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	Determining Your Products' Export Potential

There are several ways to evaluate the export potential of your products and services in overseas markets. The most common approach is to examine the success of your products domestically. If your company succeeds at selling in the U.S. market, there is a good chance that it will also be successful in markets abroad, at least those where similar needs and conditions exist. 

Another means to assess your company's potential in exporting is by examining the unique or important features of your product. If those features are hard to duplicate abroad, then it is likely that you will be successful overseas. A unique product may have little competition and demand for it might be quite high. 

Finally, your product may have export potential even if there are declining sales in the U.S. market. Sizeable export markets may still exist, especially if the product once did well in the United States but is now losing market share to more technically advanced products. Other countries may not need state-of-the-art technology and/or may be unable to afford the most sophisticated and expensive products. Such markets may have a surprisingly healthy demand for U.S. products that are older or considered obsolete by U.S. market standards. 

  

Assessing Your Company's Export Readiness

Answering these general questions about how exporting will enhance into your company's short, medium and long-term goals will help determine your company's readiness to export: 

· What does the company want to gain from exporting? 

· Is exporting consistent with other company goals? 

· What demands will exporting place on the company's key resources, management and personnel, production capacity, and finance and how will these demands be met? 

· Are the expected benefits worth the costs, or would company resources be better used for developing new domestic business? 

The next step is to more closely examine the impact of exporting on your company. The questions in Table 1 will help you analyze the decision to export. 

  

Developing an Export Plan

Once you have decided to sell your products abroad, it is time to develop an export plan. A crucial first step in planning is to develop broad consensus among key management on the company's goals, objectives, capabilities, and constraints. (Answering the questions listed in Table 1 is one way to start.) In addition, all aspects of an export plan should be agreed upon by the personnel involved in the exporting process, as they will ultimately execute the export plan. 

The purposes of the export plan are (a) to assemble facts, constraints, and goals and (b) to create an action statement that takes all of these into account. The statement includes specific objectives, it sets forth time schedules for implementation, and it marks milestones so that the degree of success can be measured and help motivate personnel. 

At least the following ten questions should ultimately be addressed: 

1. Which products are selected for export development? What modifications, if any, must be made to adapt them for overseas markets? 

2. Which countries are targeted for sales development? 

3. In each country, what is the basic customer profile? What marketing and distribution channels should be used to reach customers? 

4. What special challenges pertain to each market (competition, cultural differences, import controls, etc.), and what strategy will be used to address them? 

5. How will the product's export sale price be determined? 

6. What specific operational steps must be taken and when? 

7. What will be the time frame for implementing each element of the plan? 

8. What personnel and company resources will be dedicated to exporting? 

9. What will be the cost in time and money for each element? 

10. How will results be evaluated and used to modify the plan? 

The first time an export plan is developed, it should be kept simple. It need be only a few pages long, since important market data and planning elements may not yet be available. The initial planning effort itself gradually generates more information and insight. As the planners learn more about exporting and your company's competitive position, the export plan will become more detailed and complete. An outline of an export plan is presented in Table 2. (See also Chapter 2 for information about market research). 

From the start, the plan should be viewed and written as a management tool, not as a static document. Objectives in the plan should be compared with actual results to measure the success of different strategies. The company should not hesitate to modify the plan and make it more specific as new information and experience are gained. 

A detailed plan is recommended for companies that intend to export directly. Companies choosing indirect export methods may require much simpler plans. For more information on different approaches to exporting and their advantages and disadvantages, see Chapter 4. 

NOTE: Many companies begin export activities hap-hazardly, without carefully screening markets or options for market entry. While these companies may or may not have a measure of success, they may overlook better export opportunities. If early export efforts are unsuccessful because of poor planning, your company may be misled into abandoning exporting altogether. Formulating an export strategy based on good information and proper assessment increases the chances that the best options will be chosen, that resources will be used effectively, and that efforts will consequently be carried through to success. 

Table 1 - Management Issues Involved in the Export Decision 

Table 2 - Sample Outline for an Export Plan 
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	As you can imagine, many foreign markets differ greatly from the United States. Some differences include climatic and environmental factors, social and cultural factors, local availability of raw materials or product alternatives, lower wage costs, varying amounts of purchasing power, the availability of foreign exchange, and government import controls. Once you have decided that your company is able and committed to exporting, the next step is to develop a marketing plan. 

