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EXECUTI VE SUMVARY

Thi s paper sets out guidelines on the best business practices
to be used in all aspects of international trade. t covers
t hree broad areas: -

- governnents and their agencies
- traders
- international trade services.
It identifies that achieving growmh in foreign trade and

obtai ning new market opportunities requires not only the
mai nt enance of free trade principles, but also substantia

improvenments in the efficiency of the overall tradin
process. Trade efficiency can be achieved as a result o
conbined three activities; trade facilitation, |npyOV|n?
access to better marketing information and the adoption o

new busi ness concepts such as "just-in-tinme" purchasing and
producti on.

Significant benefits can be expected fromthese i nprovenents.
They mght go furthe than the estimate of 75 billion USD
savings initially nade.

In the context of this report "better practices" enconpass
any information processing in the international trade
process, using the latest techniques and international
st andar ds.

Besi des best practices being necessary for each conponent of
international trade, the individual conponents needs to be
co-ordinated so that the trade practice operates as a
cohesive whole. This is true both at the [evel of countries
and i ndivi dual conpani es.

CGui delines have therefore concentrated on how to achieve
effective co-ordination; at the national, |ocal and conpany
level; as well as setting out individual guidelines for
governnents, traders and international trade services.

The benefits of using best practice are broadly the sanme for
countries and conpani es, nanely: -

- greater trading efficiency
- better managenent contro

- lower costs

- better custoner service

- the ability to introduce new busi ness strategies
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PART A ) STRATEGQ C OVERVI EW

Trade policy and the role of trade efficiency

Devel oping foreign trade, and the identification of new
mar ket opportunities are anongst the highest priorities in
all countries.

Achieving this growh not only requires the maintenance of
the principles of free trade, but also a substantial
i mprovenent in the efficiency of the overall trading process.

For individual countries and enterprises to conpete
successfully in the gl obal market place they need to:-

- ensure an open and efficient trading process

- exPIoit it to their advantage and to strengthen their
relationships with their trading partners

- co-ordinate all aspects of the trade transacti on use best
practice, especially international standards

- reduce costs

Significant reductions in procedures, time and costs can be
achi eved. UNCTAD estimates potential savings of uE to 75
billion USD per year. But it can go further than that; new
practices, properly harnessing both nodern transport |inks
and ;nfgrnatlon technol ogy can nean that new markets can be
suppl i ed.

At the [evel of the individual conpany savings can be 2-3% of
the arrived price of the goods, (perhaps a 20-30%i ncrease in
t he exporter's profit). Conversely bad practice, especially
for smaller traders with |ow value consignnments, can w pe
away profits at a stroke.

Hi storically, unlike manufacturing cost, international trade
adm nistration was wdely perceived as a relatlvel¥
uni mportant |ow cost activity. By definition it was not o

interest to senior nanagenent. This perception renained
al though it was never true, however, four recent devel opnents
are beginning to change this situation. |[n-house integration
of conmpany business applications, | obal sourcing of

conponents and materials, the advent of electronic trading
techniques and the changing role of governnents (from
excessive control to recognising the national need to
facilitate trade).

These devel opnents are leading to a review of the total
trading process. Both commercial and admnistrative
managenent are becomng nore aware of the increased
efficiency, reduced costs and better custoner service that
can be obtai ned fromadopti ng common, integrated internal and
external practices using international standards.
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TRADE EFFI Cl ENCY

The objective in any country nust be to help |ocal
enterprises conpete successfully in the global market place
and inprove their profitability and custonmer service by-:

- working for an open and efficient trading process
- assisting themto exploit it to their advantage

- encouraging themto use best practice

For this objective to be achieved there has to be: -

- understanding of the key elenments of the international
trade and  paynent process by the analysis and
identification of constraints

- knowl edge of the opportunities available to inprove
busi ness practice including how to harness relevant
i nformati on technol ogy

- a balanced view of all parties to the trade transaction
represented in the appropriate national, regional and
i nternational negotiations

Once work has started, the question "when is the tradin
process efficient” has to be answered. St andards an
EUIde|IneS exi st as targets for nost of the el enents; overal
however there is no set norm However, at the conpany |evel,
it will be possible to see if relationships with trading
partners have been strengthened and the quality of customner
support inproved O her neasures are whether the transaction
is being conpleted as effectively as a donestic one and that
all the participants have the information they require, at
the tinme when they need it.

TRADE EFFI Cl ENCY AND TRADE FACI LI TATI ON
Backgr ound

The main objective of the UNCTAD Special Programme for
Trade Efficiency (UNCTAD SPTE) initiative is to open
international trade to newparticipants, especially smaller
countries and enterprises, by sinplifying and harnnn|3|ng
trade procedures worldwi de and giving governnments an

traderﬁ access to advanced technol ogies and information
net wor ks.

Trade efficiency can be achieved as a result of conbining
three activities;, trade facilitation, inproving access to
better market information and the adoption of new busi ness
concepts such as "just-in-tinme" purchasing and producti on.

Trade facilitation is the systematic rationalisation of
procedures, information flows and docunentati on.
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Trade procedures are activities, practices and formalities
involved in collecting, presenting, conmunicating and
proce55|ng data required for the novenent of goods and
associ ated paynent.

