) 222-7388 

Piotr Wycislo - delegat Centrozapu 


wyroby przemystu hutniczego, stale 
specjalne, odk6wki. 

BANK HANDLOWY w Warszzwie S.A 

405 Park Avenue, Suite 1101 

New York, NY 10022
 
tel. (212) 371-8390 

fax: (212) 371-839, 

Eugeniusz Szewczyk - dyrektor 


przedstawicielstwo Banku Handlowego 

BANK PKO S.A. 

470 Park Avenue South, 

New York, N'" 10016 

tel. (212) 72! .8834
 
fax: (212) 21,J-2971 

Stanislaw Kobak - prezes 


.akres ustug banku komercyjnego 
twiadczonych polskim i ameryke6skim 
przedsiqbiorstwomo 

BRASCO 

1185 Avenue ol the Americas, 

36th floor 
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New York, NY 10036
 
tel: (212) 764-2800
 
fax: (212) 575-2373
 

(gl. udzial. Impexmeta:)
 
Pawet Szymauski
 

wyroby i surowce z metali kolorowych 

BSTC Group, Inc.
 
75 Union Avonue
 
Rutherford, 1J 07070
 
tel. (201) 939-1200
 
fax: (201) 939-1720
 

(201) 939-1110
 
(gt. udzial. Unive'ral)
 
Stawomir Tomkowski - dyrektor 

meszyny do azycia, #lektryczne art. 
gospodarstwa domowego, gwotdzie, 
drut', wyroby stalowe, materiaty 
budowlane, p61fabrykaty z meteli 
kolorowych, 

9STC Group
 
Oddzial w Werszowie
 
ul. Gr6jet,ke 22/24
 
tel. 659-7438
 
fax: 659-7438
 
02-021 Warszawa
 
Jerzy Kowalski - dyrektor
 

DALINCO Corporation (USA)
 
100-18 Queens Blvd.
 
Forest Hills, NY 11375
 
tel. 7180 261-8884
 
fax: (718) 520-8167
 

(gt. udzict. Stalexport,
 
Jan Domtot - dyrektor
 

import wyrob6w hutniczych
 

GDYNIA AMERYKA LINE Inc.
 
Steamship Agents and Chartering
 

Brokers
 
1001 Durham Avenue,
 

South Plainfield, NJ 07080-2303
 
tel. (908) 412-6000
 
fax: (908) 757-6207
 
(gt. udzial. PLO)
 
Ludwik Wolski - dyrektor
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PEKAO TRADING Corp. 
2 Park Avenue, 4th floor 
New York, NY 10016 
tel. (212) 684-5320 
fax: (212) 779-8348 
Leszek Kropiwnicki - prezes 

transfery pieniqne do Polski i z Polski do 
USA, zlecenia na dostawq w Poisce 
towar6w z oferty wlasnej (paczki, sprzet 

TRV, samochody), aprzedat czak6w 

wlasnych do realizacji w bankach polskich, 

consulting, transfer techniki bankowej, 
szkolenie w zakresie bankowoici. 

PEKAO - Chicago 
333 North Michigan Avenue, 
Chicago, IL 60601 
tel. (312) 782-3933 
fax: (312) 782-4154 
Andrze] Dachman 

PEKAO TRADING Corp.- Oddziat w Polsce 
ul. Mazowiecka 13 
00-052 '%'arszawa 
tel. 26-35-27 
fax: 27-66-15 

POLFOODS Corporation 
1185 Avenue of the Americas, 

36th floor 

New York, NY 10036
 
tel. (212) 764.2800 

fax: (212) 575-2373 


(gl. udzial. Animex) 
Adam Bachowski - dyrektor 

import/ekspon produkt6w rolnych i 
wyrob6w przernysfu rolno-spc" jwceego. 

P0L.=!TEAM USA Inc. 

17 Battery Place, Suite 17C9 

New York, NY 10004 

tel. (212) 422-0182 

fax: (212) 422-0936 

Edward Jarnr6g 


wylfczny agent Polskiej Zeglugi Morskiej na 

Amerykq P61nocnq. 

Biuro Radcy Ekonomicznego w Woszyngtonie 20 

POL-STSAM - New Orlean 
5200 Michoud Blvd. 
New Orlean, LA 70129 
tel. (504) 254-9418 
fax: (504) 464-9327 
Krzysztof Regula 

PROMINEX 
Glass and Chinaware Co. 
41 Madison Avenue (at 26th Street) 

tel. (212) 683-8541 
fax: (212) 689-3060 

(gl. udzial. Minex) 
Ignacy Nowak - dyrektor 

import polskich wyrob6w przemyslu 

ceramicznego - szklo gospodarcze, 
krysztaly, porcelana, szklo o wietleniowe. 

TOOLMEX Corporation (Head Office)
 
1075 Worcester Road
 
Natick, MA 01760
 
tel. (508) 653-8897
 
fax: (508) 653-5110
 

(gl. udzial. Metalexport) 
Jan Dul - dyrektor 

import rarzqdzi tnqcych, pomiarowych, 
recznych, material6w Aciernych, narzqdzi 
medycznych, urzqdzeti lastronomicznych, 
kablielektrycznych,narzqdzielektrycznych, 
odlew6w i odk6wek, towar6w rynkowych. 

TOOLMEX Corporation
 
Oddzial w Warszawie
 
tel. 24-71-40
 
fax: 24-73-53
 
Mieczystaw Politowski
 

TOOLMEX Corporation (Pion Obrablarek) 

Machinery Division Headquarters 
1702 Taylors Lane 
fax: (609) 786-8133 
Cinnaminson, NJ 08077 
Jacek Dutiski 

eksport/rimport obrabiarek do metali.
 

TOOLMEX Corporation
 
(Pion obrabiarek i silnik6w elektrycznych)
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HO 1-10 (continued) 

Biuro Radcy Ekonomricfgngo w Wazynglonis 22 

Zaltcznik nr I 
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Instructor Notes 1-1 

We usually end the discussion with a presentation of the life cycle theory as a comprehensive 
framework for understanding both international trade and investment. Students can be 
encouraged to offer their own examples of situations where the theory is a descriptive reality. 

Suggestions for Group Projects 

A useful project is to ask students to consider a particular good or service and research trading 
patterns in the good or service to see if they correspond to a particular theory. Some students 
might be assigned commodity-like products (e.g., copper or coffee) to illustrate the usefulness 
of the classical theories. Others could be assigned specialty products (e.g., software) or services 
(e.g., insurance). This project helps students to see both the strengths and limitations of the 
theory. 

Questions for Discussion 

1. 	 Explain the concept of absolute advantage. Construct an example. 

Absolute advantage refers to the ability of a country to produce a good or service at a 
lower absolute cost than another country. The concept is distinct from comparative 
advantage, which refers to the ability to produce goods or services at a lower relative 
cost. 

For example, suppose that country A can produce tennis balls for $1 per can and tennis 
racquets for $12 each. Country B can produce the balls for $2 and the racquets for $15. 
Country A has an absolute advantage in the production of both goods but Country B has 
a comparative advantage in the production of racquets. 

2. 	 How might the product life cycle theory explain trade and investment patterns in 
compact disc players? 

The theory would suggest that the product would be developed in the richer, indus
trialized countries because (1) these countries have the resources for technological 
development and (2) consumer demand for such products exists initially in these 
countries. As the product moves to the growth phase, trade among the industrialized 
countries will expand and direct investment will occur so that the product market can be 
protected. As competitive pressures become stronger, the decline phase will induce 
foreign direct investment away from the industrialized countries .oward LDCs, where 
production costs are likely to be lower. 

OCopyright 1992, The Dryden Press. 
110 All Rights Reserved. ren, C,,1 



Instructor Notes 1-2 

DOING BUSINESS WITH NEWLY EMERGING MARKET
 
ECONOMIES AND STATE-OWNED ENTERPRISES
 

Chapter Objectives
 

This chapter addresses doing business with newly emerging market economies and state
owned enterprises. Newly emerging market economies, or newly emerging democracies 
(NEDs), refer to former centrally planned economies currently undergoing major political and 
economic changes. The chapter provides a brief historic review of the socialistic system and 
synopsis of the causes that led these former communist countries to accept Western ideology. 
The realities of economic change are discussed. Although NEDs offer vast market potential, 
the international manager should be aware of the risks as the concepts of "free trade" and
"market forces" are still relatively new. 

Despite the trend toward privatization, state-owned enterprises still represent a formidable 
pool of international suppliers, customers, and competitors for international businesses. The 
international manager may face competition from such enterprises which, due to their 
government's backing, are less subject to free market economics and more subject to 
governmental direction. The manager must keep these two dimensions in mind in working with 
these state-owned enterprises in order to take advantage of opportunities and understand the risks 
of such transactions. 

Suggestions for Teaching 

Given the major political and economic changes in former communist countries, a 
discussion of the economic reality in the NEDs may be helpful. This discussion should be 
balanced with issues such as how to successfully develop these markets, given the lack of 
infrastructure and standards with the vast opportunities and pent-up demand available. 

With regard to state-owned enterprises, discussion can focus around understanding the 
existence of private sector gaps. These gaps can exist due to lack of funds, lack of willingness 
to take risk, and lack of social obligation by the private sector. It is important to have students 
understand the difference between meritorious public sector projects, in the context of a domestic 
economy, and the problems that these very same projects raise in the international context. 

In view of the increased privatization of state-owned enterprises, discussion can be 
stimulated as to why this privatization is taking place and what has changed in the original 
conception of these firms that now makes them more susceptible to privatization. 

Source: Czinkota, Michael R., Rivoli Pietra, flkka A. Ronkainen. International Business Manual, Second Edition. 
The Dryden Press. 
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Instructor Notes 1-2 (continued) 

Questions for Discussion 

Discuss the various types of financial risk in terms of their impact on an 
international marketing entity and their degree of difficulty. 

Financial risk in international marketing comes in the form of commercial risk, political
risk, and foreign exchange risk. Commercial risk also occurs in domestic marketing, but 
in international marketing the risks are heightened by the distance between the buyer and 
seller. Because the marketer is outside the country, he or she does not promptly receive 
news about the buyer's condition, its reputation, or its competitors, and thus is out of 
touch. The commercial risks involve a possible decrease in demand in the foreign
buyer's market, which could lead to its insolvency, increased competition leading to 
decreased demand, or technological change making the product obsolete. 

Political risks include the possibility of the imposition of price controls, license retain
ment (renewal), the state of political relations, which affects the possibility of embargoes 
and sanctions, and adjustment of shipping prices. These are beyond the control of the 
international marketer, except that he or she can avoid or withdraw from markets that 
are politically unstable. At times when the political situation deteriorates very rapidly, 
as when the Iranian hostage crisis erupted, companies are left with little time to pull out. 
For some companies, such as the U.S. oil companies in Libya, it is difficult to pull 
operations out of a country quickly even if they know for quite some time that it is 
necessary due to deteriorating political relations. 

Foreign exchange risks are another form of financial risk. Exchange rates may go up 
or down during the time that the marketer is awaiting payment, and these changes can 
increase profits, decrease them, or cause losses. 

There are protections against foreign exchange fluctuations and commercial and political
risks. The export credit insurance program operated jointly by the Export-Import Bank 
and the FCIA (Foreign Credit Insurance Association) offers protection against
commercial and political risk. Political risk is covered up to 100 percent, but 
commercial risk is covered only up to 95 percent, depending upon the length of the 
contract and the type of company. Protection against foreign exchange fluctuations 
through its own policies. For example, it can increase prices and incur local debt, in 
order to modify risk; it can determine its times of payment based upon anticipated 
foreign exchange fluctuation; and it can purchase futures in order to prevent future 
losses. 

2. FCIA does not rmance export sales, yet it indirectly is quite involved. How? 

FCIA insurance coverage makes a firm more attractive to potential lending institutions. 
FCIA insurance can cover up to 95 percent of commercial risk, which includes 
insolvency or payment default on the part of the overseas customer. It also covers 
political risk, including embargoes, sanctions, and expropriation of the foreign buyers' 
company. 
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Instructor Notes 1-3 

Questions for Discussion 

Planning is necessary, yet central planning is inefficient. Why? 

Central planning is inefficient because it cannot take into account all specific factors and/ 
or conditions, particularly the needs and wants of individuals, which may atfect a project 
or activity. Central planning may also overlook some of these factors and/or conditions 
because it does not have the resources to monitor them properly-this oversight can lead 
to inefficiency. In addition, aspects of a project or activity may be prevented from 
adapting to meet specific needs due to the lack of resources for monitoring, thereby 
operating suboptimally. 

2. 	 Discuss the observation that "Soviet products do what they are supposed to do-but 
only that." 

Discussions can be based on the fact that the Soviets place emphasis on the use of a 
product rather than its appearance. It does not matter if the product is rough and 
unfinished as long as it gets the Job done. Furthermore, the products will not exceed the 
specified limitations, unlike American products which can usually withstand or deliver 
a bit more than actually specified. As a result, customers may be satisfied but not 
pleased. Therefort., either major price concessions will have to be made or sales will be 
low in 	the West. 

3. 	 How can U.S. consumer acceptance of Soviet products be improved? 

Possible argument: 

U.S. consumer acceptance of Soviet products can be altered by positive advertising. The 
Soviets are usually pictured as the "bad guys" in the united States (and vice versa in the 
U.S.S.R.). If this type of propaganda were reversed, and emphasis placed on the 
marketability of the product, U.S. consumers might be more receptive to Soviet products. 
An appeal to people's curiosity might also be useful. Finally, the highlighting of 
recognized Soviet achievements (e.g., Sputnik) may also be beneficial. 

Source: Czinkota, Michael R. and Rivoli Pietra, llkka A. Ronkainen. International Business Manual, p. 51, Second Edition. 
The Dryden Press. 
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Instructor Notes 1-4 

EXPORT/MPORT STRATEGIES
 
International Entrepreneurial Project
 

It is preferable to concentrate on one orig:u,/destination for each of importing and 

exporting. Otherwise, you may have too many alternatives with which to deal. 

Our suggestion is to use: 

Poland to the USA for the exporting example 

Far East to Poland for the importing example 

The Product(s): 

The entrepreneur should use their own product or setrice. If they are only interested in 
the topic and do not have a product or service, it is suggested that you use one product 
for both importing and exporting. Clothing items are good as these are imported from 
the Far East, particularly shoes, and exported to the USA, such as Levi's. If you have 
a local example of a different product, it should be used as information is more easily 
obtained from the company and there is greater possibility for guest speakers. 

The participants should complete the checklists at the end of each unit. The sum of these 
plus a description of their product/service is the international strategy to be shared during 
the last class meeting. 

You will probably need to check to see that the checklists have been completed from the 
previous unit at the beginning of each subsequent unit. 
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FORMULATING AN EXPORT STRATEGY AND
 

EXAMINING SPECIFIC MARKETS
 



UNIT 2
 

Title: 	 FORMULATING AN EXPORT STRATEGY AND EXAMINING SPECIFIC 
MARKETS 

Purpose: 	 This unit is designed to explore methodology for selectinag international markets 

Objectives: 	 To evaluate the potential advantages/disadvantages of exporting to a specific 
market. 

Materials: 
Transparency 	2-1 Overview of unit 
Transparency 	2-2 Overview of unit 
Transparency 	2-3 Stages of Market Research 
Transparency 	2-4 Problem Areas International Stage 
Transparency 	2-5 The Screening Process in Target Market Choice 
Transparency 	2-6 Marketing Philosophies 
Transparency 	2-7 The Process of Target Marketing 
Transparency 	2-8 SWOT Analysis 
Transparency 	2-9 Market Segmentation 
Transparency 	2-10 Segmenting Consumer Markets 
Transparency 	2-11 Segmenting Organizational Markets 
Transparency 	2-12 Evaluating Segmentstion Methods 
Transparency 	2-13 Selecting Market Segments 
Transparency 	2-14 Market Coverage Strategies 
Transparency 	2-15 Marketing Mix (The 4 P's) 
Transparency 	2-16 Formulating an Export Strategy/Examining Specific 

Markets Checklist 

Handout 2-1 Foreign Markets Surveys 
Handout 2-2 International Marketing Questions 
Handout 2-3 Monitors of International Issues 
Handout 2-4 Description of Selected U.S. Government Publications and 

Services 
Handout 2-5 China: Four Approaches 
Handout 2-6 Caveats for Global Marketers 
Handout 2-7 Developing an Exporting Strategy 
Handout 2-8 Indicators of Market Size for 117 Countries 
Handout 2-9 Successful Strategies for Export 
Handout 2-10 Exporting to the United States: Management 

Implications 	for Small Manufacturers 

Activities: 	 Student exercises are listed in the T-outline. 
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Export/Import Unit 2 

References for Instructors: More readings for instructors only in Book 2: 

R2-1: Secondary International Marketing Research (Chap. 8, M)
R2-2: Promotion by U.S. Government, Foreign Governments, Private US 

Agencies (Kramer, International Marketing chap. 4)
R2-3: The International Economic Environment (Chap.3 M)
R2-4: International Marketing (Chap. 16, /_
R2-5: Planning Strategies Without Data: A European Case Study 

Questions for Discussion in Instructor Notes 2-1; 2-2; 2-3 

and 	2-4 ae at the end of the unit. 

Guest Speaker: U.S. Trade Development Center, Warszawa. 

Estimated time: 2.5 	hours 

Unit Summary 

I. The XYZ Company: Segmenting the Market 

II. Export Market Research and Analysis 
A. 	 Examination of U.S. as a Market of Interest 

1. 	 Market Access and Entry Process/Trade Barriers 
a. 	 Customs - rates of duty, special preferences (for Poland), marking, packing 

and labeling requirements
b. 	 Government Regulations - quantity restrictions (quotas), health and safety

regulations, favored nation status 
2. 	 Competition for the Market 
3. 	 The Stages of International Marketing 

III. Use of Planning in Developing Import/Export Programs
A. 	 Segmentation, Target Marketing, and The Marketing Mix 

1. 	 Marketing Opportunity Analysis 
a. 	 Strengths and Weaknesses 
b. 	 Opportunities and Threats 

2. 	 Define Target Markets - Assessing Target Market Alternatives 
a. 	 Actionable 
b. 	 Accessible 
c. 	 Measurable 
d. 	 Substantive 
e. 	 Profit Potential 

3. 	 Serving Market Segments - The Niching Strategy
4. 	 Determine Marketing Mix - Product, Price, Promotion, Distribution 

IV. Checklist: The Planning and Segmentation Stage 

117
 



UNIT 2
 

Formulating An Export Strategy and
 
Examining Specific Markets
 

CONTENTS 

Introduction 

This unit consists of two parts: (1) a gen-
eral coveiage of market research for inter
national business and (2)the identification -,f 
export markets. 

At the outset it should be emphasized that 
while market research may not be the most 
glamorous part of export strategy develop
ment, it is certainly critical to its success. 
International consultants have noted that 
businesses have jumped into international 
arrangements that would never have been 
acceptable at home where they are more 
familiar with the kinds of information 
available. 

Examples of lack of surveys 

1. 	Chinese beet sugar refinery to Cuba 
when they grow sugar cane. 

2. 	 Snow plows instead of bull dozers to 
Indonesia 

-	 implies everyone should survey 

I. 	 The XYZ Company: Segmenting 
the Market 

Show how XYZ decided to export and what 
target markets were selected, 

PROCESS 

Pup up TP 2-1 and 2-2: Overview of unit 

Have students look at Part 11 of International 
Marketing Questions (HO 1-5) hald,;d out at 
end of Unit 1. Briefly go over them. These 
should be answered for their course project 
based on Unit 1 and 2 information. 
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7porlImport Unit 2 

CONTENT 


General importance of market research both 
Domestic zpd International 

1. Why domestic market research? 

brand's position, competition, con
sumer attitudes, possibility for 
growth. 

2. 	 Same in foreigai market except add 
monetary and political stability 

3. 	 Done continuously especially govern
ment statiszcs 

4. 	 Example: developed whole market
ing policy for fall wardrobe, but 
France devalues the franc. Profi. for 
season is jeopardized. 

I. 	 Export Market Research and Analysis 

Total foreign market survey consists of: 

a. 	 general marketing situation, 

b. 	general market factors relating to 
product, 

c. 	 special issues for the product, 

d. 	applicable company operations fol-
lowed by findings and recommen-
dation. 
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PROCESS 

At this point, it may be useful to ask par
ticipants what they feel the differences
 
would be between domestic and international
 
market research.
 
Refer to Reading for Instructors 2-1.
 
Some answers in Instructor Notes 2-1 (#1).
 

Discuss HO 2-1: Foreign Market Surveys.
 

Put up TP 2-3: Stages of Market Research.
 

Student Exercise:
 
Ask participants what they would like to
 
know before deciding to export to the U.S.
 
Information requests may be general or
 
product specific to their course project or to
 



Export/lmport 	 Unit 2 

CONTENT 

A. 	 Examination of U.S. as a Market of 
Interest 

1. 	 Market Access and Entry Process/
 
Trade Bariers 


a. 	 Customs - rates of duty, special 
preferences (for Poland), 
marking, packing and labeling 
requirements. 

b. 	 Government Regulations 
quantity restrictions (quotas), 
health and safety regulations, 
favored nation status. 

2. 	 Competition for the Market 

This is to emphasize that they will be 
competition. What should they know 
about the industry and the 
competitive set? 

3. 	 The Stages of International 
Marketing 

There are different levels of 
commitment to international trade. 
This may be a good time to review 
them. 
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PROCESS 

XYZ Company. Take a blank transparency 
and write down the pieces of information. 
May be useful to categorize them according 
to 	 the macro issues from Unit 1 or to
 
market strategy components.
 

If participants need prompting, have them
 
look at Part II of International Marketing
 
Questions and decide which ones are most
 
important for the U.S. market (HO 2-2).
 

Refer to Readings for Instructors 2-1 and
 
2-2.
 

Useful to have someone from U.S. Trade
 
Development Center (Warszawa) come to
 
speak about information available.
 

Hand out readings on Monitors of Interna
tional Issues (HO 2-3), Description of
 
Selected U.S. Government Publications and
 
Services (H02-4), (see Reading for
 
Instructors 2-2); and other information
 
sources available.
 

Refer to Marketing course Market Oppor
tunity Analysis sections and overheads on
 
industry size and competitiveness i-'sues.
 

Put up TP 2-4: Main Problem Areas by
 
Internationalization Stage.
 

Refer to Reading for Instructors 1-2
 
(pp. 221-223).
 
The problems and intensity of analysis
 
before entering international trade differ
 
across these stages.
 



Fxport/Import Unit 2 

CONTENT 	 PROCESS 

Student Exercise: 
Use primary research outline rather than a 

Now let's put our discussions from today full length questionnaire. (Refer to Instructor 
and Unit 1 together to come up with an Notes 2-2). 
out-line of the research issues you feel 
are most critical to your business for 
either exporting or importing that you 
cannot find from existing sources. In 
other words, wh.it do you need to know 
before proceeding that you cannot find 
from secondary sources? 

I. 	 Developing Import/ExportStrategies TP 2-5: The Screening Process in Target-
Market Choice. 

A. 	 Segmentation, Target Marketing, and 
The Marketing Mix 

Introduction 

Markets, planning, and market
 
research.
 

In developing export programs, it is 
necessary to understand the nature of 
the selected markets. Do companies 
compete for all of the potential buyers 
in the selected market? Or, do they 
attempt to satisfy the needs of only Put up TP 2-6: Market Philosophies. 
some portion of the potential consumers 
in that market? 

As markets initially form, sellers fre
quently adopt a mass marketing philo
sophy. In mass marketing, produce and
 
market one product for all of the poten
tial buyers in the marketplace.
 

Mass marketing is believed to lead to
 
the lowest costs, lowest prices, and
 
largest potential market as it is hoped
 
that the single product will appeal to all
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Export/Import Unit 2 

CONTENT PROCESS 

potential buyers. 

However, as markets increase in size or 
as competition for that market 
increases, sellers may adopt a product
variety pnilosophy with regard to their 
marketing efforts. With a product
variety approach, the seller produces 
and markets more than one product, 
each with different attributes. The 
products may have different features, 
styles, or quality. 

The different products are created by 
the seller to provide variety for the 
potential buyers. It is generally argued 
that consumers seek variety and change 
when possible and the creation of multi
ple products by the seller provides that 
satisfaction for the potential buyers. 

When a market has developed to the 
point that potential buyers are too 
nurmerous, too scattered, or too varied 
in their needs, sellers will often adopt a 
target marketing approach. With this 
approa h, sellers select to serve one or 
more segments of the market. The sel
lers develop products and marketing 
programs for the specialized or unique 
needs of the selected market segments, 
called target markets. 

TP 2-7: The Target Marketing Process. 

Target marketing generally involves 
greater costs as sellers must develop 
products and programs for different 
market segments. However, by better 
serving the needs of those segrments, 
sellers can achieve a significant 
competitive advantage and greater long
term profitability. 
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Erport/Import Unit 2 

CONTENT 

Target marketing requires three steps. 
First, the potential market is divided 
into groups of buyers who respond in 
relatively similar ways to a product or 
a marketing program. This is called 
market segmentation. 

Second, the individual segments must 
be evaluated in terms of their attrac
tiveness to the seller. This is called 
market targeting. 

Third, a specific strategy and marketing 
mix program must be developed that is 
likely to appeal to the target market and 
appears different from the offers of 
competitors. This is market positioning. 

When considering the development of 
an exporting program, it is important to 
consider the philosophical approach 
used by your potential competitors in 
the markets of interest, 

Developed nations are most likely to be 
characterized by target marketing. Gen
erally, there are significant numbers of 
potential buyers and competitors for 
any product category in those nations 
for target marketing to be successful. 

Developing nations, on the other hand, 
are more likely to provide opportunities 
for mass marketing and product 
variety marketing. With fewer competi
tors and/or fewer potential buyers, 
sellers can more easily identify 
opportunities where a mass-marketed 
product or increasing product variety 
can be a successful way of entering the 
market. 

PROCESS
 

Distribute and discuss of HO 2-5: China: 
Four Approaches. 

Note: Highlight differences and similarities 
in approaches by the four companies. 
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E&portllmport Unit 2 

CONTENT 

It is seldom advisable to use a mass 
marketing approach in a market charac
terized by target marketing. When your 
competitors are serving the specific 
needs of market segments, it is seldom 
possible to create a product or a 
marketing program that successfully 
appeals to everyone in the market. 
Individual segments will be better 
served by sellers whose goals are to 
serve only the needs of those individual 
segments. 

1. Marketing Opportunity Analysis 

In considering foreign markets,
 
exporters must answer several
 
questions: 


What opportunities exist in that 
market? 

What threats are posed by the 
market environment? 

What strengths, or competitive 
advantages, do we possess that 
will help us appeal to potential 
buyers in that market? 

Do we have any competitive 
weaknesses that could make us 
vulnerable to the actions of 
competitors or, even, limit our 
appeal to potential buyers? 

Can we develop a marketing 
program that has the potential of 
success in the market of interest? 

Or, can we find partners that can 
strengthen the potential success 
of the program that we develop? 

i24 

PROCESS
 

Put up TP 2-8: SWOT Analysis. 

Hand out a reading in HO 2-6: Caveats for 
Global Marketers and discuss. 

Refer to Market Opportunity Analysis 
sections of Marketing course and SWOT of 
Strategic Planning course. 

Hand out a reading on developing an 
exporting strategy (HO 2-7). 



Eport/Import Unit 2 

CONTENT PROCESS 

Regardless of the product, the seller, 
or the market of interest, sellers
 
considering entry in new markets
 
must analyze not only the environ
ment of that market, but their own
 
ability to meet the demands of that
 
market.
 

Although sources of information may 
be limite and your research skills 
may be underdeveloped, attempting 
to enter a market without any 
knowledge of the market structure, 
the consumer, or the competition is 
a surely a plan that will fail. Note: You are asking questions about the 

strengths and weaknesses of the company as 
At the simplest level, sellers can well as the opportunities and threats in the 
simply talk to others who have selected market. 
knowledge of the market of interest 
or of the competitive environment. 

One may even find partners for the
 
venture who have grv.ter access to
 
information. Potential channel
 
partners may serve as information
 
sources. Retailers in the market of
 
interest, for example, may have
 
specific knowledge of the targeted
 
consumers. Or, freight forwarders
 
may have knowledge of the
 
competition in the markets of interest
 
that can aid in the development of an
 
export program.
 

2. Market Segmentation Put up TP 2-9: Market Segmentation. 

Given an understanding of the
 
markets of interest, sellers must then
 
decide on the best way to enter those
 
markets.
 

When the opportunities present in a
 
market suggest that the best strategy
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Export/Import Unit 2 

CONTENT 

involves serving only segments of 
the total potential market, the seller 
must decide on the ways in which 
potential buyers might be grouped 
into segments. This process of 
breaking the whole market into 
segments is called market 
segmentation. 

How can one divide a group into 
meaningful segments? 

What constitutes a meaningful 
segment? 

Traditional ways of segmenting 
consumer markets use demographic, 
geographic, psychological, or 
behavioral criteria. In some cases, 
more than one method may be used 
to generate market segments that are 
made up of individuals who are 
relatively similar in the ways that 
they use a product or respond to a 
product offer. 

Organizational markets can also be 
segmented. Demographic, geograp-
hic, and organizational characteris-
tics can be used as criteria as well as 
the personal characteristics of the 
buyers and the situational factors of 
the specific purchase. 

For the segmentation method to be 
effective, the resulting market seg-
ments must have four characteristics: 

Measurability 
Accessibility 
Substantiality 
Actionability 

PROCESS
 

Note: Emphasize the importance of talking
 
to others as a source of information.
 

Ask the group for ways of dividing the class
 
into groups that represent meaningful
 
differences.
 
Make a list of the methods they suggest.
 

Then compare that list to TP 2-10: Segment
ing Consumer Markets.
 

Put up TP 2-11: Segmenting Organizational
 
Markets.
 

Note both the similarities and differences
 
between both segmentation lists (e.g.
 
geographic and demographic factors can be
 
used for both buying groups).
 

Put up TP 2-12: Evaluating Segmentation
 
Methods.
 

Student Exercise:
 
Instructor Notes 2-3 question #3; using data
 
in HO 2-8: Indicators of Market Size for
 
117 Countries.
 

Student Exercise:
 
Have participants identify the different
 
market segments within Poland for their
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Export/Import Unit 2 

CONTENT PROCESS 

It has been found in the United 
States that there is a relationship 
between the preference of a sports 
team (baseball) and an individual's 
favorite ice cream. However, 
using the preference of a baseball 
team as the basis for segmenting 
the ice cream market would be 
foolish as the resulting segments 
would not have any of the above 
characteristics. 

product/service. Suggest three (3) market 
segments outside Poland that might be 
pursued. 

Put up TP 2-13: Selecting Market 
Segments. 

3. Market Targeting 

In selecting the specific target 
markets, a seller must consider the 
attractiveness of the market 
segments. 

The potential size and growth of 
the segment. 

The structural 
the segment. 

The seller's 
resources. 

attractiveness of 

objectives and 
Put up TP 2-14: Market Coverage 
Strategies. 

Given these considerations, the 
seller then selects the segments that 
are most attractive and develops 
marketing-mix programs for the 
individual segments (target 
markets). 

There are three strategies for 
selecting segments as target 
markets: 

- undifferentiated marketing, 
- differentiated marketing, and 
- concentrated marketing. 
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Export/Import Unit 2 

CONTENT 

Concentrated marketing is especial
ly appealing to firms with limited 
resources. Instead of going after a 
small share of a large market, the 
seller goes after a large share of a 
small. By focusing all of the 
company's resources on a single 
segment, the company achieves a 
competitive advantage that its 
competitors may be unable to 
overcome. 

When a seller serves a market 
segment that is too small to accom
modate more than one seller, the 
seller is said to have established a 
market niche. Firms with limited 
resources can be extremely success
ful by effectively implementing a 
niching strategy. 

The risk of a niching strategy can 
be significant. If the niche 
disappears (the needs or behaviors 
of that market segment change), the 
seller may find it difficult or 
impossible to alter the company's 
marketing strategy. 

However, the firm with limited 
resources may find this to be the 
strategy with greatest potential of 
success. Exporting firms can find a 
niching strategy to be a particularly 
effective way of entering a new 
market. 

4. 	 Developing Marketing - Mix 
Programs 

After developing the strategy, it is 
then necessary for the seller to 
develop its marketing-mix 
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Put up TP 2-15: The Marketing Mix. 



Export/Import Unit 2 

CONTENT 

programs. The marketing-mix 
consists of the set of control-able 
marketing variables that the 
company manipulates to create the 
desired response from its target 
markets. The marketing-mix 
consists of a series of decisions 
related to the product, the 
promotion of the product, the pice 
of the product, and the physical 
distribution of the product. These 
decisions are frequently referred to 
as the "4 P's"- product, price, 
place, and physical distribution. 

These decisions, as they relate to 
the exporter, are the subject of the 
next four units of study. 

Determine Marketing Mix -
Product, Price, Promotion, 
Distribution 

Units 	3-7 will address this. 

IV. 	 Checklist: The Planning and 
Segmentation Stage 

PROCESS
 

TP 2-16: Checklist: The Planning Stage. 
Distribute HO 2-9 and HO 2-10 if 
interested. 

More 	readings for instructors in Book 2. 

Assign readings for Unit 3. 
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TP 2-1
 

International Entrepreneurship Course 

Unit 2: 	 Formulating an Export Strategy and 
Examining Specific Markets 

The XYZ Company: Segmenting the Market 

Export Market Research and Analysis 

Examination of U.S. as a Market of Interest 

Market Access and Entry Process/Trade 
Barriers 

- Customs 
- Government Regulations 

Competition for the Market 

The Stages of International Marketing 
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TP 2-2
 

Developing Import/Export Strategies 

Segmentation, Target Marketing, and 
The Marketing Mix 

Marketing Opportunity Analysis 

Strengths and Weaknesses 
Opportunities and Threats 

Define Target Markets - Assessing Target 
Market Alternatives 

Actionable 
Accessible
 
Measurable
 
Substantive
 
Profit Potential
 

Serving Market Segments - The Niching 
Strategy 

Determine Marketing Mix - Product, Price, 
Promotion, Distribution 
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TP 2-3
 

STAGES OF MARKET RESEARCH
 

General Marketing Situation 

General Market Factors Relating to Product 

Specific Market Factors Relating to Product 

Applicable Company Operations (e.g., price) 
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MAIN PROBLEM AREAS IN EACH OF THE INTERNATIONALIZATION STAGESa 

Rank 2 Partially 
Interested Firm 

3 Exploring 
Firm 

4 Experimental 
Exporter 

5 Experienced 
Small Exporter 

6 Experienced Large 
Exporter 

1 Financing Communication Sales effort Communication Communication 

2 Information 
on business 
practices 

Sales effort Obtaining 
financial 
information 

Sales effort Sales effort 

3 

4 

Communication 

Providing 
technical 
advice 

Marketr*-g 
information 
gathering 

Information 
on business 
practices 

Physical 
product 

Marketing 
information 
gathering 

Marketing 
information 
gathering 

Obtaining 
financial 
information 

Marketing 
information 
gathering 

Providing 
repair 
service 

1 
46 

5 Sales effort Obtaining 
financial 
information 

Information 
on business 
practices 

Handling 
documentation 

Information 
on business 
practices 

'Firms in State 1 are uninterested in international activities. 

Source: Michael R. Czinkota, Export Development Strategies: U.S. Promotion Policy (New York: Praeger Publishers, 1982), 101. 



TP 2-5
 

The Screening Process inTarget-Market Choice 

~~All Counties • 

Secondary
 
Data
 

Preliminary Screening J JRejected 
1. General Country FactorsJ' Countries 

2. Generic Product-specific Factors 

Prospective
 
Target Countries
 

[Estimating Market Potentials i 
by Product Type Rejected 

1.Size ol National Market Countries 
2. Potential of National Markel 

High Market 
Potential Countries 

Estimating Sales Potential 
for Company's Product 

Oter1. 
Target -

Markets 

Product Comparisons
2. Competition 
3. Market Strniture 

Rejected 
Countries 

4. Channel Structure 
5. Final Cznsumars 

IHighest Sales
Potential Country 
(Target Market) 

Primary 
Rejected 

Identifying Segments in 
Target Market Segments 

Optimal Segment 
Mix In 

Target Market 

Reprinted by permission of the publisher from Entry Strategies for 0 1992 The Dryden Press. All rights reserved.Source: 

International Markets,p.34, by Franklin R Root (Lexington, Mass.: Lexington
 

Books, D.C. Heath & Co.. Copyright 1990. D.C. Heath and Co.).
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TP 2-6
 

MASS MARKETING 

The seller mass-produces, mass-distributes, and mass-promotes 
one product to all potential buyers in a market. 

The Ford Motor Company was initially a mass-marketer, producing 
one automobile (the Model-T) in one color (black) for the entire 
market. 

PRODUCT-VARIETY MARKETING 

The seller produces two or more products that have different 
features, styles, quality, or sizes in order to provide greater 
variety to the consumers in the market. 

As competition increased, the Ford Motor Company increased 
the number of automobiles they produced and the number of 
features available on each automobile. 

TARGET MARKETING 

The seller identifies market segments, selects one or more of them, 
and develops marketing programs tailored to the needs of each. 

Now, the Ford Motor Company produces many models of automo
bilies, each geared to specific market segments. 
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TP 2-7
 

TIE PROCESS OF TARGET MARKETING
 

Market Segmentation
 

Market Targeting
 

Market Positioning
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TP 2-8
 

SWOT Analysis 

Strengths of the Firm 

What resources does the firm have that 
provide it with a potential advantage? 

Weaknesses of the Firm 

What competitive resources does the firm not 
possess? Ir what ways is the firm not 
competitive? 

Opportunities in the Market 

Are there any competitive openings in the 
market? 

Threats in the Market 

Are there any competitive threats in the 
market? 
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TP 2-9
 

MARKET SEGMENTATION
 

Dividing a market into distinct groups of buyers 
who might require separate products or marketing 
mixes. The process of classifying customers into 
groups with different needs, characteristics, or 
behavior. 
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TP 2-10
 

SEGMENTING CONSUMER MARKETS 

Variable 	 Possible Breakdowns 

Geographic 	 Region, Country Size, City 
Size, Population Density, 
Climate 

Demographic 	 Age, Gender, Family Size, 
Income Occupation, 
Education 

Psychographic 	 Social Class, Lifestyle, 
Personality 

Behavioral 	 Usage Rate, Benefits 
Sought, Purchase Occasion 
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TP 2-11
 

SEGMENTING ORGANIZATIONAL MARKETS
 

Variable 

Demographic 
and 
Geographic 

Purchasing 
Approaches 

Situational 
and 
Personal 
Factors 

Possible Breakdowns 

Industry, Company Size, 
Company Location 

Criteria Used in Purchasing 
Decisions, Purchasing 
Policies, Nature of 
Existing Seller-Customer 
Relationship 

Size of Typical Order, 
Specific Product 
Application, Buyer-Seller 
Similarity, Customer 
Attitudes Toward Risk 
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TP 2-12
 

EVALUATING SEGMENTATION METHODS 

Measurability 	 Can the size and purchasing 
power of the segments be 
measured? 

Accessibility 	 Can the segments be reached 
and served? 

Substantiality 	 Are the segments large enough 
or profitable enough? 

Actionability 	 Can programs be designed to 
attract and serve the segments? 
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TP 2-13
 

SELECTING MARKET SEGMENTS
 

Segment Size and Growth 

Is the size and the expected growth rate of the 
segment compatible with company's skills, resources, 
preferences? Can the segment be profitable for the 
company? 

Segment Structural Attractiveness 

How many and who are the current and potential 
competitors? Are there substitute products? 
Do buyers have power in the buying situation? 
Do suppliers have power in the buying situation? 

Company Objectives and Resources 

What are the company's long-run objectives?
 
Does the company have the resources/skills necessary
 
to succeed in entering the segment?
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TP 2-14 

MARKET COVERAGE STRATEGIES 

Concentrated Marketing 

A strategy in which a firm goes after a large share 
of one submarket or niche. 

Differentiated Marketing 

A strategy in which a firm decides to target several 
market segments and designs separate offers for 
each segment. 

Undifferentiated Marketing 

A strategy in which a firm decides to ignore market 
segment differences and go after the whole market 
with one market offer. 
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TP 2-15
 

MARKETING MIX 
(The 4 P's) 

" Product 

• Price 

" Physical Distribution 

" Promotion 
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TP 2-16 

Unit 2: 	Formulating an Export Strategy/Examining 
Specific Markets Checklist 

1. Complete macro environmental profile on the 
U.S. based on topics from Units 1 and 2 (based 
on checklists 1 and 2): 

Economic advantages or constraints 

Political structure 

Culture 

Technology availability 

Environmental concerns 

Competitive environment for the product/service 

Customs requirements that may serve as barriers 

Government regulations affecting the product 
(e.g., quotas, health and safety regulations) 

Sources of information for completing the 
evaluation form: 

Lecture 

Information from U.S. government sources 

Export to USA 

145 



HO 2-1
 

Foreign Markets Surveys
 

A. 	 Total market survey 

1. 	 Consists of 
(a) 	 general mark -ing situation 
(b) general market factors relating to product
 
kc) specific market factors relating to product
 
(d) applicable company operations (e.g., price) 

B. 	 Market 

1. 	 Resources and products 
(a) 	 what lets country's economy stability, i.e., stable prices for exports; how 

many items does economy and exports depend on 
(b) any competition in many country production may affect tariff rates 

2. 	 Transportation and location 
(a) 	 how to get to country (any ocean route, ships, seaports, dock facilities)
(b) 	 inland transportation how to distribute in country
 

(rail roads, highway, waterway, airway)
 
(c) 	 location - expenses of transportation, communication, 

(1) nearest is cheapest 
(d) charges and services ocean port city rates, keep U.S.and Europe long 

distance 
charges similar so both will market - does not apply to service, only rate 

3. 	 Climate - resources (bananas), productivity rate 

4. 	 Population - culture (interest and ability) 
1. necessary population characteristics for particular product 

5. 	 Standards of living - purchasing power 
Per Capita Income personal income less cost of living equal total income too 

6. 	 Government - rights to do business, extent of for investment permitted, taxes 

7. 	 Foreign trade - exports pay for imports; balance of payments (e.g., if U.S. 
exports little and imports much to country A then excess dollars for country A
 
purchases)
 
especially if controlled trade (restrictions)
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HO 2-1 (continued) 

C. 	 General market factors relate to production 

1. 	 Foreign Trade policy - if luxury, high import duty 

2. 	 Foreign exchange policy - is it a necessary item to import 

D. 	 Specific market factors 

1. 	 Domestic production - satisfactory production, price, reliability 

2. 	 Imports - external competition pricing 

3. 	 Need for product, is it feasible for use in that country, alternate or substitute 
sources for product 

G. 	 Company Operations 

1. 	 Company policy - will company adapt if necessary 

2. 	 Product - adapt product if necessary 

3. 	 Price - changes if necessary 

4. 	 Channels of distribution
 
- of competing firms; usually use same channels
 
- may convince wholesaler to carry your line instead
 

5. 	 Terms of sale etc. 
(a) 	 credit versus cash sales 
(b) inventory problems 

6. 	 Advertizing, taxes, patents, trademarks, other conditions 

H. 	 Findings and recommendation 

I. 	 Sources of information - U.S. government agencies, for government reports, 
market research, government agencies, informal sources 

On going research conducted by represetative in country once trade established 

Source: 	 Kramer, Roland L. International Marketing, 1970 Text Book, Chapter3. 
Copyright 0 South-Western Publishing Company. 
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HO 2-2
 

Checklist
 

INTERNATIONAL MARKETING QUESTIONS
 

H. Foreign Market Assessment/Selection
 

Do opportunities exist in a foreign market (the U.S.) for our products and services? Why do 
you think so? 

What are the major facts and trends in a foreign country (the U.S.)? 

Economic 

Political 

Legal 

Social/Cultural 

Technological 

Environmental 

What impact do these environmental dimensions have on the specific foreign market for our 
products and services? 

What is the market potential abroad (in the U.S.)? 

Are there foreign (U.S.) markets that the firm can serve? What are they? 
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HO 2-2 (continued) 

What new markets are likely to open up abroad (in the U.S.)? 

Who are our present and potential customers abroad (in the U.S.)? 

What are their needs and desires that might make them want our product? 

What are their demographic and psychographic characteristics-disposable income, occupation, 
age, sex, opinions, interests, activities, tastes, values, etc.? 

What is their life style, e.g., convenience-oriented, price-sensitive, or status-conscitus? 

Who makes the purchase decisions? 

Who Influences the purchase decisions? 

How are the purchase decisions made? 
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HO 2-2 (continued) 

Where are the products purchased, such as grocery stores, hypermarkets, mail order? 

How is our product used? Is it for personal use or commercial use? How often is it used and 
replaced? 

What are the purchase and consumption patterns and behaviors related to our product in the 

U.S.? 

What is the nature of competition in the foreign (U.S.) market? 

Who are our major direct and indirect competitors? 

What are the major characteristics of the competitors, such as, relative size to us? 

What are our firm's competitive strengths and weaknesses in reference to such factors as product 
quality, product lines, warranties, services, brands, packaging, distribution, sales force, 
advertising, prices, experience, technology, capital and human resources, and market share? 

What attitudes do different governments (domestic and foreign) have toward foreign trade? 

Poland 
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HO 2-2 (continued) 

U.S.
 

Are there any foreign trade incentives and barriers? 

Is there any prejudice against imports and exports? 

What are the different governments doing specifically to encourage or discourage international 
trade? 

What specific requirements - for example, import or export licenses - have to be met to 
conduct international trade? 

How difficult are certain goveinment regulations for the firm? 

How well developed are the foreign (U.S.) mass communication media? Are the print and 
electronic media abroad efficient and effective? 

Are there adequate transportation and storage/warehouse facilities in the foreign market? 
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HO 2-2 (continued) 

Does the foreign market offer efficient channels of distribution 
for the firm's products? 

What are the characteristics of the existing domestic and foreign distributors? 

How effectively can the distributors perform specific marketing functions? 

What is the state of the retailing institutions? 
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HO 2-3
 

MONITORS OF U*NTERNATIONAL ISSUES
 

Selected Organizations Conference Board 
845 Third Avenue 

American Bankers Association New York, NY 10022 
1111 14th Street NW Suite 300 and 
Washington, DC 20005 1755 Massachusetts Avenue NW Suite 312 

Washington, DC 20036 
American Bar Association 
750 North Lake Shore Drive Center for International Business and Trade 
Chicago, IL 60611 School of 3usiness Administration 
and Georgetown University 
1800 M Street NW 1242 35th Street NW Suite 501 
Washington, DC 20001 Washington, DC 20057 

American Management Association Electronic Industries Association 
440 First Street NW 2001 1 Street NW 
Washington, DC 20001 Washington, DC 20006 

American Marketing Association European Community Information Service 
250 South Wacker Drive Suite 200 200 Rue de ]a Loi 
Chicago, IL 60606 1049 Brussels, Belgium 
and and 
1518 K Street NW 2100 M Street NW 7th Floor 
Washington, DC 20005 Washington, DC 20037 

American Petroleum Institute Export-Import Bank of the United States 
1220 L Street NW 811 Vermont Avenue NW 
Washington, DC 20005 Washington, DC 20571 

Asian Development Bank Federal Reserve Bank of New York 
2330 Roxas Boulevard 33 Liberty Street 
Pasay City, Philippines New York, NY 10045 

Chamber of Commerce of the United States Inter-American Develcpment Bank 
1615 H Street NW 1300 New York Avenue NW 
Washington, DC 20062 Washington, DC 20577 

Commission of the European Communities International Bank for Reconstruction and 
to the United States Development (World Bank) 

2100 M Street NW Suite 707 1818 H Street NW 
Washington, DC 20037 Washington, DC 20433 

Source: International Marketin , Chap. 8, Appendix B. Czinkota, Mich-eI R. and Ukka A. Ronkainen, Chicago; second edition, 1990. 
Mhe Dryden Press. 
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HO 2-3 (continued) 

International Monetary Fund 

700 19th Street NW 

Washington, DC 20431 


Marketing Research Society 

111 East Wacker Drive Suite 600 

Chicago, IL 60601 


National Association of Manufacturers 

1331 Pennsylvania Avenue Suite 1500 


Washington, DC 20004 


National Federation of Independent Business 

600 Maryland Avenue SW Suite 700 


Washington, DC 20024 


Organization for Economic Cooperation and 
Development 

2 rue Andre Pascal 
75775 Paris Cedex Ko, France 
and 
2001 L Street NW Suite 700
 
Washington, DC 20036 


Organization of American State 
17th and Constitution Avenue NW 
Washington, DC 20006 


Society for International Development 
1401 New York Avenue NW Suite 1100
 
Washington, DC 20005 


United Nations 

Conference of Trade and Development 
Palais des Nations 
1211 Geneva 10, Switzerland 

Department of Economic and Social Affairs
 

1 Uniied Nations Plaza 

New York, NY 10017 


Industrial Development Organization
 
1660 L Street NW
 
Washington, DC 20036
 
and 
Post Office Box 300
 
Vienna International Center
 
A-1400 Vienna, Austria
 

Publications
 
1 United Nations Plaza Room 1194
 
New York, NY 10017
 

Statistical Yearbook
 
1 United Nations Plaza
 
New York, NY 10017
 

U.S. Government 

Agency for International Development
 
Office of Business Relations
 
Washington, DC 20523
 

Customs Service
 
1301 Constitution Avenue NW
 
Washington, DC 20029
 

Department of Agriculture
 
12th Street and Jefferson Drive SW
 
Washington, DC 20250
 

Department of Commerce 
Herbert C. Hoover Building 
14th Street and Constitution Avenue NW 
Washington, DC 20230
 

Department of State
 
2201 C Street NW
 
Washington, DC 20520
 

Department of the Treasury
 
15th Street and Pennsylvania Avenue NW
 
Washington, DC 20220
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HO 2-3 (continued) 

Federal Trade Commission Arab Report and Record 
6th Street and Pennsylvania Avenue NW 84 Chancery Lane 
Washington, DC 20580 London WC2A 1DL, England 

International Trade Commission Barron's 
701 E Street NW University Microfilms International 
Washington, DC 20436 300 North Zeeb Road 

Ann Arbor, MI 48106 
Small Business Administration 
Imperial Building Business America 
1441 L Street NW U.S. Department of Commerce 
Washington, DC 20416 14th Street and Constitution Avenue NW 

Washington, DC 20230 
Trade Development Program 
1621 North Kent Street Business International 
Rosslyn, VA 22209 Business International Corp. 

One Dag Hammarskjold Plaza 
World Trade Centers Association New York, NY 10017 
1 World Trade Center Suite 7701 
New York, NY 10048 Business Week 

McGraw-Hill Publications Co. 
Indexes to Literature 1221 Avenue of the Americas 

New York, NY 10020 
Business Periodical index 
H.W. Wilson Co. Commodity Trade Statistics 
950 University Avenue United Nations Publications 
Bronx, NY 10452 1 United Nations Plaza Room DC2-853 

New York, NY 10017 
Wall Street Journal Index 
Dow Jones & Company Conference Board Record 
200 Liberty Street Conference Board Inc. 
New York, NY 10281 845 Third Avenue 

New York, NY 10022 
Periodic Reports, Newspapers, Magazines 

Customs Bulletin 
Advertising Age U.S. Customs Service 
Crain Communications Inc. 1301 Constitution Avenue NW 
740 North Rush Street Washington, DC 20229 
Chicago, IL 60611 

Dun's Business Month 
Advertising World Goldhirsh Group 
Directories international Inc. 38 Commercial Wharf 
150 Fifth Avenue Suite 610 Boston, MA 02109 
New York, NY 10011 
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HO 2-3 (continued) 

The Economist Journal of Commerce 
Economist Newspaper Ltd. 110 Wall Street 
25 St. James Street New York, NY 10005 
London SWIA 1HG, England 

Sales and Marketing Management 
Europe Magazine Bill Communications Inc. 
2100 M Street NW Suite 707 633 Third Avenue 
Washington, DC 20037 New York, NY 10017 

The Financial Times Wall Street Journal 
Bracken House Dow Jones & Company 
10 Cannon Street 200 Liberty Street 
London EC4P 4BY, England New York, NY 10007 

Forbes World Agriculture Situation 
Forbes, Inc. U.S. Department of Agriculture 
60 Fifth Avenue Economics Management Staff 
New York\, NY 10011 Information Division 

1301 New York Avenue NW 
Fortune Washington, DC 20005 
Time, Inc. 
Time & Life Building World Development 
1271 Avenue of the Americas Pergamon Press Inc. 
New York, NY 10020 Journals Division 

Maxwell House 
Global Trade Fairview Park 
North American Publishing Co. Elmsford, NY 10523 
401 North Broad Street 
Philadelphia, PA 19108 World Trade Center Association (WTCA) 

Directory 
Industrial Marketing World Trade Centers Association 
Crain Communications, Inc. 1World Trade Center 
740 North Rush Street New York, NY 10048 
Chicago, IL 60611 

Directories 
International Financial Statistics 
International Monetary Fund American Register of Exporters and 
Publications Unit Importers 
700 19 Street NW 38 Park Row 
Washington, DC 20431 New York, NY 10038 

Investor's Daily Arabian Year Book 
Box 25970 Dar Al-Seuassam Est. 
Los Angeles, CA 90025 Box 42480 

Shuwakh, Kuwait 
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HO 2-3 (continued) 

Directories of American Firms Operating in 
Foreign Countries 

World Trade Academy Press 
Uniworld Business Publications Inc. 
50 East 42nd Street 
New York, NY 10017 

Encyclopedia of Associations 
Gale Research Company 
Book Tower 
Detroit, MI 48226 

Polk's World Bank Directory 
R.C. Polk & Co. 
2001 Elm Hill Pike PO Box 1340 
Nashville, TN 37202 

Verified Directory of Manufacturers' 
Representatives 

MacRae's Blue Book Inc. 
817 Broadway 
New York, NY 10003 

World Guide to Trade Associations 
K.G. Saur & Company 
175 Fifth Avenue 
New York, NY 10010 

Encyclopedias, Handbooks, and Miscel-
laneous 

A Basic Guide to Exporting 
U.S. Government Printing Office 
Superintendent of Documents 
Washington, DC 20402 

Doing Business in ... Series 
Price Waterhouse 
1251 Avenuje of the Americas 
New York, NY 10020 

Economic Survey of Europe 
The United Nations 
United Nations Publication Division 
1 United Nations Plaza Room DC2-0853 
New York, NY 10017 

Export-Import Bank of the United States 
Annual Report 

U.S. Government Printing Office 
Superintendent of Documents 
Washington, DC 20402 

Exporting for the Small Business 
U.S. Government Printing Office 
Superintendent of Documents 
Washington, DC 20402 

Exporting to the United States 
U.S. Government Printing Office 
Superintendent of Documents 
Washington, DC 20402 

Export Shipping Manual 
U.S. Government Printing Office 
Superintendent of Documents 
Washington, DC 20402 

Foreign Business Practices: Materials on 
Practical Aspects of Exporting, 
International Licensing, and Investing 

U.S. Government Printing Office 
Superintendent of Documents 
Washington, DC 20402 

A Guide to Financing Exports 
U.S. Government Printing Office 
Superintendent of Documents 
Washington, DC 20402 

Handbook of Marketing Research 
McGraw-Hill Book Company 
1221 Avenue of the Americas 
New York, NY 10020 
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HO 2-3 (continued) 

Economic Survey of Latin America 
United Nations 
United Nations Publishing Division 
1 United Nations Plaza Room DC2-0853 
New York, NY 10017 

Encyclopedia Americana, International 
Edition 

Grolier Inc. 
Danbury, CT 06816 

Encyclopedia of Business Information 
Sources 

Gale Research Company 
Book Tower 
Detroit, MI 48226 

Europa Year Book 
Europa Publications Ltd. 
18 Bedford Square 
London WC1B 3JN, England 

Export Administration Regulations 
U.S. Government Printing Office 
Superintendent of Documents 
Washington, DC 20402 

Exporters' Encyclopedia-World Marketing 
Guide 

Dun's Marketing Services 
49 Old Bloomfield Road 
Mountain Lake, NJ 07046 

International Encyclopedia of the Social 
Sciences 

MacMillan and the Free Press 
866 Third Avenue 
New York, NY 10022 

Marketing and Communications Media 
Dictionary 

Media Horizons Inc. 
50 West 25th Street 
New York, NY 10010 
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Market Share Reports 
U.S. Government Printing Office 
Superintendent of Documents 
Washington, DC 20402 

Media Guide International: Business/ 
Professional Publications 

Directories International Inc. 
150 Fifth Avenue Suite 610 
New York, NY 10011 

Overseas Business Reports 
U.S. Government Printing Office 
Superintendent of Documents 
Washington, DC 20402 

Trade Finance 
U.S. Department of Commerce 
International Trade Administration 
Washington, DC 20230 

World Econoomic Conditions in Relation to 
Agricultural Trade 

U.S. Government Printing Office 
Superintendent of Documents 
Washington, DC 20402 

Yearbook of International Trade Statistics 
United Nations 
United Nations Publishing Division 
1 United Nations Plaza Room DC2-0853 
New York, NY 10017 
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DESCRIPTION OF SELECTED U.S. GOVERNMENT PUBLICATIONS AND SERVICES 

Macrodata 

World Populationis issued by the U.S. Bureau of the Census, which collects and analyzes
worldwide demographic data. Information is provided about total population, fertility, mortality,
urban population, growth rate, and left expectancy. Also published area detailed demographic
profiles, including an analysis of the labor force structure of individual countries. 

Foreign Trade Highlights are annual reports published by the Department of Commerce. 
They provide basic data on U.S. merchandise trade with major trading partners and regions. 
They also contain brief analyses of recent U.S. trade developments. 

United States Trade Performanceand Outlook is published by the Department of Commerce 
and provides an overview of trade flows among nations. In addition, a special topics section 
addresses major changes in trade regulation and trade policy that have taken place during the 
year. 

Foreign Trade Report FT410 provides a monthly statistical record of shipments of all 
merchandise from the United States to foreign countries, including both the quantity and dollar 
value of exports to ah country. It also contains cumulative export statistics from the first of 
the calendar year. 

World Agriculture, a publication of the U.S. Department of Agriculture, provides production
information, data, and analyses by country along with a review of recent economic conditions 
and changes in agricultural and trade policies. Frequent supplements provide an outlook of 
anticipated developments for the coming year. 

Country Information 

Country Market Profiles (CMP) are multi-country, multi-industry reports that include trade 
contacts, srycific trade leads, and statistical analyses. 

InternationalMarketResearch (IMR) reports provide in-depth analyses of one industry in one 
country. Each report typically includes information such as behavioral characteristics, trade 
barriers, market share figures, and trade contacts. 

Overseas Business Reports (OBR) present economic and commercial profiles on specific
countries and provide background statistics. Selected information on the direction and the 
volume and nature of U.S. foreign trade is also provided. 

Source: International Marketing, Chrp. 8, Appendix B. Czinkota, Michael R. and I1kka A. ,nkainen, Chicago; , d edition. 
The Dryden Press. 
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Background Notes, prepared by the Department of State, present a survey of a country's 
people, geography, economy, government, and foreign policy. The reports also include 
important national economic and trade information. 

ForeignEconomic Trends presents recent business and economic developments and the latest 
economic indicators of more than 100 countries. 

Product Information 

Export Statistics Profilesanalyzes exports for a single industry, product by product, country 
by country, over a five-year period. Data are rank-ordered by dollar value for quick 
identification of the leading products and industries. Tables show the sales of each produci in 
an industry to each country as well as competitive information, gr- wth, and future trends. Each 
profile also contains a narrative analysis that highlights the industry's prospects, performance, 
and leading products. 

Custom StatisticalService offers data on products not covered in one of the standard export 
statistics profiles. It allows firms access to data tailored speifically to their needs. Data are 
available in formats such as qu~antity, unit quantity, unit value, and percentages as well as on 
imports. 

Annual Worldwide Industry Review publications provide a combination of country by country 
market assessments, export trends, and five-year statistical tables of U.S. exports for a single 
industry integrated into one ,eport. They show the industry's performance for recent years in 
many countries. 

U.S. Industrial Outlook, an annual publication of the U.S. Department of Commerce, 
-rovides .-n .;vrview of the domestic and international performance of all major U.S. industries, 
complete with cmployment and shipment information and a forecast of future developments. 

Market Share Reports provide basic data to evaluate overall trends in the size of markets for 
exporters. They also measure changes in the import demand for specific products and compare 
the competitive position of U.S. and foreign exporters. 

Country Trade Statistics provides details of all U.S. exports to a single country over a five
year period. It shows leading U.S. exports by industry and country. Each country report 
contains four key statistical tables showing the top U.S. exports of about 150 product categories 
and other indicators of which U.S. products are in demand. 

Export Information System Data Reports, available from the U.S. Small Business 
Administration, provide small businesses with a list of the 25 largest importing markets for their 
products and the 10 best markets for U.S. exporters of the products. Trends within those 
markets and the major sources of fore-ign competition are also discussed. 
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Services 

Agent DistributorService (ADS): The Foreign Commercial Service (FCS) provides a 
customized search for interested and qualified foreign representatives for a firm's product. 

Catalog Exhibitions: The Department of Commerce organizes displays of product literature 
and videotape presentations overseas. 

Comparison Shopping Service: The FCS provides a custom foreign market survey on a 
product's overall marketability, names of competitors, comparative prices, and customary 
business practices. 

Economic Bulletin Board: The Department of Commerce provides access to the latest 
economic data releases, including trade opportunities, for on-line users. 

ForeignBuyer Program: The FCS brings foreign buyers to U.S. trade shows for industries 
with high export potential. 

Matchmaker Events: The Department of Commerce introduces U.S. companies to new 
markets through short visits abroad to match thL U.S. firm with a representative or prospective 
partner. 

Seminar Missions: The Department of Commerce sponsors technical seminars abroad 
designed to promote sales of sophisticated products and technology. 

Trade Missions: Groups of U.S. business executives, led by Commerce Department staff, 
are brought in direct contact with potential foreign buyers, agents, and distributors. 

Trade Opportunity Program: The FCS daily collection of trade opportunities worldwide is 
published and electronically distributed to subscribers. 

World Traders Data Reports: The FCS publishes background research conducted by FCS 
officers abroad on potential trading partners, such as agents, distributors, and licensees. 
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China: Four Approaches
 

The following article appeared in THE WALL STREET JOURNAL College Edition (1986). 

When Fluor Corp. opened its office in Peking back in 1978-one of the early Aiaerican 
companies to do so-its officials knew they would need staying power. 

"We never had any illusions," says Fluor Chairman David Tappan. "It's a long-term 
opportunity, a long-term potential." It was a good thing they felt that way; the company, he 
says, has been putting more money into all its projects there than it has been taking out. 

Now that China has embarked on a major business push, Fluor thinks the cash is going to 
start flowing back out, and the company is forging ahead. "We've decided.. .to significantly 
increase the time, manpower, and effort devoted to China," says Mr. Tappan. In early 1985 
Fluor signed a big petrochemical joint venture contract there. 

No one knows for sure whether doing business with China henceforth really is going to be 
easier or more profitable than in the past. But scores of American companies are starting to 
think-like Fluor-that it's time to try harder to find out. 

The number of U.S. companies' Peking representative offices spurted by 20 percent in 1984, 
to over 140. One U.S. commercial officer says his business-seeking visitors have doubled since 
1984. Adds an American lawyer there, "If my firm lets loose every client who wants to do 
China business, I'll be dead tomorrow." 

Herewith are the experiences of four major U.S. companies that have started major ventures 
recently to cash in on the business push. 

1. 	 When Gould Inc. Vice Chairman David Simpson arrived in Peking in October 1984, 
to open his company's first office there, he was feeling a sense of urgency. Then days 
earlier, China had announced a dramatic new market-oriented policy. Do-business 
fervor was in the air. 

"My gut feeling is an enormous rush to get into the door before it closes; he said after 
the celebratory banquet. "The faster you get in, the better." He was thinking of the 
competition, not political reveraals. "If you don't get through the gate, you'll be locked 
out," he said. 

The lure for Gould, which makes computer equipment to regulate industrial processes, 
is China's huge, aging industrial base. One of China's major goals is to upgrade and 
modernize as many of its million factories as possible. "If they're all prepared to 
upgrade, then the spending power is enormous," Mr. Simpson concludes. 
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Still, he admits, the. actual size and growth of the market for Gould's products is hard 
to estimate. "We haven't got a figure for the China market," he says. "But it's big." 

Gould isn't staking the shop on that feeling, though. It isn't investing any capital, 
concentrating instead on licensing Chinese factories to produce Gould products. In 1984, 
it signed one $12 million licensing agreement, two more are on the way, and its Peking 
office is sifting through prospects. 

Right now, sales of Gould's computers, either directly or in systems being installed 
in Chinese factories by other companies, represent just a tiny fraction of Gould's sales, 
which in 1983 totaled $1.32 billion. Still, says Mr. Simpson, "It's the biggest opportunity 
we have worldwide because it's brand new. It's virgin territory." 

2. 	 Otis Group Inc. President Francois Jaulin was looking over his should enroute to the 
China market. A Swiss competitor, Schindler Holding AG, had set up shop in 
Shanghai back in 1980. And the Japanese had invaded. Elevators in luxury hotels 
rising throughout China increasingly bear names like Mitsubishi and Hitachi. 

China was installing 5,000 elevators a year in 1985. Chinese officials predicted that 
within 10 years demand would grow to 10,000 a year. Otis, a unit of United 
Technologies Coip.-which accounts for 20,000 of the 100,000 elevators sold in the 
world each year-figured it couldn't let China slip away. 

"I can't miss the train with competitors in the Pacific and me not having access to the 
source," Mr. Jaulin said as he came to sign a joint venture to build elevators in Tianjin. 

Under an interim agreement approved in 1983, Otis sold 100 elevators and escalators 
here, and since has sold some more. But China is pressing to build at home. "It would 
be crazy to assume China is going to import elevators forever," Mr. Jaulin said. 

In 1985 Otis had seven of its own employees working in a Chinese factory, helping 
upgrade production of the 600 elevators a year the factory makes, and working toward 
turning out at least 2,000 a year after 10 years. The Chinese company is profitable, but 
Mr. Jaulin doesn't expect to take out any profits for years. Because of China's urge to 
hang onto foreign exchange, the joint venture will have to make its own foreign exchange
generating sales to get money for Otis to take home. 

Mr. Jaulin said the venture will make its "best efforts" to export 25 percent of the 
factory's output within three or four years. But clearly his mind is on the China market. 
"Every country wants to export half its production," he says. "But if we did that, the sea 
would be full of elevator parts." 
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3. 	 For Nabisco Brands Inc., the China market has an age-old attraction: the lure of a 
billion mouths to feed. 

"This is a great market," says William Seidler, a Nabisco senior vice president who 
helped negotiate ajoint-venture contract under which Nabisco and a Chinese company will 
jointly build a factory in Peking to make Ritz crackers. Within 100 miles of the plant,
he says, are millions of people who need convenience food, who spend a lot of their 
disposable income on edibles, and who like baked goods. "It's mind-boggling in terms 
of potential," he declares. 

Nabisco is starting out small. The total venture is valued at $8.8 million, the 6,000
ton annual capacity, one-production-line plant the company plans to build is "tiny"
compared with operations in other parts of the world, Mr. Seidler says. In the United 
States, its smallest plant has three production lines; the largest, 20. 

But the sense of huge promise is present. As the company was discussing how to plan 
its contractual commitment to export, officials decided not to make the pledge in terms 
of a certain percentage of sales. Instead, it promised to export a certain number of tons 
of crackers-between 300 to 900 tons a year at first. "If this thing grows as fast as we 
hope it will, 5 percent of sales will flood the world," says Mr. Seidler. 

4. 	 Fluor Corp. opened its China office and signed its first contract back in 1978. It has 
stayed there through a number of Chinese reversals, including one that cost it a major 
venture. After 18 months and 235,000 worker-hours of engineering work by Fluor, 
China caiceled a plan to build the world's largest copper mine. 

In the fall of 1984, Fluor entered a ;major ;joint-venture engineering project with a 
Chinese petrochemical company to upgrade existing oil refineries and contract for new 
ones. Fluor won't discuss financial terms of the contract. 

As Mr. Tappan has been telling other business executives in speeches over the past few 
months, the company bases its positive view of China partly on political factors. The year
"1984 will go down as a very significant year for U.S.-China trade relations," he says,
noting the visit of Chinese Premier Zhao Ziyang to the United States, the visit of President 
Reagan to China, and China's participation in the Olympics in the United States. 

Also, Fluor's operations there seem to be changing for the better. This year, says Mr. 
Tappan, "It's the beginning of a reverse" into a positive cash flow. 

Reprinted by permission of THE WALL STREET JOURNAL, 01986 Dow Jones & Company Inc. All rights reserved. 
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Caveats for Global Marketers 

The following articleappeared in THE WALL STREET JOURNAL College Edition (1986). 

Grey Advertising Inc., which has done global marketing for such products as Revlon's 
Flex shampoo and BankAmerica travelers' checks, suggests three questions companies should 
ask themselves about selling products in other countries. A negative answer to even one 
indicates that a single global marketing strategy probably would flop: 

Has the market developed in the same way from country to country? Grey notes that 
Kellogg's Pop-Tarts failed in Britain because toasters weren't used widely. The continued 
popularity of clotheslines in Eurcpe similarly meant little demand for fabric-softener sheets 
used in dryers. 

Are the consumer targets similarin Cifferent nations? Canon found that in advertising 
35mm cameras in the United States, it had to appeal to people who are fearful about complex 
technological products. Many Japanese consumers, ont he other hand, seek sophisticated, 
high-tech products. 

Do consumers sharethe same wants and needs aroundthe world? In the United States, 
General Foods Corp. successfully positioned Tang as a substitute for orange juice at breakfast, 
but discovered that in France people drink little orange juice, and almost none at breakfast. 
General Foods had to create a totally different advertising approach promoting Tang as a 
refreshment for any time of day. 

In a survey of big multinational companies, Grey found that half favor a world ad 
campaign. About 60 percent of the respondents are centralizing their advertising management, 
and 75 percent believe that hiring one agency to handle all international marketing would be 
ideal. About 71 percent still employ more than one agency, however. 

The companies surveyed also say they ar encountering resistance from the managers of 
their overseas offices who view global marketing as a threat to their autonomy. "The whole 
idea has been oversimplified by some people," says r'.arbara Feigin, an executive vice 
president at Grey. "There's not a simple answer for every company and every brand in every 
single c )untry." 

Reprinted bypermission of THE WALL STREET JOURNAL, 01986 Dow Jones & Company Inc. All rights reserved. 
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Developing an Exporting Strategy
 
By Don R. Wright
 

Oflice of European Community Affairs
 
U.S. Department of Commerce
 

he European Community is the largest regional 

market for U.S. exporters. Since 1985, U.S. 
exports to the EC have doubled. In 1991, U.S. 

exports topped $100 billion, and the United States 
recorded is largest trade surplus ever with the EC-
estimated at $17 billion for the year. Continued growth 
in the EC market means that there are still opportunities 
available for U.S. companies that come prepared with a 
developed export srategy. 

The success of a U.S. company seeking to enter the 
EC marketplace depends on many factors. One of the 
most important is the development and implementation 
of a realistic business strategy. With the movement 
toward aSingle Internal Market in the EC by 1993, and 
increased competition, strategy development will play 
an even more significant role in the exporting process. 
The U.S. Department of Commerce offers awide range 
of services and programs to exporters, and can assist in 
market identification and strategy development. 

Developing a Strategy 

There are several factors that must be considered 
a

when designing a company export strategy. First, 

company should tailor its strategy-to highlight the 
unique features of tie products or services it intends to 
sell. Quality products and services are very marketable, 
and U.S. manufacturers should increase their awareness 
of quality standards recognized by EC consumers when 
targeting the market. 

Second, a company should gather as much informa-
tion as possible about relevant legislation and tech-
nological developments in its product area. This 
information can have aprofound effect on the market-
ability of a product. As aresult of changing legislation, 
markets throughout the EC are opening for new prod-
acts and services. New legislation not only affects the 
way U.S. companies do business in the EC, it will also 
affect the way EC companies-their competitors-
conduct business with each other. Department of Com-
merce experts can assist acompany in identifying legis-
lation relevant to its market interests, 

Third, a company should study trends in EC markets 
as a means of targeting potential markets for its prod-
ucts or seriices. Statistical information is widely avail-
able, and can provide an understanding of the direction 
product and services markets may take. Marketing/ 
exporting analyses are prepared by many U.S. govern-
,nent agencies and this information is often distributed 
at no charge or at a nominal fee. 

There are several phases to developing an exporting 

strategy. These apply equally to marketing in the EC as 

to other foreign markets. As a first step, you should 
establish objectives that reflect the aims of your corn
pany. Make sure that your objectives are manageable, 
and take into consideration both the current and lon. 
range export potential of your product. Set a timetat!e 
for future export initiatives. In many cases, a tw't-to
five-year timeframe allows for changes in the prod,:ct 
line, production, financial, and personnel structure 
within the company. Take time to outline the technique 
to be utilized in the exporting venture. Techniques often 
include meetings, trade fairs, export programs, con
ference calls, and overseas visits. It is important to learn 
the technique preferred by the importer of your prod
octs. Some companies prefer using face-to-face meet
ings instead of conference calls, while others might 
prefer the use of trade fairs (see listing of upcoming 
European trade promotion events, page 24). Finally, 
your export strategy should outline the financial 
resources available for the endeavor. Include 211 finan
cial account reports, credit sheets, data sheets, and mar

keting reports that could be useful in preparing a strong 
export strategy. 

Entering (e European Market 

The EC is open to exports and will remain so after 
1992. EC law does not require you to invest to take 
advantage of the EC Single Market. There are several 
options to consider when ente'ing the European market
place. Many companies choose i, market their products 
by advertising in foreign trade magazines and journals. 
This type of marketing allows the potential exporter to 
market to a large number of potential importers as well 
as to target specific markets. However, it requires hay
ing asubstantial amount of capital tied up in advertising 
charges. 

Exporting to EC member states by using existing 
national or local agcnts and distributors isvery popular. 
U.S. companies can benefit from having adistributor or 
agent who is already equipped to sell products in the 
marketplace. Agents and distributors are generally capa
ble of advising exporters on licensing and other agree
ments recognized in EC countries, as well as providing 
trade leads to companies that are new to doing business 
inside the EC. However, you need to become familiar 
with the bona fides of the European agents and distribu
tors that you utilize. You also need to be aware of 
Community-wide requirements covering the negotiation 
of contracts with commercial agents and distributors as 
well as the often stiff penalties involved in premature 

Business America. February 24, 1992 
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termination of such agreements. 
Another channel for entering produc!s into the EC 

marketplace is by purchasing existing distribution chan-
nels. This enables a company to maintain its base in the 
United States and take advantage of an established dis-
tribution system. This can be ex:pensive for many com-
panies. However, for companies with long range goals, 
this strategy can prove to be beneficial. 

Underestimation of market potential can result in the 
loss of numerous trade opportunities. Targeting larger 
countries in the EC can be profitable, but don't over-
look marketing possibilities in some of the smaller 
countries such as Denmark and Portugal. While the EC 
is rapidly becoming a legally integrated marketplace, it 
is still important for U.S. exporters to recognize that 
each country will still have independent ways of con-
ducting business. 

1992: How It Will Affect 
Your Export Strategies 

As Jan. 1, 1993, approaches, changes in the Euro-
pean Community marketplace are progressing. With 
U.S. and other exporters scrambling to beat Zhe compe-
tition, it is important to realize that export strategies 
might have to be altered to take account of these 
changes. 


Although in the past, many company export strategies 
targeted a single European country, you might want to 
alter your stra',egy to reach several countries. Regional-
ization is a %dy in which many exporters have decided 
to approach he EC marketplace. For example, instead 
of exporting to only one agent in one country, the 
exporter ships tht products io three or more countries 
taking advantage of distribution channels established by 
one centralized sales and distribution center in Europe. 

The Channel Tien-. 
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Under the EC 1992 program, border checks will be 
eliminated thus reducing transportation costs, and natu
ral trading zones are already being established. Coun
tries such as Portugal, Spain, France, and Italy, as well 
as Germany and the United Kingdom, are sure to bene
fit from the expansion of trade due to the Single Market 
program. Moreover, with the development of more 
transnational transportation projects, such as the Chan
nel Tunnel that will link the United Kingdom with 
France, U.S. exporters should benefit from the easier 
movement of goods. 

The Single Internal Market will improve the cost 
effectiveness of most business endeavors. As regulatory 
differences between countries diminish, U.S. exporters 
will find it less expensive to market in the EC. Already 
as a part of the internal market program, the EC has 
eliminated the need for extraneous exporting docu
ments. The Single Administrative Document (SAD) has 
replaced the cumbersonoe and often expensive procedure 
of preparing multiple documents for exports. 

Harmoiization of standards within the EC should also 
mean reduced costs for many exporters. In the past, 
products had to be tested and certified to meet different 
member state standards. This was a costly avenue for 
most exDorters. With the introduction of harmonized 
standards and certification procedures for most products 
in the EC, products for which certification costs were 
previously prohibitive should now be more marketable. 
In additiot:, U.S. exporters should benefit from the har
monization of product labelling, patents and trade
marks, and transport licenses. 

Commerce Department Services 

There is a wide range of export counseling services 
available to U.S. businesses through the U.S. Depart
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ment of Commerce, at locatioils both in the United 
States and overseas. The International Trade Admin-
istration (IT,%) includes regional, country-specific and 
industry-specific personnel able to provide assistance to 
exporters. 

The U.S. and Foreign Commercial Service 
(US&FCS) has personnel located in 68 U.S. cities and 
68 foreign countries. US&FCS provides information on 
foreign markets, agent/distribuior services, trade leads, 
and financing. US&FCS district offices-see inside 
back cover for a isting-serve as local resource centers 
for exporters, providing access to exporter-oriented 
databases such as th,: Economic Bulletin Board (on-line 
trade leads and statistical information from the Census, 
Bureau of Economic Analysis, Bureau of Labor Statis-
tics, and other agencies) and the National Trade Data 
Bank, the NTDB (stored on CD-ROM, the NTDB con-
tains more than 100,000 trade-related documents. Sta-
tistical data includes U.S. export data by country and 
product. Market research reports aic available through 
the NTDB, as are the names and addresses of potential 
importers of U.S. products). Commercial officers at 
overseas posts assist U.S. businesses on location in for-
eign markets (see article on page 38 for an overview of 
US&FCS services). 

The Single Internal Market Information Service 
(SIMIS) in the Office of EC Affairs is a primary contact 
point within the U.S. government for U.S. business 
questions on the commercial and trade implications of 
the EC 1992 program. SIMIS staff maintain a corn-
prehensive database of EC directives and regulations, as 
well as copies of specialized documentation published 
by the EC Commission, the U.S. government and the 
private sector. SIMIS offers U.S. exporters a variety of 
servicei, including a basic information packet on EC 
1992; a quarterly newsletter, Europe Now; specialized 
guides to EC legislation; information on EC duties, 
taxes, and customs requirements; informational semi-

. . Some 147 U.S. 

",i I .. ' '. 1J1 companies in the 
*, . s, .4 1,wU¢ USA National 

* 	 ". . . .,, : 91-u Pavilionproduced 
1z-. : over 8,000 salesi.uMll 
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'over $45 million 
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sales at the 39th 
annualParisAir 
Show held in June 
1991. 

nars; and individual business counselling. SIMIS staff 
field business inquiries on EC 1992 issues and reftr 
inquiries to various Commerce specialists for counseling 
and assistance. 

Country desk officers for individual European coun
tries provide businesses with information on new 
marketing/exporting opportunities specific to their coun
try. As part of the EUROpportunity Program, Coin
merce's European desk officers can serve as a U.S. 
company's "eyes and ears" to keep them informed of 
specific market opportunities and help them expand 
sale,. Information is available from the desks on 
national regulations, trade data, market size and growth 
rates. 

Industry specialists work with manufacturers and 
related associations to improve the competitiveness of 
U.S. industries in international markets. They assist 
U.S. businesses to identify trade opportunities and bar
tiers that affect particular industry sectors and/or prod
ucts, and provide advice on developing marketing plans 
and programs. Industry specialists also assist in organiz
ing trade missions, seminars, and trade fairs for their 
product areas. 

Conclusion 

Establishing an export strategy is important to doing 
busines in the EC. Your strategy should be precise as 
to what you expect out of the venture. Companies must 
thoroughly investigate using as much market research 
information as possible to insure against unexpected 
competition. The Single Internal Market will bolster 
competition between companies in the EC, and U.S. 
companies must be prepared to face changes occurring 
as a result of the changing regulatory and commercial 
environmcnt. The Department of Commerce is well 
equipped to assist potential exporters, with programs 
tailored to your individual needs. Advance planning 
could be the key to success for your company. 

Business America, February 24, 1992 
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INDICATORS OF MARKET SIZE FOR 117 COUNTRIES 

Some terms require a word of explanation in order to make country-by-country 
comparisons more meaningful. 

Populationfigures are midyear UN estimates. Working age is defined as ages 16 to 64 
inclusive. 

Gross Domestic Product (GDP)is the total value at current market prices of all goods
and services produced by residents of a country before deduction of depreciation charges on 
fixed capital. It is equal to the sum of (1) personal consumption expenditures; (2) gross
domestic capital formation (investments), including inventory changes; (3) the net of exports
minus imports of goods and services; and (4) government consumption expenditures. GDP dif
fers from GNP by excluding net factor incomes received from abroad (an amount usually about 
1 percent of GDP). GDP and GNP reports tend to run later and are subject to constant revision 
(the United States normally makes about a half dozen changes after its first estimate). Thus, the 
1984 figures are often provisional or are estimates made by Business International analysts. 

National Income is the sum of the incomes of nationals of a country, whether resident 
or not, before deduction of direct taxes. The main components are wages aid salaries, 
employees' benefits, corporate earnings accruing to residents, income from business operations, 
net interest, and royalties. Source: InternationalFinancialStatistics (IMF). 

Average Wages in Manufacturing are subject to inconsistencies in reporting and 
definitions of manufacturing, as well as differences in the workweek and treatment of overtime, 
benefits, payments in kind, etc. Wages at current prices have been adjustad for inflation using
the private consumption deflator to obtain real growth in manufacturing wages. Source: 
Yearbook of Labor Statistics (International Labor Organization). 

Total Exports are presented f.o.b. (approximately the seller's price before trprtsportation).
Often in trade statistics, this is compared to imports f.o.b. to obtain the county's balance of 
trade. However, BI believes imports c.i.f. (which include transportation and insurance costs)
gives a better picture of the significance of imports to a nation's economy. Sources: Direction 
of Trade Statistics (IMF), central banks', and government publications. 

Private Consumption Expenditure is the value of final expenditure by households and 
private nonprofit institutions on current goods and services, less sales of similar goods. 

Source: "Indicators of Market Size for 117 Countries," Business International,June 1988. (Appendix) 
Sources used by BI editors include: Monthly Bulletin of Statistics (UN); OECD Economic Surveys: Director of 
Trade Statistics (IMF); International FinancialStatistics (IMF); U.S. Department of Commerce; Agency for 
International Development; World Automotive Market (Johnston International Publishing Corp.); The World's 
Telephones (American Telephone and Telegraph); World Radio-TV Handbook(AT&T Communications); Statistical 
Yearbook (UN); Yearbook of Labor Statistics (ILO); Yearbook of NationalAccounts Statistics (UN); Yearbook of 
Energy Statistics (UN); InternationalIron and Steel Institute,-Key Indicatorsof Developing Member Countriesof 
ADB (Asian Development Bank); Selected World DemographicIndicatorsby Countries, 1950-2000 (UN); central 
banks', and government publications. 
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Sources: BI area forecasting studies, Monthly Bulletin ofStatistics (UN), InternationalFinancial 
Statistics (IMF), Yearbook of NationalAccounts Statistics (UN). 

PassengerCars in Use denotes motor vehicles seating fewer than eight persons, including
taxis, jeeps, and station wagons. Source: World Automotive Report (Johnston International 
Publishing Company). 

Trucks and Buses in Use includes vans, lorries, buses, and tractor and semitrailer 
combinations (except trailers and farm tractors). Source: World Automotive Report (Johnston 
International Publishing Company). 

Telephone Access Lines includes bch public and private telephones installed that can be 
connected to a central exchange. Source: The World's Telephones (AT&T). 

Television Sets in Use is a total number of receiving sets in each country. Source:
 
World Radio and TV Handbook.
 

Computers refers to the total number of installed large-scale systems. Large-scale 
systems are either general-purpose computers or high-speed scientific computers with a typical 
system price of over $1 million. Generically referred to as mainframes, these systems typically 
support more than 128 users in a normal commercial environment. Source: International Datn 
Corporation. 

Steel Consumption is apparent consumption of crude st~el (that is, production plus im
ports minus exports) disregarding inventory changes. Source: International Iron and Steel Insti
tute. 

Cement Production includes all types. Sources: Moninly Bulletin of Statistics (UN), 
EuropeanAnnual Review (Cembureau). 

Electricity Productioncombines generation of electricity by utility firms for public use 
and production by companies for their own use. If grand totals from electricity production in 
1984 were not available, estimates made on available monthly data were used. Source: Monthly 
Bulletin of Statistics (UN). 

Energy Consumption is denominated in per-capita oil equivalent. Coal equivalent can be 
calculated by dividing the oil equivalent figures by 0.687623. Source: Yearbook of Energy 
Statistics (UN). 

In addition to the caveats accompanying the definition of terms, the following should also be 
kept in mind. 

Currencyconversion. For the presentation of GDP and private consumption expenditure 
on a comparative basis, BI has converted data in local currencies to U.S. dollars, using avera'> 
exchange rates for the year from the Monthly Bulletin of Statistics (U.S.). In cases in which 
multiple exchange rates are used, a choice was made based on BI's best judgment. 

Although conversion to a common currency is often essential for comparisons between 
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countries, it should be recognized that a degree of distortion is inevitably involved. An 
important contribution to this distortion is the fact that exchange rates apply only to goods in
world trade. Countries vary in their degree of involvement in international trade, which results 
in differences in the volumes and prices of nontraded goods among economies. 

Another source of distortion is the tendency of floating currencies to overshoot in the 
process of adjusting to market forces. In some countries, inflation and managed currency rates 
are not necessarily in step. In both cases, data converted to dollars may appear relatively high 
or low compared with those of other countries in a given year or with data for the same country
in previous years. 

Variationin nationalaccounting. East European countries and the Soviet Union use Net 
Material Product instead of Gross Domestic Product as a measure of economic activity for the 
nation as a whole. This concept deliberately excludes certain services, including government
services, and is thus 20 to 30 percent lower than GDP would be if these services were counted. 

In general, data reported in national accounts must be regarded with special care because they 
are subject to frequent revision and sometimes underestimate the contribution of inflation in early 
estimates. 

Market Size shows the relative dimensions of each national or regional market as a 
percentage of the tota world market. The percentages for each market are derived by averaging
the correspondinp data on total popu~lation (doubled weighted), urban population, private
consumption expenditure, steel consumption, cement and electricity production, and ownership
of telephones, passenger cars, and television3. 

Market Intensity measures the richness of the market, or the degree of corcentrated 
purchasing power it represei.ts. BI's measure of world-economy intensity is designated as 1.00,
and the intensity of each market is calculated in proportion to it. The intensity figure is arrived 
at by averagiig per-capita energy consumption, telephone access lines, and passenger cars. 
Double weight is given to private consumption expenditure. The proportion of urban population
is also taken into account (and double weighted), since in many developing countries much of 
the rural population does not actively participate in the money economy. 

Market Growth is an average of the growth rates of several indicators over the past five 
years: population; steel consumption' electricity production; and ownership of passenger cars,
trucks, and buses; televisions, private consumption expenditure; and real GNP. 

Adjustments have been made for missing or misleading data in computing the three 
composite indices. The estimates tha' hae been made for LDCs with scant data are likely to 
be on the low side. 

The table demonstrates how some key markets have changed over the past decade. For 
the sake of historical comparability, Chine has been omitted. However, because it is emerging 
as one of the world's more interesting markets, we have recalculated the 1986 intensities to 
include it in the chart. 
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AFRICA 
Algeria- - . . . .589 26 377 46" 444 1.540 87 - 1.969 -65 4.500' - 1227 SIB 537 
Angola . . . . .- 126 -00 42 -4! - 32 489 - - - - - 1.79 161 85 
Burkina Faso
Cameroon 0.7'5.3' . - . - . - . - 11as -15421.4 13

74 
00396 -

- 4:
2 

131.3 - -
. . 

-
. . 

0
224 

-
55 8 

20
313 

Congo 08' - - - - 28 i82 20 250 - 5 00 .- 024 813 67 
Ethiopia - - - - -41 00 19 583 - 40 -139 .- 083 200 12 
Gabon - - - - - - - -2 .- 37 952 .- 054 200 814 
Ghana 3.5 00 - - - 59 -9.2 46 -80 38 140 1573 .- 3 04 -303 63 
Ivory Coast 
KeP7-

47 
02 

-
34 

-
-

-
-

-
-

181 
126 

2r 1 
-2 1 

89 
133 

11.3 
137 

-
96 

550 772 
192 1908 

-
- 223 33 

-
1,11L'-

-
-228 

1 79 
249 

-27 
M.7 

-
58 

Madaga..car 
Malawi 

19 
071 

1.5 
-

-
-

-
-

- 49 
15 

-9.3 
7.1 

44 
15 

-8.3 
7.1 

-
-

96 
-

6750 
-

-
-

-
-

-
-

: 
70 

00 
167 

045 
051 

58 
353 

28 
28 

Maurltlwa 08 3.7 - - - 31 240 12 -200 38 110 313 - - - - - 010 -71.4 202 
Morocco 88 .- 446 5.2 199 108 201 1.099 80 - 527 -63 3.6368 -19 695 482 229 
Mozambique . .- 87 -10.3 24 00 - 20 3750 - - - - - 195-71 63 
Nigeria 
Senepl 

418' 
24 

-
2.3 

-
-

-
-

-
-

786 
82 

236 
5.1 

619 
37 

80 
88 

-
-

500 
55 

109 
98 

-
-

1.932 
-

-67 
-

3,600 -
408' 

-
81 

900 
070 

667 
3.2 

159 
117 

Slerra I.Mon'. 
South Af.

4 
ce 

G 9' 
25.4 

.. 
0 8 33.6 7.7 

-
9.7 

19 
2.912 

-20.8 
18 9 

10 
1,716 

-9.1 
18 2 

-
2,120 

25 
2.500 

170 
23 8 

-
-

-
5.302 

-. 
-3.1 

-
6.252 

-
-24 8 

028 
122 29 

132 
7.1 

51 
2,147 

Tanzanl- -. - - - -12 . - 51 00 - 8 -250 - 49 -104 372' -60 088 - -
Tunisia 5.8 4.2 - -- 175 326 179 356 152 400 00 - 445 -5.8 2.964 01.4 402 500 532 
Uganda - - - - -32 00 13 0.0 . 90 230 - - - - - 065 - 18 
Zaire . 94 00 88 0.0 - 15 192 - 22 120 - - 482 - 45 
Zambia 0.7 3.1 - - - 98 -3.9 68 30 43 66 -906 - 28 344 204 ' 41.7 1009 - 228 
Zimbabwe 2.9 -4.2 35.1 12.1 7.3 176 -06 no 8.1 104 112 164 - 415 276 612' 4.1 434 -3.7 307 

TOTAL AFRICA' 107.3 6.248 3.463 3.238 7.675 10.912 23.770 192 16 

NORTH AMERICA 
Canada 194.0 2.5 17.8 6.3 8.7 11,118 5.2 3.149 -4.4 10.46a 15.3G0 12.0 1.145 12.539 7.9 10.272 25 1 46041 216 6.937 
United States 2.584.3 3.6 147 11.7 6.1 132.108 5.8 39.5L3 11.0 106,239 145.037 25 12,350 94.872 38 71.112 226 2.525 19 8.6 6,694 

TOTAL NORTH AMERICA 2,778.3 143.226 42,732 116,707 101.220 13.395 107.411 81.384 2.98580 
LATIN AMERICA 
LAJA 

Argentina 19 1' . . . . 3,612 11.7 1.427 8.1 2.523 5925 02 - 2.517 -05 4.692' -32.1 45.27 28 3 1.192 
*Bolivia 30 -1.8 - - 33 -29 47 -2.1 158 300 -28.1 - 41 -05 - - 173 11.9 214 
Brazil 90.1 . .- 10.027 180 2.214 7.7 6.325 36.000 707 - 14.477 98 20.616 -17.1 19295 33.7 484 
Csle - 496 -1.2 241 3.4 484 2 300 -305 - 632 190 1.440 27.7 1389 169 823 

:Colombia 15.7' 1.6 38.8' 60' 5.3' 591 -27.4 599 201.0 1.384 3.800 1357 - 1.330 57 5.736 25.5 2660 24 C 58 
'Ecuador 7.7 1.0 38.6 11.4 7 77 00 178 2.3 295 600 417 - 369 140 - - 449 354 447 
Mexico 90 7' -0.5 - - - 5.157 123 2.254 188 3.223 9.490 32.1 - 6.694 -37 19.500 0.4 9341 278 1.174 
Paraguay 44 2 4 -- 6181 694 70 7.1 84 231 2271 - - - - - 1.54 746 178 

'Peru 110' -26 - 385 41 209 7.2 301 1.701 1180 - 550 76 - - 1212 196 414 
Uruguay 3.0 -6.1 166 -4.6 83 -5.7 244 51 10 170 - - - - - 6 0 81 9 424 

:Venezuela 31.0 - 52.4 4.6 6.2 1.56' 6.6 916 8.8 1.514 2.750 467 - 2.746 3 6 - - 45 40 16.7 2.205 
'Ancom Subtotal' 664 2.650 1.949 3.713 9.151 5.036 5.735 9055 3.868 

TOTAL LAIA' 275.7 22,389 8.198 16,596 63.297 29,356 51.984 444,18 7,943 

CACM 
Cost& Rica 2.2 1.9 - 79 -25 6 8 2 - 470 5.8 - 163 303 - - 2.8N 22.3 340 
El Salvador 2.3 -0.3 - 53 0.0 65 0.0 75 0 "_ 41.7 - 70 9 4 - - 1.70 5.5 121 
Guatemala 9.3 -10 - 97 :.1 94 0.0 106 3JU 57.9 - 130 0 6 - - 1.78 -9.1 139 
Honduras 2.5 1.1 - 27 0.0 50 2.0 34 -P -423 - 84 32.5 - -- 1.07 27.8 154 
Nicaragua-

TOTAL CAD 
- - -

163 
- -32 

286 
-8.6 28 

303 
-6.7 -

215 
171 

1.431 
27.7 - -

447 
- -

-
1.06 
840 

5 0 7,553 
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AFRICA 
Algerta 224 30 114 33 514 25 - - 7.953 -_ 9 8.251 -44 498 -148 252 -214 5.445 -03 
Angola 90 2.5 47 59 - - 1.787 19 1.080 54 91 -90 20 -2.8 603 19.3 
Burkina Faso 7.1 2.4 38 -09 cz, - 00, 107 - - a8 11 3 397 132 11 113 18 250 221 18.1 
Cameroon 102 27 54 31 132 7.0 62' 667 - - 1,790 213 1.809 113 52 -94 114 120 1.277 93 
Conlo 18 28 09 1.7 22 24 15, 882 - - 795 -1 5 527 -133 10 -237 20 -3.7 423 -8.1 
Ethiopia 447 2.. 235 110 55 1.7 4 9' 141 - - 496 68 1.257 133 114 8 6 73 51 563 18.2 
Gabon 1.1 1.6 17 53 37 22 - - - - 1.211 -92 878 28 28 08 45 -1.7 87 -14.9 
Ghana 14.0 32 ',.1 30 6.4' 2 S 59' 457 - - 876 72 875 76 12 36 37 182 427 13.8 
Ivory Coat 102 37 52 3.7 - 1.2 - - - - 3.348 10 7 1.917 -21 65 -30 107 166 1.164 5.0 
Kenya 21.5 4.1 98 5 58' 3.2 5.7' 292 079 - 1,339 77 1.831 21 75 -50 190 122 898 14.3 
Madagascar 103 2.8 54 2.7 2.7 05 - - - - 351 15 442 -36 28 125 25 28 1 203 03 
Malawi 72 3.1 3.7 2.9 1.2 3.1 09 132 0.27' - 282 38 287 -83 3 -54 13 -1 1 97 6.9 
Msuritius I 19 07 - 14 - 10 1.000 0.27 - 662 180 678 107 12 -11.2 47 278 24; 17.2 
Moroccn 225 25 I2' 25 15.1 42 11.4' 498 - - 2.312 30 3.962 -15 511 314 67 4.7 2.237 6.7 
Mozamb~que 143 28 7.7 93 3.4" -80 - - - - 166 -133 485 -11.2 28 190 20 10.2 177 08 
Nigeria 185 3.3 488 4.8 87.1 -40 62 3' 731 - - 8,823 -119 5,650 -17.1 450 -222 217 -350 3.155 -17.2 
Senegal 68 2.6 3'5 30 - 48 - - - - 589 130 1.087 6.0 55 304 21 92 617 06 
Sierra Leone 3.7 18 20 0.7 38 1.8 - - - - 176 -134 180 -05 25 727 10 -9.7 93 2.1! 
South Alirca 33.2 25 182 2.0 64.4 04 51.5' 1.551 1.45 - 19.713 32 12.781 -8.9 1.229 -138 1.338 -10 4.857 -65 
Tanzania 233 3.5 114 4.7 - 2.2 - - - - 379 -20 1.003 36 42 5.9 110 35 354 -1.8 
Tunisia 7.2 20 4.1 25 89 28 8.4' 1.187 - - 1.730 -3.1 2.853 -4.3 189 -44 46 9.6 1.951 -22 00 

f-A Uganda 160 3.3 7.9 18 - 28 - - - - 453 57 332 -1.5 5 -7.6 17 280 129 -1.4 
Zaire 30.9 29 181 31 26' 23 2.5 143 - - 1.532 33 1 1.548 38.7 115 46 53 00 848 11.0 
Zambia 6.9 33 3.4 26 29' -0.2 2.2' 333 0.59' - 688 -99 591 -106 35 9.9 40 49 228 -1.5 
Zimbabwe 9.1 3.5 4.5 .3 - 1.9 - - - - 1.001 -5., 1.160 -3.6 68 -11 8 43 -9.3 338 -4.3 

TOTAL AFRICA1 432.82 2222 262.7 165.2 58.54J 51.859 3.83a 2.951 25.631 
NORTH AMERICA 

Canada 25.7 1.1 17.5 02 360 28 2914 11.472 8.28 32 89.706 62 85.636 102 56.094 10.1 5.496 181 9.104 189 
Unlt-d States 2401 0.9 159.4 0.9 4.188.9 2.5 3.750 0' 15.821 953 4.5 217.291 07 387.075 11.3 - - 85.457 2i 4 79.520 161 

TOTA'. NOKTH AMERICA 285.8 1769 4.534 9 4.042 0 306.997 472.751 58,094 90.953 68624 
LATIN AMERICA 
LAIA 

Argentina 
flolivia 

310 
65 

16 
2.7 

188 
35 

2.0 
2.8 

761' 
1.4 

04 
-3.0 

760 
3.2 

2.676 
516 

1.17 
023' 

-
-

7.477 
657 

-02 
-52 

5.067 
685 

08 
98 

935 
123 

-. 2 
.13 

376 
32 

07 
186 

1.561 
88 

7.8 
9.5 

Brazil 141.5 2.2 82 0 29 2709 3.7 242 8' 1.716 - - 24.551 J 6 16.390 -53 4.029 64 1.063 9.0 3.648 13.7 
Chile 12.2 16 76 24 15.9 -01 97 815 087 -138 4.226 -27 3.132 -15 641 -7.9 2G3 208 674 49 

'Colombli 29.3 ?.2 17.4 29 26.4 2.7 32.5 1.157 - - 5.174 151 4.077 -71 1.450 -85 428 96 933 63 
'Ecuador 
Mexico 

96 
810 

2.9 
2 6 

5.3 
43.9 

4.8 
3 1 

9.3 
127.5 

1.6 
-06 

10 0* 
131 8' 

1.042 
1.734 

- -
090 -25.4 

2.940 
16.579 

11.0 
-5.2 

2,074 
12.899 

3 S 
22 

681 
8,272 

-62 
6.7 

301 
771 

21 4 
14 4 

48a 
1,786 

7.9 
2.7 

Paraguay 3 8 3 0 2 1 3 0 7.6 0 7 6 80 1.789 - - 234 -4.2 579 -L, 4 7C 257 29 7.5 93 -01 
*Ptru 20.2 2 6 11.3 2.5 21.2 0.8 104 528 0.24' -97 2,505 -57 2.089 -Otw 473 -18.1 165 -127 368 -11.6 
Uruguay 

'Venezuela 
3.0 

17 8 
0.7 
2.8 

1.9 
101 

1.7 
1.7 

6.2 
49.6' 

-5.8 
-0.1 

4 9 
437 

1.633 
2.526 

065 
-

-
-

1.355 
8.412 

104 
-145 

1.066 
8.475 

8 3 
-64 

110 
3,503 

11 4 
-5.5 

34 
529 

148 
-80 

236 
2.053 

210 
2.1 

'Ancom Subtotal' 83.5 475 1079 99 8 19.688 17,400 6,210 1.455 3.928 
TOTAL LAIA1 358.0 2039 612.1 571.8 74.110 58.533 20.267 4.024 11.906 
CACM 

Costa Rica 2.7 2.6 16 4 4 4.3 1.6 4 5' 1.667 091 -53 1.213 9 0 1.137 7 2 455 11 1 117 34.2 187 182 
El Salvador 5.7 2.9 3.0 3.4 40 0 1 3.7' 649 142 80 789 4 2 1.186 8 5 570 21.1 37 11.9 106 8.7 
Guatemala 8 2 2 8 4.2 3.4 11.11 -16 10 8' 1.317 - - 1.471 7.4 1.106 -50 440 1.7 50 1.2 10 5.8 
Honduras 4 5 3.4 2.3 4 7 3.7 1.1 3.4' 756 0.28 39.8 925 60 890 5 9 400 7 6 78 209 104 17.3 
Nicaragua 3.4 3.3 1.7 4.7 2.2 315 -59 544 -76 3 -39.9 10 17.4 186 207 

TOTAL r'ACM 1 24.5 12.8 23.1' 22.4 4.713 4.863 1.898 292 703 
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CARIBBEAN A.ND OHR 

Barbados 
Cube 
Dominican Republic 
Guyana 
Haiti 
Jamaica 
Netherlands AntlI--
Panama 

0 3 
10.1 
6 4 
1 0 
6 8 
2.4 
0.3 
2.2 

0.3 
0.6 
2.3 
2 0 
2.5 
1.5 
-

2.2 

02 
8 

3 6 
0.6 
3 6 
1.4 
-
1.3 

00 
26 
0 9 
4.9 
2 8 
1.5 
-

2.7 

1.2 
153 
5.1 
0 s 
0 5 
2.1 
-

4.8 

10 
-

1.0 
-4.B 

2.7 
0.0 
-

2.5 

-280 
-

9 8' 
0 4 
2.2' 
1.8 
-

4.4 

-

1.485 
444 
150 
783 

-
2.095 

.16 
-
-
-
-

887 
-

-
-

-
-
-

-
-

875 
212 
242 
153 
583 

.434 
576 

3.7 
-8/ 

-184 
6.5 

.0 
-4.1 

-17.8 
164 

572 1.3 
2.543 17.6 
861 -105 
231 -42 
654 299 
9a -7.5 

1.732 -259 
4.685 6a0 

235 74 
1 00 

12 -246 
52 1.7 

426 7.4 
491 -06 
437 -100 
703 I0 

33 
325 
128 

19 
30 
36 
53 

548 

182 
35.4 
22.1 
67.7 
2.3 
26 

-7.2 
61.0 

120 
741 
154 
47 
76 

119 
30r. 
6 

1I0 
17.4 
19.4 
2.3 
98 

-3.7 
-.7 
-5105.6 

Puerto Rico 
Trinidad and TobagoTOTAL CARIBBEAN

AND OTHERS' 

4.3 
1.2 

349 

1.5 
1.6 

2.2 
0.7 

20.3 

2.8 
1.5 

158 
4.8 

50.1 

2.6 
-4.9 

13.8' 
4.5 

369 

3.209 
4.091 

.18 
-

4 2 
-

11.202 
1.372 

15.939 

80 
-169 

10.182 
1.332 

23761 

75 
-22.2 

8.172 38 
571 -14.5 
51 145 

.180 

142 -12.9 
42 1.9 

1.313 
280 

2,510 

1. 

-75 2 

TOTAL LATIN AMERICA 415.5 237.0 685.3 631.1 95762 5,157 31,345 5,62g 15,11r 

ASIA 
Afghanisan 
Bangladesh 
a-inna 

17.2 
103 Q 
379 

0.6 
2 7 
1.9 

9 3 
53.1 
220 

0 
2.2 
1.8 

-
155 
8.0 

-
3.3 
4.7 

-
-
7.50 

-
-

198 
0.13 

-
-
-

636 
889 
506 

-2.7 
4 7 

14.1 

1.028 
2.502 

304 

168 
64 
4.8 

8 
2 

17 

9.5 
65 

-87 

130 
348 
234 

6.5 
7.7 

-1.0 

73 0.1 
412 4.4 
112 -13.2 

China 1,072.2 1.2 6985 2.4 2634 8.2 241.90 226 0.15 - 31.368 95 43,503 25 1 4,718 7.6 12.463 399 7.757 44.1 
Hong Kong1 
India 
Indoneaa
Japa121.4 

5 
772.7 
1695 

19 3 9 
1.1 454 5 
2.0 97.7
0 7 82.3 

16 37.4 
2.7 195." 
2.2 73.3 

22.0.5 1,76 6 

5.7 341 
5.2 15881
2.9 77.9 
3.7 1,357.6 

6,200 
215 
410 

11.248 

1.41 
-
-

7.52 

11.0 
-
-

3.7 

35.420 
10.317
14.824 

210.804 

1726 
8 1 
-
1611.3 

35,370 

18.830 
10.724127.680 

17.6 
4.0

12.7 
-99-0.8 

2.90
1.690 
1,48229,4135 

4.6
-0.4 
-8 

23 
7.228
2,331 
3182 8 

3.9 
9.013-.3 

-.-

757 
4,0596.251 
.31.13 

4. 
9.811.0 

1.1 

Dom Kampuchea
Korea. North 
Korea. South 

7 5 
20.9 
42.6 

26 
2 5 
1 9 

4 8 
120 
27.2 

2 5 
3.2 
2 0 

-
-

77.7 

-
-
8.4 

-
-

73.7' 

-
-

1.793 

-
-

1.31 

-1 
-
1.7 35.24 

3-0 
13 3 33335 8.1 6.35 3.1 10999 

-
20.7 

-

3584 

I 8 -
20.5 

Laoa 
'.4aaysia
Nepal 

4.2 
15 9 
16.9 

2.2 
2 5 
23 

2.3 
9.S 
9.1 

1.4 
2.7 
2 7 

0.5 
28.1 
2.3 

-
4 0 
3.5 

-
25 6' 
18 

-
1.610 
109 

-
-
-

-
-
-

14 
18.382 

144 

-89 70 -2.4 
11.7 10.819 -2.9 
1 04 318 -109 
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Successful Strategies for Export
 
Peter Williamson 

To some, exports are little more than a way to soik up 
temporary excess capacity when domestic sales are slow. 
Others see exporting as a way of building a significant and 
long-term defensible share in a foreign market Evidence from
462 product cqtegories, spanning socks to air compressors,
where British firms exported into the U.S. market suggests the 
former view is both prevalent and destructive. Compared with 
Japanese and West German exporters competing in the same 
U.','. markets, Briiish firms show, on average, much higher 
pn:e volatility in U S$ terms and lower investment in local 
sales, marketing and distribution infrastructure Despite some 
notable exceptions, the overall result is relativeiy low and 
unstable share of total U.S. imports in each product catego'.
Examining some of the roots of these pricing and investment 
policies, we look at how long-term planning input into exportsttategy could help. 

Ask - British manager about the role of exports in 
his firm and you are likely to hear one of two 
sentiments: 

'Export orders are unreliable. They come out ofa tap which 
is turned on and off by exchange rate fluctuations, 
government fiat, and relative costs around the world.' 

'We are ina long term campaign to build substantial market 
positions overseas.' 

Against the background of a seemingly persistent 
U.K. trade deficit, especially in i-itanufictured 
goods, this paper takes a look at the reflection of 
these views in actual behaviour of Britih :'xport 
prices into the United States market compareld with 
Japanese and West German exporters and how 
longer term planning might improve companies' 
success in capturing a solid base of market share in 

The Roots of 'Short-termism' in 
Export Policies 
Historically, disctssions of export pricing have 

Peter Williamson is Dean of the MBA programme at London Businest 
School and a member of the Faculty of Strategic and International
Management 

emphasized costs as the primary determinant of
price. Trends in British export competitiveness 
were often explained by trends in productivity 

adjusted wage rates. Case studies point to 'cost plus' 
pricing as U.K. exporters' traditional norm.' Rela
tively little attention was paid to the structure of 
demand and competition inside the target market. 
The men.ality of a 'price taker' is to export only 

when the gyrations of G0P growth, inflation and 
exchange rates create a window of price advantage
for British supply. 