A clearly written marketing strategy offers six immediate benefits: 

1. Because written plans display strengths and weaknesses more readily, they are a great help in formulating and polishing an export strategy. 

2. Written plans are not easily forgotten, overlooked, or ignored by those charged with executing them. If deviation from the original plan occurs, it is likely to be due to a deliberate and thoughtful choice. 

3. Written plans are easier to communicate to others and are less likely to be misunderstood. 

4. Written plans allocate responsibilities and provide for an evaluation of results. 

5. Written plans are helpful when seeking financial assistance. They indicate to lenders that you have a serious approach to the export venture. 

6. Written plans give management a clear understanding of what will be required of them and thus help to ensure a commitment to exporting. Actually, a written plan signals that the decision to export has already been made. 

This last advantage is especially noteworthy. Building an international business takes time. It usually takes months, sometimes even several years, before an exporting company begins to see a return on its investment of time and money. By committing to the specifics of a written plan, top management can make sure that the firm will finish what it begins and that the hopes that prompted its export efforts will be fulfilled. 

  

Market Research

To successfully export your product, you should examine foreign markets through research. The purpose is to identify marketing opportunities and constraints abroad, as well as to identify prospective buyers and customers. 

Market research encompasses all methods that a company can use to determine which foreign markets have the best potential for its products. Results of this research inform the firm of: the largest markets for its product, the fastest growing markets, market trends and outlook, market conditions and practices, and competitive firms and products. 

Your firm may begin to export without conducting any market research if it receives unsolicited orders from abroad. Although this type of selling is valuable, the company may discover even more promising markets by conducting a systematic search. If your firm opts to export indirectly (see Chapter 4) by using an intermediary such as an Export Management Company (EMC) or Export Trading Company (ETC), you may wish to select markets to enter before selecting the intermediary. Because many intermediaries such as EMCs and ETCs have strengths in certain markets, it is valuable to select the intermediary after deciding on markets to enter. You may also want to do market research if you export indirectly. 

A firm may research a market by using either primary or secondary data resources. In conducting primary market research, a company collects data directly from the foreign marketplace through interviews, surveys, and other direct contact with representatives and potential buyers. Primary market research has the advantage of being tailored to the company's needs and provides answers to specific questions, but the collection of such data is time-consuming and expensive. 

When conducting secondary market research, a company collects data from various sources, such as trade statistics for a country or a product. Working with secondary sources is less expensive and helps the company focus its marketing efforts. Although secondary data sources are critical to market research, they do have limitations. The most recent statistics for some countries may be more than two years old. Moreover, the data may be too broad to be of much value to a company. Statistics may also be distorted by incomplete data-gathering techniques. Finally, statistics for services are often unavailable. Yet, even with these limitations, secondary research is a valuable and relatively easy first step for a company to take. It may be the only step needed if the company decides to export indirectly, since the intermediary firm may have advanced research capabilities. 

  

Methods of Market Research

Because of the expense of primary market research, most firms rely on secondary data sources. The three following recommendations will help you obtain useful secondary information: 

1. Keep abreast of world events that influence the international marketplace, watch for announcements of specific projects, or simply visiting likely markets. For example, a thawing of political hostilities often leads to the opening of economic channels between countries. 

2. Analyze trade and economic statistics. Trade statistics are generally compiled by product category and by country. These statistics provide the U.S. firm with information concerning shipments of products over specified periods of time. Demographic and general economic statistics, such as population size and makeup, per capita income, and production levels by industry can be important indicators of the market potential for a company's products. 

3. Obtain advice from experts. There are several ways of obtaining this advice: 

· Contact experts at the U.S. Department of Commerce and other government agencies. 

· Attend seminars, workshops, and international trade shows. 

· Hire an international trade and marketing consultant. 

· Talk with successful exporters of similar products. 

· Contact trade and industry association staff. 

Gathering and evaluating secondary market research can be complex and tedious. However, several publications are available that can help simplify the process. The following approach to market research refers to these publications and resources that are described later in this chapter. 




  

A Step-by-Step Approach to Market Research

Your company may find the following approach useful. It involves screening potential markets, assessing the targeted markets, and drawing conclusions. 