The mai n obj ectives of the facilitation of trade procedures
may be summarised as to:-

ease the information flow

elimnate errors

relate procedures nore fully to current requirenents
[imt information requirenents to essential data, and

m ni m se t he del ays caused by unavoi dabl e of ficial controls

In respect of trade facilitation the key internationa
organi sations are the United Nations (UN) and the
| nternational Organisation for Standardi sation (1SO). The
UN facilitation work is focused through the UN Econom c
Cormm ssion for Europe's Wrking Party on the Facilitation
of International Trade Procedures XUN/ECE WP4) and its
procedural and EDI technical groups.

Market intelligence on markets, trade contacts and
goods/services is provided both the public and private
sectors. At an international |evel work is undertaken by
t he UNCTAD/ GATT I nternational Trade Centre.

New busi ness concepts are, naturally, primarily devel oped
in the private sector, but are equally applicable to the
public sector when it carries out "business", eg the
purchase of goods and servi ces.

The Probl em

Lord Thorneycroft, the first Chairman of SITPROsaid in his
introduction to the 1970 SITPRO Report, "Looked at as a
problem there is nothing inherently too conplicatedin the
systens and procedures for selling goods fromone country
to another. The difficulties arise in part fromthe sheer
scal e of the operations and |n(Part from t he vast nunber
of people, interests, nations and | anguages i nvol ved. Wat
may appear as a nost el egant solution in one part of this
network can often create havoc in another".

Those not closely involved in international trade tend to
think only of its physical aspects - the novenent of goods,
contai ners, vehicles, ships and aircraft. Underlying,
controlling and regulating the whole of this novenent,
however, is an invisible infrastructure of information
handl i ng and exchange manifested by a great variety of
docunents or their electronic equivalents.
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The purpose of the information flow is not nerely to
provi de essential data. There is the associated and vital
element of timng. The best quality information in the
wor | d, which arrives days after the cargo, will still cause
acut e probl ens.

Such del ays can be caused by poorly desi gned docunents, by
conpl ex proceSS|n? or bad managenent "up-streant (no one
told the clerk holding up the docunents what inpact this
m ght have), or by poor or badly nmanaged comruni cati ons.

Paper has been the main nmedium for carrying business
information for over 2500 years. Unquestionably, as nmany
authoritative surveys have shown, today's paper world is
inefficient and costly. The costs arise because of the
fundanental inefficiency of the system and through error
rates and associ ated del ays in the novenent of goods and
paynment for them

The problemis serious in national trade; it is acute in
international trade. A mnimm of 12 participants are
involved in the sinplest international trade transaction.
Al'l want information about what i s being noved or paid for
and the core of that information is the sanme. Vast anounts
of tine and resources are spent transferring the
informati on from one docunment to another. Errors occur
frequently; for exanple 123 becones 213, 'car farts'
becomes 'car ports'. Error rates in excess of 50% have
been consistently recorded in Letters of Credit. Error
rates of 30% are not unconmon in manual processing of
Custonms entries. (123 to 213 sounds a snmall problem
However, if a ship or aircraft manifest, based on an
i naccurate waybill, contains MKOH%]InfOFUHtIOH, time and
noney woul d be spent |ooking for the m ssing 90 packages;
probabl¥ clains letters and repudi ati ons woul d have been
sent before the m stake was realised).

Conput ers can hel p. They have al ready streamnl i ned i nternal
processing wthin many enterprises and public sector
agenci es. However, when it cones to conmmunicating with
external parties or suppliers, paper docunents are stil
the main nmedium even if the conputer has originally
produced them W then often seriously conpound the
probl emof information transfer by normally relying on the
traditional postal system as transfer nedium  5-7 daxs
bet ween despatch and receipt for international mail is the
norm- 2 days is nornmal donestically.

Then after the docunent carrying vital business data is
received at its destination it 1s often in-put straight
into another conmputer for (froce55|ng, giving further
opportunities for errors and delay. Digital, the US
conput er conpany, estimates that 70% of the output of one
conputer is ImMmediately in-put into another conmputer.
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So whil st conputers help inprove internal efficiency they
have not yet radically altered inter or intra-conpany
communi cations. Until electronic trading techniques are
used (see Appendix 2) the costs and inefficiencies
associated with the paper world will remain.

Finally, there is an assunption that "controls" are only
carried out by governnents. Everyone has controls to
operate, however, and nost relate - in the end - to noney.
For exanple, in a port the custons authorities operate
controls to protect state and collect the taxes; the port
authority/stevedore to manage t he cargo novenent and ensure
they are paid for their services; the carrier to manage the
shi pping operation and ensure they are paid freight
charges etc.

There is no reason for public sector controls to be nore
"bureaucratic" then those of anyone else, nor should
governnents use anything other than sound commercial best
practice when operating as a business (such as when buyi ng
goods! see section 8).

After all it doesn't matter to the traders who gets their
procedures out of phase. The result will be the sane; the
custoner will not get the goods when expected - at |east

wi t hout excessive additional charges that were not built
into either the buyer's or seller's price calcul ations.

The Result of | nefficiencies

.1

The nost frequent result of inefficiencies ininternational
trade is delay, which can be critical. Heavy investnent
in |ogistical systens is wasted if goods sit i1dle waiting
for the right piece of paper or information. Ports may
spend noney on new physical facilities if the existing ones
are congested - when to change practice to cut del ays woul d
have nore far -reaching effect.

