EXPORT SELLING and EXPORT MARKETING: A COMPARISON

· What is the difference between export selling and export marketing?

To better understand importing and exporting, it is important to distinguish between export selling and export marketing. 

Export selling does not involve tailoring the product, the price, or the promotional material to suit the requirements of global markets. The only marketing mix element that differs is the “place”; that is, the country where the product is sold. 

Export marketing targets the customer in the context of the total market environment. The export marketer does not simply take the domestic product “as is” and sell it to international customers. To the export marketer, the product offered in the home market represents a starting point. It is modified as needed to meet the preferences of international target markets. 

Export marketing is the integrated marketing of goods and services that are destined for customers in international markets. Export marketing requires:

1. An understanding of the target market environment

2. The use of marketing research and identification of market potential

3. Decisions concerning product design, pricing, distribution and channels, advertising, and communications: the marketing mix.

After the research effort has zeroed on potential markets, there is no substitute for a personal visit to size up the market firsthand and begin the development of an actual export-marketing program. 

A market visit should do several things. First, it should confirm (or contradict) assumptions regarding market potential. A second major purpose is to gather the additional data necessary to reach the final go or no-go decision regarding an export-marketing program 

For example, an export manager or international marketing manager may have a list of potential distributors provided by the U.S. Department of Commerce. He or she may have corresponded with distributors on the list and formed some tentative idea of whether they meet the company’s international criteria. It is difficult, however, to negotiate a suitable arrangement with international distributors without actually meeting face-to-face to allow each side to appraise the capabilities and character of the other party. A third reason for a visit to the export market is to develop a marketing plan in cooperation with the local agent or distributor. Agreement should be reached on necessary product modifications, pricing, advertising and promotion expenditures, and a distribution plan. If the plan calls for investment, agreement on the allocation of costs must also be reached.
One way to visit a potential market is through a trade show or a state- or federally sponsored trade mission. Each year hundreds of trade fairs, usually organized around a product category or industry, are held in major markets.

Perhaps most important, attending a trade show enables company representatives to learn a great deal about competitors’ technology, pricing, and depth of market penetration.

ORGANIZATIONAL EXPORT ACTIVITIES
Exporting is becoming increasingly important as companies in all parts of the world step up their efforts to supply and service markets outside their national boundaries.  Research has shown that exporting is essentially a developmental process that can be divided into the following distinct stages: 
1. The firm is unwilling to export; it will not even fill an unsolicited export order. This may be due to perceived lack of time (“too busy to fill the order”) or to apathy or ignorance.

2. The firm fills unsolicited export orders but does not pursue unsolicited orders. Such a firm is an export seller.

3. The firm explores the feasibility of exporting (this stage may bypass Stage 2).

4. The firm exports to one or more markets on a trial basis.

5. The firm is an experienced exporter to one or more markets.

6. After this success, the firm pursues country- or region-focused marketing based on certain criteria (e.g., all countries where English is spoken or all countries where it is not necessary to transport by water).

7. The firm evaluates global market potential before screening for the “best” target markets to include in its marketing strategy and plan. All markets—domestic and international—are regarded as equally worthy of consideration.

However, commitment is the most important aspect of a company’s international orientation. Before a firm can reach Stage 4, it must receive and respond to unsolicited export orders. The quality and dynamism of management are important factors that can lead to such orders. One study noted that export procedural expertise and sufficient corporate resources are required for successful exporting. An interesting finding was that even the most experienced exporters express lack of confidence in their knowledge about shipping arrangements, payment procedures, and regulations. The study also showed that, although profitability is an important expected benefit of exporting, other advantages include increased flexibility and resiliency and improved ability to deal with sales fluctuations in the home market. Although research generally supports the proposition that the probability of being an exporter increases with firm size, it is less clear that export intensity—the ratio of export sales to total sales—is positively correlated with firm size. Table 8-1 lists some of the export-related problems that a company typically faces.

NATIONAL POLICIES GOVERNING EXPORTS AND IMPORTS TC  "NATIONAL POLICIES GOVERNING EXPORTS AND IMPORTS" \l 1 
It is hard to overstate the impact of exporting and importing on the world’s national economies.
In 1997, for example, total imports of goods and services by the United States passed the $1 trillion mark for the first time; in 2008, the combined total was $2.5 trillion. Trends in both exports and imports reflect China’s pace-setting economic growth in the Asia-Pacific region. Exports from China have grown significantly; as noted in the chapter introduction, they are growing even faster now that China has joined the WTO. As shown in Table 8-2, Chinese apparel exports to the United States command more than one-third of the overall apparel market.