A. Screen Potential Markets 

· Step 1. Obtain export statistics that indicate product exports to various countries. Published export statistics provide a reliable indicator of where U.S. exports are currently being shipped. The U.S. Census Bureau provides these statistics in a published format. Trade statistics also can be obtained using the National Trade Data Bank (NTDB). 

· Step 2. Identify five to ten large and fast-growing markets for the firm's product. Look at them over the past three to five years. Has market growth been consistent year to year? Did import growth occur even during periods of economic recession? If not, did growth resume with economic recovery? 

· Step 3. Identify some smaller but fast-emerging markets that may provide ground-floor opportunities. If the market is just beginning to open up, there may be fewer competitors than in established markets. Growth rates should be substantially higher in these countries to qualify as up-and-coming markets, given the lower starting point. 

· Step 4. Target three to five of the most statistically promising markets for further assessment. Consult with a Department of Commerce Export Assistance Center (see http://www.doc.gov), business associates, freight forwarders, and others to further evaluate targeted markets. 

B. Assess Targeted Markets 

· Step 1. Examine trends for company products as well as related products, that could influence demand. Calculate overall consumption of the product and the amount accounted for by imports. The National Trade Data Bank (NTDB)and the National Technical Information Service (NTIS) offer Industry Sector Analyses (ISAs), Country Commercial Guides (CCGs), and other reports that give economic backgrounds and market trends for each country. Demographic information (such as population and age) can be obtained from World Population (Census) and Statistical Yearbook (United Nations). 

· Step 2. Ascertain the sources of competition, including the extent of domestic industry production and the major foreign countries the firm is competing against in each targeted market by using ISAs and competitive assessments. This information is available from the NTDB and the NTIS. Look at each competitor's U.S. market share. 

· Step 3. Analyze factors affecting marketing and use of the product in each market, such as end-user sectors, channels of distribution, cultural idiosyncrasies, and business practices. Again, the ISAs and Customized Market Analyses (CMAs) offered by the Department of Commerce are useful. 

· Step 4. Identify any foreign barriers (tariff or nontariff) for the product being imported into the country (see Chapter 8 for an analysis of tariff and nontariff barriers). Identify any U.S. barriers (such as export controls) that affect exports to the country. 

· Step 5. Identify any U.S. or foreign government incentives that promote exporting of your particular product or service(see Chapter 8). 

C. Draw Conclusions 

After analyzing the data, the company may conclude that its marketing resources would be applied more effectively to a few countries. In general, if the company is new to exporting, then efforts should be directed to fewer than ten markets. Exporting to one or two countries will allow the company to focus its resources without jeopardizing its domestic sales efforts. The company's internal resources should determine its level of effort. 

The next section describes the publications that have been mentioned as well as additional sources. Because there are many research sources, the firm may wish to seek advice from their local Export Assistance Center (see Chapter 3 and http://www.doc.gov). 




  

Sources of Market Research

There are many domestic, foreign, and international sources of information concerning foreign markets. Several of these sources are given here and others may be found in the bibliography to this publication. This information ranges from simple trade statistics to in-depth market surveys. 

Trade statistics indicate total exports or imports by country and by product. They allow an exporter to compare the size of the market for a product in various countries. Some statistics also reflect the U.S. share of the total country market in order to gauge the overall competitiveness of U.S. producers. By looking at statistics over several years, an exporter can determine which markets are growing and those that are shrinking. 

Market surveys provide a narrative description and assessment of particular markets along with relevant statistics. The reports are often based on original research conducted in the countries studied and may include specific information on both buyers and competitors. 

The following sources fall into two broad categories: 1) general information resources, and 2) industry and country specific resources. Each category is also divided into several subgroups. 

One of the best sources of information is personal interviews with private and government officials and experts. A surprisingly large number of people in both the public and private sectors are available to assist exporters in any aspect of international market research. Either in face-to-face interviews or by telephone, these individuals can provide a wealth of market research information. 

In the private sector, sources of market research expertise include local chambers of commerce, world trade centers or clubs, and trade associations. Most state governments maintain active export promotion offices. In the federal government, industry and commodity experts are available through the Departments of Commerce, State and Agriculture, and the Small Business Administration (SBA). 

General Information 

· Business America. This monthly publication of the Department of Commerce contains country-by-country marketing reports, incisive economic analyses, worldwide trade leads, advance notice of planned exhibitions of U.S. products worldwide, and success stories of export marketing. (GPO:703-011-00000-4). Contact Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402; telephone 202-512-1800. 