Pagnents et delayed. UK research has indicated that over
of the docunents |odged in respect of docunentary
credits contained errors which delayed settlement by at
| east two weeks, with the result that exporters lost £70
mllion per annum  Research in other countries shows a
simlar situation.

There is no nore irate customer than the one who knows t hat
the goods he has ordered are nearby, but the paperwork

isn"t. In fact, with the gromﬁn? trend towards purchasing
"just-in-time", delays are likely to nmean |ost business.

If '"local’ SUﬁp|IerS can make goods and deliver in a
certain time, the 'renote' supplier nust conpete - or have

significant advantages on price, quality or uniqueness.

So trade procedures and related information handling have
a decisive effect on the speed, efficiency and reliability
of delivery of goods to the buyer and paynent to the
seller. Conplexities and inefficiencies in themcreate a
form dable "invisible barrier”™ to inproved export

10
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per f or mance. This(FrobIen1is seriously under-estinmated in
nost countries and requires nore attention by traders,
service industries and governnents.

Constant additional costs on transactions to represent the
buyer (and their national economes) higher '"arrived
prices of goods; to the seller, at the |east, repeated
argunments with his custonmer and | oss of profit; in the end
probably | oss of business.

How to Facilitate International Trade

The concept of trade facilitationis very sinple. You wll
not get the right goods in the contracted place at the
correct tinme unless you have the right information FIRST.

Then it has to be recogni sed that the whol e transaction has
to be managed as a ole; an inport is just an arrived
export not another separate activity. This nmeans, even if
a trader sells FOB (and the clerk says our responsibilit

ends when the goods are |oaded) that although |ega
responsi bility has ended, a supplier needs to ensure he has
a satisfied custoner.

Each party to each part of the transaction has
responsibilities - thisis true for both public and private
partici pants. The essence of the technical task is to nove
the m ni nruminformation w th maxi rumefficiency and process
it rapidly. The criterion is the mninmum information
necessary to service the transaction, and not the maxi mum
t hat people would Iike to collect for other purposes.

Traders have always sought to have standard and sinple
procedures to follow in dealing with adm nistrations and
service suppliers such as carriers, banks and insurers.
This would allow traders to have to train staff and
install systens to deal wth common procedures only, not
a different set of procedures for each port, carrier, bank
or governnment agency used. But they also have the
responsibility of providing all concerned with accurate
tinmely information.

To inprove the tradi ng process, and each public or private
participants' interaction with it, requires a series of
actions toidentify problens, devel op solutions and achi eve
use of the new ' best practices'. The use of effective best
practices can only be achi eved by co-ordi nation between t he
rel evant partici pants at conpany, national or international
| evel . hese actions are to:-

- identify constraints in the tradi ng and paynent process

- identify solutions including the use of |atest
t echnol ogy

- develop best practice in the sinplification and
integration of the total trading process

11
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- pronote the benefits to traders (especially small and
medi um sized enterprises), government agencies and
busi ness service suppliers

BETTTER BUSI NESS PRACTI CE
.1 The Need
.1.1 "Better business practice"” is any techni que that proves to

1.

1.

1.

2

3

4

be beneficial to the users. |In the context of this report
it covers any information processing by governnents and
t heir agencies, traders and the trade and transport service
i ndustries. Ldentlfylwa]and usi ng best practice is not
just a question of at data and what information
t echnol ogy, but al so when to Process and - nost inportantly
- do you need to do it at al

Using the sinplest ractices is necessary for each
i ndi vi dual conponent of the tradi ng process. A nunber has
been devel oped in recent years; for exanple:-

- internationally recognised terns of trade

- traders doing away with detail ed invoices (and the need
to check each manual | y agai nst purchase orders)

- central banks sinplifying exchange control rules

- ports co-ordinating all the port activities

- shipowner, cargo handling, inland carriers, custons and
otger formalities, into a single co-ordinated process
and;

- custons getting rid of consignnent based clearance
docunents.

| nternational standards for all trade docunents and their
el ectronic equivalents are readily avail abl e.

Furthernore the individual elenments needed to be co-
aLdinated so that the trade practi ce operates as a cohesive
ol e.

One point has to be stressed; facilitating trade is NOT t he
eneny of control. All of the above exanpl es have at | east
mai ntained the quality of the controls required by that
participant - in nmany cases the quality has been inproved.

.2 Benefits

2.

1

The benefits of using best practice are broadly the sane
for countries and conpani es

- greater trading efficiency

12



4.2.2

- better nanagenment contro

- lower costs

- better customer service

- the ability to introduce new business strategies

At the national level it nmeans the opportunity to increase

one's share of world trade; for the conpany, greater
efficiency, inproved customer service and profitability.

4.3 Achieving Best Practice

4.3.1

In achieving the use of best practice it is not only
necessary to identify constraints in the current trading
process, develop solutions and sinplified practice, but it
I's al so necessary to pronote the benefits to participation
- both public and private sector - especially small and
medi um si zed traders.