Historically, China protected its own producers by imposing double-digit import tariffs. These will gradually be reduced as China complies with WTO regulations. 

Government Programs that Support Exports TC  "Government Programs Supporting Exports" \l 1 
To see the economic boost that can come from a government-encouraged export strategy; consider Japan, Singapore, South Korea, and the so-called greater-China or “China triangle” market, which includes Taiwan, Hong Kong, and the People’s Republic of China.  Japan totally recovered from the destruction of World War II and became an economic superpower as a direct result of export strategies devised by the Ministry for International Trade and Industry (MITI).

· What four countries make up the “Four Tigers?”

The four tigers – Singapore, South Korea, Taiwan, and Hong Kong – learned from the Japanese experience and built strong export-based economies of their own. 

Although Asia’s “economic bubble” burst in 1997 as a result of uncontrolled growth, Japan and the tigers are moving forward in the twenty-first century at a more moderate rate. 

Any government concerned with trade deficits or economic development should focus on educating firms about the potential gains from exporting. 

Governments commonly use four activities to support and encourage firms that engage in exporting. These are tax incentives, subsidies, export assistance, and free trade zones.

Tax incentives treat earnings from export activities preferentially either by applying a lower rate to earnings from these activities or by refunding taxes already paid on income associated with exporting. 

From 1985 until 2000, the major tax incentive under U.S. law was the foreign sales corporation (FSC), through which American exporters could obtain a 15 percent exclusion on earnings from international sales. 

However, in 2000, the World Trade Organization ruled that any tax break that was contingent on exports amounted to an illegal subsidy. 

Accordingly, the U.S. Congress has set about the task of overhauling the FSC system; failure to do so would entitle the EU to impose up to $4 billion in retaliatory tariffs. 
· What are subsidies?

Governments also support export performance by providing outright subsidies, which are direct or indirect financial contributions or incentives that benefit producers.  Subsidies can severely distort trade patterns when less competitive but subsidized producers displace competitive producers in world markets. 
Agricultural subsidies are particularly controversial because, although they protect the interests of farmers in developed countries, they work to the detriment of farmers in developing areas such as Africa. The EU has undertaken an overhaul of its Common Agricultural Policy (CAP). 

The third support area is governmental assistance to exporters.  Companies can avail themselves of a great deal of government information concerning the location of markets and credit risks.  Assistance may also be oriented toward export promotion. Government agencies at various levels often take the lead in setting up trade fairs and trade missions designed to promote sales to foreign customers.

The export/import process can entail red tape and bureaucratic delays. In an effort to facilitate exports, countries are designating certain areas as free trade zones (FTZ) or special economic zones (SEZ). These are geographic entities that offer manufacturers simplified customs procedures, operational flexibility, and a general environment of relaxed regulations. 
Governmental Actions to Discourage Imports and Block Market Access TC  "Tariffs" \l 1 
· What can the government do to discourage imports?

Measures such as tariffs, import controls, and nontariff barriers limit the inward flow of goods. 

Tariffs can be thought of as the “three Rs” of global business: rules, rate schedules (duties), and regulations of individual countries.

.
Duties on individual products or services are listed in the schedule of rates. (Table 8-3). 
One global trade expert defines duties are “taxes that punish individuals for making choices of which their governments disapprove.”

Developed under the auspices of the Customs Cooperation Council (now the World Customs Organization), the Harmonized Tariff System (HTS) went into effect in January 1989 and has since been adopted by the majority of trading nations. Under this system, importers and exporters have to determine the correct classification number for a given product or service that will cross borders. 

Often, determining the duty rate on a particular article requires assessing how the item is used or determining its main component material. 

· What is a hidden trade barrier?
A nontariff barrier (NTB) is any measure other than a tariff that is a deterrent or obstacle to the sale of products in a foreign market. Also known as hidden trade barriers, NTBs include quotas, discriminatory procurement policies, restrictive customs procedures, arbitrary monetary policies, and restrictive regulations. 

A quota is a government-imposed limit or restriction on the number of units or the total value of a particular product or product category that can be imported. Generally, the quotas are designed to protect domestic producers. 
Discriminatory procurement policies can take the form of government rules and administrative regulations specifying that local vendors or suppliers receive priority consideration. 

Customs procedures are considered restrictive if they are administered in a way that makes compliance difficult and expensive. 