TLe argument oftenT~ ruetotnavne advanced innspotosupport of thehparmount role ofcosts was that the 'world markets' 
in which exports were sold were highly competi
tive. Prices would therefore be driven down to 
reflect costs of the cheapest supplier. One way to 
compete in this unattractive environment was to 
relegate exports to a 'capacity filling' role, taking up 
the slack when domestic demand weakened. Evi
dence of :his behaviour has been found in U.K. 
industries as diverse as bedding, boats, and candles.' 
Interestingly, exporters' concern with the approach 
was not that erratic supply might damage their 
position in foreign markets. Rather, their nervous
ness was that profitable domestic business might
have to be turned away in the future because of a 

pipeline 'clogged with export orders'. 
Taking domestic costs plus margin as a base, 
Takin d t cot lus argi as a aconversion at the prevailing exchange rate to reacha 
foreign selling price has been the norm In the first 
instance this reflects the common practice among 
British firms of pricing exports in Sterling. A long 
run of Department of Trade and Industry surveys, 
for example, showed that only 20-25 per cent of 

exports were priced in terms of the importers' own
currencies. The November 1988 survLy found that 
some 62 per cent of export orders (by value) were 
invoiced in Sterling. Without adjustment, such a 
policy implies that buyers in the foreign marketaccept all of the impact of exchange rate fluctuations 
so that British export prices become volatile in 
overseas currency terms. 

Even when prices are quoted in foreign currency,
most of the exchange rate fluctuations have tradi
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tionally been passed on. Studying the impact of 
devaluation on business policies, Hague' found that 
of 19 case studies, 9 t'rins reduced their foreign 
Frices by the full amount ofa devaluation, across the 
board. 'Hardly any firm cutting prices considered 
the possibility of reducing prices by less than the net 
amount of devaluation.' Of those holding f'oreign 
prices constant, most did as a result of internal
'constraints', such as inadequate cash flow or low 
export profitability, rather than analysis of the 
foreign buyer or overseas competitors. 

The popular press confirms the persistence of this 
view that foreigi prices should move in line with 
exchange rates. In 1989 the Financial Tin'rs 
expressed surprise that Jaguar had been unable to 
impose any price increase in the U.S. following the 
rise of Sterling, as if somehow American consumers 
willingness to pay should have changed. 

In terms of market selection, British exporters have 
often been criticized for spreading their efforts too 
thinly across large numbers of markets, leading to a 
small market share in each. Such a strategy is not 
necessarily poorly founded. Selling specialist pro-
ducts to a fewV customers in each nvrket may 
ma :ini2 margins, avoid retaliation from local 
competitors, And minimize selling costs (e.g. by 
restricting promotions to a few international fairs). 
It does mean, however, that the substantial fixed 
costs involved in setting up a marketing and 
distribution infrastructure in each country are 
difficult to support. 

Finally there are issues around the mix of conduits 
used for making foreign sales. Exporting, as but one 
alternative, may be relegated to the role of a short-
term market solution. Buckley and Prescott' exam
ined cxrorts, licensed sales and sales arising from 
direct investment as a basket of tools for serving 
foreign markets. They found that for Western 
Europe and the developing world exports were the 
dominant.forni of foreign market servicing. For the 
U.S.A. and other Developed Countries, however, 
sales arising from foreign direct investment pre-
dominated. 

One hypothesis is that British firms have opted for 
investment in local manufacturing whenever they 
regarded a non-Furopean market as having substan-
cial long-term potential for their products. in a 
recent study of British investment ovcrse,s, Shep-
herd et al.' found that some 50 per cent of firms 
establishing foreign manufacturing operations 
regarded continued export as a viable, although not 
preferable, alternative. A 1989 survey by KPMG 
calculated that the ratio of British domestic invest-
ment to expenditure on foreign aLquisctions is 2.9 
tines. This is the lowest ratio of the 16 countries in 
the survey and compares with 78.8 times for Japan 
and 84 tir,.es for West Germany. 

line of goods in a country may open up potential for 
complementary exports of intermediate products or 
other parallel lines of finished goods. Buckley and 
Pearce' examined this relationship for 329 multi
nationals. They found a positive relationship 
between foreign production and intra-firm exports 
to that subsidiary. On the other hand, external (third 
party) exports are found to decline at high levels of 
foreign production, so that total exports fall. This 
substitution of foreign production for exports 
appears particualarly pronounced for multinationals 
of U.K. and U.S. parentage. 

When the variale costs ofexporting are higher than 
for local production in the target market, there will 
come a level of sales where it pays the exporter to 
switch to foreign investment in marfacturing. The 
puzzle- here, however, is that before that point it 
should pay to invest in the generally lower fixed 
costs of distribution and sales infrastructure. Yet, as 
we see in what follows, many British firms often 
make high fixed costs investment in manufacturing 
without the prelude of a well developed sales, 
distribution and service network supplied from 
U.K. exports. This is despite thu belief that costs are 
equivalent or lower in the U.K. The important 
implication .aggested by this behaviour is that 
investment in distribution and marketing infra
structure was either felt to be inadequate to achieve 
sufficient customer responsiveness, or not consid
ered as an alternative. 

In summary, and at the risk of considerable 
simplification, we might impute five primary 
maxims as drivers of much of the evolution of 
British export strategy: 
* 	 'Export competitiveness is primarily cost driven' 

r 	'Exports are an important way to fill excess 
capacity when domestic demand turns down, 
especially since marginal cost pricing makes 
them competitive' 

* 	'Export pricing should be determined by taking 
local costs, adding a magin a i converting at the 
present exchange rate' 

*' 	 'Low market shares spread across a large number 
of markets is the most effective, lowest risk way 
to compete' 

* 	'Proximity of manufacturing to the customer is 

key. Ida market has demonstrated real potential, 
put down a plant as soon as practicable.' 

Combining these leads to the ,'spicionthat British 

firm may have a bias towa mes inshot-termism 
export strategy compared with some of their major 
foreign-based competitors. 

Price Volatility the Facts 

Perhaps one of the most direct measures of the 
Of course, establishing production facilities for one 179 short-termism hypothesis is to look at the volatility 



of prices faced by potential overseas buyers of 
British products relative to alternative sources. In 
other words, does the potential buyer find the 
British product attractively priced relative to 
another import this year, only to find it relatively 
expensive next year, and bark below average the 
year after. Clearly, the answci may differ depending 
on the channel through which 'British' products are 
supplied, whether dire, texport, trading overseas by 
establishing manufacturing capacity, joint ventures 
or licensing. Here the focus in on goods manufac-
tured in the U.K. and subsequently sold overseas 
either direct to the customer, through independent 
or joint venture distribution, or to an overseas 
affiliate. 

Cho'osing the U.S. market, data were collected for 
the average U.S.S prices of imports in 462 disaggre-
gated product categories defined by the American 
customs authorities ac the '7 digit' level. A typical 
example would be 'Domestic V.et'rigerators with 
Capacity Between 2.5 and 7.5 cu. ft.'. The sample is 
restricted to manufactured goods, although it covers 
Pbroad range ofconsumer and industrial products as 
well as components and intermediate goods for 
which data were available. For each category, the 
price of exports supplied from Britain, Japan, and 
West Germany relative to this average was con-
puted. The volatility (measu,'ed by the variance 
standardized by the mean) of British, Japanese and 
West German relative prices between 1982 and 1985 
was also calculated. Finally, we collected data for the 
market share (by value) of exports from the three 
source countries as a per cent of total U.S. imports in 

Figure 1 plots the relationship between the values of 

relative price, volatihty and market share, averaged 

across the unwveighted sample. 


Although the distributions understandably show a 
large variation between individual products, the 

average levels show some interesting suggestive 

patterns. Firstly, the Japanese exporters maintained

both low 	.and stalih' prices relative to U.K. and West 

Gernian exporters. British exporters had the highest 

price volatility, 


relatively low volatility of the U.S.S price of 
.Japanese exports compared with those i"rom other 
countries. A high proportion (some 82 per cent in 
1986) of exports to the U.S.A. are priced in U.S.S. 

"Research Data the data were drawn from the U S custoOsrecords 
1982-1985 They therefore cover all British, Japanese and West 
German exporters in the relevant product category Highly disaggre
gated product categories were used to minimize the ikeihoud of 
lumping together very dssinrilar products Extreme observations. 
which suggested that the products supplied .iy each country were for 
very different end uses. were removed All product categores where 
Britain, Japan and West Germany were continuous exporters to the 
U S A year to year were includcd iithe ample. provided that the 
customs caiegory had not ,een re-defin,'4 during the period T*.is 
based data was supplemented by !.elected interviews with British. 
Japaneseand German companims 180 
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F'gure 1. Export strategy and export performance 

This creates a natural tendency for exchange rate 
fluctuations to be absorbed. Passing on the impact 
requires active price adjustment. This pass-through 
tends to be muted in practice. A recent study of 
Japanese motor vehicle exports to the U.S. found 
that some 58 per cent ofe_-change rae changes were 
passed on into final customer prices of trucks 
between 1974 and 1987. O a tarif increase of 21 
percentage points in 1980, 13 per cent was passed on, 
while 8 per cent was absorbed in the form of lower 
profit margins. Both ratios showed evidence of 
declining 	pass-through over the period.' 

More generally, it appears that many Japanese 
exporters regard a rising Yen as a signal that their 
costs must fall, rather than that foreign currency 
prices must rise. This reflects a strategy of long-term
commitment to continuity ofexport sales. E',idence 

of the thinking has been reported by The Ec'wmoistduring 1989 in connection with a number of 
industries including electric and non-electric mach
inery, transport equipment, and precision instru

ments.
 

West German exporters exhibit relatively high 
prices on average. This is combined, however, with 
significantly lower price volatility than the U.K.

sgiiatylwrpievltlt 	 hnteUKalthough well abovejapan. Again, casual evidence isavailable that many West German exporters regard 
rising exchange rates as a signal that costs must be 

reduced. The U.K. data, meanwhile, are consistent 
with the shorter term, full 'pass-through', capacitybalancing approach to exports described by the 'five
 
maxims' above.
 

Long Term Implications 
Another inrerpretation of this so called 'short
terinisn' is, of course, that British exporters are 

siniply more cntrepreneurial traders, taking advan
rage of opporwtuities as they arise more effectively
than their slothful competitors. The key issue here, 

therefore, is whether or not this price volatility has 
any negative consequences in ,'he longer term. 



Therc arc a number of reasons why a potential 
foreign customer may be wary of a supplier whose 
prices fluctuate between being competitive one 
moment and unconmpCtitiv the ncxt. 

Firstly, to the extent that reputation is important, it 
may be preferable for the exporter to maintain a 
steady stream of sales. Gaps in sales caused by the 
pass-through of unfavourable exchange rates may 
cause a product's reputation and brand awareness 
asset to depreciate at a rapid rate. Absorbing some of 
an adverse exchange rate movement into the profit 
margin to preserve sales volume is therefore 
equivalent to an investment in maintaining the stock 
of brand awareness in the country. 

Secondly, for products vhere the customer must 

make an investment in set-up costs, employee 

training, knowledge of handling or service pro-

cedures, or spare parts, the expectation of continu-

ous availability at a fairly stable price relative to local 

supply will be a strong encouragement to consider 

purchase. In choosing to install foreign machines 

along with the set-up and support services involved, 

for example, many customers might well regard the 

availability of additional units in the future at a 

similar price relative to domestically produced 

models as a key buying criteria. A detailed study of 

the international machinery trade, for example, 

found evidence that customers were influenced by
 
expectations of relative price over at least 3 years." 


A similar argument holds for raw materials and 
components which require investment in process 
adjustment, or product design. Users will be more 
willing to make the necessary investments in 
adapting to a foreign product where its future price 
compctitivcnesrs relatively certain. Expectations of 
relative price stability, in turn, will be promoted by 
a history of absorbing short or medium term 
exchange rate and cost fluctuations into profit 
margins or increased cficiency. The expectation of 
volatile prices, with associated uncertain economics, 
on the other hand, will be a powerful discourage-
ment to buying from an overseas supplier. 

Thirdly, in products where the customer is uncer- 
tain about the quality until actualy trying it (so 
called 'cxpcrlcntiC goods'), retailers might have to 
sustain a period of low profit, or even loss, in order 
to ctablish their product in the market. This may 
take the formn of promotional ofcrs or free 
sampling. Alternativcly, they may have to invest in 
product specific displays or advertising. They will 
on 'J make these necessary investments if they 
bclic\c the discounted present value of future profit, 
adjusted for rik, is positive. Faced with a foreign 
supplier whom thcy suspect will raise the price 
\\'vn is cost, olr exchange rate go against hi i, 
cLausing SlsLc 01uiC to fall or retailer margins to be 
%quec7ed rlim, '.,k pr',-iitin will increase. Again, 

,,!,lh'i.hct, C", OIt Ol nn11h,,c 'oirI%1' o.r 
,cl.til~cp ,Leilt), 6itreby inloading sonic o81 

the risk faced by intermediaries, will be more likely 
to recruit retailers or wholesalers to assist in building 
share. 

In sum, although short-run profit maximization 
may dictate volatile pricing in target niarkct 
currency terms as costs and exchange rates, this may 
not be true for long-run profit or sales maximiza
tion. Building market share will often require 
stabilization of the price of exports relative to 
alternative suppliers to a target market including 
other exporters and domestic producers. This, in 
turn, implies that profit margins on exports will 
instead be volatile as thcy absorb both micro and 
macro economic saoucks over time. 

IfFice volatility results in an erratic volume of sales, 
it is also likely to reinforce biases towards lack of 
investment of management time and money in long 
term development of a foreign market. In particu
lar, volatile volume will discourage the exporter 
from establishing the kind of fixed cost base in the 
target market which would be associated with 
maintaining its owr. -alesforce, distribution or 
service network locally or putting cash into market
ing and advertising. All of these require the 
expectation of long-term sales, sustained at a 
volume sufficient to spread the fixed costs, in order 
to be viable. 

Traditionally the distribution and marketing of 
many exports has been handled by agents, brokers 
or distributors in the target market. Only low levels 
of marketing and sales support were often provided 
to these channels. Their margin was supposed to 
support the necessary expenditure. However, there 
is growing evidence across a wide spectrum of 
different products that substantial investments in 
marketing and distribution infrastructure in the 
target country arc now necessary to gain any 
significant share of the market. 

A study of U.S. semiconductor firms' entry into 
overseas markets, for example, found that 'the 
establishment of a wholly owned marketing office 
in a foreign market is a prerequisite for (although no 
guarantec of) significant market share in the foreign 
market'.9 The establishment of this marketing 
infrastructure required a large, indivisible initial 
invcstmenc This reflected the fixed costs of creating 
the necessary physical and communications links 
between the firm and the market. These included 
the costs of training the salesforce, setting up a 
distribution and service network, bringing the 
product into conformity with local standards, 
creating new links among existing sales offices, the 
supplying manufacturing groups, and the regional 
and world-wide marketing management. 

Only an exporter with a long-term commitment to 
the target market will be willing to make these 
investments. I Living done sc there will be a strong 
incentive to grow volume to reduce the unit costs 



by spreading the fixed costs associated with this 
investment and its maintenance. Moreover, most of 
these investments will not be possible to liquidate on 
a decision to exit the market, except with a very 
substantial write-off. An exporter who has made a 
substantial investment will therefore have a strong
incentive to stay in re market when conditions 
reduce short term profitability with the aim of 
earning a satisfactory return on this investment m 
the longer term. 

Investment in Marketing and 

Distribution: the Facts 

Dati were also collected on the investment in 
distribution and marketing infrastructure by Bri-
nsh,Japanesc, and West German firms in the U.S.A. 
Although only highly aggregated data are available 
the contrasts are stark. As is clear from Figure 2, 
almost 40 per cent of the total stock of foreign 
owned wholesale distribution assets in the U.S.A. 
are owned by thejapanese, dramatically higher than 
for Britain or West Germany. In fact, distribution 
accounts for 70 per cent of total Japanese direct 
investment in the U.S.A. compared with 13.5 per
cent of 13ritish investment in the U.S. and 18 per 
cent of West German investment, 

Ma nufac turing  

Wanuacmuingthan
Wholesale Distribution 
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Source: U.S Department of Commerce, 1987 

Figure 2. Foreign rivestment in the U.S.A. 

As we hypothesizd above, the ow,:ership of 
distribution infrastructure in th. U.S. may play an 
important rol" m the ability ofJapanese companies 
to control sci vice to the customer and enhance the 
diflreniation of their products. It can also be 
expected to iiicrcac their control over the flow of 
marketing intormation to customers, as well as 
maintaining discip ine in pricing. It may well be a 
conributor zo the strong rating olfJapanese products 
among U.S cortendrs identified in the 1988 survey 
reported in Figure 3. 

The Retreat to Market Niches 

Which Foreigners Make the Best Products? 

Don't Know 8 %of Sample 

Arabia 1 
Bdtain 4 

W. Germany 27 
Japan 60 

0 20 40 60 80 
Source: Smick-Medley Associates, 

Sample of 1,003 U.S. Adults. 

Figure 3. Customer perception of imported 
products 

the comparatively low levels of investment in 
distribution infrastructure, the result is an 
(unweighted) average British share of 6 per cent 
total U.S. imports by value in each product 
category. This compares with 11 per cent for 
Germany and 21 per cent for Japanese exporters. 

Perhaps more importantly, however, the British 
exporters' market shares were not only relatively
low, but also less stable from year to year. On 
average, the annual volatility ofmarket share in our 
data for British exporters was 17 per cent higher

West Germany and 35 per cent higher than 
Japanese exporters. 

At worst, this might imply that British exporters 
were retreating to niches within the U.S. market 
which, instead of reflecting the demand of special
ized customers for high value added products, 

represented fickle, price sensitive buyers who 
opportunistically buy British only when relative
price dips. This would mean a viscous cycle where 
the lack of loyal customers and installed based made
long term expansion of market share virtually 
impossible. 

In order to examine the segment retreat hypothesis, 

data for the U.S. distribution requirements and the 
extent of 'push' and 'pull' marketing, sales support,
service backup provided by American competitors 
themselves, were collected and analysed using factor 
and regression analysis. This enabled the identifica
tion of different export strategies for different 
product classes and a comparison of their relative 
success. A brief summary of the results will suffice 
here, detailed methodology and quantitative esti
mates are reported elsewhere.'0 

Fortunately, the picture is not quite as bleak as the 
segment retreat hypothesis suggests. British 

exporters have built relativel) strong and stable 
U.S. share in mass market consumer goods where 
well developed third party distribution networksTaking together the impact of price volatility and 182 exist and 'pull' marketing through the mass media is 



effective. Good examples would be in the U.S. 
spirits market (scotch, gin and so on), condiments, 
and confectionery. They have also been relatively 
successful exporters in products where the manufac-
turer's own, U.K.-based salesforce is able to deal 
with relatively few customers and ship directly tothem. 

On the other hand, British exporters have generally 
been much less successful in building market share in 
products which require heavy investment in distri
bution or service in the U.S.A., large networks of 
sales staff permanently on the ground, or intensive 
'push' marketing such as dealer training and 

incentives and heavy point of sale promotion. It is 
here, by contrast, the Japanese excel. The way 
export marketing and support is planned, levels of 
investment in distribution, allocation of manufac
turing slots, pricing policies, and the role of exports 
in the strategy of British firms would seem to be 
important contributors to the lack of British 
presence in these important product sectors. 

The British Exporter 
Exports are 'second class citizens' in many British com
panies, pushed out of the way when domestic order books 
are flush, with pricing dominated by domestic costs and 
Sterling exchange rates rather than competition in the 
target market. The dominant concept is one of obtaining 
export orders, rather than penetrating an offshore market 
using export supply. 

Looking at the data on price and volume, the revealed 
strategy is best described as one of opportunism: we sell 
what we can when capacity is available and the external 
market conditions make it profitable. The resulting instabi
lity of sales volume means that substantial investment in 
distribution is difficult to justify. The preference is to sell 
direct to the customers from the U.K. if you can, leave it to 
the local distributors if you can't. 

Much of British export strategy also casts the distributor in 
an narrow role. There is a sirong preference for 'pull' 
marketing with the distributor acting primarily as a 
logistics channel. This underexploits the potential of local 
distributors as a valuable source of information about 
customer reaction to the product and changing needs as 
well as a 'push' marketing advocate, aspects which have 
been used very successfully by the Japanese. 

Looking across 'ie wide spectrum of products 
included in this stdy, spanning from socks, through 
rivets, to machine tools, it is difficult to avoid the 
conclusion that many British export philanderers 
have received their just deserts in terms of low and 
volatile market share. Retrcat into serving a small 
segment of fickle customers, who are loyal only 
while prices and exchange rates are favourable, 
seens all too common. 

The Role of Long Term Strategy 
The results in this paper emphasize the importance 
of long range planning of export strategy in two 
dimensions in particular: 183 

* 	 the maintcnancc of a relatively stable price in the 
potential buyer's own currency, which main
tains competitiveness with domestic and other 
export suppliers despite fluctuations in relative 
costs, exchange rates and capacity availability; 
planning for the level of investment in local¢ lnigfrtelvlo 	 neteti oa 
distribution, sales, service, and marketing neces
sary to develop loyal customers, an installed base, 
and continually build on existing market share. 

The precise strategy must clearly depend on your 
particular industry. Looking at the average data for 
our large sample products, however, suggests that it 
pays to keep two ge,eric strategies, epitomized by 
West Germany and Japan (Figure 4), in mniA. 
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Figure . egment choice and pricing policy 

Japanese exporters have generally focused, at least 
initially, on the price sensitic end of their target 
markcts. By maintaining a compctitive relative 

price over a long period, despite external fluctua
tions, and constantly investing in control of the U.S. 
distribution, sales, and service suppor networks for 
their products, they have continually built market 
share, customer and dealer loyalty. This has pcrmit

tcd a gradual lift in price realization, which our data 
show had moved from below average for import 
categories where they competed to above average 
by 1984, with minnal exposure to loss of market 
share. 

West Gernan exporters, by contrast, have permit
ted higher volatility of their relative prices. They 
have absorbed lower proportion of external shocks, 
such as cost and exchange rate movements into their 
profit margins and passed more of the burden onto 
the customer. This is, however, consistent with 
focus on much less price sensitive markets where we 

see the bulk of their penetration. By choosing 
specialist customers and providing them with 
products diferentiated on tecbnology, quality or 
service, they have also succeeded, albeit by a very 
different route, in building long-term market share. 



The Japanese Exporter 
Defines his objective not as export sales, but market 
penetration: the process of building and maintaining a 
significant share of the overseas market. Experience in 
Japan has taught him that breaking into distribution isthe 
key barrier to entering a market but also that, once 
distribution relationships are built, ,ney are an invaluable 
asset in protecting and growing snare. 

Unlike their British and West German counterparts, 
Japanese exporters have therefore expended a great deal 
of money and managerial effort on developing distribu-
tion. Initially using powerful distributors and retailers to 
gain market share quickly with competitive prices, they
have then used these distribution relationships as a 
powerful conduit through which market and product
information flows This ready-made source of practic i 
market research has provided the information guide
product improvement and differentiation It also acts as 
the channel for 'push* marketing, which dominates the 
Japanese export approach Where appropriate third party
distribution has been lacking, Japanese exporters havebuilt their own 

As products and customer awareness have improved, so 
has price realization Pricing policy is dominaed by the 
conditions of the local market rather than production costs 
at home. The bulk of exchange rate fluctuation has been 
absorbed into profit margins so that the U S. customer 
sees a slow rising trend as quality and familiarity increase, 
rather than volatile prices relative to local competitors, 
Stable growth in volume, capable of supporting the fixed 
costs of local distribution has been the result 

The German Exporter 
Selling a technological edge is the linchpin of the typical 
West German exporter's strategy. This level is used to 
dominate a relatively specialist segment, achieving both 
premium prices and low price sensitivity to an appreciat-
ing Deutsche Mark There is a clear preference for selling 
direct to the customer using a technical salesforce based 
in Germany, followed by direct product despatch Local 
distributors are a less popular alternative Adding an extra 
stage complicates the information flow aod reduces 
customer contact, critical elements in the German 
approach to building brand loyalty and an emphasis on 
'made to order' customer specifications in the German 
strategy. Investment in local facilities is generally modest, 
dominated by service and parts supply capabities
Technical differentiation and close contact with cus-
tomers have combined to stabilize sales volume, despite 
fluctuations in relative price 

Many British exporters show up as falling bctwecn 
he two stools. As evident from Figure 4, they have 
ftCn imposed highly volatile prices on their 

?otential cutomers in product segments which are 
it least modc-atcly price sensitive. Not surprisingly, 
:heir market share has been correspondingly erratic 
ron year to year. In many cases this destroys the 
:hance to incrementally build on a sound base and
hakes it impossible to justify the fixed costnvstmcnt ip local distribution, sales, service and 

narketing which would support it. The result is low 

average market share and retreat to unattractive 
niches. 

None of this is inevitable. If your firm's export
approarh is even partly a reflection of our 'five 
maxims', some of the problem is self-inflicted. The 

first major step towards solution is a corporate 
recognition that exporting must be about 'a long 
term campaign to build substantial market positions 
overseas' rather than a 'top up capacity filler' loved 
olly when domestic demand slackens, or the 
solution for markets in which serious commitment 
is lacking. 

A key role of the long term planner isto remove the 
philosophy that 'we sell our export productfrom our 
home base', with all its connotations of pricing in 
Sterling, based on local costs and dealing with the 
customer from Britain direct or through intermecsoe rmBiandrc rtruhitrediaries. Our results validate the successful exporter's
catchcry: 'we sell our export product in the target 

market'. This implies minimizing price volatility to 
continually maintain competitiveness in the over
seas market environment, with the backup of 
investment i: local sales, marketing, service and 
distribution infrastructure; in short, reforming the 

philanderer before his demise. 
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Exporting to the United States: Management 
Implications for Small Manufacturers 

There arefour tasks , 'ich every firm considering export market entry must perform: 

1. assess the relevant market opportunities; 
2. determine the resources requiredfor entry aid expansion; 
3. identify appropriateadministrativearrangenrentsfor handling exports; 
4. manage these administrativearrangements. 

While allare imp,.,rtant, we considerthe third and fourth tasks to be especially criticalto export 
success. The export llorture,however, is relativelysilent about companypracticein establishing 
their sales/distributionnetworks (task three) and managing these to achieve success (taskfour). 
This silence is surprising, given that the decisions thatflow from tasks three andfour transform 
strategy into action, and, hopefully, a market opportunityinto actual export sales. 

Most small and medium-size firmsfind that the servicing requirements offoreign buyers and 
their own shortageoffinancial andmanagerialresources leadthem to distributeand sell through 
foreign-basedagents anddistributors. Recent research evidence shows that the choice offoreign 
market selling and distributionarrangement, and its management over time, play a majorrole in 
export success. 

This arti-le exarnines these tasks in the broadercrntext of U.S. market entry by three small 
Canadianfirms. The firms are in the carpet and rug, building supplies, and semi-conductor 
industries, and have achieved varying success in ,he U.S. 

The articleproceeds by: 

" describingthe threefirms and analyzing their experiences and;
 
" drawing managerialimplicationsand lessonsfrom the above
 
which are importantfor successful export performance in the
 
U.S. market. 
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EXHIBIT 1
 

Anobilia 


Product woven rugs 


Location Montreal 

Established early 1983 


Startup Exports early 1986 


Sales $ 1986 1 million 


% Export/Total Sales 6% 


%Sales in U.S. 6% 


Major U.S. Markets Upstate N.Y. 

Massachusetts 
Arizona 

Sales Method Independent U.S. reps. 

Number of Employees 25 
peak
 

Number of Sites I 


Main Customers Mass merchandise 

outlets 

The three companies whose export experiences 
we examine are unidivision, independent Canadian-
owned manufacturers from Quebec and New 
Brunswick. They were drawn from a sample of 90 
small and medium sized firms whose export 
structures, strategies and performances are being 
investigated with a Social Sciences and Humanities 
Research Council grant. 

The three companies are Anobilia products Inc., 
Lock-Wood Ltd., and Process Technology Ltd. A 
snapshot view of these firms is provided in Exhibit 
1 in which their export experience in the U.S. is 
described, 

Export Experiences of the Selected Firms 

Anobilia Products Inc. (API) produces area rugs 
f-om synthetic waste materials through a unique 
manufacturing process which gives its rugs an 
imported Berber rug texture. The rugs are cheap, 
durable, and machine-washable. They are sold 

Lock-Whor Process Technology 

wooden windows low pressure chemical vapor 
and doors deposition processes and 

equipment 

Scoudouc, New Oromocto, New Brunswick 
Brunswick 

1933 early 1982 

early 1983 mid-1982 

15-20 million 4-5 million 

5-7% 92% 

5-7% 80% 

New England U.S. Wide 

Independent U.S. reps Independent U.S. reps. 

375 130 

1 

Building supply Integrated circuit 
dealers manufacturers 

through mass merchandisers to a consumer market 
dispersed across the U.S., but with more positive 
response from Upstate New York, Massachusetts 
and Arizona. The company is three years old, and 
can only make marketing investments requiring little 
managerial and/or financial resources. Its major 
competition is from cheat 100%-cotton imported, 
Indian rugs. 

Lock-Wood Ltd. (LWL) has over 50 years exper
ience in window manufacturing and general 
millwork. Its full line of quality windows can be 
fitted together in 'Lego-like' combinations. Thus, 
it offers most of the popular permutations required 
in both new construction and renovation. About 
80% of its sales are of windows, with the balance 
accounted for by doors. LWL has positioned itself 
as selling in the medium- to high-end of the market. 
Its customer base has been New England with some 
penetration into the mid-Atlantic area. Specifically 
as regards marketing, it has an excellent dealer 
training and support program. However, the market 
is very competitive and well serviced by established 
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firms with good product design. 

Process Technology Limited (PTL) successfully 
sells equipment/services to some of the world's 
largest and most technologically-advanced semi-
conductor firms. Its customers are dispersed across 
the U.S. and operate multi-plant sites, each having 
autonomy in equipment purchases. It is a new-
comer with rio track record; a production staff that 
is trained on-site and made up primarily of new 
recruits; extremely limited financial resources, 
precluding marketing investments on the scale of 
competitors; and market-relevant knowledge 
piimarily confined to its founder. PTL's competi-
tors have an installed customer base; product 
demonstration fpcilities near markets; well-trained 
work forces; several years of profitable operations; 
and a well-established and extensive network of 
industry contacts. In addition, these competitors are 
U.S.-based, operate internationally, and have 
company-owned sales offices covering the U.S. 

Entry and Expansion 

Analysis of each company's exper.ence and 
activities shows their U.S. entry and cxpansion 
strategy: (1) capitalized on inherited reources; 
(2) strategically responded to market requirements; 
and (3) fitted a particular market niche, 

API'F resources extended mainly to its ability to 
manufacture attractive synthetic rugs very cheaply. 
Thus, it was able to focus on a market niche which 
had n, real competition except from Indian rugs. 
The answer to that competition required regional 
selection where consumers would be more interested 
in the long-lasting qualities of API rugs and their 
machine washability. API's president knew that he 
had to rely heavily on U.S. age:rts and was 
conscious that their efforts would be facilitated if 
stocks were maintained in the U.S. A warehouse 
location was organized in Plattsburgh, New York 
and pricing was done in U.S. dollars. 

LWL's resourLes included ,,ood product design, 
knowledge of potential customers, and experience in 
dealer support programs. Unlike many firms, it 
thoroughly understood from its many years of 
experience that its products must be sold through the 
distribution channel. I WL did not require much 
adaption to U.S. customer requirements, but it 
quickly responded to the extent needed. It priced 
competitively and in U.S. dollars. Later it 
de'.eloped a new window to fill an important 
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product gap. Moreover, the market niche it pursued 
and the export organization used represented a 
strategic fit. 

PTL's resources included inherited knowledge of 
potential customers and their requirements. The 
firm exploited this knowledge base to identify U.S. 
market opportunities (large semiconductor 
manufacturers), secure appropriate product exposure 
(at key industry trade shows) and select appropriate 
channel modes and agencies (independent 
representatives with established personal networks). 
PTL had limited managerial resources for 
autonomously conducting the required prospecting 
Pnd selling activities. However, using independent 
agents, with similar characteristics to competitors, 
PTL could more effectively compete in the U.S. 
market. The importance of that market was reflected 
in PTL', strategy: pricing in U.S. dollars, sourcing 
from U.S. suppliers, promotion primarily aimed at 
U.S. customers, employing U.S. channel 
intermediaries and using a company-owned plane to 
transport products and personnel to the U.S. 
market. 

The market niche that PTL pursued and the 
export organization used represented a strategic fit. 
Independent reps. had previously worked with/or 
had dealings with PTL's customer market and 
competitors. Contactual functions were conducted 
by chief executives of its sales rep. agencies and/or 
PTL's president. Independent sales agencies, similar 
in size to PTL, offered more room for a balanced 
channel relationship. 

Strategic Considerations 

Export sales/distribution channels must be chosen 
and managed on the premise of adaptability to 
changing market conditions. If not, the tasks qnd 
functions that were originally assigned to these 
channels will no longer be appropriate and can 
affect the achievement of export success. 

API found it difficult to get the required 
marketing push from its present U.S. agents. But 
it did not possess the financial resources to generate 
much more marketing effort. It could concentrate 
on certain regions and (heie provide more 
promotional dispiay push, plus visits by a company 
salesman to mass merchandiser outlets. Another not 
necessarily conflicting strategy, but one that would 
require fair marketing research, was to develop a 
new product using wool waste. Such a product 
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would be in a class of its own; well above the cheap 1. Strategic planning will help the smaller
 
rug, but priced well below imported higher quality company focus its limited resources on specific

wool rugs. Success there would depend on export marketing goa'i.
 
consumer response to a medium quality wool rug a-,
 
compared to a medium quality synthetic rug made All three firms pursued a market niche strategy,
 
by carpet mills, and had good product design and an adequat
 

product line. But of the three firms studied, only
LWL's strategic considerations were similarly not LWL had laid out specific export marketing goals. 

caused by changing market conditions but by the Even if smaller firms do not have adequatz skills or 
need for export channel adaptations. They had a resources to devote, to strategic planning, third 

umrnver in U.S. sales representatives. The choice parties such i's marketing consultants, distributors, 
was to create a compan) -owned sales force or noncompeting manufacturers and export trading 
continue to cooperate with a strong U.S. rep. who companies can provide much-needed assistance. 
viould operate a "fill-in warehouse". This While there may be some expense involvd in 
warehouse operation weuld create immediate avail- getting this L21p, the costs that flow fiom making 
ability of LWL products whenever dealers required poor strategic decisions will far outweigh such 
a few items. But LWL would still be dependent on investments in planning. 
the motivation of that rep. 

2. Canadian firms thinking of exporting to the 
PTL was in a much more volatile market. The U.S. mu,-t engage in adequate marketing resear.'i 

recent downturn in the semiconductor industry had on &,.ongoing basis in orler to achieve and main
a major impact o:, PTL; forcing employee layoffs. tain a successful export drive. 
The situation illustrates both the advantages and 
vulnerability in using an indeperdent sales rep. API had no prior idea why U.S. customers might 
PTL's independent agents have characteristics or might not buy their rugs or the hues that might 
suitable for eyploiting one customer market, be preferred in different U.S. regions. The lack of 
However, these strengths can be illusory when other buyer behavior thinkirg and research affected their 
market segments are being considered. The control ability to select geographical regions on which to 
of an independent marketing arm (sales rep.) is concentrate. LWL developed a new product, only 
more apparent than real and relied on PTL's ability to discover later that New England builders had a 
to produce products which were a good fit with its negative attitude toward it because their design did 
existing rep's customers. not allow them to carry gyproc to upper stories 

through the wirdow. Further, LWL also found out 
Two not-necessarily conflicting strategies are that the mark,' structure in the Mid-Atlantic region 

available to the company, expanding the range of was far more 'ompetitive than in New England. 
products manufactured so that the reps. can carry a LWL products were over-built and over-priced for 
broadened portfolio, and establish some direct links the former market. PTL knew that the sales 
with customers to deal with weaknesses in existing potential and buyer behavior varied according to the 
market coverage. PTL has since recovered, but with end market served. However, PTL lacked 
considerably less growth than historically the case. information that would enable them to make a 
It has extended its product line, offering additional rez tic assessment of how these customer markets 
processes and developing second and third would respond to the prevailing industry slump. 
generation equipment, and has ',tepped up its 
personal 	contact with its U.S. customers. 3. Smaller Canadian firms wishing to export to 

the U.S. should realize that they must be prepared 
to commit significantrcsources to the venture. 

Managerial Implications 
All three firms found out fairly soon that the 

Although these companies were in very distinct U.S. market is very competitive, and that export 
markets as regards to their products and PTL was in market development requires more resources than 
a volatile market compared to the mature ones faced they had anticipated. API needed additional 
by the others, these case studies offered several resources for dealer support, in-store promotion, 
similar export-related managerial implications, and sales visits. LWL had to stress its commitment 
These are: to the U.S. market in order to olitain the 

cooperation of the dealers. This involved key 
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resource decisions: whether a contribution should purchasing behavior. These transaction-related 
be made towards a rep's warehouse; should a factors suggest that a standard distribution strategy
company salesperson be employed to cover New for the U.S. will leave some market segments
England?; and the possibility of significantly unserviced. 
increasing the promotional budget. Similarly, PTL 
was faced with the key strategic question of estab- t- The market scanning function must be
lishing a company-owned sales force to supplement considered a central business activity. Export
the selling effort; and the recognition of intermediaries represent strategic and essential
inadequacies in their advertising and promotion substitutes for resources in which small firms are
budget compared to competition. deficient. However, exporters must realize that 

intermediaries pursue their own objectives and4. Smaller Canadianfirms can easily select a operate in customer markets of their own choice.
less-than-optimalU.S. marketingchanneland under- Consequently, intermediary contributions, in terms 
estimate the difficulties involved in obtaining of market surveillance and market information
adequate performance from members of the channel provision functions, are restricted. Thus, the 
or channels, exporter must also monitor and assess overall 

market activity. In particular, understanding
All three Canadian exporters underestimated the product adoption behavior is crucial for deterabove difficulties. API relied principally on one mining, evaluating and segregating relevant market 

large agent, for whom API products did not opportunities, including those of future significance.
constitute a major line. Further, API did not 
perceive the importance of supplementing this with Se!ecting an export method and agent is a
adeq'ate in-store promotional support until export fundamental decision. The decision to use indepen
sales siuu;'-Pd. LWL initially relied on two U.S. dent export interniedianes is subject to modification 
manufacturers' represet!qtives who would sell and/or change. However, the flexibility this choice
directly to dealers. One was i successful "trail- affords is similar to choosing an express highway as
blazer" who later was not as compctent at main- a motor route. On a highway, exits are structurally
taining dealer relations. LWL then s vitched to determined, the direction and path are fixed and
another rep. The second manufacturers' rep. -ri- visibility is limited to nearby terrain. Use of
tative was working in a competitive region and with intermediaries imposes contractual obligations and
little headway made, switched his interests to other severely constrains the scope for managerial action,
producers' lines. PTL exhibited at trade shows, and compared with company-owned administrative
used independent U.S. sales representatives v ho arrangements. Thus the benefits gained from
also carried different suppliers' products. PTL had having independent export organizations are a trade
difficulties in obtaining market reports and the off for the increased rigidity their use imposes. 
names of customer contacts from the sales 
representatives. Now PTL was considering * Market opportunity is dynamic and firrs must
employing a company sales representative fo' part adapt administratively to such changes. In the U.S.,
of the market. the number of potential transactions available for 

many firms are significantly greater, in bothAs new exporters, these and other firms had to magnitude and vaiiety, than in Canada. These
take the sales/distribution channels they could get. market characteristics should be recognized in the
Few options were open to them as newcomers and, organization and structure that is chosen for 
to some extent, this led to difficulties after the initial exploiting the U.S. market. Further, firms should 
years in the U.S. market, tonot regard the methods they initially choose 

handle markets as fixed. 

Lessons to be Learned * Managing interlirm relationships is the critical 
element in export success. This involves the

* The U.S. market is not homogeneous. explicit recognition that the intermediary, although
Administrative choices regarding the organization of autonomous, is an integral part of the exporter's
export activities must reflect potential customer operation. Firms should therefore recognize limits
characteristics and how these have an impact on and strengths in their own administrative capacity
market coverage. Such characteristics include before selecting export intermediaries.
 
market size, accessibility, location, dispersion and
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Key Success Factors For Small/Medium Sized Canadian 
Manufacturers Doing Business in the United States 

Kenneth G. Hardy 

In the March, 1987 issue of Business Quarterly, 
Kenneth G. Hardy, a professor at School of Busi-
ness Administration, The University of Western 
Ontario, reported on 
trade commissioners 
exporters to the U.S. 
conclusions were: 

Failures 

research conducted among 
and successful Canadian 
(page 67). His principal 

1. Mainly, failures reflected deficient 
management skills, rather than resource or 
technological deficiencies, arid one of the main 
problems was weak marketing. 

2. Unsuccessful exporters demonstrated a lack of 
undersianding of the commitments required in 
exporting. 

3. Unsuccessful exporters were frequently not 
organized properly for exports. 

Successes 

1. The produrts produced by these firms were 
specialty or niche products, i.e. narrowly-defined 
products and/narrowly-defined applications, 

2. In deciding to export to U.S. markets, the 
exporting firms had realized that the Canadian 
market was too small for them. 

3. The successful firms were committed to U.S. 
markets and willing to invest time and money in 
them. 

4. The relative importance of exporting overall, 
and specifically to the U.S., was large for most of 
these firms. 

5. Firms found trade shows to be absolutely 
critical in developing the market, and in finding new 
channels of distribution. 

6. Channels of distribution were perceived as 
being different in the U.S.-more manufacturers' 
reps or agents are used. 

7. Most firms found that selling FOB U.S. 
destination, or FOB U.S. entry point, removed 
buyers' fears of buying something foreign. 

8. Small things do matter! 

9. Government export assistance programs were 
viewed as useful and worth continuing. 

10. The perceived impact of free or freer trade 
was judged to be negligible. 

Editor's note: Reprints of Dr. Hardy's article are 
available by calling Business Quarterly (519) 661
3309 
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Instructors Notes 2-1 

Questions for Discussion 

1. What isthe difference between domestic and international research? 

The basic difference between domestic and international research lies in the environment 
in which the research is conducted. Although the research objectives are often the same, 
a different approach must be used for international research becauS, of four factors: new 
parameters, new environmental facto-s, a greater number of variables involved, and a 
broader definition of competition. 

In transacting business across borders, firms eacounter parameters not found domestically, 
such as duties, foreign exchange rate fluctuations, and logistics of distribution. Other new 
parameters will also be encountered depending on the mode in which the firm is entering
international markets, be it through exporting, licensing, foreign direct investment or as 
part of a joint venture. These international activities often require research that is different 
from domestic research. 

The environmental differences that require specialized international research include 
cultural, legal, political, language differences, and differences in levels of technological 
advancement. 

The greater number of factors involved in international research occurs because a firm 
must consider one or more environments other than its own, as well as the interactions 
between these elvironments. 

The larger group of competitors also makes international research different from domestic 
research. A firm often enters the international marketplace because of international 
competition, so it is aware of its direct competitors. However, it also needs to evaluate 
firms that are potential competitors. 

2. How does "going international" affect the environment perspective of a finn? 

When a firm goes international, it must automatically broaden its analyses of the 
environment to include the situation in each country with which it interacts. Because of 
the number of tactors involved, the international environment is much more complex than 
the domestic one; as a result, the firm must reirain from making assumptions that may be 
true for its domestic environment but not necessarily the international environment and be 
alert to the interaction of the various factors and the possible effects. The elements which 
should be evaluated include the needs of the consumers, their culture, social structure, 
technology, legal system, and political situation, as well as the economy of each country 

Source: 	 international Business Manual, Czinkota, Michael R., Rivoli Pietra, llkka A. Ronkainen; p. 72.
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Instructor Notes 2-1 (continued) 

involved. These factors provide the basis for decisions which may differ in each foreign 
environment. 

3. 	 You are employed by National Engineering, a U.S. firm that designs subways.
Because you have had a course in international business, your boss asks you to spend 
the next week exploring international possibilities for the company. How will you go 
about this task? 

To begin international research, one needs to define the research objective. The first 
research objective for National Engineering would be to acquire general market 
information in order to analyze foreign market opportunities and to select certain countrie-s 
for more thorough research. To evaluate the foreign market needs for subways, one might 
concentrate on large population centers. One would conduct preliminary research covering 
population figures, urban population, total and per capita GNP. These secondary data are 
available from the U.S. government, other governmenis, and international organizations.
This broad research would make it possible to narrow down the potential target countries 
for which to conduct more detailed research. 

With the first phase of research completed, secondary data are still helpful to further 
narrow down the potential markets. One would analyze the potential target market trends, 
growth rates, legal restrictions, and demand for transportation systems. These data are 
available from the U.S. government, trade associations, and other firms. For example, 
the U.S. government publication, Export Statistics Profiles, might show sales of 
transportation related products to each country, competition levels, growth of the 
transportation industry, and future trends. Weather statistics would also point out markets 
that might need subways because of harsh winter climates. Areas where earthquakes are 
common might be eliminated from the list of potential markets. When using data from 
various sources, units of measurement may vary, and some data may be more accurate 
than others. Also, different times of data collection must be taken into account, because 
environmental factors such as the state of the economy and the level of transportation 
infrastructure could change. In these preliminary stages of research one would narrow 
down target markets and select potential opportunities, being careful to avoid unnecessxy 
or inaccurate data. 

4. 	 Please discuss the possible shortcomings of secondary data. 

There are several drawbacks to secondary data. First, the data were originally collected 
for a certain purpose and subsequently had certain constraints. In reusing the data, the 
researcher may have different constraints, hereby invalidating the relevancy of the 
secondary data. Furthermore, the quality of the source and the method in which the data 
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Instructor Notes 2-1 (continued) 

were collected may be questionable. Secondary data are also often outdated, and in rapidly 
changing environments often not adequate. 

5. Why should a firm collect primary data in its international research? 

A firm should collect primary data because secondary research may not answer specific
questions which are of particular concern to a firm. Secondary data is "old" primary
research Therefore, as the secondary data were first generated with certain questions and 
constraints in mind, the results may not be valid for other later questions, which may have 
different constraints. Only the general findings will be useful to the firm using secondary 
data. Because the usefulness of secondary data is limited (and possibly outdated), firms 
should use priniay research to analyze situations and answer specific questions. 

6. How is the international research affected by differences in language? 

International research is greatly affected by language. When researching the international 
market, one has to understand the respective cultures; in order to dot his properly, the 
researcher must be familiar with the local language (the formal language as well as the
"slang" and local expressions commonly used). Direct translation from one language to 
another alone is not enough, as the meaning of what is being translated will most likely 
change. More information will be available to the researcher if he or she is literate in the 
respective language-local libraries, governmental papers/research, talking to a wider 
variety of people, etc.... 

7. Is highly-priced, personalized advice from an individual really worth the money? 

The advice received is just one person's opinion, which may or may not reflect the market 
trend. However, if that individual has special access to information valuable to a firm, it 
may be worthwhile. 

8. What type of data would you enter into your international information system? 

The data entered into the international information system must be relevant, timely,
flexible (available in the formats needed by management), accurate, exhaustive and 
convenient (easily accessible). The student needs to identify here the purpose of the IIS 
and build the system based on data which meet the above criteria. 
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Suggestions for Group Project 

A good way to let students understand the value and shortcomings of secondary data is 
to assign short group projects (with lead time of one week or less) which require the use of suc" 
data. Emphasis can be placed on the creative use of such data by forcing students to think about 
proxy variables (e.g., number of television sets as proxy for potential use of VCRs). The goal
should not be to have students develop a complete international business strategy, but rather to 
enable them to nairow down the number of options, for example in terms of countries, from a 
very large number to a more manageable one. 

We have also found that it isan excellent exercise to require students to prepare a report
of one page for the class. This way, even if vast quantities of data have been found, the 
students are forced to recognize th.t this finding cannot necessarily translate into presentations 
of extraordinary length. 

As far as primary research is concerned, we have not found it practical in most instances 
to ask students to carry out a primary international research project ir. the classroom. The length
of the semester is simply too short to permit students to do an adequate job. However, it is 
useful to let students go over the exercise of preparing a primary research project by developing 
a research outline. Such an outline can include possible sources of information, prescreening
of markets for potential research problems (through secondary data), and developing potential
sampling frames. These exercises have turned out best when linked with specific countries and 
specific products so that students can narrow down their focus rather than wallow in generalities. 

Copyright 1992, The Dryden Press. 
All Rights Reserved. 
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3. 	 Using the data in the Appendix to Chapter 3 (HO 2-1), assess the market potential for 
(a) power generators and (b)consumer appliances in (1) the Philippines, (2) Jordan, and 
(3) Portugal. 

Based on 1982 figures, in order of volume of consumer spending, Portugal would have 
the highest market potential for consumer appliances, the Philippines the second, and Jordan the 
third. 	 In Portugal, consumption expenditures per capita were $1,656, with $169 of that spent 
on household durables. For the population of 10 million, total expenditures on household 
durables were approximately $1.69 million. Consumption expenditures per capita in the 
Philippines were $506, with $27 going to household durables, and total expenditures on 
household durables were $1.4 billion. Jordan had higher per capita expenditures on household 
durables than the Philippines, $52, but the population was smaller and the resulting total 
expenditures on household durables were approximately $183 million, the least of the three 
countries. 

In the power generator market, Portugal seems to have the greatest potential. It 
consumes 12.3 percent of the U.S. consumption of electricity, yet produces three billion less 
kilowatt-hours than the Philippines, which consumes only 3.4 percent of the U.S. consumption. 

4. 	 From the international marketer's point of view, what are the opportunities and problems 
caused by increased urbanization in developing countries? 

Increased urbanization in developing countries is advantageous for international marketing
because it centralizes the potential market, thereby centralizing the market research area and 
advertising area. Urbanization also simplifies the logistics of product distribution. The greater 
ease of distribution to urban areas brings down the costs of the product, and the savings may be 
passed on to consumers, thereby potentially increasing consumption. One phenomenon of 
marketing that occurs in urban areas is that consumers are influenced by other consumes around 
them. This can result in advertising affecting more people than it directly reches, through the 
demonstration effect. In contrast, in rural areas where there are few stores and products are not 
displayed, consumers are not as aware of what is available to satisfy their existing needs. 

Newly urban environments in developing countries are different than urban settings in 
developed countries, and marketers must adjust their techniques accordingly. For example, in 
developing countries people who art entering the urban environment often have left poor
economic situations and are looking for new opportunities in the city. Thus, they often have 
very little money and might not buy many things other than subsistence items for a few years.
They may also send most of their income to family members outside of the urban setting in 
order to support them. Another difference is that the infrastructure needed in order to use 
certain products may not be in place. For example, China's per capita energy consumption is 
5.6 percent that of the United States. This would have a large impact on a company planning 
to market electrical appliances or any energy-related product there. 

Source: 	Czinkota, Michael R. and Ilkka A. Ronkainen. International Marketing Manual. Chicago, Second Edition, 
Copyright 01990 The Dryden Press. Chapter 3, p. 19. 
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Questions for Discussion 

1. 	 Many rational reasons exist for rejecting a particular market in the earlier stages of 
screening. Because such decisions are made by humans, some irrational reasons must 
exist as well. Suggest some. 

The 	 two basic dangers in screening foreign markets are (a) screening too many and 
(b) screening too few. In either of these alternatives, the criteria used may not be only the 
rational ones textbooks advocate. Consider, for example, that markets within a region 
(such as Latin America or Africa) may be stereotyped in such a way that individual market 
characteristics are not acknowledged. Individual bad experiences with a market, or even 
with individuals from a given market, may cause a rejection without rational explanation. 

2. 	 If, indeed, the three dimensions of distance are valid, to which countries would U.S. 
companies initially expand? Consider the interrelationships of the distance concepts. 

The distance dimensions, economic, cultural, and geographic, often push companies into 
choosing similar markets to their own in the initial stages of their internationalization 
processes. Therefore, one tends to find that U.S. companies have started off with Canada, 
and, in the case of European expansion, with the United Kingdom. In both of these cases, 
the distances spanned by all dimensions are the shortest possible. In the case of Mexico, 
geographic distance is indeed short, but the remaining dimensions cause major challenges. 

3. 	 Is globalization ever a serious possibility or is the regional approach the most the 
international marketer can hope to attain in term!; of standardization? 

For many, regionalization is seen as a transitory step en route to global strategy. 
Marketing may be one of the functions for which this transition is necessary. For 
example, in many companies production may already be global, but marketing may be on 
a regional basis. 

Some of the reasons for this transition may be (1) the number and size of units (i.e., the 
necessity of grouping subsidiaries if they are numerous and small in size); (2) closeness 
(i.e., possibilities of spillover effects and similarity in customer behavior); as well as 
(3) integration (i.e., the lack of trade restrictions between nations of certain regions). 

OCopyright 1992, The Dryden Press. All Rights Reserved. 
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4. Is a "world car" a possibility? 

This question can be answered partly by showing the film "The World Car is Born," which 
documents efforts by the Ford Motor Company to build a car to satisfy worldwide 
consumer needs. It is available from the Modern Talking Show Picture Service (5000 Park 
Street North, St. Petersburg, FL 33709). 

To produce a "world car," a number of challenges have to be met. One of the major ones 
is the internal challenge; i.e., how to get an auto manufacturer's largely autonomous units 
to collaborate in the way needed. 

A good example of such an attempt was the Ford Escort. The Escort was initially 
designed by Ford of Europe to have common parts on both sides of the Atlantic. Indeed, 
when the car was introduced in the late 1980, ads showed it covered with a large draped 
cloth made up of the flags of different nations, to emphasize its international heritage. In 
international sales, the Escort was a winner; in terms of a "world car," not really. The 
U.S. side started almost immediately after the launch of the concept to change it. North 
American engineers did not like the door design, for example, because it would have 
required new equipment at U.S. factories. As they altered one part, specifications for 
others missed by millimeters. By the time the Escort made its U.S. debut, the European 
and the American versions shared only one part-a water pump seal. Today, Ford is 
tackling such problems with its "centers of excellence." (For a discussion, please see 
chapter 21, especially Global Perspective 21.2.) 
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UNIT 3
 

Title: PRODUCT ANALYSIS AND STRATEGY 

Purpose: This unit is designed to examine changes needed to the product for marketing 
internationally. 

Objectives: ,"a assess any needed adaptations of a specific product for selected markets. 

Materials: 

Transparency 3-1 Unit Overview 
Transparency 3-2 What is a product? 
Transparency 3-3 Definition of Product 
Transparency 3-4 The Levels of a Product 
Transparency 3-5 Standardization Versus Adaptation 
Transparency 3-6 Definitions of Standardized and Adapted Marketing Mixes 
Transparency 3-7 Examples of Standardization 
Transparency 3-8 Examples of Adaptation 
Transparency 3-9 Product Adaptation Strategies 
Transparency 3-10 Straight Extension 
Transparency 3-11 Product Adaptation 
Transparency 3-12 A Successful Adaptation or Straight Extension? 
Transparency 3-13 Product Invention 
Transparency 3-14 Factors Affecting Product Adaptation Decisions 
Transparency 3-15 Definition of Competitive Advantage 
Transparency 3-16 Definition of Received Value 
Transparency 3-17 Product Differentiation 
Transparency 3-18 Worthwhile Product Differences 
Transparency 3-19 Product Positioning 
Transparency 3-20 Successful Positioning 
Transparency 3-21 Checklist: Product Analysis 

Handout 3-1 Can World Brands Cross Borders? 
Handout 3-2 Searching for New Ideas Overseas 
Handout 3-3 Canadian Foremost Ltd Case 
Handout 3-4 Checklist: Product Analysis 
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ExporlImport Unit 3 

References for Instructors: Reading for Instructors only in Book 2: 

R3-1: International Product Policy: The Basic Product and Its Attributes. 

Activities: 	 Case Discussion: Canadian Foremost Ltd (Optional)
 
Other short exercises are listed in the T-outline.
 

Estimated Time, 	 2 hours 

Unit Outline 

I. Introduction and Overview 

II. What is a Product?
 

I'L. International Standardization versus Adaptation
 
A. Profitability tradeoffs 
B. Sources of information 

IV. Product Adaptations 
A. Positioning, regulatory, and non-tangible product changes 
B. Core and tangible product modifications 

V. Product Advantages 
A. Identifying competitive advantage 
B. International business blunders 

VI. Case Discussion 

Vil. Checklist: The Product Adaptation Stage 

201
 



UNIT 3
 

Product Analysis and Strategy
 

CONTENT 

I. Introduction and overview 

The goal of this unit is to develop an under
standing of the possible product adaptation 
that may be needed in order to introduce a 
product into sclectea markets or market 
segments. 

To achieve this goal it is first necessary to 
have a clear understanding of the definition 
of a product. From that foundation, we can 
discuss the implications of two general 
product strategies, international standard
ization anid product adaptation. After that 
discussion, we can examine the sources of 
product advantages that can be used to make 
your product more competitive in the global 
arena. 

I. What is a product? 

What is a product? 

Is a product simply a physical good? 

Can the services provided by a lawyer be 
considered a product? 

Can a watch, for example, provide more 
than a simple knowledge of the time of day? 

Can that watch be a fashion accessory? Can 
it provide status? If received as a gift, can 
the watch represent tradition, respect, or 
affection? 

PROCESS 

Put up TP 3-1: Unit Overview. 

Put up TP 3-2: What is a product? 

Note: Encourage students to respond to 
these questions and explain their responses. 
Allow students to think of situations when 
the watch is more than a timepiece. 
Consider adding other examples of products 
and apply the same questions. 
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The answer to these questions is "YES." 

A physical object can represent more and
 
provide more benefits than might suggested
 
by the object's physical characteristics.
 

This is why marketers define a product as
 
being:
 

"Anything that can be offered to a market 
for attention, acquisition, use, or 
consumption that might satisfy a want or a 
need." 

A product can include physical objects, 
services, persons, places, organizations, 
and/or ideas. 

Business persons need to think of a product 
as having three levels. 

First, at the most basic level, there is a core 
product. The core product consists of the 
benefit or service that consumers are seeking 
by buying the product. Theodore , a 
professor at Harvard University, Las used 
the example that buyers "do not buy quarter-
inch drills; they buy quarter-inch holes." In 
other words, buyers do not purchase a drill 
for its physical attributes, but rather for the 
benefits having the drill will provide them. 
In this example, the benefit is a hole of 
specific width. 

Second, there is the tangible product (or, 
actual product). The tangible product 
consists of the characteristics of the 
marketed good or service. There can be as 
many as five different characteristics, 
including some or all of the following: 

1. the Oualit level 
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PROCESS
 

Present TP 3-3: Definition of Product. 

Put up TP 3-4: The Levels of a Product. 

Exercise:
 
Think of an example of two products
 
representing a product category and discuss
 
how they differ in terms of the three product
 
levels. For 9xample, "What are the core,
 
tangible and , ugmented products of:
 

- a bcttle of catsup?"
 
- a Volvo sedan?"
 
- a Rolex watch?"
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2. the product Features 
3. the product Styling 
4. the Brand name 
5. the Packaging 

Finally, an augmented product may exist 
around the core and tangible products. The 
augmented product includes any additional 
benefits, services, or goods that are 
provided with the core and tangible 
products. For example, warranties of parts, 
free delivery, credit terms, after-sales 
service, and training can all be part of the 
augmented product. 

When developing and marketing products, 
one must identify the core consumer needs 
that the offering will satisfy. Then, he must 
construct a tangible good or an actual 
service, and augment it in ways that will 
re:,ult in a bundle of benefits that will best 
satisfy consumers. 

In developed countries, much of the compe
tition between companies takes place at the 
product augmentation level with companies 
adding additional services and benefits to a 
basic prod.ct offering to satisfy consumers 
better than th-.ir competitors. 

M. Standardization versus Adaptation 

Given the differences in the market or 
markets that have been targeted, one must 
decide how much, if any, to adapt their 
products and programs for the unique 
characteristics of each market and/or the 
different needs of the consumers in those 
markets. 
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Exercise:
 
Use the watch example again. "How do
 
different watch makers make their product
 
offers different by altering the c3re,
 
tangible, and augmented products?"
 

Put up TP 3-5: Standardization vs.
 
Adaptation.
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CONTENT 

One option is to use a standardized product
 
offering and marketing program worldwide.
 

The other option is to adapt, or differentiate, 
the product offering for each target market 
or sub-market. 

A standardized marketing mix means that
 
the same basic product, promotion, and
 
distribution are used in all of a company's
 
markets.
 

An adapted marketing mix requires that a 
company change major aspects of its 
product, promotion, or distribution in order 
to be competitive in each of its international 
markets. 

A standardized marketing mix offers the 
promise of the lowest possible costs as no 
changes in the design, production, distribu
tion, or promotion are made as the product 
is introduced to new markets. Economies of 
scale can be achieved as product production 
increases to meet the demands of new 
markets. 

Products that are standzxdized are frequently 
referred to as world b.ands. 

The potential disadvantage of a standardized 
marketing inix is that costly mistakes can be 
made. 

Sony Corporation markets the Sony Walk-
man in the same way in all of its markets. 
Sony has been successful in developing 
standardized products for the global market. 

Black & Decker and Coca-Cola have essen
tially standardized marketing mixes although 
each company has made minor modifications 
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PROCESS
 

TP 3-6: Definitions of Standardized and 
Adapted Marketing Mixes 

Discussion: "Can World Brands Cross 
Borders?" Discuss how the homework 
reading relates to today's topic (HO 3-1). 

Discuss TP 3-7: Examples of Global 
Standardization. 
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of either the product or the promotional 
strategy to accommodate cultural 
differences. 

On the other hand, Campbell Soup failed to 
understand the barriers that would exist in 
England when they introduced their 
condensed soups. A standardized marketing 
mix was clearly inappropriate in this case. 
Another potential disadvantage of a world 
brand is that long-run profitability may 
suffer because the standardized offering 
never achieves its full potential in markets 
characterized by differences in consumer 
preferences, culture, and habit. 

An adapted marketing mix promises larger 
market share and profit return as the 
tradeoff for higher costs. With an adapted 
marketing mi:,, elements of the rnirketing 
mix (product, price, promotion, and 
physical distribution) are changed for each 
market, sub-market, 'r target market. The 
resulting increase in costs are expected to be 
offset by higher levels of consumer 
acceptance, consumer satisfaction, and 
market share. 

IV. Froduct Adaptation Strategies 

In fact, standardization and adaptation are 
only extremes in a continmium of possibilities 
that the business person can choose in 
evaluating a product or other elements of the 
marketing mix. 

There are three common product strategies 
that may be chosen - straight extension, 
product adaptation, and product invention. 

Discuss TP 3-8: Examples of Adaptation. 

Note: Be sure to emphasize that this 
approach is not a panacea, as shown in the 
Campbel;'s Soup example. 

Put up TP 3-9: Product Adaptation 
Strategies. 
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Introducing a product in a foreign market 
with no changes is referred to as a straigh 
extension. This is a low cost strategy 
because it involves little or no additional 
expense, but it does require that the business 
person confirm that the foreign consumer 
will use the product. 

Product adaptation involves modifying an 
existing product to meet local conditions or 
preferences. The extent of the product 
modifications can be extensive or super-
ficial. Versions of a product can be made 
for geographic regions (Western Europe), 
countries (France), cities (Paris), or even 
channel intermediaries (different versions for 
different retailers). 

For developing countries, some companies 
have modified products to meet basic needs 
limiting the number of product character
istics in order to keep costs and prices low. 
This allows consumers in those countries to 
buy needed products at prices they can 
afford. As there is frequently little 
competition in these developing markets, a 
basic needs product offering can be success
ful and profitable for the companies 
involved. 

Product invention involves creating new 
products for the foreign market or 
introducing older product forms that are 
better suited to the country's needs/ 
development than newer forms, 

Product invention is the most costly product 
adaptation strategy, but it can be the most 
successful because it is developed with the 
specific needs of specific consumers in 

PROCESS 

TP 3-10: Straight Extension. 

Exercises.."
 
Ask pq',ticipants, "Suggest products that
 
would lend themselves to straight
 
extensions."
 

TP 3-11: Product Adaptation.
 

Exercise:
 
Ask participants, "How must an automobile
 
be adapted for different markets?"
 

TP 3-12: A Successful Product Adaptation,
 
or Straight Extension?
 

Exercise:
 
Which is it? (more straight extension with
 
changes in the message).
 

TP 3-13: Product Invention.
 

Exercise:
 
Ask paticipants, "Which adaptation strategy
 
is used here?" (Product adaptation 
although the core product has not been
 
changed, the augmented product has been.)
 

TP 3-14: Factors Affecting Product
 
Adaptation Decisions
 
Discussion: "Searching for New Ideas
 
Overseas" (HO 3-2).
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mind. It requires the careful study of the 
selected market's characteristics and the 
potential demand for the product. 

V. Assessing Product Advantages 

A competitive advantage is the answer to the 
question, "How does this product provide 
greater value to the consumer than other 
products?" Essentially, all differences 
between your product and the pr. ducts of 
competitors are potential sources of 
advantage. Worthwhile differences are 
those that increase the value of the product 
to the consumer-the value of the benefits 
increases or the cost of the product 
decreases 

By value, we mean the received value of the 
product offering. Received value is the 
difference between the total value of the 
benefits derived from a product offering 
(the, core, tangible, and augmented product 
offering) less the total cost of the product 
(the price, opportunity costs, purchasing 
expenses, psychological costs). 

However, not all differences are worthwhile, 
because not all differences increase the 
benefits or decrease the costs of the product 
to the consumer 

Worthwhile differences must be evaluated. 
Those that meet the criteria listed below can 
be used to position the product offering. 
Worthwhile differences are generally related 
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PROCESS 

Note: This reading highlights the fact that 
companies solve consumer's problems in 
different ways in different countries. An 
existing product in one country may be 
entirely new in another. The advantage for 
companies finding these differences is that 
they can introduce "new" products in their 
own countries without the costs related to 
product invention. 

Put up TP 3-15: Definition of Competitive 
Advantage. 

Put up TP 3-16: Definition of Received
 
Value.
 

Exercise:
 
Ask participants, "What is the rece ved
 
value of a meal purchased in a restaurant?"
 

Exercise:
 
Think of a change to a product that doesn't
 
add value (take away wanted features, or
 
add a feature the market doesn't want).
 

Put up TP 3-17: Product Differentiation.
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to the product's features, performance, 
conformance (to standards), durability, 
reliability, repairability, or style. One can 
identify existing differences or create 
differences by changing the product (through 
augmentation, perhaps). 

Those 	criteria include: 

1. Importance 
Is the difference important to 
consumers? 

2. Distinctive 
Does the difference make the product 
offering distinctive? 

3. Superior 
Does the difference make the product 
offering better than competitive 
offers?
 

4. 	Communicable 
Will it be easy to communicate this 
difference to pot2ntial buyers? 

5. Preemptive 
Can you beat others to the market in 
promoting this difference in your 
offering? 

6. Affordable 
Can you provide this additional 
benefit(s) without raising your own 
costs unreasonably? 

7. 	Profitable 
Will this difference lead to greater 
profitability for you? 

PROCESS
 

Discuss TP 3-18: Worthwhile Differences.
 

Exercise:
 
Ask participants, "What makes an Audi
 
different from a Mercedes? A Mercedes
 
from a Volvo? A Volvo from an Audi?"
 

"Rank Order the three automobiles in terms
 
of quality. Which is better? Why do you
 
believe this is a correct ordering?"
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Those product differences that meet the
 
above criteria are your competitive
 
advantage. The effectiveness with which
 
you communicate and promote that
 
advantage determines your success in the
 
marketplace.
 

If successful, you wil have positioned your Put up TP 3-19: Product Positioning.

product. In other words, your product will
 
be 	seen as unique, without competition. A 
successful positioning strategy results in Put up TP 3-20: Successful Positioning. 
consumers having a clear understanding or 
your competitive advantage and clear 
expectations about what they are likely to 
receive if they purchase the product. 

VI. Case Discussion: Canadian Foremost Discuss the reading on "Canadian Foremost 
Ltd Case" (HO 3-3). Encourage students to 

This case can be used to illustrate many of relate the problem in the case to the material 
the points discussed in the lecture. If you discussed in the lecture. Encourage creative 
choose not to use this case, alternative solutions to the problems encountered by
activities would include: Canadian Foremost. 

1. Identifying brands of products from a 
single product category and discussing 
their desired position (How was the 
company trying to position the product?) 
and their achieved position (How do most
 
consumers view the product?). Define
 
the positions of the brands and challenge
 
groups of students to develop a product
 
concept that would be different from the
 
brands discussed and might serve some
 
consumers' needs. Cigarettes are usually
 
a popular example.
 

2. 	 If a number of students have products of 
their own, encourage those students to 
discuss the differences between their 
product and their competitors' products. 

210
 



Export/Import Unit 3 

CONTENT 

Then, encourage other students to discuss 
the possibility of extending or adapting 
that product into another country 
(Perhaps, Germany or Hungary). Can the 
students identify barriers in the product 
offering that would prevent its acceptance 
in the other country? Can the students 
identify competitive advantages of that 
product that would extend successfully 
into the other country? 

VII. Checklist: Product Analysis 

Discuss the list of questions presented in 
TP 3-21. 

PROCESS
 

Refer to Reading for Instructors 3-1. 

Put up TP 3-21: Checklist: Product 
Analysis. Distribute HO 3-4. 

Note: For the student's own benefit, they 
should relate the questions on the list to the 
lecture. 
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Unit 3: Product Analysis and Strategy 

Unit Overview 

I. Introduction and Overview 

I. What is a Product? 

III. 	 International Standardization Versus 
Adaptation 

IV. Product Adaptations 

V. Product Advantages 

VI. Case Discussion 

VII. 	 Checklist: Product Analysis 
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What is a product?
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PRODUCT
 

Anything that can be offered to a market for 
attention, acquisition, use, or consumption 
that might satisfy a want or need. 

A product can include physical objects, services, 
persons, places, organizations, and ideas. 
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Source: Philip Kofer, Principles of Markepng, 31e. (c) 1986. 297. 
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GLOBAL STANDARDIZATION
 

versus
 

PRODUCT ADAPTATION
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Standardized Marketing Mix 

An international marketing strategy for using 
basically the same product, advertising, and 
distributio, channels in all of the company's 
international markets. 

Adapted Marketing Mix 

An international marketing strategy for adjusting 
the marketing mix elements to each international 
target market, bearing more costs but hoping for a 
larger market share and a larger return. 
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EXAMPLES OF PRODUCT
 
STANDARDIZATION
 

n 	 Black & Decker, the tool manufacturer 
markets the same tools with similar pro
motional approaches in many different 
countries. 

in 	 Sony Walkmam are the same worldwide. 

n 	 Coca-Cola is considered a global product 
although it is less sweet or less carbonated 
in some countries. 

(_ 	 Unfortunately, Campbell Soup lost an 
estimated $30 million in introducing its 
condensed soups in England--Consumers 
saw the small cans and did not realize 
that water was to be added. 
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TP 3-8 

EXAMPLES OF PRODUCT ADAPTATION 

Gillette sells over 800 products in more 
than 200 countries. It now finds itself in 
the position of using different brand 
names and formulations for the same 
products in different countries. 

n 	 McDonald's serves beer in its restaurants 
in Germany, chili sauce instead of ket
chup on its hamburgers in Mexico. 

n 	 IBM produces different comnputer key
boards to match different languages--20 
different keyboards in Europe alone. 

n 	 Mister Donut serves coffee in smaller and 
lighter cups in Japan to better fit the 
fingers of the average Japai;ese consumer. 
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PRODUCT ADAPTATION
 
STRATEGIES
 

1. Straight Extension 

2. Product Adaptation 

3. Product Invention 
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STRAIGHT EXTENSION
 

Marketing a product in an international 
market without any change. 
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PRODUCT ADAPTATION
 

Changing a product to meet the local 
requirements, conditions, or wants of 
a foreign market. 
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A Successful Adaptation, or Straight Extension?
 

The first toothpaste

to leave the
 

Soviet Ministry f
cHealth's 
Central Scientific-Research 

Institute of Stomatologysmiling.
 
r-W; - I to Ivs,ijU v'-h okye nvwd that t isf$ot erfertrve 

C q i ii xidlohI Io . , pr(.-Ki.i.'taIrdb, ' "r.,y
first a-)d rly o ,rhpoIr, 11'5no wyodn ColnJm..is by 

. 0I 'M !,Ie', MV1",.,. far the v,', Id k,, v krr -n o;at co,, 
Lpv,'ath',lt':, ufhlJalf Colgale VA.xking to eep I1,hw'jldwal (ifal Pjn -v l1 S1111111y 

A .d:t ddn't ctw , ..isiy Aik'. 
v(., nti. vl -:*'(r '10 1(,' .te,SIM
swvIl' de'ilal it, .v' (I, 1,l1"J,,', 7M 
BECAUSE YOUR SMILE WAS MEANT TO LAST ALIFETIME. 

Source: © 1992 The Dryden Press. All righls reserved. Courtesy of Colgate-
Palmolive Company. © 1992 The Dryden Press. All rights reserved. 
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PRODUCT INVENTION
 

Creating new goods or services for
 
foreign markets.
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Factors Affecting Product-Adaptation Decisions
 

Regional, Country, or Local 
Characteristics 

Government Regulations 
Nontariff Barriers 
Customer Characteristics.

Expectations, and 
Preferences 

Purchase Patterns 
Culture 
Economic Status of Potential Users 
Stage of Economic Development 
Competitive Offerings 
Climate and Geography 

Source: V. Yodo. Adaptig Pmducts or Expor(New York Th 

Product Characteristics 

Product Constituents 

Brand 

Packaging 
Physical Form or Appearance

(e.g., Size, Styling, Color) 
Functions, Attributes, Features 
Method of Operation or Usage 
Durability, Quality 
Ease of Installation 
Maintenance, After-Sale
 

Service
 
Country of Origin
 

Decision 
to Alter 

Domestic 
Product 

Conlenmce Board. 1983). 7. RePntcd wili permission. 

Company Consderations 

Profitability 
Market Opportunity (e.g., Market 

Potential, Product-Market Fit) 
Cost of Adapting
Policies (e.g.,Commonality, 

Consistency) 
Organization 
Resources w 

1090Theg Dryden Pros,. AN igtscmserd. 
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COMPETITIVE ADVANTAGE
 

An advantage over competitors gained by 
offering consumers greater value -- either 
through lower prices or by providing 
more benefits that justify higher prices. 
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RECEIVED VALUE
 

(TOTAL VALUE, DERIVED FROM PRODUCT)
 

minus 

(TOTAL COST OF PRODUCT)
 

equals 

(TOTAL VALUE RECEIVED FROM
 
ACQUISITION AND USE OF PRODUCT)
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PRODUCT DIFFERENTIATION
 

Determining how one product offer will 
differ from the offers of all significant 
competitors by altering the product's
features, performance, conformance, 
durability, reliability, "repairability," 
and/or style. 
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WORTHWHILE PRODUCT
 
DIFFERENCES
 

Differences between your product and the 
products of competitors are deemed to be 
worthwhile bases for product differen
tiation if they meet the criteria of: 

1. Importance 
2. Distinctiveness 
3. Superiority 
4. Communicability 
5. Pre-emptive 
6. Affordable 
7. Profitability 
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PRODUCT POSITIONING
 

The way the product is defined by 
consumers on important attributes--the 
place the product occupies in the 
consumers' minds relative to competing 
products. 
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SUCCESSFUL POSITIONING
 

The best positionings are always simple 
and clear. Customers have little time or 
interest in remembering details about a 
product or service. A company that over
complicates its positioning often ends up
leaving little or no impression with the 
consumer. 

231
 



TP 3-21 

CHECKLIST: PRODUCT ANALYSIS
 
(HO 3-4)
 

Which product should the firm offer abroad? 

What specific features - design, color, size, packaging,
brand, warranty, etc.- should the product have? 

What foreign needs does the product satisfy? 

Should the firm adapt/modify its domestic market 
product and sell it abroad? 

Should it develop a new product for the foreign market? 

Should the firm make or buy the product for the foreign 
market?
 

How competitive is or will be the product abroad?
 

What specific services are necessary abroad at the 
presale and postsale stages? 

Are the firm's service/repair facilities adequate? 

What patents or trademarks does the firm have that -9n 
benefit it abroad? How much legal protection does the 
firm have concepatents, trademarks, etc.? 
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Can World Brands Cross Borders?
 

The following article appeared in THE WALL STREET JOURNAL, College Edition (1986) 

If advertising agencies had their way, multinational companies would all be racing to 
develop "world brands" that could be marketed the same way around the globe. "As you expand 
brands across continents, you keep getting bigger economies of scale and more power," says 
John O'Toole, chairman of Foote, Cone & Belding Communications Inc. 

But multinational companies still have reservations about attempting to create world 
brands despite such well-known success stories as Coca-Cola and Marlboro cigarettes. Sweeping 
theories about world brands leave out some important differences among countries, they reply. 
And while some things like soft drinks have been successfu! in many countries, executives find 
the obstacles much tougher with other products. 

Mark Sloan, European planning director for General Foods Corp., wishes it were true 
that the world brand concept worked consistently. "It would save a lot of time," he says. 
Instead, he finds it necessary to keep tailoring products to different national markets. 

But differences from country to country are moderating, says Prof. Theodore Levitt of 
the Harvard Business School. He has become the high priest of the global-brands movement and 
is a frequent consultant to the major advertising agencies. 

As international communication incfeases, consumer tastes become more similar around 
the world, Prof. Levitt says. Smart companies save costs by operating "as if the entire world 
were a single entity," he adds. The benefits from this strategy "make the multinational 
corporation obsolete and the global corporation absolute," he maintains. 

Big U.S. ad agencies such as Young & Rubicam Inc., Foote Cone & Belding and Doyle 
Dane Bernbach International Inc. agree with the global strategy idea. World brands are 
marketing's "most important development since television," a New York advertising executive 
declares. Another advocate is Europe's biggest agency, London-based Saatchi & Saatchi PLC. 

Some cynics say that the biggest beneficiaries of global marketing are the major ad 
agencies. At Saatchi & Saatchi, global campaigns have fueled much of the agency's rapid 
growth in the past few years. When it won the British Airways account in 1982, it developed 
uniform television commercials that now appear in 34 countries with only the voice-over 
changed for each market. (In the United States, it is referred to as the "Manhattan Landing" 
commercial.) 
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These ads amount to a "British Airways campaign for Saatchi & Saatchi," says a London 
management consultant. The British ad agency doesn't like the criticism, but it has become 
more subdued about its global strategy. It concedes that "if you do dull advertising," no 
worldwide approach can compensate for it. 

At Unilever PLC, the Anglo-Dutch food and detergent company, executives say it takes 
patience to cash in on a gradual merging of national tastes. Standard preferences are more 
common in detergents and soaps than in foods, they add. Unilever's Jif brand liquid soap sells 
well across Europe, but its margarine has different names and styles in each country. And 
Unilever says its Italian-style ice cream had to be modified for France even though sales were 
good elsewhere in Europe. The reason: a French belief that if it wasn't French, it wasn't worth 
eating. 

In technology as well, international companies find global strategies can be hit and miss. 
Stand-alone products such as heart pacemakers can easily be sold the same way worldwide, says 
an ITT Corp. official. But telecommunications equipment has to function within the local phone
system, and it would be naive to ignore national differences, the official adds. Personal 
computers, too, are being sold with plenty of variations. Acorn Computers PLC, a British 
personal-computer maker, plays up technical specifications in ads for the highly competitive
British market but puts more emphasis on how easy its machines are to use in ads for the 
German market. 

Commonly cited as a company with a successful global strategy is Levi Strauss & Co.,
the San Francisco blue-jeans maker. That amuses Rudolf Deutekom, head of Levi Strauss's 
European operations, because a few years ago the strategy started to go awry when the Swedes 
stopped buying jeans. 

At first, Levi Strauss figured Sweden was an oddity. But with the U.S. market for 
ordinary jeans fading as well, the company moved into the broader market for casual clothes in 
those two countries, even selling clothing without the Levi name attached. 

Then other European markets also cut back on jeans buying. So Levi Strauss is 
experimenting with different kinds of casual clothes, including a range of tops, trousers, and 
matching outfits, in France, Germany, and Italy. At such times as these, Mr. Deutekom says,
it is essential to know how to switch between a global and a multinational strategy. 

Reprinted by permission of THE WALL STREET JOURNAL, 01986 Dow Jones & Company Inc. All rightsreserved. 
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Searching for New Ideas Overseas 

The following article appeared in THE WALL STREET JOURNAL, College Edition (1986) 

Browsing in a West German supermarket, executives from Minnetonka Inc. of Chaska,
Minnesota, happened upon an intriguing product-toothpaste in a pump dispenser. This 
alternative to messy tubes hadn't yet rt'r.hed U.S. shores, so Minnetonka quickly contacted 
Henkel, the German manufacturer. 

Together, the companies brought the concept to America in the form of Check-Up
toothpaste. Now, Colgate, Crest, and other major brands are being rushed out in pump form, 
too. "We make grocery shopping a regular part of our business trips to Europe," says Grant 
Wood, vice president of marketing at Minnetonka. "In this case, it helped give us a jump on 
our bigger competitors. We were like the tortoise beating the hare." 

So much for Yankee ingenuity. In addition to pump toothpastes, U.S. marketers have 
looked abroad and found inspiration for such recent products as aseptic beverage cartons, hair
styling mousses, and body fragrance sprays. "The search across oceans and borders for new 
products is heating up," says Ervin Shames, president of General Foods Corp.'s international 
division. He adds that the energy shocks of the 1970s and the Japanese automobile invasion 
helped teach U.S. marketers and consumers "that we can't do it all, and that we can't 
necessarily do it best." 

Facing sluggish growth in most consumer-goods markets, companies are racing to roll 
out new products that might net them a couple of extra market-share points. By copping an idea 
that has worked in another country, they can spare themselves months of research and perhaps
millions of dollars. It's also a way to hedge against the high risk of new-product failure, says
John Summers, director of new business development at Robin Hood Multifoods, a unit of 
International Multifoods Corp. 

Whenever he travels abroad, Mr. Summers takes along an empty suitcase to load with 
samples. Lately, he says, "the cookie environment in the United Kingdom has been pretty
interesting," and he has his eye on Scandinavian fiber-grain snack foods. 

In a survey of senior marketing executives at a new-products conference in Canada in 
1984, 86 percent said they deem foreign products a valuable source of ideas. But what is 
lacking at many companies is an "international intelligence" network. Product Initiatives, a new
product consulting company in Toronto, estimates that only 10 percent of companies have a 
regular system for tracking hot products. 

Some companies subscribe to international new-product newsletters published in Britain 
and Japan; others use product-retrieval services that employ housewives to hunt for samples in 
grocery stores around the world. To satisfy reader demand, Dancer Fitzgerald Sample Inc., a 
New York ad agency, is adding a special international list to its New Product News bulletin. 

235
 



HO 3-2 (continued) 

Despite the keen interest, companies say they don't count on being able to duplicate the 
success of foreign products in the United States. Take tofu and soymilk from Japan. Both are 
struggling to find a niche in the United States. Food in tubes, likewise, hasn't caught on even 
though other countries sell everything from mayonnaise to caviar in what look like fat toothpaste
tubes. "That's one of the great unexplained mysteries," says Norman Barnes, director of 
international marketing at Campbell Soup Co. 

Gillette Co. brought out Body Flowers spray a year ago, but sales are weaker than in 
Europe. U.S. women view the sprays just as fragrances, whereas Europeans also use them as 
deodorants. 

Although it monitors the foreign competition closely, the Life Savers subsidiary of 
Nabisco Brands Inc. doesn't find confectionery products easily adaptable to the United States. 
"The cultural differences in food are vast," John Burke, manager of marketing research, says,
noting that the popular hard candy flowers in Britain are currant and violet, and in South Africa, 
musk. 

A new service will offer guidance on how well foreign products might fare in North 
America. Product Initiatives, the Toronto company, will select 50 new products quarterly and 
survey 400 consumers to measure their buying interest. In a pilot test, consumers gave high
marks to such exotic offerings as a combination window cleaner/bug killer spray from South 
Africa and a Japanese carbonated bubble bath for reducing stress. 

Such data could prove valuable because U.S. marketing executives tend to misjudge 
consumer tastes for foreign products. Many thought the British concept of selling yogurt and 
cereal in a two-section carton would be a hit. But in the pilot study, consumers were cool to 
the idea. 

Sometimes, foreign products may simply need to be repackaged or repositioned.
Consumer panelists frowned on an insecticide device from Brazil that could be plugged into an 
electrical outlet. The package showed a sleeping child, and the thought of a chemical wafting
for hours through a child's bedroom was unnerving. Similarly, consumers didn't go much for 
champagne ice cream from France. The flavor wasn't the problem. Rather, people objected 
to the gimmicky plastic champagne bottles the dessert came in. 

Most market researchers agree that Americans are becoming a ripe audience for 
innovative foreign products. People travel more and have more cosmopolitan tastes. They also 
want to have more fun at the supermarket. Although consumer panelists hooted when Product 
Initiatives showed them disposable men's underwear from Europe, they said they would love to 
be able to try such products. "They want pushing a shopping cart to be an adventure," says 
Edward Ogiba of Product Initiatives. "Too often, it's a drudgery." 
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Canadian Foremost Ltd.* 
Talaat Abdel-Malek 

After reviewing Canadian Foremost Ltd.'s activities over the past four years to develop its sales 
potential in China, Jack Nodwell sumxied up the situation: "What can be seen here is a continu
ally moving target. We have been trying to identify the Chinese requirements and approach to 
business and at the same time work to our company philosophy. The essential question now is 
whether we are doing the right things." As president of Canadian Foremost Ltd., Mr. Nodwell
had successfully negotiated several sales contracts with the U.S.S.R. since 1968 and was now 
directly involved in efforts to promote Foremost's business prospects in China. In early 1985,
he was anticipating an invitation for another visit to China, probably in late May or June. His
immediate task was to decide whether a change in strategy was necessary and to determine what 
further actions were required to enter that market. The People's Republic of China was believed 
to hold considerable long-term potential for the company. 

BACKGRGUND 

Canadian Foremost specialized in the design, manufacture and marketing of high-mobility
vehicles and hydraulic oilfield pumping systems. Through three operating division, the company
served a broad range of primarily energy-related industries throughout the world. In fiscal 1983, 
more than 80% of total revenues were derived from sales to customers outside Canada. With 
its expertise in moving heavy loads over soft ground, the company had placed its large vehicles
in 23 countries throughout the world. A five-year financial summary of the company's opera
tions is given in Exhibit 1. 

PRODUCT LINE 

For three decades, Canadian Foremost had been providing industry with heavy-duty, off-highway
transportation vehicles (Exhibit 2). Payload capacities varied from 4 to 70 tons. Because of 
their mobility in marginal terrain and high load capacities, Foremost's vehicles were used by 
many industries for resource development projects in remote areas, for example in pipeline and
powerline construction, geophysical exploration, mining, construction, and oilfield handling. 

About 200 custom-built vehicles were produced per year. There were two main types.
The first was tracked vehicles. Designed with wide flexible tracks to substantially reduce 

'Copyright 1985 by the Alberta Department of Economic Development and Trade.
 
Source: Lovelock Ch. H., Weinberg Ch. B. Marketing Challenges, Cases and Exercises. Second Edition, Copyright

cMcGraw-Hill Book Company.
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ground bearing pressure, these vehicles provided greater traction and stability thanmore 

conventional vehicles in the transport of heavy equipment, supplies and personnel 
 over soft 
terrain conditions. Tracked vehicles could be fitted with a wide variety of auxiliary equipment
such as drills, cranes and backhoes. 

The second type was wheeled vehicles. These were equipped with all-wheel drive and 
articulated steering, and were built for maximum mobility in difficult terrain. Specially designed
low-pressure terra tires evenly distributed the load over a greater area, thus improving vehicle 
traction and effectively increasing vehicle mobility and gradeability. These vehicles also could 
be quipped with a wide range of auxiliary equipment. Supplied with a deck, they served as 
versatile logistical support units transporting loads weighing up to 70 tons across rough terrain. 

Canadian Foremost's policy was to provide a comprehensive warranty program, on-site 
operator start-up, training and maintenance instruction, as well as complete after-sales 
maintenance with every vehicle purchased. In addition, Foremost insisted on providing to 
foreign customers spare parts for two years of operation with each vehicle sold as part of the 
sale contract at a cost to tlh!, client of approximately 18% of the vehicle(s) sold. 

Prices of vehicles depended on size, type, and special features built in the vehicles to 
meet specific needs. However, prices ranged from $190,000 for a Delta-3 model to $300,000 
for a Pioneer to as much as $500,000 or more for a Husky-8. 

The Competition 

Foremost had very few competitors and was considered by many to be the Cadjilac of its 
industry. The other Canadian producer of off-road vehicles was the Quebec-based Bombardier,
which received significant support from the Quebec provincial government. Bombardier 
produced a wide product line, of which off-road vehicles represented a small portion beside such 
products as sailboats, subway cars, and skidoos. 

Oshkosh was another competitor. This was a very large U.S. company which built large
trucks primarily for use by the military. Oshkosh modified conventional trucks for heavy-duty 
use and had secured several military contracts. Foremost's management believed that it would 
be difficult for Oshkosh to do custom work, and that its trucks lacked the maneuverability and
mobility of Foremost's all-terrain vehicles. However, Oshkosh had appointed an agent in 
Beijing and was actively pursuing market opportunities in China. 
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EXHIBIT 1
 
Canadian Foremost LTD.: Five-Year Financial Summary

1983 1982 1981 1980 1979 

Financial Results 

Revenue $17,124 $13,817 $28,563 $20,390 $8,689
Research and development 542 1,027 1,340 1,525 803 
Income (loss) before taxes and extraordinary loss 1,559 (887) 2,089 768 (631)
Income taxes 474 ._1393) 718 146 (325)
Net income (loss) 1,085 (494) 1,371 622 (306)
Earnings (1ub.) per share 0.29 (0.13) 0.37 0.17 (0.09)

Funds from operations 
 1,743 (543) 2,289 878 (664)
 
Dividends
 

Preferred 
 ---- ---- ---- 19 

Class A nonvoting and Class B 447 447 
 447 426 426 

Financial Positions 

Assets 19,085 10,836 14,489 13,957 9,924

Liabilities 10,333 2.722 543 _5,826 1,970

Shareholder's equity 8,752 8,114 9,055 8,131 
 7,954
Working capital 7,068 6,064 7,634 6,101 6,272

Property, plant and equipment, at cost 2,438 2,248 2,179 1,766 1,441

Log term debt ---- ----...........
 

-Dollar amounts are in thousands, except in case of per share figures. 

Markets 

Canadian Foremost's management realized that its highly specialized custom-built products
required a world-wide market for viable operations. The North American market, regarded by
the company as its domestic market, was subject to cyclical fluctuations in demand caused by
changes in economic conditions and in government policies aimed at key sections, like oil and 
gas. 

The depressed state of the North American market since the late 1970s induced Foremost 
to pursue a more aggressive export policy. As a result, the share of offshore markets rose from 
40% of sales in the early 1970s to 60% in the early 1980s. 

Foreign Markets 

Offshore markets included mainly the U.S.S.R., Peru, Venezuela, Iran and Antarctica. Mr. 
Nodwell felt that his company had gained a good position in thzse markets, many of which 
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continued to show good potential for Foremost's vehicles. Recalling his experience in the 
Russian market, he said, "It took us two years at the beginning to get to the negotiating stage
with the Soviets. But since then we have sold them over 350 machines valued at more than 
$100 million over a 15-year period. Future prospects look good. We feel we now have a good 
understanding of how a centrally planned economy works." 

Earlier Efforts in China 

Canadian Foremost had made considerable efforts, especially during the past four years, to 
ascertain China's needs for Foremost-type vehicles. To gain first-hand familiarity with the 
market, executives had made a number of trips to Beijing and oilfield sites. They also appointed 
China Trade:'s Inc. (CTI), an American agency with offices in the U.S., and Beijing. as 
Foremost's agent in China. CTI was recommended by another heavy equipment manufacturer 
and represented several foreign suppliers of industrial and oilfield equipment in China. 
Foremost agreed to pay the agent a retainer of $12,000 plus a commission of 5% of net selling
price or 2.5 % on third party sales. 

Mr. Nodwell led a company team on a visit to China in 1983. During that visit the team 
was satisfied that its vehicles could effectively meet transportation ni--ds arising from China's 
expanding oilfield exploration and development activities. This assessment was confirmed by
the Chinese technical and managerial personnel with whom the team met during company
organized technical seminars and other functions. The next step was to identify specific types
and models of vehicles which would be required by the Chinese. Requests had been made 
earlier to Foremost for detailed sales and technical proposals with respect to four models, 
namely, the Delta-3, Commander-C, Chieftain and Husky. The proposals were delivered to the 
Chinese side shortly thereafter. 

Meanwhile, the Chinese intimated on several occasions that Foremost's vehicles were 
overpriced by something like 30%, although no explanation was given as to how this percentage 
was arrived at. The team's visit also revealed the complexity of pursuing equipment sales 
contracts in China. While end-users had to be convinced of the technical merits of the vehicles, 
the decision to purchase rested with other agencies such as national or provincial foreign trade 
corporations and the Ministry of Petroleum. Moreover, many equipment purchases were subject 
to international tender arrangements especially when external financing was provided by such 
agencies as the World Bank. Foremost had not yet soid vehicles under these terms. 

In December 1983, shortly after their return from China, executives at Canadian 
Foremost received a proposal to consider a co-production arrangement that would enable China 
to assemble vehicles locally. These vehicles would then be used in all Chinese oilfields. 
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CANADIAN FOREMOST PRODUCT LINE 
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Co-Production Proposal 

The co-production proposal was made by Mr. Zhang, Chief Mechanical Engineer, Petroleum 
Administration, Bureau of Zhongyuan Oilfield. Foremost had earlier identified that major 
oilfield area as its initial prime target market. 

Mr. Zhang suggested that "Foremost's vehicles would be assembled in China from 
componernLs supplied by the company. The chassis (type and model to be determined) would 
then be mounted with either Chinese and/or foreign rigs for use not only in Zhongyuan but also 
in all other oilfields as well." He indicated that preliminary approval for the project had been 
received from the Ministry of Petroleum. Co-production was not a favor-A option for Canadian 
Foremost since it represented a major undertaking fer a company its size. Among other things,
such as arrangement would require a minimum of four key technical people spending at least one 
year in China. It also meant dealing with a different ministry and a different foreign trade 
organization in Beijing, with which the company did not presently have contacts. In any case,
Foremost's preference (next to a straight equipment sale) would be for a licensing agreement 
under which the company would supply components and technical know-how in return for an 
acceptable royalty. 

Shortly after the co-production was transmitted through CTI, Mr. Nodwell called a 
meeting of the senior management committee to consider it. At that meeting, it was agre(A that 
the company should be prepared to discuss the proposal but that additional information was 
required. Estimates of production volume, models to be assembled, time period for the 
proposed agreement, adequacy of local production and assembly facilities, prior experience with 
assembly or other equipment, and arrangements for selling the assembled vehicles t other 
oilfields were all matters to be clarified. Although co-production was not likely to be technically 
and managerially viable, Foremost decided to respond in a positive way as a matter of strategy.
It was prepared to send a team to China to discuss the proposed arrangement and to supply a 
sample of technical drawings that would help determine its feasibility. Foremost was also 
anxious to make an on-the-spot tour of available facilities and to recommend that specific model 
vehicles be tested beforehand to judge their appropriateness for use in China. 

If nothing else, the co-production proposal was viewed as an opportunity to arrange
another visit to China to further explore prospects and determine how best to penetrate that 
market. With this in mind, tile decision was reached at the committee meeting that Richard 
Yost, Regional Sales Manager, should ask CTI to request the Chinese side to invite Canadian 
Foremost over for a visit, preferably in January 1984. 
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Further Assessment of Prospects 

In the meantime, it was decided that a further assessment of prospects be undertaken by
consulting with knowledgeable Canadian government officials and other sources, historically,
Zhongyuan was the oilfield which other oilfields in China emulated. It commanded both 
political and financia- power due to its size. However, the Minister of Petroleum, who 
originally came from that region, resigned in 1979. The new minister did not have an oil-related 
background but had visited Foremost during a mission to Canada in 1972. Some of his senior 
staff appeared to be anti-Zhongyuan. However, Zhongyuan still produced 50% of China's oil. 

Recently officials at Zhongyuan recommended a purchase of drilling rigs from both 
Alberta and the United States, but the Minister authorized purchase from one source only-and
the United States got the order, for reasons that were not clear. Central government agencies
had the final say in equipment purchases. 

It was noted that twinning arrangements between Canadian provinces and cities and 
Chinese counterparts were on the rise. These would make it feasible for a company such as 
Canadian Foremost to be introduced and endorsed at the political level to the appropriate 
authorities in China. 

In addition, the Export Development Corporation (EDC) had extended to China $2billion 
in credit facilities, which had so far been virtually unused. It was worth discussing the use of 
some of these facilities to make equipment purchases by the Chinese more cost attractive to 
them. 

It was also suggested that Foremost stick to "bare essentials" in technical specifications.
This would bring prices down and be in line with China's relatively less sophisticated needs. 
Foiemost's management had some difficulty accepting this advice as they pointed out that "the 
price difference between us and our competitors is in the guts of the unit we sell. We are 
unwilling to supply substandard equipment. We have also noted that the specs for required
vehicles in China are written in such a way that the Ciiinese can get anything from a farm tractor 
to a Foremost unit." This was illustrated when a wide range of vehicles competed for the World 
Bank tender for two-tracked vehicles, announced in December 1983. Foremost proposed a 
Nodwell- 110 vehicle but lost to the lowest bidder, a French company, which proposed a much
lighter-duty vehicle that was unlikely to meet the requirements of the terrain the Chinese had in 
mind. 

Foremost waited patiently for a invitation to visit China while these consultations 
continued. CTI was advised by the Chinese that the situation was still under review. In the 
meantime, CTI learned that the Minister of Petroleum suggested to Mr. Zhang that he view in 
person the Dawson-5 unit which had been purchased from 
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Foremost in 1972.' Anxious that this not cause Zhang to receive the wrong impression, the 
company instructed its agent to explain once again the circumstances in which that unit was 
purchased by the Chinese and how different Foremost's marketing policies were now. 

june 1984 Visit 

An invitation was subsequently received, and Mr. Yost visited China in June 1984 to discuss the 
co-production proposal. A lot of technical preparation: had been made for that trip including 
a detailed submission which dealt with Foremost's technical capabilities, key components,
materials management procedures, manufacturing time, inspection procedures and so on. 
Discussions with the Chinese side illustrated the complexity of production requirements and the
necessity of meeting the exacting standards. It became evident to the Chinese that co-production 
was not feasible at that time. This led to the idea of test Foremost's vehicles in China prior to 
entering into any negotiations. It was agreed that Foremost would prepare a test program 
prop ,al for discussion at the next visit a few months later. 

October 1984 Visit 

Certain objectives were set for the October visit. These included the selection of a suitable test
site and agreement on specific models to be tested and the terms under whiich the vehicles would 
be sent to China. Foremost also saw an opportunity to convince the Chinese of the company's
ability to determine the most suitable models and load sizes. Achieving these objectives could 
lead to setting a tentative date for commercial negotiations. 

Arriving in Zhongyuan on October 17, the team consisted of Fred Holmes (Vice
President and General Manager, Tracked Vehicle Division), Richard Yost, and a representative
from CTI in Beijing. The banquet given by the Chinese hosts that same evening was not an 
occasion to discuss more than generalities. Significantly, however-, the price issue was br°ought 
up. The following day began with a meeting attended by 15 people on the Chinesc side, let by
Mr. Zhang who represented the Zliongyuan Petroleum Administration Bureau. Others 
represented various drilling companies in the oilfield, the auto repair shop, and the newly-created
Zhongyuan Petroleum Technical Import Office. 

In 1972, Canadian Foremost displayed one of its earlier vehicles, the Dawson-5, at a Canadian Oilfield EquipmentShow in Beijing. Despite instructions not to sell the vehicle, company representatives did just that whenapproached by a Chinese buyer who expressed greater interest in Foremost's product tha-' * competing products.
The vehicle was sold for $40,000. Foremost subsequently tried to contact the Chinese customer in order toprovide manuals and trainihg and to sell him the necessary spare parts. But its efforts failed. It was learned later on that the vehicle had been sent to Liaohe-a tidal swamp area. No spare parts went with it and the operatorsreceived no training. Very quickly the machine ran out of spare parts and was left idle after logging a mere 790
hours of operation. It was put in storage in 1975. 

245
 



Unit 3 HO 3-3 (Continued) 

Although four test vehicles were on the agenda, discussion soon centered on the Husky-8
and the Commander-C. Mr. Zhang disclosed that the 30 amphibious vehicles they purchased
in 1981 from Rolligon Corporation in the United States (for $40,000 each) for work in the 
Liaohe Oilfield did not work well as the tires kept balling up with mud. These vehicles were 
too small (5-ton capacity) for oilfield operations and were assigned to a tidal flat area in which the)' had not been 
tested beforehand. The result was that while the vehicles stayed on top of the silty mud, they ceased to be mobile. 

Other discussions revealed that the biggest operating problem facing the Chinese was 
mobility during March and April, when the thawing ground was muddy on top and frozen 
underneath. Maximum travel distance was 300 kilometers through scattered swamps. There 
was no continuous road to the outer edge of 'he oilfield. The maximum load requirement was 
40 tons, but this was likely to be needed only once a year. The trade-off between the number 
of trips and alternate payloads was discussed at length. Foremost advised that only the Husky-8
would operate in the most difficult circumstances, and that a different vehicle-mix from that 
proposed initially might be advisable. For example, if a Husky unit were to get stuck, only
another Husky could retrieve it. This made it important that all test units be put to work in the 
same area. Meanwhile, the team explained that the Commander model was not really necessary
since it was rzquired only once a year (to haul a 40-ton load). 

Mr. Zhang wanted the vehicles on site by April, 1985, if at all possible. Allowing for 
production and delivery sciiedules, Mr. Yost said that negotiations would have to be finalized 
by mid-Dec:mber 1984 to meet that target date. Mr Zhang responded by saying that they would 
try their best and later added that "price may be the key problem." In any case, Foremost's 
proposal would have to be submitted to the authorities in Beijing. There was also some 
discussion among members of the Chinese delegation about the need for Foremost to guarantee 
the success of the test program. 

In the afternoon, a visit was made to the first test site, which was classified as "normal 
but slightly on the worse side." It was still the dry season. The swamp area turned out to be 
silt quicksand with a hard bottom one to two meters down. A Husky unit could operate in the 
swamp area only marginally. As certain parts of this region were even worse, Foremost did not 
feel that site to be acceptable. A second site was inspected the following day. Here, the water 
table was about one meter down with the top meter consisting of a combination of sand and clay.
Below it was a wet silty material. Chinese rigs, each weighing 60 tons, were being used. 
Average drilling time was seven to ten days. Distance between drilling locations ranged from 
half a kilometer to two kilometers. A Husky unit could be used year round and a Commander 
unit would be nonoperational only during the worst time in the spring. This area, however, had 
many swamps, which the Chinese said were too far to visit in the time available. Both sides 
agreed not to use this as a test site. 

Subsequent discussions led to the selection of the first site for testing purposes but 
vehicles would be tested only on existing rig roads and rig pads where equipment presently on 
site could not function during the spring break-up and rainy seasons. These discussions were 
interrupted by frequent references to Foremost's price being a key problem. In fact, a message 
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was received during the meeting that the Ministry of Petroleum was unlikely to approve any deal 
unless the price was lowered. Foremost was requested to do so before negotiations could 
commence. No clear agreement was reached about the cost of testing. Canadian Foremost was 
to ship the units and test them under its supervision. If the vehicles did not perform, the 
company was to take them back. 

The visit was concluded with both sides confirming that test vehicle models should be 
selected quickly, that testing be conducted as agreed, and that the Chinese would try to begin
commercial negotiations by the end of November. As Mr. Zhang was due to be away until the 
end of December, Mr. Yost and his colleagues felt that not much was likely to happen before 
January 1985. The test program was tentatively scheduled for the spring of 1985, although it 
could be delayed to late summer during the rainy season. 

In early November, through CTI,Mr. Zhang advised that the Ministry of Petroleum was 
not enthusiastic about the test arrangement and preferred a 25-ton unit instead of the Husky-8
which was "too big." The Ministry reiterated that the price was too high. Mr. Zhang had yet 
to select the test vehicles and, when asked by CTI, did not know when negotiations could begin. 
CTI felt that the Ministry of Petroleum might suspect that Foremost was trying to push 
something down their throat by promoting the Husky vehicle only. 

Changing of the Guard 

A week later, Mr. Yost learned from CTI that Mr. Zhang was being phased out of the project
and a new man was being put in charge. This was Mr. Lu, Head of the Planning Department 
at the newly formed Zhongyuan Petroleum Technical Import Office. Mr. Lu had been 
summoned by the Ministry of Petroleum to discuss the project and offered the opinion that 
Zhongyuan did not have adequate facilities to assemble Foremost's vehicles. He recommended 
that the co-production proposal be dropped. At the same time, the Minister did not like the test 
proposal, as it was going to create "an obligation" to purchase Foremost's equipment. He 
proposed instead that a company be selected and units be purchased outright for the test. Mr. 
Lu was instructed to find similar (i.e., competing) vehicles to allow price compuisons to be 
made. The lower priced unit would then be selected, as per normal policy. With this in mind,
Mr. Lu was to visit the United States to inspect a military vehicle which sold at a lower price.
Mr. Lu was also entering into negotiations with American suppliers to purchase well drilling and 
servicing equipment. On learning of these developments, Mr. Yost asked the CTI office in 
Houston to arrange a meeting for Mr. Nodwell and himself with Mr. Lu during the latter's U.S. 
tour. 

The Houston Meeting 

The meeting took place at the end of November in Houston. Mr. Nodwell outlined his 
company's experience, types of vehicles and conditions under which they were used, stressing 
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custom design to meet specific needs. A brief review was then made of earlier visits to China 
and key points discussed with various officials. Reference was also made to the test program
and to test areas inspected. Mr. Lu said he appreciated Foremost's efforts to identify China's 
needs over many months but pleded for patience as he was not yet familiar with Foremost's 
vehicles. His priorities now were to ask his engineers to determine load requirements for the 
Zhongyuan oilfield operations, then consider the much bigger needs beyond Zhongyuan and how 
to cope with the swamp areas. He was not clear on why some people suggested a payload of 
15 tons, while others suggested 25 tons, and Foremost was recommending 40 tons. He was 
anxious not to repeat the mistake of purchasing vehicles which could not be utilized properly. 
He was also concerned that the Husky-8 would damage their roads and did not want to stock too 
many spare parts. He appealed again for patience until these matters had been discussed with 
his officials and hoped to have the answers by January 1985. 

In the meantime, Mr. Lu asked for information about the Commander vehicle, which he 
thought might be appropriate due to the large pot holes on the roads in the spring. He also 
stated that "experience with the Dawson-5 left doubt in some minds about Foremost's 
equipment." Finally, he had to ensure cost effectiveness in future purchases and was planning 
to compare Canadian Foremost with Oshkosh. Mr. Nodwell responded by stressing the impor
tance of differences in specifications and the fact that his company did not initially inflate its 
prices in anticipation of requests for discounts. He also restated Foremost's willingness to go
ahead with the test program if the Chinese so desired. Mr. Lu promised to have his staff draw 
up an overall plan and then invite Foremost for a visit. Mr. Nodwell learned that mr. Lu's new 
department was now responsible for all allocations of foreign funds acquired by Zhongyuan
oilfields. This department was not associated with Techimport (one of the foreign trade 
corporations) in Beijing. The Ministry of Petroleum was not likely to be involved in the 
decision but had to be kept aware of what was happening. Negotiations for equipment sale 
would be conducted with Machimpex (National Machinery Import/Export Corporation) in 
Beijing with Mr. Lu representing the end-user in this instance. 

Other Developments 

In assessing Foremost's prospects in China, Mr. Nodwell and his team had taken note of other 
important developments. The first was the conclusion of a loan agreement under which Japan
extended $2.4 billion of credit to China to develop the latter's oilfields, including Zhongyuan.
Mitsui, a major Japanese company, had recently contacted Canadian Foremost to discuss the 
possibility of building the Husky unit in Japan under license for mounting drill rigs. Foremost 
had yet to respond to that inquiry. 

Secondly, Bombardier had just signed an agreement in principle to build snowmobiles 
i China and was promoting an older style TF-900 for the oilfield market. This vehicle was 
higher priced than the Husky-8 and had a 50-ton capacity. However, Bombardier also had a 21
ton vehicle which was lower priced than Foremost's Pioneer and might appeal to the Chinese 
"buy cheap" philosophy despite the fact that it did not match Pioneer's specs. 
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Thirdly, following Mr. Lu's visit to Oshkosh in Houston, that supplier was now 
proposing a military-type truck capable of negotiating marsh and water up to one meter deep.
This vehicle was limited to a five to ten-ton load and had poor traction. Although Oshkosh 
planned to modify it for oilfield use, Foremost engineers believed the vehicle would still be 
deficient in tests of load capacity, mobility, and loading area requirements. However, Oshkosh 
was pursuing Chinese prospects aggressively and Foremost suspected that Mr. Lu was being
actively romanced by that supplier. The Chinese were apparently impressed with the vehicle. 
Oshkosh had already sold 24 units of another type of vehicle which were being used for crash 
and fire rescues at Chinese airports, at an estimated price of $300,000 per unit. 

In the meantime, many Chinese perceived Canada as industrially underdeveloped relative 
to the United States. They believed they could buy more cheaply from American companies
than from their Canadian subsidiaries or other Canadian suppliers. Added to this was the fact 
that many American and European manufacturers had offered large discounts in attempting to 
sell to China in recent years due to a sluggish world market. 