13



PART B ) BEST PRACTI CE FOR TRADERS
THE ROLE OF TRADERS

In a donestic transaction the buyer will expect that goods
purchased will be delivered to his factory or warehouse. The
supplier is responsible for delivering the goods and the
buyer for receiving themand paying for them

A straightforward operation has both parties responsibilities
and obligations clearly defined. An  unconpli cated
transaction with transport often owned by the supplier,
i nsurance based on annual prem uns, paynent arranged in | ocal
currency on open account, no custons frontiers to cross and,
the sane legal jurisdiction if things go wong.

International trade is nore conplex in two ways. Firstly

there are nore parties to each transactions, (see 3.4) sone
12-15 in nost transactions. Secondly the delivery of the
goods can be at factory or custoner's gate or at 11
I nt ermedi ate points.

Thi s added | ayer of conplexity increases the responsibilities
on both the seller (exporter) and buyer (inporter).

The seller now has two responsibilities:-

- to deliver the goods to the buyer in good condition at the
contracted place, at the right tinme and for the correct
price

- to supply accurate, tinely information to all of the other
parties in the transaction in order for the goods to be
transported and paynent to be returned by the due date.

The buyer also has two responsibilities, even if he buys on
terms "Delivered Duty Paid’ (see Section 12).

- toconpletethe obligations requiredininternational trade
practice

- to pay for the goods

These additional responsi bi
are so inportant; they tell

to: -

ities highlight why trade terns
traders what to do with respect
- carriage of the goods fromthe seller to buyer, and

- export and inport clearance

They al so explain the division of costs and ri sks between the
parties, according to the terns used.

14
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Since 1936 the nost wi dely recognised trade ternms have been
| NCOTERMS, issued by the International Chanber of Commerce
(1CC). The |atest version, |NCOTERMS 1990, cane into force
on 1 July 1990 to coPe W th changes in trade practice and the
growing trend to repl ace docunents by el ectroni c nessages or,
as it 1s known, electronic data interchange (ED).

To meet both responsibilities the exporter nust plan his
export operations carefully. An export strategy is required.
This shoul d cover: -

- researching the markets

- arranging the contract

- getting the goods to the market

- docunentation and export adm nistration getting paid, and
- custonmer service

The i nmporter nust also play his part, especially if the goods
are sold on trade ternms where ”dellver%" is short of the
ul timate destination, for exanple I NCOTERVS 1990, Cl F (Cost,
| nsurance, Freight), named port of destination. In this
exanpl e the inporter nust accept delivery of the goods upon
shi pnment and recei ve the goods fromthe carrier at the naned
port of destination. The inporter will have to obtain inport
cl earance fromcustons, pay port charges not included in the
freight and collect the goods.

General principles of international trade best practice are
t herefore common to exporters and inporters in all countries,
what ever their economc structure. This is also true of the
basi ¢ docunents.

The detail of procedures, who does what and the term nol ogy
used, can, however, vary greatly. The follow ng six sections
theaefore set out broad guidelines to best practice for
traders.

EXPORT STRATEGY

When preparing to export it is inportant, no matter how | arge
or small the conpan¥, to have a strategy. The follow ng
strategy is a guide for small, nmediumor large enterprises.

- Research countries to which you may be interested in
exEortlng. | f Fyou al ready export successfully, |ook at
ot her areas. For the new exporter, plan to export to one
country at a tine.

- Do not generalise or try to penetrate several nmarkets at
once.

- Assess the markets. Take account of a country's cul tural

needs and how your product and its packaging may have to
be adapted, for instance to avoid politically sensitive

15



colours or religiously sensitive animl products. Also
i nvestigate technical standards as your product may have
to be adapted at the production "stage. It is also
inmportant at this stage to begin to evaluate costs.

- Develop the presentation and marketing material for your
product. For exanple, if exporting to France, ensure that
any literature is translated into French. |If this nateri al
iﬂcludes pictures, ensure that the buyer can relate to
t hem

- Consider how you intend to get the goods to the market,

whether you intend organising everything vyourself,

i ncluding transport and docunentation, or using a freight

forwarder. Consider what terns of payment you would |I1ke

Eo use and how flexible you can be with these with the
uyer.

- Train staff who will be involved in the everyday export
operation and ideally enploy soneone with a previous
know edge of export docunentati on and nethods of paynent.
(O use an export adm nistration conpany).

- Co-ordinate export operations closely wi th production sal es
and finance to lan and to neet tinmescales and
product/service quality. In exporting this area is far
nmore critical than when selling at hone and should be
careful |y consi dered.

- Cost all the above and any other 'outgoings' which may be
incurred. These include bank charges, which for certain
met hods of paynent can be quite high, transportation and
shi ppi ng costs, credit insurance and i nsurance of the goods
intransit. Al these costs should be included in the sale
price or should clearly be shown as for the buyer's account
and shoul d not unexpectedly reduce an exporter's profits.

Gui del i nes: Prepare a suitable export strategy.
7 RESEARCHI NG AND ENTERI NG MARKETS

7.1 The decision to enter a new market cannot be taken lightly.
Does the product need anendnent? Are packaging and pricing
policies correct? \Wat extra demands will the new business
I npose on production capacity? Can the existing sales force
cover the new outlets?