· Commerce Business Daily (CBD). CBD is published daily, Monday through Friday (except holidays), by the Department of Commerce. It lists government procurement invitations over $25,000, contract awards, subcontracting leads, sales of surplus property, and foreign business opportunities, as well as certain foreign government procurements. It is available by subscription and on-line (electronically). Contact the U.S. Government Printing Office, Washington, DC 20402; telephone 202-512-1800. For on-line subscriptions contact STAT-USA at 1-800-STAT-USA (1-800-782-8872). This information center was established as a comprehensive source for U.S. companies seeking information on federal programs and activities that support U.S. exports, including information on overseas markets and industry trends. The center maintains a computerized calendar of U.S. government-sponsored domestic and overseas trade events. Telephone 1-800-USA-TRADE; e-mail: tic@ita.doc.gov; Internet home page: http://www.ita.doc.gov/td/tic. 

· Trade Information Center. This information centerwas established as a comprehensive source for U.S. companies seeking information on federal programs and activities that support U.S. exports, including information on overseas markets and industy trends. This center maintains a computerized calendar of U.S. Government-sponsored domestic and overseas trade events. Telephone 1-800-USA-TRADE; e-mail: tic@ita.doc.gov; Internet home page: http://www.ita.doc.gov. 

· Economic Bulletin Board (EBB). EBB is a great resource for business, economic, and trade information on a daily basis in a traditional dial-up platform. You can connect to this vast collection of information and download trade leads, market research reports, and the Commerce Business Daily via your computer. Subscription costs are low and vary, depending on which information you choose to access. For more information, call 1-800-STAT-USA (800-782-8872). 

· The National Trade Data Bank (NTDB). The NTDB is one of the primary sources of export information from the federal government. The NTDB is a must-have resource, gathering trade information from over 20 different government agencies into one place. The NTDB is a low-cost business service run by the Department of Commerce, which provides market research reports, Country Commercial Guides, contacts overseas, trade statistics, policy and trade practices, legal ramifications of exporting, an export promotion calendar, and publications (for example, A Basic Guide to Exporting and SBA's Breaking into the Trade Game). The NTDB is updated daily on the Internet (http://www.stat-usa.gov) and updated monthly on CD-ROM. The CD-ROM version is avail-able to use for at over 1,000 federal depository libraries throughout the country. To find the library closest to you, purchase access for your desktop, or learn more, call 1-800-STAT-USA. 

· STATUSA/Internet (http://www.stat-usa.gov). A comprehensive collection of business, economic and trade information available on the Web. Through this address you can access the NTDB, daily trade leads and economic news, the Commerce Business Daily and the latest economic press releases and statistical series from the federal government. For more information on this low cost service, call 1-800-STAT-USA (800-782-8872). 

· STAT-USA/Fax. This fax on demand service providing instant hard copy of business and economic information from the federal government. All releases are available 24 hours a day, seven days a week. The most popular fax documents include the daily trade leads and numerous U.S. government economic press releases. For more information, call 1-800-STAT-USA (800-782-8872). 

· TRADESTATS. A comprehensive source for U.S. export and import data, both current and historical. Maintained by the Commerce Department's Office of Trade and Economic Analysis, this web site contains total and disaggregated U.S. trade statistics by country and commodity classifications, state and metropolitan area export data, and trade and industry statistics. Much of this data is downloadable. The Web site address is http://www.ita.doc.gov/td/industry/otea. 

· Selected SBA market research-related general resources. The Small Business Administration publishes many helpful guides to assist small and medium-sized companies, including: Marketing for Small Business: An Overview, Researching Your Market, Breaking into the Trade Game, or the videos Marketing: Winning Customers with a Workable Plan, The Basics of Exporting. Contact the Small Business Answer Desk, 1-800-U-ASK-SBA (1-800-827-5722). 

International Information 

· UN Statistical Yearbook. Published by the United Nations (UN), this yearbook is one of the most complete statistical reference books available. It provides international trade information on products, including information on importing countries useful in assessing import competition. The yearbook contains data for 220 countries and territories on economic and social subjects, including population, agriculture, manufacturing, commodity, export-import trade, and many other areas. The most current addition is from 1993; it is available in hard copy and CD-ROM. Contact United Nations Publications, Room DC2-0853, New York, NY 10017; telephone 212-963-8302. 