In January 1985, Mr. Lu requested the Beijing office of CTI to obtain a more detailed 
proposal on Foremost's 25, 30 and 40 ton vehicles and alluded to prices Ieing "not clear." CTI 
suggested that Foremost resubmit a photocopy of the detailed proposals presented earlier in case 
the Chinese had misplaced them. 

Jack Nodwell estimated that Foremost had spent at least $500,000 (including the 
equivalent of two man-years of its technical and marketing managers' time) to develop sales 
prospects in China. Most of this sum was spent in the past two years. He wondered what 
results might have been obtained had these resources been directed to other market areas. 
Meanwhile, he was optimistic that the knowledge acquired and contact made in China would 
lead to an agreement soon. The task facing him and his executives now was to put together a 
plan of action in anticipation of making another visit to China during which negotiations could 
be resumed. If all went well, the initial order was likely to be for three vehicles (two Husky-8's
and either a Pioneer or a Commander) with a sales value of $1.5 million. It was also estimated 
that the Zhongyuan oilfield alone would ultimately require 180 vehicles of the types produced 
by Foremost. 
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HO 3-4
 

Product Checklist
 

Which product should the firm offer abroad? 

What specific features - design, color, size, packaging, brand, warranty, etc.- should the 
product have? 

What foreign needs does the product satisfy? 

Should the firm adapt/modify its domestic market product and sell it abroad? 

Should it develop a new product for the foreign market? 

Should the firm make or buy the product for the foreign market? 

How competitive is or will be the product abroad? 

What specific services are necessary abroad at the presale and postsale stages? 
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HO 3-4 (continued) 

Are the firm's service/repair facilities adequate? 

What patents or trademarks does the firm have that can benefit it abroad? How much legal 
protection does the firm have concerning patents, trademarks, etc.? 

What should be the firm's product mission philosophy in the foreign market? 

Are the firm's products socially responsible? Do the products create a good corporate 
image? 

For existing products in foreign markets:
 

What is the firm's product and service image abroad?
 

Is there a need to withdraw the product from the foreign market?
 

At which stage in its life cycle is the product in the foreign market?
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FOREWORD 

The United States Agency for International Development (U.S.AID) sponsored 
this project as part of the U.S. Congress initiative entitled Secure Eastern European 
Democracy (SEED Act). This project is one of a number of university-based initiatives 
to provide education for university faculty in emerging countries about business 
management and economics in support of the newly established market economy. 

Since June of 1991, the International Enterprise Academy at The Ohio State 
University has worked cooperatively with the Solidarity Economic Foundation in Gdaisk, 
Poland, to facilitate the creation of three Polish-American Enterprise Institutes in 
connection with the universities in Bialystok, Poznai and Rzesz6w. In each site two 
coordinators and fifteen or more faculty members have established courses for business 
owners in Entrepreneurship, Marketing, Management, Finance, Strategic Planning, and 
Export-Import. In addition, we developed skills among the faculty for business advising 
in these areas and developed case studies of Polish entrepreneurs. 

The development of the six curriculum products took place over a two-year period 
and were the cooperative efforts of the coordinators from the Polish Institutes and the 
faculty from various American Universities. We are indebted to the following people for 
their dedication, patience and understanding in addition to their outstanding expertise in 
the area. 

EN-1rREPREURSHTP Vicky Rash, The Ohio State University 
Andrzej Jurgilewicz, The Bialystok Business School 

IARKETING Gerald Hills, The University of Illinois at Chicago 
Walery Lach, Poznari Academy of Economics 

MANAGEMENT Gene Gomolka, The University of Dayton 
Adam G6ral, The Maria-Sklodowska University 
in Rzesz6w 

FINANCE Lynn Neeley, Northern Illinois University 
Boguslaw Plawgo, The Bialystok Business School 

STRATEGIC PLANNING Randy Rollinson, The University of Illinois at 
Chicago 
Zdzislaw Krajewski and Bogdan Sojkin, Poznai 
Academy of Economics 

EXPORT-BIPORT Martha Cooper, The Ohio State University 
Krzysztof Kaszuba, Rzesz6w Polytechnic 

iii 



BUSINESS ADVISING 	 Rodney Terminello, The Ohio State University 
Krzysztof Kaszuba, Rzesz6w Polytechnic 

CASE STUDIES OF POLISH ENTEPRENEURS 

Lisa Mazzei, The Ohio State University 
Alicja Zajaczkowska and Alicja Unterschuetz of the 
Solidarity Economic Foundation 

In addition, we are deeply indebted to our counterpart staff at the Solidarity 
Economic Foundation: Miroslaw Mironowicz, Malgorzata Balkowska, Alicja 
Zajaczkowska, Alicja Unterschuetz, Marcin Flisykowski and Hanna Litka. They 
contributed so much to the adaptation and translation of materials into Polish. 

The editors of these six curriculum products deserve special thanks for two years 
of attention to detail and schedules that everyone thought was impossible. Both Piotr 
Korydiski and ElIbieta Jacowicz have masters degrees in economics from the University 
of Gdaiisk in Poland. Since the beginning of this project, they have worked at The Ohio 
State University in an effort to make these curriculum products appropriate for use in 
their country. 

We also thank the secretaries in both countries and others who worked hard on 
these six very ambitious curriculum projects. At The Ohio State University we especially 
want to thank Barbara Rahe, Jeanne Thomas, Janet Ray, and Kathy Surnmerfield. In 
Poland, we want to thank Dagmara Topolewicz, Ewa Dratwa, Malgorzata Tyburczy, 
Edyta Rusin and Dorota Malaszkiewicz. 

Because these curriculum products include many copyrighted materials that we 
have obtained limit!A permission to use for this project, this product may not be 
published or used for other purposes without express permission from The Center on 
Education and Training for Employment at The Ohio State University. 

We believe that these materials will provide long-term benefits to the faculty for 
whom they were designed and the business owners who will participate in their courses. 
We hope that these American models of business training will make a difference in the 
communities where they are used and impact on their success in a market economy. 

M. Catherine Ashmore 
Director, International Enterprise Academy 
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International Entrepreneurship Course 

Overview 

Business managers are increasingly involved in international trade by either importing 
or exporting products or materials for manufacturing. This course is intended to help 
business managers to assess and plan for basic differences between sourcing and 
marketing in the home country and in other countries around the world, including 
culture, common business practices, taboos. 

Participants will analyze potential markets for size, penetrability, potential competition, 
profitability, in short an environmental analysis on the viability of exporting to specific 
markets. They will then develop an exporting strategy involving selection of specific 
markets to enter, product configuration, pricing, promotion, and distribution network. 
An important part of any international trade strategy is determining the methods of goods 
movement. Participants will assess the advantages and disadvantages of different 
distribution alternatives and constraints. 

The course will draw on business skills from the other business courses with emphasis 
on differences between domestic and international trade. 

Strategic Planning 

Differentiate among the methods of international trade, such as direct 
foreign investment, exporting, licensing 

Marketing 

Use the marketing strategy framework for developing an international 
marketing strategy. 

Management 

Assess the legal, personnel difference, needed for international trade. 

Accounting/finance. 

Define international banking terminology. Assess potential affects of 
international finance on the exporter. Execute the basics of obtaining 
proof of payment, e.g., letter of credit. 
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International Entrepreneurship Course
 

Competencies
 

Business managers attending this course should be able to: 

1. 	 Introduce and describe potential effects of macro issues on the viability of 

importing and exporting. 

2. 	 Evaluate the potential advantages/disadvantages of exporting to a specific market. 

3. 	 Assess any needed adaptations of a specific product for selected markets. 

4. 	 Indicate potential options for promoting in different cultural markets. 

5. 	 Define the considerations for setting prices in a foreign market. Assess potential 
affects of international finance on importing or exporting. 

6. 	 Evaluate the different goods movement and storage options. 

7. 	 Assess the advantages of and disadvantages of different distribution alternatives 
and constraints. 

8. 	 Determine methods of establishing good business relationships, including 
partnerships and joint ventures. 

9. 	 Know where and how to obtain assistance in the home country and other 
countries. 
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INTERNATIONAL PROMOTION AND
 
COMMUNICATIONS STRATEGY
 



UNIT 4
 

Title: 	 INTERNATIONAL PROMOTION AND COMMUNICATIONS STRATEGY 

Purpose: 	 This unit is designed to evaluate the promotion and communication alternatives for 
international marketing 

Objectives: 	 To indicate potential options for promoting in different cultural markets. 

Materials: 

Transparency 4-1 Unit Overview 
Transparency 4-2 Guy Laroche Ad (HO 4-1) 
Transparency 4-3 Time Warner Ad (HO 4-2) 
Transparency 4-4 AIDA Model 
Transparency 4-5 Examples of Promotional Adaptation 
Transparency 4-6 Advertising Media Types 
Transparency 4-7 Examples of Media Availability and Limitations 
Transparency 4-8 International Sales Promotion Regulations 
Transparency 4-9 Product Facts (HO 4-4) 
Transparency 4-10 Austrian Air Ad 
Transparency 4-1la A Summary Classification of Consumer Needs 
Transparency 4-11b A Summary Classification ... (continued) 
Transparency 4-12 Learn-Feel-Do 
Transparency 4-13 Feel-Do-Learn 
Transparency 4-14 Do-Feel-Learn 
Transparency 4-15 Media Suitability 
Transpare, cy 4-16 Best Copy for Print (HO 4-7) 
Transparency 4-17 The Selling Process 
Transparency 4-18 The Promotional Mix 
Transparency 4-19 The Use of Promotional Tools 
Transparency 4-20 Definitions of Promotional Tools 
Transparency 4-21 Evaluating Media: Reach and Frequency 
Transparency 4-22 International Spending on Advertising (HO 4-13) 
Transparency 4-23 Advertising Media Types (HO 4-11) 
Transparency 4-24 Selecting media 
Transparency 4-25 A Coordinated Approach to International Advertising 
Transparency 4-26a/b Checklist: International Communication and Promotion 

(HO 4-8) 
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Handout 4-1 Guy Laroche Ad (TP 4-2)
 
Handout 4-2 Time Warner Ad (TP 4-3)
 
Handout 4-3 Advertising Media Types
 
Handout 4-4 A Checklist of Product Facts (TP 4-9)
 
Handout 4-5 Austrian Air Ad (TP 4-10)
 
Handout 4-6 What is the Feature? What is the Benefit?
 
Handout 4-7 Best Copy for Print (TP 4-15)
 
Handout 4-8 What are you Selling?
 
Handout 4-9 Definitions of Promotional Tools
 
Handout 4-10 International Spending on Advertising
 
Handout 4-11 Profiles of Major Media Types
 
Handout 4-12 Cost of Selected Print Media (United States)
 
Handout 4-13 Coordinated Approach to International Advertising
 
Handout 4-14 Checklist: International Communication and Promotion
 
Handout 4-15 Playing by International Rules
 

Activities: 
Exercise 1 What is the Feature? What is the Benefit? (HO 4-6) 
Exercise 2 What are you Selling? (HO 4-8) 

Other student exercises are listed in the T-outline. 

Instructor Notes: 
Clio Awards 1988 Video 
What are you selling? 

Estimated Time: 3 hours 
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Unit Outline 

I. Identify Available Communications Alternatives 

A. Determine Communication Norms in Targeted Markets 

B. Identify Available Media in Targeted Markets 

II. Develop the Communications Strategy 

A. Define the Message 
B. Copywriting for Ads and Sales Talks 

1. Learn-Feel-Do Methods 
2. Copywriting Checklist 

C. Video: Clio Awards Film (Edited)
 
D Choose the Promotional Method
 
E. Select the Medium 

III. Checklist: The Promotion and Communication Checklist 
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UNIT 4 

Promotion and Communications Strategy 

CONTENT 	 PROCESS 

Introduction 

The goal of this unit is to introduce you to Put up TP 4-1: Unit Overview.
 
the promotional options available for com
municating to a target market about your
 
product offering.
 

First, there is a discussion of the potential
 
complexities of developing a multinational
 
promotional strategy given the variance that
 
can exist technologically, legally, and
 
culturally regarding business promotions.
 

Second, there is a brief discussion of
 
message creation. If on -tchooses to promote
 
a product offering, then obviously tha firm
 
believes that there is some aspect of that
 
product offering worth communicating. This
 
communication becomes increasingly impor
tant as markets become more competitive.
 
When consumers have the luxury of choo
sing between competing products, it is vital
 
for firms to effectively communicate the
 
benefits to be derived from their product
 
offering.
 

Third, a discussion of the various forms of
 
promotion is presented to suggest the range
 
of promotional alternatives that may exist.
 

I. 	 Identify Available Communications 
Alternatives. 

As with developing a product strategy, 
developing an international communications 
strategy requires decisions about the need 
for adaptation. 
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CONTENT 

Minor adaptations may be required to adjust 
for differences in language and culture. Or, 
major changes may be required to account 
for differences in the way consumers per-
ceive, acquire, and/or use a product in a 
particular market. 

All marketing communications have two 
basic parts, a message and a medium. The 
message contains those ideas or concepts 
that permit the communicator to achieve 
specific communication objectives. 

In addition to the message, a communicator 
must &lect a medium that best suits the 
presentation of the message, the limited 
resources of the firm, and reaches the 
desired target audience. 

These parts of the message exist regardless 
of the promotional form. The different types 
of promotion zre referred to as the 
promotion mix. The promotion mix consists 
of advertising, personal selling, sales 
promotion, and public relations. A promo
tion program will consist of specific 
objectives implemented with the use of one 
or more promotion types. 

All promotional programs have an under-
lying set of cemmunication objectrives. 
Specific promotional objectives might be: 

to ATFRACT attention to the product, 

to increase INTEREST in the proaucz 
benefits or features, 

to generate a DESIRE (or preference) 
or. the part of the consumer to possess 
the product (or receive its benefits), or 

PROCESS 

Note: Both TP 4-2 and TP 4-3 represent a
 
firm's effort to modify their communications
 
strategy to accommodate differences in
 
cultural norms and expectations.
 

Present TP 4-2: Guy Laroche Ad and
 
provide the participants with HO 4-1.
 

Exercise:
 
"How are these two versions different?"
 

Present TP 4-3: Time Warner Ad and
 
provide the participants with HO 4-2.
 

Exercise:
 
"What is Time Warner txying to
 
communicate?"
 

Present TP 4-4: AIDA Model.
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to stimulate the buying public to the 
ACTION of buying the product. 

This hierarchy of objectives is known as the 
AIDA model. 

While one hopes that all in the target market 
ultimately purchase the product, it is un
realistic to expect all consumers to recognize 
their need or desire for a product with first 
exposure to it. Thus, it is important to 
recognize that promotional communications 
are an ongoing process. In international 
marketing, the process of constructing a 
promotion and communications strategy is 
complicated by the variation in the target 
markets and the availability of media. 

A. 	 Determine Communication Norms in 
Targeted Markets. 

As with the product, the promotional 
message may be standardized or adapted 
to meet local market conditions. 
However, even in a standardized 
approach some adaptations will be 
required. 

There are three levels of adaptation for 
a promotional message. 

First, at the simplest level, the firm may 
present a uniform message in all 
markets adapting only the language, the 
brand name, or the colors of an 
advertisement 

PROCESS
 

Discuss TP 4-5: Examples of Promotional
 
Adaptation
 

Exercise:
 
Ask participants, "What behaviors are
 
considered unacceptable in promotion here?
 
That is, what can you not do in advertising,
 
personal selling, or sales promotion?"
 

Second, the firm may use the same 
theme but alter the actual message. 
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Third, the firm may choose to fully 
adapt the message for local conditions, 
changing both the message and the 
overall theme of a promotional 
campaign. 

B. 	 Identify Available Media in Targeted 
Markets. 

In selecting appropriate media for a 
promotional message, it is important to 
recognize that the availability of media 
varies from country to country. 

In some countries, potential buyers have 
limited access to print media or 
televisions. In other countries, 
promoters have limited access to the 
media. 

EXAMPLES: 

Commercial TV and/or radio simply 
does not exist in some Scandinavian 
countries and in the Middle East. Thus, 
broadcast media is unavailable for 
advertising, 

Certain countries, including the United 
States, restrict the kinds of messages 
that can be presented on TV. In the 
U.S., cigarettes cannot be advertised on 
TV and there are limits to the ways 
alcoholic beverages can be displayed on 
TV.
 

Other accepted promotional techniques 
may also be limited or the acceptance of 
those techniques by consumers may vary 
from market to market. 

Sales promotion, for example, can 
consist of coupons, contests, financial 
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Present TP 4-6: Advertising Media Types.
 
Hand out a reading on advertising media
 
types (HO 4-3)
 

Present TP 4-7: Examples of Media
 
Availability.
 

Exercise:
 
Ask participants, "What other limits might
 
exist in other countries?"
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incentives, or non-financial incentives. 
However, different countries place 
different limits on the types of sales 
promotion that can be used. 

EXAMPLES: 

Germany and Greece prohibit the use 
of coupons as a promotional device 
although they are a I rimary sales 
tool in the United States. 

France prohibits games of chance 
and limits gifts and premiums to only 
5 % of a product's monetary value. 

The effectiveness of print media may 
also vary from country to country. 
Magazines are particularly effective in 
Italy but much less so in Austria. 

Trade fairs, a promotional technique 
used to gain channel acceptance of a 
product, appear to be more common and 
popular in Europe than they are in the 
b.S.
 

Therefore, when considering the 
prot lotion of a product in another 
marliet, it is vital to identify the 
constraints imposed in that market on 
promt itional messages, promotional 
media, or thb ;.:,,notional technique. 

Those constraints may be limits on the 
media or the message imposed by 
government agencies, societal norms, or 
cultural characteristics. 

Frequently, multinational firms choose 
to use local contacts to identify media 
and evaluate message quality in those 
local markets. This is generally a wise 
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TP 4-8: International Sales Prome"on 
Regulations. 
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action as the difficulty in identifying 
those constraints from outside the 
country's borders is extremely difficult. 

II. Develop the Communications Strategy 

In developing a communications strategy for 
multinational markets, many of the same 
fundamental rules of promotion management 
apply. After setting promotional objectives, 
the selling firm must create a message and 
select media consistent with those objectives 
and the firm's overall positicning strategy. 

In developing a communications strategy, 
consider whether the cost of each possible 
promotional method is offset by the expected 
benefits of promotion via that method. In 
other words, is the planned promotion worth 
the cost? For small businesses, this question 
is crucial. 

Small businesses must realistically examine 
their marketing and promotional objectives 
before considering their promotional alter
natives. Can those objectives be achieved 
using methods that are both available and 
affordable? If the firm is unable to pay for 
the method or methods suitable to achieving 
its objectives, then new objectives shotld be 
considered. 

When appropriate methods are unavailable, 
creativity must be employed to find adequate 
substitutes. For example, use public rela
tions and have news stories written about 
your firm or product. This reduces the 
amount of advertising needed. 

It is important to continually examine how 
much business (profit' is produced per unit 
of currency spent for promotion. 
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A. Derine the Message 

Success in defining a communications 
message depends on a thorough under
standing of the product and market as 
well as tie creativity of the firm. 

First, a review of the product and the 
market can provide useful product facts. 

z, cond, distinguishing between the 
characteristics of the product offer and 
the benefits sought by the consumer can 
provide useful insights and valuable 
ideas for the developing message. 

Critical to the development of the 
message is understanding the difference 
between the product's characteristics/ 
features and the benefits derived from 
the product by the consumer. 
Sometimes one can promote the features 
of a product and consumers will 
understand the implied benefits. At 
other times, it is necessary to imply the 
features and clearly state the benefits. 

In addition to the product's benefits, the 
firm should use its communications to 
reinforce is competitive advantage and 
positioning strategy. 

PROCESS
 

Put up TP 4-9: Product Facts.
 
Distribute HO 4-9.
 

TP 4-10: Aust-itr Air Ad (HO 4-5).
 

Exercise:
 
Ask participants, "What are the benefits
 
stated in the Austrian Air ad?"
 

"What are the product features described in
 
the Austrian Air ad?"
 

Exercise:
 
What is the feature? What is the benefit?
 
(HO 4-6).
 

Notes: The goal of this exercise is to
 
emphasize the difference between the simple
 
characteristics of a product the complex
 
needs that the product may satisfy.
 

The product described in the exercise can be
 
replaced by descriptions of any products that
 
may be commonly understood by the group
 
of participants.
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B. Copywriting for Ads and Sales Talks 

The purpose of writing ad copy or 
developing a sales talk is to present the 
most persuasive communication to the 
potential buyer. The difference between 
the two is that advertising is one-way 
communication, the speaker is unable to 
assess the effectiveness of the communi. 
cation, and a sales presentation is iwo
way communication, that is the speaker 
is able to adapt the talk according to the 
immediate response of the prospective 
buyer. 

Critical to the development of a 
communications strategy is an under
standing of the motives, or needs, that 
motivate the consumer to buy a par
ticular product. A motive is an enduring 
predisposition that arouses and directs 
behavior toward :jecific goals. The act 
of purchasing is initiated by need 
activation. Activation occurs when there 
is a recognized discrepancy between 
one's actual stu1te and a preferred state 
of being. For example, hunger can 
activate the need for food when it 
becomes "sufficiently" tir.ticeable. 

Activated needs (motives) ar, expressed 
in consumer behavior and ccnsumption 
in the form of expected benefits, either 
utilitarian or hedonic. Utilitarian 
benefits are objective, functional product 
attributes. Hedonic benefits include 
emotional responses, sensory pleasures, 
even ddydreams. Hedonic benefits are 
extremely subjective and symbolic. 

Both forms of expected benefits can be 
used simultaneously to evaluate purchase 
alternatives. 
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Marketers need to recognize the types of 
needs that may motivate targeted 
consumers to purchase the marketer's 
product. The goal in developing a 
communications strategy is to appeal to 
the most salient needs of the consumer. 

Although there is no agreement on how 
needs may be classified, one suggested 
classification, is presented in TP 4-1 IA. 

1. How Sales Promotion Works: Short 
Run Incentives 

The types of sales promotions are 
diverse, including cents-off coupons, 
contests, samples, and premiums. 
They all share "hree characteristics. 
First, they all provide some incentive 
that provides value to the consumer. 
Second, they invite the consumer to 
engage in a transaction immediately. 
Third, they provide a form of 
communication in order to attract 
attenior.. 

Firms use sales promotion to create 
a stronger or quic-cr sales response 
in the short-term. As such, sales 
promotion is not effective in building 
long-run brand preference. 

Sales promotion focuses on providing 
the consumer, or customer (the 
buyer), an immediate incentiv; to 
buy. These promotions can target the 
consumers (consumer promotion), 
members ol the distribution channel 
(trade promction), or the salesforce 
(salesforce promotion). 
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TP 4-11 a/b: Classification of Needs.
 
Exercise:
 
Ask participants, "What needs motivate you:
 
- to buy a car?
 
- to buy a pair of blue jeans?
 
- to buy a loaf of bread?"
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Although sales promotion is not 
effective in building long-term brand 
loyalty and market share, it can be 
very effective in attracting attention 
to a product and improving short
term sales. 

2. 	 How Advertising Works: The Learn
Feel-Do Models of Persuasion. 

The attitude of the prospective buyer 
can be altered in one of three ways. 
The prospective buyer can be presen
ted with information or facts that 
generate positi've thoughts about the 
p (LEARN). Then a preferen-
ce for the product is developed 
(FEEL). This is followed by the 
desired action of purchasing the 
product (DO). 

This LEAP'"-FEEL-DO model of 
persuasion parallels the AIDA model 
of promo-tional objectives, where 
attention/ interest is the result of 
thoughtful consideration or learning, 
desire is the result of acquiring a 
positive feeliiig for the product, and 
action is the behavioral outcome 
desired by the advertiser. 

With products that are very involving 
,high cost, related to the individual's 
status, or high risks), consumers 
tend to form their attitudes toward 
alternative products based on the 
factual information and logical 
arguments that are presented to 
them. They learn, then feel, then do 
(purchase the product). 

The purchase of an automobile may 
be a product that has these 
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PROCESS
 

Put up TP 4-12: Learn-Feel-Do.
 

Exercise:
 
Ask participants, "Which of the two ads
 
shown earlier, Guy Laroche and Time
 
Warner, use a Learn-Feel-Do strategy?"
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charazteristics. Because an auto
mobile is expensive and may be seen 
as being a risky purchase for the 
consumer, ads for automobiles must 
present some logical or factual 
arguments for making the purchase. 

However, other products do not have 
the same requirements. Some 
products can be advertised with 
appeals that are primarily emotioral 
nature (FEEL). These feelings may 
be related. to the product or thf.- ad 
itself. It is these feelings that trigger 
a purchase response (DO). 

Put up TP 4-13: Feel-Do-Learn. 

Go back and show Dakkar and Austrian Air 
ads. Ask which each represents. 

It is only after the consumer acquires 
the product that s/he learns about the 
actual product and its benefits. If the 
product performs satisfactorily, then 
the consumer may become loyal to 
that brand, purchasing it regularly. 

This FEEL-DO-LEARN approach is 
generally used when the product's 
benefits are hard to demonstrate or 
when the product is difficult to 
differentiate from the competitors' 
products. In implementing an 
advertising strategy for this type of 
product, the advertiser focuses on the 
image of the product or cn the 
potential emotional -snes to 
possessing the product. 

In promoting chocolate candy, for 
example, one might foclis on the 
simple pleasure of eating chocolate 
rather than on the product att~ibutes. 
It is the pleasurable feelings attached 
to eating candy that results in the 
desired action - purchasing your 
brand of chocolate candy. 

Exerzise: 
Ask participants, "What other products 
would be good candidates for a Feel-Do-
Learn communications strategy?" 
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Still, in some cases, a DO-FEEL-
LEARN process applies. When the 
purchase of the product presents 
little risk to the consumer, an 
advertisement can immediately 
trigger the purchase response with 
very little thoughtful consideration 
and without a strong preference on 
the part of the consumer. 

The purchase of household paper 
goods, for example, may be consi
dered low risk. If a price reduction 
occurs for those goods, advertising 
the price reduction may cause many 
to purchase the goods even though 
they have no immediate need for 
them and may know little about the 
brand. The advertisement will 
provide information about the 
product's new, lower price, but it 
does not present any arguments for 
buying the product. In this case, the 
fact about the price may be enough. 

3. 	How Personal Selling Works: 
Anticipating Objections 

Like advertising, personal selling 
involves identifying the approach that 
will best work to achieve the desired 
response-agreement to purchase the 
product (known as a CLOSING, or 
"closing a sale"). 

Approaches similar to the LEARN-
FEEL-DO models can be applied. 
Essentially, one identifies the unique 
selling proposition for the product 
and structures the sales talk around 
that concept. 

PROCESS 

Put up TP 4-14: Do-Feel-Learn. 

Exercise:
 
Ask participants, "Which strategies are used
 
in sales promotions?"
 
(Sales promotions generally are created to
 
stimulate immediate action, Do-Feel-Learn)
 

TP 4-15: Media Suitability
 

Exercise:
 
Ask participants, "Why are thes - rules valid?
 
Why is T.V. suitable for emotional ads?"
 
Discuss TP 4-16: Eest Copy for Print.
 

Note. Go through TP 4-1.6/HO 4-7 slowly.
 
Ask participants to explain the reasons
 
behind the listed rules of thumb.
 

TP 4-17: The Selling Process.
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The unique selling proposition is the 
information (DO), emotional appeals 
(FEEL), or logically persuasive 
arguments (LEARN) that ,iifferen
tiate your product from those of your 
competitors and make it a potentially 
good purchase or good vaiue for 
your target market. 

What is different in personal seliing 
is that one needs to anticipate the 
objections of the prospective 
customer and develop responses for 
those objections. It is the ability to 
overcojme the objections of the 
prospect that will most seriously 
impact on your ability to close the 
sale. 

C. Video: Clio Awards Film (Edited). 

STUDENT EXERCISE: "What are you 
selling?" [optional] 

PROCESS
 

Exercise: 
Ask participants, "How is personal selling 
going to be used to get your products 
exported?" (If nothing else, different 
potential members of the distribution 
channel will have to be "sold.") 

Instructor Notes 4-1. 

Noe After showing the videotape, select
 
one or more of the commercials as the focus
 
of the suggested class discussion.
 

Discussion Points:
 
Ask the group to evaluate the ad(s) in L'erms
 
of the AIDA Model and the Learn-Feel-DO
 
Models.
 

Which Learn-Feel-Do method did the
 
advertiser employ?
 

What do you believe was th - advertiser's
 
communications objective (AIDA)?
 

Compare the objectives and approaches of
 
two of the ads on the videotape.
 

Distribute HO 4-8: What are you Selling?
 
and run the exercise.
 
Note,: This exercise should be used only
 
when :here are a number of participants who
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D. Choose the Promotional Method 

Promotions can be classified by the 
method of communication used to im
part the message. The firm's choice and 
investment in the various communication 
methods is referred to as the Promotion 
Mix. The Promotion Mix includes (TP 
4-18): 

Advertising 
Persona. Selling 
Sales Promotion 
Public Relations 

As can be seen on the transparency (TP 
4-20) the promotional forms differ in 
terms of media used, type of 
communication used, and foci of the 
messages communicated. 

Each form of promotion has distinct 
advantages and disadvantages. 

The purpose each in a particular 
tomotion plan can vary depending on 

the specific promotional objectives. 

It is critical that the firm identify a 
ta.-get audience for its promotional 
corim,,nications. The target audience 
differs from a target market in that the 

PROCESS 

produce or sell products themselves. 

Instructor Notes are provided at the end of 
this unit. 

For a non-entrepreneur group, substitute 
another commonly found product or 
products as the focus of the exercise. 

Have participants compare and discuss the 
results of the exercise, 

Put up TP 4-18: The Promotional Mix. 

TP 4-19: The Use of Promotional Tools. 

TP 4-20: Definitions of Promotional Tools 
(HO 4-9). 
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promotional communications may be 
directed at people who influence the 
buying decisions of the consumers in the 
:,rget market, but who are rot 
necessarily potential buyers of the 
pr duct. 

For example, a wife may influence her 
husband's choice of clothes to purchase 
although she herself is not a member of 
the target market for men's clothing, 
She influences his decision, making her 
a potential target for the promotional 
communications of a men's clothier. 

Another important consideration in 
developing a promotional strategy is 
identifying the promotional tools and 
promotional media that will most clearly 
reach your target audience and that will 
have the most significant impact on that 
target audience. 

Finally, it should go without saying that 
some promotional media, while poten
tially effective, may be too expensive 
given the limited resources of a firm. 

Thus, while the variety of promotional 
alternatives may be great, there are 
constraints that will tend to limit the 
realistic alternatives for a firm. 

Advertising The variety of advertising 
media available makes it extremely 
flexible, but it can he costly and in
effective. 

The selection of specific advertising 
media will depend on four factors: 

1. 	The media habits of the ta'get 
audience. 

PROCESS
 

Exercise: 
Ask participants, "Can you think of any 
more examples of purchases that are 
influenced by people not part of the target 
market?" 

Put up TP 4-21 Reach and Frequency. 

Discuss TP 4-22 International Advertising 
Expenditures (HO 4-13) 

TP 4-23: Advertising Media (HO 4-11). 

Distribute HO 4-12 which shows costs of 
selected printed r: edia in the U.S.A. 
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2. 	The nature of the product. 

3. 	The types of messages constructed. 

4. 	 The cost of placing ads on that 
media. 

Personal Selling Given that personal 
selling employs two-way communication 
(:*e salesperson can respond to 
reactions, comments, and objections of 
the potential buyer), it can be very 
effective. Of course, for mass-marketed 
goods or markets characterized by small 
units of sale, the costs of personal 
selling can be prohibitive. 

Sales Promotion In the United States, 
sales promotions are the fastest growing 
form of promotion. Coupons, gifts, 
sales allowances, and trade allowances 
can all stimulate short-term sales 
dramatically. Unfortunately, the nature 
of sales promotions limit the amount of 
actual communication that occurs. 
Essentially, sales promotions focus on 
immediate action following a communi
cations strategy of Do-Feel-Learn. 
Thus, in the long-term, consumers may 
not have learned enough from sales 
promotions to develop a strong 
preference and loyalty for the product. 

Public Relations Public relations is 
very useful in developing an image, 
introducing potential channel members 
to the product, and increasing awareness 
(attention) of the firm/product. 
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E. Select the Medium Discuss TP 4-24: - Media Criteria. 

The choice 
depends on: 

of promotional methods 

1. The type of product or market. Are 
there many potential consumers 
(advertising might be recommended) 
or few (personal splling could be 
cost effective)? Does the product 
need to be demonstrated to be under
stood (TV advertising or personal 
selling)? 

2. Whether the target audience is the 
final consumer of the good or a 
potential member of the distribution 
channel. This is known as business
to-business marketing. 

3. The buyers readiness to purchase the 
product. Are they ready to act? Or, 
do they still need to be informed 
about the potential benefits (the 
Attention or Intcrest objective from 
the AIDA model)? 

4. The current level of acceptance of 
the product in the market. Is the 
product new to the market (Are 
people totally unaware of the product 
and its finctions and ber. Jits?)? 
Have irlost people in the iarket 
place been exposed to or used the 
product (Are you asking people to 
replace the brand they currently own 
with your brand?)? (This is an 
application of what is known as the 
Product Life Cycle to the media 
selection decision.) 

Exercise: 
Ask participants, "How would you promote 
a new brand of compact disk player in dais 
country, and why?" 
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In international marketing, all of these 
decisions need to be coordinated among 
the different foreign markets and the 
domestic producer. It requires a great 
deal of coordination and people in those 
for ;Qy, markets who understand that 
market. However, it also requires that 
the domestic producer understand 
his/her own product and the benefits of 
that product. 

II. 	 Checklist: International 
Communication and Promotion 

PROCESS 

TP 4-25: A Coordinated Approach to Inter
national Promotion. 

TP 4-26: Checklist: International Communi
cation and Promotion (HO 4-14). 

Hand out a reading on playing by 
international rules (HO 4-15). 
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Unit 4: 	 International Promotion and Communications 
Strategy 

Unit 	Ovrview: 

I. 	 Identify Available Communications Alternatives 

II. 	 Develop the Communications Strategy 

A. 	 Define the Message 

B. 	 Copywriting for A.ds and Sales Talks 

C. 	 Video: Clio Awards Film 

D. 	 Choose the Promotional Method 

E. 	 Select the Medium 

III. 	Checklist: The Promotion and Communication 
Checklist 
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Adjustment of a Standardized Campaign
 

SO'''urceo Micharl Fipid "Fragrantr Mai,,n, Snilf Out flich Aroma *AdvePrh.onro Aoe January 30 1986 t0 't9 The Dr 'dpn Press All riphls tir,rvrnd 

Source: Czinkoua, M. R., Rivoli P. and Ronkatncn l.A. IntenationalBusincss.InsructorManual. Copyright ©1992The Dryden Press,. 
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Why Boris knows the difference 
between ERA, MIT, and fle NAACP 

The answer isCNN International Transmitting the news of America, 
our values and vie,,.jxints, to millions of people all over the world. 

It's
an amazing accomplishment made possible through tle technical 
capabilities and creative vision of cable TV.Yet, it isbut one of many. Think 
of The Disco%ery Channel, C-SPAN, BET and A&E. Risk-taking ventures, 
costly ventures But cable ,nade the investment. Because we knew that cable 
had the potential to provide tswith awhole new way to look at the wouId. 

We are also proud of our abilities to keep, since 1972, the costs of cable 
lower than tie rate of inflation. Anti table operators have continually plowed 
back their profits into better progranmming and greater channel capacity. It's 
exactly this kind of commitment that has made cable television the value 
it is today. 

We thank Congress for having the wkdori to pass the 1984 Cable Act. 
The freedom it has given us is a privilege we cherish. 
One we will continue to exercise with 
resporsibility and great care. 

TIME WARNER 
7e lvorld isour audlnce. 

Source: Ad created and produced by Grey Advertising Inc. Photo by Todd 0 1992 The Dryden Press All rights reserved 

Hniman Reprinted with permission Irom Time Warner Inc 
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ADVERTISING OBJECTIVES
 

The AIDA Model 

Attention 

Interest 
4 

Desire 
4 

Action 
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PROMOTIONAL ADAPTATION
 

In Japan, where consumers find it difficult to say
"snap, crackle, and pop," Kellogg changed their 
slogan for Rice Crispies Breakfast Cereal to "patchy, 
pitchy, putchy." 

Kellogg also changed the name of their "Bran Buds" 
cereal in Sweden where the name roughly translates 
to "burned farmer." 

The Schwinn Bicycle Company uses a theme of 
pleasure to promote bicycles in the United States, but 
focuses on the safety of their product when promoting 
in Scandanavia. 

Colors of products and ads may also have to be 
changed. White is a mourning color in Japan; purple 
is associated with death in much of Latin America; 
green is associated with jungle sickness in Malaysia. 

Source: Kotler, Philip, Marketing Management, Prentice Hall, 1991. 
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ADVERTISING MEDIA TYPES
 

Newspapers 

Magazines 

Television 

Radio
 

Direct Mail
 

Posters
 

Point of Sale
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EXAMPLES OF INTERNATIONAL MEDIA
 
AVAILABILITY AND LIMITATIONS
 

Commercial TV and/or radio simply does not exist in 
some Scandanavian countries and in the Middle East. 
Thus, broadcast media is unavailable for advertising. 

Certain countries, including the United States, restrict 
the kinds of messages that can be presented on TV. In 
the U.S., cigarettes cannot be advertised on TV and 
there are limits to the ways alcoholic beverages can be 
displayed on TV. 

Source: Kotler, Philip, Marketing Management, Prentice Hall, 1991. 

280 



TP 4-8
 

INTERNATIONAL SALES PROMOTION
 
LIMITATIONS AND REGULATIONS
 

Country Category 

Australia Premiums 
Gifts 
Competitions 

Austria Premiums 
Gifts 
Competitions 

Canada Premiums 
Gifts 
Competitions 

Denmark Premiums 
Gifts 
Competitions 

France Premiums 
Gifts 
Competitions 

Germany Premiums 
Gifts 
Competitions 

Hong Kong Premiums 
Gifts 
Competitions 

Japan Premiums 
Gifts 
Competitions 

Korea Premiums 
Gifts 
Competitions 

United Kingdom Premiums 
Gifts 
Competitions 

United States Premiums 
Gifts 
Competitions 

Venezuela Premiums 
Gifts 
Competitions 

No Restric-
lions or 

Minor Ones 

x 
x 

x 
x 

x 
x 
x 

x 
x 
x 

x 
x 

x 
x 

Authorized General Ban Almost 
with Major with Important Total Pro-
Restrictions Eirceptions hibition 

x 

x 
x 
x 

x 

x 
x 

x 

x 
x 
x 

x 
x 
x 

x 
x 
x 

x 

x 
x 
x 

Source: Boddewyn, JJ., Premiums, GUts and Competition, 1988, published by International Advertising Association. 
Copyright ' The Dryden Press, 1990. International Markeing, Instructor Manual. 
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A CHECKLIST OF PRODUCT MARKET FACTS
 

El Identity E-History 

E Performance El Consumer use 

El Life El Product Image 

E1 Effectiveness El Distribution 

El Competitive El Market 
information position 

El Manufacturing El Research 

E Packaging 

Source: 	 Bovee. Courtland L. and William S. Arens, Contemporary Advertising, Richard Erwin 
Publishers, 1982. 
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Austrian Airlines.
 
The youngest aircraft
 
toVienna and beyond.
 

"Theres nothing quite like afinely tuned instrument." 

Apart from his genius, what of the world's youngest-averaging 
distinguished Mozart from other only years of age.'/2 
composers was his youth. Today, And our superb maintenance 
that same dis~incuon can be made program insures that our planes 
between Austrian Airlines and stay young Our standards arm high 
most other airline. -and highly regarded. In fact, we 

When you fly our New York/ overhaul planes of several major 
Vienna non-stops, youre traveling international airlines. 
with an airline whose fleet is one Travel to Vienna and beyond, 

Fl &/Ba bra lmda o Fim C~u cnJuie.Ci~ um Aaar Ajduma. aadjae' l 

\
 

with Austrian Airlines. Because, 
like our famed composer, we 
know that the key to superior 
performantc is a finely tuned 
Instrument For information, 
consult your travel coun
selor or call 800-843-002.1 
AUSTR/AA'AIRLINES 

The professional's choice. 
,svrc 'zAw alr .A# LSAkjr
 

Source: Czinkota, Michael R. and Ilkka A. Ronkainen, InternationalMarketing, InstructorManual. 
Copyright e The Dryden Press, 1990. 
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A SUMMARY CLASSIFICATION OF
 
CONSUMER NEEDS
 

1. 	 Physiological: the fundamentals of survival, 
including hunger, thirst, and other bodily 
needs. 

2. 	 Safety: concern over physical survival and 
safety. 

3. 	 Affiliation and Belongingness: a need to be 
accepted by others, to be an important 
person to them. 

4. 	 Achievement: a basic desire for success in 
meeting personal goals. 

5. 	 Power: a desire to gain control over one's 
destiny as well as that of others. 

6. 	 Self-expression: the need to develop freedom 
in self-expression and to be perceived by 
others as significant. 

284
 



TP 4-11b
 

A SUMMARY CLASSIFICATION
 
(continued)
 

7. 	 Order and Understanding: the desire to 
achieve self-actualization through knowing, 
understanding, systematizing, and construc
ting a system of values. 

8. 	 Variety Seeking: maintenance of a preferred 
level of physiological arousal and stimulation, 
often expressed as variety seeking. 

9. 	 Attribution of Causality: estimation or 
attribution of the causality of events and 
actions. 

Source: 	 James F. Engel, Roger D. Blackwell. and Paul W. Miniard (1990). Consumer Behavior, 6th edition. 
Chicago: The Dryden Press, p. 267. 
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LEARN-FEEL-DO
 

Is applicable to situations where consumers 
are engaged in high involvement decision 
making. 

Consumers base attitudes on information 
presented in ads. 

Consumers form thoughtful evaluations of 
the product and preferences for a specific 
brand prior to purchase. 

The goal is to present a logical, persuasive 
argument for purchasing the product. 
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FEEL-DO-LEARN 

Advertisements evoke feelings and emotions in 
consumers. 

These feelings can be related to the ad or to the 
product. 

These feelings trigger a purchase response. 
(The consumers transfer the feelings triggered 
by the ad to the product.) 

Can occur at any level of involvement in the 
decision. 

The consumer learns about the product and its 
benefits after purchasing it. 

The emphasis is on stimulating emotion and 
creating a specific product/company image. 
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DO-FEEL-LEARN 

Is generally used when consumers are engaged 
in low involvement decision making. 

Low perceived risk in making the purchase 
prompts the actual purchase. 

It is the perceived reduction in risk expressed 
in the communication that triggers the purchase. 

The purchase is made with little thoughtful 
evaluation and no strong brand preference. 

An immediate purchase response is desired. 
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MEDIA SUITABILITY
 

If the goal is to persuade logically, then print 
media or broadcast media that fit the product 
(farming equipment might be advertised in a 
magazine that presents farming related articles) 
can be u"Jed to advertise or personal selling can 
be effective. (Learn-Feel-Do) 

Color print ads or TV advertising can be used 
effectively to present emotional advertisements. 
(Feel-Do-Learn) 

If the purpose is to trigger an immediate res
ponse, then sales promotion, newspaper adver
tisements, billboard advertisements, radio 
advertisements, or TV commercials may be used. 
(Do-Learn-Feel) 
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Best Copy for Print 

Newspaper and Magazine Advertisement
 
Checklist
 

Use simple layouts
 

Always put a caption under a photograph
 

Don't be afraid of long copy
 

Avoid negative headlines
 

Don't be afraid of long headlines
 

Look for story appeal
 

Photographs are better than drawings
 

Look at your advertisement in its editorial
 
environment
 

Develop a single advertising format
 

Before-and-after photographs make a point
 
better than words
 

Do not print copy in reverse type
 

Make each advertisement a complete sale
 

Source: Bovee, Courtland L. and William S. Arens, Contemporary Advertising, Richard Erwin 
Publishers, 1982. 
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THE SELLING PROCESS
 

Prospecting and
 
Qualifying
 

Potential Customers
 

Preapproach Planning
 

Approach
 

Presentation
 
and
 

Demonstration
 

Handle Objections
 

Close the Sale
 

After-Sale Service
 

291 



TP 4-18
 

THE PROMOTIONAL MIX
 

ADVERTISING
 

PERSONAL SELLING
 

SALES PROMOTION
 

PUBLIC RELATIONS
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THE USE OF PROMOTIONAL MIX
 

Advertising j Personal selling .__ 4 

ConsumerGoods 

Soles promotion 

\ 
Personal selling 

Publi'c 

X IndustrialGods 

G 

Sale: promotion 

- I 

Advertising 

Public 

r alons relations 

Relative Importance Relative Importance 

Source. Kotler, Philip, Marketing Management, Pieatice Hall, 1991. 
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DEFINITIONS OF PROMOTIONAL TOOLS 

ADVERTISING 

Any paid form of nonpersonal presentation of ideas, 
goods, or services by an identified sponsor. Thig 
presentation can take the form of print advertising, 
broadcast advertising, billboards, or direct mail. 

PERSONAL SELLING 

The oral (and personal) presentation of ideas, goods, 
or services in conversation with one or more pros
pective purchasers for the purpose of making (closing) 
sales. 

SALES PIROMOTION 

Short-term incentives to encourage purchase of a 
product or service. 

PUBLIC RELATIONS 

Building good relations with the company's various 
constituencies by ebtaining favorable publicity, 
promoting a good corporate image, and effectively 
responding to unfavorable rumors, stories, or events. 
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EVALUATING MEDIA:
 
REACH AND FREQUENCY
 

REACH 

The reach of a medium is the percentage of the target 
market (or target audience) that has been exposed to the 
advertisement at least once in a specified amount of 
time. The expected reach of a particular medium is 
often used as the basis of the price asked for advertising 
space. 

FREQUENCY 

The frequency of a medium is the average number of 
times the target market (or target audience) has been 
exposed to the advertisement in a specified time. One 
increases frequency of TV advertising by showing the ad 
more often. rj he frequency of a magazine may be high 
because people read and the re-read the magazine, 
exposing themselves to a single ad multiple times. 
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Worldwide Advertising Spending 

$458 $451 &k 
I 

Switzerland 
Total $3 

Spending billion 

U.S. 
$100 
billion 

Finland 
$1.5 

billion 

Japan Netherlands Canada 
$27.3 $3.2 $5.5 
billion billion billion 

Australia 
$3 

billion 

Norway 
$754.7 
million 

Britain 
$10.3 
billion 

Sweden 
$1.4 

billion 

New 
Zealand 
$543.6
million 

West 
Germany 

$10
billion 

Note: Figures reflect advertising expenditures for 68 countries in 1987. 

Source: -Where the Pitch Is Loudest.* Copyright 1989. U.S. News & WorldRepot 

Reprint d wnth permission from the March 20. 1989 issue. p. 90. 
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PROFILES OF MAJOR MEDIA TYPES
 

VOLUME 
IN 

MEDIUM BILLIONS 

Newspapers $312 

Television 25.7 

Direct mail 21.1 

Radio 7.8 

Magazines 6.1 

Outdoor 1.1 

Other 25.0 
Total 118.0 

PERCENTAGE 

26.4% 

21.8% 

17.9% 

6.6% 

5.2% 

0.9% 

21.2% 
100.0% 

EXAMPLE OF
 
COST 


$33,615 for one 
page, week-day 
Chicago Tribune 

$1,500 for thirty 
seconds of prime 
time in Chicago 

$1,800 for the names 
and addresses of 
40,000 veterinarians 

$700 for one minute 
of drive time (during 
commuting hours, 
A.M. and P.M.) in 
Chicago 

$100,980 for one 
page, four-color, in 
Newsweek 

$25,500 per month 
for seventy-one bill-
boards in metropoli-
tan Chicago 

Source: Columns 2 and 3 are from Advertising Age, May 14, 1990, p. 12, 
Crain Communications, Inc. 

ADVANTAGES 

Flexibility; timeliness; good 
loco' market coverage; broad 
acceptance; high believability 

Combines sight, sound, and 
motion; appealing to the 
senses; high attention; high 
reach 

Audience selectivity, flexi-
bility; no ad comp, ition 
within the same medium; 
personalization 

Mass use; high geographic 
and demographic selectivity; 
low cost 

Hfigh geographic and 
demographic selectivity; 
credibility and prestige; high-
quality reproduction; long 
life; good pass-along 
readership 

Flexibility; high repeat 
exposure; low cost; low 
competition 

LIMITATIONS 

Short life; poor reproduc
tion quality; small "pass 
along" audience 

High absolute cost; high 
clutter, fleeting exposure; 
less audience selectivity 

Relatively high cost; "junk 
mail" image 

Audio presentation only; 
lower attention than 
television; nonstandardized 
rate structures; fleeting 
exposure 

Long ad purchase lead time; 
some waste circulation; no 
guarantee of position 

No audience selectivity; 
creative limitations 

Printed with permission. Copyright o 1990. 
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SELECTING MEDIA
 

Creative Disadvantages and Advantages 

Newspapers
 

Magazines
 

Television
 

Radio
 

Direct Mail
 

Posters
 

Point of Sale
 

Source: 	 Bovee, Courtland L. and William S. Arens, Contemporary Advertisinz, 
Richard Erwin Publishers, 1982. 
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Coordinated Approach to International Advertising 

1. Strategy and Objectives 

Subsidiaries Develop Tentative
 
Marketing and Advertising
 
Strategies and Objectives
 

I Home Office Review 

2. Individual Market Input 

Subsidiaries Develop 
Individual Advertising Campaigns 

F Home Office Review 7 

3. Testing 

Execute and Test Creative Work 

H-ome Office Revie-W 

4. Campaign Review 

Develop Creative Work 
to Presentation Standards 

F Home Office Review-7 

5. Budget Approval 

6. Campaign Implementation 

Source: Czinkota, M. R., Rivoli P., 
Ronkainen 1. International Business, 
Manual. Copyright 0 1992, The Dryden Press. 
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CHECKLIST: International Communication and 
Promotion (HO 4-14) 

Promotion-Nonpersonal (Advertising and Sales 
Promotion) 

How should the firm promote its products in the 
foreign market? Advertise? Trade fairs and 
exhibits? 

What communication or promotion objectives should 
the firm pursue abroad? 

What should be the total foreign promotion budget? 

What advertising media are available to promote in 
the foreign market? What are their strengths and 
limitations? How effective are different domestic 
and foreign advertising media? 

Should the firm use an advertising agency? How 
should it be selected? 

Are there foreign laws against competitive 
advertising? 
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TP 4-26 (continued) 

CHECKLIST: 	 International Communications
 
and Promotion
 

Promotion-Personal Selling 

Is there a need for personal selling to promote the 
product abroad? 

What assistance or services do foreign customers need 
from the sales force? 

What should be 	the nature of personal selling abroad? 

How many salespeople should the firm have? 

How should the sales personal be trained, motivated, 
compensated, assigned sales goals and quotas, and 
assigned foreign territories? 

How does the firm's sales force compare with its 
competitors? 

What criteria should the firm use to evaluate sales 
performance? 

How should the 	firm perform sales analysis? 
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Adjustment of a Standardized Campaign
 

Source Michael Field. "Fragrance Mnrketers Sniff Out Rich Aroma.' Advertising Age. January 30. 1986. 10 C01992 The Dryden Press All nghts reserved 
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Why Boris knows the difference 
between ERA, MIT, and the NAACP. 

The answer isCNN International. Transmitting d-,news of America, 
our values and viewpoints, to millions of people all over the world. 

It's an amazing accomplishment made possible through the technical 
capabilities and creative vision of cable TV. Yet, it isbut one of many. Think 
of The Discovery Channel, C-SPAN, BET and A&E. Risk-taking ventures, 
costly ventures. But cable made the investment. Because we knew that cable 
had the potential to provide us with awhole new way to look at the world. 

We are also proud of our abilities to keep, since 1972, the costs of cable 
lower than the rate of inflation. And cable operators have continually plowed 
back their profits into better programming and greater channel capacity. It's 
exactly this kind of commitment that has made cable television the value 
it ist-day. 

We thank Congress for having the wisdom to pass the 1984 Cable Act. 
The freedom it has given us is a privilege we cherish. 
One we will continue to exercise with 
responsibility and great care. 

TIME WARNER 
Tbeworld isour audience. 

Source: Ad created and produced by Grey AdverlisIng Inc. Photo by Todd 0 1992 The Dryde' Press. All rights reserved. 

Haiman Reprinlad with permis3ion Irom Time Warner Inc. 
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ADVERTISING MEDIA TYPES
 

Creative Disadvantages 

Newspapers 	 Loss of fidelity, especially in repro-
duction of halftone illustration. Too 
many ad-format variations among news-
papers. Variance in column widths. 
Difficulty in controlling ad position on 
page. 

Magazines 	 Size not as large as those of newspapers 
or posters. Long closing dates, limiting 
flexibility. Lack of immediacy. Ten-
dency to cluster ads. P-)ssible difficul-
ties in securing favorable spot in an 
issue. 

Television 	 No time to convey a lot of information. 
Air clutter (almost 25 % of broadcasting 
is nonprogramming material). Intrusive-
ness (TV tops list of consumers' com-
plaints in this respect). Capricious 
siation censorship. 

Radio 	 Lack of visual excitement. Wavering 
attention span (many listeners tune otst 
commercials). Inadequate data on lis-
tening habits (when 	 is the "listener" 
really listening?). Fleeting nature of 
message. 

Damper of state, federal, and postal 
Direct Mail 	 regulations on creative experimentation. 

Censorship often unpredictable. 
Formula thinking encouraged by
"proven" direct-mail track records. 

Essentially a one-line medium with only 
Posters 	 a limited opportunity to expand on the 

advertising message. Inadequate 
audience research, especially in transit 
advertising. 

Difficulty in pinpointing audience. 
Point of Sale 	 Failure of retailers to make proper use 

of material submitted to them, 

Creative advantages 

Almost any ad size available. Impact of 
black against white (still one of the most 
powerful color combinations). Sense of 
immediacy. Quick respocise; easy 
accountability. Local emphasis. 
Changes possible at short notice. 

High-quality reproduction. Prestige 
factor. Accurate demographic infor
mation available. Graphic opportunities 
(use of white space, benday screen, 
reverse type). Color. 

Combination of sight and sound. 
Movement. A single message at a time. 
Viewers' empathy. Opportunity to 
demonstrate the product. Believability: 
"What you see is what you get." 

Opportunity to explore sound. 
Favorable to humor. Intimacy. Loyal 
following (the average person listens 
regularly to only about two stations). 
Ability to change message quickly. 

Graphic and production flexibility, such 
as use of three-dimensional effect 
(folding, die-cuts, pop-ups). 
Measurable. As scientific as any other 
for n of advertising. Highly personal. 

Graphic opportunities. Color. Large 
size. High-fidelity reproduction. 
Simple, direct approach. Possibility of 
an entirely visual message. 

Opportunities for three-dimensional 
effects, movement, sound, and new 
production techniques. 
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A CHECKLIST OF PRODUCT MARIET FACTS
 

Identity 

El Trade name 

El Trademark 

El Product symbol
 
El Other copyrighted or patented information 


Performance 

El What does it do? 

El What might it be expected to do that it does not? 

El How does it work? 

El How is it made or produced?
 
El What is in it? 


Raw materials Preservatives 
Chemicals Special ingredients 
Nutrients 

El What are its physical characteristics? 

Color Appearanice 

Smell Others 

Taste Texture 


Life 
El What is its life or use span? 

Effectiveness 
El Is there proof that it has been tested and works 

well? 
El Are there any government or other regulations 

that need to be mentioned or observed? 

Competitive information 
El Who are the competitors? 
0"Does it have an) advantages over them? 
l Does it have any disadvantages? 

El Are they all about the same? 
El Do rival products present problems that this one 

solves? 

Manufacturing 

El How is it made? 

El How long does it take? 

El How many steps in the process? 

El How about the people involv, d in making it? 

El Are there any special machines used?
 
El Where is it made? 


Packaging
 
El Unit size or sizes offered 
El Package shape 
El Package design 

Styling 
Color 

Special protection for product
 
A carrier for product
 

El Package label
 

History
 
El When was it created or invented?
 
El Who introduced it?
 
El Has it had other names?
 
El Have there been product changes?
 
El Is there any "ronice" to it?
 

Consumer use
 
El Hnw is the product used?
 
El Are there other possible uses?
 
El How frequently is it bought?
 
El What type of person uses the product?
 
El Why is the product bought?
 

Personal use
 
Gift
 
Work
 

El What type of person uses the product most (heavy 
user)? 

El What amount of the product is bought by the 
heavy user? 

El Where does the best customer live?
 
El What kind of person is a heavy user or buyer?
 

Product Image
 
El How do people view the product?
 
El What do they like about it?
 
El What do they dislike about it?
 
El Is it a luxury?
 
El Is it a necessity?
 
El Is it a habit?
 
El Is it self-indulgent?
 
El Do people have to have it but wish they didn't?
 

Distribution
 
M How widely is the product distributed?
 
El Are there exclusive sellers?
 
El Is there a ready supply or limited amount?
 
El Is it available for a short season?
 

Market position
 
El What is its share of the total market?
 

Research
 
0l What research about the product does the supplier
 

have?
 
El Is research available? 

Source: Bovee, Courtland L. and William S. Arens, Contemporary Advertising. Richard ERwin Publishers, 1982. 

305
 



HO 4-5
 

Austrian Airlines.
 
The youngest aircraft
 
toViienna and beyond.
 

"There's nothing quite like afinely tuned instrument." 

Apart from his genius, what of the world's youngest-averaging 
distinguished Mozart from other onayS'h years of age. 
composers was his youth. Today, And our suprb maintcna,,ce 
that same distinction can be made prog-am insures that our planes 
between Austrian Airlines d stay young Our standards are high 
most other airlines. -and highly regarded. In fact, we 

When you fly our New York/ overhaul planes of several major 
Vienna non.stops, you're traveling international airlirx,,. 
with an airline whose fleet is one Travel to Vienna and beyond, 

Fty Bwu w Ckuo~iAwmAALa. .m I1abr adio,t Fam Cla.z - €c.isj 

%. 

with Austrian Airlines. Because, 
like our fmed composer, we 
know that the key i superior 
performance is afiu.ely tuned 
instrument. For information, 
consult your travel coun
sclor or call 800-843-0002.-1 
A1USTRIA AIRLINES 

7e professionalrs choice. 
Anvra=,. NmArhwad Mr/ktWk 

Source: 	 Czinkota, Michael R. and Ilkka A. Ronkainen, InternationalMarketing, InstructorManual. 
Copyright © The Dryden Press, 1990. 
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EXERCISE 4.1
 
WHAT IS THE FEATURE? WHAT IS THE BENEFIT?
 

Read the product description below. It is a promotional description of a wall clock. Try
to identify the product features, those objectives and concrete characteristics of the product,
and the product benefits, those satisfactions to be derived by the consumer by acquiring or 
using the product. 

Oak Gallery Clock 

The simple eleganct of this traditional New 
England-styled clock fits beautifully into your home,
 
cottage or office. Rich hand-rubbed finish high
fights a solid oak frame. Features large, easy-to-read
 
numbers and two independent quartz movements to " 3;
 
ensure accuracy. Runs on two AA batteries, not 4, _
 
included. Wall mount. 11" clock face with protec- .
 
tive plexiglass cover. Overall 14" diam. Imported.
 
Q870RL $129.00 "mu,,,Oo,
 

Two colors: Walnut Stain. Natural Oak. 

FEATURES 
 BENEFITS 

solid oak frame will last a long time 
hand-rubbed finish elegant design 
two independent quartz movements will be accurate 
large numbers on clock face numbers are easy to read 
requires two AA batteries plexiglass cover will protect clock face 
11" clock face 
14" overall diameter 
ploxiglass cover 
wall mount 
available in two colors 

Are there any other features or benefits identified or implied by the descriptive copy? What 
are they? 

Are all of the product benefits clearly stated or are some implied by the promoted product 
features?
 

Why is the hand-rubbed finich important? What benefits might be derived from this 
characteristic by consumers? 
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EXERCISE 4.1
 
WHAT IS THE FEATURE? WHAT IS THE BENEFIT?.
 

Now, its your turn. 

Read the two product descriptions below. Make lists of the products' features and benefits. 

For what reasons would consumers choose either of these products over any other 
comparable product? 

Atough day of hard work and travel 
may wear you out, but not this"sturdier weight" workhorse. 
Our Hyde Park'" Oxford isan indomitable 
dress shirt. With a fabric traditionalists
 
applaud. Afabric woven of hearty two-ply
 
"20's single." yams and weighing in at a
 
full 5.25 oz. per sq. yd. You'll find it wears
 
formidably and has an elegant, classy
 
drape to it.
 

We tailor our Hyde Park indomitably
 
too. With strong sngle-needle stitched
 
seams throughout. Seams that he flat and
 
feel smooth. Other luxury details include
 

.1;.an authentic (not mock) four-piece split 
back yoke and back box pleat for shoulder 
and back roominess. There'b even aWi 
locker loop. We've been offenng our 
Hyde Park for a decade now. And our 
customers tell us that it never lets up. No • 
matter how long their hard day of work 
and travel. Machine wash. NEW! 4 Plugs In The Space
Made inthe USA. Of 22Sdeentyoutet coverturns adouble outlet into aquadruple Saves 

space where many appliances/electronics 
are used at once, minimizes the need for 
messy extension cords' Side entry design
isideal for sliding cords behind furniture
no juting plugs' Connects to any double 
outlet Sturdy white ABS plasic; 
43/4xi'/x3" high Use with polarized 
double prongs or standard douole 
prongs-howto's included.ULlisted. 
You'll want more than one, 
929888 Side-Entry Outjet 
Cover S9.98 2for $18.98 

308 



1O 4-7 

BEST COPY FOR PRINT 

Here is a checklist to help you create effective newspaper and magazine advertisements. 

" 	Use simple layouts. One big picture works better than several small pictures. Avoid 
cluttered pages. (Layouts that resemble the magazine's editorial format are well read.) 

* 	Always put a caption under a photograph. Readership of picture captions is generally 
twice as great as of body copy. The picture caption can be an advertisement by itself. 

" 	Don't be afraid of long copy. The people who read beyond the headline are prospectsfor 
yourproduct oryour service. If your product is expensive - like a car, a vacation, or an 
industrial product - prospects are hungry for the information long copy gives them. 
Consider long copy if you have a complex story to tell, many different product points to 
make, or an expensive product or service to sell. 

" 	Avoid negative headlines. People are literal-minded and may remember only the negatives. 
Sell the positive benefits in your product - not that it won't harm or that some defect has 
been solved. Look for emotional words that attract and motivate, like free and new and 
love. 

" 	Don't be afraid of long headlines. Research shows that on the average long headlines sell 
more merchandise than short ones. 

" 	Look for story appeal. Next to the headline, an illustration is the most effective way to 
get a reader's attention. Try for story appeal - the kind of illustration that makes the 
reader ask: "VWhat's going on here?" 

" 	Photographs are better than drawings. Research says that photography increases recall an 
average of 26 percent over artwork. 

" 	Look at your advertisement in its editorial environment. Ask to see yeur advertisement 
pasted into the magazine in which it will appear. Or, for newspapers, photostatted in the 
same tone as the newspaper page. Beautifully mounted layouts are deceptive. The reader 
will never see your advertisement printed o high-gloss paper, with a big white border, 
mounted on a board. It is misleading for you to look at it this way. 

* 	Develop a single advertising format. An overall format for all print advertising can double 
recognition. This rule holds special meaning for industrial advertisers. One format will 
help readers see your advertisements as coming from one large corporation, rather than 
several small companies. 

309
 



HO 4-7 (continued) 

" 	Before-and-after photographs make a point better than words. If you can, show a visual 
contrast - a change in the consumer, or a demonstration of product superiority. 

" 	Do not print copy in reverse type. It may look attractive, but it reduces readership. For 
the same reason, don't surprint copy on the illustration of your advertisement. 

" 	Make each advertisement a complete sale. Your message must be contained in the 
headline. React to the overall impression, as the reader will. Only the advertiser reads 
all his advertisements. Any advertisement in a series must stand on its own. Every one 
must make a complete sale. Assume it will be the only advertisement for your product a 
reader will ever see. 
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EXERCISE 2
 
What are you Sehiing? 

Write a short paragraph describing your own product. What does it do? How is it made? 
How is it used? Be as thorough as time or space permits. 

Look at the paragraph you have just written. List the phrases or statements that identify 
product features or physical characteristics. 
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EXERCISE 2
 
What are you selling?
 

Now, list the phrases or statements from your written paragraph that identify the benefits 
derived by the customer from acquiring, consuming, or owning your product. 

Given the benefits that consumers derive from your product, answer the question "How is 
your product different from competing products in delivering benefits to consumers?" 
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EXERCISE 2
 
What are you selling? 

You should now have several lists of potential sources of competitive advantage. In the space 
below, write a sentence or even several sentences that presents an argument for someone to 
purchase your product. You are now creating the basis for a sales talk or for ad vertising 
copy. Be as persuasive as you can. 
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DEFINITIONS OF PROMOTIONAL TOOLS
 

ADVERTISING
 

Any paid form of nonpersonal presentation of ideas, goods, or services 
by an identified sponsor. This presentation can take the form of print 
advertising, broadcast advertising, billboards, or direct mail. 

PERSONAL SELLING 

The oral (and personal) presentation of ideas, goods, or services in 
conversation with one or more prospective purchasers for the purpose 
of making (closing) sales. 

SALES PROMOTION 

Short-term incentives to encourage purchase of a product or service. 

PUBLIC RELATIONS 

Building good relations with the company's various constituencies by 
obtaining favorable publicity, promoting a good corporate image, and 
effectively responding to unfavorable rumors, stories, or events. 
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Worldwide Advertising Spendirg 

$458 $451 
)0 

Switzerland 
Total $3 

Spending billion 

U.S. 
$100 
billion 

Finland 
$1.5 

billion 

Japan Netherlands Canada 
$27.3 $3.2 $5.5 
billion billion billion 

Australia Norway 
$3 $754.7 

billion million 

Britain 
$10.3 
billion 

Sweden 
$1.4 

billion 

New 
Zealand 

$543.6
million 

West 
Germany 

$10
billion 

Note: Figures reflect adverlismg expenditures tor 68 countries in 1987. 

Source: -Where the Pitch Is Loudest* Copyright 1989. U.S. News A Woid Report 

Reprinted wnth permission train the March 20. 1989 issue, P. 90. 
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PROFILES OF MAJOR MEDIA TYPES 

VOLUME 
IN EXAMPLE OF 

MEDIUM BILLIONS PERCENTAGE COST ADVANTAGES LIMITATIONS 

Newspapers $31.2 26.4% $33,615 for one Flexibility; timeliness, gtoi Short life; poor reproduc
page, week-day local market coverage; broad tion quality; small "pass 
Chicago Tribune acceptance; high believability along" audience 

Television 25.7 21.8% $1,500 for thirty Combines sight, sound, and High absolate cost; high 
seconds of prime motion; appealing to the clutter, fletling exposure; 
time in Chicago senses; high attention; high less audi-,ce selectivity 

reach 

Direct mail 21.1 17.9% $1,800 for the names Audience selectivity; flexi- Relativelv high cost; "junk 
and addresses of 
40,000 veterinarians 

bility; no ad competition 
within thse same medium; 

mail" image 

personalization 

Radio 7.8 6.6% $700 for one minute 
of drive time (during 

Mass use; high geographic 
and demographic selectivity; 

Audio presentation only; 
lower attention than 

commuting hours, low cost television; noastandardized 
A.M. and P.M.) in rate structures; fleeting 
Chicago exposure 

Magazines 6.1 5.2% $100,980 for one High geographic and Long ad purchase lead time; 
page, four-color, in demographic selectivity; some waste circldation; no 
Newsweek credibility and prestige; high- guarantee of position 

quality reproduction; long 
life; good pass-along 
readership 

Outdoor 1.1 0.9% $25,500 per month Flexibility; high repeat 
No audience selectivity; 
creative limitations 

for seventy-one bill-
boards in metropoli-

exposure; low cost; low 
competition 

tan Chicago 

Other 25.0 21.2% 
Total 118.0 100.0% 

Soure. Columns 2 and 3 at frownAdverlising A., May 14, 199, p. 12, Printed with permison. Copyright 4 1990. Cran Communlcations, Inc. 

316
 



HO 4-12
 

COST OF SELECTED PRINT MEDIA (UNITED STATES)
 

Newspaper 

Columbus Dispatch 

The New York TYmes 

Periodical 

Columbus Monthly 

Newsweek 

House and Garden 

Circulation 

266,432 (weekday) 
annual 
purchase 

1,201,970 (weekday) 
annual 
purchase 

1ad I time purchase 

1/2 page black and white 
1/2 page 4-color 
Covers 4-color 

2nd cover 
3rd cover 
4th cover 

1/2 page black and white 
1/2 page 4-color 
Covers 4-color 

2nd cover 
3rd cover 
4th cover 

1/2 page black and white 
1/2 page 4-color 
Covers 4-color 

2nd cover 
3rd cover 
4th cover 

Quantity Rate 

126" bulk $83. 10/in. 

126" bulk $395./in. 

Rate 

$1480. 
$2275. 

$4410. 
$4065. 
$4765. 

$46,020. 
$74,435. 

$114,535. 
$114,535. 
$146,815. 

$3,200. 
$4,200. 

$8,525. 
$7,850. 
$9,300. 

Source: Standard Rate and Data Service, Newspaper Rates and Data, Nov. 1992. 
Standard Rate and Data Service, Consumer Magazine and Farm Publication Rates and Data, Nov. 1992.
 
Standard Rate and Data Service, Spot Radio Rates and Service. Oct. 1992.
 
Standard Rate and Data Service, Spot Television Rates and Data, Oct, 1992.
 
Standard Rate and Data Service, Consumer Magazine and Farm Publication Rates and Data, Nov. 1992.
 
Standard Rate and Data Service, Newspaper Rates and Data, Nov. 1992.
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HO 4-13 

Coordinated Approach to International Advertising 

1. Strategy and Objectives 

Subsidiaries Develop Tentative 
Marketing and Advertising 
Strategies and Objectives 

I Home Office Review I 

2. Individual Market Input 

Subsidiaries Develop 
Individual Advertising Campaigns 

Home Office ReviewI 7 -- } 

3. Testing 

Execute and Test Creative Work 

Home Office Review 

4. Campaign Review 

Develop Creative Work 
to Presentation Standards 

" Home Office Review 7 

5. Budget Approval 

6. Campaign Implementation 

Source: Czinkota, Michael R., Rivoli Pietra and Ronkainen A. Ikka. International iisiness, Instructor Manual, Copyright 0 1992 The Dryden Press. 
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HO 4-14 

CHECKLIST: International Communication and Promotion 

Promotion - Nonpersonal (Advertising and Sales Promotion) 

How should the firm promote its products in the foreign market? 

Should it advertise? Should it participate in international trade fairs and exhibits? 

What are the communication needs of the foreign market? 

What communication or promotion objectives should the firm pursue abroad? 

What should be the total foreign promotion budget? 

What advertising media are available to promote in the foreign market? What are their 
strengths and limitations? How effective are different domestic and foreign advertising 
media? 

Should the firm use an advertising agency? How should it be selected? 

How effective and competitive are the firm's existing advertising and promotion programs 
concerning the foreign market? 

What are the legal requirements? 

Are there foreign laws against competitive advertising? 
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HO 4-14 (continued)
 

CHECKLIST: International Communication and Promotion
 

Promotion - Personal Sellin2 

Is there a need for personal selling to promote the product abroad? 

What assistance or services to foreign customers need from the sales force? 

What should be the nature of personal selling abroad? 

How many salespeople should the firm have? 

How should the sales personnel be trained, motivated, compensated, assigned sales goals 
and quotas, and assigned foreign territories? 

How does the firm's sales force compare with its competitors? 

What criteria should the firm use to evaluate sales performance? 

How should the firm perform sales analysis? 
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Unit 4 HO 4-15 

Playing by International Rules 

The following article appeared in THE WALL STREET JOURNAL, College Education (1986) 

When General Mills Inc. decided to advertise Action Man soldiers in West Germany, it 
wasn't a simple matter of changing the language in its commercials. The company had to film 
an entirely different TV spot to tone down the violence. Instead of holding ma,.hine guns and 
driving tanks, the toy soldiers could be shown on German television only if they were unarmed 
and seated in jeeps rather than tanks. 

In Austria, where companies aren't permitted to use children in commercials, some 
advertisers have resorted to hiring dwarfs and showing animated drawings of kids instead. And 
the Marlboro cowboy has been sidelined altogether by stiff regulations in Britain. The 
reasoning: Heroic figures in cigarette ads might have special appeal and encourage people to 
start smoking. 

Such restrictions have become a nettlesome fact of life for advertisers as more countries 
regulate the content of ads and as companies step up their international marketing. The maze 
of government regulations makes it difficult to create a universal ad campaign that can work in 
dozens of countries. "You have to be infinitely more creative and flexible now to make 
advertisements that can be used in a number of places," says Edward Roncarelli, president of 
the multinational business group at the Foote, Cone & Belding ad agency. 

At the J. Walter Thompson ad agency, executives point to a 30-second Kellogg cereal 
commercial produced for British TV to show how much regulations in Europe alone can sap an 
ad. References to iron and vitamins would have to be deleted in the Netherlands; a child 
wearing a Kellogg's T-shirt would be edited out in France where children are forbidden from 
endorsing products on TV. And in Germany, the line, "Kellogg makes their cornflakes the best 
they've ever been" would be axed because of rules against making competitive claims. After 
the required changes, the commercial would be about five seconds long. 

Lately, there has been a push in particular to restrict ads for cigarettes, children's 
products, liquor, and pharmaceuticals. "It's really a thicket for drug companies to pick their 
way through," says James Adler, director of Saatchi & Saatchi Compton Worldwide, an ad 
agency. "Some countries don't allow analgesic ads at all, some refuse comparative ads, and 
others won't allow companies to mention whether doctors recommend the product." Doyle Dane 
Bernbach, another ad shop, notes that a Panadol ad lost much of its selling power when the 
Singapore government required the headline to be watered down to, "Panadol relieves 
headaches." 

Source: The Wall Street Journalon Marketing. 8/7 
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Unit 4 HO 4-15 (Continued) 

The International Advertising Association has formed a global commission on product 
marketing that hopes to head off more government rules by encouraging advertisers to regulate 
themselves. Some companies blame the regulatory trend on the growing influence of consumer 
advocacy groups in some countries. 

Nationalistic polici,, also are curbing advertiser's freedom. More countries now are 
requiring local production ,,f at least a portion of TV commercials to build fledgling film 
industries and create more jobs. "These rules wreck the economies of scale for big companies 
like Revlon," says Anthony Thurston, vice president and general manager at Grey Advertising 
Inc.'s international division. 

In one Revlon commercial for Jontue perfume, a young woman trips through a pastoral 
estate filled with deer and peacocks and gets scooped up by a man on horseback. The ad has 
a fantasy feel to it, with little sense of time or place. Still, Revlon ended up spending an extra 
$100,000 to film nearly identical versions in Australia and Colombia. Both countries refused 
the U.S. ad. 

Some companies try to hold extra production expenses to a minimum by flying film 
crews from restrictive foreign countries to a commercial shooting site in the United States. 
Often, such people get paid for just standing around with their hands in their pockets, but their 
unions and government officials seem appeased nonetheless. 

It's becoming especially tough for cigarette companies to find legal ways to keep their 
brand names and images before the public. "The situation is getting absolutely ridiculous," 
complains Robert Barocci, president of the international division of the Leo Burnett Co, ad 
agency. He says that in Britain, where the Marlboro cowboy is outlawed, Philip Morris couldn't 
even show a chuck wagon and a lit camp fire in its ads. That would indicate that the cowboy 
was lurking nearby. 

The United States, of course, has its share of government and TV network regulations: 
Cigarettes can't be pitched on TV at all, and actors in beer commercials aren't permitted to 
guzzle the brew on camera. "But in the area of children's products, the United States is an 
advertiser's paradise compared with many countries," says Christopher Campbell, international 
marketing director at the Parker Brothers subsidiary of General Mills. 

The other countries' aim is to protect kids from exploitation. For instance, candy 
companies must show a toothbrush in their ads in the Netherlands. And in France, Mr. 
Campbell says, he can spend a maximum of just $130,000 a year per toy on ads. 

Parker Brothers plays it safe by using animation and showing only the hands of children 
playing with games or turning the pages of books. It also avoids celebrities believed to have 
some influence over children. "In the United Kingdom," says Mr. Campbell, "we would violate 
the rules if we used someone like Captain Kangaroo or Mister Rogers in a commercial before 
9 p.m." 

Reprinted by permisson of THE WALL STREET JOURNAL, 01986 Down Jones & Company. All rights reserved. 
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Instructor Notes 4-1 

CLIO AWARDS 1988 VIDEO 

Before presenting the video, prepare the participants by asking them to look specifically 
for ads that focus on LEARN, FEEL, or DO strategies. Ask them to write down the 
ads that fall into each category. 

Then, ask them to identify any ads that they feel combine more than one copy strategy. 

Finally, ask the participants to note the cultural differences in the ads. 

After presenting the video, encourage a discussion of the issues listed above. Most of 
the ads will fall into the LEARN or FEEL categories. However, some will use the 
visual components to present an emotional appear (even a humorous appeal) while the 
ad copy presents strong persuasive arguments (i.e., PCM Sound). 
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Instructor Notes 4-2 (H04-8)
 

EXERCISE
 
What are you Selling?
 

Allow students to comple-te the following pages using their own products as the 
subject if you are working with entrepreneurs. If you are working with non
entrepreneurs, select several common products and assign small groups (3 to 4 
people) to complete the following pages for one of the products you have selected. 

When the following pages have been completed, have participants present their 
persuasive arguments for buying their products. Encourage the presenter to explain 
their reasons behind their argument. Then, allow the other participants to openly 
discuss/question the strengths and weaknesses of the argument. 

It is important for participants to understand that there may be several competitive 
advantages for any one product and many different arguments used to promote 
that one product. It is also critical that participants focus on the benefits that 
consumers derive from a product and not on the reasons that producers may want 
to sell the product. 
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INTERNATIONAL PRICING STRATEGY
 



International Entrepreneurship Course 

UNIT 5 

Title: INTERNATIONAL PRICING STRATEGY 

Purpose: 	 This unit is lesigned to examine the aspects of international pricing strategy 

Objectives: 	 To define the considerations for setting prices in a foreign market. 
Assess potential affects of international finance on importing or exporting. 

Materials: 

Transparency 5-1 Overview of unit 
Transparency 5-2 Overview of unit 
Transparency 5-3 Export Pricing Approaches: Pricing Policies 
Transparency 5-4 Pricing Strategies 
Transparency 5-5 Pricing, Quotation and Terms of Sale 
Transparency 5-6 Example of Net Price and Added Costs 
Transparency 5-7 Dec;cing Responsibility 
Transparency 5-8a/b Alternative Terms of Sale 
Transparency 5-9 International Banking Facilities 
Transparency 5-10 Foreign Exchange 
Transparency 5-11 General or Economic Factors,Affecting Exchange 

Fluctuations 
Transparency 5-12 How The Businessperson Deals with Foreign 

Exchange Risk 
Transparency 5-12a Example of Foreign Exchange Impact 
Transparency 5-13 International Commercial Payments 
Transparency 5-14 Cash 
Transparency 5-15 Open Account 
Transparency 5-16 Bill of Exchange/Draft 
Transparency 5-17 Letters of Credit 
Transparency 5-18 Letters of Credit 
Transparen-'y 5-19 Advantages of Letter of Credit to Buyer 
Transparency 5-20 Letter of Credit Example 
Transparency 5-21 Bank Advertisement - letter of credit 
Transparency 5-22 Comparison of Means of Payment 
Transparency 5-23 Foreign Collections, Credit Guarantees and 

Insurance 
Transparency 5-24 Credit Guarantees and Insurance for Payment 
Transparency 5-25 Factoring 
Transparency 5-26 Barter and Countertrade 
Transparency 5-27 Countries Requesting Countertrade 
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Export/Import Unit 5 

Transparency 5-28 
Transparency 5-29 
Transparency 5-30 
Transparency 5-31 

Handout 5-1 
Handout 5-2 
Handout 5-3 
Handout 5-4 
Handout 5-5 
Handout 5-6 
Handout 5-7 
Handout 5-8 
Handout 5-9 
Handout 5-10 
Handout 5-11 
Handout 5-12 

Handout 5-13 
Handout 5-14 
Handout 5-15 
Handout 5-16 
Handout 5-17 

Activities: 

References fo-1 Instructors: 

Countertrade Usage Involving U.S. Firms by Types 
Advertisement Offering Countertrade Services 
Countertrade Usage by Types 
Countertrade Services Employed 

Dumping 
Three General Price-Setting Strategies 
Export-Price Escalation 
Revised American Foreign Trade Definitions 
Alternative Terms of Sale 
Terms of Sale (Definitions) 
Pricing Under Different Terms of Sale 
He.ghig Example 
Exchange Rate Exercise 
Example of Foreign Exchange Impact 
The Letter of Credit and Draft 
Examples of Letters of Credit from Polish 
Commercial Bank (to be obtained in Foland) 
Checking Export Letters of Credit 
Factoring 
Countertrade as an Export Strategy 
The Promotion of Export with Barter 
Checklist: The Pricing Strategy 

Pricing Under Different Terms of Salc Exercise(H, 5-7) 
Price and Changing the Exchange Rate Exercise (HO 5-9) 

Other short exercises are listed in the T-outline. 

More readings for instructors only in Book 2: 

R5-1: 
R5-2: 

Export Pricing StrateIgies (Chap. 10 /_) 
The Export Strategy: "The Export Price" 

Teaching Suggestions in Instructor Notes 5-1 and 
Questions for Discussions in Instructor Notes 5-2; 5-4; 5-5 

Estimated Time: 3 hours 
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Export/Import 	 Unit 5 

Unit Outline: 

I. 	 Overview of the unit 

II. 	 Export Pricing Approaches 
A. 	 Pricing Policies 
B. 	 Pricing Strategies 

III. 	 Pricing, Quotation, and Terms of Sale 
A. 	 Quotation 
B. 	 Alternative 'Terms of Sale (1990) 
C. 	 Common Terms of Sale 

1. FOB 
2. CfF 

IV. 	 International Banking Facilities 
A. 	 Foreign Exchange 
B. 	 International Commercial Payments - Cash, Open Account,
 

Bill of Exchange, Letter of Credit
 
C. 	 Foreign Collections, Credit Guarantees 

V. 	 Factoring 

VI. 	 Barter and Countertrade 
A. 	 Russia/Ukraine 
B. 	 How do you value products? 

VII. Checklist: The Pricing Decision 
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FOR THE INSTRUCTOR 
'international Entrepreneurship 

Unit 5: Pricing Strategy 

CONTENT 

I. Overview of the unit 

This unit is particularly critical to 
international entrepreneurs. We do not 
cover determining the base price for which 
the product will be offered. This is in the 
Marketing Module. What we concentrate on 
here is the effects of international price 
quotations and banking concerns. Profit can 
be lost by not understanding the costs 
involved in various terms of sale. 
Fluctuations in foreign exchange rates and 
the creditworthiness of the buyer can also 
adversely affect revenue. We conclude with 
a discu,6'1n of barter and counter-trade. 

Before we begin, let me ask if you have 
completed all of the chec.dists to this point. 
We are about half way through the course. 
At the end of the course, we will each 
briefly describe the international strategy we 
have been constructing using the checklists. 

Are there any questions? 

H. Export Pricing Approaches 

To 	Avoid Confusion: 

1. 	For new foreign business, spell out all 
details, Include all transportation export/ 

PROCESS
 

TP 5-1 and 5-2 overview of unit.
 

(Here you may field questions about how to 
find more data. You do not have to know all 
the answers. The references given in Unit 2 
should be helpful. Also consult embassies, 
trade missions, the Ministry of Trade, for 
ideas of where to get information. As you 
teach the course over and over, you will 
become familiar with more sources of 
infoination. Once information is gathered, 
determining market size and share are 
critical. Refer back to Unit 2 and also the 
Marketing course. 
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Unit 5Export/Import 

CONTENTS 

import charges insurance charges 
involved. 

2. 	Later after trade is established, use 
contract agreed upon to continue to avoid 
confusion. 

Reasons: 

1. Different foreign business persons may 
interpret other than your intentions. 

2. 	Avoid misunderstanding and delay. 

3. 	Avoid loss of business because 
expctations were not met. 

4. 	 There are many other systems so need to 
be cler on intentions. 

A. Pricing Policies 

How to determine price for goods in 
the market place: 

1. 	 Usually use domestic price unless 
there are extenuating circum
stances, such as dumping - (lower 
than domestic price), done because 
of low purchasing power in the 
market (can't afford to pay more) 
or there is extra production 
capacity. it is often not legal. 
Duties added to bring price back 
up.
 

Prices must reflect market posi-
tioning (e.g., premium or price-
competitive). One must consider 
target market price expectations 
and potential demand levels when 
setting prices. 

- Skimming - high price 
- Market price 

PROCESS
 

Put up TP 5-3: Export Pricing Approaches. 

Hand out a reading on dumping (HO 5-1). 

Refer to Reading for Instructor 5-1 
(pp. 297-299). 
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Unit 5Export/Import 

CONTENTS 

- Penetration - low price to 

gain market share 

B. Pricing Strategies 

Once the positioning policy has been 
determined, then the entrepreneur can 
assess alternative pricing strategies. 

Standard worldwide price. 

Dual - export price based on marginal 
(direct) costs of producing and selling 
(lower cost than foreign domestic 
products sold). 

Market differentiating - based on 
market demand (different in different 
markets) 

l. Pricing, Quotation and Terms of 

Sale 

A. Quotation 

List and Net 

1. List price is a general price 
published in a catalog, price list, or 
advertisement. 

Good for a longer period since it 
doesn't consider exchange 
fluctuations: 

(a) 	 there should be a standard 
discount if printed 

(b) 	 when using the same catalog 
in various markets use 
standard currency base. 

Using cost to home port is usually 
better (more stable prices.) 

PROCESS 

Put up TP 5-4: Pricing Strategies. 

Hand out a reading on price-setting 
strategies (HO 5-2).
 
Refer to Reading for Instructor 5-1
 
(pp. 299-301)
 

Put up TP 5-5: Pricing, Quotation and
 

Terms of Sale.
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Export/Import 	 Unit5 

CONTENTS 	 PROCESS 

2. Net price indicates that a definite 
f.o.b., c.i.f., or ther quotation is 
not subject to trade or quantity 
discounts. 

(a) 	 usually short lived because of Work through TP 5-6: Export-Price 
changes in the various costs. Escalation. 

(b) simpler quotations 	 Distribute HO 5-3. 

Bases for price quotations: 

1. 	Quantity - bulk material (bulk or 
net) or unit price for items; 

2. 	 Quality - e.g., grade, mineral 
content; 

3. 	 Time - credit sales - eg 2/10, net 
(60 30); interest charges? 

4. 	 Others: 
(a) 	market price at given time,
 

e.g., wheat sales
 
(b) cost plus 

Government control of prices, e.g. 
price support for surplus agricultural 
products. 

Several costs are incurred in intema- Discuss TP 5-7.
 
tional goods movement. The buyer
 
and seller must decide who pays which
 
ones.
 

This 	depends on: 

(a) 	 place of delivery, 
(b) 	 transportation and related charges 

(discussed below), 
(c) 	 agreed responsibility of each 

party: 
1) 	 respective duties of buyer and
 

seller depends on f.o.b., etc.
 
agreements.
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Export/Import Unit 5 

CONTENTS PROCESS 

Also who pays demurrage -
charge for causing delay by 
not loading or unloading 
vessel. 

2) liability for loss or damage, 
(buyer responsible for war 
insurance). 

3) other insurance depends on 
f.o.b., etc. terms 

Reference to HO 5-4 chart if interested. 

B. Alternative Terms of Sale 

revised trade definitions - 1990: 
- ex works, point of origin 
- f.o.b. (free on board) 
- f.a.s. (free alongside ship), 
- c.i.f. (cost, insurance, freight, etc.) 

Put up TP 5-8 Alternative Terms of Sale. 
Hand out readings on alternative terms of 
sale (HO 5-5 and HO 5-6). 

C. Common Terms of Sale (1990) 

The more common terms in Poland are: 

FOB for importing 
CIF for exporting 

The Impact of Pricing 
Alternative Terms of Sale 

Under 

Now let's see what effect these different 
terms have on the overall profit margin 
of the seller. 

Exercise: 
Pricing Under Different Terms of Sale. 

Work through an example from HO 5-7. 
Reference in Readings for Instructor 5-2. 

IV. International Banking Facilities 

Why do we need them? 

Discrimination on loans and bills of 
exchange; transfer of funds; collections, 
credit checks, surveys, 

Two basic types - private, government. 

Exercise: 
Ask participants why they would need banks 
other than those in Poland. 
Then put up TP 5-9: International Banking 
Facilities. 
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Overseas arrangements of banks: 

(a) 	Correspondent - most common 

1) 	 Agreement with foreign banks to 
maintain balances with each 
other. 

2) 	 Advantages: Familiar with 
country; Established business; 
No resentment of foreigners; 
Cover greater area. 

3) 	 Disadvantages: Services may not 
be satisfactory; bank may fail. 

(b) 	Foreign branches of domestic bank: 

1) Advantages: Controlled by home 
bank; Gather market data 

2) Disadvantages: Strict regulation 
in some countries 

Banking Terms: 

- Acceptance - note on a bank 
- Discount - paid less than face value 

A. 	 Foreign Exchange 

Price quotation - options: 

(a) 	 exporter's currency - no loss to 
exporter due to fluctuation; avoids 
price changes due to fluctuation; 

(b) 	 exporter may hedge if use 
importer's currency; 

(c) 	 importer prefers own currency; to 
promote trade, exporter may 
oblige; 

(d) 	 price in terms of the third country 
if others unstable or banking 
facilities are in another country. 

PROCESS
 

Put up TP 5-10: Foreign Exchange. 
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Talk briefly about businessperson 
concerns: 

1. 	 profit 
2. 	 in importer's or exporter's foreign 

currency, can eat up profits 
3. 	 in own currency affects whether 

importer can afford to buy (may 
refuse delivery) 

4. 	 affects whether shipments made 
on time or at all 

5. 	 increases exporter's credit and 
commercial risks. 

General or economic factors affecting 
exchange, fluctuations 

1. Law of supply and demand - if free 
exchange situation. 

Low exchange - demand for domes
tic currency, therefore, foreign 
exchange is less expensive: 

(a) 	in U.S., transactions affecting 
supply of foreign exchange, that 
tend to decrease exchange rates 
(i.e. demand for dollars): Ame
rican exports, stocks and bonds 
sold abroad, foreign capital, 
movement to U.S. 

High exchange - demand for foreign 
currency, therefore, domestic less 
expensive or heavy offering of 
domestic currency: 

(b) demand for foreign exchange, 
which increases exchange rates 
(flow out of U.S.): imports, 
foreign stocks and bonds sold 
here, U.S. tourists going abroad. 
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PROCESS 

Exercise: 
Ask participants why businesses need to be 
concerned about foreign exchange 
fluctuations. They will probably concentrate 
on international trade. Ask if it has any 
effect on domestic trade. One answer 
should be that it affects the competitiveness 
of outside sellers in the home market. 

Put up TP 5-11: Factors Affecting Exchange 
Fluctuations. 
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2. 	 Kinds of bills of exchange - bank or 
commercial: 

(a) 	commercial (other than a bank) 
should be clean (no problems), 
can be drawn for payments or 
acceptance, collateral behind it 
can be sold, need to check credit 
standing of drawer and drawee, 

(b) 	Bank - vary by length of term to 
maturity. 

3. 	 Abnormal factors affect exchange 
rates: 

(a) devaluation
 
kb) inflation
 
(c) 	depression 
(d) government stability 

4. 	 Speculation in foreign exchange 
futures. 

5. 	 Interest rates. 

How The Businessperson Deals with 
Foreign Exchange Risk 

Problems with exchange fluctuation and 
payment: 

a) 	 spot exchange - agrees to purchase a 
given amount at time of purchase at 
current quote; 

b) 	future exchange - agrees to purchase 
a given amount of exchange at a 
fixed future date (or within a fixed 
period) at a rate specified in a future 
contract (above or below spot rate) 

Depends on: 

1. supply and demand for currency in 
the future, 
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Discuss up TP 5-12: How the 
Businessperson Deals with Foreign 
Exchange Risk. 

Consider the sophistication of the 
participants and how realistic it is for them 
to participate in exchange markets. It is an 
important concept but may not be that viable 
now. 
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2. 	 speculation about the market in the 
future.
 

Exporter's means of protection: 
a) do nothing if risk small 
b) hedging 

Importer's options:
 
a) hedging 

b) buy currency now 


Effect of depreciated foreign exchange 
upon exports and imports 

1. 	Commodity pice levels may be 
different inside country versus 
outside, occurs if international prices 
are not re-adjusted to reflect outside 
price -hanges. 

2. 	 Inflation, devaluation - same as 
national concerns. 

B. 	 International Commercial Payments -
Cash, Open Account, Bill of 
Exchange, Letters of Credit 

Next, let's examine the options for how 
the exporter is paid by the importer. 

Cash 

1. 	Term of remittance - have reciprocal 
bank deposits. 

2. 	 Term of payment - rare 
(a) 	unattractive to buyer because 

pays before goods delivered or 
inspected 

(b)used for: 
1. bad credit 
2. 	 weak exporter finances 
3. 	 special n-aterials in goods 

PROCESS 

Headging Example in HO 5-7. 
Note You may use zlotys instead of
 
dollars. Change dates and exchange rate to
 
be current information of your choosing.
 

Possible exchange markets -

Zurich, London, Frankfurt
 

Use Exercise: Savings or Loss from
 
Exchange Rates (HO 5-9).
 

Distribute HO 5-10.
 

Exercise:
 
Ask students to check where the exchange
 
rates are compared with their forecasts from
 
Unit 1.
 

Put up TP 5-13: International Commercial
 
Payments.
 

Refer to Reading for Instructor 5-1 (pp.
 
306).
 

Put up TP 5-14.
 

Refer to Rading for Instructor 5-1
 
(p. 	309) 
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4. 	raw materials 
5. custom products 

(c) 	partial payment - cover shipping
 
and return, insurance.
 

Open Account 	 Put up TP 5-15. 

Used if consignee's credit is good and 
there is a stable political and economic 
system. 

1. Disadvantage to exporter - no 
transfer of responsibility; entire 
financial burden is on exporter. 

2. 	 Advantages - simple, the accounting 
entry evidences the obligation; no 
banking arrangements. 

Bill of Exchange/Draft 	 Put up TP 5-16. 

Bank Draft is used for very good (trust) 
or very bad credit (no trust), like 
writing a check. 

Bills of Exchange are the most common 
means of payment - provide evidence of 
obligation. 

Drawn by seller. Calls for payment or 
acceptance to pay at a determinable 
future time. 

Entire financial burden not sustained by 
importer or exporter. 

1. Trade acceptance - signed by buyer: 
- transferable 
- definite time of maturity. 

2. 	 Time of payment: 
(a) 	sight - could be payable before
 

goods arrive; pay "on sight"
 
(b) on arrival 
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(c) 	 specific date - usually 30, 60, 90 
day credit paid 

3. 	 Accompanying documents: 
(a) 	Ocean Bill of Lading - shows 

receipt of goods, contract to 
carry, evidence of title to 
property. 

(b) Marine Insurance 
(c) 	Commercial Invoice 

4. 	Disposition options: 
(a) 	discounting or borrowing against 

it, 
(b) 	placing it for collection; seller 

has time to wait for maturity; 
gives documents to his bank for 
collection, 

(c) 	 additional costs - interest, bank 
charges should be included in 
price. 

5. 	 Risks born by exporter - but subject 
to recourse through legal system. 

Trade bill transaction - importer may 
reject goods. 

Letters of Credit 

Instrument issued by a bank at the 
request of the buyer whereby the bank 
undertakes to accept and/or pay drafts 
drawn upon the bank by the seller of 
merchandise concerned. This separates 
bank acceptance from mercantile (trade) 
acceptances. 


Parties to letter of credit - only need 3 
(buyer, issuer, beneficiary or seller). 

In 	reality, there are more: 

1. 	confirming bank - in seller's 
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Put up TP 5-17, 5-18, 5-19.
 

Discuss TP 5-20: The Mechanics of the
 
Letter of Credit and Sight Draft.
 

Hand out a reading on the letter of credit
 
(HO 5-11).
 
Present an example of letter of credit - TP
 
5-21.
 
Refer to Reading for Instructors 5-1 (p.
 
308).
 
Hand out and example of letter of credit
 
(HO 5-12).
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(beneficiary's) country; assumes
 
paying responsibility also;
 

2. 	 paying bank - drafts are drawn on
 
this bank; could be different from
 
the hank writing letter of credit;
 

3. advising bank - in beneficiary's
 
country, notifies beneficiary of
 
opening of credit; if it is a
 
confirmed letter of credit, then
 
confirming and advising banks are
 
the same;
 

4. 	 negotiating bank - voluntary paying 
(not by instruction of issuing bank) 
(a) 	usually applies to 2 and 3, 
(b) 	receive interest and bank charges
 

for services.
 

Kinds of Letters of Credit 

1. Revocable (not legally binding),
 
Irrevocable.
 

2. 	 Confirmed (a bank confirms the 
irrevocable obligation of the issuing 
bank, similar responsibility to 
endorser of a check). 
Unconfirmed (no second bank con
firming issuing bank). 

3. 	 Prefer irrevocable, confirmed. 

Assignment of Letters of Credit is done 
if the seller needs the money now. 

1. 	Back-to-Back credits - get loan 
against letter of credit 

Checking Export Letters of Credit: 	 Hand out a reading on checking export 
letters of credit. (HO 5-13). 

1. Exporter checks letter of creiit 
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2. 	 Exporter checks documents 
necessary to collect: 
(a) 	commercial invoice 
(b) insurance 
(c) 	bill of lading - clean 
(d) 	check number of copies required 

Additional kinds of letters of credit: 

1. 	Local or foreign currency. 
2. 	 Revclving letter of credit - either 

automatic or reestablish for a certain 
amount for a certain payment 
period. 

Advantages of letter of credit to buyer: 

1. 	Definite shipping date for order. 
2. 	 Gets lower prices since seller 

doesn't have to cove, iisk of non
payment. 

3. 	 May get discount for piuviding 
letters of credit. 

4. 	 What is the advantage to the seller? 

Example of a car sold for 1000 pounds 
Sterling using a letter of credit from 
Commerce Bank of Chicago - promise 
by a bank to pay all bills of ex:change 
drawn against it under conditions stated 
in letter sent to seller (shipping 
conditions, insurance): 

(b) 	 car shipped with ocean bill of 
lading, seller has it; 

(c) 	 with letter of credit and bill of 
lading, seller claims payment with
 
bill of exchange drawn on seller's
 
bank interest (Midland) discounted
 
for lost and risk of fluctuation, he
 
gets 994 pounds Sterling;
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(d) 	bank sends bill of exchange, etc., 
to N.Y. corresponding bank 
(Chase Manhattan ECM) for 
collection. 

(e) 	 CM sends bill to Commerce Bank 
for acceptance; Commerce Bank 
writes "acceptance" and date on it. 
It now becomes a bank acceptance 
(usually due 60 days hence); 

(f) 	 Commerce Bank keeps bill of 
lading and gives to buyer, sends 
acceptance back to CM (can now 
be resold); 

(g) 	 CM credits Midland account with 
sale price; 

(h) 	 on the day before the acceptance 
is due, buyer pays Commerce 
Bank plus a charge if not already 
paid; 

(i) 	 purchaser of acceptance presents 
for payment on due date and is 
paid. 

C. 	 Foreign Collections, Credit 
Guarantees and Insurance 
(handling failure to pay) 

1. Making Collections 

a. 	 Better to avoid - let importer 
know you are sure he will pay. 
Work through non-conirontive 
techniques first. 

b. 	 If failure to pay - investigate 
reasons: 
(1) 	 buyer may have claims 

against exporter - go to 
arbitration, conciliation, 
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PROCESS
 

Put up TP 5- 22: Comparison of Means of 
Payment and TP 5-23: Foreign Collections, 
Credit Guarantees and Insurance. 
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(2) financial emnbarrassment, 
be patient at first, firm if 
insolvency is possible. 

c. Alternatives: 
1. collection agencies 
2. Bank protest 
3. Foreign Service offices 

inquiries 
4. conciliation, arbitration 
5. litigatioa - the last resort 

2. Credit Guarantees and Insurance for Put up TP 5-24: Credit Guarantees and 
payment Insurance for Payment. 

a. Banks - letter of credit, 
accepting drafts "without 
recourse" (must pay). 

b. Credit guarantees by factor -
outside agent takes over credit 
operations. For the exporter, the 
collection fee may range from 
.75 percent to 2 percent. 

c. Credit guarantees by sales agents 
- they assume credit risk for a 
fee. 

d. Credit guarantees by individuals 
- when banks, custom houses, 
etc., can't or don't provide 
services. 

e. Self insurance of export credits -
reserve for bad debts; boost 
selling price to cover anticipated 
bad debts. 

f. Export credit insurance (Export 
Credit Indemnity exchange) -
insolvency of customer. Uncol
lectibility of obligation at law. 
Doesn't cover exchange rate or 
government restrictions. 
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V. Factoring 

A factor (non-U.S.) is a manager or 
adminis-trator of a business in the name of 
another. May bind the principal in all 
matters in which the factor is granted 
authority. 

2-4 percent discount (charge) for factor 
house assuming receipt of inventory. 

VI. Barter and Countertrade 

A. Russia/Ukraine 

B. How do you value products? 

V11. Checklist: The Pricing Decision 

PROCESS 

Put up TP 5-25.
 

Hand out a reading on factoring (HO 5-14).
 

Put up TP 5-26, TP 5-27: Country
 
Requesting Countertracie; TP 5-28:
 
Countertrade Usage Inolving U.S. Firms, by
 
Types and TP 5-29: Advertisement
 
Offering Countertrade Services of an MNC
 
(Multinational corporation) Subsidiary.
 

Put up TP 5-30: Countertrade Usage - by
 
Types and TP 5-31: Countertrade Services
 
Employed.
 

See Instructor Notes 5-1.
 

Exercise:
 
Have participants talk about their barter
 
experiences. Then move to how to handle
 
this internationally.
 

Hand out a reading on countertrade as an
 
export strategy (HO 5-15) and on promotion
 
of export with barter (HO 5-16).
 

Exercise:
 
Have participants work on checklist for 10
 
minutes. (HO 5-17)
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International Entrepreneurship Course 

Unit : International Pricing Strategy 

Export Pricing Approaches 

Pricing Policies
 
Pricing Strategies
 

Pricing, Quotation, and Terms of Sale 

Quotation 
Alternative Terms of Sale (1990) 
Common Terms of Sale 
FOB 
CIF 
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International Banking Facilities 

Foreign Exchange 
International Commercial Payments 
Foreign Collections, Credit Guarantees 

Factoring 

Barter and Countertrade 

Russia/Ukraine 
How do you value products? 

Checklist: The Pricing Decision 
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EXPORT PRICING APPROACHES 

Pricing Policies 

How to determine price for goods in the market 
place: 

domestic price unless there are extenuating 
circumstances, such as dumping (lower than 
domestic price)? 

Prices must reflect market positioning 

Skimming - high price 

Market price 

Penetration - low price to gain market share 
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PRICING STRATEGIES
 

* 	 Standard worldwide price 

• 	 Dual - export price based on marginal 
(direct) costs of producing and selling 
(lower cost than for domestic products 
sold) 

* 	 Market differentiating - based on market 
demand (different in different markets) 

353
 



TP 5-5 

Pricing, Quotation and Terms of Sale 

Quotation 

List 	and Net Prices 

Bases for price quotations: 

1. 	 Quantity - bulk material (bulk or net) 

also 	unit price for items 

2. 	 Quality - e.g., grade, mineral content 

3. 	 Time - credit sales - eg 2/10, net (60 30); 
interest charges? 

4. 	 Others 
eg. wheat sales, market price at given time 
cost plus 
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Ehpaot.Prte £scilatloi 

Export Market Cases 

Case t Case 2 Case 3 Case 4 
Same as Same as I Same as 3 
Domestic with with Local 

Domestic with Direct Foreign Foreign 
Wholesale- Wholesale Importer Same as 2 jobber 

International Marketing Channel fletall Imbort Added to with VAT Added to 
Elements and Cost Factors Channel C.I.F./Tariff Channel Added Channel 

Manufacturer's Net Price 6.00 6.00 8.00 6.00 6.00 

4 Insurance and Shipping Cost (C.I.F.) - 2.50 2.50 2.50 2.50 

= Landed Cost (C ,iF.value) - 8.50 8.50 8.50 8.50 

4-Tariff (20% on C.I.F. value) - 1.70 1.70 1.70 1.70 

= Importer's Cost (C.I.F. value 4-tariff) - 10.20 10.20 10.20 10.20 

4- Importer's Margin (25% on tost) - - 2.55 2.55 2.55 
4-VAT (16% on full cost plus margin) - - - 2.04 2.04 
= Winl,,mler's Cost (= Importer's 

Price) 8.00 10.20 1.75 14.79 14.79 

+ Wholesaler's Margin 
(33/3% on cost) 2.00 3.40 4.25 4.93 4.93 

+ VAT (16% on margin) 	 - - - .79 .79 

= Local Foreign jobber's Cost 
(= Wholesale Price) - - 20.51 

+ Inlhpr's Margin (331/1% on cost) -.. 6.84 
4-VAT (16% on margin) - - 1.09 

= 	 letaller's Cost (= Wholesale or 
Jobber Price) 8.00 10.60 17.00 20.51 28.44 

-- Retailer's Margin (50% on cost) 4.00 6.80 8.50 10.28 14.22 
4-VAT (16% on margin) - - - 1.64 2.28 

= fletoll Price (what consumer pays) 12.00 20.40 25.50 32.41 44.94 

Percentage Price Escalation over Domestic 70% 113% 170% 275% 
Percentage Price Escalatirn over Case 1 	 15% 59% 120% 
Percentage Price Escalallon over Case 2 27% 7b% 
Percentage Price Escalation over Case 3 39% 

Source: Ilelmut Becker, "Pricing: An InternationAl Marketing Challenge." In Internalional 
hark,,ling Strategy, eds. Hens Thorell end Helmut Becker (New York: Pergamon Pre, 
1g80) 215. aeprinted with permission. 

Source: Czinkota, Michael R. and ikka A. Ronkainen, International Marketing. Chicago, second edition. 

Copyrigbt 1 Dryden Press 1990. Tab. 10.1, p. 302. 
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Several costs are incurred in international goods 
movement. The buyer and seller must decide 
who pays which ones. 

This depends on: 

* place of delivery 

* transportation and related charges 

* agreed responsibility of each party 
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ALTERNATIVE TERMS OF SALE 

Revised trade definitions -- 1990 

Ex Works - point of origin 

F.O.B. (Free On Board) plant 

F.A.S. (Free Alongside Ship)
 

C.LF. (Cost, Insurance, Freight, etc.)
 

Delivered Duty Free/Paid
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INTERNATIONAL BANKING FACILITIES
 

Why do we need them? 

Overseas arrangements of banks: 

Correspondent - most common 

Foreign branches of domestic bank 
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FOREIGN EXCHANGE
 

Price quotation - Options: 

* 	 Exporter's currency. 

* 	 Importer prefers own currency. 

* 	 Price in terms of 3rd counAry 
if others unstable or banking 
facilities are in another country. 
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GENrERAL OR ECONOMIC FACTORS
 
AFFECTING EXCHANGE FLUCTUATIONS
 

1. 	 Law of supply and demand 

2. 	 Kinds o bills of exchange - Jank or 
connercial 

3. 	 Abnormal factors affect exchange rates 

(a) 	 devaluation
(b) 	 : flation 

(c) 	 depression 
(d) 	 government stability 

4. 	 Speulation ir! foreign exchange - futures 

5. 	 Interest rates 
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HOW THE BUSINESSPERSON DEALS WITH
 
FOREIGN EXCHANGE RISK
 

* 	 Problems with exchange fluctuation and 
payment 

a. 	 Spot Exchange 
b. 	 Future exchange 

* 	 Exporter's Means of Protection 

a. 	 Do nothing if risk small 
b. 	 Hedging 

• 	 Importer's Options 

a. 	 Hedging 
b. 	 Buy currency now 

Source: 	Rowland L. Kramer, International MarketiliR, ©Southwestern Publishing Co., Cincinnati, 
Ohio, 1970. 
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Example of Foreign Exchange Impact 

Monthly contract, Pounds Sterling 1,000
 

Cost of goods to marketer, $1,650
 

Exchange Net 

Date Rate Revenue Cost Income 

1/1 1 L* = $1.70 $1,700 $1,650 $50 

2/1 1 L* = 1.65 1,650 1,650 0 

3/ 1 L* = 1.60 1,600 1,650 (50) 

L* means Pounds Sterling 

Source: 	 Czinkota, Michael R. and likka A. Ronkainen, International Marketing Chicago; second edition, 
1990. The Dryden Press, 1990. 
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INTERNATIONAL COMMERCIAL
 
PAYMENTS
 

" Cash 

* Open Account 

* Bill of Exchange 

* Letter of Credit 
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CASH
 

Rare Term of Payment 

Unattractive to buyer because pays 

before goods delivered or inspected 

Used for: 

1. bad credit 
2. weak exporter finances 
3. special materials in goods 
4. raw materials 
5. custom products 
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OPEN A CCOUNT 

Used if consignee's credit is good and 
there is a stable political and economic 
system 

Entire financial burden on exporter 

Advantages: 

Simple - the accounting entry 
evidences the obligation 

No banking arrangements 

366
 



TP 5-16 

BILL OF EXCHANGE/DRAFT 

" 	 Bank Draft is used for very good (trust) or 
very bad credit (no trust) 

* 	 Time of payment: 

(a) 	 on sight - could be payable before 
goods arrive 

(b) 	 on arrival 
(c) 	 specific date - e.g., 30, 60, 90 day 

credit paid 

* 	 Accompanying documents: 

(a) 	 Ocean bill of lading 
(b) 	 Marine insurance 
(c) 	 Commercial invoice 

* 	 Disposition options: 

(a) 	 discounting or borrowing against it 
(b) 	 Placing it for collection 

" 	 Risks brn by exporter 
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LETTERS OF CREDIT 

Instrument issued by a bank at the 
request of the buyer whereby the 
bank undertakes to accept and/or pay 
drafts drawn upon the bank by the 
seller of merchandise concerned. 