7.2 No conpany would expect to win business in its honme narket
wi t hout properly understanding its custonmers' needs and then
setting out to neet those needs nore effectively than its
conpetrtors. Comm tnent fromtop managenent is essential for
success. There nust be a realistic appreciation of the |evel
of investnment required and the length of tine which wl
el apse before results are achieved. The benefits to be
derived from exporting should include:

1 Increased profitability in the |onger term

16
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2 Better utilisation of production capacity;
3 A wider custoner base;

4 Increased security by spreading risk over a variety of
mar ket s;

5 Sharper marketing skills through exposure to conpetition
in international markets.

For the conpany new to export, the first question nust be
"Where do we start? ven conpanies which have been
exporting for sone years should carry out a regul ar apprai sal
of the markets in which they are currently working, as well
as those which may offer even nore attractive possibilities.
However, very few exporters would claim that they have
entered every one of their markets as the result of careful
research and | ogical reasoning. Oten, it is chance events
whi ch create opportunities.

For nost new exporters, drawing up a short-list of overseas
markets is largely a matter of common sense. They are likely
to avoid countries which are politically unstable, or where
there is considerable risk that one will not be paid. There
are also markets with a high [evel of discrimnation against
imports which may manifest itself in enbargoes, quotas,
tariffs, technical approval and health certificates and
excessive |abelling requirenents. The wllingness and
ability to overcone such problens often distinguishes the
successful exporter fromits conpetitors, as does persistence
and a determ nation to succeed.

Positive market attributes would include the frequency and
regularity of shipping links, renenbering that distance
i ncreases cost in every aspect of exporting. The ability to
conduct business in the | anguage of the country will also be
a significant advantage.

Conpani es providing products or services which are highly
specialised may find it necessary to generate sales in a
nunmber of market sinultaneously, since no one market woul d be
| arge enough to sustain the necessary investnent. This ma

also be true if a conpany is at the Iead[n% edge o

tecgnolggy, Wi th innovative products which quickly becone
out dat ed.

Wth these exceptions, it is always better to short-list two

or three markets where the product is Ilikely to find
acceptance and t hen sel ect one nmarket in which to concentrate
effort and resources. In arriving at the short-list, ask the

fol |l ow ng questi ons:
- Wiich industries currently use your products?
- In which countries are these industries to be found?

- Wiich countries have significant inports of this product?
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- To what international standards does your product confornf
- Wiich countries accept these standards?

- Wiat restrictions are placed on inports?

- |Is the business environment likely to remain stable?

- Are there adequate shipping facilities?

- Do social or business custons differ greatly fromyours?

- Wich | anguages are used for business?

7.8 Having made an initial selection, conpare one market wth

another. This can be done, initially, by desk research. At

a later stage, it wll be necessary to undertake field

research in which each market is visited so as to check out

the facts and exam ne the current situation at first hand.

Gui del i nes:

1 Don't spend tinme exami ning too many narkets; concentrate
on a few.

2 Select a market which has sufficient potential.

3 Renenber, a small market may still have a significant niche
and | ess conpetition.

4 Select a market where your product has sonme conpetitive
advant age, for exanple; design, performance, quality or
price - but do not rely exclusively on price.

5 Visit the market Yourself bef ore conmmi ssioning a detail ed
field study. Talking to Leadln? buyers or visiting an
exhibition can help you to identitfy key questions.

6 Use the services of export pronotion, facilitation body,
banks, Chanbers of Commerce, trade associations and any
ot her contacts you may have.

7.9 One mi st ake whi ch nany conpani es nake is to underestimte
the total cost necessary to enter a new market. Research
expenditure is only the first small step. The real costs
start when products and packagi ng have to be changed to
nmeet custoner requirenents, and sanples and sales aids
provided to the sel ected distributor who then | ooks to the
exporter for continuous marketing and service support.

7.10 Wien the research has been conpleted and the market

offering the greatest imedi ate potential identified, it
w |l be essential to secure conmtnment fromtop managenent
and al | ocat e production CaBaplty! based on the anti ci pated
| evel of demand - with a built-in safety margin so as to
be able to support success. It is also essential that, at
the outset, a marketing plan is drawn up and a budget nade
avail able; not just for the first year but for the first
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three years. A large part of the research will have been
concerned with identifying how best to enter the market by
Iookln%_at the avail abl e channels of distribution. Only
when this decision has been made, will it be possible to
assess the financial viability of the project and carry out
pricing cal cul ati ons.

7.11 For each market it wll be necessary to set specific
obj ectives. Since every conpany has finite resources, it
must define these objectives clearly and realistically.
Awitten marketing plan encoura?es systemati c t hi nki ng and

rovi des the nmeans by which performance can be eval uat ed.
t should include sales forecasts for each product and
mar ket seﬁnent, together with the costs necessary to
achieve these sales and the required contribution to
profit.

7.12 Entering a market is usually achieved in one of four ways:

- Selling direct to users;

- Appointing a comm ssion agent;

- Appointing a distributor;

- Wirking with a non-conpetitive manufacturer.

Gui del i nes:

1 ldentify the appropriate market segnment for the product.
2 Ensure that the distribution channels used match this
segnent .
3 Set specific objectives for each product and market
segnent .
4 Allocate adequate resources.
Prepare a marketing plan.
6 Monitor progress.
ARRANG NG THE CONTRACT
8.1 Al buyers and sellers want to conplete their business
qui ckly and efficiently. In order to nake this possible it
is inmportant that the contract is clear and | eaves no doubt
as to responsibility and costs. Two very inportant areas of
a contract for consideration are trade and paynent termns.
8.2 Wen arranging any sales contract it is very inportant to

ensure there is no confusion over who is delivering and
payi ng for what and what each party's responsibilities are.
Confusion will only lead to delay, loss of profit and can
create unnecessary probl ens between the tradi ng partners.
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8.3 An exporter needs to know terns of trade before Ere aring a
ER

contract, quotation or pro-forma invoice. "IN 1990"
i s produced by the International Chanber of Commerce (1CC).
There are thirteen | ncoterns.