· World Bank Atlas. The World Bank Atlas provides demographics, gross domestic product, and average growth rates for every country. The latest edition, 1997, covers data through 1996. Contact World Bank Publications, P.O. Box 7247-8169, Philadelphia, PA 19170-8169; telephone 202-473-1155, fax 703-661-1501. 

· World Factbook. Produced annually by the CIA, this publication provides country-by-country data on demographics, economy, communications, and defense. The data is available through a subscription to the NTDB (to subscribe call 1-800-STAT-USA). To order a hard copy, contact the U.S. Government Printing Office, Washington, DC 20402; telephone 202-512-1800. 

· International Financial Statistics (IFS). Published by the International Monetary Fund, IFS presents statistics on exchange rates, money and banking, production, government finance, interest rates, and other subjects. It is available in hard copy as a monthly subscription or on CD-ROM. Contact the International Monetary Fund, Publication Services, 700 19th Street, N.W., Washington, DC 20431; telephone 202-623-7430. 

· World Population Profile. This valuable resource is produced by the Bureau of the Census of the U.S. Department of Commerce. Census collects and analyzes worldwide demographic data that can help exporters identify potential markets for their products. Information on each country - total population, fertility, mortality, urban population, growth rate, and life expectancy - is updated every two years. The document also contains detailed demographic profiles of individual countries, including analysis of labor force structure, and infant mortality. For the latest edition, contact the U.S. Government Printing Office, Washington, DC 20402; telephone 202-512-1800. 

General Industry and Agriculture Information 

Industry Information 

· U.S. Industry and Trade Outlook '98. Successor to the U.S. Industrial Outlook, published from 1957 to 1994, this expanded-coverage 600-page edition includes economic forecasts for 350 manufacturing and service sectors, including telecommunications, financial services, aerospace, and utilities. Issued by the International Trade Commission in conjunction with the McGraw-Hill Companies. Available at bookstores ($69.95) or through the National Technical Information Service, 5835 Port Royal Road, Springfield, VA 22161; telephone 1-800-553-8847. 

· Export Information System Data Reports (XIS). Produced by the Small Business Administration (SBA), each data report covers approximately 2,700 product categories. XIS helps small businesses determine which export markets to pursue. Upon request, SBA provides a small business with a list of the 25 largest importing markets for its product, the ten best markets for U.S. exporters of that product, the trends in those markets, and the major sources of foreign and UN data. This service is available free to small businesses. Telephone the Small Business Answer Desk at 1-800-U-ASK-SBA, or access the SBA home page at: http://www.sbaonline.sba.gov. 

· U.S. Department of Agriculture: U.S. Trade Assistance and Promotion Office (TAPO). The Trade Assistance and Promotion office of the Foreign Agriculture Service serves as the first point of contact for persons who need information on foreign markets for agricultural products. The TAPO staff can provide basic export counseling and direct you to appropriate Department of Agriculture offices to answer specific questions on exporting. In addition, the staff can provide country and commodity specific Foreign Market Information Reports, which focus on best market prospects and contain contact information on distributors and importers. Extensive information on the Foreign Agricultural Service is also available through the Foreign Agricultural Service home page on Internet. Contact: Trade Assistance and Promotion Office, (202) 720-7420, fax (202) 690-4374; Internet: http://www.fas.usda.gov/. 

Country and Area Information 

· Trade Information Center (TIC). TIC trade specialists can answer questions on (1) import tariffs/taxes and customs procedures; (2) standards, intellectual property rights, government procurement, and other commercial laws, regulations, and practices; (3) distribution channels, business travel, and other market information; and (4) opportunities and best prospects for U.S. companies in individual markets. In addition, callers can access the TIC's 24-hour automated fax retrieval system to access regional- and country-specific market information. Both services are available by calling 1-800-USA-TRADE; e-mail: tic@ita.doc.gov; Internet homepage: http://www.ita.doc.gov/td/tic. 

· Country Commercial Guides (CCG). CCGs are prepared annually by U.S. embassies covering 115 countries. Each CCG is a planning tool that analyzes an individual country's business and economic climate emphasizing marketing and trade statistics, development, and other issues. CCGs are available through the NTDB or through the NTIS. The National Technical Information Service may be contacted at 1-800-553-NTIS or 703-487-40530 for TDD (hearing impaired). 