Parties to letter of credit - only need 
three : 

- buyer 
- issuer 
- beneficiary or seller 

May also have: 

1. confirming bank 
2. paying bank 
3. advising bank 
4. negotiating bark 
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LETTERS OF CREDIT: 

a 	 WRITTEN UNDERTAKING OF A BANK 

- Buyer's (applicant) request 
- Honor drafts or seller (beneficiary) 
- Strict compliance with specified conditions 

* 	 TYPES OF LETTERS OF CREDIT 

- REVOCABLE -- amend or cancel anytime 

- IRREVOCABLE - amend or cancel with 
beneficiary zpproval 

- CONFIRMED -- applicant and beneficiary banks' 
guarantees 

- UNCONFIRMED -- only applicant bank's gualantee 

e 	 EXCRUCIATING ADMINISTRATIVE ADHERENCE 
TO TERMS 

* 	 TERMS AND CONDITIONS SHOULD BE UNDERSTOOD 
EARLY: 

- CREDIT AMOUNT - expiration date 
- SHIPPING DATE - insurance coverage 
- DOCUMENTS OBTAINABLE 
- SHOULD BE SPECIFIED IN SALES CONTRACT 

Source: 	 R. Smith, IMPEX, 1992 
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KINDS Of LETTERS OF CREDIT 

1. 	 Revocable (not legally binding), Irrevocable. 

2. 	 Confirmed or unconfirmed (no second bank 
confirming issuing bank). 

3. 	 Prefer irrevocable, confirmed. 

ADVANTAGES OF LETTER OF CRUEDIT
 
TO BUYER
 

1. 	 Definite shipping date for order. 

2. 	 Gets lower prices since seller doesn't have to 

risk of non-payment. 

3. 	 May get discount for providing letters 6f credit. 

4. 	 What is advantage to seller? 
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The Mechanics of the Letter of Credit 
and Sight Draft 

1 Request for Letter of Credit
 
Chicago 44 5Pamn Happy
 

Bank 5 Payment Beds
 

CL 

Paris 3 Letter of Credit Confirmed ! Paris 
Supplier mi Bank 

Source:"Czinkota Michael R., Rivoli Pietra, Ronkainen Ikka A. International Business, Second Edition. Copyright 
01992 The Dryden Press. 
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Global Services by Citicorp
 

Source: Czinkota Michael R Rivoli Pictra, B[kkA. Ronkancn. International Buin..st. Second edition. Copyright © 1990Th 
Dryden Press Chapter 10, p. 308. 
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Risk Triangle 

BUYER'S PERSPECTIVE SELLER'S PERSPECTIVE 

Most Advantageous High Risk/High Trust 

Consignment 

Open Account 

Documents against Acceptance 

Documents against Payment 

Letter of Credit 

Confirmed Letter of Credit 

Cash in Advance 

Least Advantageous Low Risk/Low Trust 

Source: Chase Mmhanan Bank Dailk of Trade Fkiw" (Nmw Yo&L Chase Mnhanan Bek. 1964). & 190 The DIyden Pes. AN rights resved 
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FOREIGN COLLECTIONS, CREDIT
 
GUARANTEES & INSURANCE
 

(handling failure to pay) 

Making Collections 

Better to avoid 

Alternatives: 

1. Collection agencies 
2. Bank protest 
3. Foreign Service offices inquiries 
4. Conciliation, arbitration 
5. Litigation - last resort 
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CREDIT GUARANTEES AND INSURANCE
 
FOR PAYMENT
 

1. 	 Banks - letter of credit 

2. 	 Credit guarantees by factor - outside agent 
takes over credit operations for exporter 

3. 	 Credit guarantees by sales agents - assume 
credit risk for a fee 

4. 	 Credit guarantees by individuals - when 
banks, custom houses, etc. can't or don't 
provide services 

5. 	 Self iisurance of export credits - reserve 
for bad debts; boost selling price to cover 
anticipated bad debts 

6. ,xport credit insurance - if available
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FACTORING 

* A factor (non-U.S.) is a manager or administrator 
of a business in the name of another. May bind 
the principal in all matters in which the factor is 
granted authority. 

* 2-4% discount (charge) for factor house assuming 
receipt of inventory 
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BARTER AND COUNTERTRADE
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Countries Requesting Countertrade
 

PRC 
USSR 
DDR 
Poland 
CSSR 

- Hungary 
Rumania 
Bulgaria
Albania 
CubaYgsai""plus 
Yugoslavia
India 
New Zealand 
Austalia P 

-USA (CCA Prog ) 

by 1972 
15 

North Korea 
Iraq 
Iran 
Israel
Libya 
Argentina
Brazil 
Coloml ;a 
Ecuador ... plus 
Uruguay 
Switzerland 
Austria 

by 1979 
27 


Singapore
VietnamKorea 
Philippines
Thailand 
Hong Kong 

Malaysia
Indonesia 
Burma 
Bangladesh
Pakistan 
Sri Lanka 
Trinidad 
Jamaica 
Dominican Republic 
Costa Rica 
El Salvador 
Guatemala . 
Honduras o 
PnmPanama 
Chile
Paraguay

Peru 

Venezuela 

Mexico 
Algeria
Nigeria
Angola
Camoroon 
EthiopiaGhana 
Ivory Coast 
Egypt
Kenya 

Togo
Uganda 
Upper Volta 
Zaire
Zambia 
Zimbabwe 
South Africa 
Sweden 
Canada 
Finland 
Turkey 
Spaein
Belgium 
NetherlandsBelgium 
GreeceFrance 
Germany 

Norway
Denmark 
Italy
U.K. 

I 
Cyprus
Malta 

Mozambique Saudi Arabia 
Portugal Jordan 
Morocco GuyanaLiberia Bolivia 
Guinea 
Tunisia 

plus 

by 1983 by 1989 
88 94 

Source: WillisA. Bussard,*Countertrade" AlViewfrom U.S. Industry.' Coutrt rade andBalerOuanleey.May 1984.54;and Popiiu 0 1992 The Dryden Press All right, reserved. 
Verzanu, Office ol Barter and Couniertrade, U.S. Department of Commerce. May 1969. 



Countertrade Usage Involving U.S. Firms, by Types 

Barter 4% Switch Trading 8% 

Buy-Back 9% 

Counterpurchase 55% Offset 24% 

Source: W iAA. Bussard, 'An Overew of Counwrade PmMa s of Corpoaons and IndiviuM Nabons." imn ernabonal 0 1992 The Dryden Piri AUfrgha rservd.
CoUnleriad. a. C. Korth (Westport Conn.: 0uorum Books, a chvi"n of Greenwood P.es. inc. 1987). 18. 
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Advertisement Offering Counterirade Services of an MNC Subsidiary.
 

One name
 
makes the countertrade
 

package even better.
 

1*bukf.na rI'm :rl 

and trucki ,r
an ' tracn 
I' e e N knon 

namc in theal-rld


[lit did$.n kn.m thal 
lrlrd
Nm%.llhlland d&"s 


bifqrneaq orn%xol,,,lnt. 

inmre ih' ilS) nataia) 

Oirrarel 
ing nrlr trkllltll naler n 
RPat) delirllp di. 
Iral,,rs, naatatal lord 

carapanic and reui-anal 

uleiiflhti I, rmim 

Arexa.we,,laa in n,.nerinal 

planti -ifblur oalnenti 

V hat"inmre, lair erxrri 

enre in harrir and 


()i. laaide 


ct.utarurade ,q'paa dart 
fX'hive in.al-riini mr 

rrader . agilraral rr 
diIcft, b1irireqte'. and 

rr lee can itIer pir 
clnmawt albaat eaerf here 
%X mnk clhKlvnaqh
 

. r...iid~i, rAndcud 
tiveri ianim crlillrflrale 

!rratigcrlellrt that may 

insrlae anihlhng irnIllue 
reant incrudo. Ia-rd 

tlni been riadedara r-
o tarfim iuchcrnnirdirief 

as lnhalcr, hemp and 
hananai and induarrizJ 

rricirs lakeatly,/Ikeel 

earl 


Lei 
Leading in 

so iany ways 

V*rc . kcrl aderi in 
file Ulnrd Kingdhm nil 
a,nitar:rny .t4 F'nrpv, 

Afmi a. Smal America. and 
Antrrllh, Many ef rhe 
deArlupong huaaknatism, Iii 
I irdNev I ,,ialandtoanap-
riv il cir farm Iracinerand 
enrlmeeni n dq

thilr'n w lre raC 
un shv i,,n hmai-ldmake 
lora New I hflallndaajr 
cmantcroraede paflner And 
ih:f's . iihiii afliainii 
I'wrdahr.,
Company 


I'rdilI majiwropai. 
72t1mwithhighly 
di rified prnductqand 
lechtulos-.i In oddalkm 
incarl, Inickii and rtac. 
ino. rird ii Inslv d in 
aommunk"tnim ,uirellite, 
ipacc expkinralynn rnm 

In dAeI ,rnd Kvqdom, 
cevr,.r I.1fura.I'Aad 
idanaier-
SMIcl Ian..actins. 
IX"w 321310, 

inrd New Ihlland Lid ,
Da0ldtnn, FqaexSS14 IAI). 

.li".nc1s' (4410268310 
tmr;'leetrrnin, r4iatk', Ilkx 851 99281 
gtlaft,d, l engirl. afiter. I'OR) IA ( 
nativefuel technmlnics, Ifyu'reimer tahin 
andmore U S,.gtinray teth k 

.n-re Diati, 
Let's talk O(-caim ('ifirl kr. 
Whether ynur ban" ane4 in l'rdNew Ithland. Inc.. 
call fin counterade, 2500 l l'apc RrfAl. 
1-yhbak. ol"clne golich IaY, hilt hi an4X014 
businay, I:ord lroctr', can Ilerw"w 31637-7110. 

yaru make the packageeIrp Telex 233172. 
e".en
tdice 

a., 

Source Courtesy of Ford Now Holland, Inc. 0 1992 The Dryden Proes A rights reserved. 
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Countertrade Usage--by Types 

Barter 
4% 

Switch Trading 
8% 

Buy-Back 
9% 

00

000 It 

Offset 

Counterpurchase 24% 

Source: Willis A. Bussard, *AnOverview of Countertrade Practces of Corporabons and lndividual Nations," 01990 The Dryden Press. AN rights rsuved. 
in intematiac"Coun erade. ed. C.Korth (Wostport. Conn.: Cuorum Books, 1987), 18. 



00 

Countertrade Services Employed 

Trading Houses 44%
 
22% U.S.
 

18% European

4% Japanese In-House 

Specialist
~22% 

U 

~International 

Banks 
20% 

Other 
6% 

Trading 
Subsidiary 

8% 
Source: Willis A. Bussard. 'An Overview of Countertrade Practices 01 Corporations and IndKviual Natons.'in 1nefrnat i CounLarta*e ed C. Ko-1h (Westpon. Conn.: Quorum Books. 1987). 21. 01990 The Dryden Press. AU rights reservos 
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Inexpensive imports often trigger accusations of dumping-that is, selling goods overseas 
for less than in the exporter's home market, or at a price below the cost of production, or both. 
Cases that have been reported include charges by Florida tomato growers that Mexican 
vegetables were being dumped across the border and the ruling of the Canadian Anti-Dumping 
Tribunal that U.S. firms were dumping radioactive diagnostic reagents in Canada. 

Dumping ranges from predatory to unintentional. Predatory dumping is the tactic of a 
foreign firm that intentionally sells at a loss in another country in order to increase its market 
share at the expense of domestic producers. This amounts to an international price war. 
Unintentional dumping is the result of time lags between the dates of sales transaction, shipment, 
and arrival. Prices, including exchange rates, can change in such a way that the final sales price 
is below the cost of production or below the price prevailing in the exporter's home market. 

In the 	 United States, domestic producers may petition the government to impose 
antidumping duties on imports alleged to be dumped. The remedy is a duty equal to the 
dumping margin. International agreements and U.S. law provide for countervailing duties. 
They may be imposed on imports that are found to be subsidized by foreign governments. They 
are designed to offset the advantages imports would otherwise receive from the subsidy. 

Source: 	 Czinkota, Michael R. Ikka A. Ronkainen. International Marketing. Copyright © The Dryden Press. 
Second editin, Chicago. Cahpter 16, p. 425-426. 
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Three Strategies 

Three general price-setting strategies in international marketing are a standard worldwide 
price; dual pricing, which differentiates between domestic and export prices; and market
differentiated pricing'. The first two are cost-oriented pricing methods that are relatively simple 
to establish, easy to understand, and cover all the necessary costs. The standard worldwide 
price is based on average unit costs of fixed, variable, and export-related costs. 

In dual pricing, the export price is often based on marginal cost pricing, resulting in a 
lower export price than domestic price. This method, based on incremental costs, considers the 
direct costs of producing and selling products for product as the floor beneath which prices 
cannot be set, while other fixed costs (such as basic R&D) are considered to have been 
recaptured by domestic operations. This may open the firm to dumping charges, because 
determination of dumping has generally been based on average total costs, which can be 
considerably higher. Lower export prices are common, especially among Western European 
companies, which have a heavier tax burden on their domestically sold products than on 
exported products. The reason is that the value-added tax is refunded for the exported products. 
Cost-oriented pricing creates some major problems because it (1) is based on arbitrary cost 
allocations, (2) does not take into consideration highly differing market conditions, and (3) is 
subject to differing internal conditions with respect to the various markets, such as entry mode 
and stage of the product's life cycle in the respective markets. 

On the other hand, market-differentiated pricing is based on a demand-oriented strategy 
and is thus more consistent with the marketing concept. This method also allows the exporter 
to consider competitive forces in setting of the export price. The major problem is the 
exporter's perennial dilemma: lack of information. Therefore, in most cases, marginal costs 
provide a basis for competitive comparisons, on which the export price is set. 

'Richard D. Robinson, Internationalizationof Business: An Introduction (Hinsdale, IL; The Dryden Press, 1984), 49-54. 

Source: 	 Czinkota Michael R., Rivoli Pietra, Ikka A. Ronkainen. Internationi Business. Second Edition. Copyright 0 1990 The Drydon Press. 
Chapter 10, p. 300-301 
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xpor-Prce Escilalloit 

Export Market Cases 

Case I Case 2 Case 3 Case 4 
Same us Some as I Same as 3 
Domestic with with Local 

International Marketing Channel 
Elements and Cost Factors 

Domestic 
Wholesale-

fletall 
Channel 

with Direct 
Wholesale 

Imhort 
C.I.F.rIariff 

Foreign 
Importer 
Added to 
Channel 

Some as 2 
with VAT 

Added 

Foreign 
Jobber 

Added to 
Channel 

Manufacturer's Nel Price 
+ Insurance and Shipping Cost (C.I.F.) 
= Landed Cost (C.I.P. value) 

6.00 
-
-

6.00 
2.50 
8.50 

6.00 
2.50 
8.50 

0.00 
2.50 
8.50 

6.00 
2.50 
8.50 

4-Tailff (20% on C.I.F. value) 
= Importer's Cost (C.I.F. value 4-tariff) 

-
-

1.70 
10.20 

1.70 
10.20 

1.70 
10.20 

1.70 
10.20 

4-Importer's Margin (25% on tost) 
4-VAT (16% on full cost plus margin) 

-
-

-

-
2.55 2.55 

2.04 
2.55 
2.04 

= Whlh, nlei's Cost (= Importer's 
Price) 6.00 10.20 12.75 14.79 14.79 

+ Wholesnler's MargIn 
(3313% on cost) 

4-VAT (16% on margin) 
2.00 
-

3.40 
-

4.25 
-

4.93 
.79 

4.93 
.79 

Local Foreign Jobber's Cost 
(= Wholesale Price) - 20.51 

4-Iohlkr's Margin (331/3% on cost) 
4-VAT (16% on margin) 

.... 
_ 

6.84 
1.09 

= leloler's Cost (= Wholesale or 
Jobber Price) 8.00 13.60 17.00 20.51 28.44 

4-Retailer's Margin (50% on cost) 
+ VAT (16% on margin) 

4.00 8.80 8.50 
-

10.26 
1.64 

14.22 
2.28 

= flelall Price (what consumer pays) 12.00 20.40 25.50 32.41 44.94 

Percentage Price Escalation over Domestic 
Percentage Price Escalation over Case 1 
Percentage Price Escalation over Case 2 
Percentage Price Escalation over Case 3 

70% 113% 
25% 

170% 
59% 
27% 

275% 
110% 

78% 
39% 

Source: Ilelmut flecker, "Pricing: An International Marketing Challenge," In Internallonal 
Marketing Strategy. ads. Han Thorelil and lelmut Becker (New York: Pergamon Press. 
1980). 215. Reprinted with permission. 
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"REVISED AMERICAN FOREIGN TRADE DEFINITIONS-1941" WITH CERTAIN PRACTICAL ADDITIONS 
BREAiDowN DwvmNa RESPONSIBILITY AND CHARaOs BETWEEN BUYER AND SELLER AS PERTAININO TO THE•AMERICAN EXPORT TRADs ON THE COMMONLY USED SERVICES 

F.o.b. Named 
Inland Carrier F.o.b. Named

o.b.Named! Named Inland Carrier F.o b. 	 Named &F.Ez Point of Inland Came% Inland Point Named Inland Curd oSane. Ori4in Named Inland Freight Pre. Inland Point 	
~b 10Id Point FJ.. Named N Pot C-11 Owned

Point of paid to Named Point Named Port nCountry of P ofFreilht Al. o4EzIpoCtatounry 	 Na Pon tolf Port of o Point
Dearture Named Point lowed to Pointo Expontlo 	 Desticatfoa D-tnaIianofExportation
 

.Rep.Cb. Rap. Chg. Rap. Chg. Reap. Cig. Rap. Chg. Reap. Cog. 
 R p. Chit. R-. Chs. Pa. COg. Rep. Oe. 

.ora.e charged s 8 S S - 8 5 S a S S S S 13 B 8 8 aWarebou" 

labor Ser6 8 8 
 -
S 6 S 8 S a 8 B 8 S S 8 a 8 S 8 5 

Load ngatcelgin B B S S a S S B S 8 S 6 8 S 8 S B a
 
ninand B B B B B B B B a


heght 
S S a S S S 8 S $ aTransportation

aPort B B IS B BS ___ fD 9 B a s 8U a 5 5 a
 
strauatp t B B I 
 B B n B BB B s 6 S a 8 S a
 
Fowudaeaf;; S B .3 B B B B 
 B B B st St a S B B S 8 S .Cc-ularfac B B B B B B B B B 0 B B 5 8 B B 8 B S a 9 
=,as CIAcon B B B B B a B IS B S S S S a I 8 S S 8 

c,.mn,-,,,dBt 	 B B B B B B B B B. . B BMauine Insunocee B B B 	 BB B _B_ B B B B B 8 S S B B B B 5 a
 
Cbazges In forefign - - - - - - -

Customs dutLem &
tamabroad 
 I B B B B B B B B 8 B S a B B 3 a a 30 Export packini

0 	
war risk nsuce, and consular fees are s.metmm controvers14 dependin o touuut of Ml&Shlped "Co1ec11a.d deducted from the Invoice lmouni 	 to 

Seller Is also responsible for foreign inland freJhr. og.. R- p,.Raponub.3 iVA
 
Prior to delivery on dock irubacquet chaagi a eucownt .. R oad y
c of baye.This Preeentation patterned after the one used by Dr. Rnlad L. Krame. 	 Cr........Sel


Pralesc of Commerca and Tram. .tat. Wharton School 	 B.B.yerUnlversity of Pennylvania.
Soure: Ger 	 not(4" .. ::. . UArLM Pe . FA ....... Free on gsiderA4
Tomlinson. Pax 


pyv~)Bink (Phila elphh: 

S e eW. n Nerpe Las el Cdik The First Nal F 	 . C. & Cmt od frehbl 

C.fCos. MW3)eaaaansI"hrwol uLd cbaneha~g S e 

Source: Kramer, International Marketing, Coomon Division of Responsibilities and charges between Buyer and 
Seller. p. 146. 
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TERMS OF SALE 
The responsibilities of the buyers and the seller should be spelled out as they relate to what is and what is not included in the price quotation. Although the same terms may 

be used in domestic transactions, they gain new meaning in the international arena. In the U.S. domestic market, it is customary to use F.O.B. (free on board) with a specitfied 
place and with paymeni usu,ly C.O.D. (ctsh on delivery). However, exporters should use the C.I.F. (cost, insurance, freighi) quotation, becauseit gives the would be inporter 
a clear understanding of costs involved. "'hc mwnot common terms used in international marketing are summarized in Fig.1. 

Prices quoted ex-works (factory, mine, plantation, or warehouse) apply only at the point of origin and the seller agrees to place the goods at the disposal of the buyer at the 
specified place on the date or within the fixed pcnod. All other charges arc for the account of the buyer. 

Free alongs'de ship (F.A.S.) at a named U.S. port of export means that the exporter quotes a price of goods, including charges for delivery of the goods alongsidea vessel 
at the port. The seller handles the cost of unloading and wharfage; loading, ocean transportation, and insurance are left to the buyer. 

Under the terms free on board (F.O.B.), the seller quotes a price for the goods, including the cost of loading them into transport vessels at a named point. There are i number 
of variations of this term, including: 

* 	F.O.B. (named inland point). The price quoted applies only at a designed inland shipping. The seller is responsible for loading goods into the transport vessel; the 
buyer, for all subsequent expenses. 

o 	F.O.B. (named port of exportation) includes the cost of transporting the goods to the named port. 
* 	F.O.B. vessel (named port of shipment). The seller quotes a price covering all expenses up to, and including, delivery of goods upon an overseas vessel provided 

by or for the buyer. 
Under cost and freight (C&F) to a named overseas port of import the seller quotes a pnce for the goods, including the cost of transportation to the named port of debarkation. 

The cost of insurance and choice of insurer is left to the buyer. 
With cost, insurance, and freight (C.I.F.) to a named overseas port of import, the seller quutcs a price including insurance, all transportation, and miscellaneous charges to 

the point of debarkation from vessel or aircraft. Items that may enter into the calculation of the C.I.F. cost are (1) port charges: unloading, wharfage (terminal use) haidling, 
storage, cartage, heavy lift, and demurrage; (2) documentation charges: certification of invoice certificate of origin, weight certificate, and consular forms; and (3) other charges, 
such as fees of the freight forwarder, and freight (inland and ocean) insurance premiums (marine, war, credit). 

With delivery duty free/paid, the seller delivers the goods, import duties paid, including inland transportation from import point to the buyer's premises. Ex-works signifies 
the maximum obligation for the buyer; delivered duty free/paid puts the maximum burden on the seller. 

The careful determination and clear understanding of terms used and their acceptance by the parties involved ate vital id subsequent misunderstandings an-d disputes ate to 
be avoided. c1990 The Dryden Press.All rights reserved. 
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INCOTERMlS 1990 

EXW - EX 
WORKS 

"Ex works" means that the seller fulfills his obligation to deliver when he has 
made the goods available at his premises (i.e. works, factory, warehouse, etc.) 
to the buyer. In particular, he is not responsible for loading the goods onto the 
vehicles provided by the buyer or clearing for export, unless otherwise agreed. 
The buyer bears all costs and risks involved in taking the goods from the 
seller's premises to the desired destination. This term thus represents the 
minimum obligation for the seller. 

FCA - FREE 
CARRIER 

"Free Carrier" means that the seller fulfills his obligation to deliver when he 
has handed over th" goods, cleared for export, into the charge of the carrier 
named by the buyer at the named place or point. If no precise point is 
indicated by the buyer, the seller may choose within the place or range 
stipulated where the carrier shall take the goods into his charge. When, 
according to the commercial practice, the seller's assistance is required in 
making the contract with the carrier (such as in rail or air transport) the seller 
may act at the buyer's nsk and expense. 

FAS - FREE 
ALONGSIDE 
SHIP 

"Free Alongside Ship" means that the seller fulfills his obligation to deliver 
when the goods have been placed alongside the vessel on the quay or in li .hters 
at the named point of shipment. This means that the buyer has to bear all costs 
and risks of loss or damage to the goods from that moment. 
requires the buyer to clear the goods for export. 

The FAS term 

FOB - FREE 
ON 
BOARD 

"Free on Board" means that the seller fulfills his obligation to deliver when the 
goods have passed over the ship's rail at the named port of shipment. This 
means that the buyer has to bear all costs and risks of loss or damage to the 
goods from that point. 

CFR - COST 
AND 
FREIGHT 

"Cost and Freight" means that the seller must pay the costs Mad freight 
necessary to bring the goods to the named port of destination but the risks of 
loss or damage to the goods, as well as any additional costs due to events 
occurring after the time the goods have been delivered on board the vessel, is 
transferred from the seller to the buyer when the goods pass the ship's rail in 
the port of shipment. 

CIF - COST 
INSURANCE 
& FREIGHT 

"Cost, Insurance and Freight" means that the seller has the same obligations as 
under CFR but with the addition that he has to procure marine insurance 
against the buyer's risk of loss or damage to the goods duzing the ca.-iage. 
The seller contracts for insurance and pays the insurance premium. 

CPT - CARRIAGE 
PAID TO 

"Carriage paid to" means that the seller pays the freight for the carriage of the 
goods to the named destination. The risk of loss or damage to the goods, as 
well as additional costs due to events occurring after the time the goods have 
been delivered to the carrier, is transferred from the seller to the buyer when 
the goods have been delivered into the custody of the carrier. 

CIP - CARRIAGE 
& INSURANCE 
PAID TO 

"Carriage and insurance paid to" means that the seller has the same obligations 
as under CPT but with the addition that the seller has to produce cargo 
insurance against the buyer's risk of los," or damage to the goods during the 
carriage. 
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DAF - DELIVERED "Delivered at Frontier" means that the seller fulfills his obligation to deliver 
AT when the goods have been made available, cleared for export, at the named 
FRONTIER point and place at the frontier, but before the customs border of the adjoining 

country. It is of vital importance that the frontier in question be defined 
precisely. 

DES - DELIVERED "Ex Hip" means that the seller fulfills his obligation to deliver when the goods 
EX SHIP have been made available to the buyer on board the ship uncleared for import at 

the named port of destination. The seller has to bear all the costs and risks 
involved in bringing the goods to the named point of destination. 

DEQ - DELIVERED "Delivered Ex Quay (duty) paid)" means that the seller fulfills his obligation to 
EX QUAY deliver when he has made the goods available to the buyer on the quay (wharf) 
(DUTY PAID) at the named port of destination, clared for importaton. Ihe seller has to bear 

all risks and costs including duties, taxes aud other charges of delivering the 
goods thereto. If the parties wish to exclude from the seller's obligations some 
of the costs payable upon importation of the goods (such as value added tax 
(VAT)), this should be made clear by adding words to this effect: "Delivered 
ex quay, VAT unpaid (...named port of destination)". 

DDU - DELIVERED "Delivered duty unpaid" means at the seller fulfills his obligation to deliver 
DUTY when the goods have been made available at the named place in the country of 
UNPAID importation. The seller has to bear the costs and risks involved in bringing the 

goods thereto (excluding duties, taxes and other official charges payable upon 
importation) as well as the costs and risks of carrying out customs formalities. 
The buyer has to pay any additional costs and to bear any risks caused by his 
failure io clear the goods for import in time. If the parties wish the seller to 
carry out customs formalities and bear the costs and risks resulting therefrom, 
this has to be made clear by adding words to this effect. If the parties wish to 
include in the seller's obligations some of the cos*s payable upon importtion of 
the goods (such as value added tax (VAT), this should be made clear by adding 
,4orgs to this effect :Delivered duty unpaid, VAT paid (named place of 
destination). 

DDP - DELIVERED "Delivered duty paid" means that the seller fulfills his obligation to deliver 
DUTY when the goods have been available at the named place in the country of 
PAID importation. The seller has to bear the risks and costs, including duties, :axes, 

and other charges of delivering the goods thereto, cleared for importation. 
Whilst the EXW term represents the minimum obligation for the seller, DDP 
represents the maximum obligation. 
If the parties wish to include from the seller's obligations some of the costs 
payable upon importation of the goods (such as value added tax (VAT), this 
should be made clear by adding words to this effect: "Delivered duty paid, 
VAT unpaid (...named port of destination)." 
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PRICING UNDER DIFFERENT TERMS OF SALE 

Example #1 
Product Costs U.S. $200 
Markup (40%) 80 

Quoted Ex Warehouse Price $-
Iniand Freight 25 
Port Charges 25 
Forwarding Charges (documentation, etc.) 50 

FOB Value $ 
Freight & Insurance 200 

CIF Value $ 

Import Duties (10% CIF Value) 

Landed Cost to Importer $ 

Example #2 

Product Costs U.S. $200 

Inland Freight, Port Charges, etc. 100 

FOB Value $ 

Markup (40%) 

Quoted FOB Price $ 

Freight & Insurance 200 

CIF Value $ 

Import Duties (10% CIF Value) 

Landed Cost to Importer $ 
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PRICING UNDER DIFFERENT TERMS OF SALE 

Example #3 
Product Costs 

Iniand Freight, Port Charges, etc. 

FOB Value 

Freight & Insurance 

CIF Value 

Markup (40%) 

.Quoted CIF Price 

Import Duties (10% CIF Value) 

Landed Cost to Importer 

U.S. 

$ 

$ 

$ 

$200 
100 

200 

Soutce: Bonafina, p.141. 
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HEDGING EXAMPLE (SELLER)
 

To avoid loss due to exchange rates: 

Merchandise Transaction 

Jan. 1 

Sell order ior 6,250,000 
lira worth of goods. At 
$.0016 per lira, this 
equals ..... $10,000.00 

April 1 

Receives payment of 
6,250,000 lira worth 
$.0016125... 10,078.13 

Profit due to 
exchange..$78.13 

Futures Transaction 

Sells 90-day contract 
for 6,250,000 lira at 

$.0016 ........ $10,000.00 

Buys spot lira to cover 
at $.0016125.. 10.078.13 

Loss on futures con
tract..... $78.13 

Source: Kramer, Roland L, International Marketing. Copyright 01970 South Western Publishing Co., 
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HEDGING
 

Example I: 

November 26 exchange rate is $.4073/mark. $10,000 = 24,600 mark 

For the Buyer 

If the seller will receive 24,600 marks in April, the buyer can: 

1. 	 Buy spot exchange on November 26 and hold it until April so there is no loss or 
gain. 

2. 	 Wait and buy marks in April and take the chance that the dollar doesn't drop any 
more or may increase in value relative to the mark. For example, If the April 
exchange rate is $39.43 ($1 buys more marks), then $10,000 buys 25,361 marks. 
It only takes $9,700 to buy the 24,600 marks needed and ther., is a profit of $300 
due to the exchange rate. 

Bui if the dollar is worth less, it would cost more to buy $24,600 marks. For 
example, if the April exchange rate is $.4184/mark, tihen $10,000 will only buy 
$23,900 marks. It would cost $10,300 to buy $24,600 marks. This is a savings 
of $300. 

3. 	 If the buyer is to hedge, the buyer guesses that the dollar will be worth less in 
April, so the buyer finds someone who thinks it will be worth more. The buyer 
sells a hedging contract on November 26 for $10,000 payable in April in 
Deutchmarks at the current rate of $.4073/mark = 24,600 mark 

For the Seller: 

The seller could: 

1. 	 Wait and exchange in April. Could make or lose as in 1. above. 

2. 	 Try to avoid foreign exchange loss by selling a futures contract to deliver 24,600 
marks after payment is received for $10,000 in April and so no loss. 
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SAVINGS OR LOSS FROM EXCHANGE RATES 

1. Date 	of Purchase Agreement 

2. Amount of Purchase (fixed at time of purchase) 

a. in zlotys 

b. 	 Exchange rate on purchase date
 
(zlotys/mark)
 

c. in Marks (2.a./2.b.) 

3. Payment Date 

4. Savings or Loss 

a. 	Estimated exchange rate at
 
delivery date (zlotys/mark)
 

b. Value in zlotys (2,c. * 4.a.) 

c. 	Possible savings or loss
 
(2,a. - 4,b.)
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EXCHANGE RATE EXAMPLE 
(U.S. $) 

Tues.,Oct 10 
$ 

Fri.,Oct 27 
$ 

Thurs.,Nov 9 
$ 

Israel (pound) .2381 .2381 .2381 
Philippines (peso) .1485 .1485 .1485 
W. Germany .1996 .1984 .1988 
France .3126 .3120 .3120 
G. Britain 2.4194 2.3480 2.3455 

Pick three dates and insert exchange rates for your currency 

EXCHANGE RATE EXAMPLE 
(Zloty) 

Tues.,Oct 10 Fri.,Oct 27 Thurs.,Nov 9 
Zloty Zloty Zloty 

Israel (pound) 
Philippines (peso) 
W. Germany 
France 
G. Britain 

395
 



HO 5-10 

Example of Foreign Exchange Impact 

Month!y contract, £1,000 
Cost of goods to marketer, $1,650 

Exchange Net 
Date Rate Revenue Cost Income 

1/1 1£ = $1.70 $1,700 $1,650 $50 
2/1 1£ = 1.65 1,650 1,650 0 
3/1 1£ = 1.60 1,600 1,650 (50) 

Source: Czinkota, Michael R. and Ikka A. Ronkainen International Marketing; Second Edition. 
Copyright 0 1990 The Drydon Press. Tab. 6.7; p. 179. 
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The Letter of Credit 

The letter of credit is the most common mechanism of financing international trade. Returning 
to our previous example, it will be recalled that the Happy Beds hotel in Chicago had agreed 
to purchase linens from a Paris firm for 10,000 francs. The Paris firm, however, is unlikely 
to be willing to ship the linens without some form of payment assurance. Happy Beds is equally 
unlikely to be willing to pay without some form of assurance that the goods will be received. 
The letter of credit presents a solution to this dilemma. 

Happy Beds would request from its Chicago bank a letter of credit on behalf of the Paris firm. 
In this letter, the Chicago bank would promise to pay the Paris firm (or its bank) the amount 
specified once certain conditions have been met. Typically, these conditions consist of 
presentation of proof that the goods arrced upon have been shipped and satisfactorily insured. 
Happy Beds now has assurance that the goods will be received. The Paris firm no longer has 
to concern itself with Happy Bed's creditworthiness. Instead, the firm has a claim on the 
Chicago bank, which in turn has a claim on Happy Beds. The credit risk has been transferred 
to the Chicago bank. Of course, Happy Beds is likely to be well known to the Chicago bank, 
and the task of credit analysis of Happy Beds is much more easily performed by the bank than 
by the Paris firm. 

Letters of credit may be irrevocableor revocable. A revocable letter of credit may be changed 
or canceled before payment occurs. An irrevocable letter of credit, as the name implies, cannot 
be canceled or changed without the consent of all parties. 

Letters of credit may also be confirmed or unconfirmed. In a confirmed letter of credit, the 
exporter receives a promise of payment from its own bank as well as the importer's bank. The 
confirmed letter of credit would be useful if the Paris firm is worried because it is unfamiliar 
with the creditworthiness of the chicago bank. The firm would request that the letter of credit 
be confirmed by its own bank. The effect of the confirmed letter of credit would be to add its 
own bank's promise to pay to that of the Chicago bank. The Paris firm would then have a claim 
on its own bank, which has a claim on the Chicago bank, which has a claim on Happy Beds. 

Drafts 

The letter of credit is a promise to pay but not a means of payment. Actual payment is 
accomplished by means of a draft, a document quite similar to a personal check. Like a check, 
it is an order by one party to pay another. A draft may be either a sight draft or a time draft. 
A sight draft, as the name implies, is an order to pay "on sight." The bank on which the draft 
is drawn will make payment when the draft is presented. A time draft, on the other hand, is 
similar conceptually to a postdated check. The bank will pay it after some amount of time, typi
cally 30, 60, or 90 days. The bank accepts the draft by st.inping the word "accepted" on it, 
which confirms its promise to pay on the specified date. This occurs once the bank has 
examined the necessary documents and is assured that the specified goods have been shipped and 
insured. Figure 1 illustrates the use of a confirmed letter of credit and sight draft for the 
Chicago and Paris firms. 
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If the accepting bank is a large and creditworthy bank, the accepted draft may become a 
negotiable instrument called a banker's acceptance. This means that the party scheduled to 
receive the funds can sell his or her claim on the bank to an outside party. To illustrate, 
suppose a U.S. firm had a time draft accepted by Citibank for $1 million to be paid in 90 days. 
Suppose, furthermore, that the firm has an immediate need for funds. The firm could contact 
an acceptance dealer and sell the acceptance at some discount, depending on the market rate of 
interest. If, for example, the annual interest rate was 12 percent, the acceptance could be sold 
for $970,873 (1,000,000 divided by 1.03). These instruments are traded in an active secondary 
market. Interest rates for banker's acceptances of various maturities are listed daily in The Wall 
Street Journal. 

Even if the draft is not traded in the secondary market, the exporter may convert it to dash by 
discounting. To discount the draft simply means that the draft is sold to a bank at a discount 
from face value. If the discounting is with recourse, the exporter is liable for the payment to 
the bank if the importer defaults. If the discounting is without resource, the exporter will not 
be liable in the event that the importer does not pay the bank. Discounting without resource is 
also known as factoring. 

In cases of high credit risk ard longer term receivables, a special case of factoring called 
forfeiture may be used. Again, the draft is discounted without recourse. However, the 
importer promises to pay the discounting bank in installments over a period of several years at 
a fixed interest rate, and in freely convertible currency. This technique is used in the sale of 
long-term assets, or capital goods, to countries where the risk of exchange controls is present. 

1Request for Letter of Credit 
Chicago - Happy 

Bank 5 Payment Beds 

-o 

N, 0 

Fig. 1 The Mechanics of the Letter of Credit and Sight Draft 

Source: Czinkota Michael R. Rivoli Pietra, Ikka A. Ronkainen. International Business. Copyright © 1990 
The Dryden Press. Chap. 18, pp. 469-471. 
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APPLICATION FOR COMMI.NiERCIAL LE=E-', OF CREDIT 

To 

10 5-12 

Gendle.'nen: .. ..1. 

Please issue for our account an irrevocable letter of credit substantially according to this application and transmit it: 
M thro-ogh yoar correspondent by: ] Man E] Airmail [7 Cable/Telegraph 

[ to us for t:ansmission to beneficary 

in favor of.......................... 

aviil-ble by drafts on ................................... .................... ......Sight 
Date 

for azcount uf...... 
for a sum or sums not exceeding in all (................... 

(amount in woor) 

fo! invoie v-ue of.... 
(Coo.dtT-Sa: ezutcty u desired: EW.C!NATE DETAIL NOT ESSENTILL) 

(Plf.c:! irdrrc.eurich, if any, of the following fIrms art to appear in :he eredit) 

..... ........ --n OB
QElC&F ....[ IF................................................ 


Drafts mUst be accompanied by the documens specified below: 
Commercial Invoice. [ Marine Insurance Certificate. 

War Risk Insurance Certificate.Consular Invoice. 

Railroad bills of lading. Other Risk ............
..................
 

Full set clean On Board Ocean Bills of Lading to your order. (specfy) 

M rked: cu............................................................
"Notify 


documents ....................
Ohe.r ............................................ 


. .......
 ~ . ..............
. . ............ 


...........
evidencing shipment from .............................................................. 


Partial shipments permitted not permitted (Delet) Transshipment permitted not permitted ( D' i )
 

Bills of lading must be dated on or before........
 

[-Drafts must be drawn and negotiated on or before ................................................................................. 

[7 Drafts mus. b: presented at your office on or before ....... ....... 
(C cck Oe) shipF 

MaIrine and War Risk insurance to be effected by me/us under blanket policy number 

................
..........................................
issued by ............ ... .........
 

Inu:.jrce Note-!f this Letter of Credit provides for rail or truck shipment or ex-dock or ex.warehouse delivery, please state 

below (in sp.±re pro'ided for rem:ks) by whom and under what policy insurance is to be covered. If terms are F.A.S., please 
under what policy you will be covered until you receive payment from your buyer.stite b) -hom and 

..... . ..............-.........
REMARKS: .................................................................. .. ............. 


Plea.se send us ....... copies of the letter of credit.
 

Your Correspondent's advisirg commission, if any, for [] Our Account, -1Beneficiaries' Account. (Check one). 
(If credit is in furein curen.y the foreign exchange is to be/is not to be ( Delete) purchased for our account immediately.) 

(If cr;et is at s:;h: in a foreign currency we do/we do not ( Drite) desire cable advise of payment.) 

I'W'L a,-tho'ize )o., .Nithout reference to or approval by us, to set forth the terms of this application in the Letter of Credit in such language 
' 1 mwVu t-. arp:,proate, %ith such %ariations from such terms as you may in your discretion determine (i.hich determination shall be con

cu:s'.e) are neces..a' and are not rn-teri6hy Lnconsistent ith this application. 
Ln!', ;n'cruior.! ab,,e to the contrary, it is understood that part shipments may be made and that Bills cf Lading sho-.'rng transshipment(s) 
-=35be .rCCe.:un-;-- this Credit ane that the date of the bills of ladin$ is to be considered su!fiient evidence to you and/or your core
:rn2en; of ihe d cte o.shipment. 

Credit I/,e agree to sign, unless the sme shall aleady have been signed, your form of contining Agree-In cnsijet1:uon of )our orning such 
men, and I/%e agnec that the p:o~isions of said Agreement. whether or not signed by us prior to the issue of the Letter of Credit shall apply 
vaithi re'pect to all matters relating to the Credit hereby applied for. 

Very truly yours, 

(Kindly sign with signature(s) authorized to sign such a&ee&eixta) 
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H0 ;-i2 (continued) 	 L/C No. .__0__ SANK_ USE_ __ __ __
9R6.72 

R BANK U, E ONLY" 	 ,;OF 


APPLICATION FOP. IRREVOCABLE COMMERCIAL LETTER OF CREDIT 

DateContinental Illinois National Bank and Trust Company of Chicago 
231 South La Salle Street, Chicago, Illinois 60693 
issue an irrevocable commercial letter of credit substamially in accordance with this application and transmit it as indicated below (by 

'X"). In issuing the Credit you are expressly authorized to make such changes from the terms herein below set forth as you, inyou, sole 

-tion, may deem advisable provided that no such changes shall vary the principal terms hereof. 
0 Full Cabletrough your correspondent for delivery to the beneficiary by 	 0 Airmail 0 Brief Cable 


0 Directly to the beneficiary
us for transmission to the beneficiary 
.APPLICANT 

Thai part for bank use only unless you designate advling bank 

AMOUNT
BENEFICIARY 

IN FIGURES
 

IN WORDS 

EXPIRY DATE 

IN THE COUNTRY OF THE BENEFICIARY SHOWN AT LEFT UNLESS 
OTHERWISE INDICATED 

able by drafts at (tenor, i.e., "at sight", "30 days sight", etc.) for - % (100 or less) of invoice amount 
your branch or your correspondent, dis

erchandise, drawn on Continental Illinois National Bank and Trust Company of Chicago or on 

nt charges, if any, for account of the [ applicant 0 benefiriary. Drafts must be accompanied by the following documents (iHduplicate 

,ss otherwise specified):
Iommercial invoice in 0 Special U. S. Customs invoice in 
sacking list in Certificate of origin in 0 Weight list in_0 

egotiabli marine/air insurance policy or certificate covering: 0-All risks 0] War risks 

)ther risks (please specify) 
)ther documents, if any: (show number of copies) 

,ull set of clean on board ocean bills of lading issued to order of 3hippcr, endorsed in blank, marked "freight 

.ollect or 0 Prepaid" and "Notify 
'lean airway bill in _ _ consigned to 

iotify
 
,overing shipment of:
 

IPLEASE MENTION COMMODITY ONLY, OMITTING DETAILS AS TO GRADE, QUALITY. ETC.) 

.. 0 C&F L3 C&I [ F.O.B. 
INAMF OF CITY OR PORT) 

'MENTS FROM
 

Partial Shipments 0 Permitted 0l Prohibited 
Transshipments 0] Permitted 0 Prohibited 

nsurance effected by ourselves. We agree to keep insurance coverage in force until this transaction is completed. 

nstruct first negotiating bank to send one original bill of lading with commercial invoice, special customs invoice, packing list 

directly by airmail to: 

(GIVE COMPLETE NAME, ADDRESS, AND ZIP CODE) 

4ER INSTRUCTIONS: 

ess otherwise instructed, documents will be forwarded to us in one airmail by the negotiating bank. The credit will be subject to the Uniform 

toms and Practice for Documentary Credits (1962 revision), the International Chamber of Commerce brochure no. 222. 

PLEASE DATE AND OFFICIALLY SIGN THE AGREEMENT
 

ON THE REVERSE SlflW TIS APPLICATION
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Checking Export Letters of Credit. Exporters are seeking to encourage the issuance of letters 
of credit suitable to them by preparing guides for the use of banks issuing such credits. The guides 
are sent to buyers abroad when negotiating a contract of sale, and the terms and terminology of the 
credit are expected to follow the contract terms. For example, the contract may call for the purchase 
of specific products; the credit then specifies these particular products. Thus, if this procedure is 
followed, there can be no misunderstanding when the sales invoice and the letter of credit are 
compared. 

As a guide to good practice in connection with the receipt of the advice of a letter of credit, 
George W. Tomlinson suggests that the following questions be considered by the beneficiary: 6 

1. 	 Has the correct title been used in addressing you as beneficiary? 
2. 	 Has the correct title of the buyer been used? 
3. 	 Is the amount sufficient? Take into consideration the terms of the sale and possible 

addition of any charges. 
4. 	 Is the tenor of the drafts the same as your quotation to the buyer?
5. 	 Is the credit available at the banking institution or in the locality requested by you? 
6. 	 Are the documents required in the credit in accordance with your arrangements with the 

buyer and can you furnish such documents? 
7. 	 Is the description of the merchandise correct? (Check unit price, trade definition, point 

of shipment, and destination.) 
8. 	 Do you agree with any special instructions which may appear in the credit? 
9. 	 Is the expiration date and place of expiration satisfactory? 

10. Is the credit confirmed by a domestic bank, or is an unconfirmed credit satisfactory? 

Checking Documents. Since the terms of a commercial letter of credit are so exacting and the 
payment under the credit depends upon meeting all of the requirements set forth therein, the 
beneficiary cannot be too careful in checking every step in the transaction. The following pertinent 
questions may be asked at this stage in an endeavor to develop a procedure for checking documents.7 

1. 	 Are all the required documents presented, and have you the correct number of copies? 
2. 	 Do the marks and numbers and description identify the documents as covering the same 

shipment, or are other means of identification provided? (It is not uncommon for an 
exporter to make similar shipments under different letters of credit and mix up the 
documents.) 

6Tomlinson, op. cit., p.11. Reproduced by permission of the First Pennsylvania Banking and Trust Company.
71bid., pp. 17-25. Revised by author to conform to July 1, 1963, revision of Uniform Customs and Practicefor 
Commercial Documentary Credits. 

Source: Kramer, Roland L., International Marketing. Copyright © 1970 South Western Publishing Co., 
p. 287-290. 
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3. 	 This operation consists of checking each individual document, beginning with the draft. 
a. 	 Is the credit unexpired? 
b. 	 Do the figures and filling agree? 
c. 	 Does the amount ,)f the draft agree with the total of the invoice? 
d. 	 Is the amount within the limits of the credit? 
e. 	 Is the drawer the same as the beneficiary appearing on the letter of credit? 
f. 	 Is the drawee correct? 
g. 	 Does the draft indicate the number of the credit under which it is drawn? 

4. 	 Commercial Invoice: 
a. 	 Is it the beneficiary's invoice? 
b. 	 Is it addressed to the "account" party mentioned in the credit? Article 30 of the 

Uniform Customs and Practicefor CommercialDocumentary Credits states invoice 
should be addressed in the name of the applicant or others mentioned in the credit. 
(Hereafter reference to the Uniform Customs and Practice for Commercial 
Documentary Credits will be made only by giving the Article number.) 

c. 	 Does the description, quantity, price, and trade definition agree with the credit? 
Article 30 states description of goods on commercial invoice must correspond with 
description in the credit. 

d. 	 Are there any additions not specifically mentioned in the invoice but which justify 
payment because of the conditions of the credit? This is where use is made of trade 
definitions. 

e. 	 Is the calculation correct? 
Article 32 states where the word "about" is used it may be construed as permitting 
a difference of 10 percent more of less. This can apply to the amount of the credit, 
the quantity, or the unit price, but it must preface the one involved. Article 32 also 
permits a 3 percent leeway on the quantity specified, when the quantity is given by 
weight or measurement but does not apply to containers, units, or individtal items. 
The object is to overcome the shipment cf partially filled containers. Article 33 
permits partial shipments, unless the credit stipulates otherwise. If more than one 
type of article is to be shipped, and the prices are not shown in the credit, it is 
advisable to consult the paying bank for their interpretation of the pro rata amount. 
When a credit prohibits partial shipment, two bills of lading on the same steamer 
generally are permitted, provided they are both "on board" bills of lading. 
Article 34 provides that if shipment by instalments within given periods is stipulated 
and any instalment is not shipped within the period allowed for that instalment, the 
credit ceases to be available for that or any subsequent instalment, unless otherwise 
specified in the credit. 

5. 	Insurance
 
a. What documents? 
Article 24 states that insurance documents issued by companies or their agents or by 
brokers or underwriters are acceptable; and must be as specifically described in the 
credit. 

b. 	 Is the insurance issued in the same currency as the ietter of credit?
 
Article 26 states coverage should be so issued.
 

c. 	 Is the insured valuation not less than the c.i.f. value or not less than the amount of 
the draft or the amount of the commercial invoice, if the latter is greater? 
This is a requirement covered by Article 26. (When dealing with f.o.b. shipments, 
many banks prefer at leiast a ten percent coverage of the f.o.b. value.) 

d. 	 Are the risks covered as called for in the credit? 
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e. 	 If the policy or certificate is issued in original and duplicate, do you have both 
copies? 

f. 	 Has the "loss payable party" pro-ided his endorsement? 
g. 	 Is the policy or certificate dated subsequent to the date of shipment? 

Article 25 gives banks the right to use their discretion in refusing or paying. (The 
object is to have insurance coverage at the commencement of the voyage.) 

6. 	 Bills of Lading: 
a. 	 Do you have a full set? 
b. 	 Are the bills of lading "clean"? 

Article 16 explains that a clean shipping document is one that bears no superimposed 
clauses expressly declaring a defective condition of the goods or packaging. The 
appearance of an,, clauses on shipping documents is something which should be 
discussed with the paying bank beforehand. 

c. 	 Do the bills of lading indicate an "on board" shipment? 
Article 18 states an "on board" shipment can be evidenced by a statement signed or 
initialed on behalf of the carrier. This method is employed when a form of bill of 
lading other than the usual "on board" form is used. 

d. 	 Are the bills cf lading in negotiable or nonnegotiable form? 
e. 	 Is the correct consignee and "notify party" used? 
f. 	 Do the bills of lading require endorsement? 
g. 	 Is the consignor satisfactory? 

Article 21 gives banks the right to require the name of the beneficiary to appear on 
the bill of lading as shipper or endorser. 

h. 	 Are the bills of lading signed by the carrier? 
i. 	 Is the freight "prepaid" or "collect"? 

Article 15 states the stamping of bills of lading with the words "freight paid" or 
"freight prepaid" or words of similar import will be considefed sufficient proof of the 
payment of the freight, but the words "freight ptepayable" or "freight to be prepaid" 
or words of similar import are not acceptable. 

j. 	 Is the destination correct? 
k. 	 Is transshipment permitted? 
1. 	 On deck shipments evidenced by the bill of lading will not be accepted unless 

specifically authorized in the credit. Article 20. 
Article 19 rules that banks may accept bills of lading permitting transshipment 
provided the same bill of lading covers the entire voyage, and provided the terms of 
the credit do not prohibit transshipment. 

m. 	 Are the bills of lading stale dated? 
Article 41 gives banks the right to refuse the documents if in their judgment they are 
presented to them with undue delay. (Generally speaking, .his definition applies 
mostly to stale dated bills of lading. Many banks classify bills of lading as stale dated 
when it is impossible for the documents to reach the issuing bank on or before the 
arrival date of the carrying vessel.) 

7. 	 Other Documents: 
Article 7 gives banks the right to accept such documents as tendered without responsibility 
on their part, provided the letter of credit does not further define such documents except 
by name. 
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Forfaiting and Factoring 

A trade financing technique that was developed in Europe has only in the past decade become 
widely known in the United States. Forfaiting was first used by European commercial banks 
in financing trade to the Eastern European countries and has since spread to banks throughout 
the world. Forfaiting provides the exporter with cash as the time of the shipment In a typical 
forfait deal. the importer pays the exporter with bills of exchange or promissory notes 
guaranteed by a leading bank in the importer's country. The exporter can sell them to a third 
party (for example, Citicorp) at a discount from their face value for immediate cash. The sale 
is without recourse to the exporter and the buyer of the notes assumes all of the risks. The 
discount rate takes into account the buyer's creditworthiness and country, the quality of the 
guaranteeing bank, and the interest cost over the term of the credit'. 

The benefits to the exporter are the reduction of risk, simplicity of documentation (because the 
documents used are well-known in the market), and 100 percent coverage, which official sources 
such as export-import banks do not provide. In addition, foi aiting does not involve either 
content or country restrictions. !ncontrast, Eximbank in the United States, for example, does 
not cover financing of military goods, and its charter prevents it from participating in deals with 
the Soviet Union2. The major complaints about forfaiting center around availability and cost. 
Forfaiting is not available where eprorters need it most; that is, the high-risk countries. 
Furthermore, it is usually a little more expensive than using public sources of trade insurance. 

Certain companies, known as factoring hours, may purchase an exporter's receivables for a 
discounted price (2 to 4 percent less than face value). Factors enable the exporter to receive 
payment for goods and provide relief of the administrative burden of collection. Arrangements 
are typically with recourse, leaving the exporter ultimately liable for repaying the factor in case 
of a default. Some factors accept export receivables without recourse but require a large 
discount. 

'Louis G. Guadagnoli, Practical Guide to Export Financing and Risk Management(Arlington, VA: Government 

Information Service. 1989), 111-33. 
,"How U.S. Exporters Can Benefit from Forfait Financing". Business InternationalMoney Report,December 21, 

1987, p. 418-420. 

Source: Czinkota, Michael R. and Ikka R. Ronkainen. International Marketing. Second Edition. Copyright 01990 

The Drydor' Press. Chap. 6, pp. 165-166. 
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Countertrade as an Export Strategy
 
Matt Schaffer 

For countries with limited funds or nonconvertlbls currencies, countertrade 

T he Christmas 1989 revolution 

in Romania and the U.S.Ta U.S.riletma. Th9eoutoinvasion of Panama, when 
considered together, depict
a U.S. dilemma. The 

United States has more than adequate 
military power to rescue a potentially 
troubled regime close to home. Yet, the 
United States has few economic tools as 
a government to .;ssist Romania and its 
Eastern European neighbors now that 
they are becoming free. 

For example, a U.S. .rading company 
could establish barter and counterpur-
chase agrecments with this emerging 
part of the world. (Romania could buy 
U.S. products and pay in cash if a com-
pany, in advance, agrees to buy its 
products.) 

There is no U.S. Government trading 
company in the general sense while 
Japan, West Germany, and other Euro-
pean countries have many such com-
panics in their private sectors. -

The United States has also .everely 
cut back on its U.S. export-import bank 
loans; thcre are hardly any funds for 
making bank loans and guarantees to 
Eastern Europe. These loans might 
enable these countries to buy U.S. ex-
ports to speed their development. In the 
1990s, it appears that Japan and Europe 
are better positioned than the United 
States to trade with Eastern Europe, the 
Soviet Union, and many Third World 
countries 

With their nonconvertible currencies, 
Eastern Europe and the Soviet Union, 
along with many other countries, use 
various forms of countertrade. The 

provides an established trading vehicle. The author describes how th 
strate:y can encourage trade between the LU and developing markeu 

United States has gotten into the 

countertrade business reluctantly.
 
Untherd aesgotiwa.U.heon
The United States pretendst that
 
countertrada does not exist, when much
of the world trades this way. US. com

panics do a better job, often without the
 
government support that is available in
 
Europe and Japan. A few U.S. com
panics, such as General Motors, General
 
Electric (GE), Monsanto, Coca-Cola,
 
Pepsico, and Combustion Engineering,
 
have established trading companies or
 
units that use countertrade to increase
 
sales.
 

Many U.S. companies, however, still
 
do not use countertrade. And when a
 
major transaction is in the works, even
 
the best-prepared U.S. company must
 
turn to a foreign trading company to
 
market tlie products that are accepted in
 
the countertrade. In its recent $100
 
million sale of radar equipment to Jor
dan in exchange for phosphate, Westing
house relied on the Japanese trading
 
giant Mitsubishi to sell the mineral
 
through its network.
 

This transaction illustrates the theory
 
behind modern countertrade. It takes
 
the idea that a product can be substi. M
 
tuted for money in part of the transc- Mtho, ofwin n IM
 
tion and adds a crucial idea: the con- Count-runde %Wm,Now
 
cept of linked trading or mandated Export Strstelu for
 
reciprocity. Americ, publishedb7
 

John Wiley A Sons hi 
1a. lit isPtesdi of 
LaM. Scaffe, Corporatio
of Sandpo& Idaho and 

Types of Countertrade 	 investment ia..n,,,= 
that does -ouwUrtnd,export consulng at 

There are several types of countertrade mrger a acqui.s 
arrangements, including the following: work for larger compwik. 

Source: THE JOURNAL OF BUSINESS STRATEGY May/June 1990. 
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3 Counterpurchase. In 1983,
Rockwell used the counterpurchase tech-
nique to win a hotly contested sale to 
Zimbabwe of an $8 million printing 
press. A key element of Rockwell's suc-
cessful bid was the offer of 100 percent
counterpurchase. 

Rockwell Trading Company offered to 
buy $8million of ferrochrome and6EAs a go). nickel, knowing that Zimbabwe has 

ernnLeft th these minerals in oversupply. This agree-
United States ment to purchase or "counterpurchase" 
pretend.s that the minerals and export them elsewhere 
countertrade was linked to the basic sales agreement
does rot
ex-)st nlt calling for Zimbabwe to pay Rockwellcash for the printing press--cash fi-
exist, Uwfe nanccd with favorable credit from Great 
much of Ute Britain's export credit agency, ECOD. 
world trades Rockwell sourced or produced the press
this u41y. 9 in Great Britain expressly to secure this 

favorable financing since U.S. Export-
Import Bank loans were not available. 

U.S.-based Rockwell developed this 
counterpurchase and financing strategy
for a very simple reason. Its French 
competitor, Harris, had already been 
awarded the sale, thanks to a heavily
subsidized French loan, which required 
no down payment, a twenty-year repay-
ment, and 4 percent interest. However, 
Zimbabwe had not signed the'contract 
and promptly reawarded it to Rockwell 
after receiving t0e U.S. company's new 
offer. 

Counterpurchase has been picked up 
more formally by the countries of East-
ern Europe and by several countries in 
Latin America, including Mexico, 
Venezuela, and Colombia, which makes 
it national policy. In counterpurchase, 
the products traded are not a substitu-
tion for money but a catalyst for the 
creation and release of hard currency.
Counterpurchase, I,;ke countertrade,
flourishes W,.ere money or hard currency
is scarce. 

0 Barter. While pure barter is rare in 
modem countertrade, barterlike transac-
tions occur very often, 

In 1981, GE resorted to this approach
when U.S. Eximbank financing was 
withdrawn after production on a turbine 

generator for Rorntnia had already
begun. Rather than take a loss on star. 
up costs already committed, GE agreed 
to accep: Romaxian chenricals, metals, 
steel, reba; and nails on a credit basis 
as payment over several years. GE 
founded its own trading company within 
two years to turn these items into cash 
and to handle the trade finance arrange
ments on individual transactions. 

0 Offsets. In 1975, offset becane 
popular among European countries with 
NATO's purchase of F-16 aircraft from 
General Dynamics and with the Swiss
purchase of Northrop's F-5. A key feature of the F-16 sale was a coproduction 
agreement, which set up a production fa
cility in the Netherlands for this statT
of-the-art fighter plane. The Swiss added 
to the coproduction idea by convincing
Northrop to export manufactured prod
ucts from Switzerland (mainly machine 
tools and electronic components).

Today, offset is requested in nearly all 
major U.S. military exports; it is spread
ing beyond the military area into such 
fields as telecommunications and con
mercial aircraft. 

Offset may involve a complex set of
 
commitments requested from the com
pany seeking to win an export sale. In 
its 1984 sale of 160 F-16s to flirkey,
worth $4.2 billion in 1983 dollars, Gen
eral Dynamics offered an offset package
including (1)coproduction, (2) technol
ogy transfer, (3) the export of miscel
laneous "rirkish products (called indirect 
offsets), and (4) electronic and military 
components (called direct offsets 
because they are more directly related to 
the F-16 program). 

Countries often place a higher value 
on direct rather than indirect offsets be
cause the related exports tend to 
strengthen their own domestic defense 
industry. Thus, when Great Britain and 
France bought the AWACs airborne ra
dar plane from Boeing in the mid-1980s, 
these countries valued a commitment by
the aircraft manufacturer to purchase
certain components for the AWACs in 
the two countries. This commitment was 
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in addition to prized coproduction 
agreements calling for Boeing's invest.. 
ment in the French and British manu-
facturers who supplied components for 
the plane. 

By creating an eventual competitor, 
U.S. companies try to design an offset 
that does the least damage to their 
future sales. This issue is vital for 
dec~ding how much technology to 
transfer. 

A U.S. company might bet that tech-
nology transferred today will become 
outmoded in two or three years and, 
therefore, may not be a threat. The 
Japanese place great emphasis on 
technology transfer, stressing it more 

than any other aspect of the offset con-
cept. In several recent military sales, the 
Japanese have been aggressive and skill-
ful in extracting a transfer of technology 
or at least access to it. A succession of 
military sales to Japan has become in-
creasingly controversial, including Side-
winder missiles from Raytheon, Aegis 
destroyers from RCA, and FSX planes 
from General Dynamics (a modified ver-
sion of the F-16). 

The Aegis and FSX were the subject
of bitter disputes in Congress during 
1988 and 1989 when critics expressed 
dismay over the large Japanese content 
in each system and the implications of 
techriology transfer. The companies 
argued that some sale was better than 
no sale and that offering a buyer 
domestic content and access to technol-
ogy is an accepted marketing technique. 

Critics in Congress complained that 
the United States is simply frittering 
away its technological advantage and 
speeding Japan toward its expressed goal 
of becoming a major exporter of mili-
tary systems. Japan, they argucd, could 
act more forcefully to reduce the trade 
deficit by purchasing larger military 
items "off the shelf" without insisting 
on the joint venture concept that is so 
much a part of Japanese business cul-
ture and that is central to the notion of 
offset. 

In order to competr', U.S. companies 

must begin to design offset packages. 
Japan, South Korea, Australia, Canada 
(despite the highly touted free-trade 
agreement), and all European nations 
have offset policies while the United 
States does not. 

Ideally, no company should negotiate 
a commitment withonit a concrete plan 
for how the commitment will be carried 
out, even though such precision may not 
always be possible. Accepting a heavy 
penalty beyond 3 percent or 4 percent of 
the unfulfilled offset may be unwise. As 
with a bank loan, seeking the longest 
term for carrying out the commitment is 
often a good idea. Above all, maintain
ing flexibility for how the offset can be 
fulfilled is essential. The list of products 
for export should be as broad as possi
ble, including the fight to substitute pro
curement of components, investment in
country, or the transfer of technology. 

General Dynamics has found that in
vestment in-country yields the grea'est 
offset credit for each dollar spent. So 
far, on a worldwide basis, the company 
has been able to spend less than $0.04 
on average for each $1of offset credii 
received. 

0 Coproduction. A key feature of 
General Dynamics's F-16 sale to '7brkey 
was a coproduction arrangement wh,:re 
the company and its main U.S. subcon-
tractors invested $137 million in an F-16 
assembly plant in that country as well 
as in Turkey's aircraft industry. 

Coproduction of this sort, if it can be 
offered, is becoming a key i;eature of 
offsets. For exampl, in order to sell its 
twin-jet MD-82 to the Chinese govern-
ment, McDoniell-Douglas, built the 
first-ever commercial aircraft coproduc-
tion factory within the People's 
Republic. The first airplane in a pro
jected fleet of twenty-five rolled off the 
assembly line in July 1987. 

0 Compensation. Compensation 
takes the idea of coproduction one step 
further. The investing company is repaid 
with the product of its manufacturing 
or mining investment while the host 
government often gives its formal ap
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proval and is a partner in the venture. 
In the People's Republic of China, 

where compensation agreements are 
popular, Occidental Petroleum recmlved a 
long-term contract to take back ore and 
refined minerals in return for developing 
a large mining facility. In Egypt, a ma-
jor Swiss company, Aluswiss, exports
alumina tc its newly constructed plant 
and takes back a portion of the finished 
aluminum as payment for its investment, 

The gradual reduction of trade bar-
riers in the Soviet Union and in the 
People's Republic of China has spurred
countertrade during the past decade., 
Pepsico has engineered a series of spec-
tacular countertrades with the Soviet 
Union, trading vodka in the West for 
soft-drink concentrate over there. More 
recently, Pepsico agreed to invest in a 
shipbuilding venture where a portion of 
the hard currency generated will be used 
to pay for even more soft-drink sales, 

Another factor in the spread of 

"$TheJ countertrade has been the development
<deT/ JPUL . of this specialized trade capabilityrtese p e within several large U.S. companies in 

great em- the last ten years, even as Japan and 
pha.sLs on West Germany benefited more naturally 
technology from the prior existence of their large 
transfer, general trading companies. Without a

Mitsubishi, a Metallgesellschaft, or a na-stressing I tional trading network on which to rely, 
nwre than several U.S. corporations have built suc-
any other cessful in-house trading companies. 
aspect of Many additional U.S. companies are 
the offset being slowly drawn into countertrading

through third parties or on their ownco t account. The development of this na-

scent countertrade structure in the 
United States suggests at least the 
perception of countertrade as a longer-
term trade strategy. 

,___chase 
Countertrade in 
Corporate Strategy 
The role of countertrade as both a finan-
cial instrument and a sweetener isillustrated 
by these three transactions: 

0 Ericsson In Uruguay. This 1984 
sale of a s90 million telephone switch
ing system to U.ruguay helps to explain 
how countertrade can play a critical role 
.n the formulation of an overall strategy 
to win a large export. 

Ericsson, a Swedish telecommunica
tions firm, triumphed mainly for two 
reasons. First, the company made the 
best countertrade offer with a coherent 
plan to implement it. 

Ericsson asked the British investment 
banking firm Samuel Montague to offer 
Uruguay 100 percent offset-in other 
words, a commitment to export S90 mr
lion worth of Uruguayan products, in
cluding beef, leather goods, and fish. 
Samuel Montague traded the products 
through Surinvest, a joint venture trad
ing and financing house co-owned in 
Montevideo with Uruguayan partners.

A second reason for Ericsson's success 
was attractive export credit financing.
This financing was offered at a bad 
time for U.S. companies when poten
tially comparable financing from theU.S. Export-Import Bank had been 
sharply cut back. 

Both Sweden and Brazil, Ericsson's 
partners, offered a financing package at 
subsidized rates. The inclusion of Brazil 
as a major subcontractor was also aclever political tactic, the next best thing 
to Uruguay:an content in the transaction. 
Braz' was able to exert more political 
pressure on neighboring Uruguay than_ 
would have been possible from a Euro
pean country acting on its own.0 Westinghouse In Jordan. Westing

house devised an equally effective 
strategy for winning a $100 million air 
defense radar system. The Pentagon's 
foreign military sa-es funds were not 
available, yet Jordan still wanted to pur

the radar. Commercial bank terms 
were unacceptable. In the absence of 
adequate financing, Westinghouse asked 
Mitsubishi's trading company to sell the 
phosphate that Jordan was prepared to 
offer as a form of payment. 

The prime contractor was Lor-West of 
Bermuda, 20 percent owned by Westing
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house and 80 percent owned by Lorad, 
a subsidiary of Wraxall Group in the 
United Kingdom. Westinghouse Defense 
was a subcontractor to Lor-West. 

Between June 1985 and December 
1987, Mitsubishi was able to sell 
$70 million in phosphate rock through 
its worldwide trading network, ahead of 
the delivery schedule for the radar. The 
foreign exchange proceeds for the sale 
were remitted frc-m Mitsubishi back to a 
special account in the central bank of 
Jordan. 

To establish viable and secure pay-
ment procedures, separate contracts were 
set up between Lor-West and Mitsubishi, 
Mitsubishi and the central bank, and 
Lor-West and the central bank. The cen-
tral bank issued an unconfirmed letter 
of credit to Lor-West. 

As payments for the air defense sys-
tem were required, they were automati-
cally drawn through the letter of credit 
out of an escrow account in Chase 
Manhattan Bank of the United King-
dom's Channel Islands. This offshore 
payment mechanism, outside either the 
buying or selling country, provided addi-
tional assurance to Lor-West and Wes-
tinghouse that funds would be trans-
ferred smoothly as the delivery for the 
radar was met. 

0 N-Ren in Madagascar. The prob-
lems that N-Ren International faced and 
overcame with countertrade are the stuff 
of legend. 

N-Ren, a small engineering and con-
struction firm based in Brussel:, began 
building a $60 million fertilizer plant in 
1979. By 1983, Madagascar ran out of 
money to pay for the plant, even though 
the plant was 95 percent complete and 
98 percent of the equipment was de-
livered. The delayed payments created 
cost overruns and drove up the price of 
finishing the plant. 

Tom Snyder, the U.S. president of N-
Ren, personally traveled several times to 
Tananarive, the capital of Madagascar, 
trying to resolve the impasse-all to no 
avail. Finaly, when the situation seemed 
hopeless, a breakthrough occurred. 

Madagascar proposed to pay for the 
plant's completion with cloves, a spice 
for which the country is famous. Snyder 
obtained approvals from the Ministries 
of Finance and Agriculture, The Revolu
tionary Council (or cabinet of minis
ters), and ultimately President Didier 
Ransiraka. 

Fortunately, the government of Mada
gascar already had direct and convenient 6Th prab. 
access to the cloves, routinely buying the 
spice from twelve private sector buyers lens thawt 
with local currency (the Malgache N.Ren Inter. 
franc). Depending on the country, it is r.atjoyru 
not always so easy for the government faced W 
to buy commodities with local currency. overcanm 
The Malgache franc was also tied to the wiUtcounter-
French franc, giving it a stabler value. 

Between 1983 and 1988, four ship- trade are the 
ments of cloves took place in order to sft1f of 
generate hard currency funds for the legend.9 
completion of the factory. The ships 
docked and took the cloves at Tamatave, 
the port where the fertilizer factory was 
also located. The ships then sailed for 
Rotterdam, the port where Catz Interna
tional, one of the world's foremost spice 
trading companies and N-Ren's partner, 
was established. 

The first two shipments were valued 
at approximately $I0 million each (1,200 
tons for the first shipment and 2,000 
tons for the next one, as the world's 
cloves price continued to fall). 

For each shipment, numerous techni
cal problems were overcome. N-Ren took 
out Lloyd's insurance through a Belgian 
agent. A shipping agent in Hamburg, 
West Germany, arranged transportation 
space on a suitable ship. The general 
manager of the fertilizer plant was at 
dockside to inspect every 50 kilo bag 
loaded on board. For each bag, there 
were about eight to ten documents con
cerning such issues as weight, origin, 
quality, and health factors. Noncon
forming bags were rejected at dockside. 
The cloves were sold against documents 
called bills of lading, whose physical 
transfer signified the pa..ing of title. 

As savvy traders, Catz made N-Ren 
take title to a portion of the cloves at 
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Tamatave, knowing the price would have 
fallen further by the time a ship reached 
port in Rotterdam and offering the 
prospect of a greater profit on resale. 
Catz guaranteed payment to N-Ren for 
the rest of the cloves at a fixed price, 

To support this guarantee to N-Ren, 
Catz opened up a letter of credit with 
its bank, Credit Anstalt, in London. The 
letter of credit was confimred by the 
American Express biaiik in Hlamburg. 
Once the ship arrived in Rotterdam, 
documents were presented to Credit 
Anstalt; it immediately paid N-Ren 
under the letter of credit, 

__ _ _ _, _ _ _ _ 

6PFelpsl eo has 
engineered a serJe.s 
of spectacular 
countertrades with 
the Soviet Ufion,, 
tradLlg vodka in the 
West for soft-drink 
concentrate over 
there.99 

________----_ 

In one shipment, the captain persisted 
in unloading the cloves during violent 
rainstorms in Rotterdam, despite pleas 
from N-Ren executives and even though
it is well-known that water can damage 
cloves. He claimed that he was under 
pressure to meet another contracted 
shipping schedule and could not wait 
for a change in the weather. 

Catz's bonded warehouse salvaged 
much of this shipment of cloves by 
bringing in a specialized kiln company 
to dry the spice, allowing the bags to be 
repackaged. A year-long dispute finally 
resulted in an insurance settlement of 
several hundred thousand dollars for the 
damaged portion of the cloves. 

In another transfer of the spice, 
N-Ren's general counsel found that the 
ship actually vanished for several days. 
He finally tracked it down in a small 
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port north of Lisbon. Use of the vessel's 
time had come under legal dispute. 
N-Ren and French, Swiss, and West 
German companies with cargo on board 
all had to make a payment of tribute to 
the vessel's owner to get the ship's time 
released. As the fourth and final ship
ment came to a close, Snyder and the 
governmdent of Madagascar were hopeful 
that the proceeds would give the corn
pleted plant operating capital during its 
early years of production. 

N-Ren learned many lessons from its 
experience, aside from the fact that 
small companies can also do counter
trade. The company wisely insisted that 
local weights govern the transaction 
since cloves take on weight and water by 
up to 3 percent in a tropical climate and 
lose weight in a drier climate. The fall
ing price of cloves over the five-year 
period created another favorable precon
dition since, in a strong market, thegovernment would not likely have of
fered the spice. 

Developing a relationship with Catz 
International was essential, especially 
for the first two or three shipments 
because of N-Ren's initial lack of trad
ing experience. Careful attention was 
paid to all the documentation, which 
helped during the insurance proceedings 
related to the one partially damaged 
shipment. Snyder and his colleagues 
meticulously monitored the transaction 
all the way through and resourcefully 
solved problems each time that they sur
faced. Above all, in the crucial early 
stages, Snyder succeeded in developing a 
personal relationship with key govern
ment officials that helped expedite the 
transaction. 

As this and the previous examples 1l
lustrate, countertrade is a way of doing 
business and thinking about business 
that raises the almost tribal concept 
of reciprocity to a new level of impor
tance. The relationship between trading 
partners is critical, taking on ever 
greater importance as less cash for prod
ucts is available and as more barter 
takes place. U 
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The Promotion of Exports with Barter 

THE COMPETITIVENESS OF WORLD EXPORT MARKETS 

Competition for most major products in the world export markets is very intense. This is 
especially true for primary products such as coffee, soybeans, sugar, and iron ore-the type of 
products that form the core of exports from Brazil, most of Latin A.nerica, and the rest of the 
Third World. 

Those products are commonly of critical importance to producing countries and companies. 
At the same time, there are many producers for most primary products, and the markets tend 
to be cyclical with wide swings in both demand and prices. For example, coffee prices dropped 
from more than $3 per pound in 1977 to $1.60 per pound in mid-1982; bananas fell from 19€ 
to 13¢ per pound in just three months.' 

This high degree of competitiveness among exporters is true throughout the economic cycles 
for most products. It is especially true during recessions. World markets have been troubled 
by economic weakness and recurring recession since 1974. As Table 3. 1 illustrates, the 1974-75 
and 1980-81 periods witnessed widespread recession in the industrial world. Furtherrniore, in 
only one year since 1973 has economic growth in industrial countries been as high as the 1962
72 average of 4.8 percent. This condition is aggravated by the increased tendency in the 1970s 
and early 1980s for recessions in major industrialized markets to be synchronized to a very high 
degree and to a much greater extent than was true in 1960s. As a result of such economic 
trends, the demand for exports can be very volatile. In 1981 world export volume actually 
declined. 

Tab. 3.1 

ladustrial Cruntries: Changes in Real Output (GNP) 

1961-72" 1973 1974 1975 1976 1977 1978 1979 1980 1981 

All industrial countries 4.8 6.3 0.7 -0.6 5.2 3.9 4.0 3.7 1.2 1.1 
United States 4.0 5.8 -0.6 -1.1 5.4 5.5 4.8 3.2 -0.2 2.0 

5.3 5.1 5.6 4.2 2.9Japan 	 10.4 10.0 -0.3 1.4 6.5 
France 	 5.5 5.4 3.2 0.2 5.2 3.1 3.7 3.5 1.2 0.4 

Federal Republic of Germany 4.5 4.9 0.5 -1.8 5.2 2.8 3.6 4.5 1.8 -0.3 

Italy 	 4.8 6.9 4.2 -3.5 5.9 1.9 2.7 4.9 4.0 -0.2 
United Kingdom 	 2.9 7.1 -2.0 -1.1 2.8 1.6 3.9 1.7 -1.7 -2.2 

*Average.
 

Source: International Monetary Fund, Annual Report 1982, Tab. I.
 

Source: 	 Export Promotion: The Public and Private Sector Interaction, edited by Michael R. Czinkota, N.Y. 1983: 
"The promotion of export with barter", Korth, Chapt.3. 
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A third important factor in this competitive equation, in addition to the economic weakness 
and synchronization of major economies, is that when a country or specific producer is trying 
to break into a new market (either when introducing a traditional product into new geographical 
markets or when introducing new products for which a reputation has never been established) 
foreign markets can be even more difficult to penetrate. For Third World countries, which are 
aggressively striving to diversify their export base, these competitive difficulties can present 
especially difficult hurdles. 

Competitive Advantages 

Successful competitors have a limited variety of ways by which they are able to establish and 
maintain their positions in the market. Both newcomers and those anxious to expand their 
penetration of world markets or change a product image have a limited variety of options. 

One obvious way of establishing a successful position in any market, including export 
markets, is to demonstrate superior product quality. However, this can be hard to do. This 
approach is most tenable for high technology and other innovative products. When the export 
involves a commodity or other relatively standardized products, the demonstration of superior 
quality can be extremely difficult. Therefore, demonstration of product superiority offers only 
limited potential for most exporters. 

A second approach to successful selling involves the development of an effective marketing 
effort. Even though a product may not be intrinsically unique, the seller may be successful in 
convincing consumers that a particular brand of wine, perfume, detergent, chicken, or shirt is 
indeed unique. An alternative to establishing the uniqueness of the product is the creation of an 
image of uniqueness for the company. For example, the company may develop a reputation for 
reliable delivery (for example, West German machine tools) or exceptional service after a sale 
(for example, IBM). 

The third basic path to establishing successful penetratio, of an export or other market is via 
attractive pricing. Obviously, if two products are perceived by the market as identical (for 
example, light crude oil), then the product with the lower price is likely to sell better. This has 
been the primary tool for seizing market share in the consumer electronics industry (for 
example, calculators, electronic watches, and now the introduction of the Timex Sinclair home 
computer for $100). 

There are several ways to achieve pricing superiority. The sticker price is only one of these. 
Other approaches include offering a favorable payment or discount period, percentage of 
discount, and interest rate (if any) on extended or delinquent accounts. Often governmental 
export-supporting agencies provide financial assistance for exporters either directly or through 
the provision of purchasing assistance for the buyer (for example, via the various export 
promotion facilities of the Banco do Brazil or the Export-Import Bank of the United States). 

Price differentiation is especially critical in the markets for commodities and other relatively 
standardized products. However, in such markets the price is oft n dictated by market 
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conditions, including standard terms for interest, payment, and discount. Even where such 
standardization of terms is not public knowledge, the efforts of buyers to squeeze the best price 
from suppliers tend to spread the knowledge of such ternis throughout the market. As a result 
competitors have a strong tendency to match pricing concessions. Furthermore, such develop
ments often lead to cutthroat pricing and damage for all competitors (for example, the scramble 
for markets among oil-exporting countries). Thus it is often very difficult to offer financial 
terms that competitors are unable or unwilling to match and that therefore permit the exporter 
or the exporting country to establish a unique pricing ni.'he in the market. 

BARTER AS A PRICING TOOL 

A different approach to product differentiation based upon pricing can be employed if sellers 
are willing to be flexible in the means by which some or all of their products are bought. 
Specifically, if exporters are willing to accept nonmonetary compensation for products, then they 
may be able to attract buyers who are interested in an alternative to either paying cash or 
borrowing and adding to their debt. This sale cr purchase of goods or services in exchange for 
other goods or services is, of course, barter. 

Barter is a tool for sales promotion that can be custom designed to satisfy the buyer; it can 
thus provide -, strong bargaining position for the seller. Since most companies are unfamiliar 
with barter in a modern context and may be unwilling to "dirty their hands" with such an old
fashioned, nonconventional method of payment, the imaginative and aggressive company may 
be able to use barter: (1) as a pricing tool in a highly competitive market; (2) to gain 
penetration to new markets; (3) to dispose of excess inventories; and (4) for compensation when 
exchange controls bar payment on receivables. 

Whether or not a particular exporter is attracted to barter, it is here Eo stay in international 
markets. It is currently used by the governments of Brazil, the United States, West Germany, 
the Soviet Union, and Algeria, as well as such companies as General Motors, Mitsui, Pepsi 
Cola, Phillips, Ford, IBM, Volkswagen, and Siemens. 

Basics Types of Barter 

The approaches used by corporations and governments today int he employment of barter are 
far more sophisticated than the fairly primitive forms of barter used historically. Four basic 
approaches to barter are commonly employed: (1) simple barter (also called straight or pure 
barter); (2) parallel barter (often called counterpurchase); (3) clearing-account barter; and 
(4) buy-back barter (or compensation-agreement barter).2 These transactions may be bilateral 
or multilateral. They can be completed directly by the barterers or via the use of intermediaries. 
More will be said below about some of the principal types of intermediaries. 

Simple (or straight or pure) barter is the traditional, primitive form of barter. It involves a 
direct exchange of goods (or services) between two parties that intend to use the acquired goods 
themselves. When used today it would involve a single contract and typically would not involve 
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intermediaries. The goods will not be transferred to third parties. No money is involved 
(except indirectly since both parties will undoubtedly bear in mind some approximate shadow 
price for both the products offered and products received). Such "simple barter" is relatively 
rare today. 

Parallel barter (or counterpurchase) -s a refinement of simple barter. It is essentially an 
adjustment far the fact that many companies will only sell goods or services in exchange for 
money (primarily hard currency) because of accounting practices, customs or exchange require
ments, tax laws, bank demands, corporate policies, and so on. 

Under a parallel-barter arrangement, two separate contracts, which specify the goods and 
services to be exchanged, are signed. These are commonly, but not necessarily, of equal value. 
In aadition payment on each contracE will be made with money (although frequently the means 
to pay on at least one side of the contract result from either trade credit or bank credit). 
However, since the two parallel contracts require a quid pro quo exchange of goods, it is a form 
of barter. 

Sometimes a parallel barter obligates one party to assist the other in selling its products 
abroad. T!-u type of arrangement is sometimes called an offset. For example, Northrup and 
General Electric committed themselves to market $150 million of Swiss goods as part of a $500 
million contract for F-5 fighter aircraft. 3 

Another special case of parallel barter is reverse reciprocity,4 whereby parallel contracts are 
signed granting each party access to needed resources (for example, oil in exchange for nuclear 
power plants). Parallel barter is the predominant form of international barter today. 

Clearing-account barter is more flexible in format than either straight cr parallel barter. In 
a clearing-account barter, each party agrees in a single contract to purchase a specified value of 
goods or services from the other party over a stated, often lengthy, period of time. Thus trade 
may be out of balance at the end of the first year or even after several years but will balance 
over the term of the contract. 

The total value of the contract is stated in some artificial unit of account, such as "clearing 
dollars." Furthermore, this clearing currency can typically only be used within one country. It 
is in effect a line of credit for a customer in another country. No money is actually involved 
in such barters. Each company or government thus provides the other with offsetting barter 
credits. 

Frequently, clearing dollars can be used to purchase a variety of products. In other cases they 
can only buy a specified product. Accordingly, one observer has quipped that various cases 
might involve "apple clearing dollars" or "horseradish clearing dollars." 

Nevertheless, clearing-account barter generally allows greater fEa ioility than other forms of 
barter to either or both parties in terms of both time of drawdown on the "lines of credit" and 
type of products available. 
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Buyack (or compensation-agreement) barter is a special form of barter that has evolved in 
response to the reluctance of Communist countries to permit ownership of productive resources 
by the private sector--especially by foreigners. Although Poland, Romania, and Hungary now 
permit joint ventures with corporations from outside of the Communist bloc, such arrangements 
are not common. Much more common is a sharing of the output without a sharing of the owner
ship, that is, the buy-back (or "compensation") agreement. For example, in 1978 Citroen signed 
a $370 million contract with East Germany to receive transmissions from a plant that the 
company is helping to set up for the Fast German government. 

Buy-back barter is tied to assistance from acompany in constructing and/or running a factory 
or distribution system in another country. The assistance may take such forms as the inflow of 
equipment, financial capital, patents, technical and managerial assistance, or distribution 
assistance. In exchange, the contract provides that the supplying company will "buy back" some 
of the output from the new facility. For example, Levi Strauss has entered into buy-back barter 
with Hungry. Some of the "Levis" produced in Hungary will be sold locally, while the rest will 
be sold in Western Europe by Levi Strauss. 

A variation of buy-back barter permits a partner to purchase not only "resultant" goods (that 
is, those goods resulting from the investment), but also "nopresultant" products (that is, those 
goods not stemming from the investment), which is a more flexible arrangement.5 

From the viewpoint of a host government, this arrangement provides valuable assistance 
without sacrificing control and sometimes with little or no commitment of local capital. Also, 
continued assistance in quality control, te'hnical tr.ining, and so on is frequently required. 

From the viewpoint of the supplying company, this buy-back arrangement can provide access 
to untapped markets (for example, many contracts stipulate that the supplying company receive 
a share of the gross revenues from all sales other than what the company itself buys) and can 
provide an alternative source of low-cost production for its own markets. 

REASONS FOR THE RESURGENCE OF BARTER 

These new variations on barter indicate the possibility for more flexible utilization of barter 
than was possible in the past. However, they do not explain why there has been a strong 
resurgence in the use of barter, nor do they explain the rationales of the various participants. 

If a company can receive full payment in cash, there would be little incentive for it to engage 
in barter. However, there may be strong incentive for a producer to consider the use of barter 
when payment involves deferred receipt via the use of credit, when the buyer may have trouble 
paying cash, when competition is very tight, when the producer is anxious to take advantage of 
economies of scale, when demand is very weak, when supplies are high, or when the seller is 
reluctant to blatantly violate published cartel or association prices. 

In certain service industries where the costs of additional units of service are minimal, there 
can be very strong incentives for a company to engage in barter--even when market conditions 
are not poor. For example, the advertising, hotel, and airline businesses are all industries 
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where, except when demand is very strong, there is generally much excess capacity, since 
advertising space, hotel rooms, and airline seats cannot be inventoried for later ure. For 
example, when a magazine goes to press or when an airplane tqkes off, any unused capacity is 
irretrievably lost. As a result, companies in these and compai'able service industries have a 
strong incentive to try to utilize their capacity in imaginative ways. As a result, barter is very 
prevalent in these fields. 

Another important group of barterers today are the Communist countries. There is still a 
strong emphasis upon maximizing the trade between the countries within the COMECON bloc. 
There is also a strong desire by the members that the use of conveiLible Western currencies in 
such trade be minimized. As a result, there is an extensive amount of barter between the 
Communist countries. Much of this is done in the form of clearing-account uarter. A willing
ness of exporters to accept barter can greatly increase sales when buyers are short of foreign 
exchange. 

Some of the OPEC countries have also made extensive use of barter. In order to avoid ttle 
appearance of violating their agreements to maintain posted oil prices, members of OPEC, such 
as Iran, Libya, and Algeria, have bepn frequent users of barter. These governments have used 
barter also to gain access to military and sophisticated industrial equipment; their control of a 
vital resource, petroleum, has been employed as a strong bargaining ploy to buy equipment that 
might otherwise have been more difficul. for them to acquire. Despite the ownership of such 
a readily marketable commodity as petroleum, barter can sometimes be an attractive part of the 
export package. 

Barter is also sometimes supported by governments in order to ease economic problems of 
low capacity utilization, high unemployment, shortage of foreign exchange, and high level of 
foreign debt. Similar motivations (for example, pressures resulting from rampant inflation, 
persistent recession, excess inventories, shortages of critical raw material, and the like) have 
induced many corporations to engage in barter. Corporations are also strongly afi.cted, as 
discussed above, by the opportunity to gain the edge over a less flexible competitor. Failure to 
do so can lead to a loss of sales; for example, a California company has reported that, a though 
the Egyptian government admitted that the company's overall bid for a major project was the 
lowest, the company's failure to be willing to accept part payment in bartered goods caused it 
to lose the sale.6 

In summary, these examples illustrate a variety of common conditions that have led companies 
and governments to utilize barter: 

To utilize excess capacity and gain greater economies of scale (for exa mple, airline seats, 
advertising space, and even industrial capacity that can offer greater economies because of the 
low cost of production of marginal units); 

As a matter of government policy (for example, between Communist governments or between 
OPEC countries and major customers); 
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In response to market imperfections (for example, inflation, recession, excess inventories, and 
so on); 

As an explicit marketing tool (for example, to gain access to a new market or to increase 
market share). 

This does not imply that barter is the solution for all of a company's or government's 
problems. Cash payment is generally preferable for the seller and usually for the buyer as well. 
It is both more efficient and simpler. However, when economic or market conditions dictate, 
barter can be very useful. It may not be feasible in many industries or for many contracts, but 
the seller and the buyer should familiarize themselves with barter. It should be considered as 
a possibility if buyers or sellers demand or suggest barter, if competitors are employing it, if 
it helps in gaining access to a restricted market or supplier, if money and credit are scarce, and 
so on. 

DISADVANTAGES OF BARTER 

Now that the prevalence and some of the attractions of barter have been discussed, the 
disadvantages should also be examined. As has been noted, there are many inefficiencies to 
barter that greatly reduce its appeal. Some modem variations of barter (for example, clearing 
accounts and parallel barter) have reduced some of the traditional hurdles. However, there is 
a variety of shortcomings to barter that the potential user should bear in mind. 

The strongest charge is that barter is cumbersome, time consuming, and generally inefficient. 
A survey of U.S. companies that have engaged in barter with the Soviet Union indicated that 
more time and more trips to the Soviet Union were needed to arrange barter than a cash deal.7 

Another criticism is that it is disruptive. Th2 Commission of the European Economic 
Community has formally disapproved of barter, saying that it could permanently perturb the 
mrkets since companies could accept goods in barter and subsequently try to sell products with 
which they are unfamiliar.' 

Similarly, the International Monetary Fund has voiced its strong disapproval of what it 
considers to be a potentially disruptive practice. 

Barter deals can also sometimes snap back and affect the markets of the company or country 
that sold the goods via barter. For example, Ghana and Guinea unintentionally disrupted their 
own cocoa export markets in a series of poorly structured barter deals. Also, the Western 
European chemical industry has been adversely affected by competition from Eastern European 
factories, which the Western Europeans has built in exchange for barter of resultant goods. 

Finally, the buyer of bartered goods needs to be very wary of the quality of tl,e goods being 
offered. Barter has often been used to dispose of items that are hard to sell due to low quality 
and obsolescence. 
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BARTER INTERMEDIARIES 

The above caveats are not intended to discourage companies and governmental agencies from 
considering the use of barter. The warnings are merely intended, as in any market situation, 
to remind buyers to be cautious. Caveat emptor is an especially appropriate injunction when the 
buyer is venturing into unfamiliar types of transactions. The same can be said for the seller: 
caveat venditor. 

These warnings and basic prudence should cause the trader to ask: What am I going to do 
with the goods received in barter? In some cases, of course, the seller can sue the bartered 
merchandise (for example, the newspaper that barters advertising space with an airline in 
exchange for airline tickets). However, very frequently the goods and servli.es made available 
are of no direct use to the company. Th-_ use of barter credits (for example, with clearing 
accounts) can ameliorate this situation. However, some companies and governments have 
entered into some rather surprising and seemingly inappropriate deals. For example, General 
Motors once sold 1,500 Opels to Rumania in exchange for a train load of strawberries. 
McDonnell-Douglas once bartered commercial jets in exchange for Yugoslavian cheese, wine, 
hams, glassware, leather coats, and rubber bumpers. 

As in almost any market, when inefficiencies arise, specialists appear to benefit from the 
situation and, in the process, increase the efficiency (or perhaps reduce the inefficiencies) of that 
market. The same has occurred in barter.9 Some companies have set up their own in-house 
barter units to facilitate their efforts. Fjr example, MitsLi, Seimens, Technip, and Control Data 
are among the companies that have created such units. However, most companies would be best 
served by employing a barter specialist. 

The most prevalent barter specialists are what are known as switch traders.' ° These 
intermediaries are essentially brokers who help to bring together companies that have received 
bartered goods, services, or credits in their export activities (or, sometimes, even through thcir 
domestic activities, although switchers generally specialize in exports). The brokers help to 
multilateralize what had been initiatec as a limited and limiting bilateral contract. 

Switching is, in effect, a secondary market for bartered goods, services, and credits. With 
this option available to companies, barter transactions are sometimes made contingent upon the 
ability of a switch trader to satisfactorily dispose of the items. 

The switch-trading function can often be quite complicated. Some arrangements are models 
of ingenuity. For example, Daimler-Benz once sold 30 truck3 in exchange for 150 Rumanian 
jeeps. A switch trader was commissioned by Daimler-Benz. The trader bartered the jeeps for 
Ecuadorian bananas, which were sold to a West German supermarket chain for 
deutschemarks. " 

Even the use of clearing credits can require some imaginative marketing by a switch trader. 
For example, a U.S. company once sold used tire-making equipment in exchange for an 
inconvertible Eastern European currency. A switcher used the currency to buy "clearing" 
Turkish lira from another East European government that had been running a trade surplus with 
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Turkey. The lira were used to buy chromium from Turkey, which was then sold in another 
country for hard currency.12 

As brokers, switch traders do not take ownership of what ihey sell. Indeed, they generally 
do not take possession of the goods or r,.3-ponsibility for shippirg merchandise. A different type 
of facilitator, who might best be described as a barter merchant, takes title to the merchandise 
that is being traded. However, because of the large volumes and diver,;e locations of what they 
buy, merchants typically will not take possession of the merchandise nor be directly responsible 
for delivering what they sell. This type of company is also a barter intermediary because, 
although it buys goods, services, or clearing credits for its own account, the items purchased are 
pda for with barter credits. Such credits can then be used by the seller to buy any of a wide 
range of goods or services that the barter merchant may have available at that time or int he 
future form other barter purchases. 

The barter merchant thus has an inventory of goods available at all times. Customers, 
however, have the option of when to utilize their credits. Sometimes, barter merchants will 
attempt to find specific merchandise at the request of their customers. Thus if a customer or 
prospective customer is interested in exchanging only for specific items, the merchant might try 
to arrange the swap. Such an activity could also be attempted by a switch trader. The 
difference rests with whether or not the intermediary takes ownership; if the barter merchant 
takes ownership, the switch trader does not. 

Barter in the modern context is still in its infancy. As a result, the development of 
intermediary services is still relatively basic. There undoubtedly will be many further develop
ments in coming years. Some of the possibilities are already appearing-at least ont he retail 
level: barter exchanlges (where barter needs can be directly arranged by the seller or buyer); 
barter credit cards, barter charge accounts, and barter credit lines. For example, some 
commercial banks in Europe and Asia have developed departments to help advise their customers 
and help finance barter trade. The further development of these and kindred services will do 
much to facilitate the use of barter and make it much more attractive and more readily available 
to many more companies. 

BARTER AS A TOOL OF EXPORT PROMOTION 

The above discussion of the various types of barter, the facilitating services that exist, and 
the ways in which barter may be os use suggests many ways in which a company or government 
can use barter as a tool of export promotion. As was noted, companies and governments can 
employ barter either in response to difficulties of the economy or as an active managerial policy. 
The former involves the use of barter as a reaction to adverse conditions, while the latter uses 
barter as an active tool in promotion of specific managenal policies. 

For companies and governmental agencies that are actively interested in promoting exports 
an' breaking into new foreign markets, barter can offer an attractive avenue for marketing their 
goods or services. It is, of course, only or.e of the many variables (for example, quality, 
marketing effort, and price) involved in selling and financing goods or services. It is not 
necessarily going to be the best solution for all companies or for all transactions. Indeed, as has 
been seen repeatedly, cash is usually best for most sellers. However, barter does offer a viable 
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alternative approach. Furthermore, especially under distressed economic circumstances, there 
are likely to be an unusually large number of potential customers requesting or favorably 
oriented toward considering an offer of barter. 

The exporter obviously iteeds to carefully consider some very important variables when 
examining the barter option: the type of goods, services, or credits that would be acceptable; 
how much cash or monetary credit should also be involved (barter is commonly only part of the 
total compensation); how bartered receipts will be disposed of; and how to value merchandise 
sold and bough via barter. 

THE FUTURE OF BARTER IN INTERNATIONAL TRADE 

The use of barter as a tool for promoting international trade has been booming in recent 
years. Yet its use is still not widely known. Also the flexibility that current barter techniques 
and various facilitating intermediaries provide is not well known. 

Barter suffers a serious image problem. This is understandable since even under the best of 
circumstances, barter is likely to be more cumbersome and less efficient than cash sales, for 
example, the need to provide long-term trade credits, which entail greater risk, the factoring of 
receivables, the issuance of warrants and options, and so on. All of these are innovations that 
have served to increase the flexibility of business transactions. In international trade, letters of 
credit and bankers' acceptances were developed to overcome some of the inefficiencies histori
cally present when selling over long distances, between different countries, or in an environment 
in which communication was slow and difficult. However, these and other innovations have 
since become standard parts of modern business life. They may not all be attractive to or even 
feasible for a particular company or governmental agency. However, they are a very real part 
of busi~iess life. Furthermore, they do serve a very useful purpose by helping to facilitate 
business. The same is true of barter. 
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The Pricing Strategy Checklist 

At what price should the firm sell its product in the foreign market? 

Does the foreign price reflect the product quality? 

Is the price competitive? 

Should the firm pursue market penetration or market-skimming pricing objectives abroad 
and why? 

What type of discounts (trade, cash, quantity) and allowances (advertising, trade-off) 
should the firm offer its foreign customers? 

Should prices differ with market segment? 

What should the firm do about product line pricing? 

What pricing options are available if costs increase or decrease? 

Is the demand in foreign market elastic or inelastic? 

How are prices going to be viewed by the foreign government - as reasonable or 
exploitative? 
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COUNTERTRADE 

Chapter Objectives 

International countertrade, i.e., trade linked to anything other than money, is increasing 
in importance. The reasons are lack of hard currency, greater indebtedness, the desire for new 
market expansions, and increased bilateralism. 

Countertrade has the potential of severely distorting trade flows, since trading partners 
may be chosen on the basis of their ability to take back merchandise rather than ont he basis of 
competitive prices and product performance. Publicly, most international organizations and most 
countries condemn countertrade, yet countertrade is often privately seen as the only viable 
alternative to no trade at all. As a result, many multinational corporations have formed 
countertrade units, and some of them are using countertrade capabilities as aggressive business 
tools. 

Companies confronted with countertrade demands should not automatically shy away 
from such business transactions. However, be very clear on the inherent risks. With 
countertrade, despite the fact that the two transactions are linked, two entirely separate business 
activities need to be carried ou and planned simultaneously. 

Suggestions for Teaching 

A good way to bring the subject of countertrade closer to students is by beginning a 
discussion around domestic barter. Many students will be able to contribute examples, 
particularly since, in earlier years, due to a lack of money, many of them will have carried out 
barter transactions with their peers. From that discussion one can then gradually introduce the 
notion of inefficiency, which becomes very obvious when larger volumes of transactions are 
considered. 

It is important for the students to understand that the matching of needs suddenly 
becomes much more complex. This complexity means more business activities and, therefore, 
more expenses. As a result, the cost of countertrade transactions is higher when compared to 
the cost of transactions which do not include countertrade. At the same time, however, it is 
useful to focus on the quite limited financial resources of many companies and countries, and 
have students develop the theme whether or not some trade is better than no trade at all. Given 
the increased trade dependency of many companies and nations, usually the option of some trade 
will be preferred. 

Copyright 1992, The Dryden Press. 

All Rights Reserved. 
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Questions for Discussion 

1. What are some of the major causes for the resurgence of countertrade? 

Perhaps the major causes for the resurgence of countertrade are tie world debt crisis in 
the early 1980s and the current newly emerging market economies. Because of a 
shortage of hard cash, lack of credit, unwillingness to part with precious hard currencies, 
the riskiness of cash transactions and balance of payments problems, more and more 
countries are opting to use countertrade. Countertrade is also viewed as a mechanism 
to enter markets which would otherwise be closed or difficult to enter. Other reasons 
include bilateralism and stability for long term sales. 

2. What forms of countertrade exist and how do they differ? 

The most basic form of countertrade is called a simple barter and is just the 
simultaneous exchange of goods for goods of approximately equal value. A counter 
purchase or parallel barter agreement refers to the transaction where one sale is 
dependent upon a reciprocal sale of goods. The two sales are back to back, and some 
money may be involved as the goods or services traded may not be of the exact same 
value. Another form of countertrade which requires considerably more time and money 
is a buy-back or compensation agreement. In this form of trade, the party whose 
goods or services are in demand agrees to be paid for those goods with the results of the 
technology or equipment which he supplied to the second party. The above-mentioned 
forms of countertrade only involve two parties. A more refined form of barter trade is 
called switch-trading. In switch-trading, a clearing account is established between two 
countries as payment rather than money. The credits accrued are usually designated for 
certain products, and the credit may be traded to third parties. This type of countertrade 
reduces the bilateral effect and extends the time frame in which the transactions take 
place. The last form of countertrade is called offset. Here a purchase is dependent upon 
certain conditions or arrangements, rather than a counterpurchase of a product or service. 
examples of such conditions or arrangements are: on-site assembly of the product, co
production, licensing, subcontracting or joint ventures. Swaps involve the exchange of 
debt and are used as debt-for-debt swaps, debt-for-nature swaps, or debt-for-education 
swaps. 

Source: Czinkota M. R. Rivoli P., Ronkainen A. International Business. Second Edition. Copyright 01992, The 
Dryden Press. 
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3. Discuss the advantages and drawbacks of countertrade. 

Countertrade is a mechanism by which a party can make a sale which perhaps it could 
not have made in any other manner - either because of a lack of credit, hard currency, 
unwillingness to part with hard currency, or for any other reason. The risk of the 
transaction is also lessened in view of currency devaluations. Another advantage of 
countertrade is that it can provide entry into a new market. In the case of buy-backs or 
compensation deals, the countertrade ensures that the transfer of technology is complete 
as the selling party is repaid by the product of what it has sold and wants to ensure that 
the type of goods obtained in exchange are of high quality. Drawbacks are that one may 
not need the goods offered in exchange, or be unable to use the goods. A firm could 
waste valuable time by trying to find a buyer for the goods received in exchange of the 
original purchase. Another disadvantage is that the restrictions imposed on countertrade 
by one party may cause the costs of the other party to rise, thereby decreasing the 
potential profit. Also, because a transaction is dependent on other transactions, it is very 
difficult to determine the value of the transaction for accounting and taxation purposes. 
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6. 	 Suppose that a producer sells pet rocks to a wholesaler for $5 per dozen and the 
wholesaler in turn sells them to a retailer for $8 per dozen. Because the producer 
sii iply collected the rocks from the beach, his cost of producing them was zero. How 
mu h would the VAT tax be (a) in total and (b) at each stage of the distribution 
procmss? 

The producer would pay a VAT of. 1($5) = .50. The wholesaler would pay a VAT of 
.1($3) = .30. The retailer's VAT would be. 1($2) = .20. Total VAT paid is therefore 
$1. 

7. 	 A U.S. Firm operates a branch in France that had income of $50,000 in 1990. 
Corporate tax rates are 34 percent in the United States and 45 percent in France. 
Illustrate the U.S. firm's tax liability for the branch income under double taxation, 
the use of a tax deduction, and the use of a tax credit. 

Double taxation 
Branch income 	 $50,000 
French tax 	 22,500 
U.S. 	tax 17,000 

Total 	tax $39,500 

Tax deduction 
Branch income 	 $50,000 
French tax 	 22,500 
U.S. 	taxable income 27,500 
U.S. 	tax 9,350 

Total 	tax $22,500 

Source: Czinkota M. R. Rivoli P., Ronkainen A. International Business. Second Edition. Copyright 01992, The 
Dryden Press. 
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Suggestions for Group Projects 

If this material is covered toward the beginning of the term, a useful project is to have 
student groups make foreign exchange rate projections. Students can be asked to analyze PPP 
factors, relative inflation rates and interest rates and make projections for exchange rates at the 
end of the term. The project allows the students to appreciate both the usefulness and limitations 
of the theory. In addition, the project typically motivates students to follow the market on a 
day-to-day basis. As a result, they are able to see how news relating to the economic 
"fundamentals" influences exchange rates. 

QUESTIONS FOR DISCUSSION 

1. 	 If the direct q-uote on the French franc is .15, what is the indirect quote? 

The indirect quote represents the amount of foreign currency that can be purchased with 
one dollar. Therefore, the indirect quote is I/.IS = 6.66. 

2. 	 If a trader sells dollars forward in the expectation of making a profit, what is his or 
her projection about the value of the dollar? 

The trader is promising to sell at a certain price and must therefore expect the value to 
fall. 

3. 	 Explain why the forward rate must represent the market's expectation of the future 
spot exchange rate. 

If participants expect a currency value to rise to a certain level, they will bid the price of 

the currency in the forward market up to that level. Conversely, if a decline is expected, 
participants will sell forward until the price matches the market expectation. 

4. 	 If francs sell spot at 6.50/$ and the 180 day forward rate is 6.55/$, is the franc at a 
forward premium or discount? What is the annual premium or discount? 

The franc is at a forward discount; it is cheaper purchased forward than spot. The amount 
of the discount is: 

.1526 - .153 (2) = -1.6
 

.153
 

Source: Czinkota M. R. Rivoli P., Ronkainen A. International Business. Second Edition. Copyright 01992, The 

Dryden Press. 
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6. Under what circumstances might a manager wish to buy a put option on a foreign 
currency?
 

If the manager anticipates an inflow of foreign currency and wishes to protect against a 
depreciation in the foreign currency, the put option allows the manager to sell the 

currency at a pre-specified price. However, the manager is not obligated to sell. As a 

result, 	dhe firm can profit if the foreign currency appreciates. 

9. Suppose that the direct quote is$1.60 per British pound and $.65 per German mark. 

What 	is the exchange rate between the pound and the mark? 

The exchange rate is 2.462 marks per pound. 

10. 	 Suppose that annual interest rates are 10 percent in the United States and 12 percent 
in France. If the spot rate is $.22/franc, what is the likely 180-day forward rate? 

The likely forward rate is $.218 per pound. 
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5. 	 The domestic retail price of a product is $12. The retail price in Continental Europe 
is $44.94 due to the following factors: insurance and shipping, tariffs (20% on C.I.F. 
value), importer margin (25% on cost), wholesaler's margin (33.3% on cost), jobber's 
margin (33.3% on cost), and retailer margin (50% on cost). Added to all is VAT 
(e.g., 16%) which is added to all margins. If this type of price escalation put the firm 
out of competition, what can it do to reduce the effect? 

Price escalation is the effect of both clear-cut and hidden costs on the final export price 
which boosts it beyond the domestic price. The implications of this phenomenon are: 
a) The marketer must look again at the entire marketing mix to analyze whether aiy 

elements of the mix should be changed for the exported good as a result of the 
increased price. A price increase will usually lead to a repositioning of the product 
int he consumer's mind. Therefore, a higher level of promotion and/or a change in 
the distribution channels may be required to achieve the desired brand image. 

b) 	 Unless the marketing mix is adjusted to match the characteristics of the target market, 
the price increase may lead to decreased consumer demand. In addition, the marketer 
may lose his competitive position int eh foreign market since the 'price of the exported 
good far exceeds the cost of the good domestically. 

c) 	 One of the major implications is the reaction of the middlemen. Unless they can pass 
on the price increase to the consumers, they will be left with a lower margin. As a 
result, the middlemen may resort to distributing competing goods and end distribution 
of the marketec in question. 

d) Any price escalation will have to meet company policies in terms of profit 
maximization, market share, return on investment and competitive policies. 

e) Price escalation complicates the process of setting price quotations in terms of 
planning for hidden costs. 