Gui del i nes: Train staff to use I1CC s | NCOTERMS 1990, e.g.

8.4

8.

8.

5

6

EXW - Ex Wbrks

FCA - Free Carrier (naned place)

FOB - Free on Board (named port of shipnent)

ClF - Cost, Insurance and Frei ght (nanmed port of destination)
DDP - Delivered Duty Paid (nanmed place of destination)

Sone transport ternms get confused wi th I NCOTERMS such as FI O
- Free in and out (I oading/discharging not charged to ship).
| f your buyer asks you to use these or any non standard terns
pl ease get professional advice (eg. forwarder, Chanber of
Commerce) on what they nean. |If you use them you wll not
have the protection of | NCOTERVS.

A msuse or m sunderstanding of | NCOTERMS could prevent an
exporter from neeting contractual obligations, or even nake
the exporter responsible for unexpected costs. It is,
therefore, very inportant to understand and quote the correct
| NCOTERM

Terms of paynent define the conditions under which the
i mporter (bu¥er) and exporter (seller) have agreed to settle
the financial balance. The basic elenents of the terns of
paynent i ncl ude:

- the nethod of paynent

- the anount

- the date of paynent

- the place of paynent

- remttance of funds

- costs related to the paynent eg. banking conm ssion

- security given by the creditor for due fulfilnent of his
obl i gati ons.

There are several basic nmethods of getting paid, dependi ng on
the amount of trust the exporter has in the buyer's ability

to pay. Individually tailored ternms of paynent are sonetines
arranged if certain conditions are to be nmet. The follow ng
basic nethods are l|listed in order of security for the
exporter.
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8.

8.

7

8

1 Cash in advance

2 Letter of credit

3 Bank docunentary collections
4 Open account

gbrg detailed information is contained in Section 11 "Getting
ai d" .

Whi ch is nost appropriate to any contract depends on a nunber
of issues including the financial standing of the buyer and
custom and practice. Delays in paynent are costly and bad
debts nore so.

Gui del i nes: | nvesti gate paynent options including conparative

9.

9.

2

3

cost and risks. Take advice of an iInternationa
bank speciali st.

GETTI NG THE GOODS TO THE MARKET

The main options when considering how to get goods to the
mar ket are sea, road or conbined sea/road transport, air
freight, post, especially air parcel post, or express
deliveries, courier services and rail freight. The decision
on which of the above to use nust be based on a conbination
of four requirenents:

- product requirenents
- speed

- reliability, and

- cost

For all nodes, except post and possibly sone express parcels
or courier services, a freight forwarder wll advise.
Remenber to include the total costs of each nethod in the
qguot ation | i nked, where aEEroprlate,_to your responsibilities
under the agreed |NCOTERM i ncluding packaging, storage,
i nventory and, of course, freight costs.

Besi des pl anni ng t he novenent of routine shipnents, al so have
pl ans ready to cope with 'special’' shipments of spare parts,
goods returned for repair etc. In the latter case give
customer clear instructions on how (and to whon) to consign
the goods and get themto fax information once shipped so
t he consi gnment can be progress chased.

Gui del i nes: For all nethods except post, it is sensible to use

a carefully chosen freight forwarder, or export
adm ni stration conpany, 0 can obtain conparative
quotations for your products and can arrange
transport, insurance, official docunentation and
custons cl earance. At a |ater stage, once regul ar
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.11

markets are established, the exporter mght dea
directly with chosen transport operators.

Sea transport services come in nmany shapes and sizes and
offer a range of conpetitive rates, so it is inportant to
'shop around’ and obtain several quotes. These are three
basic types of sea carriers, regular services carrying
ei ther containerised or break-bul k cargo (or both); regul ar
ferry services primarily carrying road vehicles | oaded with
cargo and 'tranps', the latter like taxis plying for
busi ness to make i ndi vi dual voyages general ly carrying bul k
cargoes such as grain, coal and oil

The rating of sea freight can vary between a specific
comodity rate, FAKrates (freight all kinds) or arate for
a containerload. Freight is usually charged on wei ght or
measur ement, whichever 1s the greater. Container rates can
be FCL - full container |oad; LCL - less than full |oad or
gr oupage.

On nost maj or trade routes there is considerabl e choice for
the exporters. Questions of routing, costs, selection of
carriers etc are conplex issues that should be dealt with
by skilled staff - or by your forwarder.

As with sea transport, road transport rates can be agreed

based on full container loads (FCL), less that full
contai ner | oads (LCL), groupage etc, and the nethod chosen
is reflected in the cost. Rates can also be based on

whet her a vehicle is driver acconpanied for the sea | eg or
driver unacconpani ed.