Discriminatory exchange rate policies distort trade in much the same way as selective import duties and export subsidies. 

Restrictive administrative and technical regulations may take the form of antidumping regulations, product size regulations, and safety and health regulations.
TARIFF SYSTEMS

Tariff systems provide either a single rate of duty for each item applicable to all countries or two or more rates, applicable to different countries or groups of countries. 

Tariffs are usually grouped into two classifications.

The single-column tariff is the simplest type of tariff. It is a schedule of duties in which the rate applies to imports from all countries on the same basis. 

The two-column tariff (Table 8-4), column 1 includes “general” duties plus “special” duties indicating reduced rates determined by tariff negotiations with other countries. 

Rates agreed upon by “convention” are extended to all countries that qualify for normal trade relations (NTR; formerly most-favored nation or MFN) status within the framework of the WTO. Column 2 shows rates for countries that do not enjoy NTR status.

A preferential tariff is a reduced tariff rate applied to imports from certain countries. 

GATT prohibits the use of preferential tariffs, with three major exceptions. 

1. Historical preference arrangements such as the British Commonwealth preferences and similar arrangements that existed before GATT. 

2. Preference schemes that are part of a formal economic integration treaty, such as free trade areas or common markets. 

3. Industrial countries are permitted to grant preferential market access to companies based in less-developed countries.

Transaction value is defined as the actual individual transaction price paid by the buyer to the seller of the goods being valued. 

Customs Duties

Customs duties are divided into two categories. 

They may be calculated either as a percentage of the value of the goods (ad valorem duty), as a specific amount per unit (specific duty), or as a combination of both of these methods. 

As noted, an ad valorem duty  is expressed as a percentage of the value of the goods. In countries adhering to GATT conventions on customs valuation, the customs value is the value of cost, insurance, and freight (CIF) at the port of importation. 

A specific duty is expressed as a specific amount of currency per unit of weight, volume, length, or other units of measurement.  Specific duties are usually expressed in the currency of the importing country. 

Other Duties and Import Charges 
Dumping is the sale of merchandise in export markets at unfair prices. to offset the impact of dumping and to penalize guilty companies, most countries have introduced legislation providing for the imposition of antidumping duties. 

Countervailing duties (CVDs) are additional duties levied to offset subsidies granted in the exporting country. 

Several countries apply a system of variable import levies to certain categories of imported agricultural products. If prices of imported products would undercut those of domestic products, the effect of these levies is to raise the price of imported products to the domestic price level. 

Temporary surcharges are used to provide additional protection for local industry and, in particular, in response to balance-of-payments deficits. 

KEY EXPORT PARTICIPANTS

Export participants include: purchasing agents, export brokers, and export merchants, who have no assignment of responsibility. Others, including export management companies , manufacturers’ export representatives, export distributors, and freight forwarders, are assigned responsibilities by the exporter. 
Foreign purchasing agents are variously referred to as buyer for export, export commission house, or export confirming house. They operate on behalf of, and are compensated by, an overseas customer known as a “principal”. Often represent governments, utilities, railroads, and other large users of materials.
The export broker receives a fee for bringing together the seller and the overseas buyer. Their fee is usually paid by the seller, but sometimes, the buyer pays it.  The broker takes no title to the goods and assumes no financial responsibility. They are specialized in specific commodity, such as grain or cotton, and less involved in the export of manufactured goods.
Export merchants are sometimes referred to as jobbers. These are marketing intermediaries that identify market opportunities in one country or region and make purchases in other countries to fill these needs. 

Export management company (EMC) is an independent marketing intermediary that acts as the export department for two or more manufacturers (“principals”) whose product lines do not compete with each other.  

Manufacturer’s export agents (MEA) can act as an export distributor or as export commission representative. However, the MEA does not perform the functions of an export department and the scope of market activities is usually limited to a few countries. An export distributor assumes financial risk. The export distributor usually represents several manufacturers and is therefore sometimes known as a combination export manager. 
The export commission representative assumes no financial risk. The commission representative is assigned all or some foreign markets by the manufacturer. 

The cooperative exporter, sometimes called a mother hen, piggyback exporter, or export vendor, is an export organization of a manufacturing company retained by other independent manufacturers to sell their products in some or all foreign markets. 

Freight forwarders are licensed specialists in traffic operations, customs clearance, and shipping tariffs and schedules; simply put, they can be thought of as travel agents for freight.

ORGANIZING FOR EXPORTING IN THE MANUFACTURER’S COUNTRY

Home-country issues deciding whether to assign export responsibility inside the company or to work with an external organizations specializing in a product or geographic area.  Most companies must decide to handle exports in-house or through an external organization.