The international marketer has several options in dealing with the problem of price 
escalation: 
a) to lower transportation costs by shipping modified or unassembled products 
b) to reduce the markup effect by lowering the export price at the originating point 
c) to attempt to change freight and/or duty classifications 
d) to identify a lower-cost source of the merchandise, possibly manufacturing locally or 

shipping from another source 

Source: Czinkota M. R. Rivoli P., Ronkainen A. International Business. Second Edition. Copyright 01992, The 
DryderA Press. 
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International Entrepreneurship Course 

UNIT 6
 

Title: CHANNELS OF DISTRIBUTION 

Purpose: This unit is designed to examine the advantages and disadvantages of different 

distribution alternatives and constraints. 

Objectives: Assess 	different channels of distribution for the market. 

Materials: 

Transparency 6-1 Overview of Unit 
Transparency 6-2 Overview of Unit 
Transparency 6-3 ABC Importer's Acquisition Channel 
Transparency 6-4 List of Documents Needed to Get Goods to Importer. 
Transparency 6-5 International Maiketing Alternatives in Home Market 
Transparency 6-6 Intemational Marketing Alternatives Abroad 
Transparency 6-7 Active Soviet Licenses in the U.S. 
Transparency 6-8 Qualifications of International Sales People 
Transparency 6-9 International Support Services 
Transparency 6-10 Data Sources for L-cafing Foreign Intermediaries 
Transparency 6-11 Selection Criteria for Choosing an International Distributor 
Transparency 6-12 Overview of remainder of Unit 6 and all of 7 
Transparency 6-13 Modes of Transportation 
Transparency 6-14 Airline Container Types 
Transparency 6-15 Intermodal Transportation 
Transparency 6-16 Intermodal Rail Options 

Handout 6-1 	 Export Marketing: Methods of Exporting and Channels of 
Distribution 

Handc,.t 6-2 	 Kinds of Channel Intermediaries and Their Responsibilities 
in the Home Market, e.g. Poland and in the Foreign 
Market, e.g. the U.S. 

Handout 6-3 Selected Licensing Restrictions 
Handout 6-4 Active Soviet Licenses in the United States 
Handout 6-5 EMCs/ETCs: What They Are, How They Work 
Handout 6-6 Personal and Professional Qualifications 
Handout 6-7 Freight Forwarding 
Handout 6-8 Locating Foreign Representatives and Buyers 
Handout 6-9 Data Sources for Locating Foreign Intermediaries 
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ExportlImport Unit 6 

Handout 6-10 Selection Criteria for Choosing an Intemaional 
Distributor 

Handout 6-11 Elements of a Distributor Agreement 
Handout 6-12 Rediplant Case 
Handout 6-13 Transportation 
Handout 6-14 Checklist 

Activities: Student exercises are listed in the T-outline. 

References for Instructors: More readings for instructors only in Book 2: 

R6-1: International Marketing Channels in the Home Market (Chap. 23, Kramer)
 
R6-2: Licensing, Franchising, and Export Intermediaries (Chap. 13, 141)
 
R6-3: International Channels of Distribution (Chap. 12 /_.M
 
R6-4: International Logistics (Chap. 15, I)
 

Questions for Discussion in Instructor Notes 6-1; 6-2 and 6-4.
 
Teaching Objectives for HO 6-12: Rediplant Case in Instructor Notes 6-3.
 

Estimated Time: 2 hours 

Unit Outline: 

I. Overview 

If. An Example of Importing 

III. Direct Channel - Doing It Yourself 

IV. Indirect Alternatives 

,k. International Marketing Channels in the Home (e.g., Poland) 

1. The foreign firms' connections to sell in home markets 
2. Resident Buyers in the Home Market 
3. Home Market Middlemen 

B. Options in the Foreign (Host) Market 

1. Foreign Producers Licensed to Make the Product 
2. Foreign Import and Export Houses 
3. Wholesalers and Retailers in foreign markets 
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4. Distributors 
5. Factors 
6. Foreign Brokers and Agents 
7. Commercial gatherings 
8. Export Management Companies 
9. Export Salesmen And Import Buyers 

C. Some Third Party Services 

1. Customs Brokers 
2. Freight Forwarders 
3. State Import/Export Agency 

D. Selection and Evaluation of Channel Intermediaries 

V. Overview of Goods Movement 

A. Transportation 

1. Formulas 
2. Regulations by Mode 
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FOR THE INSTRUCTOR
 
International Entrepreneurship
 

Unit 6: Channels of Distribution
 

CONTENT 

I. Overview 

Given the many possible challenges of inter
national trade that we have discussed so far, 
it may be wise to consider different channel 
intermediaries to help in our import and 
export process. 

We have tried to find out something about 
our markets and (re)designed our product, 
promotion, and pricing strategies for them. 
Now we must determine how to get our 
goods to other markets or to get goods from 
other markets. Should we hire others to do 
it for us or do it ourselves? 

Units 6 and 7 consider the logistics of goods 
movement and management. 

Unit 6 examines different ways to move 
goods in terms of channel alternatives and 
transportation alternatives. 

Unit 7 includes inventory, customer service, 
customs documentation, packaging, and 
insurance. 

H. An Example of Importing 

We begin with our ABC importer example 
and how this company gets its goods from 
the Far East. 

III. Direct Channel - Doing It Yourself 

Very difficult: 

- May not know the language, the cus

toms, the common business practices, 

PROCESS 

TP 6-1 and TP 6-2 Overview of this unit. 

TP 6-3: ABC Importer's Acquisition
 
Channel.
 

Discuss TP 6-4: List of Documents Needed
 
to Get Goods to Importer.
 

Hand out a reading on export marketing
 
(H06-1).
 
Should read HO 1-3 from Unitl.
 

434
 



Export/Import 

CONTENT 

the 	available distribution channels, the 

law. 

Depends on: 

1. 	The size of the firm. 
2. 	 The nature of its products. 
3. 	 Previous export experience and 

expertise; 
4. 	 Business conditions in the selected 

country. 

Regardless of how the goods are obtained or 
distributed, you do need your people (at 
least those dealing with international aspects 
of the business) to have an international 
perspective. 

IV. Indirect Alternatives 

Because of the intricacies of international 
goods sales and movement, it is wise to 
have some help, particularly in the begin-
ning. One traffic manager who is responsi-
ble for shipping and receiving all over the 
world called the use of freight forwarders (a 
kind of channel intermediary) "cheap 
insurance" because "It never hurts to have 
an experienced set of eyes look over the 
documentation for something you might 
have missed." For those who know less 
about international trade, intermediaries can 
save money, time, and misunderstanding. 

Unit 6 

PROCESS 

Discuss how to internadonalize and give 
failure rates in paragraph 2. of Notes for 
Instructors 2-1. 

Distribute HO 6-2: K-nds of Channel 
Intermediaries and Services Preformed. 
Have participants think about whether they 
need marketing support or financing from a 
foreign partner. That will help them choose 
the kind of intermediary. 

We will approach this section in terms of Note: if this Unit is too long (excluding 
how you might buy from foreign companies transportation), may want to summarize HO 
in Poland, in other words from the impor- 6-1 and invite in a speaker who is one of the 
ter's perspective. Then we will look at how kinds of intermediaries such as an agent. 
you might sell your goods in foreign 
markets, the exporter's perspective. 
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CONTENT 

A. 	 International Marketing Channels 
in the Home Market (e.g., Poland) 

1. 	The foreign firms' connections to 
sell in home markets 

The firm's sales people from 

abroad call on local buyers. 

Home market agents find buyers. 

Distributors buy goods and 
distribute them locally. 

The firm may establish branches 
for sales support or manufacturing. 

Licenses may be granted by the 
firm for home market firms to 
produce the product. This is an 
opportunity for local manufacturers 
to obtain technology and enter the 
market quickly with competitive 
products. 

2. 	 Resident Buyers in the Home 
Marke 

a. 	 Buying for foreign private 
firms, e.g., large contractors, 
utilities who would need large 
quantities. 

b. 	 Foreign (government) 

purchasing missions. 

3. 	 Home Market Middlemen 

a. 	 Export/Import commission 
house acts in the interest of the 
buyer (for a commission). 

Export commission house 
places order with home market 
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Unit 6 

PROCESS 

Put up TP 6-5: Home Maiket Alternatives. 
Reference in Readings for Instructors 6-1. 

Distribute HO 6-3: Selected Licensing 
Regulations. 

Can discuss licensing in more detail based 
on Reading for Instructors 6-2. 



Export/Import 

CONTENT 

producers for foreign buyers. 

Import commission house 
places orders with foreign 
producers for home market 
buyers. 

b. 	 Export/Import Merchant buys 
for itself and resells to local 
merchants, for example certain 
food products. 

c. 	 Manufacturer's Export Agents 
represent the interests of the 
seller abroad (for a commis-
sion). 

d. 	 Export/Import brokers bring 
buyer and seller together, often 
in staple goods, such as agri
cultural products. 

e. 	 Export Houses (Trading Compa-
nies) may handle both exports 
and imports. They perform many 
services. 

May have branches in other 
countries. Some in business for 
more than a century. 

Many headquartered in Europe 
and Japan. 

They often specialize by 
commodity or region. May 
provide financing and freight 
forwarding. 

B. 	 Alternatives in the Foreign (Host) 
Market 
e.g., Polish firms exporting 
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Unit 6 

PROCESS 

Refer to Reading for Instructor 6-3.
 
Have%the participants discuss: What makes
 
an exporter agent different from any other
 
channel member? (Instructor Notes 6-2).
 

Have the participants discuss: Is there a
 
need for export trading companies?
 
(Instructor Notes 6-2).
 

Put up TP 6-6: International Marketing 
Alternatives Abroad. 



Export/Import 

CONTENT 

1. 	Foreign Producers may be licensed 
to make the product. 

2. 	 Foreign Import and Export Houses 
help obtain goods or sell them. 

3. 	 Wholesalers and Retailers in 
foreign markets buy goods for 
resale. These are often consumer 
goods. 

4. 	 Distributors promote the sale of the 
exporter's product in some defined 
territory. 

5. 	 A factor (non-U.S.) is a manager or 
administrator of a business in the 
name of another. May finance sales 
so exporter gets paid more quickly. 
May bind the principal in all mat
ters in which granted authority. In 
the U.S., factors are generally only 
financial, loaning against goods as 
collateral. 

6. 	 Foreign Brokers and Agents are 
similar to home market brokers and 
agents. 

7. 	 Commercial gatherings, such as 
trade fairs (discussed in Unit 4) and 
auctions (e.g., international flower 
auctions in Holland). 

8. 	 Export Management Companies 
(EMC's) can do entire marketing 
function or any part of it. 

9. 	 Export Salesmen and Import Buyers 
Traveling representatives may have 
the entire responsibility for foreign 
transactions. If there are existing 
agents for the firm in the foreign 
market, the traveling representative 
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Unit 6 

PROCESS 

Discuss an example of Soviet Licenses in 
the United States - TP 6-7 and provide the 
participants with HO 6-4. 

Hand out a reading on EMCs/ETCs 
(H06-5). 

Put up TP 6-8: Qualifications of Sales 
People. 



Export/Import Unit 6 

CONTENT PROCESS 

may demonstrate the latest features 
for these agents. An additional 
reason for using salespersons is the 
need for a technical expert to 
demonstrate and install or buy 
complicated equipment. 

Resident Salesman and buyers work 
for one firm and live there. 

Some salesmen and buyers work 
for more than on-. firm. Buyers buy 
severad different products. Sellers 
carry more than 1 manufacturer. 

Qualifications of International Sales Hand out a reading on personal and 

People: professional qualifications (HO 6-6). 

Personal: 

a) personality 
b) reliability 
c) socialibity 
d) tact and courtesy 
e) tenacious - patient, 

persevering 
f)accuracy 

Professional: 

a) knowledge of product 
b) knowledge of country 
c) knowledge of languages 
d) knowledge of current 

events 

The company should help it) 
traveling salespeople through: 

1. providing letters of introduction, 
2. helping to plan the itinerary, 
3. agreeing on the latitude of sales

people to conduct business for 
the firm. 
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CONTENT 

There are often foreign regulations 
affecting commercial travelers: 

1. license fees and taxes, 
2. 	import duties on sales samples, 
3. documents required. 

Conditions favoring the direct, per
sonal attention of salespeople and 
buyers: 

1. 	 certain lines of merchandise, 
such as technical products, 
specialties and novelties, goods 
requiring a quality judgment; 

2. 	 volume of trade - sufficient to 
justify a salesperson; 

3. 	 concentrated sales territory for 
selling or markets for buying. 

C. 	 Some Third Party Services 

1. Customs Brokers help goods enter 
or leave a country. 

2. 	Freight Forwarder facilitates goods 
movement. 

3. 	State Import/Export Agency e.g. 
AmerPol was previously part of the 
only Polish Agency/Freight For
warder and operated by the 
government. 

D. 	 Selection and Evaluation of 
Channel Intermediaries 

Finding them 

Finding good channel intermediaries 
can be a challenge. Experience can be 
a great teacher but there are other 

Unit 6 

PROCESS 

Put up TP 6-9: International Support 
Services: Customshouse Broker and 
International Freight Forw! °der 

Hand out a reading on freight forwarding 
(HO 6-7). 

Put up TP 6-10: Data Sources for Locating 
Foreign Intermediaries. 

Hand out a reading on locating foreign 
representatives and buyers (HO 6-8). 
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CONTENT 

sources also. It is important to contact 
several potential representatives before 
making a decision. These can be locat
ed through international associations of 
such middlemen, contacting your 
government, or through advertisement 
in the market that you wish to enter. 

Selecting Representatives 

Discuss selection alternatives in thz 
TP. 

Evaluating their performance 

It is important to evaluate the relation
ship over time. Periodic contact in 
both written, oral, and face-to-face if 
possible, is recommended. Assess 
whether both parties are comfortable 
with the progress of the relationship 
(will dirouss more in Unit 8) and the 
success of both businesses. 
Unfortunately, it may be necessary to 
replace an intermediary but this must 
be done carefully and with knowledge 
of who will be the replacement. 
Potential measures of success include, 
sales volume, profitability, 
cooperativeness, and how impc tant 
you are to the intermediary. The 
decision of the kind of intermediary 
ai 6 the specific firm to use are critical 
to the success of your international efforts. 

Unit 6 

PROCESS 

Distribute HO 6-9: Data Sources for 
Locating Foreign Intermediaries. 

Refer to Readings for Instructors 6-3. 

Put up TP 6-11: Selection Criteria for 
Choosing an International Distributor. 
Distribute HO 6-10: Selection Criteria for 
Choosing an International Distributor 
Exercise: 
Have participants evaluate a current 
distributor or other channel intermediary 
using the handout. Then ask them to think 
about how this might be different for a 
foreign intermediary. Many are probably the 
same. 

Pass out HO 6-11: Elements of a 
Distributor Agreement and discuss 5-10 
points you feel are key-

Discuss Case: Rediplant (HO 6-12 and 
Instructor Notes 6-3). 
This case introduces customer service for 
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CONTENT 

V. 	Overview of Goods Movement 

The remainder of this Unit and Unit 7 
address the physical movement and mana-
gement of goods internationally. We will 
first discuss transportation before moving to 
inventory management, customer service, 
customs documentation, packaging, and 
insurance. 

A. 	Transportation 

There are four major modes of transpor-
tation: water, rail, lorry/truck, and air. 
Some call "intermodal" a fifth kind, 
though it is a combination of the others. 
We are omitting pipeline from this 
discussion. 

1. 	Formulas 
To be supplied in Poland. These are 
how transportation rates are 
determined (from the user's level of 
needing to know). 

2. 	Regulations by Mode 
Same as above. Need to have Polish 
regulations of transportation. Also 
those of the EC. 

V1. Checklist: Place/Distribution. 

Unit 6 

PROCESS 

Unit 7 and examines different channel 
alternatives. 
Discuss: What courses of action are open to 
an international marketer who finds all 
attractive intermediaries already under 
contract to competit,,s (Instructor Notes 6
4). 

Put up TP 6-12 Overview of rcmainder of
 
Unit 6 and all of 7.
 

Put up TP 6-13: Modes of Transportation.
 
Hand out a reading on transportation (H06
13).
 
Put up TP 6-14: Airline Container Types;
 
TP 6-15: Intermodal Transportation;
 
TP 6-16: Intermodal Rail Options.
 

Refer to Reading for Instructors 6-4
 
(pp. 384-391).
 

Exercise: Have the participants work on 
checklist (HO-6-14). 
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TP 6-1 

Internationai Entrepreneurship Course 

Unit 6: Channels of Distribution 

Overview 

An Example Of Importing 

Direct - Doing It Yourself 

Indirect Alternatives 

International Marketing Channels in the 
Home Market (e.g., Poland) 

The foreign firms' connections to sell 
in home markets 

Resident Buyers in the Home Market 

Home Market Middlemen 
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Options in the Foreign (Host) Market, e.g., 

Wholesalers and Retailers in foreign markets 

Factors 

Commercial gatherings 

Export Management Companies 

Export Salesmen And Import Buyers 

Some Third Party Services 

Selection and Evaluation of Channel Intermediaries 

Overview of Goods Movement 

Transportation 
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ABC COMPANY ACQUISITION CHANNEL
 

Far East Manufacturer
 

Far East Distributor
 

Arranges Transportation to Poland 

Local Carrier to Krakow 

Customs Clearance in Krakow 
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Documents Needed for ABC Company 
to Import 

Commercial Invoice (6 copies) 

2 Original Invoices (Bank, Customs) 

Packing List (6) 

Polish Insurance (2) 

Bill of Lading (2 or 6) 
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INI ERNATIONAL MARKETING ALTERNATIVES
 
IN HOME MARKET
 

1. 	 Foreign firms' connections in the home market, 
e.g., Poland: 

Salesmen from abroad
 
Agents and distributors
 
Branches
 
Licensees
 

2. 	 Resident buyers in the home market, e.g.,
 
Poland, for:
 

Private firms located abroad 
Foreign (government) purchasing missions 

3. 	 Home market (Polish) international marketing 
middlemen: 

Export and/o ."import commission houses 
arid merchants 
Manufacturer's export agents 
Export and import brokers 
Export houses or trading firms 

Source: 	 Kramer, Roland L., International Marketing. Copyright © 1970 South-West Publishing Co, 
(Cincinnati, Ohio) 
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TP 6-6 

INTERNATIONAL MARKETING
 
ALTERNATIVES ABROAD
 

Producers: 

Licensees 

Contract manufacturing 

Import and export houses 

Wholesalers and retailers 

Brokers 

Factors 

Resident or Traveling salesperson and buyers 

Lessees 

Agents 

Distributors 

Commercial gatherings 

Source: Kramer, Roland L., International Marketing. Copyright 01970 South-Western Publishing Co., 
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Active Soviet Licenses in the United States 

Technology 

Surgical stapling Instruments 

Hydraulic rock crusher 


Pneumatic underground punch 'Hole Hog' 


Evaporative stave cooling of blast furnaces 


Aluminum silicon alloy 


Production of hollow Ingots by electroslag remelting 


Flux cored electrodes 


Magnetic impact bonding 


Drug pyrroxan for treating central nervous system 

disorders
 

Ethnozin for treating cardiac arrest 


Electromagnetic casting of aluminum 


Carboxide insect repellant 


In-situ underground coal gasification 


Carminomycin and ftorafur anti-cancer agents 


Bulat process for titanium nitriding 


Flash butt welding of large-diameter pipes 


Electromagnetic casting of copper alloys 


Cone crusher 


Air column separator 


Medical preparation riocidin 


Biodegradable polymer pin for orthopedics 


Source: John W. Kiser, III. 'Tapping Soviet Technology," in Common Sense
 
in U.S.-Soviet Trade, eds. M. Chapman and C. Marcy (Washington, D.C.: 

American Committee on East-West Accord, 1983), 107-108. 


Approzlnat
 
Sold to Date
 

U.S. Surgical Corp. 1964
 
3M 1979
 

Joy Manufacturing 1969
 

Allied Steel & Tractor 1971
 

Andco Engineering 1972
 

Ethyl Corporation 1973
 

Cabot 1973
 

Chemetron 1974
 

Maxwell Laboratories 1074
 

American Home Products 1974
 

DuPont 1974
 

Kaiser Aluminum 1975
 
Reynolds Aluminum
 
Alcoa
 

American Home Products 1975
 

Texas Utilities Services, Inc. 1975
 

Bristol-Myers 1976
 

Multiarc Vacuum Systems 1979
 

J.I. McDermott 1980
 

Olin Brass 1980
 

Rexnord 1981
 

Air Products 1981
 

Ciba-Geigy USA 1982
 

Medco 1982
 

0 1992 The Dryden Press 
All nghts .. scrved. 
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QUALIFICATIONS OF INTERNATIONAL
 
SALES PEOPLE
 

Personal 

Personality 

Reliability 

Socialibity 

Tact and Courtesy 

Tenacious - patient, persevering 

Accuracy
 

Professional 

Knowledge of Product 

Knowledge of Country 

Knowledge of Languages 

Knowledge of Current Events 
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INTERNATIONAL SUPPORT SERVICES
 

" CUSTOMSHOUSE BROKER 

- Licensed by United States Customs 

- Represents Clients in Import Entry 
Transaction 

- prepare paperwork 
- advised on and advances duty 
- arranges for release and liquidation 

" INTERNATIONAL FREIGHT
 
FORWARDERS
 

- Licensed Iy F.M.C (ocean) or 
I.A.T.A (air) 

- Assists Clients in: 
- arranging export shipments 
- preparing export documentation 
- product classific itions 
- carrier bookings 
- shipment tracing 
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DATA SOURCES FOR LOCATING
 
FOREIGN INTERMEDIARIES
 

Distributor Inquiries 

U.S. 	Department of Commerce 
New Product Information Service 
Trade Opportunities Program 
Foreign Traders Index 
Agent/Distributor Service 
World Traders Data Report 

Trade Sources 
Magazines, Journals 
Directories 
Associations 
Banks, Advertising Agencies, Carriers 

Field Sales Organizations 

Customers 

Direct Mail Solicitation/Contact of Previous 
Applicants 

Independent Consultants 

Source: Czinkota M. and Ronkainen I. International Marketing, Second Edition 
Copyright 01990 Dryden Press. 
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SELECTION CRITERIA FOR CHOOSING
 
AN INTERNATIONAL DISTRIBUTOR
 

CHARACTERISTICS WEIGHT RATING 
(0-10) (1-10) 

Goals and Strategies 
Size of Firm 
Financial Strength 
Reputation 
Trading Areas Covered 
Compatibility 
Experience 
Siles Organization 
Physical Facilities 
Willingness to Carry 
Inventories 
After-sales S.rvices 
Capability 
Use of Promotion 
Sales Performance 
Relations with Local 
Government 
Communications 
Overall Attitude 

Source: 	Franklin R. Root, Foreign Market Entry Strattgies (New York: American Management 
Association, 1983),74-75. Printed in International Marketing, Second Edition, Dryden Press 1990. 
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TP 6-12 

OVERVIEW OF INTERNATIONAL
 
GOODS MOVEMENT
 

Transportation 

Formulas 

Regulations by Mode 

From Unit 7: 

Customer Service 

Inventory Management 

Cost/Service Tradeoffs 

Customs and Importing Regulations 

Documentation 

Insurance 

Packaging 
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TP 6-13
 

MODES OF TRANSPORTATION
 

Water
 

Rail
 

Lorry/Truck
 

Air
 

Intermodal
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TP 6-1 1
 

AIRLINE CONTAINER TYPES
 

CONTAINERS 

LD-3 

M-1 H 

M-1 ff J.
 

M-2 jJQJI , 

A-2 

,ZJJA 

L-7 

MAXIMUM 
EXTERNAL 

DIMENSIONS 
LxWxH (IN/CM) 

79" x 60" x 64" 
200.6 x 152.4 x 
162.56 cm 

96"x 125" x 118" 
243.84 x 317.5 x 
299.72 cm 

96" x 125" x 96" 
243.84 x 317.5 x 
243.84 cm 

238.5"x 96"x 96" 
605.8 x 243.8 x 
243.8 cm 

58"x 125"x 82" 
223.52 x 317.5 x 
208.28 cm 

125"x 88"x 64" 
317.5 x 223.52 x 

162.56 cm 

MAXIMUM 
GROSS
 
WEIGHT 
(LBS/KG) 

3,500 lbs 
1,591 kg 

15,000 lbs 
6,818 kg 

15,000 lbs 
6,818 kg 

25,000 lbs 
11,340 kg 

13,300 lbs 
6,045.5 kg 

10,200 lbs 
4,536.36 kg 

HANDLING FEATURES 
FOR SHIPPERS 

3.way forkable. 
Folding metal doors. 

Roller bed chassis. 

Roller bed chassis also 
available for Garment on 
Hangers (GOH) 

Intermodal •ISO corner 
.-ttings for overroad service. 
Top liftable. Forkable. 

Pallet-Dolly Transporters 
available. Available as net 
and pallet combination. 
Weather protection Is 
afforded by using plastic 
sheetingibags. 

Pallet.Dolly Transporters 
available. Available as net 
and pallet combination. 
Weather protection is 
afforded by using plastic 
sheeting/bags. 

Source: Smith R., IMPEX, Columbus Ohio, 1992 456 
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TP 6-15
 

INTERMODAL TRANSPORTATION
 

* UNIT LOAD DEVICES HANDLED
 
ACROSS TRANSPORT MODES
 

- no breakdown or reload required 
- door to door rates 

" COOPERATIVE AGREEMENTS
 
ACROSS MULTIPLE TRANSPORT
 
MODES
 

- ocean/rail/truck 
- air/truck 
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TP 6-16
 

INTERMODAL RAIL OPTIONS
 

* 	 CONTAINER-ON-FLAT-CAR 
(C.O.F.C.) 

" 	 TRAILER-ON-FLAT-CAR 
(T.O.F.C.) 

" 	 DOULBE STACK CONTAINER
-ON-FLAT-CAR 
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HO 6-1 

EXPORT MARKETING
 
Methods of Exporting and Channels of Distribution*
 

The most common methods of exporting are indirect selling and direct selling. In 
indirect selling, a second Polish firm acts as a sales intermediary and ricrmally assumes 
responsibility for finding overseas buyers and shipping producs. In dire~t selling, the original 
Polish firm deals directly with a foreign firm. 

There are several factors to consider when deciding whether to market indirectly or 
directly, including: 

* The size of the firm 
* The nature of its products 
* Previous export experience and expertise; and
 
" Business conditions in the selected overseas markets
 

The paramount cosideration in determining whether to market indirectly or directly is the 
level of resources a company is willing to devote. to the international marketing effort. 

Distribution Considerations: 

* Which channels of distribution should the firm use to market its products abroad?
 
* 
 Where should the firm produce its products and how should it distribute them in the 

foreign market? 
* What types of agents, brokers, wholesalers, dealers, distributors, retailers, etc., should the 

firm use? 
* What are the characteristics and capabilities of the available intermediaries? 
* Should the assistance of an EMC (export management company) be acquired? 

Indirect Exporting 

The principal advantage of indirect marketing for a smaller Polish company is that it 
provides a way to penetrate foreign markets without getting involved in the complexities and 
risks of exporting. There are several kinds of intermediary firms that provide a range of export 
services. Each type of firm offers distinct advantages for the Polish company. 

Conunission Agents 

Cormmission or buying agents are "finders" for foreign firms that want to purchase Polish 
products. They seek to obtain the desired items at the lowest possible price and are paid a 
commission by their foreign clients. In some cases, they may be foreign government agencies 

Source: Passport to Export, St. Clair Community College. 
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HO 6-1 (continued) 

or quasi-governmental firms empowered to locate and purchase desired goods. Foreign
government purchasing missions are one example. 

Export Management Companies 

An export management company (EMC) acts as the export department for one or .everalmanufacturers of noncompetitive products. It solicits and transacts business in the names of the
manufacturers it repiesents in its own for aor name commission, salary, or retainer pluscommission. Some EMC's provide immediate payment for the manufacturer's products by either
arranging finanzing or directly purchasing prodicts for resale. Typically, only larger EMC's can 
afford to purchase or finance exports. 

There are over 2,000 EMC's in the United States, the majority of which are small. Dueto their size 'imitations, EMC's usuaily spec dlize either by product, by foreign market, or both.Because of tnieir specialization, the best EMC's know their products and the markets they serve 
very well and usually have well-established networks of foreign distributors already in place.This immediate access to fereign markets is one of the principal reasons ib," using an EMC,
since establishing a productive relationship with a foreign representative may be a costly and 
lengthy process. 

One disadvantage in using an EMC is that a maniitacturer may lose contrl over foreign
sales. Most manufacturers are propefly concerned that their product and company image be wellmaintained in foreign markets. An important way for a company to retain sufficient control in
such an anangement is to carefully select an EMC that can meet the company's needs andmaintain close communications with it. For example, a company may ask for regular reports on
efforts to market its products and may require approval of certain types of efforts, such asadvertising programs or service arrangements. If a company wants to maintain this type of
relationship with an 7MC, it should negotiate points of concern before entering an agreement,
since not atl EMC's are willing to comply with the company's concerns. 

A further description of services rendered to exporters by EMC's (and suggestions forchoosing an approprin, firm) is available through the U.S. Department of Commerce's
pamp'hlet, The EMC--Your Export Department (Publications Distribution, Room 1617D, U.S.Department of Commerce. Washington, DC 20230). Also, the Association of Export
Management Companies in New York can be contacted for a list of EMC's in different regions.
The Directory of Leading U.S. Export Management Companies is available from Bergano Book 
Company, P.O. Box 190, Fairfield, CT 06430, $37.50. 

Export Trading Companies 

An export trading company (ETC) is an organization designed to facilitate the export ofPolish goods and services. It can be either a trade intermediary, providing export related
services to producers, or an orgaization set up by producers themselves. An ETC is similar to 
an export management company. Traditionally, however, EMC's do not take title to goods being 
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exported and typically provide only export facilitation services. An ETC is generally understood 
to be an organization that provides a broader range of services than an EMC, thouglh there may
be little practical distinction. 

The goals of the Export Trading Company Act, passed in 1982, are to stimulate U.S. 
exports by: 

1. 	 Promoting and encouraging the formation of export trading companies.
2. 	 Expanding th'e options available for export financing by permitting ban.k holding companies

to invest in export trading companies and reducing restrictions on trao- finance provided
by financial institutions. 

3. 	 Reducing uncertainty regarding the application of U.S. antitrust law to export operations. 

This act allows banks, for the first time in recent history, to make equity investments in
those commercial ventures qualifying as export trading companies. In addition, for the first time,
the EximBank is allowed to make working capital guarantees to U.S. exporters. Through the
Office of Export Trading Company Affairs (OETCA) within the International T-ade
Administration, the Departmeat of Commerce promotes the formation of export trading
companies, administers the antitrust certification process, and issues Certificates of Review. 

OETCA informs the business commuity of the benefits of ETC's through conferences,
presentations before trade associations and civic organizations, and publications. The major
publication covering ETC's is the Export Trading Company Guidebook, which provides
examples of model ETC's. OETCA provides specific assistance to businesses seeking to take 
advantage of the Act. 

OETCA has also established the Contact Facilitation Service (CFS) to provide an
information clearinghouse for producers of U.S. goods and services and for organizations that 
provide trade facilitation services. ACFS directory is updated and published annually. The 
directory provides users with the names and addresses of banks, ETC's, manufacturing firms,
and service organizations as well as the export products or the export related services that these 
firms supply. 

Firms and individuals interested in obtaining a copy of either the Export Trading Company
Guidebook or the Contact Facilitation Service Directory, or who are interested in additional
information, should contact the Office of Export Trading Company Affairs, Room 5618, U.S.
Department of Commerce. Washington, DC 20230. Telephone: (202) 377-5131. 

Export Agents, Merchants or Remarketers 

Export agerits, merchants, or Remarketers purchase products directly from the
manufacturer, packing and marking the products according to their own specifications. They
then sell overseas through their contact, in their own names, and assume all risk for accounts. 
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In transactions with export agents, merchants, or remarketers, a Polish firm relinquishes 
control over the marketing promotion of its product, which could have an adverse effect on 
future sales efforts abroad. For example, the product could be underpriced or incorrectly 
positioned in the market or, after sales, service could be neglected. 

Pggyback Marketing 

Piggyback marketing is an arrangement in which one manufacturer or service firm 
distributes anotler's product -r service. The most common piggybacking situation is when a 
Polish company has a contract with an overseas buyer to provide a wide ranL or products or 
services. Often, this company does not produce all of the products it is under contract to 
provide, and it turns to other Polish companies to provide the remaining products. The original 
Polish producer piggybacks its products to the international marketplace, generadly without 
incurring the marketing and distribution costs associated with exporting. Successful 
arrangements usually require that the product lines be complementary and appealing to the same 
customers. 

Direct Exporting 

The advantages of direct exporting for a Polish company include more control over the 
export process, potentially higher profits, and a closer relationship to the overseas buyer and 
marketplace. These advantages do not come easily, however, since the Polish company needs 
to devote more time, personnel, and other corporate resources than are needed with indirect 
exporting. 

When a company chooses to export directly to foreign markets, bypassing the use of 
EMC's or other intermediaries in the United States, it usually makes internal organizational 
changes to support more complex functions. A direct exporter normally selects the markets it 
wishes to penetrate, chooses the best channels of distribution for each market, and then makes 
specific foreign business connections in order to sell its product. 

Organizing for Exporting 

A company new to exporting generally treats its export sales no differently from domestic 
sales, using existing personnel and organizational structures. As international sales and inquiries 
increase, however, the company may separate the management of its exports from that of its 
domestic sales. 

The advantages of separating international from domestic business include the centralization 
of specialized skills needed to deal with the international marketplace Another advantage is a 
focused marketing effort, one that is more likely to lead to increased international sales. A 
possible disadvantage of such a separation is the less efficient use of corporate resources due to 
segmentation. 
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When a company separates international from domestic business, it may do so at different 
levels within the organization. For example, when a company first begins to export, it may 
create an export department with a full or part-time manager who reports to the head of domestic 
sales and marketing. At later stages a company may choose to increase the autonomy of the 
export department to the point of creating an international division that reports directly to the 
president. 

Larger companies at advanced stages of exporting may choose to retain the international 
division or to organize along product or geographic lines. If a company has distinct product 
lines, it may choose to create an international department within each product division. A 
company with products that have common end-users may choose to organize geographically; for 
example, i" m~y form a division for Europe, another for the Far East, etc. 

Thf- above examples of organizing a separate international structure within a company 
generally apply once international sales become significant or within a large company with 
substantial financial resources. A small company's initial needs may be satisfied by a single 
export manager who has responsibility for the full range of international activities. 

Regardless of how a company organizes for exporting, it should insure that the 
organization facilitates the marketer's job. Successful marketing skills can help the firm 
overcome the handicap of operating in an unfamiliar market. Experience has shown that a 
company's success in foreign markets depends less on the unique attributes of its products than 
on its marketing methods. 

Once a company has been organized to handle exporting, the proper channel of distribution 
needs to be selected in ea..h market. These channels include agents, distributors, retailers and 
end-users. 

Sales Representatives or Agents 

Overseas, a sales representative uses the company's product literature and samples to 
present the product to potential buyers. The sales representative usually works on a commission 
basis assumes no risk or responsibility, and is under contract for a definite period of time
I ,*:iewable by mutual agreement). The contract defines territory, terms of sale, method of 

compensation, and other details. The sales representative may operate on either an exclusive or 
nonexclusive basis. 

Dis;ributors 

"'ihe foreibn distributor is a merchant who purchases merchandise from an exporter (often 
at substantial discount) and resells it at a profit. The foreign distributor generally provides 
support and service for the product, relieving the company of these responsibilities. The 
distributor usually carries an inventory of products, a sufficient supply of spare parts, and 
maintains adequate facilities and personnel for normal servicing operations. The distributor 
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normally carries noncompetitive but complementary products. 

The payment terms and length of association between the U.S. company and the foreign 
distributor are established by contract. Some U.S. companies prefer to begin with a relatively 
short trial period and then extend the contract if the relationship proves satisfactory to both 
parties. 

Foreign Retailers 

A company may also sell directly to a foreign retailer, although in such transactions, 
products are generally limited to consumer lines. This method relies mainly on traveling sales 
representatives who directly contact foreign retailers, though results may be accomplished by 
mailing catalogs, brochdres, or other literature. While the direct mail approach can eliminate 
commissions and traveling expenses, a firm that uses it may find that its products are not 
receiving proper consideration. 

Direct Sales to End-Users 

A business may sell its products or services directly to end-users in foreign countries. 
These buyers can be foreign governments, institutions such as hospitals, banks, schools, or 
businesses. Buyers can be identified at trade shows, through international publications, or 
through government contact programs, such as the U.S. Department of Commerce's Export 
Mailing List Service. 

The company should be aware that if a product is sold in such a direct fashion, the 
exporter is responsible for shipping, payment collection, and product servicing, unless other 
arrangements are made. If the cost of providing these services is not built into the export price, 
a company could end up making far less than originally intended. 
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KINDS OF CHANNEL INTERMEDIARIES 
AND THEIR RESPONSIBILITIES 

THE FOREIGN (HOST) MARKET, e.g. the U.S. 
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Selected Licensing Restrictions 

Registration 
Requirements 

United States 	 No government ap-
proval needed for 
foreign licensing of 
technology in U.S., 
but export controls 
on certain sensitive 
technologies apply 
for U.S. firms. 

Germany 	 No government ap-
proval necessary 
for terms of licen-
sing agreements or 
royalty payments to 
foreigners. 

Italy 	 No government ap-
proval necessary, 
but royalty pay-
ments scrutinized 
by government. 

Korea 	 New Law requires 
only technology 
imports be reported 
to ministry of Fi-
nance. Approval 
automatic after 20 
days if no modifi-
cations ordered. 

Argentina 	 National Institute of 
Industrial Technol-
ogy must approve 
when licensor owns 
49 pexcent or more 
of sub. For others, 
contract need only 
be registered. 

Royalty and 
Fee Patterns 

Freely negotiated. 
Rated vary, but 
generally range 
from 2.5 to 5 per-
cent of net sales. 

Royalties often 
based on per-unit 
basis of sales. 
Many agreements 
fix annual royal
ties. payable re
gardleos of sales. 

Determined by 
commercial consid-
erations and rarely 
publicized. Fi
nance Ministry spe
cifies level of 
royalties "accept
able" for tax and 
exchange purposes. 

Licensees mustjus-
tify fees above 2 to 
3 )ercent of net 
sales unless know-
how highly ad-
vanced. Royalties 
tax exempt for 5 
years. 

Unlimited by law, 
but must be in line 
with maiket rates. 
Royalties don't ex-
ceed 5 percent of 
net sales. Cash 
remittances permit-
ted at FX rate. 

Applicable Tax 
and Restrictions Comments 

No controls of Rapid obsolescence 
limitations on of technology has 
remittances. decreased average 

life of agreements 
and amount of 
royalties. 

Royalties freely Agreement can oat
remitted. Disclo- last patent right for 
sure fees some- which it was 
times charged. granted. 

Royalty remittances Protection of indus
subject to exchange trial property is 
control strictures, weak. 

Government may New tax rules may 
reject technology discourage local li
imports if deemed censees from taking 
low quality, out- on agreements 
moded, or restrict greater than 3 per
conditions on cent of sales. 
exports. 

Royalty tax of 45 Licensee may not 
percent applied on deduct royalty pay
following percent- ments as operating 
ages of: technical expenses. Patents, 
assistance (60%); trademarks should 
patents (80%); and be registered. 
serv ices (100%) 
not covered in 
transfer of tech.ol
ogy law. 

Source: Czinkota, M. R. and Ronkainen i. A. International Marketing, Second Edition. Copyright 01990 The 
Dryden Press. Tab. 13.1. 
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Active Soviet Licenses in the United States
 

Technology 

Surgical stapling Instruments 

Hydraulic rock crusher 


Pneumatic underground punch 'Hole Hog" 


Evaporative stave cooling of blast furnaces 


Aluminum silicon alloy 


Production of hollow Ingots by electroslag remelting 


Flux cored electrodes 


Magnetic impact bonding 


Drug pyrroxan for treating central nervous system 

disorders
 

Ethnozin for treating cardiac arrest 


Electromagnetic casting of aluminum 


Carboxide Insect repellant 


In-situ underground coal gasification 


Carminomycin and ftoraf'jr anti-cancer agents 


Bulat process for titanium nitriding 


Flash butt we>. ag of large-diameter pipes 


Electromagnetic ca .ing of copper alloys 


Cone crusher 


Air column separator 


Medical preparation riocidin 


Biodegradable polymer pin for orthopedics 


Source: John W.Kiser, Ill. 'Tapping Sovict Technology,* inCommon Sense 
in U.S..Sovie Trade, eds. M. Chapman and C. Marcy (Washington, D.C.: 
American Committee on East-West Accord, 1983), 107-108. 


Appradite
 
Sold to Date
 

U.S. Surgical Corp. 1964
 

3M 1979
 

Joy Manufacturing 1969
 

Allied Steel & Tractor 1971
 

Andco Engineering 1972
 

Ethyl Corporation 1973
 

Cabot 1973
 

Chemetron 1974
 

Maxwell Laboratories 1074
 

American Home PrcducLs 1974
 

DuPont 1974
 

Kaiser Aluminum 1975
 
Reynolds Aluminum 
Alcoa 

American Home Products 1975
 

Texas Utilities Services, Inc. 1975
 

Bristol-Myers 1976
 

Multiarc Vacuum Systems 1979
 

J.R. McDermott 1980
 

Olin Brass 1980
 

Re.,aord 1981
 

Air Products 1981
 

Ciba-Geigy USA 1982
 

Medco 1982
 

0 1992 The Dryden Pres 
All rights rescrved. 
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EMCs/ETCs:
 
What They Are, How They Work
 

By Richard Barovick and Patrcia A lerson
 
National Fedei ation of Export Associtions
 

xport intermediaries are the specialized firms that 

market American products and services abroad on 
behalf of manufacturers, farm gioups, and 

distributors. 
They are generally found to pursue one of two major

business strategies or patterns, or a combination of the 
two. O ne of these strategies is known as the exportmanagement company, the other as the export trading 
company, 

Export Mlanagement Companies 

The export management company acts as the export 
arm of one or more U.S. manufacturers, helping to 
establish an overseas market for the company's prod-
ucts, usually on an exclusive basis. 

The management company, therefore, maintains 
close contact with its clients, and is supply-driven, 
Relationships with manufacturers are important to the 
success of this type of company, but close ties with 
overseas distributors are also a key factor. 

Often EMCs use the manufacturer's own letterhead, 
visit the factory regularly to learn the details of new 
products, and develop marketing strategies for each tar
geted country in close cooperation with the producer.

Export management companies may take title to the 
goods they sell, making a profit on the markup, or thcy 
may charge a commission, depending on the type of 
products they are handling, the overseas market, and the 
manufacturer-client's needs. 

Some export management companies also work on a 
retainer basis, especially if they are pioviding signif" 
cant training and advice to their client or undertaking 
considerable up-front marketing. 

Export Trading Companies 

The export tr',ing company, in contrast, is demand-
driven and transaction-oriented. It can play many roles, 
but most often it acts as an independent distributor, 
linking buyers rnd sellers to arrange a transaction. 

ETCs identify what overseas customers want to buy 
and work with a variety of U.S. manufacturers to fulfill 
those requirements, 

In some cases, ETCs perform a "sourcing" function, 
shopping the U.S. market for specific requests from 
overseas customers. Some firms specialize in this role. 

Most export trading companies take title tu the prod-
ucts involved, but some work on a commission basis. 
They k,.ep up with the markets they serve by continual 

lusiness America, July 13, 1992 

travel, participafing, in trade shows in the United States 

and abroad, and working closely with distributors and 
customers. 

Examples of EICs 
International 1 iade and Marketing Corp., a Wash

in t on - "lCe d M a sket i g r eemetsington, D.C -ha,,cd EMC, has exclusive agreements 
with 10 U.S. suppliers of orthopedic equipment andsupplies, marketing these firms' products on a world
wide basis, but focusing primarily on developed coun
tries. ITM takes titde to 90 percent of the goods it 
handles, marking them up for resale. 

Overseas Opemations, Inc., a Redondo Beach, Calif. 
export management company founded in 1948, handles 
builders hardware, housing accessories, door closures 
and locks, and comnputer software and accessories on a 
worldwide basis. The company represents a number of 
U.S. manufacturers on an exclusive basis and manages
all aspects of each sale. The products are shipped 
,,irectly from the manufacturers. Overseas Operations
buys products as orders are obtained, making its profit 
on tlie markup. 

Eamples of ETCs 
Ultramedic International, in New Hyde Park, N.Y., 

specializes in medical equipment and supplies, filling 
orders or sourcing for cusoimers in Latin American 
markets. In-country agents provide it with the necessary 

ma t. o utry bis pr ue bsi n essa ry 
information to subiit bids or pursue business, and act 
as liaisons between Ultramedic and its customers. 
Because the firm represents many product lines, it usu
ally has several distributors or agents in each country. 
Ultramedic makes its profit by buying products from the 
manufacturer at a 15 to 40 percent discount. The firm 
maintains a warehouse in New Jersey where all export 
packing and shipping is handled. 

Brost Intern. tional Trading Company, in Chicago, is 
a demand-driven fin, identifying products in demand 
and buyers that have purchasing capaci,y, then lining up
U.S. suppliers It buys and sells a variety of industrial 
products, including building materials and agricultural 
equipment, marketing to government and private buyers 
overseas. Brost has worked often with U.S. engineering
companies on projects abroad, including U.S. Agency 
for International Development (AID) piojects. Brost has 
also developed a sizable market for do-it-yourself prod
ucts in Europe and Canada. The firm buys from several 
manufacturers, including 3M Company. 
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The Meridian Group of Comp.aies., in Los Angeles, 
has made a specialty of swimming pool equipment. It 
supplies distrihutois and end-users with the varying ele-

ments of a swimming pool, which are not made by the 
same manufacturers. These ',clude the filter systems 
and the underwater lights, t..o very different product 
sectors. Meridian, which has been exporting these items 
foi over 40 years, works with several U.S. suppliers in 
each product group. 

The Manu facturer-Exporter Relationship 

This relationship is shaped by several variables. In 
many cases EMCs work under a commission arrange-
ment, getting paid for each sale on a percentage basis, 
and sometimes including a retainer. lncreasin ly, how-
ever, EMCs, like ETCs, buy products from manufac-
turers and resell them at a profit. Under both 
arrangements, the EMC and its clients (U.S. manufac-
turers) usually share the overseas marketing costs, such 
as advertisinS, participation in trade show events, and 
business travel, 

Typically, the export management company will 
require at least a one-year contract to handle the man- 
ufacturer's products, or a specific selection of those 
products. More often, however, the relation has a three-
year contract, since it requires at least six to twelve 
months to produce significant results. The contract will 
spell out which products are covered and which markets 
are to be pursued. 

Making the EMC-manlfact-irer relationship effective 
requiresconstiucve effort by both parties. Usually, the 
manufacturers and EMCs will map out a marketing plan 
for the countries in which they will do business 
together. For its part, the manufacturer supplies sales 
promotion materials, product catalogs, and technical 
data, refers inquiries and orders to the exporter, and 
keeps the EMC informed on product modifications and 
company policies. The EMC, on the other hand, will 
actively promote the products involved in specific mar-
kets, working with its sales network, and offering 
quotations to customers on behalf of the manlifacturer. 

Export trading companies, because they are demand-
driven, work with a variety of manuflacturers or sup-
pliers in a specific sector rather than maintaining exclu-
sive relationships with individual producers. However, 
they often work closely with the same suppliers over 
time, having recognized -,hat items Lheir overseas 
customers are willing to buy. They become specialists 
in the products they buy for resale abroad. 

Characteristics of Export Intermediaries 

Through research undertaken by the National Federa
tion of Export Associations (NFEA) dui ing the past few 
years, a typical company profile ha, evolved. (The 
NFEA i.the national association repieseuting the EMC/ 
ETC iridustry.) Below arc some of" the characteristics 
that EMCs/ETCs exhibit. 

In size, most of these companies are small, with 
employee rolls ranging from 2 to 50 peoPle. 
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'Trading Company Sourcebook' 
This article was extracted from Trading 
Company Sourcebook, published by the 
National Federation of Export Associations, the 
national-level organization representing the 
export intermediary industry. !twas prepared 
under a grant program funded in part by the 
Economic Development Administration, U.S. 
Department of Commerce. 

This new publication is "designed to assist 
companies that already are acquainted with the 
export intermediary industry as well as those 
just beginning to explore how to work with an 
export manlagement or trading company, or how 
to establish one," according to Stanley W. 
Epstein, National Federation President. 

"Trading Company Sourcebook is designed 
to respond to the many inquiries the Federation 
has received regarding the export intermediary 
industry," said Epstein. "It will both inform 
users about the industry and assist them in 
locating U.S. export management and trading 
com"anies (EMCs/ETCs) that have the specific 
experience they require." 

The new volume is a Yearbook and a 
directory of firms belonging to the National 
Federation of Export Associations. 

The Yearbook section provides industry 
information with specific examples of how 
export management ind trading companies 
operate. It also examines the role of EMCs and 
ETCs in several fast-growth export sectors, such 
as medical equipment and supplies and 
processed foods. 

The Directory section provides an alpha
betical listing of FMCs and ETCs, along with an 
index of companies by product specialization for 
easy use by U.S. manufacturers and others 
interested in identifying firms ,iat are active in a 
particular industry. 

A modei contract that can help guide the 
relationship between export intermediaries and 
the manufacturers with whom they work is 
included as well. 

Copies of Trading Company Sourcebook are 
available for $18 from NFEA, 4905 Del Ray 
Ave., Suite 302, Bethesda, Md. 20814 (only 

checks or money oiders are accepted). 

More than 60 percent of export intermediary respond
ents to a 1989 U.S. Department of Commcrce survey 
stated that they employ six or fewer persons. Nearly 15 
percent, however, reported employing 21 or more 
persons. 

In gross revenues, the firms are all over the spectrum, 
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but tend to be smaller rather than larger. Appro.irirately 
a third (34 percent) of the firms surveyed by the Corn-

merce Department reported earning less than $1 million 

year, with another third 	(34 percent) earning between 
. 

$1 and $5 million annually. Yet I percent of the firms 
and $50surveyed report annual 	revenues between $10 

much as $500million, and a few firms report earning as 

million or more each year. 
AJC International, Inc., in Atlanta, Ga., is one of the 

few larger firms. It is an exporter of food products 

worldwide and has reported earnings of around $200 

million annually. 
while the size of export managementWhat's more, 

and trading companies tends to be small, the size of 

fheir "principals," the manufacturers whose products 

they sell, can be large or small. 

One export management company specializing in 
marketsvalue-added food products, for example, 

canned fruits and vegetables produced by Fortune 500 
Inthis case, the

manufacturers in specific countries. 

EMC has had a strategically-placed network in the Far 


cost-effectiveEast and the Middle East that is a more 
these markets than the large producersapproach to 

The EMC enjoys the benefit
could maintain themselvec 

of spreading the costs of a market presence among sev-


eralU.S maufaturrs.Advancederal U.S. manufacturers. 
EAport intermediariesare entrepreneurial in style 


and peiformance, reflecting their small business prcfile. 


Most of them maintain 	active networks of agents and 

and some maintain their own


distributors overseas, 

overseas offices and warehouses. 


ntorediariesApproximatey one-qarter of export 
have at least one overseas off'ce, including those of 


to the Department of Commerce
affiliates, according 

survey, and many firms have more. 


an intermediary in Ventura,Intertrade Services, 
Calif., maintains an office in Indonesia, thus making it 

possible to pursue major projects on behalf of American 

manufacturers. 
Moises & Azar International Corp. in Kenner, La., is 

Il -year-old export management company that spe-an 

cializes in Mexico. It has offices in Mexico City, 


and warehouses in sev-Veracruz, Merida, and Cancun. 

eral of these IoLalions. 


some inter-Reflecting their entrepreneurial nature, 
as sell foreign-made prc:ductsmediaries import as well 

in third countries, 
Alkorin, Inc. in Los Angeles has imported products 

Russia and Armenia for sale in the United States.from 
in Irvine, Calif., usesCrown Pacific international, 
to conduct some busi-barter, trading goods for goods, 

ness in the former Soviet republics. It sells the 

republics' products wherever it can find buyers, both in 

the United States and other overseas markets. 
bi product mange, export intermediaries may handle a 

narrow group of items in a single sector, such as medi-

cal equipment and supplies, aircraft spare parts, or 

clothing, or a much more varied cluster of items, such 

as industrial machinery in several sectors. 
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Most intermediaries, however, achieve economies of 

scale through specialization, which makes it possible for 

them to build and operate effective networks of business 

affiliates and to acquire expertise in specific products 

and markets. 
Corvus Group, Inc., a Miami, Fla., export trading 

on fulfillingcompany, for example, focuses its efforts 

"turnkey" orders, supplying equipment and products 

for entire hospitals, clinics or other facilities. The com

pany utilizes its own library of catalogs and product lit

erature to oomplete these orders. 
firms may focus onWithin an industry sector, some 

high-tech products that require a lot of expertise, while 

others handle lower-tech products that require little 

follow-through or maintenance. 
International Hospital Supply, in Tarzana, Calif., han

dies the full range of medical equipment and supplies 

and emphasizes the importance of followup and service, 

especially for high-tech items. 
In contrast. Ultramedic in New Hyde Park, N.Y.,
 

deals in high-tech medical items that do not require
 

training and after-sales service.
 
In over.seas markets, the intermediaries show consid

some specializing in countries
erable diversity of focus,regions and others operating on a worldwide basis.or 
Agand tersnoperationa wordwin Chis.
 

Technology International Corp. in Chicago
 

sells automotive and industrial items in as many as 40
 

markets.
 
a Los Angelz;s-areaMontero International Inc., 

exporter, sells motion picture and television production 

equipment throughout Latin America. 
ITBR. Inc.. in Austin, Tex., is an export trading and 

company that focuses on Mexico, export
management 
ing a range of products from medical equipni'nt to auto 

parts. food processing equipment, and computers. 
vary, but some

The backgrtunds of EMCs/ETCs 
can be found:recurring elements 

Some e.1ort intermediariesare fanuly-owned busi

nesses, and are sometimes passed from parents ,o 

children. 
First Gulf International, Inc , in Houston, Tex., is an 

and operated byexport management company owned 
the four Hamouie brothers with the help of a few 

employees and some part-time salesmen. 
The Joseph F. Risso Company iaScottsdale, Ariz., is 

a 55-year-old export management and trading company 

that is run by its founder and his daughter, Mary Ann 

Risso, who is now president of the firm. 
Other export trading and managemntfirms are run 

by a team of experienced exporters, each bringing a 

particularexpertise to the business. 
Tradex International, Inc., a Newport Beach, Calif., 

export trading company, has gathered a group of spe

cialists with varied geographical and technical 

experience, enabling the Firm to operate worldwide and 

in several product areas. 
Some intermediaries are owned by lager companies. 

International (CERGROW),Certified Growers of (CA) 
in Los Angeles, is a division of a23-year-old California 
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wholesale company which carries an inventory of 
approximately 40,000 different food and grocery items. 

In addition to conducting overseas marketing for its 
Certifiedown extensive line of U.S. branded products, 

Growers has acted as an export management company 
for Sisco, a maj,: U.S. food processor, Permi Rice, and 

to some extent Del Monte. 
Exporters often make use of existing links fron 

earlier experience, including members of ethnic groups 
that have networks in their country of origin. 

Chula Lumber Corp., a National City, Calif., export 
trading company, exports almost exclusively to Mexico. 
Company president Trinidad Gonzalez and his family 
come from Mexico and have maintained contacts there. 
Chula employs its knowledge of the Mexican culture 
and language as a competitive resource. 

Many individuals have worked in the export depart

ments of large manufacturers. 
Before starting Corbin & Company, an export man,

agement company in Minneapolis, Minnesota, Terry 
Corbin worked for the international division of 
Medtronic, an orthopedic products manufacturer. 

While many export intermed~aries served an appren-
ticeship with another exporter, others started out as 

and then went intodomestic wholesaler-distributors 
export. 

Marco International, in Little Rock, Ark., for exam-
pie, was established in 1987 by Vernon Markham to 
export building materials and consumer goods. Mark-
ham earlier ran United Pacific Trading Co., a joint yen-
ture of U.S. and Asian firms that focused mostly on 
wood products. 

West Coast Wholesale, in North Hollywood, Calif., 
is an export trading company that sellk medical supplies 
to Hungarian buyers The company began as a U.S. dis-
tributor of office and computer supplies, working 
closely with the 3M Company. Then, a contact working 
for one of the biggest Hungarian medical distributors 
asked for a quote on some 3M medical supplies. Now 
the company has established extensive Ilungarian con-
lacts and does business with numerous medicil supplies 
distributors there. 

lncreasingly, the erport intermediarv ha3 become a 
risk-taker, taking title to goods and working with banks, 
credit nsk insurance firms, and government agencies to 

provide the capability required in carrying foreign 
receivables. As a result, export management and trading 

users of federalcompanies have become more frequent 
and state government export finance prograis. 

In California, for example, the state's Export Finance 
Office has worked actively with export intermediaries. 

In Washington, the Export-Import Bank's working 
c.apital guarantee program has been used by export man-
agment and trading companies. 

Intermediaries have also been user,, of the Small 
Business Administration's export revolving line of 
credit program. 

Growing use of cotntertradleoperations(requiring an 
exporter to accept payment in goods as a condition of 

sale) has also been a stimulus to greater activity by 
export intermediaries, since EMCs/ETCs offer the bene
fit of a worldwide network through which these coun
tertrade goods can be converted to hard currency. 

In Eastern Europe and the former Soviet republics, 
one Marywhere countertrade is especially common, 

land intermediary regularly accepts goods payment,as 
selling these products in the United States if possible, 
but often reselling them to other overseas markets. 

The U.S. export intermediary pattern contrasts 
sharply with that of Europe and Japan, where trading 
firms are often quite large and are heavily engaged in 
both exporting and importing. 

In the United States the typical export trade inter
mediary is a specialized exporting firm that does not do 

much imponting (through exceptions can be found). 

Government Recognition 

Government recognition of the unique value of trade 
intermediaries has helped create national awareness of 
these companies within the business community and 
among state governments and other official supporters 
of expoit development.The media has also increased its 
coverage of the industry. 

The 1982 Export Trading Company Act adopted reg
ulatory changes in the antitrust and banking spheres to 
encourage greater use of intermediaries. 

The U.S. Commerce Department maintains an Office 
of Export Trading Company Affairs to promote ihe use 
of EMCs/ETCs, working closely with the export inter
mee!iary industry. 

The Small Business Administration and state govern
inents have also focused on promoting the use of 
intermediaries. 

Encouraged by the 1982 Act and the Commerce 
Department, the EMC/ETC function is now being 
developed by industry associations and several public 
sector ager.LIes. For example, the New York-New 
Jersey Poet Authority operates an ETC subsidiary, 
XPORT. 

For ore inforgation on 
U.S. governnent progransfor
 

EMCs/ETCs, contact:
 

The Office of Export Trading Company Affairs
 
International Trade Administration
 

U.S. Department of Commerce
 
Room 1800 A
 

Washington, D.C. 20230
 
(202) 377-5131
 

or 
Your Commerce District Office 

(See listing on inside back cover) 
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Personal and Professional Qualifications 

Personal Qualifications. The essential personal qualifications of an export sales-man 
and import buyer include a good personality, reliability, sociability, tact and courtesy, 
tenacity, and accuracy. 

Personality. A foreign representative should have a good personality; his character, 
disposition, temperament, and well-groomed appearance should mirror his personality and 
demonstrate his aptitude for his job. Self-control is a necessity because the restraint 
imposed by home ties or convention is absent. Habits at a!l times must be moderate. 
Vexations, delays, and tensions should not result in ill temper. 

Reliability. The export salesman and the import buyer, of course, should be reliable 
and should have sound judgment. Often thousands of miles away from the home office, 
the foreign representative must be capable of standing "on his own." Decisions must be 
his responsibility. 

Sociability. He should possess good social qualities. Export salesmen and import 
buyers, as is generally true of all business representatives, should be good "mixers". The 
man who draws a close line of color, race, or creed is at one handicapped and his intellect 
warped by prejudice. In other countries there are people whose cultures, benefits, and 
traditions are different from ours. A foreign representative should be capable of assrociating 
with these people as his equals. A superiority complex is apt to cause resentment and to 
result in failure. 

Tact and Courtesy. He should be tactful and courteous, and this implies a willingness 
to consider the point of view and feeling of other people. This comment applies 
particularly to the sales representative. Much has been said about the courtesy that custom 
decrees in foreign countries, while aL the same time too little emphasis has been placed 
upon the importance of tact. An overzealousness in courtesy is quite conceivable, but the 
tactful person is at all times in a comfortable and even enviable position. Social customs 
that engender the display of courtesy on the pait of foreigners may be gradually acquired 
by the tactful visitor from alien shores. A n overeagerness to acquire and conform to the 
requirements o foreign social usage has at times led to submerged ridicule. 

Tenacity. The exporter's choice frequently gces to the tenacious individual rather that 
to the temperamental one. Particularly in export selling, results ate often long in coming 
and without that courage and tenacity of purpose to be found in the "plugger", there is 
bound to be discouragement. 
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Accuracy. Accuracy in the many details of business is essential everywhere, and it 
is particularly important in export selling and import purchasing. Errors, even though 
slight, are bound to cause irritation and misunderstanding. An appreciation of the 
impertance of this characteristic will make the sales representative exacting in the 

transmission of orders, in making promises, and in other activities that call for accuracy. 
Care taken at this contact point between an exporter and his overseas customers will 

assuredly facilitate the maintenance of goodwill. Accuracy is equally as important for the 

import buyer. His ability to size up a situation affecting the supply of an article that he 

seeks, to get at prices and at the delivered costs of goods, beai a decided relation to the 
profitability of purchasing the articles in question. 

Professional Qualifications. Another group of qualifications may be noted as 

indicating what foreign representatives should know, rather than what they should be. 

aKnowledge of Product. It is obviously importat that any salesman should possess 
thorough knowledge of his product. Because of t'e aistance that an export salesman may 

travei, i4 is particularly important that he be thoroughly conversant with every aspect of 

the product he is sc!ling - its technical description, its utility, its assembly, and its 

operation. Frequently it is found advisable to train such men in the production branch o 

the business, in o:uer they may acquire this information. 
If knowledge of product isessential for a salesman, it is just as important for a buyer. 

A buyer must be capable of judging the quality and marketability of products. This 

examination will not stop with one line or one brand but may extend over many. Whereas 
the salesman already possesses the produc, and goes out to get business, the buyer's task 

is to procure a product that will in turn result in business for his firm. One is inclined to 

say that, proportionately, knowledge of merchandise is e;ven more essential for import 

buyers than for export salesmen. 

Knowledge of Country. Knowledge of the country to be visited is an important asset. 
to persons who have previouslyPreference is given by many exporters and importers 

traveled abroad, especially :n the countries to which they are to be sent. The salesman or 

the buyer who has not made such trips, howeve" is not barred, as other qualifications are 

of equal or greater importance. Considerable ruiowledge of a foreign country may be 

obtained through study, although this cannot be considered the equivalent of actual 

experience. 

Knowledge of Language. Knowledge of the language of the country to be visited is 

often a prime qualification for business travelers. It is highly desirable for a representative 

who is going abroad to be able to converse in the language 6f the country. The employ

ment of interpreters is a practice now frowned upon. Especially in selling, the sales appeal 

frequently loses its effectiveness when translated and delivered by an imerpreter. Buyers 

connected with importing firms in many countries, however, may pride themselves on their 

knowledge of English, and therefore, prefer to converse in that ianguage. 
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English is widely employed in trading circles all over the world. It is spoken in the 
United Kingdom and all British colonies and dominions, including such vast areas as 
Canada, Australia, New Zealand, and South Africa. Furthermore, English is the language 
used in Far Eastern trade generally, and it is widely employed in countries of northern 
Europe. French, Spanish, and German are usually considered as the balance of the 
commercial larguage of the world, except that Portuguese is necessary in the case of Brazil 
and Portugal. 

Americans have in the past been considered unwilling to acquire the knowledge of a 
foreign language, but this attitude has been changing. A strong impetus to the study of 
Spanish and Portuguese was initiated by conditions arising from World War II. 

Knowledge of Current Events. When buying or selling in foreign land where the 
approach is tedious and slow, conversation is likely to shift to andy subject except the 
business on which the representative is bent. Many topics that come up for discussion 
relate to problems and conditions existing in the home country of the traveler. The Free 
World's industrial, commercial, and financial organization and development are closely 
followed by foreign businessmen. Political and international problems are likewise of 
interest. It becomes evident, therefore, that the purchase or sales representative who is 
traveling in foreign lands should be fully informed on such matters. His presentation of the 
pertinent facts involved in questions such as these may have a decided bearing upon the 
esteem in which his country, as a nation, is to be held by foreigners. When abroad, the 
traveler represents his nation as well as his house. Obviously, the education, experience, 
reading, breadth of interest, and knowledge o the export salesman or import buyer are o 
importance in surveying his qualifications. 

This list of qualifications can be expanded with the help of Stefan J Rundt, 
international marketing consultant, who adds the following:' 

1. Tolerance 
2. Flexibility 
3. Humility 
4. Justice and fairness 
5. Adjustability to varying tempos 
6. Curiosity and interest 
7. Liking for others 
8. Ability to command respect 
9. Ability to integrate. 

'Stefan J.Rundt, "When in Rome," The Management Review (New York City: American Management Associate, 

February, 1960). 

Source: Kramer, Roland L. International Marketing 1970, Text Book. pp. 472-475. 
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FREIGHT FORWARDING
 

What is a Foreign Freight Forwarder? 

A foreign freight forwarder brings together all the loose ends that must be coordinated if 
products are to be shipped to foreign buyers in the course of our national/international trade. 

They are both small and large firms as fit, willing, and able to provide the expert know-how and 
expe:rience needed to arrange for the movement of cargo from inland points to foreign 
destinations with maximum speed and efficiency and the least cost to the exporter. In thf U.S., 
they have been licensed by the Federal Maritime Commission. 

Acting as agent of the exporter, the forwarder must be able to advise on the myriad government 
regulations affecting foreign trade, as well as the import rules of various foreign countries. 

The freight forwaider must have a detailed knowledge of his ports and their facilities and be able 
to advise the shipper as to the best port of shipment for the fastest transit time. He prepares 
and/or checks on various shipping documents and necessary licenses. He books or confirms 
space on the ocean vessel, and arranges transportation of cargo to shipside by rail or truck, he 
arranges cargo insurance on behalf of the exporter. He, the freight forwarder also pays ocean 
freight for his principal and generally orchestr2tes the entire movement of goods from point of 
origin to seaboard and beyond in the most efficient and cost-saving manner. 

The foieign freight forwarder must have an intimate knowledge of transportation techniques, 
both their possibilities and their limitations, and has to know how to advise and act in the best 
interests of his exporter. 

Often called the "Architect of Transport," the forwarder performs an essential role in America's 
constantly growing foreign trade. 

An exporter's needs in regards to a freight forwarder may vary depending on the sophistication 

of the company's export department. The lack of knowledge can be compensated with a 

knowledgeable, automated, stable freight forwarder. 

A freight forwarder should be able to provide the type of consulting serices that will give the 

exporter info mation regarding his cargo from the time it leaves Poland until it reaches its final 

destination. 'Your freight forwarder should be able to advise on government regulations as well 

as import rules and regulations in the country to which you are importing. Knowledge of all 

ports, their facilities, and how to get your cargo to its destination in the shortest time should be 

the main concern of your freight forwarder. Your freight forwarder prepares and review various 

shipping documents and necessary licenses. He also books or confirms space on ocean vessels. 

Your freight forwarder orchestrates the entire movement of goods from point of origin to 

seaboard and beyond in the most efficient and cost saving manner. 

Source: Passport to Expo_., St. Clair Con nunity College. 
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Using a freight forwarder who provides (non-vessel operating common carrier services) provides 
you with the simplification of having one contact for door-to-door shipping. A freight forwarder 
also can provide the capacity to provide service on less-than-container loads that may be 
consolidated, thereby giving your shipment full container status at an economic rate. Your 
freight forwarder should also be able to handle Marine insurance, helping you decide how much 
and what type of insurance best suits your needs. 

GLOSSARY
 

Foreign Freight Forwar ler - This group is an extension of the shipper. They are the 
middlenman between the shipper and the freight carrier. 

The freight forwarder can do all of the work for a shipper, i.e., from quotation to the goods 
arriving at the foreign port. Or, the forwarder can simply screen documents, issue the ocean 
bill of lading, and trace the shipment. A shipper will have to decide how involved he wants the 
forwarder to be involved in his business. 

Steamship Lines - There are two basic methods of doing business with steamship carriers; full 
ocean container loads or less than coniainer loads. 

Full Ocean Container Loads are shipments that are loaded at the shippers' door and delivered 
by truck or tail to the port for loading on a vessel. 

Less than Container loads are shipments that are sent to freight consolidators who load several 
shippers' cargo into an ocean container and deliver the container to the port for loading on a 
vessel. 

The steamship line's per ocean container is $500.00. Therefore, it is important that the shipper 
obtain Ocean Cargo Insurance to insure his shipments properly. 

Ocean Freight Rates can be negotiated with the shipper or if the shipper chooses, the freight 
forwarder on behalf of the shipper. 

EXPRESS MAIL CARRIERS/COURIERS: 
U.S. Post Office Express Mail 
Federal Express 
United Parcel Service (documents only) 
DHL 

Air Freight Lines - The air freight company's liability per shipment is to be determined. Most 
often, air shipmcnts are handled by an air freight forwarder who is also a freight consolidator. 
The forwarder sets are freight rates, screens all documents and arranges for the shipment to be 
placed on a certain flight. 
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LocatLng Foreign Representatives and Buyers 

A company that chooses to use foreign representatives may meet them during overseas 
business trips of at domestic and international trade shows. There are other methods that are 
effective and can be employed without leaving the home. The availability of good secondary 
sources of information does not imply that travel is not necessary; however, a company can save 
time by first doing homework. These methods include use of banks, service organizations, and 
publications. 

Contacting and Evaluating Foreign Representatives 

Once the company has identified a number of potential agents or distributors in the selected 
market, it should write directly to each. Just as the firm is seeking information on the foreign 
representative, the representative is interested in corporate and product information on the firm. 
Therefore, the firm should provide full information on its history, resources, personnel, the 
product line, previous export activity, and all other pertinent matters. The prospective 
representative may want more information than the company normally provides to a casual 
buyer. The firm may wish to include a photograph or two or plant facilities and products. 

A firm should investigate potential representatives carefully before entering into an 
agreement. To evaluate the qualifications of potential overseas agents and distributors, the U.S. 
firm 	needs to know the following information: 

* 	 Current status and history of the firm, including the background on the group's principal 
officers. 

* 	 Personnel and other resources (salespeople, warehouse and service facilities, etc.). 
* 	 Sales territory that the representative covers. 
* 	 Methods of introducing new products into their sales territory. 
* 	 Names and addresses of firms that the agent or distributor currently represents. 
* 	 Data on whether the representative can meet special requirements of the company. 

A company may obtain much of this information from business associates who currently 
work with foreign representatives. In addition, the company may wish to obtain at least two 
supporting business and credit reports to insure that the distributor or agent is reputable. By 
using a second credit report from another source, the firm may gain new or more complete 
information. Reports are available from commercial firms and from the U.S. Department of 
Commerce's World Traders Data Reports (WTDR) program. 

A WTDR is a background report prepared on a specific foreign firm by the US&FCS 
commercial officers overseas. WTDR's give such information as the type of organization, year 
established, relative size, number of employees, general reputation, territory covered, language 
preferred, product lines handled, principal owners, financial references, and trade references. 
Each also contains a general narrative report by the U.S. Commercial Officer conducting the 
investigation concerning the reliability of the foreign firm. Reports are not available for all 
countries. A fee is charged per report. Request forms and further information on this service 
are available from any US&FCS District Office. There is an office in Warszawa. 
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Commercial firms and banks are aiso sources (;f credit information on overseas 
representatives. They can provide infc-rmation directly or from their correspondent banks or 
branches overseas. Directories of international businesses may also provide credit information 
on foreign firms. 

If the company has the information necessary, it may wish to contact a few of the foreign 
firm's clients to obtain an evaluation of the iepresentative's character, reliability, efficiency, and 
past performance. It is important for the U.S. firm to learn about other product lines that the 
foreign firm represents to protect itself against possible conflicts of interest. 

Once the company has established correspondence with foreign representatives, it may wish 
to travel to the foreign country to obser'e the size, condition and location of offices and 
warehouses. In addition, the company should meet the sales force and try to assess their 
strength in the marketplace. If travel to each distributor or agent is difficult, the company may 
decide to meet with them at trade shows. 

Negotiating an Agreement with a Foreign Representative 

When the U.S. company has found a prospective representative that meets its requirements, 
the next step is to negotiate a foreign sales agreement. 

The potential representative is interested in the company's pricing structure and profit 
potential. Representatives are also concerned with the terms of payment, product regulation, 
competitors and their market shares, the amount of support provided by the firm (sales aids, 
promotional material, advertising, etc.), training for sales and service staff, and the company's 
ability to delivery on schedule. 

The 	agreement may contain provisions that the foreign representative: 

1. 	 Not have business dealings with competitive firms (this provision may cause problems in 

some European countries. 
2. 	 Not reveal any confidential information in a way that would prove injurious, detrimental, 

or competitive to the firm. 
3. 	 Not enter into agreements binding to the firm. 
4. 	 Refer all inquiries received from outside the designated sales territory to the firm for 

appropriate action. 

To ensure a conscientious sales effort from the foreign representative, the agreement should 

include a requirement that the foreign representative apply the utmost skill and ability to the sale 

of the product for the compensation named in the contract. It may be appropriate to include 

performance requirements regarding a minimum sales volume and an expected rate of increase. 

In addition, the firm should obtain legal advice when preparing and entering into any foreign 

agreement. The exporter should be aware of domestic and foreign laws that govern such 

contracts. In some countries national laws give extraordinary protection to the representative 

at the expense of the exporter and may make termination of the contract difficult or costly. 
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DATA 	SOURCES FOR LOCATING FOREIGN INTERMEDIARIES 

Distributor inquiries 

U.S. 	Department of Commerce
 
New Product Information Service
 
Trade Opportunities Program
 
Foreign Traders Index
 
Agent/Distributor Service
 
World Traders Data Report
 

Trade sources
 
Magazines, journals
 
Directories
 
Associations
 
Banks, advertising agencies, carriers
 

Field sales organizations 

Customers 

Direct mail solicitation/contact of previous applicants 

Independent consultants 

Source: Czinota Michael, R. Rivoli Pietra, Ikka A. Ronkainen. International Marketing, Second Edition. 
Copyright 11990, Dryden Press. 
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SELECTION CRITERIA FOR CHOOSING
 
AN INTERNATIONAL DISTRIBUTOR
 

Characteristics Weight Rating 

(0-10) (1-10) 

Goals and Strategies 

Size of Firm 

Financial Strength 

Reputation 

Trading Areas Covered 

Compatibility 

Experience 

Sales Organization 

Physical Facilities 

Willingness to Carry Inventories 

After-sales Services Capability 

Use of Promotion 

Sales Performance 

Relations with Local Government 

Communications 

Overall Attitude 

Source: Franklin R. Root, Foreign Market Entry Strategies (New York: American Management Association, 

1983),74-75. Printed in International Marketing, Second Edition, Dryden Press 1990. 
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Elements of a Distributor Agreement 

A. BASIC COMPONENTS
 
1. 	 Parties to the agreement 
2. 	 Statement that the contract supersedes all previous agreements 
3. 	 Duration of the agreement (perhaps a three- or six-month trial period) 
4. 	 Territory: 

a. 	 Exclusive, nonexclusive, sole 
b. 	 Manufacturer's right to sell direct at reduced or no commission to local 

governme. t and old customers 
5. 	 Products covered 
6. 	 Expression of intent to comply with government regulations 
7. 	 Clauses limiting sales forbidden by U.S. Export Controls or practices forbidden 

by the Foreign Corruot Practices Act 

B. 	 MANUFACTURER'S RIGHTS 
1. 	 Arbitration 

a. 	 If possible, in the manufacturer's country 
b. 	 If not, before International Chambers of Commerce or American 

Arbitration Association, or using the london Court of Arbitration rules 
c. 	 Definition of rules to be applied (e.g., in selecting the arbitration panel) 
d. 	 Assurance that award will be binding in the distributor's country 

2. 	 Jurisdiction that of the manufacturer's country (the signing completed at home); 
if not possible, a neutral site such as Sweden or Switzerland 

3. 	 Termination conditions (e.g., no indemnification if due notice given) 
4. 	 Clarification of tax liabilities 
5. 	 Payment and discount terms 
6. 	 Conditions for delivery of goods 
7. 	 Nonliability for late delivery beyond manufacturer's reasonable control 
8. 	 Limitation on manufacturer's responsibility to provide information 
9. 	 Waiver of manufacturer's responsibility to keep lines manufactured outside the 

United States (e.g., licensees) outside of covered territory 
10. Right to change prices, terms, and conditions at any time 
11. Right of manufacturer or agent to visit territory and inspect books 
12. Right to repuichase stock 
13. Option to refuse or alter distributor's orders 
14. Training of distributor personnel in the United States subject to: 

a. 	 Practicality 
b. 	 Costs to be paid by the distributor 
c. 	 Waiver of manufacturer's responsibility for U.S. imnnigration approval 

(continued) 
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C. DISTRIBUTOR'S LIMITATIONS AND DUTIES
 
1. 	 No disclosure of confidential information 
2. 	 Limitation of distributor's right to assign contract 
3. 	 Limitation of distributor's position as legal agent of manufacturer 
4. 	 Penalty clause for late payment 
5. 	 Limitation of right to handle competing lines 
6. 	 Placement of responsibility for obtaining customs clearance 
7. 	 Distributor to publicize designation as authorized representative in defined area 
8. 	 Requirement to move all signs or evidence identifying distributor with 

manufacturer if relationship ends 
9. 	 Acknowledgment by distributor of manufacturer's ownership of trademark, 

trade names, patents 
10. 	 Information to be supplied by the distributor: 

a. Sales reports 
b. Names of active prospects 
c. Government regulations dealing with imports 
d. Competitive products and competitor's activities 
e. Price at which goods are sold 
f. Complete data on other lines canied (on request) 

11. 	 Information to be supplied by distributor on purchasers 
12. 	 Accounting methods to be used by distributor 
13. 	 Requirement to display products appropriately 
14. 	 Duties concerning promotional efforts 
15. 	 Limitation of distributor's right to grant unapproved warranties, make excessive 

claims 
16. 	 Clarification of responsibility arising from claims and warranties 
17. 	 Responsibility of distributor to provide repair and other services 
18. 	 Responsibility to maintain suitable place of business 
19. 	 Responsibility to supply all prospective customers 
20. 	 Understanding that certain sales approaches and sales literature must be 

approved by manufacturer 
21. 	 Prohibition of manufacture or alteration of products 
22. 	 Requirement to maintain adequate stock, spare parts 
23. 	 Requirement that inventory be surrendered in event of a dispute that is pending 

in court 
24. 	 Prohibition of transshipments 

Source: "Elements ofa DistributorAgreement," Business International, March 29, 1963, 23-24. Reprinted 
with permission from Business International. Some of the sections have been changed to reflect the 
present situation. 
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Rediplant" 

Early in 1981 John Bryant, ow,er of a British timber products firm, was asked by his close 

friend Martin Nievelt whether he would consider becoming a commissar' of Rediplant NV-a 

company being formed to exploit the new Rediplant method for packaging bulbs. Martin also 

wanted John's opinion on the number of sealing machines that should be purchased in advance 

of the first full season of rediplant sales. This was a particularly difficult decision for him, as 

there was little guide as to how much they would sell and most of the packaging would have to 

be carried out during the month of August. 

Martin Nievelt and Walter Praag were owners and joint Managing Directors of Hans Praag & 

Co., an old established Dutch bulb exporter based in Hillegom, Holland. Before the Rediplant 

development, Praag had concentrated on bulb sales to France, the United Kingdom, Switzerland 
and Germany. They sold to nurserymen, wholesales, and large retailers as well as directly to 

the public through mail order catalogues. There were two seasons each year. The larger was 

for spring bulbs which were lifted from the bulb fields and distributed in the autumn for planting 

up to mid-winter. This season represented 70 percent of the bulb market and covered tulips, 

crocuses, narcissi and hyacinths. 

Recent performance of firms in the bulb business had been poor and there had been numerous 

failures over the previous two years. The 600 exporting houses all belonged to an industry 

association and argued the need to hold price levels, but competition among them resulted in 

continual margin cutting. Praag had recorded losses both years, mainly because of low response 

to their mail order catalogues, attributed by Martin Nievelt to cold, wet weekends that 

discouraged customers from thinking about gardening. While substantial profits could still be 

made in a good mail order season, the response rates had been dropping at an average rate of 

8 percent pe-r year. The development of the Rediplant system therefore came at a particularly 

opportune time and gave Praag an opportunity to differentiate its product and increase its 

margins. Praag decided to withdraw from the direct mail order side of the business and 

on building the broadest possible sales of Rediplant packed bulbs. Sales of the mailconcentrate 
order list, moreover, would provide finance for the new effort and avoid surrender of ownership 

interest which was usually required in order to obtain long-term bank lending for small private 

companies. 

The French, German, and Swiss mailing lists were sold to Beinuin & Co. late in 1980. Beinum 

was the largest Dutch bulb merchant with a turnover around 100 million guilders (Fl. 100m) and 

a mailing list of 5 million catalogues. 2 Praag's United Kingdom mail order list and the U.K. 

*Copyright 1984 by Kenneth Simmonds (revised). 

Commissars of Dutch corporations are outside directors appointed by the shareholders to 

oversee the employee directors. They have a number of specific powers and their consent 

must be obtained for all borrowing by the company. 

2 The standard abbreviation for a Dutcher guilder or florin is "Fl." Exchange rates were £1.00 

(U.K.) = Fl. 4.30, $1.00 (U.S.) = Fl. 3.00. 

484 



Unit 6 HO 6-12 (Continued) 

Sutcliffe were moving into the bulb market as an extension of their traditional seed activities and 
the agreement provided for Praag to supply all Suteliffe's requirements for Dutch bulbs, while 
retaining the right to go directly to a selected list of retail chains and large stores in the United 
Kingdom. 

Development of the Rediplant System 

The idea for Rediplant was first conceived in november 1979 by Walter Praag, who concentrated 
on the engineering and production side of the business, leaving the commercial side to Martin 
Nievelt. (See the appendix at the end of the case for a chronology of Rediplant development.) 
Rediplant was basicaliy a transparent plastic strip molded to hold bulbs in equally-spaced blisters 
open t the top and bottom. It was designed as a usage container that could be planted directly 
in the soil without removing the bulbs, giving theml protection from frost, birds, rodents and 
slugs, and enabling the bulbs to be easily retrieved for plaraing in subsequent seasons. 

Walter Praag explained the development in this way: 

I got the idea at the end of 1979 and aimed only to make our competitive position easier and to 
solve planting problems for the buyer. We ran trials and found that it made not only for easier 
planting but also gave protection and a better flower, though it was not invented for that 
purpose. We tested a great quantity with a sensitive control test and the packaged bulbs showed 
up better than bulbs planted by hand. We limited out tests to hyacinths, tulips, narcissi, 
crocuses and gladioli, because the other have extra difficulties for packaging and these are the 
main selling items. With gladioli we had some trouble and I had to redesign the pack as the 
sprouts came out o the side of the bulb rather than at the top. When we told people the names 
of our new pack was Rediplant many remarked that it was not a very good name-but minutes 
later they would all use the name without any prompting. We decided it must be a very good 
name. 

The bulbs were packed automatically into previously formed plastic strips formed plastic strips 
which were then sealed and fitted into a cardboard sleeve printed with details of the bulbs and 
planting instructions. After considerable experimentation the new pack was ready for launching 
and in May 1980 a vacuum forming machine was purchased to make quantities of the strips. 
At this stage the pack was comparatively crude, with a single colored cardboard sleeve which 
totally enclosed the plastic strip which was in turn staplod together to hold the bulbs. 

Mr. Nievelt did his own market research by asking fri,nds, acquaintances and the general public 
what they thought of the packs and if they would buy them. On his frequent sales trips to 
England, for example, he asked customers in garden centers and large stores he visited whether 
they would buy the packs and they all said they would. The packs contained six tulips with a 
suggested retail price of £1.30 as against a price of £1.00 for similar loose bulbs. Nievelt also 
asked retailers in Britain what they thought of the packaging. He recalled: 

Large retail chains, Woolworths, Boots, Debenhams and John Lewis liked it and after a while 
the larger centers would say that they would buy it. Small centers and garden stores, however, 
generally said they did not like Rediplant. They gave few reasons but they seemed worried that 
it would mean other types of stores would find it easier to sell bulbs. 
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Martin also persuaded three different outlets to test market the strips-a store on a U.S. air force 
base at Woodbridge, a seedshop in Ipswich and a garden center at Ramsey, Essex. Each 
received one hundred strips, without charge, and each quickly sold the entire assignment at 
£1.30 each. 

Rediplant packaging was next featured in Praag mail order catalogues for spring bulbs sent out 
in autumn 1980. These werL mailed to some 300,000 customers in Britain, France and Germany 
at a cost including postage of £0.20 (or equivalent) each. Prices for a Rediplant package of six 
bulbs were set about 30 percent below the catalogue prices for a standard quaiitity of 10 loose 
bulbs, making the price for a Pediplant bulb 15 percent higher than an equivalent loose bulb. 
Rediplant packaging appeared on the cover, and the catalogue started with a two-page spread 
outlining the Rediplant system and offering a 200 percent guarantee to replace every non
flcwering Rediplant bulb with two new bulbs. The spread also showed how Rediplant strips 
could be planted in evenly spaced rows or in cartwheel or zigzag patterns. Walter Praag 
commented that this sort of thing seemed to appeal particularly to the German market, which 
was also much more concerned with rodent and insect damage than other nationalities. He 
thought the British tended to be keener gardeners and more knowledgeable about bulbs, while 
many more potential customers in France and Germany would avoid buying loose bulbs that they 
did not understand, or else buy some and plant them upside down. With Rediplant packages 
these customers would find planting much easier. Praag's experience had been, too, that the 
British tended to be much more price conscious than the others, while the French tended to 
identify value with the price charged. 

As orders began to come in during the early winter months, Praag was very encouraged by the 
high proportion of Rediplant sales are shown in the table below. 

Examination of 160 U.K. orders at random showed the average order for Rediplant to be £8.00, 
representing on average 50 percent of the customer's total order. 

Country 
Catalogues 

Posted 
No. of Orders 

Received 
Average 

Order Size 

U.K. 150,000 8,056 £14.00 
France 101,000 5,581 £20.80 
W. Germany 50,000 2,091 £21.80 

%of Total Bulbs Ordered in Rediplant Packs 

Tulips Hyacinths Narcissi 

U.K. 18 20 10 
France 27 32 13 
W. Germany 44 39 39 

Walter Praag continued work on the Rediplant design. The cardboard sleeve was redesigned 
with full color pictures of the blooms and better instructions, and the strips were made narrower 
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and extended to include seven bulbs rather than six in a new pack measuring 40 centimeters. 
Martin Nievelt thought this might discourage price comparison with loose bulbs sold in dozens. 
Exhibit 1 shows these new strips on the display stand. 

Exhibit 1 

Rediplant Display Stand 

Assortment 180s 

An exclusive new pre-assembled Assortment for You! 

112 packs of tulips in 14 varieties 7 bulbs per pack
 
24 packs of hyacinths in 4 varieties 5 bulbs per pack
 
12 packs of narcissi in 2 varieties 5 bulbs per pack
 
32 packs of crocus in 4 varieties 14 bulbs per pack
 

180 packs in 24 well-chosen varieties 

Floor space: 15" X 33"
 
Height display: 63"
 
Size display poster: 31 1/2" X 18 1/2"
 
Weight case: 59 lbs.
 

This display offers an easy and fast set-up with a minimum of floor space
 

Advantages: 

REDIPLANT is unique (patent pending) 
Honest presentation in see-through packs 
Optimal ventilation preserves the quality of the bulbs 
Packs are delivered on pegs, saving labour in setting up display (except assortment 180 and 90) 
REDIPLANT has been successfully tested 
Over a century of successful bulb-growing experience guarantees a high quality product 
Your Department as well as the Dutch Department of Agriculture inspects all bulbs before they 

are exported 

For sales through retail outlets, special units were designed containing 180 strips with sire pegs 
for each six strips. These pegs could be fitted onto pegboards or specially designed Rediplant 
display stands for floor or counter displays. The mix of varieties for the units was based on a 
statistical analysis of the historical proportions of bulb sales and would not be varied for 
individual orders. The unit contained 112 strips of tulips in 14 varieties, 24 strips of hyacinths 
in 4 varieties, 12 strips of narcissi in 2 varieties and 32 strips of crocuses in 4 varieties. Large 
display posters illustrating the planting of Rediplant strips were designed to accompany each 
unit, wvl'ch would be boxed with or without a display stand as required. 
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Patents for the Rediplant system of packaging were applied for and obtained in the Benelux 
countries, the United Kingdom, France, Germany, Canada, and the U.S.A. This patent was 
granted for a 'usage' package and competitors would find it difficult to break through simply by 
altering the design. Moreover, anyone wishing to compete would find it essential on a cost basis 
to package in Holland, rather than to ship, pack, and then redirect the bulbs-and Praag was 
sure that they would be advised by the Dutch Customs if their patent was infringed. 

Partnership with Van Diemen Bros. 

In late 1980 Praag was approached by Van Diemen Bros., who had seen the packages and 
wanted to explore ways by which they, too, could use the new packaging method. Discussions 
led to the idea of a partnership for developing the system. Van Diemen had the largest sales 
force in the Dutch bulb industry, owned their own bulb fields and research laboratories, and 
were suppliers by appointment to the Netherlands Royal Family. "The idea went against the 
mentality of tne industn that it is not right to work together," and Martin nievelt. "We had the 
idea but the other firm had forty sales people against Praag's two, as well as contacts with 
wholesalers all around the world. A pdrtnership would provide resources and backing at the 
same time as it removed one of the rrajor sources of potential competition." 

Nievelt believed that the fragmented nature of the industry and the lack of product differentiation 
were the prime causes of low prices and small or non-existent profits. He hoped that the 
combined strength of the two firms would enable them to make a much larger impact on the bulb 
market and eventually claim a significant proportion of Dutch bulb sales at higher margins. 

The arrangement worked out on a friendly basis with Van Diemen was that Rediplant NV would 
be formed as a limited company, with Hans Praag & Co. and Van diemen Bros. each owning 
50 percent of the equity. Rediplant w-)uld lease Praag's storage and packing facilities in 
Hillegom and manufacture for the two salcs companies, invoicing them at cost after payment of 
a royalty to Praag., of FL. 0.04 per strip. Praag would retain the right to all sales anywhere in 
the world destined for customers via mail order and aloo to wholesale sales in the United 
Kingdom, Holland, and Switzerland. Van Diemen would cover wholesale sales in all remaining 
countries. This arrangement meant that there would be little change from past concentration 
because Prag had had very little wholesale revenue from France or Germany. The direct mail 
market, moreover, accounted for some 20 percent of Dutch bulb exports for dry sales. Martin 
Nievelt ar.d u e senior Van Diemen agreed to act as commissars for the new firm and to ask 
John Bryant to act as a third neutral commissar. Solicitors were asked to draw up formal 
agreements. As of the end of February 1981 the drafts had not yet been received. 

Meanwhile, Walter Praag and Dik Van Diemen, son of the Van Diemen president, had agreed 
to become joint managiiig directors of Rediplant and had become immersed in detailed planning 
of the production requirements for the 1981 spring bulb season. The elder Van Diemen had also 
applied to the Dutch government for a grant to develop the invention and Rediplant had received 
a non-returnable grant of FL. 130,000. 
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Meeting the Demand 

The period for selling spring bulbs to intermediate outlets ran from January through August, but 
delivery requirements would be very tight. Excluding mail order business, 55 percent of all 
sales had to be packed by mid-August, the next 30 percent by the end of August, and the last 
15 percent by the end of September. All United States sales were included in the initial 55 
percent Decause of the need to meet shipping dates, but another week could be saved by air 
freight although it would increase the freight cost for a standard shipment from FL. 43.00 per 
'180' unit to FL. 129.00. After September, mail order business could then be supplied fairly 
evenly until early December. Delivery commitments were regarded as very important by all the 
Rediplant executives. The retail buying season was concentrated and a suppler who failed to 
meet his commitments would ruin his chance of repeat business. Martin Nievelt considered it 
would be better to take a limited amount of Rediplant orders in the first season rather than run 
the risk of not being able to meet order on time and ruining the Rediplant name. 

The supply of bulbs themselves presented few problems. Most bulbs were bought from the 
growers on a contract basis in the spring while still in the ground. A buyer would contract to 
buy all the production of a given acreage at a fixed price per bulb. As he sold to his customers 
before he knew how many bulbs he would receive from this acreage, he had to buy any 
additioi'11 requirements or sell any excess on the free market where the price could fluctuate 
widely depending on whether there was a glut or a poor season. Although the average price of 
bulbs could usually be predicted within 10 percent, a given tulip had fluctuated in price between 
Fl. 28.00 and Fl. 44.00 per hundred over the previous few years. By ip.ustry agreement, 
payment to growers was required promptly on I'"November. For a merchant to retain a good 
name among suppliers payment could not be delayed. 

The real problems in supply stemmed from the short packaging season after the bulbs were taken 
from the fields. Crocuses might not be ready to be packed until 2 5'h July, narcissi and nyacinths 
a week later, and tulips between the 25' July and 10t' August depending on the variety. 
Packaging, therefore, had to be very carefully planned. 

When the bulbs arrived for packaging they would be inspected and sorted before being placed 
in the PVC strips by semi-automatic filling machines. The strips would then pass along 

conveyors to an automatic radio frequency sealing machine and from there to a station where 

they would be fitted with the cardboard sleeve and packed into cartons. While the vacuum
forming machine making the PVC strips could produce only 9 t0 strips per hour, stocks could 
be built up before packaging began. The sorting machines wor: ed rapidly and could take large 
quantities of bulbs so they did not limit the output in any way. The speed of the filling machines 

could also be increased if needed. Four filling machines, moreover, had been built and these 

could keep at least four sealing machines busy. The limiting factor, then, seemed to be the 

number of sealing machines. These operated with an output of 900 strips per hour and at Fl. 

33,000 were the most expensive items. One machine has been specially designed for Rediplant. 

Orders for further units would have to be placed immediately as there was a three month 
delivery time and orders placed after the beginning of March might not be received in time for 

twie packaging season. The machines were believed to be reliable, but if an electronic component 

should break down an engineer from the manufacturer would be required. 
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Praag and Van Diemen were annoyed that the manufacturer of the sealing machine was insisting 
on payment before delivery, had raised the price to FL. 33,000 from a verbally agreed figure 
of Fl. 25,000, and would not make any effort to scledule shorter delivery. They had, therefore, 
investigated other methods of sealing that did not require extensive equipment. All had major 
disadvantages. Adhesives and stapling were much slowei- and stapling spoilt the look of th 
package, while adhesives attracted the dust from the bulbs and were not 100 percent effective. 

Martin Nieveit argued that only one further sealing machine should be ordered. He pointed out 
that there was no guarantee that huge volumes of Rediplant could be sold in the first season 
when the buyers knew it to be experimental; moreover, financial difficulties could limit the 
opportunity to expand in later years. Hans Prag & Co. had little finance available and this had 
been a further reason for the partnership with Van Diemen. The total requirement for 
subscribed capital had to be kept to Fl. 400,000 (see Exhibit 2) if Praag's share in the 
partnership was not to fall below 50 percent. There was no chance of credit from the machinery 
supplier and the bank had said previously that it would advance funds only in exchange for some 
of the ownership equity. 

During the busy season it was usual to work two shifts, seven days a week, using mainly student 
labor. For the peak period from 27' July until 17' August, Nievelt calculated that two sealing 
machines would enable a production of 605,000 strips (21 days X 16 hours X 900 strips X 2 
machines). As this period would represent 55 percent of the back with some good orders for 
Rediplant, some of which would be test orders from the major chains. 

Praag's United Kingdom bulb turnover in 1980 had been £360,000, of which £160,000 was 
direct mail. At this level of activity Praag was 6"h or 7' in the ranking of about 300 Dutch bulb 
exporters to the United Kingdom. It was this entire turnover that Praag had sold to Sutcliffe 
Seeds Ltd. at tlie end of 1980. As part of the agreement Sutcliffe undertook to purchase all their 
Dutch bulbs from Praag at in agreed formula, whether sold by direct mail or through outlets. 
Prices were to be set to cover packaging and shipping costs and give Praag a 20 percent mark-up 
on the packaged cost. The suggested retail price would then be set at 100 percent mark-up on 
the price to Sutcliffe (50 percent on sales). Sutcliffe would give its outlets a discount of 33.3 
percent off this suggested retail price plus an additional 5 percent for payment within 30 days. 

Sutcliffe haa been actively looking for ways of expanding their sales of bulbs. They had 
recently taken over the garden seed division of Charles Gibb & Sons and now held over 30 
percent of the retail seed market in the Unitea Kingdom. With a total U.K. seed market of only 
£24 million, however, further growth would be difficult. Against this, the U.K. bulb market 
of around £40 million offered more opportunity and Paul Duke, managing director of Sutciiffe, 
had set his sights on 10 percent o this market by 1985. Although Sutcliffe had bulb sales of 
only £160,000 at this time and there were a great number of competitors, Duke planned to 
develop into the quality end of the market using Sutcliffe's name and selling only the best Dutch 
bulbs. Local bulb growing had expanded considerably in recent years and Dutch mail order 
firms had been un'ercut by local suppliers, but there were still many bulb varieties better 
provided from Holland and direct container shipment in bulk could offset almost all the location 
advantage. 
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Paul Duke had also asked if Sutcliffe could have an exclusive distributorship for Rediplant in 
the United Kingdom. Martin Nievelt knew that Praag would not have the resources to set up 
a significant sales force and had agreed to Duke's proposal, subject to Praag retaining the right 
to visit a number of their existing outlets and 20 of the la,gest chain stores and department stores 
in the United Kingdom. Nievelt undertook not to sell to these outlets at a price lower than 
Sutcliffe's net price to its outlets less 2 percent cash discount, on the understanding that Sutcliffe 
would use the same mark-ups as for loose bulbs. 

Nievelt was veiy pleased with the agreement made with Sutcliffe. He thought that in the first 
year Sutcliffe's sales force of 60, which callcd on all th, garden centers and hardware and 
garden stores in the U.K., would take orders for somewhere in the vicinity of 600 units The 
top salesmen sold between £200,0O{ and £240,000 of me':chandise each year. Sutcliffe planned, 
moreover, to spend £80,000 on advertising their bulbs in the ensuing year and was planning to 
hold a cocktail and dinner party to announce their venture, which would be widely covered in 
the trade papers. 

With the major demands of the Rediplant development, Nievelt had been unable to manage a 
selling visit to the major outlets he had retained for Praag, and had sent Jan Straten in his place. 
Jan Straten had started with Praag eight years ago at the age of eighteen and with the exception 
of a two-year spell in the Dutch army had worked with them ever since. He was paid a fixed 
salary of Fl. 35,000 and received £30 a day to cover his expenses while in the U.K. He 
retained his home in Hillegom, seldom being away from home for more than a month at a time, 
and had sold £100,000 last year, which Martin Nievelt thought was fairly good for a younger 
man. 

The price at which Jan was seeking Rediplant sales in the United Kingdom was £0.88 per strip 
delivered to the customer, less 2 percent discount for payment within 10 days. This price was 
based on a suggested retail selling price of £1.32 per strip, which Nievelt had decided would be 
necessary to give Sutcliffe the same mark-up as for loose bulbs and still leave a reasonable profit 
for Praag. Costs of packing, freight, insurance, duty (10 percent), delivery, etc. would amount 
to about 20 percent of the packaged cost although this percentage might be reduced for full 
container deliveries. Nievelt would have preferred the retail price to be £1.16, which would 
have about equalled the price for similar loose bulbs in garden stores, but was convinced that 
at £1.32 Straten should be able to persuade several of the chains to place orders. 

Appendix 

Chronology of Case Events 

Late 1979 Idea for Rediplant conceived by Walter Praag. 

May 1980 Lab testing of Rediplant complete. Relatively crude pack of six bulbs 
ready for market launch. Vacuum forming machine for strip manufacture 
purchased. 

Summer 1980 	 Test sale in three U.K. outlets. All sell 100 strips 
quickly at £1.30. 
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Autumn 1980 Rediplant in "6-pack" featured on cover and 2-page spread of Praag mail 
order catalogue. 

Continued improvements to Rediplant-redesigned sleeve and instructions, 
switch to 7 bulbs instead of 6. 

Patent applied for. 

Hans Praag & Co. goes out of mail order business. 

Praag enters marketing agreement with Sutcliffe for U.K. market covering 
all Praag products. 

Late 1980 Praag approached by Van Diemen Bros. regarding partnership 
Rediplant. Friendly agreement reached, but not yet formally signed. 

in 

February 1981 Preliminary production and marketing plans for Spring 1981 season. 

Preliminary selling efforts for Rediplant by Van Diemen salesmen 
Germany and U.S., negotiations for mail order with Beinum. 

in 

Jan Straten of PraAg in U.K. selling to U.K. customers not covered by 
Sutcliffe. 
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TRANSPORTATION 

Transportation can be compared to the body's circulation system; it provides tihe system 
by which we support our daily lives and activities. 

It is a service that takes a product (nutrient) and carries it to another place (cells) where 
needed most. 

In theoretical terms, transportation gives a product a time and place utility. In a more 
practical way, transportation allows us to deal with and even perhaps improve how we live and 
react to the environment around us. 

To make all this work requires the involvement of many closely related activities and 
functions. Today, and perhaps more so in the future, transportation companies, their customers, 
and suppliers look for closer working relationships and in some cases partnerships tu provide 

the kind of services that customers demand. 

Transportation, and its closely related cousin logistics management, does this based on 

many factors. They include the kind of product or service to be produced, where that product 
needs to be sent, where it will be produced, how the individual parts of the product are gathered 

and assembled and later distributed to the final customer. 

Along the way, the transportation service must also recognize how much we can pack 

into one place the different parts from source to final customer, what the different handling 

characteristics are, and consequences if something goes wrong. 

Transportation is big business. In the U.S., it represents about 17 percent (slightly less 

than one trillion dollars) of all of the goods and services produced by Americans. 

Internationally, it is several times that amount. 

There are several modes by which these products and services can be transported: rail, 
highway, marine, air, and pipeline. In most cases, these modes interconnect when it makes 

economic and practical sense co do so. This is called intermodalism. 

To make the transportation function happen, requires the support of many other services. 

Depending on the circumstances, these ancillary services can deal with one of more activities 
exportmore efficiently than the shipper. Such services include cargo and carrier brokers, 

management companies, freight forwarders, insurance companies, export packers, etc. 

Source: Passport to Export, St. Clair Community College. 
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PLACE/DISTRIBUTION CHECKLIST
 

Which channels of distribution should the firm use to market its products abroad (to the 
U.S.)? 

Which channels of distribution are used by the firm's competitors and how effective are 
these channels? 

Where should the firm produce its products and how should it distribute them in the 
foreign market? 

What types of agents, brokers, wholesalers, dealers, distributors, retailers, etc., should 
the firm use? 

What are the characteristics and capabilities of the available intermediaries? 

What type of incentives and assistance should the firm provide its intermediaries to 
achieve its foreign distribution objectives? 

Should the assistance of EMCs (export management companies) be acquired? 

What forms of transportation should the firm use? 
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5. 	 Given the tremendous increase in international business, where will companies in a 
relatively early stage of the internationalization process find the personnel to handle 
the new challenges? 

The internationalization of personnel can occur in two ways: (1) by training existing
personnel, or (2) bringing in outside personnel. A company can make its existing staff 
aware of cultural differences by educating them through literature and statistical research, 
and also by sending them abroad to experience the differences. Experience alone is not 
enough, because there are many underlying factors to a culture that are not readily 
apparent. Knowledge of the language is required if one is to learn from living in another 
culture. Managers must also learn about the religious values of a given culture, as 
religious holidays and religious regulation of foods affect marketing strategies. The role 
of religion can also determine the effectiveness of using sexual connotations in advertising.
Product usage is determined by lifestyles, so lifestyles must be both observed and 
researched. Research is required to determine, for example, how people perceive a certain 
product or, if it is new, how readily they are likely to accept it. If it has not been 
introduced before, there may be cultural reasons for that, and perhaps the product should 
be altered in order to fit the cultural values present. 

The Business Council for International Understanding estimates that international personnel
who go abroad without cross-cultural preparation have a failure rate ranging from 
33-66% in contrast to less than 2% for those who had the benefit of such training. In 
today's environment, however, each and every employee will be involved, one way or 
another, with the international market. Although very few, if any, companies report 
training them in any way, it is an issue worth our concern. 

Recruiting from the outside often is the only way to operate for small and medium-sized 
businesses that are starting internationalization efforts. Appropriate persons can be found 
in, for example, internatirnal graduate programs, in more advanced companies, or by 
attracting people who have acquired their international "spurs" working in the Foreign 
Commercial Service or the Peace Corps. 

Source: 	 Czinkota, Michael, R., Rivoli Pietra, Ikka A. Ronkainen. International BusinessManual. Second Edition. Copyright ©1992, 
The Dryden Press. 
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10. What makes an export agent different from any other channel member? 

An export agent, unlike other channel members, does not receive the revenue generated 
by export sales. It does not take title to goods and market them, but rather charges a 
commission on its sales volume. An export agent is responsible for developing foreign 
business strategies and providing foreign contacts. Export agents attempt to represent as 
many clients and products as possible in order to obtain high sales volumes and 
commissions. A common challenge they face, therefore, is to avoid taking on more clients 
than they have the resources to serve. 

11. Is there a need for export trading companies? 

Export trading companies (ETCs) are needed because of the high competition in the 
international marketplace. The ETC economies of scale and extensive market information 
systems permit them to operate more efficiently than is possible for individual exporting 
firms. Their size also enables them to carry out countertrade arrangements which 
individual firms would not have the resources to do. Their large volumes make it possible 
for them to conduct large transactions, often at discounts, that would be infeasible for 
smaller companies. 

The U.S. needs ETCs because countries such as Japan and Korea have strong trading 
companies with which individual U.S. firms cannot compete. with many ETCs, U.S. 
exports would rise because export firms would share costs such as distribution, market 
development, customer service, financing, and information systems development. 

Source: 	 Czinkota, Michael, R., Rivoli Pietra, Ikka A. Ronkainen. International BusinessManual. Second Edition. 
Copyright 01992, The Dryden Press. 
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REDIPLANT * 

Synopsis 

Hans 	Praag & Company, an established Dutch tulip bulb exporter, has developed a 
new way of packaging bulbs (named Rediplant) and needs to determine an international 
distribution and marketing strategy for this product. Rediplant, a plastic sleeve containing 
a set of 7 bulbs, is both a usage container-as the sleeve can be planted directly in the 
ground-and a means of entering supermarkets and other non-gardening outlets which have 
difficulty in selling loose bulbs. In test markets the previous year, Rediplant sold extremely 
well. 

The three main markets to consider are Germany, United Kingdom, and the United 
States. Praag has to decide on which markets to concentrate and what distribution channels 
and retail outlets to use. The distribution system can vary by country and ranges from both 
wholesale sales to a U.S. supermarket chain to direct sales by a Praag sales person to stores 
in the U.K. In addition, Praag has entered into a verbal agreement with Van Diemen Bros. 
to help produce and market the Rediplant system in various countries. However, a market 
analysis shows that the current agreement is such as to cause Praag and Van Diemen to have 
divergent interests on such issues as market and channel selection. 

Teadhing Objectives 

This 	case can be used to bring out the following teaching points: 

1) 	 An assessment of the motivations of customers and intermediate outlets is needed 
in determining the whole marketing mix-in this case particularly outlets and 
channel arrangements. 

2) 	 That the distribution system and marketing mix may need to differ significantly 
from market to market. 

3) 	 That the attractiveness of markets differs and a good international distribution 
strategy will go where the greatest advantage lies. 

4) 	 That the organization adopted for a multinational marketing venture is frequently 
not reversible and the subsequent profits may be limited by early decisions. As 
distribution frequently involves long term arrangements, foresight is needed to 
avoid such limitations. 

*Adapted from a teaching note prepared by Kenneth Simmonds. Copyright © 1984. 
Source: Instructor's Manual to accompany Marketing Challengeas: Cases and Exercises. Lovelock, 

Christopher and Weinberg, Charles B. Second Edition, 1989. McGraw-Hill. 
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Study Questions 

1) Who are the customers 

product? 

for Rediplant and what motivates them to buy and use the 

2) What are the motivations of retailers and intermediate outlets? 

3) In what countries should Rediplant be distributed? 
be reached? 

On what basis is this decision to 

4) What should Praag do? 

Analysis 

1. 	 Who are the customers for Rediplant and what motivates them to buy and use the 
product? 

Although Rediplant as a usage container can add to the product performance, it is an 
open question how many customers will buy for just these reasons and continue to do so. 
Only the serious gardener would record the difference in success rate and bother to retrieve 
and subsequently replant the bulbs. And 4 is possible that the serious gardener buying large 
quantities would tend over time to be more price-conscious. There may be marked cultural 
differences, though. There is some inkling in the case that German view bulb planting quite 
differently from the British. 