"Trailers', as they are sonetines called, are very flexible
and it is inportant, especially when using container
traffic, to request the correct the. Trailers tend to
cone in lengths varying between 20 to 40 feet and are
constrained to a maxi num | egal weight. For guidance on
maxi mum| egal wei ghts and the type of vehicle to use either
consult your forwarder or contact the national road
transport associ ation.

Rates for the air freight industry are based on wei ght and
vol une. The size of the consignnment is far nore sensitive
inrelation to the costs than in other nodes and tends to
restrict air freight to smaller consignnments. There are
possibilities of chartering an aircraft for |arger
consi gnnments but this should only be considered through an
approved air freight forwarder/carrier.

Airfreight has the benefit of speed, especially for |onger
distances. If using a letter of credit, however, ensure
that an Airway Bill is acceptable, and that transhipnent
(the aircraft having to refuel on route) is permtted.

This particul ar node of transport is also nore sensitive
t han nost to hazardous or dangerous goods restrictions and
strict conpliance to the [International Air Transport
Associ ation's (1 ATA) regul ati ons nust be carried out.
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.14

.15

. 16

.1

nodes have specific rules for dangerous cargoes which nust
be pre-booked and are usually specially docunented). |If
in doubt consult the air forwarder or carrier at an early
st age.

In some parts of the world air parcel post is becom ng
i ncreasi ngly popul ar. It gives rapid delivery, usually
door to door, for a conpetitive all-inrate and with sinple
docunent ati on. Large parcels up to 20 kilograns (and
sonetinmes nore) can be carried to alnbst anywhere in the
wor | d. Qher facilities such as insurance, cash on
delivery (C. O D) and prepaynent of custons duty are often
avai | abl e. Dangerous goods cannot be carri ed.

Express or Courier services are applicable, as their nane
su?gests, for fast and/or secure delivery services. The

of fer door-to-door rates and are gaining in popularity wt

nore conpanies using just-in-tine systens. The cost of
usi ng an express freight conpany is reflective of the speed
and treatnent of the goods and it is best to obtain several
guot es before proceedi ng.

It is inpossible to generalise on howmnmuch it wll cost to
deliver to the market as costs vary considerably wth
destination, weight, bulk, value and quality of service.
O her delivery costs, including insurance and related
indirect costs such as inventory costs, wll vary wth
val ue. A quotation should be obtained to cover carriage,
fees, and insurance up to the point at which the goods are
handed over. It is the only safe way.

It is essential to find out how long delivery will take,
before giving any undertaking to the inporter. Renenber
to include the tinme necessary for all the steps up to the
poi nt the goods are handed over. For sonme markets it also
depends on the frequency of sailings; the inporter,
however, will onlg be interested in the date he receives
t he goods - not the despatch date.

| nsurance of sonme type will always be required, even if

"sellers interest"” only. Most delivery ternms require the
exporter to cover against damage or | 0ss to the goods in
transit, with marine insurance. Carriers do have certain
levels of liability but all nodes can limt their

liability, wusually wunder international convention, and
these levels usually fall well below the actual value of

t he goods. Your "forwarder or an experienced nmarine
i nsurance broker can advi se you.

DOCUMENTATI ON AND EXPORT ADM NI STRATI ON

When tal king to experienced traders the first thing that
they will stress is the need to make sure you have all the
docunentation in order. Docunents are the foundation upon
whi ch the whole export transaction chain sits. |If there
is an error, mssing data or no docunent at all, the
consequences can be catastrophic. So ensure it is right!
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10. 2 Make sure to tell the custonmer what has been done with the
docunents as wel| as the goods; in fact ask hi m beforehand
i f he has any speci al docunentary requirenments that you can
hel p with.

10. 3 In many countries docunents physically have to arrive -
t hrough the post, by courier, through the banking system
or via the carrier - before clearance procedures can be
conpl eted and your custonmer gets the goods. There is
not |n% nore di sconcerting to an inporter than seeing the
goods he has paid for in the transit shed, but not be able
to get them because of one or nore m ssing docunents.

Gui del i nes:

Docunents and their electronic equivalents should follow
international standards and the national aligned system
A systemconpati ble w th requirenents should be install ed;
this can vary from nulti-part sets, through the use of
overl ays and phot ocopi ers/duplicators, to PCor main frame
conputer system (See Appendices 1 & 2).

Careful attention should be paid to providing accurate,

timely information to the custoner, custons and other

official bodies and to those providing services to the
gxpﬁrter eg. forwarders, ports, carriers, insurers and
anks.

Docunent systens shoul d be revi ewed periodically, in order
to use up-to-date technol ogy and el i m nate redundant forns
and copi es.

11 GETTI NG PAI D

11.1

Letters
11.1.1

11.1.2

When considering how to get paid the exporter should take
account of several factors, such as credit worthiness of
t he buyer, consignnent val ue, bank charges and what net hod
t he buyer has requested (if any). It is a good rule to
study how est abli shed exports get paid in your trade. (For
exanple, up to 70% of trade fromthe UK is based on open
account terns; but it is inportant to renenber that 60% of
Urtttr%de is with the other European Community nenber
st ates).

of Credit/Docunentary Credit

A letter of credit can be described sinply as a witten
undertaki ng gi ven by a bank on behal f of the buyer, to pay
the seller an anmount of noney within a specified tine,
provided the seller present docunents strictly in
accgrdance wth the terms laid dowm in the lettér of
credit.