The possible arrangements for handling exports include the following:

· A part-time activity performed by domestic employees

· Through an export partner that takes possession of the goods before they leave the country

· Through an export department that is independent of the domestic marketing structure

· Through an export department within an international division

· For multidivisional companies, each of the preceding options is available.

A company that assigns a sufficiently high priority to its export business will establish an in-house organization. 

The company that chooses not to perform its own marketing and promotion in-house has numerous external export service providers from which to choose. These include export trading companies (ETCs), export management companies (EMCs), export merchants, export brokers, combination export managers, manufacturers’ export representatives or commission agents, and export distributors. (All discussed earlier.)

ORGANIZING FOR EXPORTING IN THE MARKET COUNTRY 

In addition to deciding whether to rely on in-house or external export specialists in the home country, a company must also make arrangements to distribute the product in the target market country. 

Every exporting organization faces one basic decision: To what extent do we rely on direct market representation as opposed to representation by independent intermediaries?

· What are the two major advantages of direct representation?

Two major advantages to direct representation in a market: 1) control and 2) communications. 

Direct market representation allows decisions concerning program development, resource allocation, or price changes to be implemented unilaterally. 

Direct representation means that the possibilities for feedback and information from the market are much greater. 

Direct representation does not mean that the exporter is selling directly to the consumer or customer; in most cases, direct representation involves selling to wholesalers or retailers. 

In smaller markets, it is usually not feasible to establish direct representation because the low sales volume does not justify the cost.  Finding “good” distributors can be the key to export success. 
TRADE FINANCING and METHODS OF PAYMENT

The appropriate method of payment for an international sale is a basic credit decision. 

A number of factors must be considered, including currency availability in the buyer's country, creditworthiness of the buyer, and the buyer and seller’s relationship.

There are often fewer collections problems on international sales, provided the proper financial instruments are used.  The reason is simple: A letter of credit can be used to guarantee payment for a product. 
The basics of trade financing: The export sale begins when the exporter-seller and the importer-buyer agree to do business.  The agreement is formalized when the terms of the deal are set down in a pro forma invoice, contract, or fax, or some other document.  
Documentary Credit 
Documentary credits (also known as letters of credit) are widely used as a payment method in international trade.  A letter of credit (L/C) is essentially a document stating that a bank as substituted its creditworthiness for that of the import/buyer. 

The importer-buyer’s bank is the “issuing” bank; the importer-buyer is, in essence, asking the issuing bank to extend credit.  

The actual payment process is set in motion when the exporter-seller physically ships the product.  (Figure 8-1) and (Figure 8-2). 

Once the goods are received, the confirming bank, requests payment form the issuing bank,. Comparing shipping documents and comparing it to the L/C, if there are no discrepancies, the money is transferred to the exporter-seller’s account. 

Documentary Collections (Sight or Time Drafts)

After an exporter and importer have established a good working relationship, it may be possible to move to a documentary collection or open-account method of payment. 

A documentary collection is a method of payment that uses a bill of exchange, also known as a draft. A bill of exchange is a negotiable instrument that is easily transferable from one party to another. 

Drafts are different from L/Cs; a draft is a payment instrument that transfers all the risk of nonpayment onto the exporter/seller. Banks are involved as intermediaries but they do not bear financial risk. Because a draft is negotiable, a bank may be willing to buy the draft from the seller at a discount and thus assume the risk. 

Also, because bank fees for drafts are lower than those for L/Cs, drafts are frequently used when the monetary value of an export transaction is relatively low.

The draft is presented to the importer; payment takes place in accordance with the terms specified in the draft. In the case of a sight draft (also known as a D/P or documents against payment), the importer-buyer is required to make payment when presented with both the draft and the shipping documents.

Time drafts can take two forms. An arrival draft specifies that payment is due when the importer/buyer receives the goods; a date draft requires payment on a particular date. 

Cash in Advance

A number of conditions may prompt the exporter to request cash in advance.  Examples include times when credit risks abroad are high, when exchange restrictions delay the return of funds, or when the exporter is unwilling to sell on credit terms. 

Because of competition and restrictions, the volume of business handled on a cash-in-advance basis is small (e.g., Compressor Control Corporation makes oil field equipment and can require cash in advance because no competitors offer a competing product).

Sales on Open Account
Goods sold on open account are paid for after delivery (e.g., intracorporate sales to branches of an exporter use open-account terms). 