The most significant advance by Rediplant may prove to be that it enables thz bulbs 
to be sold in a wide range of different outlets, in an eye-catching display that shows the 
bulbs and pictures the eventual blooms, takes little room and offers no particular packaging 
or shipping prob:ems. The costs of materials, strip forming, and packaging, after all, are 
very small. With savings in the labor cost of unpacking and reduced transit damage, it 
should be possible to compete on a level with loose bulbs. On the other hand, there should 
be no need to do so. Rediplant can catch a consumer's eye where loose bulbs cannot. 

Extension of the outlets in which bulbs are sold will also open up a large market of 
those who seldom venture into garden stores. In supermarkets and department stores a large 
majority of the traffic will be made up of women customers. This raises questions as to the 
present composition of those buying bulbs and their motivations and purchasing behavior. 
It may be that there is a large population who infrequently buy bulbs if they happen to pass 
by stores that traditionally carry them during the bulb-planting season. On the other hand, 
it may be that the bulb market through retail outlets is confined to relatively large users who 
buy to meet specific requirements and contains a higher percentage of men. If the first case 
holds, introduction of Rediplant into supermarkets and department stores should immediately 
increase the market by increasing frequency of purchase. If the second case holds, then the 
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new outlets would have to develop men "impulse" customers to build their turnover. But 
this is not an impossibility. A unit of 180 strips would require only a few percent of 
customers of a reasonably sized supermarket to purchase the bulbs, and some might purchase 
several strips. Rediplant display might also encourage bulb planting by city dwellers with 
very small front gardens who would never visit a garden store. 

Whichever case proves to be true, the most price-conscious purchaser will not be the 
"impulse" purchaser but rather the more serious gardener now buying through garden stores 
or by mail order. It seems a good idea, therefore, to keep the price high enough to give 
standard markups to garden stores and retain access to this large market. This will mean 
large profits from direct sale to the chains. It runs the risk, though, that competitive "non
usage" packaging may undercut the Rediplant system. 

Point-of-sale display, as shown on the merchandising leaflet, currently emphasizes the 
"usage" characteristics of the Rediplant package. For impulse purchasers this could be self
defeating should they feel diffident or guilty about breaking open the package to plant their 
bulbs in the normal way. Planting a strip is not, in fact, particularly easy, limits the spacing 
arrangement, and the plastic strip remains in the ground without (lecomposing. Moreover, 
current concern for ecology may make many purchasers reject the concept, and those who 
try it once may not repeat the attempt once they have uncovered plastic "remains" in the 
garden. 

A safer strategy for both point-of-sale display and the sleeve packaging might be to 
play down the "usage" concept and to build the promise of s springtime full of color. 
Spring, after all, is what most customers are really buying-not a better method of planting. 
Exhibit TN-A summarizes the advantages of Rediplant to customers and channels. 

2. What are the motivations of retailers and intermediate outlets? 

The motivations of the intermediate customers will be varied. Supermarket buyers will 
probably be attracted by the novelty of the usage container, and the attractiveness of the 
stands, but a major question will be the number of the s trips that will fail to sell in any unit 
or require sale reduction. Even so, the markups are high and the stand requires no shelf 
space and takes little room. Moreover, the packaging is well suited to the labor patterns of 
this sort of outlet. 

For garden outlets the space requirements of the stands will be a concern as well as 
Rediplant performance alongside loose bulbs or other types of package. The relative price 
is a greater consideration. Those stocking bulbs in large quantities will be likely to order 
Rediplant to avoid missing the new development but may not present the strips at all 
forcefully. 
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The motivation of wholesales is also likely to differ according to their existing 
coverage. Garden supply wholesalers may already be making larger percentages on loose 
bulbs and may hesitate to really push a new product that would simply switch volume from 
one line to another. They will probably aim for the larger orders and confine sales activity 
to their existing classes of customers. 

3. In what countries should Rediplant be distributed? 

Germany, United States, and the United Kingdom are the three central markets and 
sales to major retailers or through wholesalers in these three countries are going to produce 
the bulk of the profits. With restricted supply in the first year there seems no argument for 
any policy other thar. major sales emphasis on direct sales to large retail outlets. Exhibit 
TN-B presents a contribution analysis by country and by channel. On direct sales to the 
United Kingdom, Praag's contribution is about 250 Florins per unit, approximately a 70% 
mark up on variable packaged cost. The figure for the United States is almost as high when 
Van Diemen's share is included and it might be possible to make even more by going direct 
to retailers in Germany. As direct-mail sales is small, probably no more than 10.3 florins 
per strip. 

(A) Germany 

This is the largest market; Van Diemen knows it well and has four permanent 
salesmen there. On the first mail-order test, Germans purchased by far the greatest 
proportion of bulbs in Rediplant packages, and a German wholesaler has so far placed the 
largest order. The indications are that the German market is not particularly price-conscious, 
tends to purchase through retail outlets and takes readily to the Rediplant package. Freight 
and shipping costs to Germany will, moreover, be considerably lower than to the United 
Kingdom and delivery can be made later, thus extending the market. But to sell exclusively 
through the single wholesaler seems the wrong strategy. This wholesaler sells to existing 
bulb outlets and is unlikely to break into new outlets--particularly when he has not ordered 
stands. A mixture of customers would seems the best strategy to show Rediplant which ones 
react best, including direct orders from the larger retailers. Direct sales will save the high 
wholesaler percentage which does not represent a great deal o service, because replacement 
inventory will not be kept for such a short selling season. The wholesaler who has asked 
for an exclusive arrangement will be likely still to place a large order if the exclusive 
arrangement is denied him. 

(B) United States 

The U.S. market is almost as large as Germany for dry sales and is well arranged for 
direct selling to supermarkets and major garden outlets. There are indications that the 
market is not markedly price elastic and that Van Diemen is underpricing through the outlets 
it is concentrating on and failing to promote Rediplant through the outlets most appropriate 
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for volume sales. The firm appears to be giving ,arden outlets the possibility for over 50% 
markup on sales. Even at the additional freight cost it is worthwhile extending the packaging 
season to obtain the additional sales. 

(C) United Kingdom 

The U.K. market appears to be more price-conscious than the U.S. or German ones. 
More seem to buy through mail order, with lower average orders and less tendency to adopt 
the more expensive Rediplant. Local bulb supply, moreover, has been building up on the 
basis of its lower costs. The outlets may hesit.:te to purchase large quantities of Rediplant 
at a suggested retail price that is t0.16 above prices for equivalent high-price Dutch bulbs 
in garden stores. If it became necessary to lower prices in order to get large orders, sales 
through Sutcliffe outlets would become unprofitaile. There is only t 0. 10 contribution from 
sales to Sutcliffe at t 1.32 unless transport savings yield another t 0.02 or so. 

4. What should Praag do? 

As the verbal agreement with Van Diemen now stands it would pay Praag to place 
major emphasis on the United Kingdom market by selling through the major outlets retained 
under the agreement with Sutcliffe. If the agreement with Van Diemen is retained, then 
Martin Nievelt should immediately schedule a personal sales trip to the U.K. and, if 
necessary, add a British agent to help Straten and himself cover all the outlets. 

The U.K. market, on the other hand, is the market out of the leading three most likely 
to be slow in switching to new outlets and most likely to be price elastic; hence there are 
strc'lg arguments for pushing Germany and the United States while their outlets are 
interested in taking the innovation. To wait would seem tG, be a balanced attack on these 
three main markets, going direct to major outlets and with every effort to expand beyond 
4,750 units. Conversely, there should be no emphasis on sales of Rediplant through direct
mail distributors and very limited supplies through wholesalers. 

The proposed agreement, however, forces Praag away from such objectives toward 
sales to direct-mail distributors, and Sutcliffe, Van Diemen and Praag are forced into an 
almost direct polarization of interests. The simple conclusion is that Praag shou!d not go 
ahead with the agreement. They certainly need Van Diemen as partners and are morally 
committed to continue the partnership, but a different arrangement can be in the best 
interests of both. If the agreement is written for Rediplant to receive all the revenues with 
profits to be distributed equally to Praag and Van Diemen, then the clash of interests would 
be avoided. It should not be difficult to obtain Van Diemen agreement. It will mean better 
performance earlier, with a better worldwide marketing strategy. Praag, moreover, holds 
the stronger hand-they can hardly be expected to follow through with an arrangement that 
penalizes them, when it was they who developed Rediplant. 
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Although the combined sales strength of Van Diemen and Praag make a formidable 
unit, it is quite evident from the ease that some top-level help in facing up to marketing 
issues is needed. It may not be necessary to hire full-timed marketing assistance, but if not, 
either John Bryant or an outside consultant will need to spend time alongside Martin Nievelt 
discussing the selection of outlets, pricing policies, merchandising appeal, and the collection 
of information about what is really happening out in the market. This could be crucial in 
planning capacity for the succeeding year. 

An immediate assessment of the sales strategy for the current year is called for. 
Nievelt and the Van Diemen sales director should sit down with John Bryant and build a new 
plan for sales emphasis, drawing on whatever further facts thfy can gather about the current 
results in Germany, the United States and the United Kingdom in particular. One or the 
other should then visit each country to reorient the effort along the lines agreed. 

Production economics are also an issue. The question of how many sealing 
machines (at a cost of 33000 florins each) to order can be quickly dispensed with. With a 
sealing capacity of 5 units of 180 strips per hour, a machine would recover its added cost 
in added contribution from further sales in the U.S. market in some 44 hours based on the 
figures in Exhibit TN-B, i.e., approximately 220 units @Fl.150 contribution per unit. 
Further sales from the U.K. might recover the cost even faster. 

As the machines will last several years, almost any extra sales they enable should 
justify their purchase. Furthermore, the cost of failing to meet orders is so high that a spare 
machine should be kept available. It is doubtful whether any failure during the packaging 
period could be repaired on the spot wthout delay. Depending on the sales targets picked 
for the different markets, probably totaling more than 4,750 units, then the required capacity 
plus one spare machln should be ordered. 

Although not immediately obvious in the case, the vacuum-forming plant for making 
the plastic strips could become a bottleneck unless carefully watched. All the strips would 
have to be ready by 1st August to avoid adding to difficulties during the packaging period. 
This leaves 5 months-say 20 weeks. Working the machine solidly for 35 hours a week at 
maximum throughout of 5 units (900 strips) per hour gives only 3,500 units. 

An urgent decision is needed to go to two-shift operations for vacuum forming. It 
could always be modified later if the sales are not maintained. 

The question of risk of loss for Praag which has all its eggs in the Rediplant basket 
may be worth discussing. It might also be pointex! ut that the more determined the sales 
effort the greater the chance of success and it is very unlikely that sales would vanish in 
subsequent years. 
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Suggested Teaching Approach 

This is a rich case with many issues. As distribution analysis should begin with a 
sound understanding of consumer needs, this is the place to begin. It's useful to start with 
the first question, it quickly becomes apparent that there are at least two main market 
segments: 1) the gardener or hobbyist market and 2) the non-gardener, homeowner market, 
who might try on impulse but is not experienced in the planting of bulbs. It is useful to 
divide the board into 2 columns, labelled Gardenei and Non-Gardener and sort the case 
information on that basis. This is illustrated in Exhibit TN-A. 

A useful summary following class discussion of the points in that exhibit could be the 
following: 

" The product sells (e.g., chaining in U.S.) 
" Opens new outlets (e.g., supermarkets) 
" Little planting advantage, at least for some segments 
" New product, repeat purchase data not available. 

The instructor should not allow students to escape the issues by calling for markL. 
research. Praag cannot affcrd to wait and the sales in some markets can be used as a test 
or experiment. Praag's apparent conervatism, however, may be explained because so much 
is nt risk for the company. 

After discussing the issues in questions 1 and 2, the class should be ready to examine 
the choice of markets questions. Both market and channel selection critically depend on the 
economic analysis, so the instructor must insist that a close equivalent to Exhibit TN-A be 
produced in cldss. One approach is to ask a student to generate the data for 1 or , options, 
and then use Exhibit Bas an overhead. The instructor can postpone discussion of the nature 
of the profit sharing to later in the discuslion. Other aspects of each country's market and 
acstribution system can then be discussed. 

Discussion can then turn to decision making, with students being pushed to make quite 
specific decisions. As the suggested answer to question 4 indicates, implementation issues 
can play a prominent role in the concluding part of the class. 

Commentary 

Unlike advertising, promotion, and some other marketing mix elements, distribution 
decisions tend to involve long term commitments. Consequently special care must be taken 
when setting distribution arrangements, especially for a new product. Once Rediplant 
commits to a set of channels, changes will be difficult. It's far better to get the system right 
from the start. 
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Design of a distribution system must start with a customer analysis and also consider 
the intermediaries, who is many senses are "customers" of the company. Only with an 
understanding of customers, whose needs and purchasing practices differ by segments and 
countries, can an effective distribution system be designed. 

While the marketing mix must be coordinated, it can differ from country to country. 
Rediplant faces some difficult distribution choices including what countries to market in and 
what channels to use. The criteria to use include the costs and profits from each country and 
the nature of the services provided by the channels. If Praag markets to gardening outlets, 
it has a greater need for Van Diemen's sales force than if it emphasizes the non-gardening 
segment and concentrates on supermarket sales, for exampie. 

Implementation of marketing decisions is always an important issue and this case 
provides several examples. Praag is very short of cash and so cannot afford to wait overly 
long for a return on its investment. The high stakes for Praag may be the motivation behind 
his rather conservative approach and was apparently a key force propelling Praag into the 
agreement with Van Diemen. The impact of this agreement is yet another implementation 
issue in this case. A cncial issue for managerment is production capacity. The case suggests 
that there are serious problems here. This situation confirms the maxim that it makes no 
sense to market a product that you cannot produce. 
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EXHIBIT TN-A
 

ADVANTAGES OF REDIPLANT TO CUSTOMERS & CHANNELS
 

Gardener Non-gardener 

(Hobbyist) (Homeowner) 

Advantage of Package 

Availability in Non-Gardening Outlets + ++ 
(Impact on Price) 

Instructions on How to Plant + + 

Convenient to Carry and Store + + 

Picture to Show What You Have (for channels, 
sell spring time) + 

Convenience to Display (for channels,) + + 
(Eye Catching, Easy to Handle) 

Convenience to Plant 

Dig a Trench 

Plant 7 in a Row (1 1/2 ft.) 

Protection of Bulb +? 

Doesn't Touch Dirty Bulb +? 

Why Does It Sell? 

Curiosity + + + 

Expands Market + + 

Impulse ++ 

Protection of Bulb in Some Cases + 
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EX13BIT TN-U 
COSTS AND CONTRIBUTION PER 
STRIP FOR CURRENT RE",PLANT PRICING
 

COSTS AWD CONTRIBUTION PER STRIP FOR 
CURRENT REDIPL!IT PRICING
 

Guilders 
 Foreign Currency
 

United Kingdom U.S.A. Germany United Kingdom U.S.A.
 
(Wholesaler) 
 (Direct) 7 (Uholesaler) (Wholesaler) (Direct) ?
 

Ft F1 
 Ft Ft or ON) (Pounds Sterling)
 

Retail Price 5 
 5.68 5.07 5.90 
 1.32 L.J L2.9
 
Retailer Margin 1.89 (33.3%) 1.59 
 2.07 (35%) .44 .44
 
Uholesaler Margin .95 (16.7%) 
 1.18 (202) .22 
 -

Less Outsider
 

Margin 1AA.9 4.77(592) 3.25 
 -.66 iLL4AA
 
$ediptant 
Selling
 
Prifce 243.79 3.30 L.AU 
 _66 ...SOLA ~ J. S

Variable Packaged
 
Costs* 1.98 1.98 
 1.98 1.98 
 .46 .46 
 .66 

C Frieght, Insurance,

0% " Delivery, etc. .20 .20 .22 
 .05 .05 
 .0?


Duty .2 -. .24 ..1LL2. 
 .01AL
 
ged ptmnt Vzrfabl.e.
 

Cost 2.3ft LL38. 2.44 19 -56.i ~ a 
Van Diemen
 

Contribution 
 .66(20%) .47 
 .22 
Praag
 

Contribution ** .26 
 1.21 
 .06 .28
 
Rediptant N.Y.
 
Contributions .20 _20 .20 
 .04 ..
 

Total 
Contribution 
 .46 1.41 .86 .67 
 .10 .32 .29
 

mmsome nun
ownsa8!9 w= nm amom
 
Total Contribution
 

per 180 Unit 82.80 253.80 120.60
 

Based on Exhibit 2 of the case. 
 Assumes rent, depreciation, 
interest and (say) half of 4vorheads are fixed.
 
.e In addition, Praog receives a royalty 
of Ft .04 per strip (included as a variable cost).

e The Ft .20 is the difference betuen the 
 ttocated packaged cost of Ft 2.18 and tho "fsrtable cost of UFt 1-.. 

cmetos Small variations In student cotculations may oecue due to rounding) 



Instructor Notes 6-4 

7. 	 WhaO courses of action are open to an international marketer who finds all attractive 
intermediaries already under contract to competitors? 

An international marketer who finds all attractive intermediaries already under contract to 
competitors may take the following courses of action: 

a) develop alternative channel structures
 
b) use the same distributor that competitors use
 
c) use a totally different distribution approach from the competitors and thus
 

develop a competitive advantage
 
d) offer distributors more attractive contracts, with better financial
 

agreements and more sales support 
e) 	 engage in direct marketing 
f) 	 set up its own sales force abroad 

Source: Czinkota, M .hae, R., Rivoli Pietra, Ikka A. Ronkainen. International BusinessManual. Second Edition. 
Copyright ©1992, The Dryden Press. 
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FOREWORD 

The United States Agency for International Development (U.S.AID) sponsored 
this project as part of the U.S. Congress initiative entitled Secure Eastern European 
Democracy (SEED Act). This project is one of a number of university-based initiatives 
to provide education for university faculty in emerging countries about business 
management and economics in support of the newly established market economy. 

Since June of 1991, the International Enterprise Academy at The Ohio State 
University has worked cooperatively with the Solidarity Economic Foundation in Gdarisk, 
Poland, to facilitate the creation of three Polish-American Enterprise Institutes in 
connection with the universities in Bialystok, Poznai and Rzesz6w. In each site two 
coordinators and fifteen or more faculty members have established courses for business 
owners in Entrepreneurship, Marketing, Management, Finance, Strategic Planning, and 
Export-Import. In addition, we developed skills among the faculty for business advising 
in these areas and developed case studies of Polish entrepreneurs. 

The development of the six curriculum products took place over a two-year period 
and were the cooperative efforts of the coordinators from the Polish Institutes and the 
faculty from various American Universities. We are indebted to the following people for 
their dedication, patience and understanding in addition to their outstanding expertise in 
the area. 

ENTREPRfNEURSMP Vicky Rash, The Ohio State University 
Andrzej Jurgilewicz, The Bialystok Business School 

MARKErING Gerald Hills, The University of Illinois at Chicago 
Walery Lach, Poznai Academy of Economics 

MANAGEMENT Gene Gomolka, The University of Dayton 
Adam G6ral, The Maria-Sklodowska University 
in R_7esz6w 

FINANCE Lynn Neeley, Northern Illinois University 
Boguslaw Plawgo, The Bialystok Business School 

STRATEGIC PLANNING Randy Rollinson, The University of Illinois at 
Chicago 
Zdzislaw Krajewski and Bogdan Soikin, Poznaii 
Academy of Economics 

EXPORT-IMPORT Martha Cooper, The Ohio State University 
Krzysztof Kaszuba, Rzesz6w Polytechnic 
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BUSINES ADVISING 	 Rodney Terminello, The Ohio State University 
Krzysztof Kaszuba, Rzesz6w Polytechnic 

CASE STUDIES OF POLISH ENTREPRENEURS 

Lisa Mazzei, The Ohio State University 
Alicja Zajaczkowska and Alicja Unterschuetz of the 
Solidarity Economic Foundation 

In addition, we are deeply indebted to our counterpart staff at the Solidarity 
Economic Foundation: Miroslaw Mironowicz, Malgorzata Balkowska, Alicja 
Zajaczkowska, Alicja Unterschuetz, Marcin Flisykowski and Hanna Litka. They 
contributed so much to the adaptation and translation of materials into Polish. 

The editors of these six curriculum products deserve special thanks for two years 
of attention to detail and schedules that everyone thought was impossible. Both Piotr 
Koryiiski and Elibieta Jacowicz have masters degrees in economics from the University 
of Gdajisk in Poland. Since the beginning of this project, they have worked at The Ohio 
State University in an effort to make these curriculum products appropriate for use in 
their country. 

We also thank the secretaries in both countries and others who worked hard on 
these six very ambitious curriculum projects. At The Ohio State University we especially 
want to thank Barbara Rahe, Jeanne Thomas, Janet Ray, and Kathy Summerfield. In 
Poland, we want to thank Dagmara Topolewicz, Ewa Dratwa, Malgorzata Tyburczy, 
Edyta Rusin and Dorota Malaszkiewicz. 

Because these curriculum products include many copyrighted materials that we 
have obtained limited permission to use for this project, this product may not be 
published or used for other purposes without express permission from The Center on 
Education and Training for Employment at The Ohio State University. 

We believe that these materials will provide long-term benefits to the faculty for 
whom they were designed and the business owners who will participate in their courses. 
We hope that these American models of business training will make a difference in the 
communities where they are used and impact on their success in a market economy. 

M. Catherine Ashmore 
Director, International Enterprise Academy 
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International Entrepreneurship Course 

Overview 

Business managers are increasingly involved in international trade by either importing 
or exporting products or materials for manufacturing. This course is intended io help 
business managers to assess and plan for basic differences between sourcing awid 
marketing in the home country and in other countries around the world, including 
culture, common business practices, taboos. 

Participants will analyze potential markets for size, penetrability, potential competition, 
profitability, in short an environmental analysis on the viability of exporting to specific
markets. They will then develop an exporting strategy involving selection of specific 
markets to enter, product configuration, pricing, promotion, and distribution network. 
An important part of any international trade strategy is determining the methods of goods 
movement. Participants will assess the advantages and disadvantages of different 
distribution alternatives and constraints. 

The course will draw on business skills from the other business courses with emphasis 
on differences between domestic and international trade. 

Strategic Planning 

Differentiate among the methods of international trade, such as direct 
foreign investment, exporting, licensing 

Marketing 

Use the marketing strategy framework for developing an international 
marketing strategy. 

Management 

Assess the legal, personnel differences needed for international trade. 

Accounting/finance. 

Define international banking terminology. Assess potential affects of 
international finance on the exporter. Execute the basics of obtaining 
proof of payment, e.g., letter of credit. 
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International Entrepreneurship Course
 

Competencies
 

Business managers attending this course should be able to: 

1. 	 Introduce and describe potential effects of macro issues on the viability of 

importing and exporting. 

2. 	 Evaluate the potential advantages/disadvantages of exporting to a specific market. 

3. 	 Assess any needed adaptations of a specific product for selected markets. 

4. 	 Indicate potential options for promoting in different cultural markets. 

5. 	 Define the considerations for setting prices in a foreign market. Assess potential 
affects of international finance on importing or exporting. 

6. 	 Evaluate the different goods movement and storage options. 

7. 	 Assess the advantages of and disadvantages of different distribution alternatives 
and constraints. 

8. 	 Determine methods of establishing good business relationships, including 
partnerships and joint ventures. 

9. 	 Know where and how to obtain assistance in the home country and other 
countries. 
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International Entrepreneurship Course 

UNIT 7
 

Title: 	 INTERNATIONAL GOODS MOVEMENT 

Purpose: 	 This unit is designed to provide a basis for evaluating the different goods 
movement and storage options. 

Objectives: 	 To evaluate the different goods movement and storage options. 

Materials: 

Transparency 7-1 Overview of Unit 
Transparency 7-2 The Logistics Function 
Transparency 7-3 What is Customer Service? 
Transparency 7-4 The Five Rights 
Tiansparency 7-5 Customer Service Elements 
Transparency 7-6 Customer Service Elements 
Transparency 7-7 Trends in Customer Service Expectations 
Transparency 7-7a ABC Analysis (same as HO 7-6)
Transparency 7-8 A Constant Demand Order Quantity Example 
Transparency 7-9 A Variable Demand Order Qiantity Example 
Transparency 7-10 Cost/Service Tradeoff 
Transparency 7-11 Overview of Holland Video 
Transparency 7-12 Merchandise Valuation 
Transparency 7-13 Foreign Trade Zones and Bonded Warehouses 
Transparency 7-14 Documentation for an International Shipment 
Transparency 7-14a Three Most Common Mistakes when Importing into the 

U.S.A. 
Transparency 7-15 Export Documentation - Commercial and Consular Invoices 
Transparency 7-16 Export Documentation - Packing List 
Transparency 7-17 Export Documentation - Bill of Lading 
Transparency 	 7-18 Export Documentation - Certificate of Origin, Dock 

Receipts 
Transparency 	7-19 Insurance
 
Transparency 7-20 Insurance Responsibility 
Transparency 7-21 Packing 
Transparency 7-22 How Charges Differ by Weight and Measure 
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Handout 7-1 The Logistics Function 
Handout 7-2 Key Elements of Customer Service
 
Handout 7-3 Customer Service Questionnaire
 
Handout 7-4 Executive Summary
 
Handout 7-5 Inventory
 
Handout 7-6 ABC Analysis
 
Handout 7-7 Cost/Service Tradeoff Curve
 
Handout 7-8 Centralization/Decentralization Exercise 
Handout 7-9 Summary of Customs Regulations (U.S.) 
Handout 7-10 Summary of Customs Regulations (Poland) 
Handout 7-11 Documentation for International Shipment 
Handout 7-12 Inquiries/Quota/Proformas/Pricing/Order Entry Shipping 
Handout 7-13 International Transportation 
Handout 7-14 Documentation: Mueller Brass and an example from Poland 
Handout 7-15 Insurance Responsibility Undtr the Principal Foreign Trade Terms 

(TP 7-20) 
Handout 7-16 Glossary of International Insurance Terms 
Handout 7-17 Checklist: The Movement of Goods 

Activities: 
Customer Service Questionnaire 
ABC Analysis 
Video: Holland Video and Centralization/Decentralization Exercise 
Other short exercises are in the T-outline. 

References for Instructors: 
More readings for instructors only in Book 2 (R6-4). 

Questions for Discussion in Instructor Notes 7-1.
 
Instructor Notes 7-2 for Central Distribution Exercise (H07-8).
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Guest Speakers: 

It is strongly advised that a guest speaker be brought in for the second half 
of this segment. The changes in customs regulations ad the detail that can 
occur for documentation, packing, and insurance can be overwhelming.
A good freight forwarder can discuss the pitfalls and how to avoid them 
without scaring the entrepreneur from even trying international trade. 

Estimated Time: 5 hours 

Suggested Allocation of Time 

Customer service and inventory management 1 hour 
Cost'service tradeoffs and Holland video 1 1/2 hours 
Customs and Documentation I hour 
Insurance and packing 1/2 hour 
Guest speaker 1 hour 
(Note: If thc speaker is really good, may allocate more time and reduce the time on the 
subjects which will be covered by the speaker.) 

Unit outline 

I. Overview 

II. The XYZ or ABC Company 

III. Customer Service 

IV. Inventory Management 

V. Cost/Service Tradeoffs 

VI. Customs and Importing Regulations 
A. Customs Taxes: Importing to United States 
B. Customs Taxes: Impt'rting to Poland (Poland) 
C. Foreign Trade Zones, Bonded Warehouses 

VII. Documentation 

VIII. Insurance 

IX. Packing 

X. Checklist: The Movement of Goods 
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FOR THE INSTRUCTOR
 
International Entrepreneurship
 

Unit 7: International Goods Movement
 

CONTENT 

I. Overview 

The areas we have been studying in the last 
unit and those in this unit fall under the 
discipline of logistics which deals with the 
movement and storage of goods from pro
ducer to consumer to meet customer service 
levels for the lowest total cost. Sometimes 
the lowest cost for one area of logistics 
causes other areas to increase or service to 
be reduced. The tradeoff between cost and 
customer service is discussed later in this 
session. 
Other areas of logistics include order 
processing, transportation, storage, inven
tory management, and customer service. 

In this unit we will examine customer 
service, inventory management, and the 
tradeoff between them. Then we will discuss 
some customs regulations for both the U.S. 
and Poland. Actually moving the goods 
involves the necessary documentation, 
insurance and packing for international 
goods movement. 
(If there will be a guest speaker, now is a 
good time to announce it.) 

H. The XYZ Company 

Think about what documents are needed for 
shipping from Poland to the U.S. and any 
inventory management and customer service 
aspects that may be of concern to XYZ. 

PROCESS 

Put up TP 7-1: Overview of the Unit 

Discuss TP 7-2: The Logistics Function and 
distribute HO 7-1. 

Refer to HO 1-2 in Unit 1. Documentation 
examples are in Instructor Notes 7-1. 

Example concerns for XYZ could include 1) 
large inventories for shipping to many 
locations which is expensive for a new 
company, 2) fluctuations in orders which 
affect delivery time and availability. 
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CONTENT 

I. Customer Service 

In 	the competitive world market, customer 
service can be the differentiating factor in an 
initial sale and repeat sales. There are many 
aspects to customer service. Sometimes cus
tomer service is viewed as stopping comp
laints but that is shortsighted. If the reasons 
for the complaints are not addressed then 
business may be lost. We can measure some 
parts of customer service, such as 95% 
delivery on time. 

But to really be oriented to the customer 
requires a corporate-wide philosophy that 
the customer is the key to business survival. 
In fact, customer service is a process of 
providing significant value-added benefits to 
the supply chain in a cost-effective way. 
This means determining customer needs that 
we can provide and satisfying those needs. 
Cost effective does not mean the lowest cost 
necessarily but the cost that provides the 
service the customer wants at a price the 
customer will pay. A supply chain refers to 
all companies involved in making and deli-
vering the product to the user. The term 
supply chain implies a closer relationship of 
the members of the channel than is norma1ly 
the case. 

The output of a logistics system is some 
measure of customer service. The five rights 
(expectations) of customers from a logistics 
system are that the firm will deliver the 
right product or service: 

* 	 at the right time. 
* 	 in the right place. 
* 	 at the right price. 
* 	 in the right condition (not 

damaged). 

PROCESS
 

TP 7-3: What is Customer Service?
 

Discussion Ouestion: Was there customer 
service under a centrally planned economy? 
(There was a certain level of customer 
service.) 

How much service should customers expect? 
Is there a limit? 

(The limit is the capability of the firm and 
the purse of the customer. For a price, 
someone could board a plane to take a 
product to a customer quickly.) 

Discuss TP 7-4: The Five Rights of 
Logistics. 
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CONTENT 

There are many elements of customer ser-
vice depending on the product category and 
customer. These may be summarized in to: 

" Product Availability 

" Order Cycle Time 

* Distribution System Flexibility 

" Distribution System Information 

" Distribution System Malfunction 

" Post Sale Product Support 

The expectations of managers is that 
customer service performance will be 
higher. 

IV. Inventory (Stock) Management 

Inventory can be managed at the raw 
material or component level, the work-in-
process level, and the finished goods level. 
This discussion focuses on the latter. 

Unless the manufacturer only produces when 
an order is received, there will probably be 
an amount of finished goods inventory, 
Some industries have half of their assets tied 
up in some form of inventory. Wholesalers 
and retailers basically stock inventory for 
other businesses or consumers. 

This inventory costs money that could be 
used other places in the business so it should 

PROCESS 

Put up TP 7-5: Key Elements of Customer
 
Service.
 
TP 7-6: Customer Service Elements
 
(HO 7-2).
 

Discuss these transparencies in some detail. 

Give examples or ask the participants to 
think of examples of each. 

Reference in Readings for Instructors 6-4. 

Could use discussion questions 3 and 6 from 
Instructor Notes 7-1. 

How would your customers rate you? Fill 
out HO 7-3 a sample customer service 
survey for a specific customer and product 
or for one of your suppliers. 
Discuss some of the charts in TP 7-7: 
Trends in Customer Service Expectations. 

Hand out a reading containing results of a 
study of customer service in the U.S. 
Discuss those of interest (HO 7-4). 

Refer to Readings for Instructor 6-4 (pp. 
393-394; 396-399). 

A detailed discussion of inventory mana
gement, including forecasting, economic 
order quantities, and distribution resource 
planning is beyond the scope of this 
discussion. The interested reader should 
consult HO 7-5. 

Discuss HO 7-6 on ABC Analysis. Ask 
participants to fill out for five of their own 
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CONTENT PROCESS 

be managed carefully. Certain key products 
should be managed more carefu ly than 
others. For example, those produci; more 
sensitive to delivery time or the largest 
selling items, or the most expensive items 
require more attention. These could be 
classified as "A" products according to ABC 
inventory analysis. C items would require 
the least attention unless there is a change in 
their status, such as becoming a faster 
selling item. 

The just-in-time movement is an effort to 
reduce inventory. Supply chain management 
began as a way to decrease inventory 
throughout the channel of distribution, 
regardless of how many companies are 
involved. 

If inventory is to be kept in anticipation of 
consumer demand, then the decision of how 
much and where to keep it is critical 
because of the cost implications and the 
service implications. 

Especially in international trade, there may 
be multiple levels at which inventory is 
kept. For example, if there is inventory at 
the plant and at a foreign location, then the 
manager must decide how much inventory to 
keep where. 

Adding more levels or stocking locations at 
a level additionally increases management's 
attention to inventory. One approach to 
handling this is distribution resource 
planning which can be done by hand or on 
a computer. This system follows the effects 
of customer orders through the inventory 
levels to help avoid being out of stock. 

products now and then do the others on their 
own time. Were the most important products 
determined by annual volume times value 
the ones that they would have assumed to be 
most important? 
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CONTENT 

V. Cost/Service Tradeoffs 

Holding extra inventory to avoid being with-
out product to sell can be very costly. If 
there is variability in the amount of product 
ordered during a period, then much extra 
inventory must be kept to avoid being out of 
stock. This is illustrated in the transpa-
rency. 

The high cost results from uncertainty in the 
marketplace and from tr) ing to have enough 
inventory on hand to fill any order that 
might arrive. The extra stock kept above 
normal sales levels is known as safety stock. 
At some point it is not feasible to carry so 
much safety stock so the possibility of being 
out of stock occurs. Since this is the most 
important customer service characteristic, 
there must be some tradeoff between 
customer service levels and inventory 
amounts kept in stock. 

With this brief introduction, we will now 
examine the impact of where we keep 
inventory on the cost of a system. 

Another issue is where to stock the inven-
tory. Should it be held centrally or closer to 
the customers? Holding centrally avoids 
extra safety stock (the cost service curve) 
but will have longer delivery times. 
Decentralizing inventory results in shorter 
delivery times but perhaps more investment. 

Let's examine the cost and inventory impli
cations of some different alternatives. We 

PROCESS 

Follow a progression from 
TP 7-8 a constant demand situation to 
TP 7-9 a variable demand situation to 
TP 7-10 and HO 7-7 Cost/Service Tradeoff 
Take some examples on the curve and show 
how much change there might be. 
Point out that this line would be flat if 
demand were constant as in TP 7-8. (If 
there is no uncertainty, there is no reason to 
add safety stock. The more uncertainty the 
more safety stock.) 

Show first segment of the Holland video on 
ocean transportation. Stop at air example. 
Refer to HO 7-8: Math Examples from 
Holland Video - Centralization/ decentra
lization Exercise. 

TP 7-11: Overview of Holland Video. 
Instructor Notes 7-2. 
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CONTENT 

will use a video and the Handout HO 7-5 to 
discuss these issues. 

VI. 	 Customs and Importing 
Regulations 

A. 	 Customs Taxes: Importing to United 
States 

The 	U.S. Customs Service is part of 
the Treasury Department. It enforces 
the laws of other government agencies, 
such food and drug regulations. 

A buyer must file a bill of lading and 
an entry blank (must be in U.S. 
dollars). 

Merchandise Valuation 

If there are different values in the 
carton, 	all are assessed at highest value. 

1. 	 Ad valorem duties. There are 
several different ways of determi-
ning value because there are many 
different kinds of goods: 

" Transaction value - price
 
actually paid (most common)
 

" Deductive- resale price in the
 
U.S. 

* Computed - cost of production 
and distribution to U.S. plus 
profit 

2. 	 Import quotas 

A quantity quota is the absolute 
quantity importable during a 
particular time period. Once that 
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PROCESS
 

Put up TP 7-12: Merchandise Valuation in 
the U.S. 
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CONTENT 

total quantity is reached, no more 
of that good can be irported until 
the next time period. 

A tariff quota assesses higher 
duties above a certain quantity of 
goods brought in during a period. 
Above the threshold, the duty to 
bring a good in is higher. 
What to do if can't or don't want 
to bring goods into the country? 
Put in a bonded warehouse or a 
foreign trade zone (discussed 
below). 

B. Customs Taxes: Importing to Poland 

C. Free Ports or Foreign Trade Zones. 

There are over 300 free ports, free 
trade zones, and similar customs 
privileged facilities in at least 75 
countries. These are usually at or near 
sea ports or airports. 

The regulations of these ports vary 
among countries. In the U.S., foreign 
trade zones are considered outside U.S. 
Customs territory. Activities usually 
performed overseas to avoid customs 
charges or laws of federal agencies 
administered by the U.S. Customs 
Service can be done in the foreign trade 
zone. 
No duties are charged on imported 
goods unless the goods are brought into 
customs territory. Materials can be 
brought from other countries, 
assembled, and shipped on to other 
countries without paying U.S. duties. 
Foreign trade zones were designed to 
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PROCESS
 

Indicate HO 7-9 synopsis of the U.S. 
regulations. 

Indicate HO 7-10 synopsis of Polish regula
tions. 

TP 7-13: Foreign Trade Zones and Bonded 
Warehouses. 
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CONTENT 	 PROCESS 

overcome the expense, delay and incon
venience of drawbacks for exporting 
manufactured goods. Drawbacks are 
refunds for import duties if 'he goods 
are subsequently sent back out of the 
country. There is no resident 
populatior. 
Permissible uses: 

manutacture goods, 
exhibitions, 
transport, 
examine goods prior to entry. 

Free ports in other countries also
 
facilitate re-export trade. Examples
 
include: Bremerhaven, Copenhagen,
 
Hamburg, and Stockholm.
 

Free trade ports are not the same as 
free ports. Hong Kong or Singapore 
where goods are brought into the 
country duty free for redistribution to 
other countries. 

Bonded Warehouses 
Goods can be warehoused without 
paying U.S. duties. Once goods are 
released from the warehouse they are 
subject to duties. Thus, goods can be 
shipped to the U.S. in anticipation of 
sales and kept in a bonded warehouse. 
Duties are only paid when and order is 
received and the goods to removed from 
the warehouse for delivery. 

The following can be done without 
incurring import duties: 

1. 	 Handle and repack. 
2. 	 Some types permit limited manu

facturing and reexport. 
3. 	 Goods can be withdrawn for 
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CONTENT 

entry, export, or transport to 
another port. 

VII. Documentation 

Government documents: 

Shippers export declaration (U.S.) tells who, 
to where, who's handling the shipment, a 
description of the goods. 

Import entry (U.S.) for assessing import 
duties. 

Foreign governments require consular in-
voices or certificates of origin 

Commercial documents: 

Ocean bill of lading - Often the title to the 
shipment is also the receipt for the 
shipment. The contract for the shipment 
should be clean - no qualifying clauses. 

VII. Insurance 

Everybody needs it. 

The loss record of the shipper is most 
important in determining rates. Insurance 
companies reward good packing methods. 

The exporter needs coverage until bill of 
lading transfers ownership if it is a credit 
sale. 
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PROCESS
 

Hand out a reading on documentation for
 
international shipment (HO 7-11).
 
Put up TP 7-14: Documentation for an'ii
ternational Shipment.
 
Put up TP 7-14a: Three Most Common
 
Mistakes.
 
Discuss TP 7-15: Export Documentation -

Commercial and Consular Invoices
 

Hand out a reading on bill of lading,
 
invoice, letter of instruction(7-12)
 
More on bills of lading in HO 7-13.
 
TP 7-16: Export Documentation - Packing
 
List.
 
TP 7-17: Export Documentation - Bill of
 
Lading.
 
TP 7-18: Export Documentation - Certificate
 
of Origin, Dock Receipts.
 

HO 7-14: Mueller Brass case study if time. 

Ask participants "Why have insurance when 
someone else is liable?" 

One possible answer: to get your money and 
let the insurance company worry about 
ligation. 

TP 7-19: Insurance 
Discuss TP 7-20 and HO 7-15: Insurance 
Responsibility. 

Indicate HO 7-16: Insurance Glossary for 
their information. Would not go over it in 
class. 

May not want to cover all of the intricacies 
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CONTENT 

Types of risks 

Can 	choose coverage with marine insurance 

1. 	 Free of damage - covers only total loss. 

2. 	 Fire and sea perils - ship damage
 
caused by fire or sea.
 

3. 	 Fire or sea perils in average - same as 
(2) but don't have to show storm 
damage, sunk, or burned, on fire, or in 
collision. 

4. 	 Named perils - all from 3. plus others, 
such as fresh water damage, fuel oil 
damage, pilferage, non delivery, 
breakage. 

5. 	 All risk - all losses due to external 
cause except war, strike, riots. 

Can also insure for import duties or 
profit with Marine insurance (usually 
insure for all known costs plus 10 %) 

Losses covered under marine policies 

Particular average is damage to the goods 
themselves. The limit of liability is the 
amount of the policy. Can cover: 

* 	 Total loss. 
* 	 Reparable loss - can repair if damaged. 
o 	 Replaceable loss - must replace if 

damaged. 
* 	 Depreciation loss in value of shipment 

General average is loss or damage common 
to the entire venture. For example, some 
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PROCESS 

of insurance listed here. Need to judge the 
interest level of the audience. 
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CONTENT 

goods may be sacrificed to save the voyage.
 
Then everyone with cargo contributes to lost
 
party (including the party at loss).
 

IX. Packing 

Now consider the actual, physical movement 

of the goods. 


Packing is more important in international
 
trade because it is harder to return and takes
 
longer.
 

Packing is the responsibility of the exporter.
 
The exporter maw receive special packing
 
instructions frorr, the buyer.
 

Safety in transportation and port .. ndling: 

The more times a shipment is handled, 
the more possible damage and loss, 
such as vibration or load shifts in 
railroad cars or trucks. 

Other packing considerations: 

(a) 	 Freight rates based on "weight or 
measure," whichever is larger. Addi
tional packing material can add bulk 
and/or weight. 

(b) 	 Weigh - gross weight including all 
packaging. 

(c) 	 Measure - disassemble to reduce overall 
size of product. (It may ship better 
disassembled anyway.) 

Customs often charges on weight (gross or 
net). Sometimes charge less if knocked 
down (disassembled) rather than set up. 
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PROCESS
 

Put up TP 7-21: Packing. 

Go through example from HO 7-12, TP7-22 
on how charges differ by weight and 
measure. 

May want to review some of the XYZ or 
ABC documents for examp!e of weight and 
measure. 
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CONTENT PROCESS 

Reconciling conflicting packing factors: 

(a) safety - increase weight, 

(b) economy - more packing costs. 

Marking export shipments - need to be 
clearly marked (may want to stencil so it 
doesn't smear): 

(a) consignee's name 

(b) destination 

(c) routing instructions 

(d) data such as weight, measure 
dimensions) 

(e) made in Polandrather than 
the shipper's name to reduce 
pilferage. 

X. Checklist: The Movement of Goods Have the participants work on HO 7-17. 
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International Entrepreneurship Course
 

Unit 7: International Goods Movement 

Customer Service 

Inventory Management 

Cost/Service Tradeoffs 

Customs and Importing Regulations 

Customs Taxes: Importing to United States 
Customs Taxes: Importing to Poland 

Documentation 

Insurance 

Packing 
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The Logistics Function
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WHAT IS CUSTOMER SERVICE?
 

* A complaint department 

" A performance expectation 

• A corporate philosophy 

Customer service is a PROCESS for 
providing significant VALUE-ADDED 
benefits to the supply chain in 
a COST-EFFECTIVE way. 
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THE FIVE RIGHTS OF LOGISTICS: 

" Deliver the right product or service 

L at the right TIME 

* in the right PLACE
 

° at the right PRICE
 

" in the right CONDITION
 



KEY ELEMENTS OF CUSTOMER SERVICE 	 Typical 
measurement 

Element Brief Description 	 unit(s) 

Product The most common measure of customer service. % availability 
availability Usually defined as percent in stock (target in base units 

performance level) in some base unit (i.e., order, 
product, dollars. 

Order cycle Elapsed time from order placement to order receipt. Speed and consistency 
00 time 	 Usually measured in time units and variation from measurement base 

standard or target order cycle. Note: frequently, 
product availability and order cycle time combined 
into one standard. For example, "95% of orders 
delivered within 10 days." 

Distribution Ability of system to respond to special and/or Response time to 
system unexpected needs of customer. Includes expedite special requests 
flexibility and substitute capability. 

Source: La Londe, B.J. and P. Zinszer, Customer Service, Oak Brook, IL: National Council of Physical Distribution Management, 1976. 



KEY ELEMENTS OF CUSTOMER SERVICE Typical 
measurement 

Element Brief Description unit(s) 

Distribution Ability of information system of firm to respond in Speed, accuracy, and 
system timely and accurate manner to customers' request message detail of 
information for information. response 

Distribution Efficiency of procedures and time required to Response and 
system recover from distribution system malfunction recovery time 
malfunction (i.e., errors in billing, shipping, damage, claims), requirements 

Post sale Efficiency in providing product support after delivery Response time 
product including technical information, spare parts, quality of 
support equipment modification, etc., as appropriate, response 

Source: La Londe, B.J. and P. Zinszer, Customer Service, Oak Brook, IL: National Council of Physical Distribution Management, 1976. 
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ABC ANALYSIS
 

C = Item Cost D = Annual
 
Demand 

In Price Order 

Item C D C * D 
1 $10 $ 900 $ 9000 
2 5 2400 12000 
3 5 12000 60000 
4 3 600 1800 
5 1 18000 18000 

In Demand Order 

Item C D C * D 
5 $1 18000 $18000 
3 5 12000 60000 
2 5 2400 12000 
1 10 900 9000 
4 3 600 1800 

In Value Order 

Item C D C* D 
3 $5 12000 $60000 
5 1 18000 18000 
2 5 2400 12000 
1 10 900 9000 
4 3 600 1800 
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Control of an inventory item under certainty conditions 

Maximum stock level restored 

a, 

0 Al2- ____
-AIL__ 

0 

Reordering 
occurs 

- LT' 

Order 
received 

LT - LLT 

Q
LT 

AIL 
R 

= 
= 
= 
= 

quantity ordered 
lead time 
average inventory level
reorder point quantity. 

Time 

Source. Ballow, R. Buuiness Loistics Manaement. 



Stochastic (Variable) Inventory Models
 

Relax the assumption that demand is constant.
 

Source: Ballow, R. Business Logistics Manag©ncn, 

Q+B----. 

B - - -

''I 
- - - - - - -eeeee~. 

, 

0! 

Lead 
time 

Stackout Lead 
time 

TIME-

Lead 
time 

B = safety stock 

R = reorder point, which includes safety stock 
(not the same as R for deterministic models). 
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TP 7-10

Customer service and
 
inventory investment
 

The high cost of good service
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TP 7-11 

CENTRAL DISTRIBUTION EXERCISE 

Modules: 

sea-truck
 

air-truck
 

warehousing
 

Objective: 

To evaluate different international distribution 
strategies, specifically centralized versus decen
tralized distribution. 
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MERCHANDISE VALUATION IN THE U.S. 

The highest value in the carton. 

Duties based on:
 

Transaction value -price actually paid
 

(most common
 

Transaction value of identical foods 

Transaction value of similar goods 

Deductive - resale price in the U.S. 

Computed - cost of production and distribution 
to U.S. plus profit 

Import quotas 

Quantity - limit to quantity importable during 
a time period 

Tariff - assesses higher duty above certain 
quantity 
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AVOIDING OR POSTPONING
 
IMPORT DUTIES
 

U.S. Foreign Trade Zone - Outside U.S. Customs 
Territory 

Permissible uses: 
Manufacture goods 
Exhibitions 
Transport 
Examine goods prior to entry 

Free ports in other countries 

Facilitate re-export trade 

Free trade ports 

Not the same as free ports 

Goods are brought into the country duty 
free for redistribution to other countries. 

Bonded Warehouses 

Goods warehoused without paying U.S. duties 

Until removed from the warehouse for 
delivery 
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DOCUMENTATION FOR AN INTERNATIONAL
 
SHIPWENT
 

A. Documents required by the U.S government 

1. Shipper's export declaration 
2. Export license 

B. Commercial documents 

L. Commercial invoice 
2. Packing list 
3. Inland bill of lading 
4. Dock receipt 
5. Bill 	of lading on airway bill 
6. Insurance policies or certificates 
7. Shipper's declaration for dangerous goods 

C. Import documents 

1. Import license 
2. Foreign exchange license 
3. Certificate of origin 
4. Consular invoice 
5. Customs invoice 

Source: 	 M. Czinkota, I. Ronkainen International Marketing. Second Edition. Copyright C 

1990, The Dryden Press. Tab. 12.8. p.3 77. 
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THREE MOST COMMON MISTAKES WHEN
 
IMPORTING INTO THE USA
 

" Complete Commercial Invoice in English 

- Good Description of Commodity 
(picture item in your mind from description) 

" Follow country of origin markings required 

-	 Some exceptions can be ignored 

* 	Packing LiSt information required by U.S. 
Customs 

-	 Packing list itself isn't included 
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EXPORT DOCUMENTATION 
* EXPORT COLLECTION DOCUMENTS * 

" 	COMMERCIAL INVOICE 

- general header and line item information 

- origin of goods 

- export markings 

- destination control statement 

- letter of credit number (if applicable) 

- legalization, countersigning may be required 

" 	CONSULAR INVOICE 

-	 special form of invoice 

- typical in Latin America
 

- language of destination country
 

- certified by resident consul
 

Source: R. Smith IMPEX, Columbus, Ohio 1992. 
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EXPORT DOCUMENTATION 
* EXPORT SHIPMENT DOCUMENTS * 

* EXPORT PACKING LIST 

- USES: 

" forwarder - booking requests 

" port of export - cargo loading check off 

" customs - checks/inspections 

* buyer - inventory list 

- DETAILED: 

* itemized list for each package 

* type of package 

" net, tare and gross weights 

" measurements of each package 

* package markings indicated 

Source: R. Smith, IMPEX, Columbus OHIO, 1992. 
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EXPORT DOCUMENTATION 
* COLLECTION DOCUMENTS * 

(Continued) 

* 	INSURANCE CERTIFICATES 

- for seller provided marine insurance
 

- certifies type and amount of coverage
 

* 	BILLS OF LADING 

-	 CARRIERS
 

* ocean bill of lading
 

* 	 truck/rail bill of lading 

* 	air waybill 

-	 FORWARDERS 

* 	house 
* "CLEAN ON BOARD" BILL OF LADING 

REQUIRED FOR DRAFTS AND LETTER 
OF CREDITS 

Source: R. Smith, IMPEX, Colunbus Ohio, 1992. 
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EXPORT DOCUMENTATION 
* COLLECTION DOCUMENTS * 

(Continued) 

* 	CERTIFICATE OF ORIGIN 

- separate certificate 

- legalization, countersigning may be required 

- generally special form required 

" 	INSPECTION CERTIFICATES 

- certificate of quality, quantity, conformity 

- affidavit by shipper or LNDPT Inspector 

" DOCK RECEIPTS, WAREHOUSE RECEIPTS 

- used for FOB and FAS port or export shipments 

- receipt confirmation at pier or warehouse 

* 	CERTIFICATE OF MANUFACTURE 

-	 used when payment prior to shipment but
 
after manufacture
 

Source: R. Smith, IMPEX, Columbus Ohio, 1992 
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INSURANCE
 

Everybody needs it 

Types of risks 

Free of damage 

Fire and sea perils 

Named perils 

All risk 

Losses covered under marine policies 

Particular average is damage to the goods 

themselves 

Total loss 

Reparable loss - can repair if damaged 

Replaceable loss - must replace if damaged 

Depreciation loss in value of shipment 

General average is shared loss 
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INSURANCE RESPONSIBILITY UNDER THE PRINCIPAL FOREIGN TRADE TERMS
 

TERMS OF SALE 

FAS VESSEL - Port of Export 

Seller's invoice includes delivery 
of goods along side overseas 
vessel within reach of loading 
tackle. 

FOB VESSEL - Port of Export 

Seller's invoice includes all 
expenses up to and including 
delivery of the goods on board 
overseas vessel at nned port. 

C&F - Point of Destination 

Seller's invoice includes the cost 
of transportation to the named 
point of destination, 

CIF - Point of Destination 

Seller's invoice includes the costs 
of Marine Insurance and trans-
portation to the named point of 
destination 

WHO MUST BE RESPONSIBLE 

Seller: 

Until the goods have been delivered 
along side the vessel or on the dock 
at the designated port of export. 

Until the goods have been placed on 
board the overseas vessel (Bill of 
Lading issued), 

Until the goods have been delivered 
into the custody of the ocean carrier 
(where received-for-shipment Bill of 
Lading may be issued) or until the 
goods are placed on board the 
overseas vessel (where On Board 
Bill of Lading is issued), 

Same as under C&F terms except' 
that seller is also obligated to 
provide and pay for Mlarine 
Insurance to the named point of 
destinationp 

J__destination. 

FOR ANY LOSS OR DAMAGE 

Buyer: 

From the time the goods are 
delivered along side the vessel or 
on the dock and thereafter until 
final delivery at ultimate 
destination. 

After goods have been loaded on 
board the vessel and thereafter 
until final delivery at ultimate 
destination. 

From the time goods are 
delivered into the custody of the 
ocean carrier or on board the 
vessel. 

Same as under C&F terms 
except that the buyer is giv en 
the benefit of the insurance 
placed by the seller and is 
responsible effecting settlement 
of any claims at point of 

WHO MUST INSURE: 

Buyer must provide and pay for 
Marine Insurance. 

Note: Seller should insure his 
risk of loss to the goods until 
they have been delivered FOB 
or FAS vessel. 0, 

Buyer must provide and pay for 
Marine Insurance. 

Note: Seller should insure his 
risk of loss until the goods have 
been delivered into the custody 
of the overseas carrier. 

Seller must provide and pay for 
Marine Insurance. 

Source: Kramer R.oland L., International Marketing 1970, Text Book. Copyright e South-Western Publishing Co., 
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PACKING 

The responsibility of the exporter. 
May receive special packing instructions from 
the buytr 

The more times a shipment is handled, 
the more possible damage and loss. 

Freight rates based on "weight or measure," 
whichever is larger. Additional packing material 
can add bulk and/or weight. 

(a) 	 Weight - gross weight including all packaging 
(b) 	 Measure - disassemble to reduce overall size 

of product 

May ship better and lower import duties. 

Reconciling conflicting packing factors 

(a) 	 safety - increased weight 
(b) 	 economy - additional packing costs more. 
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The ocean freight rate is based on commodity classifi
cation and weight or cube, whichever is the greater 
revenue. 

Example: 

Minimum bill of lading rate to the Midle East 
is $500.00 

Ocean freight rate is $250.00 per ton 

If the shipment only weighs 2,204# (metric ton) and is 
only 35.3 cubic feet, thz S/S line would charge the mini
mum bill of lading rate in order to receive the higher 
revenue. 

In contrast, if the shipment weighs 35,000# and is 650 
cubic feet, it would be based on the cube. 

35,000# divided by 2204 = 15.8 ton 
650 cubic feet divided by 35.3 = 18.4 ton 

$250.00 o/f $250.00 o/f 
x15.8 ton x 18.4 ton 

$3,950.00 $4,600.00 

Source: 	 D~cumentation of Inquiries. Ouotations, Preforms. Pricing, Order Entry and Shipin2. 
rMlichigan Community College. 
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KEY ELEMENTS OF CUSTOMER SERVICE TYPICAL 
MEASUREMENT 

Element Brief Description UNIT(S) 

Product The mo.t common measure of customer service. % availability 
availability Usually defined as percent in stock (target in base unit 

performance level) in some base unit (i.e., 
order, product, dollars.) 

Order cycle Elapsed time from order placement to order re- Speed and 
ceipt. Usually measured in time units and varia- consistency 
tion from standard or target order cycle. Note measurement 
frequently, product availability and order cycle base 
time combined into one standard. For example, 
"95% of ordcrs delivered within 10 days". 

Distribution Ability of system to respond to special and/or Response time 
system unexpected needs of customer. Includes expedite to special 
flexibility and substitute capability, requests 

Distribution Ability of information system of firm to respond Speed, accu
system in timely !.id accurate manner to customers' racy, and mes
information request for information, sage detail of 

response 

Distribution Efficiency of procedur_, and time reqaired to re- Response and 
system cover from distribution system malfunction (i.e., recovery time 
malfunction errors in billing, shipping, damage, c~airs) requirements 

Post sale Efficieacy in providing prLduct support after de- Response tim, 
product livery including technical information, spare parts quality of 
support equipmLcut modification, etc., as appropriate. response 

Source: La Londe, B.J. and Zinszer P., Customer Service, Oak Brook, I1.: National Council of Physical 
Distribution Management, 1976. 
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Customer Service Questionnaire* 

Listed below are a number of service elements which companies may provide to customers. In Column "2" list 
your most important supplier and in Column "3" list your second most import supplier. Within each column there 
are letters E, G, F, P, and N.O. Please evaluate each of your suppliers based on: E = Excellent, G = Good, F 

Fair, P = Poor, and N.O. Opinion. 

1) (2) (3) 
Specify ( ) Specify ( ) 

Ser'- ie Element (Most important (Second most 
supplier other than) important supplier 

other than) 

A. 	 PRODUCT AVAILABILITY 
1. Product availability 	 E G F P N.O. E G F P N.O. E G F P N.O. 

2. % of orders shipped complete E G F P N.O. E G F P N.O. E G F P N.O. 

B. 	 ORDER CYCLE TIME 

1. Speed of delivery 	 E G F P N.O. E G F P N.C. E G F P N.O. 

2. Consistent on-time delivery E G F P N.O. E G F P N.O. E G F P N.O. 

C. 	 ORDER HANDLING/SHIPPING 

1. 	 Adherence to customers' special ship- E G F P N.O. E G F P N.O. E G F P N.O. 

ping instructions 

2. 	 Ability to expedite orders to customers E G F P N.O. E G F P N.O. E G F P N.O. 

3. 	 Order entry procedures E G F P N.O. E G F P N.O. E G F P N.O. 

4. 	 Order ectry personnel E G F P N.O. E G F P N.O. E G F P N.O. 

5. 	 Transportation policy E G F P N.O. E G F P N.O. E G F P N.O. 

6. 	 Speed & accuracy in Liling E G F P N.O. E G F P N.O. E G F P N.O. 

7. 	 Expedient handling of billing errors & E G F P N.O. E G F P N.O. E G F P N.O. 

Credits 
z8. Handling of adjustment claims E G F P N.O. E G F P N.O. E G F P N.O. 

9. Availability of technical information E G F P N.0. E G F P N.O. E G F P N.O. 

D. 	 FINANCIAL TEPMS 

1. 	 Cash discount E G F P N.0. E G F P N.O. E G F P N.O. 

2. 	 Payment pcriod E G F P N.O. E G F P N.O. E G F P N.O. 

3. 	 Pricing policy E G F P N.O. E G F P N.O. E G F P N.O. 
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(1) (2) (3)
 

Specify ( ) Specify ( _ 
Service Element (Most important (Second most 

supplier other than) important supplier 

other than) 

E. 	 GENERAL MARKETING SUPPORT 
1. 	 Knowledgeable sales representatives E G F P N.O. E G F P N.O. E G F P N.O. 
2. 	 Availability of product information to E G F P N.O. E G F P N.O. E G F P N.O. 

you 

3. 	 Availability of promotion and pricing F G F P N.O. E G F P N.O. E G F P N.O. 
materials to castomers 

4. 	 Knowledgeable Technical Service E G F P N.O. E G F P N.O. E G F P N.O. 

F. 	 INFORMATION AVAILABILITY 

1. 	 Order stats information E G F P N.O. E G F P N.O. E G F P N.O. 
2. 	 Advance information on price changes E G F P N.O. E G F P N.O. E G F P N.O. 
3. 	 Advance information on new products E G F P N.O. E G F P N.O. E G F P N.O. 
4. 	 Availability of inventory status E G F P N.O. E G F P N.O. E G F P N.O. 
5. 	 Advance information on shipping E G F P N.O. E G F P N.O. E G F P N.O. 

delays E G F P N.O. E G F P N.O. E G F P N.O. 
6. 	 Advance information on order deletions 

and 	substitution'- E G F P N.O. E G F P N.O. E G F P N.O. 
° 7. 	 Back Oi". tatus 

G. 	 PHYSICAL DISTRIBUTION 

1. 	 Product identification E G F P N.O. E G F P N.O. E G F P N.O. 
2. 	 Order filling accuracy E G F P N.O. E G F P N.O. E G F P N.O. 
3. 	 Procedure for returned goods E G F P N.O. E G F P N.O. E G F P N.O. 

Please use space below to note any additional ideas or comments you may have relative to our service. 

CLASSIFWCATION INFORMATION (FOR TABULATION PURPOSE ONLY) 

1. 	 Type of Business 

2. 	 Primary End Use of Product 

3. 	 Job Title of Person Responding to This Questionnaire 

*Source.-	 La Londe, Bernard J. Ohio State University. 
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Executive Summary* 

Introduction 

In 1976, the Council of Logistics Management sponsored what was the first systematic and 
comprehensive industry-wide study of customer service. The publication of the study, entitled 
Customer Service: Meaning and Measurement (La Londe and Zinszer, 1976) provided an 
important source of information for focusing management attention on this important area. 

The original study was prompted by a number of external and internal factors on the business 
scene. The oil boycott in the early 1970's was causing continuing problems with managing 
corporate resources. Transportation costs were increasing; the cost of money had escalated to 
nev highs; and inflation was a wild card which created a huge measure of uncertainty. 
Traditional ways of meeting customer needs through accumulation of inventory and field 
warehousing were called into question by corporate management. Companies reached the point 
where they had to re-evaluate target se.rvice levels. The concept of different levels of service 
for different customers began to make the rouads in management thinking. 

A decade late the Council of Logistics Management decided that the topic of customer service 
should be re-examined. The reasons prompting the nev, study were different from those which 
prompted the original study. Logistics executives in 1987 face a different set of forces in the 
internal and external environment than their counterparts faced a decade ago. Global supply 
lines extending thousands of miles are common. Global competition for domestic markets is also 
a fact of like in the 1980's. Rapid changes in personal computer applications, electronic data 
interchange, barcoding, and order processing have expanded the technology menu for 
contemporary logistics managers. Decision support systems such as Distribution Resource 
Planning (DRP), Materials Requirement Planning (MRP), Direct Product Profitability (DPP), 
and others have changed the information requirementf and decision criteria in many firms. 
Artificial intelligence and expert systems have enhanced the range and accuracy of decision 
making for the firm. 

Through all of these changes the focus has remained on customers. Successful firms tend to be 
market or customer driven in their planning processes and in the execution of their plans. Many 
of the internal and external influences change the process by which companies achieve their 
objectives, but not the goal of custcmer satisfaction. 

Objectives of the Research 

The objectives of the 1987 CLM customer service study are expressed in the following set of 
questions. 

" 	 La Londe, B. J.; Cooper, M. C.; & Noordewier, T. G. Customer Service: A Management 
Perspective. Oak Brook, IL: Council of Logistics Management, 1988. 
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1. 	 What have been the primary themes during the past 10 years in the customer service 
literature? 

2. 	 What are the primary factors that have affected the customer service area in the past 
decade, and how have they affected the area? 

3. 	 How has the customer service baseline changed over the past 10 years? 
4. 	 What ae the most effective ways to integrate customer service practice into the strategic 

plan/planning of the firm? 
5. 	 What are the most likely future scenarios for the role of customer service in the firm? 

The objectives are broadly based by design, and the general objective of the study is to provide 
a basis for a state-of-the-art profile of customer service practice and policy. 

Approach to the Research 

The research was designed around three distinct phases. Phase I entailed a comprehensive 
review of the customer service literature. Research and writings primarily from the period 
1976-1986 were reviewed and analyzed by the study team. This analysis resulted in the 
bibliographies in Apliendix H. This analysis also served as input into th-1 design of the 
questionnaires used in Phase II of the research. 

The first part of Phase II included the design of three questionnaires. A detailed 28-page 
questionnaire was developed for shippers; and focused six-page questionnaires were developed 
for public/contract warehouse art.I for transportation companies. These questionnaires were 
structured around the key study questions. Selected sections of the questionnaires were designed 
so that shipper responses could be directly compared with carrier and warehouse responses. For 
example, factor ratings for the shipper and the third party providers could be compared on the 
same customer service dimensions. 

The shipper, carrier, and public warehouse questionnaires were mailed to a net of 1108, 222, 
and 301 potential respondents, respectively. The return rate for the shippers was 30 percent, 
for the carriers 40 percent, and for the public/contract warehouse firms the response rate was 
41 percent. It should be noted that the target respondents received a letter from the CLM 
President urging their cooperation approximately one week in advance of the questionnaire. A 
majority of the respondents were telephoned by a member of the research team after the 
questionnaire arrived requesting their cooperation in the study. 

The questionnaires were coded and verified to create the data base for the research. Based on 
patterns of response, the study team was able to categorize the responses into eight industry 
groupings: Food and Related, Chemical and Plastics, Pharmaceutical and Health Care, 
Automotive, Paper, Electronic, Clothing/Textiles, and Merchandise. All of the detailed survey 
findings are presented utilizing these eight categories (see the Technical Note, Appendix D, for 
more details on these categories). Those industries for which there was not sufficient response 
for a separate category were g-ouped into "Other Manufacturing." Frequency distributions of 
the data by each of the 403 study variables were verified by members of the study team. The 
final results of the survey phase of the research are presented in Appendices A-C. Appendix 
D of the report is a "Technical Note" which amplifies the classification procedures and other 
methodological decisions made by the study team. 
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Phase III of the research consisted of five case studies. The target companies were selected to 
illustrate key areas of customer service applications. One or two members of the study team 
visited eich company on site to develop the cases. The case write ups are contained in Chapter 
7. The companies studied are Caterpillar Inc., Digital Equipment Corporation, Federal Express 
Corporation, L. L. Bean, and Noith American Philips Corporation. The case studies were 
selected to illustrate specific "best practice" areas in customer service. The c,.se study 
experiences were also used to calibrate and valid.,,e the survey findings of the research. 

Assumptions 

In any study of this magnitude the researchers must make cetain decisions regarding data 
collection, analysis, and presentation. The 1987 CLM Customer Service Study was no 
exception, and the study team had to make a number of important assumptions regarding study 
design, data evaluation, and data presentation. The purpose of this sction is to share with the 
reader chese important assumptions and how they might impact the interpretation of the results. 
Some more technically related issues are discussed in Apoendix D of this report. 

This first important assumption was the design of the target sample for the mail survey. It was 
decided to target "expert" opinion at the policy/strategy level of the firm. Following this 
decision a list of carefully chosen senior logistics or distribution executives for the shipper 
survey and senior transportation or warehousing executives foi the third party survey was 
prepared as the sample base. A significant share of the target sample consisted of members of 
the Council of Logistics Management. The findings from this survey then are not "average" 
finding nor are they typical of U.S. industry findings. The results reflect a carefully selected 
segment of firms that are sensitive to issues of customer service, technology, and integrated 
logistics management. The findings are designed to represent cutting edge firms who are often 
leading business practice in customer service and in other areas. The study team chose this 
approach rather than a random survey of operating practice so that the findings from tie survey 
would point out future direction, not simple describe "average" practice. 

A second assumption dealt with the question of definition of terms. It is necessary in 
questionnaire design to use certain terms (e.g., JIT) for business practices that might be 
interpreted differently by different respondents. To avoid this circumstance, it would have been 
necessary to provide a multi-page listing of definitions to accompany the 28-page questionnaire. 
The s'udy team decided to use the terms themselves and allow respondents to self define them 
in answering the questions. This, of course, means that in some cases different respondents 
might define a word or a practice in various ways. The study team felt that on balance there 
was less to be lost form variable definitions than to be gained from additional questionnaire 
specification. However, variable respondent definitions for words like JIT, EDI, Contract, etc. 
could influence the survey results in some areas. 

Finally, in preparing this report, the study team has opted for an approach which full discloses 
the data to the reader. A detailed appendix was prepared after a careful insrection of each of 
approximately 400 study vaiables. If the data contained individual responses that were 
significantly larger or smaller than average, then medians rather than averages were used to 
describe a finding. If less than 50 percent of a sample cell responded to a specific question it 
was noted in the findings. Consistent with the design specifications, if less that six (6) 
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respondents answered a question, the result was not listed due to the non-disclosure policy. 
Those readers wishing a more technical description of data editing and evaluation should refer 
to Appendix D. 

Definition of Customer Service 

It is possible to define customer service in a number of different ways. First, customer service 
can be defined in an organizational context. That is, customer service can be defined as a set 
of functions resident in a specific organizational setting. This type o definition would usually 
state that the "Customer service department is responsible for . . ." A second common 

definition of customer service is one which reflects a performance expectation. In this type, 
customer service would he defined as: "Deliver 95% of orders within 7 days." 

A third definit.on of customer service, and one that reflects the underlying design and philosophy 
of this study, is a "process" view of customer service. In this context, customer service is 
viewed as a process which takes place between buyer, seller, and third party. The prozess 
results in value added to the product or service exchanged. This value added in the exchange 
process might be short term as in a single transaction or longer term as in a contractual 

The 	value added is also shared, in that each of the parties to the transactionrelationship. or 
contract are better off at the completion of the transaction than they were before the transaction 
took place. Thus, in a process view: Customer service is a processfor providing significant 
value-added benefits to the supply chain in a cost effective way. 

The respondents to both the 1976 and the 1987 sureys were asked to define customer service 
in their firms. There are some interesting qualitative differences between the 1976 definitions 
and the 1987 definitions. The majority of the 1976 respondents defined customer service either 
as a relatively narrow function (i.e., order entry) or as a performance standard. In 1987, the 
majority of the definitions were much more process oriented. Where 'specific functions or 
service levels were included in the definitions, they were typically imbedded in a broader 
definition and not stand-alone definition elements. The results of this part of the survey indicate 
that there has been some broadening of viewpoint on the concept of customer service over the 
past decade. The contemporary logistics executive views customer service as an important 
process which spans the functional relationships inside the firm and integrates the relationship 
with the suppliers and customers outside the firm. 

Major Findings 

#1 Customer service has moved from a descriptive/reactive activity of the 1970's to a 
proactive/management activity of the 1980's. 

Q 	 Customer service awareness isapproximately at the same level in 1987 as it was in 1976. 
What i; different is that management now measures it and differentiates the level of 
service. 

* 	 Technology (EDI) is being used to bring customer service on-line and make it proactive. 
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* 	 Customer service is becoming an important way of strategically differentiating the 
product (or service) for many firms. 

* 	 The evidence suggests that the customer service component of the marketing mix will 
become more important in the intermediate term future (1987-1990) compared with 
product, price, and promotion. 

#2 Customer service performance expectations are evolving into a window of acceptable 
Performance rather than a specific point or hurdle. 

* 	 The findings suggest a range of acceptable customer service performance rather than a 
specific point, fill rate is a 6 p.'.int window (i.e., 89% to 95%); backorder time is 
approximately 11 days to 17 days. 

* 	 Performance below minimum standards may result in punitive actions by the buyer, and 
performance above expected level may not result in increased market share. 

• 	 Acceptable levels of service quality seem to vary by industry; yet they seem to vary 
within some acceptable range rather than at a point. 

" 	 With a good customer, performance failure first results in discussion and then loss of 
market share. 

#3 Information has moved center stage in providing efficient and effective customer service. 

* 	 Accurate and timely information has probably become the single most important 
ingredient of an effective customer service relationship. 

* 	 Almost 1 out of 10 orders require some order status information before the product is 
delivered. Almost a third of respondents can provide this information within 10 minutes; 
the rest average almost 14 hours. 

* 	 Almost 1 out of 10 orders require some type of technical service information from the 
buyer. The need for technical information is highest in the chemical industry and lowest 
in the food industry. 

* 	 Logistics support agencies understand the importance of information to the shipper and 
the consignee. "Accuracy of Response to Inquiry" is ranked as most important among 
all of the customer service factors by both shippers and public warehouses. 

* 	 Approximately 7 out of 10 public warehouse respondents report they are in the 
operational stage of EDI with their customers. 

#4 A significant amount of change in iogistics systems is buyer-driven rather than sell
driven. 

" 	 Pressure for customer service performance is driven by the customer. New technology 
(i.e., EDI, barcoding, etc.) allows customers to track product and service performance 
in a real-time information environment. 

* 	 Many firms are being forced into EDI applications by their customers' reporting and 
routine transaction requirements. 

* 	 There are a number of cooperative industry action groups which are providing focus and 
momentum to buyer-seller-logistics support agency efforts to automate or streamline the 
el-ctronic communications interface. 
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Although there is high variance within industry groups, all industry groups feel that there 
are a number of competitive vendors that can offer a range of substitute products. 

* 	 Most firms feel that they are in a strongly competitive market: 2.27 on a scale of 1 to 
7, with 1 being "very competitive." 

#5 Contractual-driven systems rather than transactional-driven systems are becoming the 
dominant mode in many logistics systems. 

* 	 There is substantial movement toward contractual relationships in both transforation and 
public warehousing. This movement continues the trend that has been building since the 
early 1980's. 

" 	 The strong growth in JIT and EDI suggests an equally strong movement toward the 
dominance of contractual relationships over transactional relationships between buyers 
and sellers. 

* 	 The research findings suggest a gap between the "actual" relationship and the "ideal" 
relationship between shipper and carrier and between shipper and public warehouse. 

* 	 It appears that the question of customer service performance is becoming a focus of 
negotiation between buyer and seller. This negotiation could result in "tailored" 
customer service for an individual customer rather than an offer of "average" service. 

#6 There are significant differences in customer service practices and performance 
expectations by industry. 

* 	 Product flow patterns, product profiles, and customer service practices and policies vary 
substantially by industry. 

o 	 This variance includes different methods for measuring stock availability and other 
baseline measurements of customer service performance. 

#7 The scope of customer service activity in many firms has extended from the domestic 
to the international sphere of operations. 

* 	 As the likelihood of international partners in a global supply chain increases, the 
customer service performance expectations of both buyer and seller become more 
complex in scope and execution. 

• 	 Respondents report that they anticipate strong gains in both export and import shipments 
over the intermediate to long term horizon. This trend suggests expanded logistical 
involvement with vendors, customers, and third party logistics support agencies. 

#8 The pressure on customer service performance will continue to increase over the visible 
horizon. 

* 	 All of the survey findings suggest strong pressure from customers, competitors, and new 
techrnology to maintain higher standards of customer service. The expectation of the 
customer is higher and the capability of the customer to monitor performance on a real
time basis is steadily increasing. 
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Unit 7 HO 7-4 (Continued) 

Overall research results indicate that: 
- Inventory turnover at plant warehouses is expected to increase almost two-thirds by 

1995. 
- Total order cycle will decrease from 8.5 days in 1987 to 6.4 days in 1990. 
- The proportion of orders transmitted via EDI will increase from 22% in 1987, to 

39% in 1990, to 55% in 1995. 
- Outbound barcoded shipments wvill increase from 19% in 1987, to 49% in 1990, to 

67% in 1995. 
- The total number of carriers used by the shipper will decline from 80 carriers in 

1987, to 60 carriers in 1990, to 51 carriers in 1995. 
- Volume shipped JIT will increase from 19% of shipments in 1987, to 27% of 

shipments in 1990, to 32% of shipments in 1995. 

Guidelines for Implemertation 

Based on the survey findings and case analyses, guidelines are suggested below for implementing 
customer service strategies. The findings indicate that there must be a strategy for customer 
service to position the firm competitively and that this strategy must be consistently viewed and 
applied inside and outside the firm. 

#1 Recognize Customer Service as a "Boundary Spanning" Process-Both in Function and 
Geography. 

The objectives of a customer service program cannot be achieved within the logistics function 
alone, regardless of how broadly the function is defined. Other major functions of the firm such 
as marketing and sales, manufacturing, MIS, etc. must buy into and actively sunrort the 
objectives of the program. In this sense, an effective customer service program acts as an 
integrating force within the firm by bringing together diverse functions which play an important 
role in satisfying the customer. Similarly, effective customer service spans geographic 
boundaries and allows a global integration of customer-driven marketing strategy. 

#2 Customer Service Performance Metrics Should Re Buyer-Focused, Not Seller-Focused. 

Customer service metrics, or set of standards, that reflect a customer or buyer orientation rather 
than z seller orientation are more effective in driving a customer service program. Seller
focused standards can obscure genuine customer needs and delay response time to shifts in new 
customer requirements. Seller-cente, J standards insulate management from customer needs and 
often encouroge insensitivity to pressing customer needs. 

#3 Search for an Acceptable Range. of Service Rather Than a Required Point in the Design 
of Customer Service Systems. 

Most customers view service as a continuum rather than a specific point on a scale of service. 
This establishes a "window" of acceptable customer service opportunity. Performance within 
the window is generally acceptable to the customer. Acceptance of this window allows the seller 
to design a more flexible logistics system, usually with lower costs, and with no penalty in terms 
of market share or customer goodwill. 
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#4 Design Information Support Systems Which are Preemptive and Visible to Internal and 
External Partners. 

Information system technology should be desigaed to answer questions regarding customer 
service before they are asked. EDI advances allow a flexible and visible technology for buyer
seller communication. Information support systems should provide visible and timely 
information to not only the customer, but to all of the internal functions which require customer 
information for successful completion of their objectives. 

#5 1 t,'!rn How to Negotiate in a "Win-Win" Environment. 

The evidence suggests a strong shift from the traditional transactional based relationship among 
buyer and seller and third party to a contractual relationship. This relationship requires basic 
skills in negotiation, and further, skills in structuring new relationships in a "win-win" context. 

#6 Develop and Market a Corporate-Wide Metric Which Provides Accurate and Timely 
Monitoring of Key Result Areas in Customer Service. 

As noted in Guideline #1, customer service standards are not resident exclusively in the logistics 
function. Boundary spanning standards must be created which are acceptable to all internal and 
external components that monitor key result areas in customer service. It is important that this 
metric be broadly based and that the marketing function, the sales organization, manufacturing, 
and senior management accept and utilize the same set of customer-driven performance 
expectations. 

#7 Develop an Ongoing Process for Scanning Customer Service Input From the External 
Environment. 

Customer service does not exist in a corporate vacuum, but is affected by the competitive 
environment and other external inputs. In order to insure the relevance of the customer service 
program to the target customer mix, a method for continuously monitoring the elements of the 
external environment must be developed, tested, and set in place as a standard management 
practice. 

#8 Link the Corporate Planning Process to Customer Service Performance Expectations. 

In a period of rapidly changing technology, the customer service program must be especially 
sensitive to the overall goals of the corporation. Strategic deployment of corporate resources 
and decisions on inventory deployment, modal choice, EDI technology, etc. are necessarily 
linked. The evidence suggests that this linkage will be even more critical in the future as the 
pace of customer-influenced technology and the range of logistics system options for the typical 
firm increase. 
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Organization of the Report 

The report is organized into nine chapters and a set of appendices. Chapter 1 is an executive 
summary of thet :tudy and contains the principal findings from the research. Chapter 2 examines 
the literature and research on customer service for the past decade with a managerial 
perspective. Chapter 3 provides a contemporary managerial overview of customer service and 
outlines the corporate role of customer service. Chapter 4 presents the key findings from Part 
I of the shipper questionnaire. Chapter 5 presents the survey findings from an individual 
industry perspective. Chapter 6 views customer service from the perspective of the shipper and 
the third party supplier of logistics services. Chapter 7 presents the findings of a series of five 
case studies on selected customer service issues. Chapter 8 integrates the study findings and 
provides a pocus for implementation of customer service objectives. Chapter 9 provides a 
perspective on future issues, technology, and challenges in managing the customer service 
mission of the firm. 

The Appendix to the report is composed of eight separate parts. Appendix A is a statistical 
report of the results of the shipper questionnaire presented by nine industry groups and totals. 
The statistical appendices (A, B, C) are arranged sequentially by question in the questionnaires. 
The table numbers are keyed to the questionnr 'res and the actual questions used in the survey 
form are repeated on the tables if appropriate. Appendix B contains a statistical presentation of 
the responses to the public/contract warehouse questionnaire, and Appendix C contains the same 
information for the transportation respondents. Appendix D is a technical note that explores 
some technical issues in the survey methodology, data analysis, and presentation. Appendices 
E, F, and G are copies of the Shipper, Public/Contract Warehouse, and Transportation 
questionnaires which were used in the mail survey portion of the research. Appendix H is 
subdivided into two sections. Appendix H. i is an annotated bibliography of the customer 
service literature which focuses on the period from 1976 to 1986 and is in chronological order 
by year. Appendix H.2 is an alphabetical listing by author for the annotated sources listed in 
Appendix H. 1. 
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HO7-5 
rNVENTORY 

A. Background
 

1. Inventory notation 3llou)
 

D: annual demand in units 

S: procurement (ordering, setup) cost; 
$/order 

C: value (purchase cost) of unit in 
inventory, $/unit 

I: 	carrying cost as percentage of C;
 
% or decimal
 

Q (Q*): reorder quantity (EOQ)
 

TC: total annual cost
 

R: reorder point, units
 

LT: lead time
 

N: 	 number of orders placed per year
 

T: 	 order interval
 

n: 	 number of time units per year (days,
 
weeks, etc.)


D/n: average demand per unit of time
 
S' (oDDLT): 	standard deviation of demand,
 

units
 

r: safety stock, units
 

N (z): unit normal less integral
 

K: 	 backorder cost per unit
 

2. Assumptions:
 

Demand is known, continuous, uniform,
a. 

constant
 

b. Lead time 	isknown, constant
 
c.Ordering cost is known, constant
 
d.Holding cost is known, constant, linear
 
e. Supplied from one source with supply
 

available
 
f. (1)No stockout!; (2)all demand satisfied
 
g. Item never obsolete
 
h. Perpetual. inventory system
 
i.Cost of analysis isnegligible
 
J. Item demand is independent of other
 

item demands
 

3. 	 Reasons for carrying inventory 
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4. 	Reasons to avoid carrying inventory
 

5. 	Basic EOQ Model
 

rR-

a b 	 d
 

ab - cd = ef 

TC = purchase + ordering + holding 

= CD +0- s + IC 

minimize TC by TC DS IC -


N=D
 
#Dorders per year
 

T= 	I (Q* time interval between orders
 

R 	0 LT reorder point inunits
 
n
 

Sxamole:
 