A nore formal definition is "a conditional undertakin% OL
an

the issuing bank that settlement will be nade by a
nom nated 1n the credit (paying bank) and in the nmanner
specified in the credit, if the seller (beneficiary)

presents to that bank docunments as stipulated in the credit

24



and conplies with the terns and conditions thereof. The
issuing bank is ultimately responsible for settlenment if
the nomnated bank does not honour such conpliant
docunent s".

11.1.3 If wused correctly a letter of credit (L/C rovi des
substantial security. However, it does involve a |evel of
expertise in the preparation of the required docunents and
surveys show considerable errors in docunents |odged
agai nst credits.

Gui del i nes: _
L/ C transactions shoul d be careful |y nanaged.

Wth the considerabl e nunber of errors onin-comng credits
a pro-forma credit should be sent to the buyer at an early
stage. Wien the L/C is received by the exporter it should
be checked t horoughly agai nst the I nstructions (Pro-forna)
sent to the buyer to see whether it is acceptable or what
amendnent is required.

11.2 It is clear that the driving force for the process of
managi ng export paynents nust be the exporter. It has to
be recogni sed that the export or shipping departnent that
controls this process has a major | oss preventing function
wi thin the export conpany.

GQui del i nes:
The exporter nust plan and manage the export paynent
process, selecting the nost appropriate paynment nethods;
mai ntaining close liaison wth the buyer; co-ordinating
internal practices and training staff to ensure the nost
efficient and cost effective handling of the whole
t ransaction.

11.3 The main paynent options are sumari sed bel ow -
Revocabl e Credits
Irrevocabl e Credits.
Confirmation
Bank Docunentary Collection (Bills of Exchange)

and Open Account
O her Alternative Methods of Paynent include Factoring and
| nvoi ce. Discounting and Forfaiting by Banks and other
Speci al i sed Fi nance Houses

12 THE CUSTOMER

12.1 The prine objective of any exporter should be to ensure
qual ity customer service. This should cover not only the

product but also the necessary docunents and information
on progress in the despatch and delivery of the product.
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12.

12.

12.

12.

12.

12.

12.

2

3

4

5

6

7

8

Many exporters, especially those selling non-proprietary
goods, such as chem cal s, against |ocal conpetition, have
to show that they can deliver to the custoner's factory as
effectively as the conpetitor on his doorstep. Effective
custoner service is essential for survival.

Adm ni stration of the transaction is not often a subject
of close liaison, but to be efficient it is essential for
t he exporter and inporter to get together and |dent|f¥ t he
customer's shipping and docunentation needs. hese
di scussions would cover routing, the correct use and
interpretation of trade terns, clearer and sinpl er shipping
marks, the right type of documentation to us and what can
be sinplified or cut out, especially in docunentary credit
transactions. Many inporters' or sales agents' purchasing
departnments are sinply following tradition in calling for
certai n docunents, sh[ppln? mar ks and actions. It is often
evident fromthe wording of many, if not nost, docunentary
credits that they are followng a set pattern. Even when
sone docunentary credit requirenments stem from gover nnment
regulations and not from the nornal comer ci al
consi derations of credit control, nmuch can often be done.

The custoner, quite rightly, will not be too interested in
heari ng about the exporter”s difficulties, but wll al nost
certainly appreciate direct interest in his problens. Mny
exporters would be horrified to see what can happen to
their goods in transit or at destination.

A few careful checks when the order is placed, or the
contract drawn up, can save tine-consum ng problens |ater
Per haps the nost obvious precaution is a definite system
for scrut|n|5|n8_docunentary credits when they are ftirst
received, including a progress or diary routine to check
that they are opened and received in good t

It is also wise to arrange and check on routings as soon
as orders are received. Perhaps the routing on which the
original quotation was nmade is no |onger suitable. It may
be necessary to consult at the outset on the co-ordination
or production, packing and despatch or shi ppi ng schedul es.

On sone occasions, the delivery terns quoted may be
inmpractical, fail to include all the costs which will be
incurred, or be incorrect. Exanples abound of quotations
sPeC|fy|ng, say, "CIF" without stating the precise place
of delivery, or "C & F' wth no arrangements to cover
seller's interest risks, or "Delivered®™ wthout saying
where, or what costs will be paid. Extra unplanned costs,
resulting fromhastily quoted delivery terns, quickly erode
profit margins. If these terns are put right at the
earliest stage of order processing, or, preferably, quoted
correctly in the first place, these costly mstakes can
be avoi ded.

Even after the order is received, and acknow edgenent made,
the customer will appreciate being kept inforned of
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progress, and especially of any foreseen del ays.

12.9 It is inportant to keep the custonmer advised by fax or
telex. As soon as possible the despatch advice should be
sent wi th any docunents which are avail abl e, especially the
export invoice. It is nost helpful to tell the custoner
that the goods are on their way and that the remaining
docunments will follow shortly. Pre-advice assists the

custoner to plan his own inport routines to avoid del ays
when the goods arrive.

QUi del i nes:

The exporter and inporter should |iaise about their
adm ni strative requirenents. The exporter shoul d provide

customer service before and after the despatch of the
goods.

The i nporter needs to ensure that his purchasing practices
are up-to-date and realistic and that he can carry out
i mport clearance as soon as the goods arrive.
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