Open-accounts prevail when exchange controls are minimal and exporters have long-standing relations with buyers.

The main objection to open-account sales is the absence of tangible obligation. If an open-account transaction is dishonored, the legal procedure may be more complicated. 

In 1995, the Export-Import Bank expanded insurance coverage on open-account transactions to limit export risk.

SOURCING 

· Why is sourcing such an important trade topic?

 In global marketing, the issue of customer value is inextricably tied to the sourcing decision: whether a company makes or buys its products as well as where it makes or buys its products. 

Outsourcing is shifting production jobs or work assignments to another company to cut costs. 

When the outsourced work moves to another country, the terms global outsourcing or offshoring are sometimes used.  

In today’s competitive marketplace, companies are under intense pressure to lower costs; one way to do this is to locate manufacturing and other activities in low-wage countries. 

In theory, this situation bestows great flexibility on companies. 

The first wave of non-manufacturing outsourcing primarily affected call centers. These are sophisticated telephone operations that provide customer support and other services to in-bound callers from around the world. 
The decision of where to locate key business activities depends on other factors besides cost.  There are no simple rules to guide sourcing decisions. 

Several factors may figure into the sourcing decision: management vision, factor costs and conditions, customer needs, public opinion, logistics, country infrastructure, political factors, and exchange rates. 
Management Vision 

Some chief executives are determined to retain some or all manufacturing at home. (E.g., Swatch manufactures mass-market products in high-wage countries).

Top managers at Canon chose to maintain a strategic focus on high value-added products rather than the manufacturing location, keeping 60 percent in Japan.
· What are factor costs?
Factor Costs and Conditions

Factor costs are land, labor, and capital costs. 

Labor includes the cost of workers at every level: manufacturing and production, professional and technical, and management. 

German hourly compensation costs for production workers in manufacturing are 160 percent of those in the United States. Those in Mexico are only 15 percent of those in the United States. 

Labor costs in non-manufacturing jobs are also dramatically lower in some parts of the world. For example, a software engineer in India may receive an annual salary of $12,000 as compared to $80,000 in the U.S.

The other factors of production are land, materials, and capital. The cost of these factors depends upon their availability and relative abundance. Often, the differences in factor costs will offset each other so that, on balance, companies have a level field in the competitive arena. 

The application of advanced computer controls and other new manufacturing technologies has reduced the proportion of labor relative to capital for many businesses. 

Company managers and executives should also recognize the declining importance of direct manufacturing labor as a percentage of total product cost.

Customer Needs
Although, outsourcing can help reduce costs, sometimes customers are seeking something besides the lowest possible price. 
Dell Computer recently rerouted some of its call center jobs back to the United States from India after complaints from key business customers.
Logistics

In general, the greater the distance between the product source and the target market, the greater the time delay for delivery and the higher the transportation cost. 

Manufacturers can take advantage of inter-modal services that allow containers to be transferred between rail, boat, air, and truck carriers. 

Country Infrastructure

In order to present an attractive setting for a manufacturing operation, it is important that a country’s infrastructure be sufficiently developed to support a manufacturing and distribution.  

Infrastructure requirements will vary by company and by industry, but minimally, they will require power, transportation and roads, communications, service and component suppliers, a labor pool, civil order, and effective governance. 

A country needs support services or infrastructure to support manufacturing (e.g., Hong Kong, Taiwan, and Singapore do).

Many countries lack this support (e.g., Lebanon, Uganda, and El Salvador). 

A challenge in the new Russian market is an inadequate infrastructure.

Political Factors

Political risk is a deterrent to investment in local sourcing. The difficulty of assessing political risk is inversely proportional to a country's stage of economic development.

All other things being equal, the less developed a country the more difficult it is to predict political risk. 

The political risk of the Triad countries, for example, is quite limited as compared to that of a less-developed country in Africa, Latin America, or Asia. 

Market access is another type of political factor. If a country or a region limits market access because of local content laws, balance-of-payments problems, or any other reason, it may be necessary to establish a production facility within the country itself.

Foreign Exchange Rates

In deciding where to source a product or locate a manufacturing activity, a manager must take into account foreign exchange rate trends in various parts of the world.  Exchange rates are so volatile today that many companies pursue global sourcing strategies as a way of limiting exchange-related risk. 
The dramatic shifts in price levels of commodities and currencies are a major characteristic of the world economy today. Such volatility argues for a sourcing strategy that provides alternative country options for supplying markets. 