LT = 2 weeks; D = 8000; C - $10; S - $30; ! - 30%
 

Q*'J:
qf-I- 2(39.3(10)}00O 400 units 

TC =8000 

i = Q* 

($10) 
=-800-

8000400 

+ 800(31+ .$(01=$81200 

~~~0 RDT 00 2 
20 R-D-LT..a8000?)--n 

307.7 units 
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HO 7-5 (Continued) 

D. Stochastic (Variable) Inventory Models
 

Now let's relax the assumption that demand Isconstant.
 
We will let itvary as it does inmost real world
 
instances.
 

1. iackground
 

Q -L
Q+B 

0~10
 

B = safety stock
 

R = Reorder point, which includes safety stock (n."t
 
the same as R for deterministic models).
 

Tjy ,lding+ order + TCO + prchases 

P(in stock in lead time period) X P(in stock during cycle)
 

TCB = holding extra inventory + stockout
 

Service level 	= 1 - stockout probability during LT
 
= 1 - P(DDLT>R)
 
- ?=
 

2. Variable demand - baFic model
 

We will calculate the EOQ the same for the moment. However,
 
we need a new reorer point that includes safety stock. There
 
are two ways to obtain R depending on whether demand varies
 
according to knowr probability distributions or not.
 

a.Case 1: 

DOLT isa random variable with known (calculated meae and standard deviation 

E(DDLT) = DLT p 

Assume: 	 constant LT 

variable demand 

0-Normal (p, a2) 

-D
DDN( 9, 2
 

IDLT-( D'T,"-DDLT)
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HO 7-5 	(Continued) 

2. cont.
 

where: 	 DLT = D x LT 

-rD"-LT = x 

Oemand during LT (ODLT) follows known probability distribution
 

(e.g., normal)
 

DOLT
 

R 1O7 + B
 

R =-U+Z OL"
 

We decide what service level (SL) is needed; e.g., 95% in stock
 
during lead time.
 

R(SL) = DLT Z(1.SL) 6 -DDLT 

= 10;6D'LT 2SL = .95 ; ULT 
 (.5)25 

R 95) 10 + Z(.05 ) . 5
 

= 10 4 1.65 • 5
 

18.25 -419units
 

p. 416 Ballou - Table 12a gives the following values 
for the service levels listed. R was calculated with the 
above formula. Note the rise in R with higher service levels. 

564
 



HO 7-6 

ABC ANALYSIS 

C = Item Cost 
D = Annual Demand 

In Price Order 

Item C D C * D 

1 $10 900 $9000 
2 5 2400 12000 
3 5 12000 60000 
4 3 600 1800 
5 1 18000 18000 

In Demand Order 

Item C D C * D 

5 $1 18000 $18000 
3 5 12000 60000 
2 5 2400 12000 
1 10 900 9000 
4 3 600 1800 

In Value Order 

Item C D C * D 

3 $ 5 12000 $60000 
5 1 18000 18000 
2 5 2400 12000 
1 10 900 9000 
4 3 600 1800 
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Customer service cnd
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HO 7-8 

CENTRALIZATION/DECENTRALIZATION EXERCISE 

Goods are shipped from the Unites States to nine points in western Europe, 

There are two choices examined by the video: 

Ship directly to each location through its nearest port. 

Ship to Rotterdam and distribute by truck to each location. 

Examine the attached cost and shipment information. Fill in any blank 
calculations. Be prepared to answer the following questions: 

a. What should be considered whcn deciding between a 
centralized or a decentralized distribution system? 

b. 	 In these examples, which distribution system is better? 

c. 	 What other factors should be considered besides just those 
in the examples before a final decision is made? 
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HO 7-8 (continued) 

HollandInternationalDistributionCouncil 

GENERAL DAM CASE--STUDY SAIFRIMWT CRSOLIDMCN 

SHIPPER FROM BALTIMORE SHIPS 7 LCL (LESS THAN CCNAINER LOAD) 
SHIPMENS TO EU1ROPE.
 

THE DESTINATIONS ARE : 	 THE VOLUMES ARE : 

425 ft 3 
FRANKFURT 

250 ft 3 
DUSSELDORF 

PARIS 	 350 ft 3 

105 ft 3 
AMSTERDAM 

285 ft 3 
MILAN 

350 ft 3 
LISBON 

MADRID 350 ft3 

2115 ft3
 TOM 
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!HO 7-8 (continued) 

HolRandIntemtionalDistributionCouncil-

A. SHIPPING ON THE TRADITIONAL METHOD, WHICH MEANS THAT ALL SHIPMEN'S
 
ARE SEND SEPARATELY TO THE MAINPORTS OF EACH COUNTRY OF DESTINATION, 
WILL RESULT IN THE FOLLOWING COSTS: 

- SEAFREIGHT-CHARGES TO: 

PORT: FINAL DESTINATION: 

HAMBURG FRANKFURT 425 ft3 - US$ 1.500,-

BREMERHAFEN DUSSELDORF 250 ft3 - US$ 875,-

LE HAVRE PARIS 350 ft3 - US$ 1.250,-

ROTTERDAM AMSTERDAM 105 ft3 - US$ 375,-

GE OVA MILAN 285 ft' - US$ 800,-

LISBON LISBON 350 ft3 - US$ 1.500,-

BARCELONA MADRID 350 ft3 - US$ 1.250,-

TOTAL SEAFREIGHT-CHARGES US$ 7.550,

- STFFING-COSTS US$ 720,

- TRUCKING EX-LOCAL EUROPEAN PORTS TO FINAL DESTINATION: 

PORT: FINAL DESTINATION:
 

AMBURG FRANKFURT 425 ft3 - US$ ,377,-


BREMERHAFEN DUSSELDORF 250 ft' - US$ 413,-

LE HAVRE PARIS 350 ft3 - US$ 395,-

ROTTERDAM AMSTERDAM 105 ft' - US$ 84,-

GE 'OVA MILAN 285 ft3 - US$ 502,-

LISBON LISBON 350 ft3 - US$ 159,-

BARCEL MADRID 350 ft3 - US$ 480,-

TOTAL TRUCKING CHARGES US$ 2.410,-

GRAM TOTAL US$ 10.680,
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2HO 	 7-8 (continued) 

HollandInternationalDistributionCouncil 

B. 	 SHIPPING ON THE ALTERNATIVE METHOD, WHICH MEANS TO CONSOLIDATE ALt 
SHIPMENTS IN ONE CONTAINER AND SEND IT TO ROTTERDAM. 

- SEAFREIGHT-CHARGES TO RTERDAM 
ONE 	 40' CONTAINR US$ 4.340,

- W0F44ARDING AND DELIVERY TO FINAL DESTINATICN
 
EX-ROITERDAM TO
 

FRANKFURT 425 ft3 - US$ 223,-


DUSSELDORF 250 ft 3 - US$ 163,-


PARIS 350 ft3 - US$ 300,-


AMSTERDAM 105 ft 3 - US$ 84,-


MILAN 285 ft 3 - US$ 451,-


LISBON 350 ft3 - US$ 556,-


MADRID 350 ft3 - US$ 480,-


TOTAL TRUCKING CHARGES 	 US$ 2.257,-


GRAND TOTAL US$ 6.597,-


SAVINGS:
 

A. 	TRADITIONAL SHIPPING METHOD:
 
SEPARATE SHIPPING TO THE EUROPEAN PORTS US$ 10.680,-


B. 	ALTERNATIVE SHIPPING METHOD:
 
CONSOLIDATED SHIPPING TO ROP'ERDAM US$ 6.597,-


TOTAL SAVINGS : 	 US$ 4.083,

-38%
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U.S. CUSTOMS REGULATIONS 

Entry Process 

Evidence of Right to Make Entry - goods may be entered only by the owner, 
purchaser, or a licensed customhouse broker. 

Entry is a two-part process: (1) file the documents to determine whether 
merchandise may be released from Customs, (2) file the documents to determine 
duty to be paid. 

A surety bond must be posted with Customs to cover any duties, taxes, and 
penalties which may accrue. 

Assessment of Duty: 

All goods entering the United States are subject to duty or duty-free entry. 
Dutiable goods are charged based on ad valorem, specific, or compound rates. 
Ad valorem (most frequent) is a percentage of the value of the merchandise. A 
specific rate applies per unit of weight or quantity. Compound is a combination 
of valorem and specific rates. 

Classification and Valuation of Goods 

All goods must state their classification, based on the Harmonized Tariff 
Schedule. The value for duty purposes is usually the transaction value, which 
must include the price of the merchandise, packing costs, selling commission, 
value of assist (any items provided free to assist ini production), any royalty or 
license fee, and the proceeds of any subsequent resale of the merchandise. 

If the transaction value cannot be determined, then four other methods may be 
used: the transaction value of identical goods, the transaction value of similar 
goods, the resale price in the U.S. (deductive), or a value computed by adding 
the production costs plus profit, assist, and packing costs. 

Marking 

Most items must be marked to indicated the country of origin in which the 
merchandise was manufactured, Several items do not have to have country of 
origin markings, such as works of art, buttons, livestock, newsprint, and nails. 
It is advisable to mark merchandise if at all possible. Certain articles are subject 
to special marking requirements, such as iron and steel pipe and pipe fittings. 
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U.S. CUSTOMS REGULATIONS 

Special Requirements: Prohibitions, Restrictions, other Requirements 

Some products have restrictions or prohibitions for entry. Certain agricultural 
products require inspection, such as fruits, vegetables, and livestock. Other 
products are essentially prohibited from entry, such as firearms and ammunition, 
unless a special license is obtained. All products are subject to the same federal 
regulations as domestic products, such as health and safety regulations. 

Source: Importing into the Unites States, Department of the Treasury, United States Customs 
Service, Washington, D.C. 20229, September, 1991. 
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POLISH CUSTOMS REGULATIONS 

(To be Completed in Poland) 
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DOCUMENTATION FOR INTERNATIONAL SHIPMENT* 

THE INTERNATIONAL SHIPMENT 

With a channel system in place, the next concern of the international mar
keter is getting the product to the distributor. In domestic operations this 
typically involves only (1)the shipper, a carrier, and the receiver and 
(2) relatively simple paperwork. International shipments are more tompli. 
cated on both dimensions. 

International shipments usually involve not just one carrier but mul
tiple types of carriers. The shipment must be routed to the port of export. 
where It is transferred to another mode of transportation-for example, 
from truck or rail to vessel. Documentation for international shipments is 
universally perceived as so complicated, especially by smaller firms, that 
it becomes a trade barrier. A Canadian study found that 46 person-hours 
were needed for the processing of one export shipment:' 1 the U.S. Depart
ment of Transportation pegged it at 36 hours." As the result of recent 
efforts toward standardization, most of the documents needed are now 
aligned through a system called the U.S. Standard Master for International 
Trade. Certain standard entries, such as export carrier and document 
number, are In the same position in all of the forms. As part of the 1992 
program, the EC is simplifying its required documentation for shipments. 
Whereas drivers earlier needed two pounds of documents on a route, for 
example, from Amsterdam to Lisbon, they now only need a single piece of 
paper. The savings on the elimination of this red tape is significant." In
creasingly, electronic data transfer will be replaciirg paperwork. 

Few international marketers, especially small or medium-sized firms 
and those new to exporting, are familiar with the many and varied details 
involved In transportation. These may include arranging for shipment 
from the factory, transfer from train to vessel, securing of rates and space 
on vessels, clearing U.S. Customs, stowing, delivery at the port of destina
tion to docks, clearance through local customs, and finally delivery to the 
buyer. Larger exporters have a separate department or staff to secure trans
portation services and proper documentation, whereas smaller firms rely 
on support agencies for this work. 

Documentation 

are a bill 
of lading and an expoil declaration. Most exports fit uaider ageneral li
cense, which Isa generalized authorization consisting simply of a number 

In the most simple form of exporting, the only document. need .ri 

"Wayne D. Mays, "Documentary Problems or Internationa: Transportation," Journal of 

World Trade Law 12 (November-December 1978): 506-518. 

"Ray J.Sampson, Martin Farris, and David L. Shrock. Domestic Transportation: Practice. 
Theory, and Policy (Boston: Houghton Mifflin. 1985), 106. 

"Business Week, "Reshaping Europe: 1992 and Beyond," December 12. 1958, 48-51. 
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TABLE 12.8 1 Documentflon for an International Shipment 

A. Documents required by the U.S. government 
1. Shipper's export declaration 
2. Export license 

B. Commercial documents 
1. Commercial invoice 
2. Packing list 
3. Inland bill of lading 
4. Dock receipt 
5. Bill of lading or airway bill 
6. Insurance policies or certificates 
7. Shipper's declaration for dangerous goods 

C. Import documents 
1. Import license 
2. Foreign exchange license 
3. Certificate of origin 
4. Consular Invoice 
5. Customs invoice 

Saurce: Dun & Bradstreet. Exporter's Encyrlopedia (New York: Dun &Bradstreet, 1g8S). and 
Maria Ortiz-Buonafina. Profitable Export Marketing (Englewood Cliffs, N.J.: Prentice-Hall. 
19841. 218-245. 

to be shown on the documents. Certain goods and data require a special 

validated license for export, as discussed in Chapter 4. For importati6 n the 

basic documents are a bill of lading and an invoice. Table 12.8 provides a 

summary of the main documents used in international shipments. 
The bill of lading (see Figure 12.8) is the most important document to 

the shipper, the carrier, and the buyer. It acknowledges receipt of the 

goods, represents the basic contract between the shipper and the carrier, 
and serves as evidence of title to the goods for collection by the purchaser. 
Various types of bills of lading exist. The Inland bill of lading is a contract 
between the inland carrier and the shipper. Bills of lading may be nego

tiable instruments in that they may be endorsed to other parties (order hill) 

or may be nor-negotiable (straight). The shipper's export declaration (see 
Figure 12.9) states proper authorization for export and serves as a means 
for governmental data collection efforts. 

The packing list, if used, lists in some detail the contents, the gross and 

net weights, and dimensions of each package. Some shipments, such as 

corrosives, flammables, and poisons, require a shipper's declaration for 

dangerous goods. When the international marketer is responsible for mov

ing the goods to the U.S. port of export, a dock receipt (for ocean freight) or 
awarehouse receipt (if the goods are stored) is issued prior to the issuance 
of the bill of lading. Collection documents must be also produced, which 
always include a commercial invoice (a detailed description of the trans
action), often a consular invoice (required by certain countries for data
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'GLIRE 12.9 s Shipper's Export Declaration 
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HO 7-11 (Continued) 

collection purposes), and a certificate of origin (required by certain coun
tries to ensure correct tariffs). Insurance documents are produced when 
stipulated by the transaction. In certain countries, especially in Latin 
America, two additional documents are needed. An import license may be 
required for certain types or amounts of particular goods, while a foreign 
exchange license allows the importer to secure the needed hard currency 
to pay for the shipment. The exporter has to provide the importer with the 
data needed to obtain these licenses from governmental authorities and 
should make sure, before the actual shipment, that the importer has in
deed secured the documents. All commercial shipments to West Germany, 
irrespective of value or mode of transprrt, require a commercial invoice, 
bill of lading (or airway bill), certificate of origin, and any special docu. 
ments required due to the type of goods being forwarded. 

Whatever the required documents, their proper preparation is of utmost 
importance. Improper or missing documents can easily had to difficulties 
that will delay payment or even prevent it. Furthermore, improper docu
mentation may cause problems with customs, as shown in The Inter
national Marketplace 12.3. Ifa customs service seizes the merchandise, 
delays can be measured in weeks and may end up in total financial loss for 
the particular shipment. However, with adherence to release procedures, a 
seizure case can usually be guided through without m3jor loss to the inter
national marketer." 

Support Agencies for International Shipments 

Sever3l types of support agencies provide servle-es in the physical move
men! of the goods. An International freight forwarder acts as an agent for 
the international marketer in moving cargo to the overseas destination. In
dependent freight forwarders are regulated and should be certiFod by the 
Federal Maritime Commission. The forwarder advises the marketer on 
shipping documentation and packing costs and will prepare and review 
the docunents to ensure that they are In order. Forwarders will also book 
the nece, ;ary space aboard a carrier. They will make necessaiy arrange
inents to :lear outbound goods with customs, and after clearance forward 
the documents to either Z.Ne customer or to the paying bank. A customs 
broker serves as an agent for an importer with authority to clear inbound 
goods through customs arid ship them on to their destination. These 
functions are performed for a feo. Customs brokers are regulated by the 
U.S. Customs Service. Nonvessel-operating common carriers consolidate 
freight Into containers and thus provide attractive rates to international 
marketers whose shipments are less than full containerloads. 

"DavFd Serko and i3arry Kaplan, "What to Do When Customs Seizes Your Merchandise," 
G!cboJ Trade 3 (October 1988): 15-15. 
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THE INTERNATIONAL MARKETPLACE 

Dealing with Customs The United States Customs Service Is re
sponsible for enforcing the rules and regulations of more than 40 
government agencies. In its cffort to fulfill Its expanding tasks in an 
era of tigtening budgets, the agency has ccntralized lnspectior,'., 
reassessed personnel needs, ond deployed the Automated Commer
cial Service, a computer network for the management and process
ing of trade information. 

The extent of its task and the volume of trade make the agency a 
target of criticism. It processes ovtr sevenz million merchandise en
tries a year, and for :he majority of importers the main complaint 
is the delay in clearl-ig their shipments. "You can get a shipment 
from the Orient in a matter of hours-and have It sit for 12 days in 
somu cases," said Gordon Freun~d, chairman of the Textile and Ap
parel Group of the American Associntion of Exporters and Impor
ters. Some shipments may be tied up longer If improprietiesare 
alleged. 

Customs officials reject the majority of such criticism. A rising 
percentage of goods-about 80 percent in large poils like New 
York-is cleared without requiring any inspection beyond sim
ple document checks. The most expensive checks for importers, 
such as those involving the emptying of entire shipping contain
ers, rarely occbr unless customs agents find discrepancies in 
documents or discover violations duringcursory dockside 
inspections. 

Customs violations run the gamuit from innocent mistakes and 
simple negligence, such as improper labeling, to outright fraud by 
importers seeking to bring in counterfeit goods, dodge quotas, or 
ovoid duties. Penalties for criminalfraud can be as severe as two 
years' imprisonment and a $5,000 fine for each violation. False la
belir 3 that results in underpayment of duty can lead to a penalty 
of eight times the amount of underpayment in the case of fraud, or 
two times the value in the case of simple negligence. 

CLsto-ns has the authority to seize goods, order them returned to 
theircountry of origin, damage them if necessary In Its investiga
tion, and order their return for furtherinspection if examination of 
samples raises qu.estions. Disputesmay last years if appealed to 
the federal courts. 

Source: "Importers''Horror Stories,'" The New York Times, April 21, 1987, D. 

Source. M. Czinkota and I. Ronkainen. International Marketing. Second Edition. 
Copyright 01990. Chapter 12, pp. 376-381. 
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INQUIRIES/QUOTATIONS/PROFORMAS/ 
/PRICING/ORDER ENTRY SHIPPING* 

An inquiry is received from an international customer by mail, telex, facsimile, telephone or 
some other means of express mail service. 

TOi'e most popular and ime-saving system today is the facsimile machinc. However, if the 
inquiry is received ovei the telephone it should be followed up by a mail or fax confirmation. 
This is to ensure there were no errors or misunderstanding in the translation of the handwritten 
inquiry. 

Errors in intcrnation,1 sales can become very costly for both the buyer and the exporter. 
Accuracy is a MUST to obtain higher profits and keep expenses to a minimum. 

The customer, in most cases, will tell you exactly what his requirements are relative to material 
requested, quantities, and how he wishes to have it quoted (whether FAS port, FOB factory, 
C&F or CIF foreign port). 

If at this point you find that there are any particulars you cannot conform to, you advise your 
customer and give him the options available. You can also advise him of the only possible way 
to do business and quote him on this basis. 

Example of how to respond to your customer's particular needs: 

A. 	 If the customer requests different specifications, your company may re-design this product. 

B. 	 The customer may request open account terms and the exporter only wishes to sell on letter 
of credit. 

C. 	 The inquiry may be too small and the freight charges would be too exorbitant. You don't 
want to discourage a sale, so you may request that the customer contact a local wholesaler 
or increase their inquiry. 

D. 	 Buyer may request extended shipping dates which would not be acceptable unless prices 
were adjusted at time of shipment. 

These are c.aly a few examples. There could be many situations that may not be acceptable to 
the exporter. 

Quotation 

In preparing the quotation, make sure you understand and can read the inquiry! 
CORRECT any discrepancies at this time. 

*Source: Passport to Export, St. Clair Conmunity College. 
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The quotation should contain the following information: 

A. 	 Quotation number, which can be programmed in the computer to be assigned automatically. 
B. 	 Seller's company name, address, telex, telephone and facsimile numbers. 
C. 	 Customer's full address. 
C. 	 The date of quotation being issued. 
E. 	 Customer's reference number. 
F. 	 Description of the product being quoted. 
G. 	 Item number, either the computer assigned item number, or if the customer has special 

numbers, use those. 
H. 	 Size, part number, weight per item, total weight, net price and total value. 
I. 	 Grand total price (quoted in U.S. dollars). This eliminates any confusion as to what 

currency it is to be re.mitted against. 
J. 	 Quotation validity. 
K. 	 Payment terms - CIA, O/A, L/C, etc. 
L. 	 Shipping terms - whether it is FOB factory, C&F foreign port, etc. 
M. 	 If the quote is issued on an FOB or FAS U.S. port basis, the estimated gross weight and 

cubic displacement is calculated and shown on the quotation. 

Any other pertinent information (that you feel is important or necessary) can be included at the 
botte-n of the quotation. The more information you can supply to the cistomer, the better 
understanding he/she/they will have. 

Proforma Invoice: 

Occasionally, a PROFORMA INVOICE has to be prepaied. This is a preliminary, provisional, 
temporary invoice covering a contemplated (not actual) shipment, which may or may not be 
made in the future. 

Its purpose is to enable the overseas buyer to take care of certain requirements before his order 
can be Iaced. 

A. 	 Customer may need a proforma invoice to apply for an Import License. 
B. 	 Customer may need it to establish his letter of credit. 

Preparing Final Documents: 

After you have completed your customer's order (or partial shipment if that is the case), final 
documentation must be prepared and instructions given to the forwarder. 

At this state, the material is all packed, boxed, marked and ready to be shipped from the factory. 
The shipping Department would order in the trucking or container firm to move the material to 
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the port. 

The forwarder can be advised of the vital information covering this shipment, so they can 
contact the steamship lines for a vessel booking. 

A. 	 Begin preparing final documents by having a commercial invoice issued which lists all 
necessary information. (Examples can be provided for class use). 

B. 	 A letter of instruction for the forwarder is issued, giving all banking and shipping 
information needed to complete the forwarder's phase of paperwork. 

C. 	 Include any other document that is either required by the customer or is a government 
regulation. 

D. 	 Copy of the letter of credit and all amendments if those were the sales terms used. 
E. 	 Packing List - must indicate exactly what is being exported. Information includes the 

following: 

1. 	 Ship to address. (can also show specified shipping line) 
2. 	 Sold to address. 
3. 	 Box markings 
4. 	 Shipper's order number. 
5. 	 Individual box numbers and dimension. 
6. 	 Quantity per box. 
7. 	 Part number. 
8. 	 Description of the product packed in each box. 
9. 	 Weight per box in both pounds and kilos. 

10. 	 A bottom summary showing a grand total of number of pieces, boxes or pallets and 
cubic feet. 

The ocean freight rate is based on commodity classification and weight or cube, whichever is 
the greater revenue. 

Example: 	 Minimum bill of lading rate to the Middle East is $500.00 
Ocean freight rate is $250.00 per ton. 

If the shipment only weights 2,204# (metric ton) and is only 35.3 cubic feet, the S/S line would 
charge the minimum bill of lading rate in order to receive the higher revenue. 

In contrast, if the shipment weighs 35,000# and is 650 cubic feet, it would be based on the cube. 

35,000# divided 	by 2204 = 15.8 ton 
650 	cubic feet divided by 35.3 = 18.4 ton 

$250.00 c/f $250.00 o/f 
x 15,8 ton x 18.4 ton 

$3,950.00 $4,600.00 
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HO 7-12 (continued) 

The forwarder receives the paperwork from the exporter, and he/she begins to prepare the 
balance of the documents required. 

Your forwarder will prepare a so-called duplicate bill of lading and fax it to the S/S line. There 
is a five day minimum to accomplish this. 

The forwarder will prepare all the balance of the documents required in the L/C, they will check 
the exporter's documents for any discrepancies, prepare any documents that require legalization, 
and forward them to the proper consulates. 

After the forwarder receives the documents from the consul and the S/S lines, the forwarder 
would ccrsolidate all the paperwork, make out the draft and forward the complete set to the 
U.S. bank with copies to the exporter with a bill of charges for shipment costs. 

The U.S. bank will examine all the documents, and if they have the authority to pay, they will 
remit the funds and forward the documents to the foreign bank, so the material can be cleared 
upon arrival. 

If the U.S. bank is not authorized to pay, they will examine the documents for any discrepancies 
and then forward them on to the foreign bank. 

PRICING 

Payment terms and pricing policies are critical factors to be examined before selling in the
 
international market. In many cases acceptable terms may vary from country to countr, or
 
customer to customer.
 

To be successful, the potential exporter must determine:
 

- At what price the product will be competitive in the foreign market;
 
- The market demand and local competition; and
 
- The cost of exporting (vs. domestic sales).
 

Choosing payment terms agreeable to both parties:
 

- Determine risk of receiving (or not receiving) payment
 
- Determine creditworthiness of buyer through credit check
 
- Cost of payment methods-fees from bank
 
- Payment terms chosen will depend on amount of trust in buyer's ability to pay
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METHODS OF PAYMENT 

1. 	 Cash in Advance: 
- Payment is made before goods are shipped. 
- Most desirable to seller - not always acceptable to buyer. 
- Seller has imm-.diate access to cash.
 
- Increased risk to buyer - money tied up before receipt of goods.
 

2. 	 Open Account: 
- Difficult to collect money if buyer defaults on payment. 
- Longer terms are necessary for international payment than for domestic buyer won't 

usually pay until 60/90/120 days after receipt of goods. 
- Exporter's capital is tied for long period of time.
 
- Only able to take buyer at his word - little recourse if payment is not made.
 
- Some countries require government permission to purchase, so banking terms are
 

sometimes required. 

3. 	 Consignment Sale: 
- Material is shipped to foreign distributor to be sold on behalf of exporter. 
- Capital may be tied up for a long (indefinite) time period. 
- Exporter retains title to goods until they are sold; payment is sent to exporter after sale 

is made. 
- Exportcr has little control once goods are shipped to foreign distributor. 
- Not usually recommended method in international arena. 

4. 	 Sight Draft: 
- Bank acts as third party in this type of transaction. 
- Documents are presented to foreign bank for payment. 
- Payments must be made before goods can be received. 
- Documents are forwarded, with shipment, to freight forwarder. The freight forwarder 

then finalizes documents and prepares draft to be sent to bank for payment. 
- After receiving documents, bank contacts buyer. 
- Seller retains title until goods arrive and are paid for. 
- Title is transferred upon receipt of payment. 
- Risk lies in the fact that buyer can refuse to pay between time of shipment and 

presentation of documents; if the buyer refuses to pay, it becomes the scller's 
responsibility to have goods returned. 

- Buyer can delay paying for goods. 

5. 	 Cash Against Documents: 
- Title to goods is transferred upon receipt of payment to bank. 
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6. 	 Time/Date Draft: 
- Payment is required sometime after goods are received. 
- Documents are forwarded to foreign bank who, in turn, contacts buyer. 
-	 Buyer signs acceptance at bank and is given documents to retrieve goods. 

The acceptance is a promise to pay at some later date. 
-	 Time draft obligates buyer to pay within stated "time period". 
-	 Date Draft gives a specific date on which payment is due. 
-	 With a time draft, buyer can stall on ac-eptance, so payment will be due at a later 

date. 
- The date draft eliminates this possibility. The date will not change. 

7. 	 Letter of Credit: 
- Irrevocable - The foreign bank will pay seller even if the buyer defaults. 
- Revocable - L/C can be revoked without exporter's permission. 
- Confirmed (by U.S. bank) - U.S. bank will pay seller even if foreign bank defaults. 
-	 Unconfirmed - U.S. bank can wait to receive payment from foreign bank before 

paying exporter. U.S. bank may pay exporter upon receipt of documents. If foreign 
bank later defaults on payment, U.S. bank has recourse to collect from exporter: 

a. Seller/buyer agree on terms of payment - according to earlier quotation. 
b. Buyer contacts his local bank to open L/C. 

- Letter of credit includes complete instructions to seller for payment. 
c. Foreign bank issues irrevocable L/C and forwards to U.S. (advising) bank. 
d. U.S. bank forwards L/C to seller with (or without) confirmation. 
e. Exporter reviews all conditions to determine if all terms and shipping schedule 

can be met. 
- If all can't be met seller must immediately contact customer for 

amendments. 
f. When goods are ready for shipment, seller forward goods and documents to 

freight forwarder. 
g. Freight forwarder completes documents and presents to U.S. bank according 

to letter credit terms. 
h. Bank reviews documents - if all in order the bank then issues check to seller 

if letter of credit was CONFIRMED. 
i. Documents are then sent to foreign bank to be reviewed and passed to buyer 

enabling buyer to claim goods. 

8. Barter 

Please Note:
 

Fees vary according to banks for handling letters of credit and drafts.
 

Original quotation should state "all fees for the account of buyer."
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To avoid added risk, ask for payment in US $ on quotation. 

ORDER ENTRY - SHIPPING 

Prepare the customer's order in the following manner: 

Following customer inquiry & proforma invoice, exporter receives P.O. 

Customer purchase order (contract) & letter of credit if necessary 

- Review P.O. for discrepancies from Proforma Invoice 
If terms are acceptable, enter P.O. for production. 
If changes are necessary, contact customer before entering order. 

Prepare documents when the order is reAdy for shipment from factory. 

- Necessary documents include standard forms plus any additional documents requested by 
customer 

- Contact tricking company to pick the goods up from factory 
- Notify freight forwarder of forthcoming shipment 

BOOKING THE SHIPMENT 

An export clerk should consider the following documents when booking an export shipment. 

Standard Documents 
a. Inland Bill of Lading 

- "Ship To" and "Ship From" addres and name
 
- Inland terms - prepaid or collect
 
- Value of shipment
 
- Gross weight & number of cartons 
- Export mark - identical to that on invoice, packing list and cartons
 

Company name and country of ultimate destination
 
Purchase order number
 
Number of cartons
 
Letter of credit number (if applicable)
 

- Used to link separate cartons in a shipment
 
- Description of contents of shipment
 
- Class of shipment
 

b. 	 Invoice 
- "Sold To" and "Ship To" 
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- Gross and net weight of shipment 
- Quantity and measurements of cartons 
- Purchase order number and invoice number 
- Shipping date and invoice date 
- Description (complete) of contents of shipment - this may be required to be written 

in native language of buyer 
- Export mark - same as above 
- Total value carried out to FOB point 

c. 	 Packing List 
- Includes same information as invoice except no VALUE is shown 

d. 	 Shipper's Letter of Instruction (SLI) 
- Pre-printed form or letter on company letterhead 
- Instructions to freight forwarder or airline handling shipment 
- Method of shipment -- prepaid or collect 
- Payment terms - special instructions for freight forwarder if banking is involved, i.e. 

consign material to foreign bank, not customer 

- Schedule B classification information
 
- Value of shipment
 
- Insurance information
 
- List of documents included and needed for bank
 
- Instructions for contacting bank or buyer upon shipment 
- Export license information 
- EIN 	number - Employer Identification Number 
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APPENDIX
 

IMPORT AND EXPORT GUIDES 
AND DOCUMENTS 

IMPORT GUIDE
 

STEAMSHIP COMPANY MOTOR CARRIER 20. Stamps Delivery Order or tally
 
sheet.
 

8. Secures interchange agreement with 
1. 	Notifies consignees two days prior to steamship companj on containers. TERMINAL OPERATOR
 

ship's arrival.
 

9. Ascertains expiration of free time and 21. Calls driver for loading. 
2. 	 Provides freight release to terminal availability of cargo for pickup before 

operator. dispatching driver to pier. 22. Assigns checker and loading spot. 

BROKER 10. 	Provides driver with original and CUSTOMS
 
copy of Delivery Order before
 

3. 	 Obtains customs release, freight release, departure to pier. 23. Performs all necessary functions
 
Department of Agriculture clearances, prior to the release of cargc.
 

etc., 	 before contacting motor carrier. 11. Contacts terminal operator to make
 
appointment, if required, at least 24 TERMINAL OPERATOR
 

4. 	Forwards to motor carrier en original of hours before pickup. 

the Domestic Bill of Lading and an 24. Loads cargo onto vehicle with pier 

Original Delivery Order, which 12. Checks Bill of Lading and Delivery personnel. Checker notes exceptions 

authorizes pick-up of import cargo. Order for completeness, as above. and shortages. 

5. 	Checks Bill of Lading for completeness: 13. Dispatches truckman to the pier. 25. Retains original Delivery Order. 

/ forwarder's name 
/ shipper's name TERMINAL OPERATOR DRIVER 

/ ultimate consignee's name 
/ mcor carrier making pickup 14. Issues pass to driver at gatehouse. 26. Assists in and/or supervises loading 
/ vessel of vehicle. 

/ arrival date 15. Checks Delivery Order for 
/ 	 voyage number completeness and legibility, as above. 27. Signs tally and loading ticket.
 

/ ocean bill of lading number Exceptions and shortages noted.
 

/ pier number and location 16. Verifies motor carrier's credit rating
 
/ marks and numbers for loading charges. 28. Reports back to delivery office, if
 

/ number of packages required.
 
/ description of goods 17. Makes arrangements for payment of
 

/ gross weights demurrage, if any has accrued. 29. Retains copy of Delivery Order.
 

/legible signatures 

18. Directs driver to pier customs 30. Surrenders gate pass at gatehouse. 
7. 	 Guarantees with terminal operator office. 

loading charges and demurrage. MOTOR CARRIER
 

CUSTOMS
 
31. Advises broker of completion of 

19. 	Verifies driver's papers against cargo pickup. 
pre-lodged Customs permits. 

Source: The Port Authority of New York and New Jersey. 
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EXPORT GUIDE
 

SHIPPER 8. 	Obtains Dock Receipt from forwarder 14. Checks driver's papers:
 

or other representative to accompany / Dock Receipt
 

1. Prepares Domestic Bill of Lading for cargo. / Permits
 

movement of cargo to pier, and sends
 
copy to his forwarder at the port of 9. Contacts terminal operator to make 15. Calls driver for unloading
 

loading, along with packing list. appointment for special handling or
 
equipment, if required, at least 24 16. Assigns driver a checker and an 

2. 	 Check! Bills of Lading: hours before delivery, unloading spot. 

/ number of packages 
/ marks and numbers FORWARDER DRIVER 
/ description of cargo 
/ foreign destination 10. Provides Dock Receipt and special 17. Unloads his vehicle (using extra pier 

,V gross weights of each package permits, if any, to delivering motor labor is optional, at rates specified in 

shipped carrier, the Terminal Conference tariff.) 

/ local party to be notified 
11. Checks Dock Receipt for complete- 18. Obtains signed copy of Dock 

3. 	Marks cargo plainly, to .how: ness. Rer"ipt, and receipt for extra labor, if 

" gross and net weights V name of shipper used. 

* cubic measurement / name of vessel 
" foreign destination / ports of loading and discharge TERMINAL OPERATOR 
" identification marks / number and type of packages 
" country of origin / description of cargo 19. Retains original of Dock Receipt. 

/ ross weight, dimensions, and
 

MOTOR CARRIER cubic measurement of each DRIVER
 
package
 

4.Secures interchange agreement with / marks and numbers 	 20. Surrenders gate pass at gatehouse. 

steamship company on containers. / shipper's export declaration
 
number, if required. TERMINAL CPERATOR
 

5.Accepts cargo for transit to the port of 
loading. 	 DRIVER 21. Forwards Dock Receipt to
 

Moves his truck on line upon arrival steamship company.
 
6.Advises freight forwarder or shipper's 12. 


local representative of cargo's arrival in at pier. STEAMSHIP COMPANY
 
the port. TERMINAL OPERATOR 22. Issues Ocean Bill of Lading to 

7.Obtains the following information from shipper or his agent.
 
forwarder or representative: 13. Issues pass to driver at gatehouse.
 

" name of vessel
 
" sailing date
 
" pier number and location
 
" location of any special permits
 

needed to clear hazardous or
 
oversize cargo for acceptance by
 
ocean terminal.
 

Source: The Port Authority of New York and New Jersey. 
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IMPORT DOCUMENTS
 

1. Arrival Notice 
Sent by the carrier, it informs the "notify party" 
of the estimated Arrival date of the vessel, 
identifies the shipm.nt with some details, such as 
number of packages, weight, etc., ad indicates 
when free time expires. Often is also a freight 
bill. 

2. Customs Entries 
A form required by U.S. Customs for entering 
goods into the United States. The form contains 
information as to the origin of the cargo, a 
description of the merchandise and estin'ated 
duties applicable to the particular commodity. 
Estimated duties must be paid when the entry is 
filed. 
a) Entry (formeily known as I.D. Entry)-A set 
of documents and forstis which-when presented 
to U.S Customs in proper form-will release the 
cargo. Within ten days after release ot the cargo 
a set of documents and forms known as the 
"Entry Summary," which contains the tariff 
schedule numbers and duty calculation, must be 
filed, accompanied by the duty check. 
b) Entry, Entry Summary (a combination of the 
Entry and the Entry Sumniary)-A set of 
documents and forms required by U.S. Customs 
for certain "trade sensitive" imports, such as 
textiles and any other quota merchandise. 
Payment of duties must accompany submission of 
documents. 
c) Delivery Authorized Document (DAD)--A 
form prepared by the Customs Broker and 
authorized by U.S. Customs, after presentation 
and approval of Entry or Entry Summary, and 
lodged witn the carrier as evidence of Custom 
release. 
d) immediate Transportation Entry-Allows the 
cargo to be moved from the pier to an inland 
destination via a bonded carrier without the 
payment of duties or finah.ation of the entry at 
the port of arrival. Known as an I.T. Entry. 
e) Transportation and Exportation Entry and 
Immediate Export Entry-Allows goods to enter 
the U.S. for the purpose of trans-shipments to a 
third country (known as T.&E. or I.E. Entry). 

are other types of entries such as 
Temporary Importation Entries, Foreign Trade 
Zone Entries, and Drawback Entries. Consult 
with a licensed Customhouse Bvoker for further 
information.) 

[(There 

3. Carriers CertificAte and 
Release Order 

Used to advise Customs of the details of the 
shipment, its ownership, port of lading, etc. By 
means of this document, the carrier certifies that 
the firm or individual named in the certificate is 
the owner or consignee of the cargo. Commonly 
known as the Carrier Certificate. 

4. Delivery Order 
Issued by the consignee or his Customs broker to 
the ocean carrier as authority to rel 'use the cargo 
to the inland carrier Includes all datn necessary 
for the pier delivery clerk to detenune that the 
cargo can be released to the domestic carrier. 

5. Freight Release 
Evidence that the freight charges for the cargo 
have been paid. If in writing, it may be presented 
at the pier to obtain release of the cargo. 
(Normally, once the freight is paid, releases are 
usually ardnged without additional docunm.enta
tion.) Also known as Freight Bill Receipt. 

Source: The Port Authority of New York and New Jersey. 
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EXPORT DGCUMENTS
 

1. Ocean BiU-of-Lading 
A receipt for the cargo and a contract for 
transportation between a shipper and the 
ocean carrier. It may also be used as an 
instrument of ownership which can be 
bought, sold or traded while the goods are 
in transit. To be used in this manner, it 
must be anegotiable "Order" Bill-c'-Lading. 
Abbreviations. Blading. B/L. 

A clean Bill-of-Lading is issued when the 
shipment is rc-eived in good order. If 
damage or a shoitage is noted, a clean bill-
of-lading will not be issued. An Ort Board 
Bill-of-Lading certifies that the csrgo has 
been placed aboard the named ves-el and is 
signed by the master of the vessel or his 
representatiN,.. On letter of credit 
transactions, an On Board Bill-of-Lading is 
usually necessary for the shipper to obtain 
payment from the bank. When all Bills-of-
Lading are processed a ship's manifest is 
prepared by the steamship line. This 
summarizes all cargo aboard the vessel by 
port of loading and discharge. 

Inland Bill-of-Lading--Also known as a 
waybill on rail or the ,ro forms" bill-of-
lading in trucsing. It is used to document 
the trarsportation of the goods between the 
port and the point of origin or destination, 
It should contain information such as marks, 
numbers, steamship line, etc., to match with 
a dock reccipt. Abbreviate "pro" or "pro 
ticket," waybill. 

Inspection Cerlificate-Some countries 
nominate a firm to ise - for quality, 
quantity and pricing. After verifying 
corretness, they issue .vhat is gtnerally 
called a "Cleari Report of Findings" (CRF). 

Source: The. *frt Authority of New York and New Jersey. 

2. Dock Receipt 
Used to transfer accountability tor the 
cargo between domstic and international 
carriers at the ocean .erminal. This is the 
document, prepared by the shipper or 
forwarder, which the ocean carrier sign, 
-- d returns to the delivering inland 
carrier, acknowledging receipt of the 
cargo. 

3. Delivery lnstr.;,tons 
Provides specific information to the inland 
carrier concerning the arrangement made 
by the forwarder to deliver the 
merchandise to the particular pier or 
steamship line. Not to be cofused with 
Delivery Order which is used for import 
cargo. 

4. Export Dfclaration 
Required by the U.S. Department of 
Commerce to control exports and act as a 
source document for export statistics. It 
includes complete particulars on the 
shipment. Common abbreviation is 
Export Dec. 

5. Letter of Credit 
A financial document issued by a bank a! 
the request of the consignee guaranteeing 
payment to the shipper for cargo if certain 
terms and conditions are fulfilled. 
Normally it contairs a brief description of 
the goods, documents required, a shipping 
date, and an expiration date after which 
payment will no longer be made. 

6. Consular Invoice 
Required by some countries, this document 
is used to control and identify goods 
shipped to them. It usually must be 
prepared on special forms and may require 
legalization by their Consul. 

7. Commercial Invoice 
A bill for tle goods from the seller to the 
bu cr. It is often used by governments to 
determine the true value of goods for the 
assessment of customs duties. It is also 
used in the prenaration of consular 
documentation. Gcvernments using the 
commercial invoice to control imports 
often specify its form, content, number of 
copies, language to be used, etc. 

8. Certificate of Origin 
A do-ui-oint which is used to assure the 
buying country precisely in which country 
the goods were produced. The certifi
cation of the origin of the merchandise is 
usually performed by a recognized 
Chamber of Commerce. 

9. Insurance Cortficate 
Assures the consignee that insurance is 
provided to cover loss or damage to the 
cargo while in transit. 

10. Trunsuuittal Letter 
A list of the particulars of the shipment 
and a record of the documents being 
transmitted together with instructions for 
cisposition of documents. Any special 
instructions are also included. 
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INTERNATIONAL TRANSPORTATION* 

Title, or ownership, of an export shipment is passed from the seller to the buyer according to 
the agreed international trade terms of sale. For example: 

Trade Terms - F.O.B. -- Ex Works 
- Title transfers from seller to buyer as soon as the shipment is picked up at the 
sellers door 

Trade Terms - F.O.B. - Vessel 
- Title transfers from seller to buyer as soon as the shipment is loaded on board 
the vessel. 

Trade Term,- - C.I.F - Foreign Port 
- Title transfers from seller to buyer as soon as the shipment is unloaded at the 
foreign port. 

Transporting a shipment from the seller's doer to the buyer's door involves the passing of 
liability for the shipment from one transporting carrier to the other. The three documents 
involved are: The Inland Bill of Lading, the Ocean Bill of Lading, and the Air Waybill. 

INLAND BILLS OF LADING
 
FOR INTERNATIONAL SIPMENTS
 

The preparation and implication of an inland bill of lading covering transactions within the 
United States is easily defined by the Uniform Commercial Code. The Uniform Commercial 
Code of the United States even allows for a relatively effortless passing of title right at your 
dock by means of an inland bill of lading, if you sell your product FOB plant. When you are 
transporting goods for eventual international shipment, the inland bill of lading will remain an 
important document throughout the successive movements of your freight. This paper is no 
longer a mere expression of shipper, consignee, carrier and description of goods shipped. It 
becomes a communication document of far-reaching consequence. The following individuals or 
organizations, each according and take appropriate action: 

1. 	 The carrier who picks the goods up from your dock. 
2. 	 The carrier's terminal at the port of export. 
3. 	 The cartage agent who will deliver the goods from the carrier's terminal at the port 

of export to the pier if by ocean freight. 
4. 	 The pier workers, in the process of receiving the goods and placing them in the 

warehouse for loading onto an ocean vessel. 
5. 	 The freight forwarder. 
6. 	 The party who will pay the inland carrier, be it the seller or the freight forwarder. 

*Source: PL-sport to Export, St. Clair Community College. 
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You can see by this list that the inland bill of lading must be complete and accurate, 
meticulously describing the purpose, intent and responsibility of all the above parties 
Inland bills of lading are of two types: 

1. 	 Those bills c lading which are consigned to a freight forwarder, warehouse, 
packaging company or party other than the international carrier. 

2. 	 Those inland bills of lading which are consigned directly to the international carrier. 

If the inland bill of lading is consigned to someone other than the international carrier at the port 
of export, the bill will need to be reconsigned when the carrier is chosen. When it is 
reconsigned to the international carrier, the inland freight carrier will charge a reconsignment 
fee. This sum should be taken into consideration when costs are determined. The most efficient 
and least costly means of consignment would be to contact your freight forwarder when you are 
prepared with all of the particulars of veights, dimensions, and ports of loading and unloading. 
Your forwarder will then obtain a booking number trom the ocean carrier, which reserves space 
on a given vessel, and relay to you that particular carrier's consignment address and the 
scheduled vessel. Should the seller effect transport to the carrier, the following information still 
must appear ont he inland bill of lading: 

1. 	 The name of the ocean carrier. 
2. 	 The name of the vessel. 
3. 	 The booking number for that vessel, if that carrier assigns numbers. 
4. 	 'Teconsignment address for that vessel (for example, "Dundock Marine Terminal, 

Baltimore, Maryland"). 
5. 	 The number of pieces, description, dimensions and weights of the shipment. 
6. 	 The marks that appear on the outside of the packages. 
7. 	 The date of latet delivery to the vessel and the sailing date. 
8. 	 Whether the dock receipts are attached, filed at the trucker's terminal at the port of 

export, or at the pier. 
9. 	 The port of discharge or the port of unloading if the port is not a part of the marks. 

10. Party to whom the transportation charges are to be billed. When you are shipping 
to a carrier, you cannot ship freight collect. If you wish someone other than yourself 
to pay transportation charges, indicate this in the description column of the inland bill 
of lading by naming the company or forwarder who will be accepting that 
responsibility. 

If all of the above information is included on your inland bill of lading, you can enlist anyone 
familiar with dock receipts to prepare one in your behalf, if the dock receipt is lost or for some 
reason cannot be matched up with your shipment. 

Bear in mind that when you ship goods from your plant on an inland bill of lading you do not 
consign the goods to a buyer in a foreign country. You are consigning the goods to a carrier 
or freight forwarder or other agent of your choosing. As a result, you do not place the goods 
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in custody of the buyer or, as yet, pass title. It would be very difficult lor you to prove in a 
court of law that it was your intent to pass title to a buyer before the goods were placed 
physically at his disposal. It is your obligation to deliver t.ose goods to the vessel, taking any 
action necessary to accomplish this. By the same line of reason, it is your implied responsibility 
to file any claims for lost or damaged merchandise. 

THE INTERNATIONAL OCEAN BILL OF LADING 

International ocean bills of lading can be consigned so as to accommodate varying arrangements 
between buyer and seller. An ocean bill of lading may or may not be a negotiable instrument. 
This document may reserve possession and/or title, or it can be witten to assign immediate 
possession to the consignee. 

The one important rule to remember when shipping by ocean freight is that when you write 
"consigned to the order of' in the consignee block of the bill of ladirj, you have charged the 
carrier with ex-changing those goods for the original ocean bill of lading. When ever the ocean 
bill of lading consigns directly to the buyer, he may take possession at the port of import without 
commercial invoices or copy of the original ocean bill of lading. You have contracted with the 
ocean carrier in this instance to transport the goods from port of loading to the designated port 
of unloading and to make those goods immediately available to the ultimate consignee. The only 
way a seller controls title is by specification on the ocean bill of lading-the "consigned to the 
order or" portion, which makes the bill of lading a negotiable instrument. The choice of 
consignee on the international bill of lading then becomes a credit decision. 
Provided that the buyer is on open account basis, the bill of lading can be consigned directly to 
that buyer, and the merchandie is immediately available on arriva! at port. On the other hand, 
should the seller want to exchange title and/or possession of the goods for payment, he must 
state on the bill of lading: "consigned to the order of." 

There are other means of making shipments immediately available to the buyer under open 
account terms. The seller can request a "non-negotiable" or a "received for shipment" bill of 
lading to be issued, eliminating the necessity for the buyer to prove shipment. A non-negotiable
"received for shipment" bill of lading is issued as soon as the goods have been received by the 
carrier, showing that the goods have been received at the pier for shipment, but of course not 
indicating that the goods have in fact been loaded on board. 

When you have a letter of credit that requires a full set of bills of lading, "full set" means all 
of the originals, plus two non-negotiable copies. If three original bills of lading were issued, 
a full set would be three original and two non-negotiable copies. Had only one original bill of 
lading been issued, a full set would be just the one original and two non-negotiable copies. You 
can determine how many originals have been issued by looking at the following statement, 
which will appear in the lower right-hand corner: "Inwitness whereof, the carrier, master or 
agent of said vessel has signed and the shipper has received this (1 or 3) original bill(s) of 
lading." 
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An original bill of lading is not officially so, simply by virtue of bearing the word "original." 
A true original is the bill of lading that has been signed by the carrier or its agent, the signature 
of which must be on file at the prot of importation. When the bill is marked "on board," the 
initials of the individuals whose signature is on file at the port of importation must appear under 
the "on board" stamp. 

A "clean bill of lading" is one that has been issued without any exception ta'en by the carrier. 
When the carrier takes an exception, he will alter the bill of lading in some manner and initial 
the alteration. When a bill of lading is altered, it is no longer clean. The words, "clean bill of 
lading" need not be stamped on the ocean bill of lading, because it is clean by the absence of 
exceptions. 

The intent of the letter of credit is to ask for a bill of lading that is evidence of shipment. When 
an international ocean bill of lading is issued that is not evidence of shipment, the clause 
"transshipment permitted" must appear in the letter of credit. An example of an ocean bill of 

lading that does not prove shipment is an ocean consolidator's bill of lading. An ocean 
consolidator in the normal course of business will receive shipments of various sellers, and he 
will issue his own bills of lading to cover transportation from a U.S. port to the required port 
ot entry. The ocean freight consolidator will then load these shipments into one ocean containcr, 
and a single ocean bill of lading for the combined shipments is given to the ocean carrier. The 
ocean freight consolidator is called a "non-vessel-operation common carrier." He does not own 
vessels, but profits by buying transportation at one price and selling it at a higher price. His bill 
of lading is not evidence of shipment, as he is an intermediate agent. 

To clarify the term "transshipment," we will offer two examples that are not considered to be 
trans-shipments: 

1. 	 Suppose a carrier offers an ocean bill of lading, showing the port of loading as 
Baltimore, Maryland, and the port of unloading is shown as Dammam, Saudi Arabia. 
The ocean carrier may use on vessel to transport the goods from Baltimore to 
Norfolk, another to take them from Norfolk to Rotterdam, and yet a third to compete 
the journey to Dammam. This is not a transshipment. Only one vessel will be 
shown on the ocean bill of lading, because the carrier has accepted the "on-board 
responsibility," meaning that the carrier has agreed to transport goods from the 
original to the final port, and therefore, accepts all responsibility and liability for that 
cargo during its course. As long as a bill of lading gives sold responsibility to a 
carrier who has the ability to move the cargo, controlling its possession and destiny, 
a transshipment has not existed. 

2. 	 A second example is when an intermodal bill of lading has been issued, meaning just 
as the name implies-more than one mode of transportation is to be used in 
transporting the goods from the port of loading to the port of unloading. Suppose 
we had a shipment from Indianapolis to Singapore. We could deliver those goods 
to an oce 'n carrier in Baltimore, Maryland and the ocean carrier would issue an on
board intermodal bill of lading, showing that the vessel sailed from Baltimore 
probably within two days after receipt of the cargo at the Baltimore receiving 
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facilities. However, the carrier in this instance does not call Baltimore, but in fact 
places the goods in a container and transports them from Baltimore to Los Angeles 
by rail, then subsequently reloads them aboard a vessel in Los Angeles headed for 
Singapore. Heie, more than one mode of transportation was utilized, i.e. rail and 
ocean; however, the carrier, again assumed on-board responsibility throughout. 

When dealing with intermodal shipments as an exporter from the United States you will hear the 
terms Landbridge, Mini-Landbridge and Micro-Landbridge. Your understanding of these terms 
may save you costs in transportation by knowing the alternatives available to you. 

Landbridge is the term used to identify cargo that would, for example, originate in Japan, be 
transported by ocean vessel to the West Coast of the United States and then transported across 
the United States by rail or truck to be shipped by ocean vessel from the East Coast of the 
United States to a European destination. 

Mini-Landbridge is used to define cargo that would originate in, for example, an East Coast port 
where an "on board" ocean bill of lading would be issued and the goods would be placed on an 
ocean vessel for Japan. In this instance, the ocean bill of lading would show ocean 
transportation directly from the East Coast port but in reality truck or rail was used to get the 
cargo to the West coast before the goods were actually placed on board the vessel. 

Micro-Landbridge is very similar to Mini-Landbridge except that under the provisions of Micro-
Landbridge the origin of the cargo can be at an inland city and into a port of export. 

To summarize, the Landbridge concept means cargo enters a U.S. port on one coast is 
transported across the United States and placed back on a vessel for further transportation to 
another country. Mini-Landbridge means cargo can be received by a carrier at one port but 
actually placed on board a vessel in another port. Micro-Landbridge then means cargo can 
originate at an inland city other than a port and be transported to any port by the ocean carrier. 
In each instance the port of origin will be shown as the point where cargo is actually delivered 
to the carrier and not the port where cargo was placed on board a vessel. 

Comments: 

Less than container load shipments can be sent to a freight consolidator who will load several 
shipper's cargo into an ocean container and deliver the container to the U.S. port for loading on 
a vessel. Or, the shipment can be delivered directly to the port of export and then loaded into 
an ocean container. This method can be more expensive due to the high costs of stuffing 
charges and the exposure to pilferage at the piers. 

The steamship line's liability per ocean container is $500.00. Therefore, it is important that the 
exporter obtain ocean cargo marine insurance to insure his shipments properly. 

The two standard ocean container sizes are 20 foot and 40 food containers. The over the road 
weight limits are judged by the weight over each axle of the chassis. Generally speaking, the 
gross weight limit on both of the containers is 40,000 pounds. 

596 



HO 7-13 (continued) 

THE INTERNATIONAL AIR BILL OF LADING 

International air bills of lading differ from ocean bills of lading in one major respect: the air 
bill of lading is a non-negotiable document. When shipping by air freight, the seller engages 
an air carrier to transport his wares from the airport of origin to the terminal where they can be 
immediately available to the consignee stated on the air waybill. Any attempt to consign an air 
waybill so as to retain or control title of the freight-that is, to use the air waybill as a 
negotiable instrument-will render the air waybill void. Sellers are often uninformed about 
conditions and terms peculiar to the air waybill and therefore marvel at the fact that a consignee 
can receive the goods from the air carrier without having first paid, for instance, a submitted 
draft. Under the international air bill of lading, you may hold the original air waybill and all 
the commercial invoices, but this in no way prevents the consignee from receiving the goods. 

An internationally acceptable means has, however, been developed for controlling possession of 
air shipment at the point of destination. Control and responsibility can be delegated to the 
buyer's bank via consignment on the air waybill. This may be a desirable option open to you 
for the buyer who does not qualify for open account terms wilh your credit department. 
Consider the buyer's banker as a comparatively trustworthy mutual representative: when you 
have consigned the freight to this party, your draft that iswritten, "payable at sight" is presented 
to this bank concurrently with the waybill assigning custody of your goods. It is now within the 
professional discretion of the buyer's banker to either pay the draft immediately on behalf of the 
buyer, relinquishing control to him without delay, or to hold custody until the buyer appears in 
person to honor the draft. By this method, actual responsibility has been passed into other 
hands, yet you have not placed your merchandise at the disposal of the buyer until you are 
assured of payment. 

Remember that the consignment address can and should be chosen to your advantage. If doubt 
exists as to credit reliability of your buyer, consignment and title need not be directly to him. 

The problems of transshipment apply to air freight as well as ocean freight. An air freight 
consolidator, commonly referred to as air freight forwarder, cannot supply at, air waybill that 
constitutes evidence of shipment. This is because air freight forwarders are not permitted to 
own airplanes. They may only charter airplanes or reserve space for your goods on regularly 
scheduled commercial airlines. Legal evidence of shipment must come from the party actually 
and physically responsible for shipment. The forwarder only assigns this responsibility for you 
to a carrier, and thus his air waybill documents a transshipment, not the accomplished fact of 
shipment. 
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CASE STUDY/MUELLER BRASS
 
AND EXAMPLE FROM POLAND*
 

A. 	 Request for quotation faxed to manufacturer (exporter) from buyer in United Arab 
Emirates (U.A.E.). 

1. 	 Subject is copper pipes and fittings. (pipes is also referrd to as "copper tubing") 
2. 	 Buyer requires prices C&F Duhai. (Dubai being port in U.A.E.) C&F meaning 

cost of goods and freight charges to Dubai are inclusive in the net value. 
3. 	 Delivery is also requested. 

B. 	 Exporter responds with a proforma invoice. 

1. 	 Original quotation was issued on March 14. 
2. 	 Note that proforma has a revised date of March 15, which indicates some changes 

had been made and the quotation was revised. 
3. 	 Proforma covers 360 coils soft copper tubing in 50' coils, 20,000 feet hard copper 

tubing in 20' straight lengths and 9500 pieces of copper pipe fittings. 
4. 	 Prices are based on C&F Dubai. 
5. 	 Terms - letter of credit payable at sight and confirmed by a U.S. bank is 

requested. 
6. 	 Delivery not mentioned on the proforma, but standard procedure is delivered within 

30 days or upon receipt of buyer's letter of credit (also referred to as L/C). If any 
substantial delays are foreseen, the customer would be advised. 

C. 	 Confirming order from buyer faxed to exporter. 

1. 	 Customer's order is examined for discrepancies. 
2. 	 Prices, quantities, sizes, value and all information verified as being exactly as 

shown on the proforma invoice. 

D. 	 Order entry cover sheeL prepared for computer input. 

1. 	 Cover sheet contains all pertinent information: 

a. 	 Customer's full address. 
b. 	 Ship to address (indicates forwarder to be used). 
c. 	 Salesman #75 indicates no sales representative for that area so no commission 

is payable. 
d. 	 Shipping date. 
e. 	 Marks (refer to L/C). 
f. 	 Credit terms. 
g. 	 FOB point. 

*Source: Passport to Export, St. Clair Community College for Mueller Brass Case. Polish example and documents 
provided by Adam Goral. 
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E. 	 Order has been approved for entry into production by the Credit Manager. 

1. 	 Letter of credit payable at sight. (approved) 

F. 	 Computer copy of order entry committed into the distribution center computer system 
is received for verification. 

G. 	 Pre-advice copy of L/C received and reviewed. 

1. 	 This gives the exporter a chance to review its contents for discrepancies. 
2. 	 Note that the description of the merchandise shown on the pre-advice is incorrect. 
3. 	 Customer notified of this in time to have it amended before the original L/C was 

received. 
4. 	 Details to be airmailed. 

H. 	 Original copy of L/C received and all information reviewed for accuracy, such as: 

1. 	 Beneficiary name and address spelling. 
2. 	 Letter of credit number. 
3. 	 Value. 
4. 	 Letter of credit was not confirmed as requested, but still accepted. 
5. 	 Letter of credit must contain the Uniform Customs and Practice for Documentary 

Credits ICC Publication 400 notation. 
6. 	 Must be irrevocable. 
7. 	 Applicant's name and address checked for correctness. 
8. 	 Expiration date and validity. 
9. 	 Partial shipment and transhipment checked. 
10. 	 Port of discharge. 
1 .	 Letter of credit at sight (make sure this is the way it reads). 
12. 	 Box markings. 
13. 	 Description. 
14. 	 ALL special instructions in the body of the L/C are reviewed in regards to being 

able to fulfill every detail. 

I. 	 Order is now being boxed, marked and ready to expedite. 

J. 	 Forwarder is notified of all the specifics so they can contact the S/S lines for booking 
the shipment. 

K. 	 At this time, a trucking company is contacted for pick up of the material and delivered 
to the pier. (in this particular case, the exporter useZ their own truck) 

L. 	 A straight bill of lading (B/L) (trucker's bill) is issued by the exporter's shipping 
department showing necessary delivery instructions, number of pieces, gross weights, 
etc. This B/L is faxed to the Export Sales Division for their information, and advice 
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that this shipment has exited the factory. 

M. 	 Documents are now prepared for the forwarder showing exact shipping information and 
instructions for them to follow in completing the documents for the exporter. These 
documents consist of: 

1. 	 Export shipping instructions covering shipping and banking information. 
2. 	 Packing list in detail showing, ship to and sold to address, marks, customer and 

exporters order numbers, B/L number, number and kind of packages, quantity, 
description, page numbers of merchandise, weight in pounds and kilos in gross, 
legal and net, grand summary. 

3. 	 Commercial invoice showing basically the same information as shown on the 
packing list except it shows a dollar value in U.S. currency. Prices are shown in 
C&F Dubai value as requested by the customer and L/C. All freight costs and 
forwarding fees are inclusive. 

4. 	 All copies of L/C. 

N. 	 Forwarder now receives the exporter's set of documents and they begin to prepare the 
balance. 

1. 	 They prepare a copy of their own invoice showing all certifications as required in 
the L/C. 

2. 	 Copy of ocean B/L (after received from the S/S lines) showing B/L number, date 
exported and all other information as required in the L/C. 

3. 	 P/L certified true and correct on behalf of exporter. 
4. 	 Legalization stamps (required in L/C.) 
5. 	 Notice of shipment to customer's insurance agency (required in L/C) since the 

customer is insuring their own shipment, they need to be notified of all the shipping 
information. 

6. 	 Certificate of origin. 
7. 	 Beneficiary's certificate (required in the L/C) stating one complete set of non

negotiable documents were sent to the L/C applicant. 
8. 	 DHL receipt showing documents were mailed as required in the L/C. 
9. 	 Certification from the shipping company stating that the vessel utilized is a 

conference and regu!ar line vessel. (required in the L/C) 
10. 	 Copy or draft made out by the forwarder on behalf of the exporter, indicating all 

banking instructions for forwarding payment. 
11. 	 All copies of L/C's and amendments. 

0. 	 Forwarder now mails these documents to the advising bank in New York for their 
review and payment. They will then be mailed to the issuing bank of Dubai so the 
customer can clear the merchandise. 

P. 	 Forwarder mails copies of all documents to the exporter with a bill for all charges 
incurred. 
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Q. 	Exporter will issue check to forwarder for these charges. 

R. 	 As soon as the payment is received from the L/C, the exporter is reimbursed for these 
charges. Since the quotation was issued on a C&F Dubai basis, the majority of these 
charges were all inclusive in the invoice value. 

Summary: 

The 	United Arab Emirates requires a separate consular fee based on the dollar value of the 
invoice. 

This is an additional charge that must be added to the value of all U.A.E. orders. 

United Arab Emirates is located in the Middle East and lies on the Persian Gulf. 

UAE is about the size of Maine. 

Metric is the official unit of measurement, currency is the dirham. 
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UNER BILL OF LADING 
lm No.
 

..
 

I1 


.b
 

by Race ol recipt by Pro.C&Mer 

-d Port dingo 


e jg Place ofdelivery by oncTtmr 

ofgoodsSa Nos tmber and kind of packages, desciptiont Gros weight Measurement 

V u0o goods .............................................
 

tOwdarod by Shipper)
 
Above particulars furnished by the Shipper
 

tc SHIPPED on board inapparent good orderand Condition., wight. measure.
OLews.charges 

marks, numbers quality. oontenis and value unknown, for rwrage to thePori 
of Discharge or so near thereunto as theVessel may safety get and le aey% 

afloat, to be delivered in the like good order and condition at the aforsswd 
Pont unto Consignees or thei, ASSigns, they paying freight as indicated to the 

left plus other charges incurred in accordance with the provisions contlued 

in fMis Bil of Lading in accepting this Bill of Lading the Merchant eyptes~sy 

aooepts and agrees to all its stipulations on both pages. whether written. pnn. 

led, slamped or othe.,wtse incorporated. as fully as if they were all signed by 

the Merchant 
Onei orginal Bill of Lading must be surrendered duly endorsed inexchange 

fotthe goods of delivery order 
IN W IT N E S S whereof the Master of the said Vessel has signed thenum 

betof original BIlls of lading staled below all this tenor and date. one of 

which being acoomplshed. the others to stand void 

efGeinYSMlglate (ddrjaraJ Clause A)
 

-', -ai a a Ti-v Bea Lm' Froight payable at Place and date of rsue
 

W mbsi of oaaginaJ SignatureBe/I.ftrf .WW . 
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1.Products consigned from (Exporter's busi- Reference No 
ness name, address, country)I 

GENERALISED SYSTEM OF PREFERENCES 

CERTIFICATE OF ORIGIN 
(Combined Declaration and Certificate) 

2.Products consigned to (Consignee's FORM A name, address, country) Issued in .................................................. 
(Country) 

see notes overleaf 

3.Means of transport and route (as far P. 4.For Official use 
known) 

5. Item 6. Marks 7. Number and kind of packages; 8.Origin 9.Gross 10. Num
number and num- description of products criterion weight or ber and 

bers of (see No- other qu- date of in
packages tes overle- antity voices 

af) 

11. Certification 12. Declaration by the exporter
It is hereby certified, on the basis of control The undersigned hereby declares that the 
carried out, that the declaration by the expor- above details and statements are correct; 
ler iscorrect. that all the products were produced in 

o......,.o,.o ,o,,o*°,,°,,o,,o..,,.o.....
........................


(country) 

and that they comply with the origin requir
ments specified for those products in the Ge
neralised Sytem of Preferences for products

exported to 
, ., . . .° ,, . . . . . .... . . ,°,. ,o, ,.o,,oo,........
. . o o .o o , °. . ........ 


(iporting country) 

........... ... .. . ................ .......... ...... 
Plae nddaesinaur ad tap f eriPace and -date,.signat-u-r-eof -autho-ri-sed -signa.

. . ing authority tory 
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dnlaB a.... ...................... 


n a ........ . ..... .... ..... .... ...
Ba n k ................................ ................................ 


0 ZLIECENIE POLECENIA WYPLATY ZA GRANICkKraj beneFicienta: 
0 ZLECENIE POKi: fCIA INKASA 

: 20: Nrspawy
 
:21 :Nr pawy banku - podawcy inkasa:
 

*: 52: BANK ZL.CAJACY
PROSIMY PLACI6 
listownle O telekomunikacyjnleB] zgodniez instrukcjq podawcy Inkasa: 

:33: KWOTA PRZEKAZYWANA
132A: WALLTA KWOTA W WALUCIE *DATA WALUTY 

.................
sownte: ........................................
 ':71 :SPECYFIKACJA KOSZ6W: A 

:B: 

50 ZLECENIODAWCA. nazwa, adres: : R : / :53: BANK KORESPONDENT 

k~nrakl/hcencla nr .................................. .
 

InI Udziel& . .. ......................................... t.l ....
. . . .. . . .... 

: 54 : BANK KORESPONDENT OTRZYMUJACEGO59 BENEFICJENT nazwa, adres, 
numer rac'unku ............................... / : 56: BANK POtREDNICZ. CY 

R / 57 WYPLATA WBANKU/: 58 :ODDZIALE ":72:INFORMACJE M1IDZYBANKOWE
 
numer rachunku ..... ..................................................
 

. 70. SZCZEGOLY PLATNOSCI 

" UWZGLgDNIONO W EWIDENCJI/UMICIE 

2R6DLA FINANSOWANIA: 

koszly i prowizje pokrywa [ beneficient O zleceniodawca 
koszty i prowizje banku zagranicznego pokrywa 0 beneficient 0 zleceniodawca 

'l6w "*prosimy obcizyd nasz rac:runek nft. ...... w...... ...........
ROwno.a ok1i4 w zrolych zleceni8 "nal,CZonycht prez bank kos 

Przyjtn.jemy o wadomoicmzasady wymenione naodwrotnej stlone formularza i oiwadczamy, ze nmnejsze zlecenie mieic sic w ramnach 

ezwolent dewizowego (t ................ ....... z dnla ................
aznegc pOzwolenia przywozu tub 

glupa towalowa ............ . grupa i pozyc4a planu uslug ........... ..................................................
........ ... .
 

STEMPEL I PODPISY PODPISY SPRAWDZONO 
(wypeLnia bank) 

wmypelmns datq waluty w polu 32A wypelnma zlecemnodoavca niepotrzebne skfreoidbank tylka w przyadk, palnosc termrnowel 
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HO 7-14 (couinued) 

. . . . .. . . . ........... .......................... 

Bank ................
 

ZLECENIE OTWARCIA numer
 

------ ... . . . . . . . dnia ...................................
 

AKREDYTYWY 

termin i mie/sce walnotci:A ......... 


acenc a1i.............. .............
 
AKRIEDYTYWA 

rnaszr beneficjentaordepotwlerdzona ]potwierdzona na jow 

AK EDYTYWA SPOS6B WYSTAWIENIA 

listownie "zpreawizem 0 telekomunikacynieonleodwolalna rlprzeno.na 

ZLECENIODAWCA (nazwa iadres) BENEFICJENT (nazwa iadres) 

Informacjiudziela felefon KWOTA 

stownieBANK AWIZUJACY 

PRZELADUNEK CZ.,CIOWE DOSTAWY AKREDYTYWA DOSTEPNA W ..............................................
 

C0dzwled ...................... PRZEZ
[3 dozwoonyE niedowo/ony r'l ................................. 


ZALADUNEK W platnotda vista [ negocjacji C akceptaclV 

TERMIN ZALADUNKU ' plamote odroczon 

MlEJSCE PRZEZNACZNIA 

OPIS TOWARU (podadwj~z. kontraktui wjiz. polskim) 

BAZA DOSTAWY I MIEJSCE 

C CIF C C&F D FOB C DAF 0 1 

PLATNOt( ZA ZLOZENIEM NASTkPUJACYCH DOKUMENTOW (poda6 w j~z. konrnaktu) 

UBEZPIECZENIE POKRYWA (podad kto i na jakie, trasie) 

KOSZTY I PROWIZJE BANKOWE 

dni od daty wystawienia dokumentu przewozowego ale w ramach 
walnotci akredytyWy 
dokumenty majq byd prezentowane w ci4gu ............. 


r6wnowaro~cql zlecenia w ziorych iz tytkoszt6w prosimy obciqy6 n/r.k nr ....................................
 

Przy]mujemy do wiadomo~ci zasady wymienione na odwromej stronie formularza i otwiadczamy, le nieniejsze zlecente 
mie~cisiq w ramach waznego pozwolena przyvzu nr ...............................................zdnia ...................
 
/lestzgodne z jegowarunkami Zezwolenie de ', ....................
o,,e nr z dnia ................................................
 
grupa towarowa ...............................................................
 

STEMPEL I PODPISY PODPISY SPPAWDZONO 
(wypelnia bank) 
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HO 7-14 (continued) 

DYSPOZYCJA BLOKADY 9RODKOW 
Prosimy 0 dokonale - na nasrym rachunku btnkow e ...................................... 
blokady kwoty wz1otyCh StAnowu4ej i6wnowartoid kwoty w wajuie wedtug aidanego kumu apradcly poWakzoe o 10% 
tolerail q tytulu t6zr c kursowych powsatych w momenmie platoiA na r ............................
 
€dotyczqnoJ impoflu .. . . . . . . . . . . . . . . . . . . . . . . . . . . .
 
w kviode .. . ...... .... .. .... ..... .... ... ............ ...... ... . ... . .... .
 

Zobowiujemy sq do ntezwl.znego pokayci w peln wa'loa imporlu w przypadku gdy p1okroczy ona kwot, dc onwnoj
 

blokady wedlug kursu 2 dcn wykonanma zlecenLa.
 
Jednoczesne prosimy o realizacj, rzfaczonego zlecmnma
ptainrizgo. 
przestante dlo teahizi niniejszej clyg~)ryc do .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. . 

. . . . ...... .... .... ..... ... ..... . ... ..... . .. ... .... .. ... .... . . 

atempel firnwyy 

podprryoi6b upowalnionych 

. . . . . . . . . . . . . . . . . ,. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

alempel nagl6wkowy 

Potwierdzamy dokonanm blokady w k'o. ................................................. 

a ruku nr.................................................................. 
Blokada jest wazna przoz okes 3 miesigcy od daty jej dokonaniL 

...... .... ...	 ,..........
 
mle/wa i data dokonmca blokady 	 atempel firmowy banku 

podpisy oz6b upowanionych 
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HO 7-14 (continued) 

WEKSEL TRASOWANY
 

W transakcjach handlu migdzynarodowego czsto wystgpujqcynz 

dokunlentenl jest trata. Trata to weksel ciqgniony, zwany tei wekslenz 

trasowanym, wystawiony zgodnie z prawemn wekslowyn. Wystawcq 

- sprzedajqcytraty jest wierzyciel, a wigc w stosunkach handlomch 

weksla znajduje sig polecenie dla(eksporter). W tre ci takiego 
ddiiika (kAtpujqcego - inportera) dokonania zaplat, wymienionej 

sttny w okreflonymn czasie i miejsct. Zaplata ma nastqpi6 na 

rzecz wystawc' (wier'ycieia) lhb hmej, wskazanej osoby. 

Traty najczgciej spotyka sig w transakcjach tennihohych, tzn. 

w transakcjach z odroczonyz tennziem platno'ci (traty tenninowe), 

rzadziej iv transakcjach got6wkowyclz (traty platne za okazanieni, 

inaczej a vista). 

Z tregci traty musi ,inika' jej powiqzanie z odpowiedniq fonnq 

rozliczei. i pzypadkza inkasa bgdzie to powolanie sif na fakturg 

skladanq razem z innymi dokuzmentani na inkaso do banlat przez 

eksporera, a w priypadla akredytywy - powolanie sig na tg 

akrcdytywg. 
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HO 7-14 (continued) 

ZLECENIE SPEDYCYJNE - IMPORT 

PSM C.HartwigEk~pLrterdia
~gp~ftw 

Kontrakt nr 
Porwol. przyw. z dnia

waine do dnia 
Ad~ /xZam6w.odb.nr z dnia 

odblorca 

r tel.AdrotI ro
Adr.V rzeOt w knt W-ki ceny i dostawy 

pemIldzoj prawY wg kot.a: Forina zaptaty i waluta platnoici 

Termin dost. wg kontr. 

port, stacja przeznaczeflia, bocznica Czq.ciowa dost.nie)/dozw. Prze-
I dL-./dxw. _ 

1I0o6 Ci~iar ctotxkrri3 
OnkwneUc2ba i rodzaj opakowah~ 

Oznkoafie Nazwa towaru wjozyku polskim i brutto Wymiary 
aeg netlowtascfwosa: 

vWaiciwokci towaru: 10g6(em wartok 
w walucie kantr. 

Taiyfowa nazwa towaru Poz.taryfy Stawka Wartok celna Naleinokci celne 
cel. celna w % 

- -

_ 

I____i 
Miesce kontroliZi~kres kontroli Pocarg /CIS* i inne 

__IIIILIZI 
Poradn. nr z C.H w 

Aiest w iez. eqz. Stawka fracht.wkalkul. wg wagi/miary 

Odprawa ceIna w na pods- lzgtaszajncy 

Awizacja -adresat - spos6b Wysyflka dokurnent& (poza awizami) 

Doslawca zagraniczny 

AdrAIlgr/tIx 
Pori :'aladunku/ Termin(y). 
Stacja nadanja gotowosci 

Kopl, otrzymuj4: idata wystawienia_____Miejsce 

Pieczq6 podpisy 

http:xZam6w.odb.nr


HO 7-14 (continued) 

TOWARZYSTWO UBEZPIECZEN I REASEKURACJI
 
.WARTA" SPOLKA AKCYJNA
 

Rok zatoenia 1920
 

WNIOSEK UBEZPIECZENIOWY Nr 

oucz statystyczny
(wypetnia .Warta") 

Zgtaszamy do ubezpieczenia nizej opisane towary na warun- Ubezpieczony: 
kach: 

Nr kontraktu 

Rodzaj transportu 	 Data wysytki Nr podr6iy 

Towary zatadowano na 	 Ubezpieczono od Nr statystyczny towaru wg 
sww 

Miejsce przeladunku 

Ubezpieczono do 

Oznakowanie: 	 Liczba i rodzaj opakowa6 Cigzar netto 
Opis towaru brutto 

Suma ubezpieczenia 
Stownie 

........................... ,dnia ..............................................
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HO 7-14 (continued) 

Shipper Ref. No. 

MATE'S RECEIPT 

Forwarding Agents Contr. No. 
Cargo L No. 

Vessel Port of loading 

Port of transhipment 

Port of discharge Final destination 

Marks and Nos. Gross weight Measurement Number and kind of Net weight 
kos packages; kos 

description of goods 

The above goods received on boer& 

Place and date of issue 

Signed for by the Master 
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*~~JEDNOLITY DUKUMBNI 
2 Oeoir1B Imporir'k 

AUMINISTRACYJNY DAU 010 1 0 1 IL I A c J A 

31 DPakt.% LnskLiInumery - llumer) lnit=3w32P~c 
I Dols 

A DodalkrovI 

ant Fricle 

31 OpakD* lflik4 i we - akl1Iiy hocit/isl 32Py 

Kdww 

2I 1b.h it 

37 PROCEDORA MI Mani neo (kg) 39 Kentyrrgtol 

40 Doiajsm hrfton 

41 .Ieda upeft 42 Wrtno pqry, 43 MW 

4 Unednienislopui1 

48taflsc stalyllynI 

3 Wlw 

U4 Symbol hr.pech 35 Mau brutic (ko) 35 preitrmnc 

27 PROCEDURA 31 Masici111(kg) 31 Koflyntflfl 

40 Dtirvc shirocon 

S41 .Adn ugupelin 42warics. pctY:l 43 MWI 

45 Uzpoo.o.aopus1 

. .. ... . ... 

I kf 

III 

.:Iz~~~~~~~~~~~~a..~ *.:I ~ !........IA~iL: ...... .a. s r ~ lu 

-4 
I 

KARTA OLA URZkOU
1 CELNEGOKRAJU WYWDZU 

6 KARTA DLA URZkOU 
CELNEGO KRAJU PRZYWOZU_ 

c UQ41)CELNVPHZIJ J3J.C2CtiESZE/L 
WhI2Slr. 0 PRZEKAIE 

Ifkl ^Dry~.z ijw .n: 1 R AIEUtrn 



~JEONOLITY DOKUMENT ADMINISTRACYJNY SAD 815 10 L A R AC J AIA IbLt1Wj'hVj 

2 	 Eksne/ I Importer or 

-	 'kaavwcif Oft.-yri 

BII 

3Symbol ki Poch 35 Misstbrult. (kg) 36Prtrn 

37PROCIEDURAf31 Mtana (kg)nabt 39 knyngemi 

44 _______________________________________ 4Iao A& peln 42 WIfloDtjowycjr 43 MWN 

mformic)!* 
ilnte~ps 

31 Upako* Zl iki omery.- umtry kantaaerajigi -tsyz 46 W ns 11"Ifu It II 
3T Symbolki.pch 3:6 Mali bwnhu(kg) 36 Preferenc 

S bI 
31 PROCEDURA38 Mon neblo(kg) 39 Komntygent 

40 Daklarcjs Onrcolu 

44	Do 4 tdLowo 4karoc wcj 3 I 

c Ilumentp 45 Ulgod oniaoull 

31 Opik, Zns i runrery- fluffer) konlencts/dw 	 13 oyj 3KdIwr 
09r0 

34 Symbolk pock 35 Uaszbrollo (kg) 35 reon 
37 PROCEDURA 31 Massnet10(kg) 39 flcmingeni 

I 40 Deklaricli krocons 

41 Jrds uzuptin 42 WarriosPa.-ti I 43 Uh 

45 01goemrtivea.os 

46 Warit: stiyniy:ni 

2 KARTA STATYSTYCZ14A -KRAJWYWOZU ___ 

KA RTA STATYST YCZNA -
KAJ PRZYWOZU_ __ _ 

IWIIIDSfr REKAZI 

tut 
M~ltnJA 

01:wlm IIt:NorfIFTM613 
to ULIJ C211saa21,1?Ix PCulgcTini TLLIU41" 61 
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JEDNOLITY DOKUMENI AI3MINISTRACYJNY bAU 	 1 0E ALAi -IAC J A 

22 

6DiD 
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Ip1i KM I~l~ i i nxi. 1 sm* d~ ansto i .J1 
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16 Kai pschwdni linn 17 vnmcmiKruQ Zmru 

11LWmwII MaL20 Wrnmb a.t 1 
- - 21 Srdt mlip tIs PlNC7 2 W M Ig W m ltb 1M 22 Kurtm ll 24 R d~Ltrtakc p 

25RdLtw a InmIMtfllJwytnBakio'26Rodnjry~ 77 


S 22 Urrid cey granrwM 20 Uzemt sdorawy
c*ei 

31 Dpako* lAaka Pmer /iw3Kd 3 ui mannr- brtahl o 

U Smto1 "t mMa m (k) 31 elt 

Dodarlk 	 42 *wn 

wlorinicje 
45 Digdnintasepust(ut~crone 


dakumenty)
 
46 Waninat ystycmn
 

47 Obliczanst Typ Podslawsoplug $linka Snai, (tyl 21) up 41 phow tina 	 I Skbd cerNyfDC 

AELEMENTY (Dptatycuaaucynt)KAI.KULCYJIE 

CELXPIJUUJACZ~tOSZEKIE/ 
WNIOSEK 

50 Swari at 	 - ]C URZADUI 
0 PRZEKAZAAE 

51 Priewid 

Dts _fran I-I(kraj) 

odbicrr~l 

Ir n~Zyowt
 

DIJ ADOIOACJE 	 uiejsceI dali 

52 Gwarmncjt 	 53 Urzgd ~Ij 

URIEDOWE 

Iamicsumwuk.nr00, podpis 

MBE
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44 Duikoat 

48 W.rns I. tsym 

Al Phinaut ejractnu U1Siud ctlny/WOC 
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c,'v-...a ..-- S -t .. eti N ol 
gripS eaflI a ... g....... **. 'SroIeCieanga 

60' d..;.1o o'ge 



Chlodnia - KUhlhaus dnia 

C old store ................................... den, the ...................................
 

SPEC'(FIKACJA WAGI
 
GEWICHTSPEZIFIKATION
 

WEIGHT NOTE
 

Eksporter Ktr. nr:
 
Exporteur Vertr. Nr
 
Eiporter ...................................................................... Ctr. No: .........................................................................
 

Odbiorca: 
Kiufer: 
Bayer: ............................................................................................................................................................
 

Wagon chlodnia nr: zaladowano dnia
 
Kuhlwagen, Frigo-truck No: ......................................... verladen am, loaded on ................................................
 

Towar: zbi6r:
 
Ware, Gcods: .............................................................. Ernte, crop: ......................
 

Opakowanie Waga stwierdzona w Chlodni 

Verpackung Im Kihlaus fastgestellies Verladegewicht 

Cechy i numery Packing Weight stated in cold store 
Zeichen und Nr 
Marks and Nos Rodzaj Ilot ,zt uk kg/kos kg/kos kg/kos 

Art Anzahl Stuck brimo netto tara 
Kind quantity pieces gross net tare 

Razem 
Zuswammen 
Total 

Tem peratura skladowania towaru: 
Lagerungstemperatur der Ware: 
Temperature af storage: ................. 

Temperatura przy zatadunku: 
Verhadetemperatur: 

Tem perature at loading: ........ I............ 

0C. 

CC. 

m3 ........................................................................ 
Waga kartonu/worka 
Karton/Sackgewicht 
Weight of carton/bag 

brutto/gross ............... kg/kos 

tara/tare ................................................. kg/kos 

netlo/net ................................................. kg/kos 
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HUK ,ROIMPEX
 
)0-511 WARSZAWA 

Nowcgrodzko 311315 

tel.:21 83 79 
29 930,. 

fix 8] 5095to 685059 

lo- 6288059 

BANK P.K 0 B.P 
IX Odd,,. 

%vWarszowie 
Nowcgrodzko FF14l 

nio nr 1599-315377-136 

Ns2 

Wosz 

znCo 

znok 

Wo,.;o.vo. dn 21.07.92 

PLATNIK: 

KARGREK Co Ltd. 

ISLE OF MAN, ENGLAND 

I N V 0 I C E -PROFORMA 

l[IfW,.. TR1 Y !JAl-OJU 

SUrhRISE a 450g 

.......... but. a 0,38 USD ................ ' 

ODO91 0RCA: A'iP3-Donieck. Pr. Teatralny 10 

-HUK-ppoIM.imp P 
VIL.. NW06RG'0ZliA 31 

29 93 D& I):P A* 
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rLtIUK(A 11VIr'UMILU.A ,."A 
I Kontrahent z*iralnlcny 4 2. , 1 ri.,, 59-211/20045/001 

I V dn:a 13.04.92 J-. Izn.pi'l
Auschem Cesalpinia/Wlochiy 1 2,, 

7. Odbiorcia I Inpoter 

JAZCOOP Sp. z o.o. CHI14EX Sp. z o.o. 
ul. Ks.J.Jalowego 6a A1.Krakowska 264
 
35-010 Rzesz6w 
 02-210 Warszawa
 

9. Platilk 

jw oaza dostawy: EX WORKS
 

FRIMULSION 057 E 200 kg netto/217 kg brutto 
 OM 8,80/kg @xxR¥Mkg
 
wartogd: OM 1.760,00
 

- 2% skonto na 
przedplatq DM 35,20 

wartok towaru OM 1.724,80 
w cenacn sprzeda~y: zi 20.440.300,
wartok przedplaty: z1 15.000.000,
do doplaty : z1 5.440.300,- Kwot#q tq prosimy wplacid na nasze konto 
I L.i IiI~ I~j .q "a I~'c .. 

59 i 11 13 795 59/92 8.262,00 OM 1.724,80 31 
Il KraJZia,.Zp6, 

223 I 
20. Kra;pomp I 

223i 

41 LmoK, 22.Lkoo :r o%ali'1 Nji.. 13 Poo l to.&%ln, 0.%V.r . 25.Char. 21ipliirl ,.'0a Wvr 11,5.,.-to 

20% 

:. ' itl Zadlmnwcinwvetl'i.jlir 

_ 

At.
I 

l ' ~l It Isa.
,' 

3.___ 
Al Ni sta&,ysiczny 1ii.v.ru 3.. Jedlr.,,A k., 

nilil ' llll 
l,v , 24. J.tdno.lkIA 

,i il 
1 L*! iI I -l iL CIl/.i , . 

____. 033 200,00 217,00 
7 V.ar.u %.k ii . nu pti u Fomeht I I bfplr-'#fnl 411 

14.250.30",- 1.500.000,- 1 50.000,
41 P u. a kMl,uh ?t. .7kca r .. - H .nc..ill I.oN.-- . . , 4 0. Icu.zi : W U: .' 44. w llu'vl W eCfls. 
trmn5ia1:"yjn" Irans. CIF 

1.550.300,- , 15.000.300,

120.44.300,1.500.000,- - . 
-I 20.440.300,-3.140.000,-


4i.'S.. 

S. V... i . FOBarl.:, ti3 iuatv tll.5G. UUI 

i £IM57. CHIMEX Sp6a z o. 4 0, 

rPlA if" L'; ,':1 - I'SLL.GOWA 
. -. i:::zcw8., 264 ,:. .. .. . -.. .. ; lI 

02-0 WARS-WA ............ _.,,r
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__ 

____ 

92 

IM1'H]ACTEPCTBO BHEIIIE3KOHOMJ~qECKoro 

COTPY L HW~xECTBA 

1IEHTPAIbHl~ MHCrIEKTOPAT 110 CTAIIgAPTH3AIUXH --- ... -. .- ... . 

Minlsterstwo Wsp6lpracy Gospodarczej z Zagrznlc4
 
Centralny Jnspektorat Starndaryzaci
 

872 =2 fjSAO
KA9t.ECTBEHHbU14 CEPTXcDH3KAT Nq /J- Waine do dn. 19- r 

Swiadectwo standary,'acX Nr 

KXnWetftty napeJ"vgrWiW J~yh
HauaceHonaHme Tonapa .. 

__ 

__________.--. 

Nazwa towaru 
.. 

01050312492/a4-.o47 !JkaLa 
-. Co.aua .-. T N-_______

Konirakt PHZ Kraj 

FWJl-?rlap" IV-i u1.RwvagodzM 31 tog. 01Q5W3124 
3xcnoprep: flEBT ___.----. ~ ~ -.-. . *.-- --- ~ 

Eksp~rter: PEZ 



3 JJMW 36.442 lazia wo rzezzovsk±* tog. 69502626 

Zaladorwca 

ISOMA8092 ZAO 5"2 IM 
BaroH (rpy30BlIK) N 

.. ~ -.-..-


WagOi (s-amoch6d) Nr 


pakiety Zfr~ave a 20 &at,butelsk 450a 
Ynaxosxa.. . . . .. 

Opakorwanie: 


- mamaamom
 
- luzexn
 

1465 pakrtd i31185 k8 
Xc~nH'~ecuo ynatconsiv s ec rpynia Heno .......... M

11cocd opakowai; 93 btlf 
 Waga towaru nelto kg 

Onpeamenemiile I:a'~emra: Tmnap OToe~IaeT yc.7IoBAMM xoHrpaxma
Slwierdzenie j.-ko.ic:: towar odpowiada warunkorn kontraktu 

TaK 

13 185 
3aI'.m4eHIne Zo 3XCnopa Er 
3xcnepl~a AonyCKaeTcaR kg 

TAX 

dopuszczono 
Orzeczenie: do eksportu 

Na podslawic kontr.!; standaryzacyjncj przeprowae-cinej w oparciu o pos'.anovlen:. § 2. Uchvvaly Prezydium Rz~du z dnma 3.11 19.51 r. (Monmlor Poiski nr A-19, p. 149) zgodny z kontrakterni. 

Lcn4, z iz. ilozdznelnjk 

72.-lowm; i~) ury~d Celny Io.*' 
M'cT2311T.Cb 21 Dostawca 

3hVrIOPTeP 2) Ekspolrt....... 

5) CIS 2 egz. 62 ezt ~d1ontrolu.Icego 

http:M'cT2311T.Cb
http:j.-ko.ic


Eirnrzel1d) lur den Absenovi 
Copy fI sender 

Nadac- (natmSk. Wades kra 	 MIEDZYNARODOWY LIST PRZEWOZOWYlub W SAMOCHODOWY NR 
1 Abno, I. (NameAnsuchoir Land INTERNATIONALER FRACHTBRIEF No 

Sende,(namie addfi country) INTERNATIONAL CONSIGNEMENT NOTE 

JLM Sp. z o.o. 

36-o42 Lubenia
 

woj. rzeszowskie Polska
 
Nlnwei, rpzewizpodlega postanowrnon konwenc|p o umowe midrynaiodowre ptewozur 
diogowego rowdw (CMR) beawzgltdu na lakilkowliek pttecjwnq klauzulg 
Drese Beitbderung untedwg Iroternergegen This carriage is subject notwithstanding any 
terligeirAbm3chung den Be'stimmungendes clause to the contrary, to the Convention ong 
Uberemkornmen ubefdenBeloe!irungsverg the Contract fo the Intemational Carrage of 

C , 	 a (CMR) goods byroad (CMR),m ifrrolionalen Slrassenguterviriketr 
I, Odb~ouc (nrmPskto lub nazwa mdles iual) reonk(xlwdOlu zw d ll) 

(NreA~fvf Ukraina 16Pertewlnk (ir.esko rib nainva adies fuel) 

Caneno(name addiefs. counry) 
14 2 tmpanget ad 

ALBATROS -

Donieck Pr. Teatralny 10
 
Lt M~erscecio-ereraurentailnriescoennt4 krarl 	 Kotern.garewolnicy,(naxsnisho (ribnarwa adhe. kial)3 	 lusiirunso de. Gules (Or1Land) 17 Nachfolgende FRachlruhi. (Name An cthf Land)5 

Place of dehinery of the goods(place country) Successve ca iers(name addiem counir) en 

Donieck Ukraina
 
M,iei data waadowana (nelcowoC kial data) 	 Zlsrizena Iuwag,pticoinka 

'4on nr Tg t. u..n.i. tierGu,. lo+r t.. .. r 18 Vor.li. rind Ber.n.kingen de,Fiachr,,h, . 2 
Plac. and dare of taing oe line goods (place couniry date) Canfiez reservalonn &n obplmvatons 8 

Lubenia Polska 1992.07.23
 
Ziin:onu tioiurnn i 	 , 0 

.5. ....O, ni..... n 

I.Specyfikacja 3.Atest 
2.Faktura proforma 

.. .* . .... .. 8 nn ci... it..... 9o . ".... .. 10 +11 ll.i,'.ii n....t.. 12 ..... i -
,n] .,\' ttlitttl 

I.0., 

Koncentraty napoj6w orzeiwiaJqcych 

butelki 450 g 29 300 szt. 

1465 pakietdw 20 600 

SlC"$l,,t,, -1,_+. , I...... 	 -_< 

13 ....... 19 ................ . L 
'.,Jpr.wa celna doh{c ::t ,iL'1ZAD CELNY W PRZE;. o _I {-

Oddzial w Rzes; -' 

20' > C.,, 

144 

21 - ... ,.¢ Lubeni.a,. 1992.07.2 1~cn"rlfll,ntrin~t 	 _______I,  

. ............... 	 I .9
 

~~3251unlncr intl,.Stnii 

nih 'n U r Iti ni i an Srfilniie{ildis tirii*anrii$P,I, . 

*I5024 X 
tl 

http:1992.07.23


) L N
 
'- z JLM Sp. z o. o.
 

Lueri
3"624 


woj. rzeszowskie
 

P R 0 T 0 X L Z A L"A D U N K.U 

Towar Koncentraty napo6w orte~viajacycb.450.
 

Sani~.......... ....... .......... ~.... ...
 

Samozhdd ........................................
 

butelki 450 g pakiety followe a 20 szt, 

jL .... .............................nostki opakowa 


29 300 azt.
 
Ilo' sztu'.
 

20 6oo kg

,-- ......................................
•, -.tt: .
 

" 
T* .. r --.--t . :- : - =: "' .. '/ - z ., t a , .~ 

- . -. .. : t-_ 

:)J--tu6f 7ald: ;:z3oo 

2 (
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S f E.-.C-Y.F.I.K A.C.0 A. 

Warszawa,, ul. Nowogrodzka 31 
, PPH "HUK-Proimpex"EKSPORTER 


ISLE OF.. MAN, ENGLAND14ORTER. ; KARGREK Co Ltd., 

: "ALBATROS" - 340 050 DONIECK-Ukraina,Pr.Teatralny iO 
ODBIORCA 


TOWAR Koncentraty nap6ju-orzewiajqcbgo a'450 g 
465 st2950 

karton6w ........... szt.
 ... 29.3......Io 


20 60 .
 
WAGA BRUTT.O : ................ kg 

13 185 
WAGA NETTO : .................. kg 

I992.07,23 
DATA ZALADUNKU : .................. 

92 XAO 5024 X1 .
NUM9ER SAMOCHODU 

V SCHIOT KONTRAKTA 010503124/92/R-047 

624
 



JEDNOLITY DOKUMENT ADMINISTRACYJNY SAD I D IILAA Ar JA 100400/001158 
2 ~ If ftLlJ EX* 10 p f:7V*. 

3~~~~B Wyknodol:Iz4wU..... i Du 

ul.Nowogrodzka 31 1j 9-72
Bits 
5PLmpt 6 b1,pa. Lam.aIzb00-5 11 Wars zawa 

11IpolCbWAu It odm?'unMMWfs Juri jI Mak ~rinin 
YkARG.RZK Co Ltd. 1{UK-Proimpex Karta stalegn 

ISLE F 31 'pobhytu DS 0140Q87MANul.Nowogrodzka 
00EOF~o-51I Warszawa tna-Q A-15 

ENGLAAD Em 1~-p I.J 12£S~M iatyu~ mnuc 13 W-Pt 

l4Zo2~w~ 00eIA00~ ' is ~w 15 Smbwpmj 117Sn~ip
JAMCOOP Sp. Z 0.0on6a ii a UA1b 
ulii.Ks. J.Jal~owego 6a Rzesz. i
 

35-010
Fl~ja korzata Pigitek Polska kainp 
196 .. u~~

de "Wad~!5 f511 ~ o~ 
= Cip,6.8092 XAO/5024 XE Ulie21xw I 

"m 2Srdek trarupoflo @agnacy z2 Wkusgou i uflinrc kiwy 22 Konmbt 124 ask 

WIC u 2 ounn ~ 2 ~rU Iuinu USDI 1113 92 t 
em MAieniVO E IX 0 War.nzawa 

- __2L~i~i IJL2j 36-G42 1q-13716.... 

18 92 Urz~d m1 Miepsc*e ft 1 99-1537 -13ceinj gramcaa 

31Opikow Zuki i numery omery knuteoualaw p- 17j2 UdUm 
wwaru 2106%1 br376 ree09o 

Koncentraty na-poj6w orzeiwiajacych 34fatS ib poch 20600bulefk) U mr 

butelki a 450 g l2a300 az.nPOEUA 3 a no(q 1KmM 
1465 pakiet6w 400010 1 18 

40 DohIdraa zArmans 

41Jkaen42 Wantm& 4a MW pp 

Inoful aktu=ra 4 igdnn

VCID"anSpecyfikac ja ? 1 C2~~
 

____.Swiadectwo CIS 6 4q20-IN 22 
a7 UhI.zan' lip Pedstaws SUwki iK up 43 Sktadopbip bwoIa. 1P 8I Pbln.~ *deucnr. Cel/WoC 

uS~ 10 A IUENTY KALKULiCYJNEmanipularyje)(Oplaty 

II I 
52 Gwrarncj RA E YPtJuJACYZjIVS2Uzdolorul kC 

ml r 00 zeszw I 001040000118 0iedva.-, 

5 Uiost52flJAIITcJe ROOa 3 a dboul kda 

Dopusz-czono do wywiozu za granicq.Fo- Rzeszo'w 10c:2 0-23 
brano opl.nard.p. za rewiizjk 50O00zl, ,bad, dokujn. Wt. farvnsko. nr 0O.podpa 

500100zl.na poJs4"§15i-:!Tkt%*1 lit..a,,b rozjhVfGzZ z dnia _ 

1%0c,"-0B--22/Dz. U,.A)lt 61pjo Z.357 z . ?,b)zj/u'g K-103 algorzata t ek 
Rrz 020231. 5392214c,__'>~~1reYAE 

1002-07-23 k.138 

http:500100zl.na
http:granicq.Fo


-IMPORT.REFLEX INFO 
WE R ELDWIJDHAN DE.S 0 NDERNEMING 

AUP.E NHA D LSRE£PRXSE1 ,TANZ 

Erdbergstrafle 69/5 
A-2030 Wien, AUSTRIA 
Te. 0222/72 30552,Fax :71 30553 
Telex:32940 TDA 

SPEZ3F3XATION
 

Tomatenmark -27,3 Brix
 

Verpackung:
 

Ein Karton a Vier 3,15 kg GI~se Tomatenmark 

Brutto iZOO Karton a 2.0 kg = AiOOO kg 

Netto 4200 Karton a 12 1 Q kg - 1512O kg. 

626z 

2£EITRALSPARV.ASSE UND 
Z LWEIGST1 .LE GERSTHOF 

Y.KOERZ:IALBANKop0 
AO-IEN 

I oIEN 

Konto Nr. 5733€4496-USD 



REFLEX INFO EXPORT 
HANDELS 0 NDERNEMI NG WERELDWIJD 
AUBE NHSANDr LSREPRASENTANZ 

Erdbergstraie 69/5
 
A-1030 Wien, AUSTRIA Importer:

Tel.0222/7130552 Fax:7130553 
 Weiss 	Sp. z..a'.a
 
Telex:122940 TDA 	 00-930 WVrszawa 

ul. Wspolna 30.
 

Nr. Konto
 

Bank PKO S. A. I. ..oddz w W-wie 

Nr. 501031-210]]131-136-1-11]0
 

Nr. Regon P-0021BI1320-94901009
 
ORGtWAhL 59- 2-641-01009 
RECHNUNG W,/t Wien,am 

Li efertag"r-O& 

USD
 

1. 	 Tomatenmark fUr weitere 230 pro
 

verarbeitung 1 Tonne
 

(Pasta 	pomidorowa do ponownego przerobu. Taryfa
 

cet. 0711.90.70.)
 

NettoiR0OKarton 12,6 kg =57 1O kg 
ISi ZO Tonnen a USD 23o =5 A?7 USD 

Loco Magazin in Polen Total 
, 	 3417'. -

Fracht 	kosten Loco Magazin - Pblen grenze 510.-

LTotal franco grenze Polen/2w."foucvicne 	 humdtr+ ,s/, 290 . 
Zachlung nach liferung
 

LKW Nr. 	 CHti 3LjL C1C/ tiulp O 

fot 

Lager: Frei Zollfreilager Budapest/Ungarn I' 7 - Mahart/Csepel, Kikbt6 Freihaten 
Ur5-7 Budapest 21. Ungarn 

ZENTRALSPARKASSE UND KOM£ERZIALBANK AG-WIEN 
ZWE]GSTELLE GERSTHOF 1280 WI 0N 
Konto Nr. 573344496-USD 6alstepass 

Etmajer Jan 
 Ebfl D52 

627 
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HUK PROIMPEX
 
00-511 WARSZAWA Non znok _. w__s__ dn. 21.07.92 

uL Nowogrodzka 31/315 

L: 	21379 Woz k
 
299304 


PANK
 
iL 815095 	 PLATNIK: 

e= 6288059 :%: KARGREK Co Ltd. -: .:". 
f=z 6288059ENLD 

BANK PLo.R. IS OF WK., ENGLAND"
 
D(I Oddx.

w Warmowie
 
uL Nowogodzko 35/41 I
 

Konto nr 159-377-136 . , 

1's2o723 ! 

S. . I N V 0 I C E -PROFORMA 

KONCENTRATY NAPOJU
 

SUNRISE a*- 450g
 

29300 but. a, 0,38 USO ..* 4D.......USO
 

slownie:
 

Jedena~cie tysiqcy :t sto trzydzie'ci cztery dolary
 

DOBIORCA: ALBATROS - Donieck, Pr. Teatralny 10 

-HUK-PRa0INr .P.P=H. 
UL. NO0 OZKA.31 
00-511 WARSZAWA 

v 29 93GC 813811 

629
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Towar " Towar Towars" 
A. 11. (a) Cena ne 'tow walucie rachunku bez kosr 6w 'rans- -
Podstawa pornu i ubezpieczenia (cena zap;acona lub maj4ca OM903,
wyiczer 	 bydzaplaconq- warod tansakcypa) .97 .U D2D90.7 rs 

(b) 	 Planoici porednie. o kt6rych mowa w poz. 8 (b)
(kurs sprzedazy dewiz wynikajicy z tabeli Narodo-. 
wego Banku 	 nr ni dotyc yPolskiego) nbeli 
NBP nr..60/9.. zastosowany kurs "-USDa-rl3 599z2: 

12. 	Suma pkiA wyraona w zJotych polskich 39 2R93 ZZ 
B. 13. Koszty ponoszone przez kupujacego:

KoszTy dolczone do (a) prowizja zaplacona w zwilzkb ze sprzedaz4 e doty, y
 
ceny tiansakcyjnej.

lecz w niej nie ujqte (b) opakowanie towaru (kosziy material6w i robociz(kosziy w ziotychpoiskach nie zawarte ny). jezeli wystpuje 14cznie z towarem ............ n e doty zy 
w pk A) m 14. Kosziy zwiqzane z dostarczeniem przez kupu* cego. 

bezplawie lub pa cenie niszej od rynkowej, eczy lube 

uslug wykorzystanych w zwiqzzku z wytworzeniem lub 
sprzeda,4 towaru: 
(a) 	materialy, komponenty. cz¢tci i podobne rzeczy.

k:6re stanowiq czqtd skladowq lub przynaleznotd 
towaru ...................................................... 

(b) 	 narzqdzia. odlewy, formy i podobne rzeczy. wyko
rzystane przy wytworzenju towaru ................... n13 dotycky
 

(c) 	 materialy, surowce. barwniki i inne rzeczy zuiyte 
w procesie produkcji ..................................... nJ dotyc y 

(d) 	 prace inzynieryjne, badawczo-rozwojowe. projek
rowe.artystyczne oraz szkice i plany niezbldne do n dotyc y
wytworzenia towaru ..................................... 

15. 	 Naleznoici i oplaw licencyjne n e dotyc y
[poz. 9 (a)] ...................................................... 

16. 	 Przychody lub inne korzysci z odsprzedazy
(poz.9 (b)] ..................................................... 
 nl dotyo y 

17. 	 Koszry dostawy na warunkach franco granica polska lub 
cif port pkaiski: 
(a) 	koszty transportu towaru. w tym: rozladunku. oplat nl 8 dotyc; y

pocztawych i innych oplat zwiqzanych z transpor... _ 
te a ... .. _. ...............
. ...... _ _ . _ 
_ ..
 

(b) koszty ubezpieczenia Zowaru ........... 	 _ e 

B .............. ~.............................
..........
 

WARTOSe DEKLAROWANA ,A+B) 39.532. 93 z2 
18. 	 Dekiarowna wanotd w wypadku braku wartoci trans

akcyjnej (na warunkach franco granica polska lub cif :le dotyc y 
port polski) 

19. 	Wartok ustalona przez organ ceiny metodami okret
lonymi w an. 27-30 Prawa celnego w syruacjach fl 0 dotyc z 
okreilonych w art. 26 Prawa celnego 

20. 	Wanod celna przy przywozie towar6w up;xednio wy
wiezionych czasowo, okregona zgodnie z § 10 troz- i. dotyczy
porzqdzenia Rady Minisir6w dnia 23 lipca 1991 r.z 
w sprawie cel na towary przywozone z zagranicy (Dz. U. 
Nr 67, poz. 288 oraz .ir 74, poz. 325 i 327) 

' W przypadku wivkszel iloci tOwar6w wypOnsa sij' dcdalkowo stronc 2 deklaracli warlosci celnej. 

630
 



OEKLARACJA WARTOSCI CELNEJ (DWC) .Nr ........... ..
 

1. Importe!/odbiorca - kupuj cy Do cel6w sfuibowych
Weiss Sp. z o~o. iJ.. Wsp6lna So0
 
Warszawa
 

2. Eksporter/nadawca - sptzed3
*-- iqoy RELX ]F 

3Xr4bergetz'asse 69/6 Wieded
 

3, 	Numer i data rachunkuf 
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HO 7-15
 
INSURANCE RESPONSIBILITY UNDER 'THE PRINCIPAL FOREIGN TRADE TERMS
 

W1O MUST BE RESPONSIBLE FOR ANY LOSS OR DAMAGE
 

TERMS OF SALE 

FAS VESSEL - Port of Export 
Seller's invoice includes delivery of 
goods along side overseas vessel 
within reach of loading tackle. 

FOB VESSEL - Port of Export 

Seller's invoice includes all 
expenses up to and including 
delivery of the goods on board 
overseas vessel at named port. 

C&F - Point of Destination 

Seller's invoice includes the cost of 
transportation to the named point of 
destination. 

CIF - Point of Destination 

Seller's invoice includes the costs 
of Marine Insurance and trans-
portatior to the named point of 
destination. 

Seller: 

Until the gcods have been delivered 
along side the vessel or on the dock at 
the designated port of export. 

Until the goods have been placed on 
board the overseas vessel (Bill of 
Lading issued). 

Until the goods have been delivered 
into the custody of the ocean carrier 
(where received-for-shipment Bill of 
Lading may be issued) or until the 
goods are placed on board the over-
seas vessel (where On Board Bill of 
Lading is issued). 

Same as under C&F terms except that 
,eller is also obligated to provide and 
pay for Marine Insurance to the 
named point of destination. 

Buyer: 

From the time the goods are deli
vered along side the vessel or on 
the dock and thereafter until final 
delivery at ultimate destination. 

After goods have be,na loaded on 
board the vessel and thereafter 
until final delivery at ultimate 
destination, 

From the time goods are delivered 
into the custody of the ocean 
carrier or on board the vessel. 

Same as under C&F terms except 
that the buyer is given the benefit 
of the insurance placed by the 
seller and is responsible effecting 
settlement of any claims at point 
of destination. 

WHO MUST INSURE: 

Buyer must provide and pay for 
Marine Insurance. 

Note: Seller should insure his 
risk of loss to the goods until they 
have been delivered FOB or FAS 
vessel. 

Buyer must provide and pay for 
Marine Insurance. 

Note: Seller should insure his 
risk of loss until the goods have 
been delivered into the custody of 
the overseas carrier. 

Seller must provide and pay for 
Marine Insurance. 

Source: Kramer Roland L., International Markeing 1970, Text Book. 



HO 7-16
 

GLOSSARY OF INTERNATIONAL INSURANCE TERMS
 

Limit of Liability 	 A stipulated amount w'hich is 
a direct reflection of the in
demnity percentage. The ma
ximum amount reimbursable 
by the policy to the insured. 

Cover 	 The actual financial protection 
being afforded by the policy 
against specified risks. 

Indemnity 	 The extent to which generally 
in percentage terms an in
surance will cover a specific 
transaction. 

Premium 	 Cost of the policy. 

Wording 	 The actual policy language 
agreed upon by the insured 
and insurer. 

Waiting Period 	 The length of time which 
must elapse after a losss but 
before a claim may be filed. 
This period is intended to 
allow the insured the opportu
nity to resolve the situation 
which is causing the potential 
loss. 

Binding 	 An agreement which obligates 
the insurer to pay if the loss 
insured against occurs before 
the policy is written. 

Insurance 	 The contractual relationship 
which exists when one party, 
for a consideration, agrees to 
reimburse another for loss 
caused by designated contin
gencies. 
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HO 7-16 (continued) 

GLOSSARY OF INTERNATIONAL INSURANCE TERMS
 

Policy 

Policy Period 

Non-binding Indication 

Political Risk 

Force Majeure 

A written contract of insu
rance. 

Length of time during which 
a policy is in effect. 

An NBA is a preliminary 
quotation from an insurer to 
obtain a close approximation 
of the premium applicable to 
a particular risk together with 
pertinent conditions. As the 
name implies, it does not 
obligate either party until at 
order to beind is given. 

Events which occur as a 
result of govenment (U.S. 
and/or foreign) action that 
affect international business 
contracts and/or undertakings 
and which are beyond the 
control of the parties invol
ved, i.e. import/export 
license cacellation; exchange 
embar-goes; confiscation; 
expropriation; natii.naliation 
of investments, goods or 
equipment. 

Circumstances beyond the 
control of the contracting 
parties which interrupt or 
prevent performance of the 
contract, e.g., war, riots, 
insurrection, natural disaster. 

634
 



HO 7-17
 

PLACE/DISTRIBUTION CHECKLIST 
(continued from HO 6-14) 

Where should the product be stored and in what quantities? 

What are the customer service requirements for the product? 

What are the costs of physical distribution? 

What are the specific packing, shipping, documentation, and insurance 
considerations for the product? 
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Instructor Notes 7-1 

Term projects which require students to determine freight rates, assess inventory trade
offs, and make choices among modes of transportation have also proven to provide much 
insight. 

Questions for Discussion 

1. Why do international firms pay so little attention to international logistics issues? 

Most international firms are not familiar with the concept of international logistics, as it 
is a relatively new development. As a result, they pay little attention to this very effective 
business tool. In the past, companies have attempted to optimize each individual aspect 
of their businesses rather than optimizing the performance of the company as a whole. 
However, as the benefits of system synergism are becoming more apparent, international 
logistics is rapidly being recognized as an important competitive tool. 

2. Contract the use of ocean shipping and airfreight. 

The main differences between the use of ocean shipping and airfreight are the transit time 
involved (how sensitive one's goods are to transit time), the level of reliability desired 
(how precise one's anticipated delivery time must be), and of course, cost. Transit times 
for airfreight are clearly shorter than those for ocean freight as it is a faster mode of 
transportation. Because of the shorter transit time, airfreight is also more reliable. Shorter 
delays occur in airfreight because it is less affected by the weather, it is a faster mode, and 
there is less chance of pilferage and breakage. However, airfreight is almost always the 
more expensive option. Consequently, thz type of product being shipped, in addition to 
the above mentioned factors, is taken into consideration when deciding which mode to use. 
For example, if the product is heavy, chances are it will be transported via ocean shipping; 
if the product is light and the port facilities in the country of destination are poor, it might 
be shipped by air, as that is more convenient. If the price of the item is high, it is more 
likely to be shipped by air, as higher-priced goods will absorb the higher cost of 
transportation more readily. 

3. Explain the meaning and impact of transit time in international logistics. 

Transit time is the time it takes to transport goods from the manufacturer to its ultimate 
destination (warehouse, retailer, etc.). Transit time plays a very important role in 
international logistic operations as it can dramatically affect the total cost of the operation. 
The shorter the transit time, the easier it will be for a company to reduce (if not eliminate) 
the need for an overseas warehouse, as the inventory level can be replenished upon shorter 
notice. The lower inventory level will reduce inventory carrying costs, thereby freeing up 
capital for other investments. Transit time is also critical when shipping perishable 
products or when responding to emergencies. Delays may cause the goods to spoil or 
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Instructor Notes 7-1 (continued) 

cause the firm to fall behind promised delivery dates (which in turn may cause the firm 
to lose a valued customer). If delays should occur, it is at the expense of the shipper-any 
unexpected delays can add unforeseen costs, which can make a profitable venture an 
unprofitable one. Therefore, the reliability of transit time is also of importance to the 
international firm. 

4. 	 How and why do governments interfere in "rational" freight carrier selection? 

Governments often own or heavily subsidize freight carriers, so it is to their benefit to 
"strongly encourage" shippers to use these carriers as opposed t, other more "rational" 
(and often less expensive) alternatives. Governments may impose such policies for a 
number of different reasons such as income, prestige, or national security preparedness. 

5. 	 What is your view of the 40/40/20 freight allocation rule of the United Nations 
Commission on International Trade and Development? 

There is no right answer as the student is expressing his or her opinion. 

The 40/40/20 freight allocation rule of UNCTAD was developed for balance of payments 
reasons. In this system, both the importer and exporter country vessels are each allocated 
40% of the traffic between the two countries, while 20% is allocated to third country 
vessels. 

6. 	 How can an international firm reduce its cycle time? 

Ordcr cycle time is the total time elapsed between the time an order is placed and the time 
the order is received. To reduce its cycle time, the order cycle operation must be as 
efficient and as cousistent as possible. Some ways to achieve this are by receiving the 
orders as quickly as possible (perhaps by telephone, telex or direct order entry systems), 
anticipating orders for goods in high demand, keeping alternate modes of transportation 
in mind, etc. 

7. 	 Why should customer service levels differ internatior aily? Is it, for example, ethical 
to offer a lower customer service level in developing countries than in industrialized 
countries? 

Customer service levels may differ internationally because the level of service expected 
and needed in the respective countries may differ. If one's competitors are offering a 
lower customer service level than you are (but one within the range expected by the 
customer), your costs will be higher and you will be less competitive. Although one may 
argue that one's customers will be more satisfied with the higher service level, they may 
be just as satisfied with the lower service level (as long as it is within the range they are 
accustomed to). It is irrelevant whether or not varying customer service levels are ethical 
or unethical, as there is a cost attached to the higher service. If the customers in 
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Instructor Notes 7-1 (continued) 

developing countries value the increased service level, they will pay the extra cost 
associated with that. 

8. 	 Given all the uncertainties in the international environment, is it really worthwhile to 
attempt to model international logistics? 

Yes. The international logistic model provides a framework within which a company can 
monitor many of the uncertainties in the international environment, as they affect the flow 
of goods. With such a model in place, an international firm should be able to better 
understand the impact of a changing environment on its operations and to respond more 
quickly to the changes in a manner better suited to their operations than if they did not 
have such a framework. 

Source: Czinkota, M. R., Rivoli P., Ronkainen I. A. International Maarketing Manual. Second Edition. Copyright 
01992 The Dryden Press 
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Instructor Notes 7-2
 
for Central Distribution Exercise
 

(HO 7-8)
 

Modules: 
sea-truck 
air-truck 
warehousing 

Objective: 
Participants should be able to evaluate different international distribution strategies, 
specifically centralized versus decentralized distribution. 

Materials: 
video from Holland Distribution Council 
(HO 7-9) 

Procedure: 

Show video portion of module up to calculations. 

Have students complete HO 7-9 by hand or with calculator. The sea (first module) 
calculations are included. 

NOTE: All answers are given on the material attached to HO 7-9. Cover up the 
totals before copying if desired. Otherwise, the participants will have the answers. 

The exercise could be extended to include Polish examples. Costs can be obtained by 
contacting a freight forwarder. This example does not specify a product so the costs 
for the other destinations should be provided to the freight forwarder so that additional 
Polish examples are comparable. 

Student 	output: 

1. Complete HO 7-9. 
2. Be able to answer, for the specific examples 

a. 	 What should be considered when deciding between a centralized or a 
decentralized distribution system? 

b. 	 In these examples, which distribution system is better? 
c. 	 What other factors should be considered besides just those considered in 

the examples before a final decision is made? 
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Instructor Notes 7-2 (continued) 

Note that 2.a. and 2.c. ask about the same question. 2.a. should include any items that 
can be thought of by the participants, such as volumes, variation in volume over the year, 
transportation rates of different modes, customer service delivery constraints. 

in 2.c., the video examples look at specific volumes and transportation rates. Smaller 
volumes may not justify the centralization, larger volumes may justify decentralization 
because the economies of scale would apply to each location. With the changes in Europe, 
different distribution patterns may work better. Changes in transportation rates could 
change the best solution. The example igncres short delivery requirements. There may 
not be time to get the goods from Rotterdam in the centralized warehouse example. More 
than just cost should be considered. 
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Instructor Notes 7-2 (alternate) 
for Central Distribution Exercise 
(use if spreadsheets are available) 

MQdules; 
sea-truck (focus of this exercise) 
air-truck 
warehousing 

Objective: 

Participants should be able to evaluate different international distribution strategies, 
specifically centralized versus decentralized distribution. 

Materials: 
HO 7-9 
video from Holland Distribution Council 
LOTUS spreadsheets 

case - 1 for the sea module
 
(use only if student computers are available)
 

Procedure: 

Show video portion of module up to calculations. 

The LOTUS 123 spreadsheet is for the sea (first) segment only but can be adapted for 
the other modules after the instructor views the video. The spreadsheet provided 
performs some elementary analysis, such as cost per cubic foot and cost per kilometer. 
Some graphs are included. 

If there is only the portable computer and the computer projection system 
available: 

a. 	 Use the spreadsheet already cremated. (Sea.wkl) Then have students get the 
answers by hand and from the video. Follow by sensitivity analysis on the 

spreadsheet. Change the costs from Rotterdam to be comparable to the cost per 

cubic foot for the local ports. Show that the results depend on the costs and 

volumes involved. 

Can show the graphs if desired. May also sort the data however, this will be 

time-consuming. 
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Instructor Notes (7-2) (alternate) 

If there are computers available for the students: 

b. 	 Teach the rudiments of spreadsheets and have them construct the spreadsheets 
themselves. The case is designed to assume little or no knowledge of 
spreadsheets. Then they would do the sensitivity analysis on their spreadsheets. 

Student output: 

1. 	 Spreadsheet printout 

2. 	 Be able to answer, for the specific examples 

a. 	 What should be considered when deciding between a centralized or a 
decentralized distribution system? 

b. 	 In these examples, which distribution system is better? 

c. 	 What other factors should be considered besides just those in the examples 
before a final decision is made? 
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ESTABLISHING GOOD INTERNATIONAL
 
BUSINESS RELATIONSHIPS
 



International Entrepreneurship Course 

UNIT 8
 

Title: ESTABLISHING GOOD INTERNATIONAL BUSINESS RELATIONSHIPS 

Purpose: This unit is designed to examine ways to build successful business relationships. 

Objectives: To determine methods of establishing good business relationships, including 

partnerships and joint ventures. 

Materials: 

Transparency 8-1 
Transparency 8-2 
Transparency 8-3 
Transpafency 8-4 
Transparency 8-5 
Transparency 8-6 
Transparency 8-7 
Transparency 8-8 
Trar'sparency 8-9 
Transparency 8-10 
Transparency 8-11-17 
Transparency 8-18 
Transparency 8-19 
Transparency 8-20 

Overview of unit 
Overview of unit 
Characteristics of Planning Options 
Legal Aspects of International Marketing 
Legal Aspects of International Marketing 
Range of Relationships 
Company Partnership Advertisement 
Bank Partnership Advertisement 
Benefits of Relationships 
Risks of Relationships 
Developing Relationships 
Key Elements of Building Effective Relationships 
Changes in Organization 
Performance Problems and Remed;es 

Handout 8-1 
Handout 8-2 
Handout 8-3 
Handout 8-4 

Risks and Rewards 
Checklist: Building Relationships 
Transcending Business Boundaries 
Supply Chain Management 

Activities: Student exercises are listed in the T-outline. 
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Unit 8Export/Import 

References for Instructors: more readings for instructors only in Book 2: 

R8-1: Politics and Laws (Chap. 8 IB) 
R8-2: Countertrade (Chap. 17 /B 
R8-3: Countertrade (Chap. 22 LMi 

Discussion Questions in Instructor Notes 8-1 and 8-2. 

3 hoursEstimated Time: 

Unit Outline 

I. Overview 

II. Legal Aspects of International Marketing 

III. Business Relationships 
A. Kinds of Relationships 

1. Arm's Length 
2. Partnership 
3. Joint Venture 

B. Mutual Benefits and Risks 

IV. Controlling International Programs 
A. Developing Relationships 
B. Monitoring Performance 
C. Maintaining Relationships 

V. Checklist: Building the Relationship 

VI. Conclusions for International Entrepreneurs 
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FOR THE INSTRUCTOR
 
International Entrepreneurship
 

Uit 8: Good Business Relationships
 

CONTENT 


I. Overview 

As we begin our last unit of this course, it 
may be helpful to review where we have 
been. 

(Summarize all of the unit topics to show 
progression through what the entrepreneur 
has learned. Indicate what each check list 
added to formulat'ng an international 
strategy. 

In this last unit we will examine te .nter
relationships of our organization with the 
other organizations in the distribution 
channel. The topics include the kinds of 
relationships we can have, establishing the 
relationships, and maintaining the relation
ships over time. 

Finally, we will share our export or import 
plans that we have been developing over the 
course. 

We begin this unit by talking about how to 
implement our strategic plan that we have 
developed. 

Once the strategic plan is determined, then 
the a'-tual operation of the plan is necessary. 
Strategic plans are long term and indicate 
the geteral direction of the firm. 

Some of us have decided to export to the 
United States. Now we are faced with a 

PROCESS 

Put up TP 8-1 and TP 8-2 Overview of this 
Unit. 

Put up TP 8-3: Characteristic of Planning 
Options. 

Refer to Strategic Planning course for 
definitions of strategic planning, tactical 
planning, and operational planning. 
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Export/Import Unit 8 

CONTENT PROCESS 

number of tactical decisions, such as 
identifying which organizations will help us 
reach our chosen target market, how to get 
the product to the U.S. and in what 
quantities, and prepare and purchase the 
advertising to occur when the product is 
introduced. 

In addition, we must understand that there 
are two different legal systems involved and 
what our rights and responsibilities are. 

H. Legal Aspects of International Put up TP 8-4: Legal Aspects of Interna-

Marketing tional Marketing. 

Which law governs depends on: Refer to Reading for Instructors 8-1. 

1. The Agreement - Best to settle before
hand by agreement in the contract 

2. Whei_. the contract entered into (who 
accepts the contract, usually the seller) 

3. Where the contract was performed 

4. Courts decide 
necessary 

which law to use if 

5. Commercial usage - %.hat is customary in 

business transactions 

Legal systems 

1. Common law 
Based on precedent rather than statute; 
It is flexible; 
Found in English-speaking countries 

Discuss TP 8-5: Legal 
International Marketing. 

Aspects of 

2. Code law 
Laws are 
matter; 

grouped according to subject 
Discuss the advantage and disadvantages of 
common vs. code law. 
Instructor Notes 8-1. 
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Unit 8Export/Import 

CONTENT PROCESS 

Rigid; 
NJapoleonic code, German code 

3. Commercial law - UCC (uniform 

commercial code) 

Patents and Tra,'"marks -

Depends on the country. 

For international agreements, the trend is 
that registry in one country constitutes 
priority right in treaty countries. 

Merchiants and Their Obligations 

Traders (versus non-traders) are habitually 
engaged in commerce. They register wher
ever they are doing business in code law 
countries unless a local organization is 
conducting the business for them. 

They are 
books. 

required to keep certain account 

Power of Attorney 

Often necessary for business transactions in 
most countries even if it is the owner 
himself. 

Bankruptcy 

May require full payment to creditors. 
The,:efore the firm is liable into the future 
until the full debt is repaid. 

May want to discuss bankruptcy laws in 
Poland and how they affect international 
trade. 

TFxc in Forei-yn Countries 

May not be taxed if local agent handles in 
its own name. 
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Unit 8Export/Import 

CONTENT 

Otherwise taxable - some countries taN 
worldwide sales of the firm. This results in: 
double taxation where two countries tax the 
same income. Negotiations reduce this 
problem by having 1 country tax some parts 
of business (e.g., property tax) and the other 
tax other parts (e.g., l-rsonal tax on 
dividends) 

Settlement of Commercial Disputes 

Conciliation and Mediation - not binding 

Commercial Arbitration 

1. Advantages of and reasons for using: 

(a) less costly than litigation 

(b) 	Judges and juries less experienced in 
business matters than businessmen 

(c) 	 disputes are usually problems of 
facts rather than law 

(e) 	faster 

Should have an arbitration clause in the 
contract so each party knows what to 
expect. 

Il. Business Relationships 

A. 	 Kinds of Business Relationships 

We can view the kinds of relationships 
that we have with other business 
organizations along a continuum from 
arm's length arrangements to being 
owned by another organization, called 
vertical integration. 

PROCESS
 

Discuss how participants have settled 
differences in Poland or abroad (if anyone 
has had such experiences). This discussion 
could be very useful to other participants but 
it can get too lengthily and heated. Should 
cut off discussion or take a break after 15 
minutes of one-half hour. 

Present TP 8-6: Range of Relationships. 
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Unit 8Eport/lmport 

CONTENT 

1. 	 Arm's length is viewing the 
relationship as very temporary, 
perhaps for only one transaction. 

2. 	 Partnerships can be legal contracts 
or just agreements that two or 
more organizations will work 
together for some time into the 
future, perhaps indefinitely. 

3. 	 Joint ventures are for specific 
reasons and may have specific 
termination times. There is often 
financial invest nent by one or 
more organizations in the joint 
venture. 

B. 	 Mutual Benefits and Risks 

There are several benefits to more 
enduring relationships than the arm's 
length approach. 

There are also risks for both parties in 
such arrangements. Everyone should 
understand them before forming 
partnerships or joint ventures. 
Sometimes it is better to remain at 
arm's length. 

IV. Managing International Relation-
ships
 

Njw let's look at how to develop, monitor, 
and maintain t-ese relationships. 

A. 	 Developing Relationships 

(As time and interest permit, you can 
go through the transparencies on buil-

PROCESS
 

Put up TP 8-7: Company Partnership 
Advertisement. 

Put up TP 8-8: Bank Partnership 
Advertisement. 

Discuss TP 8-9: What are the Benefits of 
Strategic Partnering? 

Discuss TP 8-10: Risks of Closer Relation
ships. 

Work through TP 8-11 - TP 8-17. 
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Export/Import 	 Unit 8 

CONTENT 

ding partnerships.) 

B. Monitoring Performance 

The progress of the relationship needs 
to be evaluated periodically for any 
needed readjustments. Closer relation-
ships are characterized by many 
meetings or correspondence to plan 
future events. In addition, there should 
be reports, at least on a monthly or 
quarterly basis passed among the 
partners. 

C. Maintaining Relationships 

Relationships must be flexible enoug. 
to adjust to changing market conditions 
but not abandon one of the partners at 
the other's convenience. 

Planning means of exiting from the 
relationship at the beginning is better 
for all concerned. 

V. 	 Checklist: Building the Relation-
ship 

VI. 	 Conclusions for International 
Entrepreneurs 

Have those participants that are willing to 
share their proposed international strategies 
give a brief summary. The summary should 
answer the first five questions from the 
International Marketing Questions handout 
from Unit 1. Some questioning from the 
other participants may make the presenta
tions more lively but it should be positive. 
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PROCESS
 

Exercise:
 
Think of a relationship with another
 
organization (can be in Poland) that works
 
well and another relationship that didn't.
 
What were the important factors to each?
 
What were the differences?
 

Put up TP 8-18 and 8-19: Changes in
 
Organization.
 

Discuss TP 8-20: Peiformance Problems and
 
Remedies When Using Overseas Distributors
 
(HO 8-1).)
 

Have the participants work on HO 8-2.
 

More readings for participants in HO 8-3
 
and HO 8-4.
 
Presentations should be about 5-10 minutes.
 
Try to get at least 3 strategies shared.
 
Ask participants if there are any questions
 
after each presentation.
 



Export/Import Unit 8 

CONTENT 

Finally, have a ceremony to open the 
enve!ope containinL the forecasts of the 
maj:k - zloty exchange value fuJr today. 

Ask what the exchange rate for the -nark 
zloty is today. 

Thank the participants and wish them well. 
Remind them of the places to find help with 
their international efforts. 

PROCESS 

Read the various forecasts or write them on 
the board or on a transparency. Do not read 
