Chapter 16: Exporting Importing and Countertrade



· Why 

· Exporting is a way to increase market size and profits 
· lower trade barriers under the WTO and regional economic agreements, such as the EU and NAFTA, make it easier than ever
· Large firms often proactively seek new export opportunities
· Many smaller firms export reactively, often intimidated by the complexities of exporting

Exporting firms need to 
· Identify market opportunities
· Deal with foreign-exchange risk
· Navigate import and export financing
· Understand the challenges of doing business in a foreign market

· Trap of Exporting

· Poor market analysis
· Poor understanding of competitive conditions
· Lack of customization for local markets
· Poor distribution program
· Poorly executed promotional campaigns
· Problems securing financing
· General underestimation of the differences and expertise required for foreign market penetration  
· Underestimation of the amount of paperwork and formalities involved 

· Improve Export Performance 

· Many firms are unaware of export opportunities available
·  Firms need to collect information
·  Firms can get direct assistance from some countries and/or use an export management companies 

· Reduce The risks of Exporting

· Hire an EMC or export consultant to identify opportunities and handle paperwork and regulations 
· Focus on one or a few markets at first
· Enter a foreign market on a small scale in order to reduce the costs of any subsequent failures
· Recognize the time and managerial commitment involved
· Develop a good relationship with local distributors and customers 
· Hire locals to help establish a presence in the market and consider local production
· Be proactive




· Overcome Lack of Trust in Export Financing 

Because trade implies parties from different countries exchanging goods and payment, the issue of trust is important
· Exporters prefer to receive payment prior to shipping goods
· Importers prefer to receive goods prior to making payments 
Many international transactions are facilitated by a third party - normally a reputable bank 
· It’ll adds an element of trust to the relationship
· A letter of credit is issued by a bank at the request of an importer 
· States the bank will pay a specified sum of money to a beneficiary, normally the exporter, on presentation of particular, specified documents
· Main advantage is that both parties are likely to trust a reputable bank even if they do not trust each other

· Draft (Bill of Exchange): an order written by an exporter instructing an importer, or an importer's agent, to pay a specified amount of money at a specified time
· The instrument normally used in international commerce for payment

· A sight draft is payable on presentation to the drawee 
· A time draft allows for a delay in payment (30, 60, 90, or 120 days)
· once a time draft has been “accepted” it becomes a negotiable instrument that can be sold at a discount from its face value

· Bill of Lading

The bill of lading is issued to the exporter by the common carrier transporting the merchandise  
· It serves three purposes 
1. It is a receipt - merchandise described on document has been received by carrier
2. It is a contract - carrier is obligated to provide transportation service in return for a certain charge
3. It is a document of title - can be used to obtain payment or a written promise before the merchandise is released to the importer


[bookmark: _GoBack][image: Chart illustrates a typical international trade transaction. The typical transaction involves 14 steps: 

1. The French importer places an order with the U.S. exporter and asks the exporter if it would be willing to ship under a letter of credit.

2. The U.S. exporter agrees to ship under a letter of credit and specifies relevant information, such as prices and delivery terms.

3. The French importer applies to the Bank of Paris for a letter of credit to be issued in favor of the U.S. exporter for the merchandise the importer wishes to buy.

4. The Bank of Paris issues a letter of credit in the French importer’s favor and sends it to the U.S. exporter’s bank, the Bank of New York.

5. The Bank of New York advises the exporter of the opening of a letter of credit in its favor.

6. The U.S. exporter ships the goods to the French importer on a common carrier. An official of the carrier gives the exporter a bill of lading.

7. The U.S. exporter presents a 90-day time draft drawn on the Bank of Paris in accordance with its letter of credit and the bill of lading to the Bank of New York. The exporter endorses the bill of lading, so the title to the goods is transferred to the Bank of New York.

8. The Bank of New York sends the draft and bill of lading to the Bank of Paris. The Bank of Paris accepts the draft, taking possession of the documents and promising to pay the now-accepted draft in 90 days.

9. The Bank of Paris returns the accepted draft to the Bank of New York.

10. The Bank of New York tells the U.S. exporter that it has received the accepted bank draft, which is payable in 90 days.

11. The exporter sells the draft to the Bank of New York at a discount from its face value and receives the discounted cash value of the draft in return.

12. The Bank of Paris notifies the French importer of the arrival of the documents. The importer agrees to pay the Bank of Paris in 90 days. The Bank of Paris releases the documents so the importer can take possession of the shipment.

13. In 90 days, the Bank of Paris receives the importer’s payment, so it has funds to pay the maturing draft.

14. In 90 days, the holder of the matured acceptance (in this case, the Bank of New York) presents it to the Bank of Paris for payment. The Bank of Paris pays.]
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