the associatd names. 

Give out the award for the closest estimate. 
Ask the recipient what .he forecast was 
based on. 

The prizes should be rather small and you 
may need more than one if there are several 
who gave the winning forecast. 
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TP 8-1 

International Entrepreneurship Course 

Unit 8: 	 Establishing Good International 
Business Relationships 

Legal Aspects of International Marketing 

Business Relationships 

Kinds of Relationships 

Arm's Length 
Partnership 
Joint Venture 

Mutual Benefits and Risks 
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TP 8-2
 

Controlling International Programs 

Developing Relationships 

Monitoring Performance 

Maintaining Relotionships 

Checklist: Building the Relationship 

Conclusions for International Entrepreneurs 
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CHARACTERISTICS OF PLANNING OPTIONS 

TYPE TIME FRAME FOCUS 
LEVEL OF 

DETAIL 
LEVEL OF 

INTEGRATION 

Operational day-to-day 
year 

< 1 Efficiency Heavy Financial 
Orientation 

Functional 

Tactical 1 year Event Somewhat 
Financially 
Oriented 

Integrated-
Functional 

Strategic 1-5 years 
more 

or Competition 
Resources 

Stakeholders 

Few Financials, 
More Goal 
Oriented 

Integrated-
Corporate 

Adapted from Bernard J. La Londe, circa 198 

Source: Strategic Planning For Logistics, 1992, p. 26 



TP 8-4
 

LEGAL ASPECTS OF INTERNATIONAL
 
MARKETING
 

Which law governs? 

Legal systems 

1. 	 Common law 

2. 	 Code law 

3. 	 Commercial law - UCC 
(uniform commercial code) 

656
 



TP 8-5
 

LEGAL ASPECTS OF INTERNATIONAL
 
MARKETING
 

Patents and Trademarks 

Merchants and Their Obligations 

Power of Attorney 

Bankruptcy 

Taxes in Foreign Countries 

Settlement of Commercial Disputes 

Conciliation and Mediation 

Commercial Arbitration 

657
 



Acquisition 

Tapered acquisition 

Joint venture 

Long-term contract 

Short-term contract 
,k"%:Transaction 



Joint Ventures in the Eastern Bloc 

TP 8-7 

SHigh Fashion or 
Ready-to-wear 
for New Markets 
East and West! 
We are looking for 
PARTNERS / INVESTORS, 
- to establish a joint venture 

inapparel manufacturing 

for paid work (commissions) 
for western countries 
to sell ready-made apparel lines 
inwestern countries. 

We are an experienced tailoring outfit 
with a seasoned staff of 120-strong. 
We want to fully utilize 

Z._ A 	 our production capacities. 
Our main line of specialization 
includes: 
0 tailored ladies wear, 

Sskirts, 

0 blouses, 
0 leisure-time apparel. 

We are also interested 

inbarter transactions. 

Please contact: 

DtLTEX Trade Company 
Szeged, Kossuth Lajos sgL 17. 

.H-6722 Hungary 

_.. 	 Tclex: 83-2353 

©1990 The Dryden Press. All rights reserved.659 



A Socialist Bank for Investments TP 8-8
 

Are you bold enough 
to invest iary 

To discover INVESTMENT OPPORTUNITIES in Hungary's developing capital 
market, you'll need a PARTNER 

o 	with a well-eamed professional reputation for investment, security and 
lending operations; 

o 	with in-depth knowledge of the investment market through a wideranging 
clientele who make up the country's most dynamic companies;o 	with experience in international banking and trade and thus the perfect 
communication bridge between you and ihe Hungarian business
 
community.
 nteGtvrM anM5
 

a banking corporation specialized in new techniques to finance 

economic progress in Hungary 

MUST BE THE BEST OPTION 
And we put our money where our mouth is. When we recommend an 

investment, we join you. With cash. 

lniteH anhs
 
Credit Corporation for the Development of Foreign Trade Ltd.
 

1051 Budapest V.. Dorottya u. 8. H-1364 Budapest. P.O.B. 65.
 
Telephone: (361) 183-899 Telex: 22-7879 inves h Telefax: (361) 182-070
 

660 	 VA99o The Dryden Press. Allrights reserved 



TP 8-9 

WHAT ARE THE BENEFITS OF STRATEGIC PARTNERING? 

Competitive Posture 	 Relational 1 Internal 

0 	 Market access • Reduction in • Asset 
exchange-specific flexibility 
uncertainties 

* 	 Access to resources • Increased 
* 	 Shared technology profitability 

* 	 I improved responsi
veness to competitive * Joint information * improved 
pressures 	 system resource 

utilization 
* 	 Risk reduction and & Joint problem 

diversification solving 



TP 8-10 

WHAT ARE THE COSTS OF STRATEGIC PARTNERING? 

Competitive Posture Relational 	 Internal 

* 	 Alliance * Loss of autonomy * Training of 
opportunity cost boundary 

* 	 Cost of personnel 
* 	 Costs of long-term coordination 

relationship 0 Opportunity costs 
* Product/service 

* Other exit barriers integrity 	 * Responsiveness 
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Strategic alliances 

Partnerships 

Discrete relationships 

Other 



I ." : ! -'.
- *' -' 

Special skills
 

Geography

Value-added services 

Information interface abilities 

Firm sizes 

Past experience with firm 



!! ' "'., "a ?'a 

- °" -'j-F" ;" . 0 IF. 

Stage One 
Planning the partnership 

A$ I_ Stage Two 
.Pilottrial of partnership 

a47 

Sage Four 

tJoint program 
review 

Stage Three 
The operational stage j 



Levels/frequency of interaction 

Detail/accuracy of information transfer 

Investment requirements (amount and
payback period) 

How to handle "crises" 

Volume of business 

Range of services 

Means of implementation 

Performance expectations 
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0i . 

00 4 uf 
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: ++ ::.+Length of trial 
"1' ' 

, +. of trial,_JScope 
.# Vt 

,""::, _Objectives to be met 
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LengthAof tria 
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TI 8.fl 

0400 

Sharing benefits and burdens 

Planning/future orientation 

Level/scope of contract 

Open information exchange 

Compatible corporate cultures 



TP 8-19
 

CHANGES IN ORGANIZATION
 

Which of the following 
changes has your organi-
zation experienced in the 
past two years? 

Major Restructuring 

Merger, divestiture, 
acquisition 

Reduction in employment 

International expansion 

Source: Kanter, 1991, p. 15,4 

Hungary 

36% 


24% 


41% 


6% 


Germany 	 United 
States 

60% 59%
 

21% 35%
 

14% 31%
 

48% 26%
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TP 8-20
 
PERFORMANCE PROBLEMS AND REMEDIES WHEN USING OVERSEAS DISTRIBUTORS
 

High Export 
Performance 

Inhibitors - Bring Remedy Lies In 

Separate 
Ownership 

* 
* 

o 

Divided Loyalties 
Seller-Buyer 
Atmosphere 
Unclear Future 
Intentions 

Offering good incentives, helpful 
support schemes, discussing plans 
frankly, and interacting in a mu
tually beneficial way 

Geographic 
and Cultural 
Separation 

• 
0 

0 

Communication Blocks 
Negative Attitudes 
toward Foreigners 
Physical Distribution 
Strains 

Making judicious use of two-way 
visits establishing a well-managed 
communication program 

Different 
Rules of Law 

* Vertical Trading 
RestrictionJ 

\ Full compliance with the law, draf
ting a strong distributor agreement 

Source: M. R. Czinkota and I. A. Ronkainen International Marketing. Second Edition. Copyright 01990 The Dryden Press. Fig. 12.6, pp. 370 



HO 8-1: RISKS AND REWARDS 

_When should a third party partnership be 
developed? 

What are the key elements for building 
effective partnerships? 

concerns should each party 
consider? 

-What 

IN-

How should each party proceed In building 
the relationship? 

Martha C. Cooper Wl'at are the trends in the level and type of
third party relationships?Bernard J. LaLonde 

The Ohio State University 

What are some scenarios for future success 
relationships? 

Aperdsqisi
.a long term cgreement between 


two independent entities In the Tapered acquisition
 
logistics channel where the Joint venture
 
relationship strengthens the
 
trategicposition of both parties In Long-term contract
 

the partnership.
 
Short-term contract
 

Transaction 

i 



HO 8-1: RISKS AND REWARDS (Continued) 

Cooperative agreemints 
20& 

0--US-EEC ' 

Economic reasons 
10 

EEC-Japan Management reasons 
50
 

UStrategic reasons 

1979 1980 1981 1982 1983 1984 1985
 

Management Reasons 
Ec,:%omic Reasons 

(Make or Buy) Concentrate on core business 

Manage fewer relationships" Achieve scale economies 
" Take advantage of specialization Free management for other endeavors 

" Transfer risk Have predictable level of capacity 
" Free capital 

Have longer investment horizon" Lower transaction costs 

Leverageexpertise
Vertical disintegration 



HO 8-1: RISKS AND REWARDS 

0 

Strategic Reasons 

Competitively position supply chain 

Access partner's resources/markets 
Achieve global flexiblilty in sourcing and 
marketing 

Meet customer service objectives 

Meet just-in-time requirements 

Forthe shipper: 

Lack of control 

Loss of confe, wh the customer 

Informatkn system investment 

Maintaining service performance (q.uality service) 

customer base erosio, 

Relative importance of shipper'; account 

Switching costs 

(Continued) 

ow - FMl " J 

Sharing benefits and burdens
Planning/future orientation 

Level/scope of contract 

Open information exchange. 

Compatible corporate cultures 

For the third party. 

Large front end investment 

Specific value added service Investments 

not easily transferri. to other accounts 

Difficulty in replacing substantial portion 
o s 

Big fish - little fish 



1-10 8-1: RISKS AND REWARDS (Continued) 

, . ,,':.-",": ," iStrategic alliances 

Partnerships 

Discrete relationships 

Other 

'j 

Speia skllSpeia skll 

Geography 

Value-added services 

Information interface abilitiesFirm sizesFirm sizes 

Past experience with firm 

' ' F"ur" 

Stage Four' 
review 

Stage One 
"Planning the partnrsi 

I Stage Two 

Pilot trial of partrs 

te 
The operationalstg 



HO 8-1: RISKS AND REWARDS (Continued 

61 - O * 

Levels/frequency of interaction ' " -

Detail/accuracy of information transfer 

Investment requirements (amount and 
payback peiod) 

How to handle "crisesm 

Volume of business 

Range of services 

Means of implementation 

Performance expectations 

Length of trial Revise pianned 

interactionsScope of trial S information transfers 
investmentObjectives to be met 

Set bench marks 
e levels 
e time horizons 

Implement revised plan 



HO 8-1: RISKS AND REWARDS (Continued) 

More frequently at beginning 

Pe,,formarce vs. objectives 

Adjustments as necessary 

Planning for next time period 

00 _ _ 

Scenarios for change: 

Partnerships in the 1990's 

Qi Impact of technology 

CImpact of globalization 

Ci The economics of 
restucturing, LBO, M/A, etc. 

[ valuate long term outcomes In 
terms of corporate objectives 

*AEconomicManagement 

* Strategic 

New scenarios for the 1990's 

Z! Limited functional partnering 

Z Integrated functional partnering 

Z! Limited contract logistics 
i Integrated contract logistics 



HO 8-1: RISKS AND REWARDS (Continued 

casflion 

I 
UMTED 

FUNCTIONAL 

"4 IIINTEGRATED 
FUNCTlIONAL 

III
UMITED 

CONTRACT 

IV 
INTEGRATED 
CONTRACT 

Definition 

Outsourcing
of sngle
functon 

Outsourcingof two or 
more 

related 
functions 

Outsourcing
of all logistics 
functions bu' 

limited In 
scope 

Outsourcing
of all logistics 

functions 
*May also be limIted Inscope 
as In limited contract' I 

Example 

Warehousing 
function 

Transportationand 
wcrehousing 

function 

Total 3rd party
logistics 

responsibility 
for Europe 

Total 3rd party
logistics 

responsblly 

I 

Relational Requirerrm.,i
(cumulative) 

* Sharing benefits/burdens 
* Information exchange 
a Project planning 

* Multiple contacts- Defined planning 
horizon 

* Value added
 
customer service
 

9 'Seamless'
Information system 

9 Single point 
accountabilty 

* Integrated planning 
o Financial 

siTength/stabillty 
9 "On-ine" 

Information exchange 
* Flnanc!al Integration 



HO 8-2 

INTERNATIONAL MARKETING QUESTIONS 

Broad 	Strategic Issues 

Exporting 

1. 	 What objectives should be pursued in the foreign market (exporting)? the home 
market (importing)? 

2. 	 Which market segments (foreign or domestic) should the firm strive to satisfy? 

3. 	 Which are the best product, place/distribution, pricing, and promotion strategies 
for the foreign market? 

4. 	 What should be the product-market-company mix to take advantage of the 
available foreign opportunities? 
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Transcending
 
Business Boundaries:
 

12,000 World
 
Managers View Change
 

By Rosabeth Moss Kanter 

HARVARD 81JI ESS REVIEW 

For much of the twentieth TH BOUNDA ES poration. The once very rigid 
century, business managers and unbreachable boundaries 
around the world confronted a ' of business are fading in the 
series of walls. Walls between Or, BUSINESS face of change. 
nations that establish the . Or so many experts say. But 
boundaries of national markets, what is the experience of ieal 
national practices, or national managers around the world? 
social, economic, and political To find out, in November 
systems. Walls between the 1990 Harvard Business Review 
company and the society in WORLD LEA RSHIP SURVEY conducted a World Leadership 
which it exists, drawing sharp Survey exploring the bound
distinctions between corporate interests and social aries of business. After constructing and testing the 
interests. Walls between work and home, separating survey questionnaire, HBR itself crossed boundaries 
those activities that involve earning a living from to share the survey with 25 publications in 25 coun
those that constitute just plain living. Walls within tries on 6 continents, with each publication repro
the workplace itself, dividing managers from work- ducing the survey in its own language. 
ers, function from function, line from staff. And By January 1991, 11,678 responses to the 91 survey 
walls between the company and its stakeholders, in- questions were received for analysis at Harvard Uni
cluding suppliers, customers, and venture partners. versity (see Editor's note at the end of the article). 

Now, we are told, the walls are crumbling. Details of each nation's findings were returned to 
Globalizing markets, instantaneous communi- the appropriate magazine editor for further analysis 

cations, travel at the speed of sound, political re- and comment. In addition, a group of experts on 
alignments, changing demographics, technological each of the survey's major themes received a detailed 
transformations in both products and production, 
corporate alliances, flattening organizations-all Rosabeth Moss Kanter is the Class of 1960 Professorat 
these and more are changing the structure of the cor- the Harvard Business School and Editorof HBR. 

HARVARD BUSINESS REVIEW May-Junc 1991 
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HO 8-3 (Continued) 

set of the global returns; their commentarien will 
appear in the July-August issue of HBR. 

Ifthere is a single message from the survey results, 
it 's this: change is indeed everywhere-regardless of 
country, culture, or corporation. But the idea of a 
corporate global village where a common culture of 
management unifies the practice of business around 
the world is more dream than reality. 

The survey themes fall into five major areas: 
0 nternationalists vs economic patriots; how cor-
porate and country interests conflict and coincide in 
the face of global markets. 
El Businesses as citizens; which social responsibili-
ties are embraced - or rejected - by business leaders. 
El Productivity and parenting; the ways in which 
work and family interests can support each other, 
and the emerging sources of conflict. 
El Fissures inside the workplace; issues of loyalty and 
hierarchy that create a still-divided organization. 
El Anxious alliances, cautious coalitions; what com-

partes say about the importance of their 
Great Britain ever-closer relationships with cus-

'The Incredible pace oforganizational change In tomers and suppliers, and how this com-

Britain over Mhe pares with what they are actually doing.lost decode 
stems directly from Mcr- Since the respondents were not se-
garet Thatcher's desire to 
develop the enterprise cul- lected at random, it is impossible to 
lure. Wholesale prlvotlzo- know how representative their views 
tion of state monopolies, the are. In addition, language barriers, cul-
lIberalization of capital mar
kets, buy-outs, buy.ins, and tural assumptions, and other national 
startups hove helped cre- differences can lead to distortions or 
ate thousands of new busi
nesses that could form the limitations on comparability. Never-
foundation of amultilayered theless, the survey is aworldwide dia-
corporate culture InGreat logue with managers whose voices are 
Britain. Whole areas of the 
cc ntry that once depended not always heard beyond their own 
on one or two industries country's borders. Because the survey
(coal InWales, for instance)
 
are now crowded with a appeared in the language of each coun-

wide range of smaller busl- try, in adomestically published maga-

nesses.
 

'The British, however, still zinc, participants did not have to be-
hove dlfficultlis to over- long to a select set of managers who 
come. Their insularity, their speak English, read international pub-
neglect of education at both 
the personal and state level, lications, work in global corporations, 
and their paucity of Ion- or travel internationally. In that re-
guago skills ore oil major 

spect, despite the survey's limitations,failings. Mistrust of foreign-
ors Isstill a powerful factor it also overcame many of the hurdles 
operaling against the coun- that inhibit open communication 
try's longer term Interests.' about the heart of business practice

Christopher Parkes 

Editor inside many countries, 
Buslness This business mainstream is reflect-

ed in the profile of the average respon-
dent. Across countries, the typical survey respon-
dent turned out to be: 
El A male senior manager in his early 40s, married 
and bilingual. 
El Employed in an established, privately held, mid-
size organization with several thousand employees 

682 

The Global Reach 
of the World Leadership Survey 

Number of 
Country Magazine Responses 
Argentina Mercado 59 
Australia Business Review Weekly 265 
Austria Austrian Management Club 114 
Belgium Trends 217 
Brazil Exame 605 
Canada Harvard Business Review 180 
Estonia Teotaja 4 
Rnland Talouselama 495 
France Harvard LExpansion 446 
Germany HARVARDmanager 134 
Great Britain Business 560 
Hungary FRgyelo 117 
India Business India 224 
Italy Harvard Espansione 483 
Japan Diamond Harvard Business 639 
Mexico Expansion 1,322 
The Netherlands Financleel EconornIsch 583 
New Zealand 
Nigeria 

National Business Review 
Management InNigeria 

251 
24 

Singapore
South Korea 
Spain 

Singapore Business 
Harvard Sogang Business 
Harvard Deusto Business 

340 
569 
871 

Sweden 
United States 

Ledarskap
Harvard Business Review 

363 
2,737 

Venezuela Asociacion Venezolana 76 
de EJecullios 

and a two to four year planning horizon; the compa

ny has a small number of foreign facilities but derives 
the largest proportion of its revenues domestical

ly, faces mainly domestic competition, and is com
petitive in its industry but not dominant, having 
increased profits and market share last year. 

0l Cautiously optimistic about the future and as
suming that the next generation will live a more 
comfortable, secure life. 
El More concerned about customer service, product 
quality,work force skills, and technology than about 
macroeconomic and political issues, and sure that 

trade rules, government policies, currency risks, and 
even capital availability are neither significant suc
cess factors for his business nor significant worries. 
El Strongly in favor of work-site child care and very 
concerned about the quality of education, believing 
that business should play a major role in improving it. 

In addition to profiling the views of this average 
manager, the survey detected the deep and powerful 
national differences that overwhelm age, sex, or 

HARVARD BUSINESS REVIEW May-June 1991 



HO 8-3 (Continued) 

Cultural Affinity
More ThanGeographic Proximity 


Is a Major Determinant 

of Managers' Views 

Cultural Allies 
Group 1: Australia, Canada, Great Britain, New Zealand, 

Singapore, United States. 

Common traits: Apreference for family over work, and the 

least "cosmopollian." (Cosmopolitan Isdefined as being 

mutilingual and having Inlemallonal experience.) 


Group 2: Argentina, Brazil, Italy, Mexico, Spain, Venezuela. 


Common trots: More privately held companies, fewer Joint 

ventures, and ahigher reliance on trade policy for Industry 

proteclon. 


Group 3: Austria, Belgium, Finland, France, Grmany, 

the Netherlands, Sweden. 

Common tralts: Most cosmopolitan, more close partnerships, 

and more pesslmislc about the future. 


Cultural Islands 
Japan: The strongest work ethic, the greatest concern about 
the work ethic of the rest of the work force, and strongly In 
favor of "free trade.' 

South Korea: Strongly favors protectionlsm, puts country 
ahead of company, astrong sense of corporate responslblil-
ty toward employees, and more optimistic Gbout the future. 

India: More optimistic about the future and strongly favors 
protecflonism, 

Hungary: Organizationally different from companies Inother 
countries and very focused on economic regeneration, 

The above allies and Islands were determined by slatlshcal r-
ysls. This clustering lechnilque compares the responses tP1 count 
for each survey question and evaluates the degree of overall country 
difference. 

industry distinctions among respondents. For exam-
ple, Germans appear the most cosmopolitan. South 
Koreans most clearly favor country over company. 
Japanese report the strongest work ethic among top 
managers and the greatest worries about the work 
ethic of the rest of their work force. 

Interestingly, managers' views tend to correspond 
more to their country's cultural heritage and less to 
its geographic location or its regional economic affil-
iations. Cultural alliances appear to unite the views 
of Italians and Spaniards with those of Mexicans, 
Brazilians, and Venezuelans, superseding the bonds 

HARVARD BUSINESS REVIEW y-t.une 1991 

of the new Europe. English-speaking countries tend 
to have deep similarities, regardless of continent. 
Japan and South Korea each stand alone. 

While the survey results indicate that the emer
gence of a global culture of management is more 
dream than reality, they also uncover the leaders of 
the dream. For the most part, traditional industrial 
enterprises -larger, older, publicly held manufactur
ing companies with long planning horizons-are 
leading the drive toward globalization. These orgam
zations are more "cosmopolitan" in their outlook 
and are reshaping their boundaries faster. They are 
the most international in scope, least protectionist, 
and most closely involved in cross-boundary rela

tionships with suppliers, customers, and venturepartners. They also have undergone the most perva-

The lso yers: m edosizingsa
s anes 

sive changes in the last two years: more downsizings, 
reorganizations, CEO changes, mergers or divesti
tures. Respondents from this sector report less satis
faction with their own jobs and a decline in loyalty 
and commitment to their companies. 

Such companies and such managers The Netherlands 
are in the vanguard of changes that Growing Internationalbusiness competition has= 

could confront business with new caused agreat deal of re
political and social struggles. structuring InHolland. As 

Europe prepares for unification In1992, the Issue of 

Internationalists vs Economic corporote control Isbecom-
Patriots. Economics has not yet tri- Ing very Important. New 

European legislation will 
umphed over politics. While most sur- probably change the anti

vey respondents present them selves takeover portions. comajor 
as "internationalists" - free trade ad- ies are ,treaminlng thoir 
vocates who reject government fa- operations and strengthen-

Ing ties with trading partvoritism or assistance for domestic ners InEurope-Germany, 

companies- country differences and Belgium, and Franca, inpar
contradictions in response patterns ticular-In preparation for 

an even more Internation
suggest continuing local political bat- al business environment. 
ties over the rights and responsibilities Yet despite the height
of businesses. Those in more domesti- ened activity, the mood In

tthe Netherlands isone of op
cally focused companies and those in prehension.' 
countries whose national competitive- Sander Wlenngn 
ness is eroding join newly industrial- Deputy Editor InChiefFinancleel Economlsch 

ized countries in sounding notes of Magazine 
ambivalence about internationalism. 

Most of the survey respondents naturally want 
businesses to have the freedom to make decisions 
in their own interests, without having to take "pa
triotic" considerations into account. As expected, 
the most internationalist views on the survey are 
expressed by German, Swedish, Finnish, Dutch, and 
Belgian respondents. ii is no surprise to find the 
capital of the European community (Belgium) and 
the European community's unofficial leader (Ger
many) among a group of nations whose size or sit
uation makes trade a necessary component of a 
healthy economy. 
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HO 8-3 (Continued) 

Change IsPart of Corporate Life Everywhere.*. -, 

Q: Which of the following changes has your organization experienced Inthe pasi two yeara? ... , 
(p~orwo epodnhycoutry) 

Japan United States - Germany ". 

70
7o0 59 60
 

Go
 
50 44 42
 

31
 

30 21
 
40 


7
10 


South Korea Mexico Hungary 

S71 
70 63
 

4o4 
' ,::26
 

0 2-" Y7
4

20 .+,+.- ,: 1 14 


10 6'' 
1• D 

0 
Major F1 MerU 5 Reductlon In internotional 

expaulonrestructuring dlvestfure, amployment 
acquisition 

,, - - . 

- . 5....Especially InLarge Companies" .". ' "" 

0: Which of the following More than 10,000 employees Less ttmn 500 employees
 

changes has your organiza- 90
 

Nion experienced In tei pad S0 70
 
. 

two years? 70 

(percet of respondnt Io 54
 

a,ch FOp) so , 45 45
 

40 " ,- 36
 

420 -. 7 ' 18 16 15
 

E>IMajor Mergef, Reduction In Inentoa 
"FJrestructuing divestiture,' ... riploye

+" "" expansion 
__ _oi cquisitlon " , ;"'"" " " ' 

+ *- * ,r - *, 
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HO 8-3 (Continued) 

Key Success Factors Difer A n gne..hreeInauslrJa! L 0ersa. . 

Q: What are thn three most Important factors for your organization's success? 
(pmcent of respomdents check each Item) 

Japan Germany 

G) Product development 54 ( Work force skills 
SManogemept 41 ® Problem soMng

® Product quality 36 ® Manogement 

This internationalist tendency on the part of 
northern European countries is mildly associated 
with the greater cosmopolitanism of their manageri-
al populations, especially in Germany. "Cosmopoli-
tan" respondents (those who speak more than one 
language and were born or hold citizenship in coun-
tries other than the ones in which they currently 
work) are somewhat more likely to hold intemation-
alist views- the only area in which their attitudes 
toward business practices differ significantly from 
those of their "local" counterparts. These cosmo-
politan respondents often work for cosmopolitan 
companies - those doing business in many countries 
-and therefore reflect the interests of their compa-
nies in eliminating barriers to operating anywhere 
in the world. 

Japanese antiprotectionist responses are most sur- 

prising in light of Western "conventional wisdom" 
that says Japanese companies benefit from govern-
ment protection and assistance. Assuming the hon-
esty and accuracy of the responses, three interpre-
tations seem most plausible. First, this group of 
Japanese managers, drawn primarily from older 
companies competing domestically, having heard 
recent ,xhortations in the Japanese media about the 
inevitability of internationalism, is now playing 
that message back. Of, second, the responses could 
simply reflect a growing confidence within Japan 
over the quality and performance of Japanese prod-
ucts. Or, third, it is possible that Western conven-
tional wisdom is simply wrong. 

Underneath the world majority's endorsement of 
globalism are some potentially difficult contradic-
tions. Look at the third of the survey respondents 
who say that businesses should be willing to pay a 
premium to support domestic suppliers, or the quar-
ter who want business owners to care more about 
their country's success than their company's. These 
managers are indicating their willingness to put 
patriotism before profits. They represent a sizable 
business group available for political mobilization 
in the name of protectionism. 

United States 

83 (j) Customer service 52 
47 © Product quality 40 
44 ( Technology 36 

Even in the unlikely event that trade barriers dis
appear, other contentious issues remain around the 
rights and responsibilities of global companies. 
Respondents appear to draw a clear line between 
economic freedom and political rights. While for
eign ownership of local assets is acceptable around 
the world, foreign voice in local affairs is not. 

Will local politicians simultaneously court for
eign investors ind exploit xenophobia in trying to 
keep their country free of foreign influence? Ifa freer 
flow of capital across country borders is not accom
panied by the ability to protect that capital through 
the political system, will global com
panies exit, or will they enter into the Japan

"ItIs a common criticismpolitical fray? that Japanese companies 
If the internationalists do challenge owe their success to govem

the economic patriots over political ment assistance and the 
restriction of foreign busl

rights and economic freedom, they ness InJapan. But business 
will be up against groups likely to have ieadbrs here think the real 

source of their success Is 
a great deal of local clout. Economic fierce domestic competition. 
patriots could have a larger voice in 'Jopaneseworkers'oyaty 
domestic politics than even their num- and commitment to theircompnies has declined dro
bers suggest. The survey shows a corre- matlcally over the past ten 
lation between patriotic responses, a years. The reason Isthatthe 

opportunity io,promotion 
more local business orientation, and has diminished as the popu
a slightly greater willingness for busi- lation has aged. Also, hard 
ness to help solve social problems. work has become lessImportant as economic pros-

Thus, if managers act on their es- perity has Increased. Some 
poused values, domestically oriented people say thedisng sense 

of Individualism and deicompanies with a protectionist agen- deprivecrease inloyalty will 
da could play a disproportionate role Japanese companies of 
in shaping political policy because of competitIveness, but otherssay this change Isnecessary 
the credibility they gain from local forJapantobecomeamore 
philanthropy. This pattern is already mature society. 
apparent in many regions of the HobuyoshlMlkI 

Editor InChiefUnited States. Diamond Harvard Business 
Even if the scope of economic activi- -P == 

ty is increasingly global, many social problems 
remain firmly local. More internationally oriented 
companies could find their local political voice 
reduced by their managers' greater reluctance to get 
involved in the social arena. It is understandable that 
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cosmopolitan managers might not identify with a
 
community's problem if they can easily pull up
 
stakes and move elsewhere. But if cosmopolitan 0 too Them 

managers in global comparies show reduced com- should be frmW- bIvohsen nations the 

mitment to the places in which they operate, then Japan 86 leastpmlbW proslo 

political voice could be ceded to more protectionist u 

and patriotic localists. P T 

United States 78Businesses as Citizens: Which Social Responsi-
bilities? Respondents everywhere single out the 0o Aom too 

quality of education as the most significant social Hungary 6 

issue affecting their organizations, and they feel 45 Korea 66Siouth Hungury 
business should take the lead in improving it. A 
scant 5%feel business should not be involved at all. Intte purchases, government India 61 

should give preference toWhile 18% say that businesses should limit their doak, t€n'. France 51 

contribution to financial support, another 77% 
approve of a very active role. And a great many o0 e-0 ge I 46Grtia 
respondents feel business can make a very useful 40 Gr an 
contribution to basic literacy skills. JaPn 

Environmental issues such as waste disposal and 
pollution axe the second highest social priority, South Korea 80 Government should octhirly helpE :t-t-t-midomestic businesses suce In 
though falling well behind education in degrce of omtlcinernational ecomy. 

importance to the respondent's own 
Mexico business. But solving environmental 0 P Ao1 

Many sectorsof eso-CO- blems is the o 
amy - specifically, small pro e responsibility of those 
and midsize companies that create them. Most respondents Germany- Indi 
wiih serious problems In are willing to shoulder all the burdens; Japan
International competitive
ness-are nostalgic for the only 3%- one of the lowest responses Toensure astrong domestic Indusry, Mexico

businesses shot'd pay more, 1 nec- rancepre-IMF good aid days of on any item on the survey- think busi- essary, to suppon domestic suppliers.
 
government prolecllon and Hungary

assistance. Though public ness should not be involved at all. Brazil 
opinion Is In favor of the Consensus breaks down, however, 0 ioo United State 
trilateral Free Trade Agree- around somewhat messier human Hungary 

ado, and the United States, problems that are country-specific: 2 Mexico Germany 
many Mexican business- alcoholism and drug addiction, crime- United States 
people fear that free trade 
and unrestricted foreign ridden cities, and poverty. Argentini- Germany BusIneses should be commtted 

example, 
promote an invasion of impact of poveity and unemployment France fl toan patofit t. 

Invstment InMexico will ans, for example, worry more about the India tonot bebelreasy 'or hse 'ountry;them toitmove1ct1shmovu 

products and service'; that Japan
they will be unable to cam- on business, while Americans see Great Brptain 0 Pmml ores 1O 

pleeangainst. 13GraDrli 0 rsIre 10Investment In Infrastruc- unsafe cities and substance abuse as Sho IndiSouth Korea 
ure, the ellminallon of gov. more pressing problems. a Brazil- India 

ernment red tape and car- Regardless of the strength of con- United Stt 
ruplion, and a more favor
able fiscal policy are just a amount of foreign ownerhp reatBritaincers, there tends to be little interest . ove ,ment should limit the Francs 
few of the many structural in business involvement in solving the of cua oG .ort r 
changes that have to be problems of urban life. In some coun- Mexico 
made InMexico before busl- Hungary
nesspeople here will feel tries, of course, business leaders can 0 Pvcvd A 100 18oJapan
comfortablewithfreetrade.- count on a strong welfare-oriented n Brazil 

Charles H.Oppenhelm government to prevent problems or 4 Hungary

Edilor United States
 German 

Expansion Magazine address them if they arise. There are 
Brtin lsccepl forforelgnc ou- -: 

low crim e rates, stiff antidrug laws, 9reat 

and social safety nets. Singaporeans, for example, are Jap ann to try to Influence the laws 
much less likely than the average respondent to feel 27h and regulaons of host countre. 

that unsafe cities are a critical problem for their ermany 
businesses or that business has to improve literacy. Mexico 
Government simply ensures that such problems do 12India
 
not occur.
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But consider the situation in countries like the 
United States whose respondents identify urban 
problems as urgent. Responses hint that business 
leaders are turning their backs on decaying cities, 
either because they can move facilities internation-
ally or because they do not know what to do. This 
may cause downward spirals: as businesses abandon 
deteriorating cities, poverty and crime grow, literacy 
drops, and such places become even less attractive to 
business. If businesses do not accept citizenship 
responsibilities in areas they say affect them, will 
there be a backlash against business? Or will social 
activists push businesses to take more responsibility 
in exchange for economic concessions? 

Managers often appear more politically conserva-
tive than the general population, and their responses 
to the HBR survey are no exception. They are willing 
to shoulder those welfare burdens involving wealth 
creation that have already been established as part 
of the standard benefit package in industrialized 
nations. But they draw the line at taking on new 
responsibilities, such as helping employees care for 
elderly dependents. 

Productivity and Parenting.Respondents voice 
strong support for practices that help working par-
ents. While world averages are skewed slightly be-
cause Americans take the lead in this area, Japanese, 
Brazilian, Mexican, and Canadian respondents are 
also strong supporters. Only South Korean managers 
are dissenters. 

Finding world consensus in a direction some con-
sider "women's" issues-and from a survey response
that is 90% male-is noteworthy. Attitudes toward 
work and family are fraught with cultural overlays, 
colored by deeply held personal values. Yet respon-
dents agree on three win-win practices that are good 
for both families and organizations. 

First, child care at the work site is overwhelm-
ingly supported by respondents. Indeed, there is 
more agreement in this area than in any other on 
the survey. 

A second practice considered good for both fami-
lies and organizations is for both husbands and 
wives to hold important paid jobs. There is strong 
support for dual-career families even among those 
who believe that it is good for the family to have one 
parent at home to take care of children. Still, the line 
between work and family should not be erased too 
much, respondents believe; a sizable group feel a 
husband and wife should not work for the same or-
ganization. Clearly, respondents' views reflect a deep 
ambiguity and continuing conflicts for women, who 
are expected to work at demanding paid jobs while 
"someone" stays home with the children. 

HARVARD BUSINESS REVIEW May-June 1991 

Flexible work hours is the third practice consid
ered good for both families and organizations. Sup
port for flextime appears connected to a desire for
 
family members to be able to provide care for one
 
another, instead of relying on child care centers
though fewer support stay-at-home family members
 
than support work-site child care. But flexible work
 
hours are seen as good for the family just as often as a
 
family member at home.
 

The strongest endorsement of a working parent's
 
agenda comes from Japanese and U.S. respondents.
 
The reasoning, however, appears to be quite different
 
in these two groups. Japanese respondents seem to
 
support any practice that makes it easier for people
 
to dedicate themselves single-mindedly to work.
 
Japanese scores or. a "precedence for work over
 
family" scale are off the charts -higher and statisti
cally more distant from the scores of other countries
 
than any other measure. Japanese respondents are
 
nearly alone in finding it good for the family to
 
have vacations, weekends, or evenings interrupted
 
for work. What parents do "for the family" seems
 
viewed in financial terms-to keep
 
working and earning. Support for work- Germany

ing parents may be seen by the Japa- oFree trade and hie power

of International competitive
nese as tilting the work-family balance ness have made Germany a 
in favor of work; by U.S. respondents, leading exporting countryso ilIsnot surprising that the as tilting it toward family survey found German mon-

Organizations want productivity; agers opposed to any kind of 
families want time. The greatest work- prolectonist trade barriers 
family tensions center around con- Germany has learned how 
flicting time demands-the trade-offs harmfultlonist"barriersany kindcanof be, andprotec
involved in working weekends, inter- German business loaderswill 
rupting vacations, or staying late at the not allow the construction of 

any walls around free trade.office. Child care facilities make it eas- The concern nGermany 
ier for people to work and not spend with work force skills reflect3 
time with their families. The tensions the widespread belief-that 

there are problems with the are clear when both parents work and Integration of former East 
both parents value their families-the Gcrman workers Into the newunified economy. itIsup tocombination is true for many survey the government, not bust
respondents. ness, to manage the reuntft-

By suppoiting child care and flex- callon, And one of the biggest
challenges will be halting the

time, managers are endorsing the work skyrocketing unempluyment 
side of the work-family equation; the lnthfralerGDR.' 
family side remainr unaddressed. This HorstGeorg Koblttz 

Senior Editor area is ripe for new solutions that go HARVARDmanager Magazine 
beyond parenting leaves and sabbati
cals. Will we see flex-year - the opportunity to work 
intensively for periods of time, then ease up, perhaps 
around school vacations? Or will solutions lie in 
technology-making work flexible and portable, or 
adding labor-saving innovations to increase produc
tivity while freeing up time? A new work force, 
composed of more working parents, requires a new 
look at the workplace itself. 
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How Managers Rank s0ral 
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FissuresInsidethe Workplace.Today's work force is 
generally viewed everywhere as more skilled and mo-
tivated than it was ten years ago. This positive aura 
is even stronger for successful, growing companies. 
Managers from growing companies think more high-
ly of their own jobs, their employers, and their people 
than do those from stagnant companies-one of the 
few differences between the groups on the survey. 

Many respondents count work force skills among 
the most important business success factors, but 
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successful companies have a higher percentage of 
managers who believe their people actually have bet
ter skills. Are the people in such companies really 
better, or does a "halo effert" surround anyone who 
works in a successful organization? Research sitg
gests that positive views of people's abilities can 
cause high performance as weil as result from it. A 
"culture of pride," based on success, increases confi
dence and motivation. It's a virtuous cycle: perfor
mance stimulating pride stimulating performance. 
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But the widely noted decline in employee loyalty edge over managers in their abil.ty to work well in 
and commitment is also confirmed by survey re- teams; managers are seen as increasing their cross
spondents fr m many countries. And the respon- functional knowledge more than nonmanagers. 
dents express a higher level of satisfaction with Managers also tend to reserve strategic information 
their jobs than with their employers-a pattern in- and project initiation for themselves. 
dicative of the s -ift in managerial loyalty from Such gaps could limit the ability of either group to 
company to profession. contribute fully to the organization's success. If 

That gaps remain between managers and nonman- employees' teamwork is not associated with better 
agers is not surprising, but the nature of the gaps is knowledge about the whole business and where its 
suggestive. Workers are seen as having a widening work fits in, how can the team help solve problems 
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Wantinn ItBoth Ways: Tension Between Work and Family :.,. 
(Pe'Cent Of t~dfgOrlnt 

Afamily member staying at home with Ite children Is... . Both spouses holding Important pald jobs Is... 

...good for ... ... ... thegood for the good fir good for 
the family organization - the family organization 

75 (-6 

uggIng Time: The Source_of Most Work-Family Conflict,J_ 

(percentNt tofd MPO-Orts) 

Staying at work late tu h~andle a crisis Is... .. Leaving work to handle a family problern Is... 

... ... -" ... thegood for good fartto ... good for good for 

the family organization ..... the family organizatlon 

or improve performance, especially with limited 
Most Respondents Are St-ng".- power to initiate projects? And if managers' strategic 

Supportes of Child Care -- knowledge is not associated with cooperation, then 
how well can the organization develop cross-func

(P'rcontc4ot mfwdw4 tional integration or other forms of synergy? This 

suggests a dual corporate education agenda for the 
future, one in which companies both upgrade the 

Child care aalinbie on work premisas Is...:- team skills of -nanagers and increase the strategic 
.... ...__ - • knowledge of employees. 

...good for ... Respondents from Japanese companies reportgood forthe 
tle family organization some of the greatest differences between the organi-

S". zational "top" and "bottom" and are least opti
mistic about work force improvement. They see a 
widening gap between the better discipline and 
motivation of managers today and the declining 
work ethic of other employees. But these respon

... . dents are also unusual in counting on product devel
opment and the quality of management more than 
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,The Quality dT nagef F Th oIR
'Employees Has Improved. 1heirFnployer hen,Before -&1
 

Senior Managers . . . - ......... Senior Managers- Other Employees
 
70 17 

bo" ! I :" ,,m 49 . 48 
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O11... to .:.C "" 

1980 1990 1980 1990 1980 1990 1980 1990 
Woll-educated rCcave Ambitious Co",ulate loyalty Corporate Ioyaly 

~--A 

[Other Employees .....-

work force skills to make their companies success
52-,ful. Perhaps Japanese society is beginning to move 

0 . 4 7 away from its traditional work ethic, as some Japan
watchers suggest; but a continued emphasis on in.
 

2 r 1novation still provides productivity advantages. This
 
is a reminder that great products, well-designed pro

" 1980 1990 1980 1990 1980 1990 cesses, and effective strategic planning can some
Well-educated Creative Ambitious times play a bigger role in business outcomes than
 

. worker attitudes.
 

7:How do your organization's 'top' and "bottom' groups compare Ineach category? 
(p offapercenttotal re;pondents who say each category Is "somewhat different" or "very differenfr) 

Access to Information about the company 

Japan 

88 

United Slates 

81 

Germany 

88 

South Korea 

90 

Mexico 

76 

Hungary 

83 

Level of pay 92 96 97 93 81 87 

Ability to Initiate new projects 87 81 84 82 76 81 . 

Contact with customers 83 73 69 8 74 74 
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Q: Does your organization have long-term relationships with suppliers?
(percent of total respondents) 

Always Often Sometimes Never 

3Greater than 10,000 20 57 20 

c: Does your organization share sroegic Information with customers? 

Always Often 

Greater thdn Cto00 n 2 

Is hierarchy still inevitable in all but the smalest 
companies? Maybe so, but respondents in Finland,
Austria, and New Zealand report much more egali-

tarianism in their companies. Clearly some coun-
tries are beginning to blur the distinction between 
managers and others. Social distance - differences of 
appearance and lifetheirfaste est, organiza-p arg 
tional power distinctions linger longer 

Anxious Alliances, Cautious Coalitions.While 
boundaries within the organization 

South Korea are shifting slowly, the blurring of"Korean companies ore external boundaries is apparently hap-
expected to ploy a major 

role In educating their pening faster. Larger, older manufac-

employees and coring for turing companies are in the vanguard,

their families. This guaran
tees oqualified and loyal but they are proceeding cautiously.
work force for Korean Indus- Customer service is saluted as the 
tries Koreofs will continue to be very optimistic about top success factor in nearly every cou 

future Industrilization as try. Product quality, often involing 
as corporate control ofYong close relationsips with suppliers, isretirement funding, health 

care, housing, and chld and also highly ranked.Many companies 
elderly care continues to represented in the survey claim to have 
thrive.* long-term relationships both with 

Yong Hee Chee their customers and suppliers. But 
Chief Editor
 

Haivaid Sogang Business according to survey results, "long-

term" does not necessarily translate 


into "close." In practice, customers are kept at arm's 

length and suppliers only alittle closer. Only a small 

minority of companies claiming long-term supplier 

relationships train suppliers or work closely on prod- 

uct development with those suppliers, 
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Sometimes Never 

i 47 21 

Is ambivalence about breaching company bound
aries a function of the difficulties involved in making
this change.? Most respondents' companies are 

engaged i at least a few joint ventures or alliances, 
though more often in countries like Sweden or 
Belgiun than in Argentina or Brazil. The more joint 
venture txpeence respondents have, the more they 
identify managerialissues as worrisome. For 
instance, Belgians are more conceted about loss of 
control and information in collaborative ventures. In 
contrast, Austrians, who report less joint venture 
activity, consider the biggest risks to involve political
and macroeconomic factors such as exchange rates. 

It is one thing for less experienced managers to be 
unaware of the corporate cuure clashes and ongo 
ing managerial dilemmas of cross-compay coali
tions. But if so many experienced managers iecog

nize that ongoing management issues are the biggest 
risks in alliances and partnerships, why do compa
nies devote considerably more resources and top
management time to negotiating the deal than they 
do to managing the subsequent relationship.? 

According to respondents' reports, companies in 
some countries do more than give lip service to the 

importance of their external allies. Germans, for 
example, are higher than the average on scales mea
suring closeness to both customers and suppliers. 

Other country differences are provocative. Ameri
cans score somewhat higher than average on cus
tomer closeness and lower than average on supplier 
closeness. The Japanese pattern on the survey is the 
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Q: Does your organizallon viork with suppliers to design a produli?
OwcntI of total rupondents)	 . IIII 	 . s th t' CII: I'I ' . .I I . III I II-

Always Often Sometimes Never 

Greaterf*tan 10,000 	 8 30 4L 11 

Q: 	Does your organization offer semnmrs or training programs for supple ?
 

Always Often Sometimes Never
 

Greater than 10,000 	 5 22 44 29 

Q: Does your organization Include customers on a product-planng team? 

ELesstian 500 " 20Always Often Sometimes Never
 

Greater than 10,000 9 24 44 23
 

i :Does your organiza on offer seminars or training programs for cusoomers? 
0.... .. . :,-+"=+.., :, 7 ' '.. .t .nS ., -. 1.rz +., ;+_.+4 	 3 ..... ,,., 

Len than50Ilm w tfwys 	 Often 

Grester than 10,000 17 	 35 

than U.S repndnsLcna to do0 	 wh3ree 
opposite. Though appearing cautious and protective 
in all r ocationships, the Japanese are mo likely to 
open their bounda ies to suppliers than to customers. 

findThis is consistent with 	othei ings. Japanese
respondents place a much higher emphasis on prod-
uct innovation than do US. respondents, who prefer 
to count on customer service for their success. 

Does this tell us anything about systematic man-
agerial biases that can subtly influence strategies, 
resource allocation, and patterns of e~ttention? Imag-
ine that the survey findings are an early indicator of 

where companies are placing their bets for the 
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;I -3( ~.- -1Sometimes Never 

33 

future, and consider the plausibility of this possible 
division of global labor between the triad powers:
will the U.S. role be to distribute and service prod

ucts developed in Japan-while Germany comptes
effectively with both? 

Agenda for the Next Conversation. Comparing 
and contrasting opinions from managers in many 
countries provides an opportunity for leaders to hold 
a mirror to themselves, their companies, and the 
countries in which they do business. Like an image 

in a mirror, the images they see could be distorted by 
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any number of cultural factors, or the self-selection of 
respondents. Still, taken as a whole, the survey 
results suggest some topics for the next conversation: 
El Look to Germany for role models of companies 
"fit" for global competition. German cosmopoli
tanism is associated with less reliance on government 
and more cooperation with suppliers and customers. 
Working effectively across boundaries could come 
mo re e asily to G erman co mp a n ies, g iving th em an 
edge in the global economy. In contrast, companies in 
English-speaking'countries, including the United 
States, are still comparatively inward-focused. 
El Worry about the Japanese emphasis on product 

innovation and the Japanese work 
ethic. In fact, worry about JapaneseHungary worrieg. A tendency to be dissatis-'Hungary is In a period of 

transition from a planned fled, for example, with the work force, 
economy to amurket econo- coupled with a productivity empha
my. While the majority of 
workers Isstill employed by sis could spur Japanese companies on 
the government, the grow- to more achievements, especially in 
Ing number of private com- labor-saving technology.
ponies Ishaving adramatic 
positive effect on how Hun- El-Expect less from one's country and 
garlans look at business, give more. Conflicts and contradic-
Managers here have very
limited knowledge and skills tions around political rules for the eco-
Inmarketing, public rela- non-ic game still have to be sorted out.
tions, communications, and International companies are not ex-
detiling with personnel, butprlvatlzation Isforcing them petting much direct government eco-
to think creatively. noric assistance. At the same time, 

"The appeal of joint ven
tures - especially with tho companies that are excellent local citi-
West - among these private zens contributing to the improvementcompanies Isgrowing rpidy.The particiatnofforeign of society can have a stronger voice 

capital Is attractive to Hun- in political affairs. 
goron managers because of EDGet on the child care and educa-
the promise of new man
aging techniques, access to tion bandwagons. The overwhelming 
new markets, and higher sal- worldwide consensus about the impor
aries. While no mass exodus
from the public sector isex- tance of these issues suggests that com
pected Inthe near future, panies that do not contribute could 
the thinning ofthe ranks of lag behind their competitors. While 
government umployees Is 
sum to contnue.' cleaning up the environment is also 

Gy6rgy Varga an important arena for action, busi- 
Editor InChief ness leaders already see this as their 

Flgyel6 responsibility. A greater challenge 

for business is to develop a social 
agenda that identifies ways to contribute to today's 
families and tomorrow's work force. 
El Close the gap between values and practices. Do 
too many managers lack faith in the capabilities of 
nonmanagers? General agreement about the impor-

t 

Ow tt ft ta ng tcnm 

Different corporate cultures - •. . -- 59 
o nng plans 43 

. . ............ 4 

-Qualttystandards _. ' - 32 
Other company's personnel 27 

Stealing secrets " . - .24 
Personality clashes 24 
Peronaliy cash esDifferent size comilos - ..-- 18" ..
 
Customer contusion 17 
h
Icmpatible accounting .. . -. 1 
Political risK 9 

. . . ,
Currencly 8r.is 

tance of people to a company's success should be
translated into opportunities for those at the bottom 
to get more information, initiate projects, and mingle 

with management. Similarly, endorsement of the
importance of customer service and product quality 

should be reflected in new ways of including cus
tomer and supplier perspectives in decision making.

A smaller world creates a bigger agenda for busi

ness. There are more cultures to understand, more 
social responsibilities to master, more time pres

sures to juggle, and more relationships to rethink. 

Editors note. Data were erammeditem bynem (rawfrequencu's.means
andstandarddevaons)as well as organzedinto 0scalesbasedon sta

tistical tests, such as cluster analysis and factor ana'Ysis 71anslanons 
were double.checkedfor accuracy and for universaht" of meaning, and 
questionable items were excluded from certain analyses Patterns wereanalyzed by the country in which respondents currently work. respoan.
dent sex and age. and company type (by industry, size, ownership, degree 

of recent growth andprofitability, and internationalorientation)Testsof 
statistcalsignificance,effect size (measuringthe degree of differenceinaparticulargroup's responses from the mean), and intercorrelations 
between scales were also conducted,and tests run to ensure that uteven 
response numbers from different countriesdid not distort the results.HBR would Like to thank Wilam Simpson at HarvardUnuversity for his 
considerablecontribution to this protect. 
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Supply Chain Management, 
Partnerships, and the Shipper 
-Third Party Relationship 
Lisa M. Ellram, Arizona State University, and Martha C. Cooper, 
The Ohio State University. 

The paper begins with an overview of some of the forces that have shaped 
supply chain management and partnership relationship.. Next the potential 
benefito and risksof Involvement In supply chain management/partnership 
relationships are discussed from the perspectives of both the shipper and 
the service provider (warehousers and transportation firms). Results from' 
a major survey of shippers, warehousers and transportation providers are 
used to Illustrate the risks and benefits, Means of minimizing the potential 
risks are also suggested, The paper concludes with a discussion of issues, 
In supply chain management that would benefit from further analysis and" 
research. These Issues Include determination of whether a firm should use 
a supply chain management approach, the management structure to use 
in supply chain management, and modelling supply chain management" 
systems. 

The concepts of supply chain manage- competitive environment, and the need 
ment and partnerships are receiving in- for new operating and competitive 
creasing attention today as a means of strategies which locus on better 
simultaneously meeting the firm's cust- leveraging a firm's assets to achieve 
omer service objectives while minimizing customer service goals. 
inventory throughout the supply chain Based on ihe potential importance and 
[1]. Similarly, an important goal of the contribution of supply chain management 
logistics function is to support the firm's and partnership concepts to the logistics 
customer service objectives, while min- function, the objectives of this article are: 
imizing inventory and associated costs. 
Thus, it appears that supply chain 1. To develop an understanding of the 
management and partnership concepts forces that have created an interest 
could be useful in meeting the goals of in the supply chain management 
the logistics function. concept. 
During the late 1970s and the 1980s, the 

notion of integrating functional areas within 2. To discuss the relationship between 
a firm became popular among major US supply chain management and part
corporations. The driving force behind nership ventures. 
this trend was the recognition that sub
optimization occurs if each individual func- 3. To develop aframework for classify
tion attempts to optimize its own results ing and understanding the risks and 
rather than integrate its goals and activities rewards of partnerships in logistics,
with other functions to optimize the results from the perspective of both shippers 
of the'firm. Supply chain management and third parties. 
extends this concept of functional in
tegralion beyond the firm to all the firms in Shippers are defined as users of contract/ 
the supply chain, bringing the concept of public warehouses and for-hire trans
integration into the 1990s Suppliers, portation carriers. The term third party 
custome,3, and third-party providers refers to outside parties who provide 
share the information and plans necessary functions not performed by the firm. These 

Source: to make the channel more efficient and can include transportation carriers, ware-
THE International JOURNAL competitive. This sharing is more accurate housers, bankers, brokers, and suppliers 
OF LOGISTICS MANAGEMENT. and detailed than in traditional, more to these functions, such as stevedores 
Volume 1. Number 2 1990. adversarial buyer-seller relationships The As used here, third part-, refers to both 

supply chain management approach is transportation and wwohouse operations, 
valuable today due to the changing unless specifically noted as referring to 
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carriers or to warehousers individually. research a partnership focus. Partner- parts. Supply chain management differs 
The paper combines the results of a ships are defined more fully below from more traditional approaches to 

survey of shippers and thid parties (ware- inventory control, which focus on inventorypovdrs trnsoraio either within the firm (see Figure 1), orhousers~~ and' wt 

a literature review to facilitate an under- " - ;;.,- downstream in the channel of distribution, 
standing of the risks and rewards ass- CORE CUSTOMER :5Y';> between the manufacturing firm and the 
ocialed with logistics partnerships CHARACTERISTICS distributor. The broader supply chain 

management view of inventory and 
caw.I" we.h ,u1v. inventory control, from a total systems 

Methodology ' •.... ,-., .: perspective, is shown in Figure 2. Supply 
The shipper sample was US firms re- chain management fesuses on the control 
presenting a wide variety of industries matw , '1A.3 • la,. ms and management of inventory throughout 
and firm sizes Carriers and warehousers dom ., ,;- " the entire supply chain, from the supplier 
surveyed were also US firms wimw to the ultimate customer. The concept ofPretested ,t&mn?, 
questionnaires were mailed to 1108 suoply chain integration is illustrated in 
shippers, 222 carriers and 301 public/ 'Wat oI • ,w. , Fgure3. 
contract warehousers The queslionnaire ,czmA. . 

was preceded by a mailing which re- (eve" Corn" Te n r I m'".. The Inventory versus Information 
quested cooperation, and in most cases, n" ' " Trade off 
was followed Ly a telephone call from a L... 

member of the resea-ch team This Wherever uncertainty exists along a 
resulted in response rates of 30 per cent Table 1. supply chain, whether it be in terms of 
for shippers, 40 per cent for carriers, and product quality, delivery timing, final 
41 per cent for public/contract ware- demand, or the actual amount of product 
housers [5] Mean responses on the Overview of the Supply Chain which will ultimately be received, this 
variables are reported in the tables. t uncertainty has traditionally been buffered 
Carriers and warehousurs were asked to Management Concept with inventory. Each player in the supply 

select a core customer/shipper which The concepts of international supply chain chain optimizes its own position by: 
was important to their business, but not management, domestic supply chain 
the most important shipper, and to base management and partnerships have 1. Holding all of the inventory that it 
their respunses on that shipper Questions received increasing attention in recent needs, or 
were designed to examine the nature of years [2,3,4]. Partnerships have been 2. Requiring other supply chain members 
the relationships between shippers and defined as '...a relationship between two to hold additional inventory. 
carriers and shippers and warehousers entities in the logistical channel that entails 
Information on the relationship itself, such a sharing of benefits and burdens over As a result, the inventory level throughout 
as longevity, and the perceptions of the some agreed upon time horizon' [5]. the supply chain is often much higher 
relationship were sought The long Supply chain management has been thanitwouldotherwisebe, as uncertainty 
duration of the relationship and the high defined more broadly as an integrative is magnified at each step in the channel 
proportion of revenue accounted fo' L,' philosophy to manage the total flow of a from the vendor to the ultimate consumer. 
the shipper, as shown inTable 1, inoiuate distribution channel from supplier to the During the 1980s, the idea of reducing 
that the chosen shipper was important to ultimate user [1,2,3,4]. uncertainty by sharing information, ex
the third party The examination of relations Like vertical marketing systems [6], changing information for inventory [71, 
with important customers with whom those supply chain management is a systems received widespread recognition as a 
surveved conducted anon-going, signili- approach to viewing the channel as a means of reducing costs and increasing 
car! part of their business gave the whole rather than as a set of fragmented effectiveness among trading partners. 

, . 4Figure 1.. 

Traditional Approach to Production . - , • ., , . .. .. •
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This concept is particularly important in the supply chain regarding the quantity, 
just-in-lime and kan-ban systems, which quality, and timing of inventory needs 
emphasize production efliciency with Given that channel members have often 
minimal butter inventory If a supply been accustomed to dealing with each 
poblem occurs, whether it be poor quality, other in an arm's-length, adversarial 
insufficienl quantity, or a late delivery, the manner [9], this level of ir.tormation 
system breaks down Thus, all the attention accuracy and timeliness can be difficult 
inthe system becomes directed toward to achieve, 
slution of the supply problem, so that the There are two ways to accomplish the 
rystem stoppage is prevented in the future objective of using information to better 
[8] manage inventory throughout the supply 
The supply chain management concept chain. One method involves the use of 

focuses attention on holdng inventory in coercive power to gain information and 
the location and quantity that is optimal control. However, research indicates that 
for the entire supply chain. Clearly, this type of relationship may have limited 
exchanging irformation for inventory is long term success, as power shifts, and 
central to the supply chain management unsatisfied parties seek new trading 
concept In order for supply chain relationships [10]. 
management to have any hope of In contrast to traditional, adversarial 
succeeding timely, accurate information relatidhships, another alternative is to 
is needed from key players throughout recognize that supply chain partners are 
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mutually dependent Akeyelementoflthe 
difference between- adversarial and 
partnership relationships is that the latter 
involves trust and information sharing 
[9,11,12,13] Successful supply chain 
management relies on forming strategic 
partnerships with trading partners along 
the supply chain, with one partner playing 
a key role in coordinating and overseeing 
the whole supply chain, similar to what is 
called a channel captain in the marketing 
literature [6]. 

Supply .hsiln Management as a 

Synthesis 
Supply chain management is an extension 
andculminationofmanyimportanttrends 
and trading practices today. Supply chain 
management borrows from and extends 
organizational effectiveness concepts in 

Figure 2.
 
Supply Chain Management Approach
 
to Product and Information Flows.
 

Figure 3. 

to integration. 
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terms of integrating activities between 
firms, rather than just within firms It 
borrows from the operations management 
literature in recog izing the role which 
inventory may play in balancing a system 
[8) The supply chain management 
concept also recognizes the role of 
communication and information in 
reducing uncertainty, and improving total 
system performance Vinally, supply chain 
management requires the recognition of 
modern competitive theory that in many 
firrmls, relationships with trading partners 
are changing from adversarial to 
cooperative, in order to meet the demands 
of the global competitive arena 

The Role of Partnerships
A strategic partnership relationship re-
presents one dyad, or one link in the 
supply chain A strategic partnership is 
defined here as a type of 'channel 
relationship where the intent of the 
relationship is to yield differentiated and 
intermediate or long term benefit to the 
parties !nvolved in the relaticnship,' [5] 
This relationship is forward looking, takes 
place over an extended time period, and 
Involves trust and the associated sharing 
of information, risks and rewards [11,14]. 
Thus. Fn effective supply chain manage-
ment system is made up of a series of 
partnerships among firms, working to-
gether and mutually sharing information 
and channel risks and rewards. These 
partnerships may not include all channel 
members. Results from the survey 
discussed above suggest that logistics 
partnerships between shippers and third 
parties embody similar underlying 
concepts as supply chain management. 
As shown in Table 1, the relationships 
examined in this study were long-term 
relationships that accounted for a relatively
high percentage of the shipper's business, 

There was an expectation that the rel- 
ationship was long-term, with a high 
degree of loyalty, and a future focus (see 
Table 2). 

THIRD PARTY PREFERENCES FOR 
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Table 2. 

These core relationships were very infor-


mation intensive (Table 3) Accuracy of 
response to inquiry, speed of response to 
inquiry, and adequate detail in response 
to inquiry were all viewed as very important 
in the mutual relationship between 
shippers and third parties. 

ACCURACY, SPEED AND DETAIL 
OF RESPONSES TO INQUIRIES' 
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Table 3. 

Strategic partnering is not a completely 
new idea. Many lirms have been using it 
as a competitive strategy for years, such 
as Sears Roebuck's transportation system 
using Terminal Freight Handling Co. 
Building strategic partnerships throughout 
the supply chain is not yet comrmon in 
practice. 
Firms who become involved in supply 

chain management systems today do so 
because they feel that these systems will 
allow them to better compete in the market 
place. Specific reasons for adoption of 
supply chain management will be dis-
cussed more fully in the next section of 

the paper, which discusses the berofits 
of supply chain management 

Benefits 	 o.shi,,. 

to Supply Chain Management 

Several benefits exist for successfully-
implemented supply chains. These 
benefits will be viewed from the 
partnership level, a dyadic relationship 

between shippers and third parttes.
The benefits themselves can be 

categorized as economic, managerial, or 
strategic Economic benefits relate to the 
financial aspects of the partnership. These 
include financial risk and cost/quality 
issues. Managerial benefits reflect the 
efficiencies of managing one or a few 
outsourced relationships for - particular 
function, such as warehousing, compared 
with many such relation:hips. Strategic 
benefits are explored in terms of 
positioning the supply chain for 
competitive advantage.
The benefits are explored on several 

dimensions. A key dimension is whether 
the benefit is from the perspective of the 
buyer or the seller. Shipper benefits may 
be different from third party benefits 
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because the shipper is a buyer and the 
tIiird party is a seller. For example, the 
seller in a partnership gains the security 
of a long term source of business, while 
the buyer benefits from having fewer 
relationships to manage Another dimen
sion addressed is where the function has 
been performed. The benefits of par
tnerships versus vertical integraton may 
differ from the beiefits of partnerships 
versus an arm's length approach Further, 
the benefits may have either short term or 
long term implications. 
The shipper's perspective is discussed 

first followed by the third party provider's 
perspective The potential benefits are 
summarized in Table 4. This table also 
indicates whether the benefits derived 
are st iort term or long term in nature and 
whether the benefit is in comparison with 
vertical integration or arms' length rel
ationships. 
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Iler Benefits logistcs functions. Other firms have even The third party may have greater expertise 
used outourcing to help recover from than the shipper in performing certain 

j7i following sections discuss the po- mergers or takeover attempts. Gillette funciions[17]. such as managing a partia! benefits to shippers which may outsourced its international logistics time labour force. Forming a parinersh'o 
,sult function to help reduce the debt incurred a specific third party which hasfrom involvement in supply chain with 
ptnagement relationships Economic, in successfully fighting a hostile takeover specialized skills takes immediate and 
!wlagerial and strategic benefits are attempt, shilling the function to a third long term advantage of those skills. 
wh discussed below party, Intral. Sharing development costs for systems 

The risks associated with shifts in the interfaces between the Iwo firms can be 
[cionomic (Make or Buy) market and in technology can be mitigated another advantage over arm's length 

to some extent by shifting functions outside relationships where such systems may
&pply chain management can be the firm [16,17,18,19]. Market entry risks be developed independently and over 
pitioned on a continuum between the can be reduced by utilizing third parties vertical integration where the responsibility 
mtnght ownership of the channel through focusing on storler time horizons ana is solely that of the shipper. The current 
litical integration and the arm's length smaller investments than required for business operating environment is 
insactions of an open market. As such, vertical integretion. Thus, the breakeven characterized by a significant, rapid
W.ply chain management attempts to point for a project or product is lowered to transfer of information. This speed can 

capilalize on many of the advantages, increase the probability of success. translate into competitive advantage The 
Wrle minimizing the disadvantages, of information systems of the shipper and 
bt extemes. Economic theory suggests Lower Costs/Increase Quality. third party must be coordinated and 
thal functions should be housed where integrated to be efficient. However,
fty can be performed most efficiently. Every business transaction has an integratedinformation systems are costly 
For example, firms may vertically integrate associated cost whether that function is and time-consuming to develop. Ifthese 
1fenjoy economies of scale, when there performed internal or external to the firm. costs can be shared by partners in a 
ae no suitable outside alternatives or Once a function is institutionalized within long-term relationship, the economic risk 
ofien insufficient business exists for a firm the real costs associated with isreduced. 
outside suppliers to be economically performing that function are often hidden 
mvble [15,16] Arm's length transactions among several operating budgets, and Managerial 
occur in open markets, where the buyer considered 'overhead'. Outsourcing 
may utilize several suppliers, trading one functions to third parties makes the costs The trend toward conglomerates and 
off against another for the best service/ more visible. Further, potential savings synergy of the 1960s and 1970s is being
Pice mix. include routinizing transactions, utilizing replaced by a thinning of levels of 
The concept of vertical disintegration the third party's expertise, and sharing management and selling offofperipheral 
suggests that there are several reasons development costs of large information business units [19] One example is Kinder 
why firms do not chose to perform certain systems as discussed below. Kare divesting its oil drilling and expl
frctions in-house [16,17,18]. Other Routnizing transactions is an advantage oration division [21). General Mills has 
factors may override the economies of vs. dealing with several suppliers in the reduced the number of business units 
scale justification of vertical integration, open market. Renegotiating contracts and from twelve in 1983 to two in 1988,
such as the preference to transfer risk selting up operating systems is required packaged food and restaurants, white 
and the desire to lowosr costs. less frequently, which saves time and increasing its raturn on investment. This 

money [20]. Table 5 indicates that specialization can be taken evei, further 
Transfer Financial Risk shippers and third parties study each to reducing the number of func!ions 

other's operations regularly and favor joint performed in house. For example,
Financial risk can be reduced versus planning. This bidirectional relationship McDonald's has outsourced its entire 
vertical integration by transferring assets can improve the operations of both firms logistics function This allows McDonald's 
loathirdparly As the thirdpartyassumes by reducing redundancy and better to concentrate on its area of expertise,
responsibility for various functions, the integrating the operating systems of the the retail storemanagement aspectof the 
assets required to perform these functions, firms. fast food business, while a third party
such as transportation or warehousing, concentrates on its logistics. 
are usually supplied by the third party.... . . A second trend is the reduction in the 
Even if the shipper assists with the ".. number of third parties a shipper uses for 
financing of these assets or uses a joint THIRD PARTY PREFERENCES FOR a particular function, such as trans
venture approach, the shipper has shifted INTERACTION TO IMPROVE portation. Managers can better coordinate 
some of the financial commitment and OPERATIONS relationships with a few providers [121,
responsibility to the third party Thus, . - . rather than many as in an open market 
there are immediate short term . situation. This allows management to 
inprovements in liquidity and long term ","' Wuhows Crriti devote more attention to strategic mailers 
lowered investment requirements. eus.tw*,,utySwtd' 3.02 241 such as planning [ 19], and to form closer 
The capital freed by shifting functions to 0,o. working relationships with supply chainNwS4, 

third parties can be reinvested into other w. Fog," Cs 2. .8 partners. Thus, there is greater opportunity 
areas of the organizatior. which may use Opw,&Wauor Ptvd*V to become familiar with each other's 
capital more productivelypita moe OOusourcingtsoucin is (vs. Ipoducivey Now St 

251'is Msy Joint Pl*I V Oormlits,, 325 business and to increase commitment to 
using third parties rather than in-house TMyorfas(vs, NoJointpf.t. helping each other in difficult situations,N5)

functions to perform activities. Various M as illustrated in Table 6 
production, logistics, and operating tasks wW 7-,siooM po itl rsmv. (Inpwinthotes. 
are being examined very closely for 
oulsourcing due to financial and other 
efficiency reasons. Some firms are 
creating subsidiaries to perform the Table 5. 
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Table 6. 

Strategic 

For the shipper, the strategic reasons for 

entering supply chain management 
relationships include leveraging the 

positioning of the supply chain, and meet-
ing customer service objectives. Each of 

these reasons is discussed below 

Competitively Position the Supply 
Chain 

In the globally-compelitivi markets in 
which firms operate, achieving strategic

firsadvantg diffict, acwelintatedic 
advantage isdifficult A well-coordinated 
supply taete byntatian 
partnerships can provide such anadvani 'ge since it isdifficult to duplicate
in the hir run When not locked in to 

aethrougWhenvetlca dinrto 
owning 
the shipper can be more flexible in 
sourcing components and marketing pro-
ducts [13,19] Partnerships with distrb-

ulors, wholesalers, and retailers provide 
access to markets perhaps not otherwise 
readily avaiable to the shipper [14]. 
Leveragng he expertise warhird pary 
providers of transprtaltion, ware-housing, 
can also enhance access to markets. 

Different sourcing/ marketing strategies 
can be developed for different parts of 
the globe The Limited retail chains provide 
an excellent example Their global supply 
chain includes owned subsidiaries and 
partners who source and assemble 
anywhere in the world, and deliver the 
apparel to more than three thousand 
stores 
Inventory can also be deployed in a 

strategic manner among the members of 
a coordinated supply chain compared 
with arm's length transactions where each 
firm manages its own inventory 
independently When members of the 
channel operate independently with little 
information transfer, inventory can be 
expected to accumulate as a buffer to 
uncertainty, nci easing costs throughout 
the supply chain 
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Meet Customer Service Obtectives 

Due to regional volume requirements, it 
may not be economically feasible for a 
shipper to operate the number of ware-
houses necessary to achieve the service 
levels expected by :he customer Shipper 
respcidents often cited improved cust-
omer service as a reason for increasing 
the nurnber of warehouses. Service 
response has always been a rationale for 
traditional public warehouses operating 
in an arm's length environment Increasing 
pressures by customers and competitors 
to provide more services suggest greater 
coordination with third party providers. 
An example is firms operating in minimum 

inventory environments, such as just-in-
time [22J. Greater coordination with the 
third party is required to ensure proper 

delivery schedules. This coordination is 
more easily accomplished byusing fewer 
carriers A case in point is the Ford Wixom 
plant, which selected only three carriers 
for its just-in-time operation where often 
one hundred carriers might be utilized for 
a similarly sized plant [23] This suggests 
a longer-term relationship with a third 
party may be necessary to develop the 

systems to deliver these services and to 
allow the third party to recover its 
investment [2,3,4.24]. 

Thir 
Third Party Benefits 


Third party benefits accrue from potentially 
more stable environments and longer term 
relationships with fewer shippers, thereby 

reducing the risks of open market 
uncertainty. 

Economic 
Contract warehousers and carriers may 
achieve greater utilization of their facilities 
and equipment by concentrating on 
several, on-going customers. Through 

partnerships, even greater operating 
efficiencies may be possible as a reduced 
number of operating procedures are 
required to serve a smaller customer base. 
Longer-term relationships also provide 
some base level of expected transactions, 
which permits management to plan 
investments and manpower commitments 
with greater confidence. This is important 
in markets that require increased service 
levels and more value-added services, 

Managerial 

As the shipper has fewer relationships, :t 
is likely that the third party will also have 
fewer relationships since the shipper's 
level of business accounts for a larger 
portion of the third party's total sales The 
managements of both the shipper and 
the third party can spend time fine-lu(iing
the relationship and planning for future 

700 

improvements as opposed to spending 
significant amounts of time coordinating 
and executing multiple relationships. 
Several levels of management in both 
firms may be involved. (See Table 7.) 
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Table 7. 

Focusing on fewer relationships permits 
mcre integrated operating systems, and 
technical information exchange about the 
product and its handling. In an arm's
length environment, the third party must 
anticipate the needs of many shippnr's 
and try to invest in the proper combination 
of equipment and personnel to serve those 
needs. With supply chain partnerships,
the third party can focus on a few shippers, 

working together tojointly determine their 
needs. Increased reliance on focused 
information systems can reduce costs 

and improve system accuracy. 

Strategic 
Strategic advantages include longer 

planning horizons and leveraging the tid 
party's expertise into greater market share. 
With the more predictable levels of 
capacity and longer-term approach. the 
third party can use longer investment 
recovery horizons. This long term 
perspective is a key aspect of supply 
chain management and partnerships in 
general [25,26]. In the study results 
reported earlier, third parties indicate a 
high degree of loyalty and the expectation 
of a long term commitment with the core 
shipper and prefer to adopt a future 
orientation in this relationship rather than 
concentrating on current operating issues. 
(See Table 2). Long term expectations 
and planning horizons permit the 
developmr'sL of more efficient supply 
chains since the parties are committed to 
working together with a 'joint destiny'. 
By concentrating on its core services, 

the third party can develop and refine its 
areas of expertise Value-added services, 
such as those listed in Table 8,can be 
Imlored to the shipper's needs to lurlher 
liea shipper to the third party. Third 
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parties can leverage their expertise and 
Nievalue-added services they provide 
rw lager shares of the shipper's business 
[9,14] Further, this expertise may be 
transferable to other accounts 
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Managing the Risks Of Supply Chain 
Management Partnerships 

The potential advantages listed above 
must be tempered by the potential risks 
associated with tong-term relationships 
wth a limited number of partners. These 
are discussed from the perspectives of 
the shipper and the third party. Table 9 
summarizes these risks and indicates the 
nature of these risks in lerms of lime 
irame, long versus short-term, and 
compared with arm's length and vertical 
integration approaches Means of mitig
aling these risks are also addressed. 

Shipper Risks 

Shipper risks are classified into the 
categories economic, managerial and str-
ategic, as discussed below, 

Economic 

As firms become more intertwined, the 
ablity to switch to other partners becomes 
more costly and possibly more risky as 
important operating practices and 
possibly proprietary information have 
been transferred The integration of infor-
mation and operating systems creates a 
relatively unified system that is difficult 
and costly to separate or replicate should 
the partnership dissolve La Londe and 
Cooper [5] suggest that partnership 
relationships evolve, and may eventually 
end in a dissolution of the relationship, 
Both parties need to monitor the part-
nership or at least anticipate its decline 
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THE SHIPPER REGARDING OUTSOURCING 

" AND THIRD PAR,' . 

"
 

, ,,,. ,.- •Control over products/lnventory 

v,, ....Control oyer shipping and 
, Wr. 1.-1, transportation , ,.~ ~~~rr.,q . ., L=,m ' 

I A V' ' 

A,,,o ; .,
,PI . . .
 
... ..~. ..
 

,tcoWr, ).,->--AL T 
' :" :"" " 

","' ; -Inability 

o M T T 

- LV .ST
 
tFiTrE, "-' 

U A".
V V:,P'-,..-. L' - L. 

"onOau ,vl. -a ' . . 
. .,. ,. 

bt Vma V, LTOro vi,AL Sr,LT 
,J.r" a-.,-ef,o. vl.Aproviders 

FOR THE TWRO PARTY 

ECTNOM 
Lrge Fn Ed InvMvtA AL ST,LT 

I I A ST IT 

WNAOaeLtL: '' 
D"-k inRov uw 
P asa AL ST 

op9pLff,, 1, ST
OfsV TL 

sra, "LT 

&pwbr,:nV-t, AL IT 

Table 9. 

Managerial 

Management may be concerned about 
the performance of oulsourced functions 
formerly provided in-house, especially 
early in the relationship, Table 10 includes 
concerns of shippers regarding outsour-
ced service. On-line reporting systems 
that are equally accessible to the shipper 
and the third party may help address the 
quality of service and control concerns 
Shippers can monitor performance levels 
and detect incons~slent service delivery, 
Access to each other's sensitive infor-
'nationmust be guarded throughout the 
life of the relationship. The key is to share 
only that information needed to make the 
relatio-ship effective. The long term view 
of a partnership relationship suggests 
that the shipper will be provided the level 
of service I deems necessary or the 
relationship will cease The continuous 
contact between shipper and third party 
permits ongoing evaluation of the service 
and :orreclions as needed 

Inc'eased costs ": ..
 
"
 M anagem ept of Inventory ' 

Quality of service vorsus cost of 
service 

[of third party to provide 
nee nomto 
needed Information
• ". "
 

Table 10. 

The concept of opportunism (self-interest 
with guile) can apply to third party 

as well as to shippers. Third 
party providers may be opportunistic in 
terms of which shippers receive the most 
attention and best service. If a function is 
performed in-house, then presumably the 

shipper is the most imporlant customer of 
that service When a function is outsour
ced, the shipper may not necessarily be 
the most important customer of the service 
provider. Lack of attention to the shipper's 
account may be a concern, Shippers 
may seek larger, customer oriented third 
parties or seek smaller providers who 
can off~r more personalized attention to 
insure the desired level of service to their 
customers. 

Strategic 

Strategic concerns include limited flex
ibility and potential affects on customer 
image and customer service Supply chain 
management, while more flexible than 
vertical integration, may lock the shippet 
out of opportunities in an open market
place if the shipper is tied into a long term 
agreement with a specific partner 
Geographic shifts in markets or advant
ageous sources may be restricted by 
partnership agreements Maintainingop
lions for a portion of the business white 
the bulk of the bLsincss is in partnerships 
may minimize some of the risk of limiing 
the options The shipper's corporate image 
is bed to both the product and the customer 
seivice provided As similar products enter 
the Tjrket and the product's uniqueness 
is lost, service assumes an even greater 
importance. The ability to provide good 
customer service, such as timely, reliable 
delivery, is thus critical to the shipper's 
long run competitive advantage in creating 
customer loyalty Supply chain manage
ment is designed to strategically position 
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the chain to deliver a superior product/ 
service mix, which increases market 
share 
Those functions which are not provided 

direci!y by the shipper may create a gap 
in the shipper-customer interface. Using 
a manufacturer's representative or out-
sourcing order process;ng and ware-
housi: g can interrupt this interface, 
Surveying customers regularly regarding 
their service perceptions and their needs 
can help the -hipper stay in contact with 
the customer Maintaining the shipper's 
sales force, even if a missionary sales 
force, can also help retain the customer 
interlace The 'seamless' corporation and 
transparent distribution systems, indic-
alive of supply chain management, 
suggest that the customer not perceive a 
diference in service 

Third Party Risks 

As with third party benefits, the risks to 
the third party resulting from supply chain 
management involvement may be class-
flied as economic, managerial or stratagic 
in nalure 

Economic 

The third party generally bears the risk of 
assetownershipintheshipper-thirdparty 
relationship Various additional invest-
ments, such as more involved informatior 
systems may be important to managing 
the supply chain or specialized equipment 
may be necessary for light assembly or 
special packaging Further, these facilities 
or equipment may not be readily 
transferable to other shippers A strategy 
ol positioning to respond to specific 
shippers' needs carries significant short 
term and long term financial risks The 
less universal the facilities or equipment 
and the larger the front-end investment, 
the greater the need to have prior 
arrangements for sharing amorlization of 
these investmants with the shipper. Long 
term agreements and shared respon-
sibility for investments can help mitigate 
these risks. 

Managerial 

As shippers reduce the number of third 
party pro, iders, it is increasingly important 
to be one of the chosen few. In arm's 
length relationships, the third party's 
market share may be lower but less 
vulnerable to individual shipper accounts 
A long term perspective suggests less 

frequent switching by shippers and 
concentration of business with fewer third 
party suppliers Once a third party is 
dropped by a shipper, the third party has 
a reduced chance to serve the shipper in 
the fulure The loss of that business is 
even more calastrophic since survival 

HO 8-4 (Continued) 

while searching for replacenent business 
is difficult due to the significant loss of 
revenue. Thus, it is important for the third 
party to have long term commitments to 
cover investments. In addition, value-
added services specialized for the shipper 
and performed to high service levels will 
make switching thiud parties less attractive 
and more difficult for the shipper 
Shipper opportunism is another, related 

concern One firm is usually considerably 
largei than the other, creating differential 
power in the relationship The smaller or 
less powerful partner may feel captive 
and forced into certain actions not in the 
best interest of the firm [16,18] After the 
initial agreement is made, the more 
powerful party may push for additional 
concessions or simply terminate the rel-
ationship In deregulated, customer driven 
markets, the shipper is usually in the 

position of power. There must be mutual 
trust and consideration of the other partner 
to avoid short term opportunism. 

Strategic 

The shipper may at some point decide to 
perform the previously outsourced fun-

ction internally. This may be accomplished 
either by buying the third party providing 
the service or by starting the shipper's 
own operations without using the third 
party at all Longer term agreements may 
postpone this decision fc, the shipper. 
Providing value added services more 
efficiently than can the shipper may also 
help the third party remain viable and 
independent 

Issues for the Future 

The potential for involvement in supply 
chain management has implications for 
practitioners and academics alike The 
key challenge for business is to evaluate 
whether involvement in a strategic partnor-
ship and the associated supply chain 
management sys!em makes sense. This 
is a multi-dimensional issue, which invol-
ves evaluation of economic, managerial 
and strategic issues. The second un-
resolved issue presented by supply chain 

management is determination of the 
management structureof thesystem The 
third issue deals with future research in 
supply chr.vi management It is critical to 
development a good understanding, and 
a working model of supply chain man-
agement type systems. This model must 
go beyond the traditional research with 
its single level viewpoint, to incorporate 
thesynergisticeffeclsofsupplychaindy-
namics Additionally, more can be learned 
by examining specific characteristics of 
supply chains, perhaps by industry or rel
ative size of the firms involved 
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Dotermlnlng Whether a Firm should 
Use the Supply Chain Management 
Approach 

Supply chain management systems are 
complex, interrelated networks made up 
of r"liple relationships at multiple levels 
throLghout the channel from supplier to 
the ultimate user. Any firm considering 
adoption of a supply chain management 
philosophy must ask the critical question 
Will a supply chain management approach 
allow the firm to better meet customer 
neads than will other potential 
appruqches? To help evaluate that 
question, a matri( of the potential risks 
and rewards of su.oly chain management 
relationships is pr -sented in Tables 4 
and 9. These risks and rewards are 
classified as economic, managerial and 
strategic Since the relative importance 

of the costs and benefits of supply chain 
management will vary from firm to firm, no 
ranking of import'"nce has been provider' 
Supply chain management relationships 

should not be entered lightly. Firms 
considering supply chain manaement 
should use Tables 4 and 9 to focus 
attention on understanding what each 
party to the relationship has to gain and 
lose in the relationship. As important as 
the undei standing of the benefits of 
involvement is an understanding of the 
risks of entering a supply chain man
agement relationship Major risks, such 
as lower quality service, or erosion of the 
firm's customer base, if felt to be pervasive, 
may more than offset the potential rewards. 
A firm should only enter into such a 
relationship after thorough evaluation of 
the potential risks and rewards, and after 
provision for the potential derline of the 
relationship. 

Management Structure 

Where supply chain management exists 
today, the supply chain is usually 
managed by the firm or individual with the 
most comp'ete channel wide inventory 
information. This is true in the examples 
used here: firms such as McDonald's arid 
The Limited Thus, information a\,ailability 

appears to be a key factor in determining 
the governance of a supply chain man
agement system. This appears to be 
consistent with the concept of exchanging 
information for inventory, which is a basic 
tenet of supply chain management. The 
challenge here is to develop a man
agement structure which allows 
information access, and brings the 
required information together so as to 
optimize system inventory and neel 
customer service goals. 

Future Research 

Additional research is needed in terms of 
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Instructor Notes 8-1 

5. Discuss the advantages and disadvantages of common vs. code law. 

Common law, the system used in the U.S., is based on tradition and depends more 
on precedent and custom than on written statues and codes. Code law, used by 
most nations, is based on written codes that attempt to cover every possible legal 
circumstance. Common law is more flexible than code law, and tends to be more 
subjective. If there is no precedent for a certain case, then the firm is at the mercy 
of the judge's interpretation of what is right and what is wrong. Code law, on the 
other hand, attempts to spell everything out. Although it is a more rigid system, 
all cases are tried on the same basis. Commerce in the U.S., is regulated by a 
well-defined set of standards, making that area of the law similar to code law. 

Source: Czinkota, M. R., Rivoli P., Ronkainen I. A. International Marketing Manual. Second Edition. Copyright01992, The Dryden 
Press. 
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Instructor Notes 8-2 

6. 	 The rate of expropriation has been ten times greater for a joint venture with 
the host government than for a 100% U.S.-owned subsidiary, accordzg to a 
study on expropriation since 1960. Is this not contrary to togic? 

The 	 data in this study are from the Harvard Business Schocl's ongoing 
Multinational Enterprise study and from the Department of State figures. The 
study analyzes 16,000 foreign subsidiaries of U.S. multinationals, including 114 
that were seized by host governments. 

The study also concludes that the probability is eightfold for joint ventures with 
foreign multinationals. In both instances, however, the likelihood of receiving 
compensation is higher. The only conclusion is the possible tendency of U.S. 
corporations to seek patners when investing in high-risk industries or regions. A 
reasonable inference is that the joint venture is no panacea for the risks of foreign 
direct investment. 

There is considerable evidence, however, that joint ventures with local private 
parties substantially reduces the likelihood of nationalization. This ownership 
alternative eliminates the stigma of 100% foreign owaership and establishes a local 
voice with a vested interest in speaking out against government action. 
Historically, corporate joint ventures with local private partners have suffered only 
a 0.2% rate of seizure. 

7. 	 Comment on the observation that "a joint venture may be a combination of 
Leonardo da Vinci's brain and Carl Lewis's legs; one wants to fly, the other 
insists on running." 

The main reasons for collaborative ventures are complementary strengths, shared 
resources, joining a winning team, and sharing risk. As can be seen from these 
rationales, the success of a joint venture requires cooperation, understanding and 
respect of mutual goals, and communication to ensure that things progress 
'moothly. Two separate reports, one from McKinsey & Co., the other from 
Coopers & Lybrand, have found that seven out of ten joint ventures do not meet 
expected goals. The main reason is lack of communication between the partners, 
especially after the joint venture is on-line. 

Source: Czinkota, M. R., Rivoli P., Ronkainen I. A. International Marketing Manual. Second Edition. Copyright ©1992, The Dryden 
Press. 
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Instructor Notes 8-2 (Continued) 

A joint venture poses a difficult trade-off to corporate managements: 

(1) On the one hand, they hold out promise of renewed corporate growth through 
a more cost-effective allocation of corporate resources; i.e., efforts can be put 
where they are most likely to produce high returns of return. 

(2) But they also mean giving up management autonomy. As a venture partner, 
a corporation no longer has final say on all matters related to its products and 
services, employees, and management style. 

8. 	 In the early 1970s, the Sheraton Corporation agreed to build, own, and operate 
the Damascus Sheraton, which after ten years was turned over to the Syrian 
Tourist Authority. Why would Sheraton enter into such an agreement? 

"A piece of the pie is better than no pie" is a pragmatic approach followed by a 
number of companies. The approach is known as planned divestment, and it may 
be a necessary condition of entry. The main argument for planned divestment is 
that the benefits of foreign direct investment come in the early years. These 
benefits include an infusion of capital, entrepreneurship, technology, and new 
technology. In later years, however, it may be that successful firms replace 
potential local firms, which have been made possible because of the benefits from 
the original investment. 

It should be noted that the hotel is still the Damascus Sheraton, for which the 
Sheraton Corporation has a management contract. Sheraton's entry mode has 
merely changed to providing the service in which it has an overwhelming 
competitive advantage in the world marketplace. 
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W'elcome to The Export Hotline, a corporately
sponsored, nationwide fax retrieval system for U.S. business on international Irade infor
mation. Its purpose is simple - to hel? you find new markets for your products and ser
vices and build America's exporting base. 

nr i b eTis new service is designed to cut through the 
iformation barrier facing any company as you begin to explore new markets by providing
you with customized, practical information from a database of more than 60 countries
covering over 50 industries. Whether you are a small company thinking about entering
international markets or a seasoned exporter, you can benefit from the information now
available through The Export Hotline - all you need to get started is a phone and a fax. 

Businesses have teamed up to underwrite this service
and make it available nationwide to U.S. companies. The corporate sponsors of The Export
Hotline are some of America's most prestigious and internationally successful companies
led by AT&T, a pioneer ininternational communications, and including Berlitz Iferna
tional, Delta Air Lines, DHL Airways, and KPMG Peat Marwick. Developed an,.n inag,-d
bv International Strategies, Inc., The Export Hotline is supported by marketing paitn.rs

aCahners Publishing Company, Reed Exhibition Companies, and the Journal o Commerov. 

,With this brochure and a fax machine, you are
ready to be sin. The application form and menu are all you need to get startedtoday. To
receive the information you want, just follow the instructions below. Your request will 
come back to you immediately on your fax machine. You pay only the transmission cost to 
your fax macine - the information is free. If you need additional copies of the application
iorm and menus, just call 1-800-USA-XPORT. The call's on us. 

INSTRUCTIONS 

Begin by reviewing The Export Hotline Menu. All documents are assigned a code. To receive a docu 
ment ou need to enter 4digits, atwo-digit Country Code followed by atwo-digit Industry or General
Document Code Export H-otline Reports have their own complete four-digit codes - no other codes are
 
required. Once you are familiar with the codes, you are ready to continue.
 
We recommend that you begin by entering "0000" to receive a User Manual to help you get the most
 
born The Export Hotiine.
 

STEP 1 
-To activate your account, please make acop),of the Application Form in this brochure, complete it 

and fax it to (617) 523-0768. 
Once you fax your Application Form, you are reistered as an Export Hotline User. Your 10-digit fax
number is now your P:rsonal Identification (PIN) Number. 

STEP 2 
" To use the fax retrieval system and receive your documents, pick up the handset on your fax machine,

dial (617) 248-9393 and enter your PIN number (your fax number).*
' 	 Select the documents you wznt from the code sheet and enter four digits on your fax machine. Al

waN s begin % ith a two-digit Country Code followed either by an [ndustry Code or a General Docu,ment Code If you wish to select an Export I-ot line Report, enter the 4-digit code listed. The com
puter , ill confirm your selection of documents. 

STEP 3
' 	 Replace the handset and press the start key on the fax machine.
 

You will receive the document you requested back on your fax instantly.
 

The U.S.Department of Commerce's participation in The Export Hotline is limited to providing information
and does not constitute endorsement of an),of the private enterprises also participating. 
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_EXPORT HOTLINE MENU 
We recommend that you begin by entering "0000" to receive a User Manual to help you 

get the most from The Export Hotline. 

_ _ _ _ _ COUNTRY CODES 
37 	 Kuwait 55 Spain01 	 Argentina 19 Estonia 
38 	Latvia 56 Sudan02 	 Australia 20 Finland 

France 	 Lebanon 57 Sweden03 Austria 21 	 39 
22 	 Germany 40 Lithuania 58 Switzerland04 	 Belgium 
23 Greece 41 Malaysia 59 Syria05 	 Bolivia 

06 Brazil 24 Guatemala 	 42 Mexico 60 Taiwan 
43 Netherlands 61 Thailand07 	 Bulgaria 25 Honduras 

Nicaragua 62 TurkeyOS Canada 26 Hong Kong 	 44 
63 	United Arab Emirates09 Chile "27 Hungary 45 Nigeria 

28 India 46 Norway 64 United Kingdom10 	China 
11 Colombia 29 Indonesia 	 47 Panama 65 (U.S.S R.) Ukraine /Russia 

48 	 Peru 66 Venezuela12 	Costa Rica 30 Ireland 
67 	 Yugoslavia13 Czechoslovakia 31 Israel 	 49 Philippines 

32 	 Italy -''50 Poland 68 Zimbabwe14 	 Denmark 
33 	 Japan 51 Portugal15 	 Dominican Republic 
34 	 Jordan 52 Romania ~ i6 Trade Shows C70 ,46

16 	 Ecuador 
35 	 Kenya 53 Saudi Arabia 71 Int'l. Opportunities17 	 Egypt 

54 Singapore1S 	El Salvador 36 Korea 

INDUSTRY CODES 
24. Cosmetics and Toiletries 40. Machine Tools and Metal10. 	 Agricultural Products 

Working Machinery11 	 Agricultural Machinery & 25. Electronic Industry Product/ 
Equipment Test Equipment 41. Medical Equipment 

42. 	MiningEquipment12. 	Architecture Engineering 26. Electronic Components 
27. Energy Equipment 43. Office Supplies13. 	Automation and Robotics 

44. 	 Paper & Allied Products14 	 Automobiles, Vans, etc. 28 Environment 
29. Food and Seafood 45. Petroleum & Coal Products15. 	Automotive Machinery, 
30. Food [.'rcessing & Packaging 46. PharmaceuticalParts & Equipment 

47. Plastic Production Equipment
16 	Aviation, Avionics & Machinery 

Related Equipment 31. Franchising 	 48. Plastics and Resins 
49. Pulp & Paper Machiner'17. 	 Biotechnology 32. Furniture & Fixtures 

33. Graphics and Printing 50 Pumps, Valves, and Compressors1S. 	 Broadcasting Systems & 
Safety and Security EquipmentEquipment 	 Equipment 51. 

52. 	Sporting Goods and Recreational19. 	 Ceramics.' Non-Ferrous 34. Heating Ventilating Air 

Metals Conditioning (HVAC) Equipment
 

35. Hotel and Restaurant 53. Telecommunications Equipment20. 	Chemicals & Allied Products 
54. 	 Textile Products & Apparel21. 	 ComFuter Software Equipmemt 

and Sen'ices 36 Household Consumer Goods 55. Textile Machinery & Equipment 

22. Computers & Peripherals 37. Industrial Process Controls 56. Tourism 
57. 	Toys23 	 Construction Materials & 38. Jewelry 
58. 	Woodworking MachineryEquipment 	 39. Laboratory and Scientific 

Instruments 

_ _ _GENERAL DOCUMENT CODES 

COU\TRY OVERVIEW 03. INVESTMENT ISSUES 05. SHIPPING REQUIRE.MENTS01 
02. 	 TRADE ISSUES Incentives, Barriers 06. NEWS -RISKS., ADVISORIES 

Treaties 	 07. CORPORATE SPONSORSFinance. B.rriers 

Negotiations, Prospects 04. KEY CONTACTS
 
Intellectual Property Rights U.S. Government
 

Foreign Government
 
Business Associations
 

_REPORT CODES 

'1000 European Community "300 Government Programs 
8100 ASEAN $400"$;ossary 
8200 GATT 



THE EXPORT HOTLINE
 
USER MANUAL
 

Welcome to the Export Hotline, a fax retrieval service designed to help you size up the 
international marketplace for your product or service. Made possible through the support 
of the Export Hotline sponsors who underwrite the cost to build and maintain the 
database -you pay only the cost of the fax transmission for the documents you want. The 
information is free. 

The information is provided from a database, Exporter"f, built specifically for the Export 
Hotline. Think of the database as a matrix with countries on one axis and industries on 
the other. By using the key board on your fax machine to select specific codes, you 
connect immediately into the database. Once the connection is made, your document 
is sent back immediately on your fax. It's that easy. 

HOW DOES IT WORK? 

From your fax machine, pick up the handset, call 617-248-9393, enter your PIN number 
which is your reoisiered fax number, then enter the 4 digit document code of your choice. 
Press the start button after the 4 digit code has been verified and the document will 
instantly be transmitted onto the fax from which you made the call. The system allows 
you to select one four digit document at a time. 

The Export Hotline Menu has four code categories - Country, Industry, General 
Document, and Reports. Every document is retrieved by entering a 4 digit code. There 
are only three possible code combinations: 

0 "00" + Industry Code 
* Country Code + Industry Code
 
0 Country Code + General Document Code
 

General Reports "8000 - 8400" and Hotline Update File "9999" have their own 4 digit 
codes To retrieve a document, you must enter 4 digits. 

USING THE CODES
 
We recommeod you begin with "00" + Industry Code for a Table of Contents.
 

Enter "00" + "Industry Code" - Table of Contents 

The "00" option allows you to receive an overview of all reports available in your industry 
by entering "00" + an "Industry Code". There is a Table of Contents for each industry 
covered in the database. Table of Contents are never more than 2 pages and provide 
you with a list of all industry reports, including country, title, the number of pages in the 
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report and the 4 digit code for that report. At the bottom of each industry Table of 
Contents we list the document length and code for a listing of trade shows in that 
industry. 

For example, to see alist of available reports for Construction Materials & Equipment, you 
would press "0023". To determine what information is available in the "Office Supplies" 
industry, you w,'ould enter "004".There may be more than one document in a country
industry pairing, and those 4 digit codes can only be found inthe Table of Contents. You 
now know what markets inthe database have information on your industry and are ready 
to select a specific country. 

Enter "Country Code" + "Induslry Code" = Industry Sector Market Reports 

Country codes are paired with either Industry Codes or General Document Codes. You 
always start by entering the Country Code first. For example, if you want information on 
the cosmetics market in Canada, you would enter "0824" - "08'for Canada and "2ffor 
an Industry Sector Market Report on cosmetics and toiletries. If you select a 
country/industry pair where current information Is not available, the database will 
automatically fax you a Table of Contents. 

Enter "7" + "Industry Code'"= Trade Show Listings 

Trade Shows "70" is treated like a Country Code, always entered before the Industry 
Code or "2g" Option. For example, to receive a list of trade shows featuring Computers 
& Peripherals ".., enter "=.'.". You will receive back a listing of trade shows in that 
industry including country, date, location and organizer. Ifyou want to know the number 
of pages to expect before retrieving it, enter "a' followed by "=' option to receive a 
Table of Contents of all trade shows by industry, number of pages and code. 

Enter 71" + "Industry Code" w International Projects 

"71" is treated like a Country Code and will contain international project information from 
U S Government and multi-lateral funding institutions. As this information becomes 
available, we will let you kno 1v in the Export Hotline Update File code ".22W. 

Enter "Country Code" + "General Document Code" = Country Information 

General Document Codes are treated as Industry Codes. The code is entered after you 
have entered the country of choice. All General Documents are country specific. 

For example, if you wanted information on Investment Issues in India, you would enter 
the 4 digit code "2803" with "2a' for India and "2" for Investment Issues. General 
Document Codes are explained below: 
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Country Overview "01"
 
Introduction to the political/economic environment.
 
Trade Issues "02"
 
Issues affecting trade including finance, negotiations, best export prospects,
 
and trade barriers.
 
Investment Issues "03"
 
Issues affecting investment, including incentives, barriers and treaties.
 
Key Contacts "04"
 
Listing of public sector agencies and trade associations in the United States and
 
within each country that can assist you, usually at no cost, to assess the market
 
and includes, contact name, address, phone and fax numbers.
 
Shipping Requirements "05"
 
Information in this category will be added to the Export Hotline database in the
 
next few months. As this information becomes available, we will let you know in
 
the Export Hotline Update File coded "22.."
 
News/Risks/Advisories "06"
 
Monthly updates on political risk from Political Risk Services, a private company
 
specializing inpolitical risk analysis and travel advisories from the U.S. Department
 
of State.
 
Corporate Sponsors "07"
 
The Corporate Sponsors of the Export Hotline are ready to meet your global
 
business needs. Each month, the Hotline provides updated information on
 
products and services they provide.
 

Enter "Report Codes" . "8000" - "8400". 

Report Codes have their own 4 digit codes - no other codes are required. These are 
reports written specifically for the Export Hotline. They are typically 5-10 pages and 
provide you with a subject overview. For example, to see a report on the European 
Community, you would enter "§=0. 

Enter "Export Hotline Update File Code" - "9999" 

To learn what's new in the database, enter "999" This file contains monthly updates 
of information added to the database. 

International Stategies, Inc. developed and manages the Export Hotline and owns 
Exporte m . Fax us at (617) 523-0768 with any suggestions or questions you may have 
concerning the use of the Export Hotline. The service is for you, the user. We will 
continue to search for new and better information to add value to the service. 

Intei'meltca Sil lles Inc has used is besit elfies in is..unng the acculracy ol the inlormation parcidad but does rl waiant thai ft information 

"O d is co-tpm'a O, atcurale and does not atssuma and hafe'y dislaims any abliy to any person for any loss or damage causd by anx 
or crtmsins i.rhsth airdartl.w,ting trom nagligavin or any oter cause 

' Copyrigh t 1992 Intemaicnal Strategies Inc. AJIRights Resswvmed 
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BUILDING YOUR EXPORT FILE
 

Whether you are a new-to-export or new-to-market, the key to the service is using the 
codes to build a complete file. You can build a file on for any country and industry
covered in the database by using the codes and you can call as often as you like. 

The Bash,- File 

Start by entering "20" + your "Industry Cod." to receive a Table of Contents. For 
example, for Industrial Process Controls, enter "037". According to the Table of 
Contents for "0037", 15 countries have market information reports and there are 2 pages 
of trade show listings. 
To receive the trade show listings, you would enter ". 

Next, select a country from among the 15 listed. Using Canada "08" as an example, 
enter "0837" to receive the Canadian report on Industrial Process Controls. Industry 
reports contain the following information, including, but not limited to: Market Overview, 
Market Assessment, Market Access, Ccmpetitive Analysis, Distribution and Business 
Practices, Key Contacts (trade associations, distributors, government agencies) and Trade 
promotion opportunities (trade publications, trade shows). 

Building Information 

Enter "0804" for Key Contacts in Canada to receive a complete listing of 
government agencies, trade associations and trade publications. 

Enter "0802" and "0803" to receive information on trade or investment issues. 

Enter "7037" to receive a listing of all trade shows in Industrial Process Controls. 

Enter "8400" to receive an Export Glossary of trade terms. 

Enter "0007" to recaive information on the products and services offered by the 
Corporate Sponsors of the Export Hotline. 

Enter "8300" to receive information on what government programs exist to help 

you finance, promote or research the market. 

For Further Assistance 

We are working cooperatively with th3 U.S. Department of Commerce on the Export
Hotline service. If you would like to speak to a trade counsellor at the U.S. Department 
of Comm3rce who can direct you to additional U.S. Governmeni resources, we encourage 
you to call 1.800-USA-TRADE, the U.S. Department of Commerce's toll-free number. 
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THE EXPORT HOTLINE
 

MONTHLY UPDATE - JUNE, 1992
 

Each month we will provide you with a listing of all new information added to the 
database during the previous month. Please check Code 9999 each month to view new 
information now available and for a preview of upcoming topics and reports. 

COUNTRY INDUSTRY REPORTS 

The following country industry reports have been added to the database: 

Country Industry al Paaes Code 

Argentina 
Argentina 
Argentina 
Argentina 
Argantina 
Argentina 
Argentina 
Argentina 
Australia 
Australia 
Australia 
Australia 
Australia 
Australia 
Australia 
Australia 

Cotton Harvesting Eq. 
Environ. Consulting Market 
Packaging Mach & Eq. 
Oil & Gas Drilling Equip. 
Compact Discs 
Textiles Market 
Meat & Fish Processing Eq. 
Grain & Oilseed Storage 
Robotics Industry Profile 
Computer Hardware/Peripherals 
Agricultural Pesticides 
CAD/CAM Soft. ir,Manufact. 
Oil & Gas Fiela Equip. 
Solid Waste Management Eq. 
Hotel & Restaurant Cooking Eq. 
Power Hand Tools 

12-91 
12-91 
10-91 
12-91 
12-91 
12-91 
1-92 
8-91 
2-92 
5-91 
1-92 
9-91 
4-91 
9-91 
7-91 
3-91 

6 
2 
9 
9 
6 
3 
6 
7 
3 
18 
25 
16 
11 
11 
18 
12 

0111 
0128 
0130 
0142 
0152 
0154 
0184 
0199 
0213 
0293 
0220 
0221 
0227 
0262 
0235 
0279 

Australia 
Australia 
Australia 
Australia 
Austria 
Austria 
Austria 
Austria 
Austria 
Austria 
Austria 
Austria 
Austria 
Belgium 

Mining & Extraction Equip. 
Books: Wholesale/Retail 
Furnishing Fabrics 
Food Packaging Machinery 
Industrial Robots 
PC Application Software 
Active Electronic Comp. 
Elec. Analytic Sci. Instruments 
Electro-Medical Apparatus 
Photographic Goods 
Mobile Telephone Equip. 
hndustrial Lasers 
Electro-Med/DiagFherapy Eq. 
Auto Repair & Maintenance Eq. 

2-91 
5-91 
8-91 
8-91 
9-91 
7-91 
5-91 
2-91 

12-91 
6-91 
7-91 
8-91 
2-91 
1-92 

6 
12 
10 
23 
2 
5 
4 
6 
6 
5 
7 
7 
6 
6 

0242 
0252 
0270 
0284 
0313 
0321 
0326 
0339 
0377 
0352 
0373 
0361 
0378 
0415 
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0416
Belgium Belgian Airports 1-92 2 

Belgium Biotech Applications 11-91 7 0417 
12 0418

Belgium Sci/Anal Inst.-Pollution Control 	 10-91 
10 0493

Belgium Personal Computers 10-91 

Belgium CAD/CAM/CIM Software 10-91 7 0494 

Office Scanning Equipment 11-91 8 0443
Belgium 

Hand Power Tools 	 11-91 8 0440
Belgium 0444
Belgium Paper & Paperboard 	 11-91 9 

04543-91 8Belgium Apparel 
0470

Belgium Household Textiles 3-91 7 

Belgium Household Linen/Tableware 3-91 5 0471 
5-91 6 0495

Belgium 	 Medical Software 
4 0612

Brazil Arch/Engineering Services 3-92 

Brazil Auto Industry Woes 4-92 9 0614 

Brazil Market for Helicopters 2-92 2 0697 

Local Area Networks 5-91 14 0693
Brazil 

Offset Printing Machinery 6-91 9 0664
Brazil 

Consumer Electronics 6-91 7 0682
Brazil 
Brazil Heat Treating & Surface Fin Eq. 9-91 8 0679 

11-91 9 0640
Brazil 	 Drill Bits 

Textiles Industry Profile 1-92 9 0671
Brazil 

Computer Software 	Market 3-92 9 0694
Brazil 

7-91 15 0695
Brazil CASE Software 	 11-91 18 0829CrustaceansCanada 


Canada Plastics Processing Mach Mkt. 	 3-92 5 0847 
10-91 10 0874

Canada 	 Pleasure Craft 
Hand Held Elec Power Tools 11-91 10 0879

Canada 
1-90 9 1199

Colombia Tractors & Combines 
Colombia Personal Computers 1-91 8 1193 

Computer Software 2-91 9 1121
Colombia 
Colombia Typemaking & Setting Eq. 9-91 8 1133 

10 1152
Colombia 	 Books & Periodicals 7-91 

9 1154
Colombia Synthbtic Fibers & Yarns 	 10-91 

10-91 11 1156
Colombia 	 Recreational Tourism 

Tractors & Combines 12-91 8 1199
Colombia 
Costa Rica Printing & Graphic Arts Eq. 6-91 9 1233 

Denmark Airport Instrumentation 3-91 5 1497 

Denmark Personal Computers 6-91 9 1491 

Denmark Indus. Refrigeration & Parts 9-91 10 1434 
1-91 5 1445

Denmark 	 Coal 
9-91 13 2113France 	 Robotics 

15 2192France 	 Small Scale Computers 7-91 
13 2125France 	 Elec. Test Equipment 1-92 
17 2136Lawn & Garden Equipment 10-91France 
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France 
France 
France 
France 
Germany 
Germany 
Germany 
Germany 
Germany 
Germany 
Germany 
Germany 
Germany 
Hong Kong 
India 

India 
India 
India 
India 
India 
India 
India 
India 
India 
India 
India 
India 

Hand & Power Tools 7-91 
Lifting Apparatus 7-91 
Industrial Lasers 7-91 
Fishing Industry Profile 3-92 
Bldg. Permits in E. Germany 12-91 
Assembly Robots 6-91 
Passenger Vehicles 6-91 
Precious Metal Scrap 6-91 
Building Materials 10-91 
Money Counting & Sorting Mach 6-91 
Plastics 8-91 
Mountain Bikes 10-91 
Heavy Construction Equip. 6-91 
Hair Care Products 6-91 
Automation & Procoss C-)ntrol Eq. 

Steel Industry 1-92 
Agro Chemicals-Fertilizer 5-91 
Biotech for Food Processing 6-91 
Lap Top Computers 6-91 
Air Quality Monitoring Systems 8-91 
Sci. & Indus. Fiber Optics 7-91 
Cancer Diagnostic & Treat. Eq. 10-91 
Engineering Plastics 3-91 
Digital Comm. Interface E4. 8-91 
Textile Machinery 11-91 
Mach. & Eq. for Synthetic Fibers 8-91 
Medical Elec. Healthcare Eq. 4-91 
Medical Diagnostic Equipment 3-91 

11 
7 

16 
6 
2 

18 
14 
9 

10 
12 
8 
2 
10 
7 

11 
4 

12 
9 
9 

14 
16 
11 
14 
13 
10 
5 

12 

2140 
2180 
2179 
2185 
2212 
2213 
2214 
2219 
2223 
2243 
2248 
2274 
2290 
2624 

2813 
2810 
2817 
2822 
2862 
2839 
2863 
2848 
2872 
2855 
2868 
2877 
2878 

India Pollution Control Eq. in Chemical 
& Power Generation Mkt. 7-91 8 2886 

India 
India 
India 
Indonesia 
Indonesia 
Indonesia 
Indonesia 
Indonesia 
Indonesia 
Ireland 
Israel 
Israel 
Israel 
Italy 

Petrochemical Plant & Equip. 
Peripherals/Add Ons: PC/XTs 
CAD/CAM/CAE 
Industrial Organic Chemicals 
Mini & Micro Computers 
Elec. Power & Distribution Eq. 
Bottling/Container/Stretch Wrap 
Industrial Pumps & Parts 
General Telecom Market 
Hand & Power Tools 
Paper & Paperboard 
Drugs & Pharmaceuticals 
Welding Equipment 
PrePress Equipment 

8.91 
3-91 
3-91 
5-91 

10-91 
8-91 
9-91 
1-92 
2-92 
1-92 
2-92 
5-91 
4-91 

11-91 

11 
13 
11 
11 
13 
12 
10 
11 
5 
9 
8 

10 
5 
8 

2887 
2892 
2893 
2996 
2922 
2927 
2984 
2950 
2973 
3040 
3144 
3146 
3180 
3233 
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Italy Woodworking Mach -- Furniture 12-91 6 3258 
Japan Broadcasting Procurement 3-92 2 3318 
Japan Workstations 12-91 7 3392 
Japan Liquid Crystal Display Drive, 

Integrated Circuits 1-92 7 3388 
Japan Contract Furniture for Hotels 3-92 16 3332 
Japan jewelry 12-90 9 3338 
Japan Medical Diagnostic Imaging Eq. 2-92 11 3377 
Japan Advanced Access Control Sys. 1-92 8 3351 
Malaysia Cosmetics 1-92 5 4124 
Mexico Chemicals for Food Industry 6-91 8 4296 
Mexico CAD/CAM Software 9-91 10 4295 
Mexico Machinery: Beverage Industry 11-91 10 4284 
Mexico Kitchen Appliances & Utensils 6-91 11 4282 
Mexico Health Care Products 1-92 10 4278 
Mexico Personal Fitness Equip. 1)-91 6 4274 
Mexico Plastic Production Equip. 12-91 7 4247 
Mexico Apparel/Footwear/Accessories 9-91 17 4254 

9-91 4255Mexico Yarn Preparing Machinery 7 
9-91 4258Mexico Wood Working Machine Tools 12 
9-91 8 4324Netherlands Cosmetics 

13 4326Netherlands Integrated Circuits 8-91 
Panama Passenger Cars 11-91 8 4714 
Romania Road Construction Equipment 8-91 10 5223 
Romania Basic Medical Supplies 3-91 11 5241 
Russia Dairy Industry Equipment 8-91 21 6530 
Singapore Cooking Apparel/Domestic Food 10-91 6 5436 
Sweden Biotechnology 5-91 4, 5717 
Sweden Crayfish 11-91 5 5729 
Sweden Process Controls/Pulp & Paper 2-91 5 5749 
Taiwan CAD/CAM 1-92 6 6093 
Thailand Arch/Cons/Engineering Services 1-92 10 6112 
Thailand Textile Fibers/Yarns/Fabric/App. 1-92 9 6154 
Ukraine Meat & Poultry Processing Eq. 5-91 21 6584 
United Kingdom Airport Ground Services Eq. 9-91 6 6416 
United Kingdom Audio-Visual Equip. 9-91 11 6418 
United Kingdom Elec. Production/Test Equip. 9-91 7 6425 
United Kingdom Advanced Printing/Graphic Art 9-91 12 6433 
United Kingdom Costume Jewelry 8-91 6 6438 
United Kingdom Instruments/Apparatus for Physical 

Chemical Analysis 8-91 7 6481 
United Kingdom Medical Supplies Market 3-92 6 6477 
United Kingdom Educational Toys 9-91 9 6457 

6643Venezuela Business Equipment 12-91 7 
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Yugoslavia Personal Computers 5-91 a 6793 
Yugoslavia Elec. Power Generation/Dist Eq. 4-91 7 6787 
Yugoslavia Telephone Communications Eq. 1-91 5 6773 

We have deleted all 1988 reports from the database and have added 162 new 1991/1992 
reports this month. Further, as you see, we have included the dates of each report in this 
file as well as the Table of Contents for each industry. [The Table of Contents can be 
retrieved by entering a 00 country code followed by the two digit industry code.] 

POLITICAL RISK--The March Edition of Political Risk has been added to the 06 files. 

The April Update has been recoded to 9997 and the May Update has been recoded to 
9998 for any users interested in previous updates. 
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Appendix B 

POSSIBLE SOURCES OF SPEAKERS AND MATERIALS 

CARGONAUT
 
Jacek Mikituk 
Warszawa, Poland 
Phone#: (22) 295-717; Fax#: (22) 21-84-27 

Marek Turajczyk 
Lodz, Poland 
Phone#: 42-365-905; Fax#: 42-363-294 

Mr. Steve Knepp 
Fritz Companies, Inc. (U.S. partner of CARGONAUT) 
5139 S. Ridge Parkway, Suite 100 
Atlanta, Georgia 30349; 
Phone#: 404-994-3100 

U.S. Trade Mission 
Ms. Joan Edwards, Sr. Commercial Trade Officer 
U.S. Trade Development Center 
Warszawa, Poland; 
Phone#: (22) 214 515 

Krzysztof Kaszuba (c/o Adam Goral) 
Director of Polish-American Entrepreneurship Institute 
ul. Zygmuntowska 2A, 
35-030 Rzeszow, Poland 
Phone#: (17) 394-17; Fax#: 0-17-353-71 

Leszek Preisner 
Academy of Mining and Metallurgy, Institute of Economics 
Krakow, Poland 
(W) Phone# (0) 12-373529; Fax# 331014 
(H) Phone# (0)12-115326 

Krzysztof Wcisko, Country Service Manager 
DHL Worldwide Express 
Al. Jerozolimskie 30, 
00-024 Warszawa, Poland 
(W) Phone#: (0)22-270-512/263-292 Fax#: 271-306 
Kormertel 3912-0270 (H) phone#: 740-808 
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Appendix B (continued) 

Andrzej Voigt, 
Deputy General of Private Investment 
State Foreign Investment Agency 
Al. Roz 2, 
00-559 Warszawa, Poland 
Phone#: (22)-295-717 Fax#: 218-427 

Tomasz Sch(en (entrepreneur) - RIVER 
ul. Wroblewskiego 5 
31-148 Krakow, Poland 
Phone and Fax#: (12) 33-66-76; tlx 0326501 
Phone and Fax#: (12) 11-20-74 

Maciej Kadula 
FinPol 
Warszawa, Poland 
Phone#: (22) 25-16-21/274 or 25-33-05 
Fax#: 25-38-44 
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