· U.S. Department of State, Bureau of Consular Affairs Automated Fax System. The Consular Affairs automated fax system is available to anyone with a fax machine equipped with a telephone jack. This system offers all of the bureau's Consular Information Sheets, Travel Warnings, Public Announcements, Tips for Travelers brochures, and Visa Bulletins. The telephone number is: (202) 647-3000. Callers must use the receiver on their fax machines to dial into the automated fax service. 

· Congressional Presentations of the U.S. Agency for International Development (AID). Published by AID's Office of Small and Disadvantaged Business Utilization, this document provides country-by-country data on nations to which AID will provide funds in the coming year, as well as detailed information on past funding activities in each country. They also list projects the agency desires to fund in the upcoming year. Since these projects require U.S. goods and services, these presentations give U.S. exporters an early look at potential projects and therefore are an opportunity to plan ahead. (See Chapter 7 for more details on AID's programs). They are available through the National Technical Information Service (NTIS) by the set or as separate volumes. Contact National Technical Information Service, 5285 Port Royal Road, Springfield, VA 22161; telephone 1-800-553-NTIS. The information is also available through USAID's home page @ http://www.usaid.gov. 

· Organization for Economic Cooperation and Development (OECD) Surveys. These economic development surveys cover each of the 29-member OECD countries individually. Each survey presents a detailed analysis of recent developments in market demand, production, employment, and prices and wages. Short-term forecasts and analyses of medium-term problems relevant to economic policies are provided. The surveys are shipped from France. Contact the Organization for Economic Cooperation and Development, Publications and Information Center, 2001 L Street, Suite 700, Washington, DC 20036; telephone 202-785-6323. The OECD home page address is http://www.oecd.org. 

· OECD Publications. The chartered mission of OECD is to promote its member countries' policies designed to support high economic growth, employment, and standard of living, and to contribute to sound economic expansion in development and in trade. OECD publications focus on a broad range of social and economic issues, concerns, and developments, including reports on international market information country by country, such as import data useful in assessing import competition. For information on and prices for these publications, contact Organization of Economic Cooperation and Development, Publications and Information Center, 2001 L Street, Suite 700, Washington, DC 20036; telephone 202- 785-6323. 

Industry and Country-Specific Information Resources 

U.S. Government Product and Industry Resources 

· Industry Sector Analyses (ISAs). Prepared by the commercial sections of the U.S. embassies, ISAs provide a basis for quickly evaluating a particular commercial or industrial market in a particular country. ISAs present market demand, market size, competitive analysis, end-user analysis, and market access criteria, as well as industry contacts and marketing opportunities. Available through the NTDB or the NTIS, which may be contacted at 1-800-553-NTIS or 703-487-4053 for TDD (hearing impaired). 

· International Market Insights (IMIs). IMIs are prepared on an ad hoc basis by the economic and commercial sections of U.S. embassies and consulates for the Commercial Service. They help to identify unique market situations and marketing opportunities for U.S. business. Available through the NTDB or the NTIS, which may be contacted at 1-800-553-NTIS or 703-487-4053 for TDD (hearing impaired). 

· Customized Market Analyses (CMAs). CMAs are produced by the Commercial Service on request. CMAs provide a U.S. firm with detailed market information on a selected single product in a selected market. They answer basic questions about the marketability of the product, key competitors, comparative prices, customary distribution and promotion practices, trade barriers, and other factors. Contact your local Export Assistance Center (see Chapter 3 and http://www.doc.gov) for more information. 

· Textile and Apparel Database. Prepared by the Department of Commerce's Office of Textiles and Apparel (OTEXA), this database provides information on overseas markets and rules and regulations affecting U.S. exports. The database includes specific "country profiles" which include information on marketing and distribution, market entry requirements, shipment and entry procedures, and trade policy. More general information, such as how to export, potential buyers and suppliers, current trade issues, and background on textile and apparel trade policy agreements, is also available. The Web site is located at http://otexa.ita.doc.gov. 

· Private Sector Product and Industry Resources. The U.S. and foreign private sectors publish numerous guides and directories that can provide invaluable help to the exporter. For specific references, consult your local Commerce Export Assistance Center or the Trade Information Center (1-800-872-8723). 
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	Making the Government Work for You

Now that you have had an opportunity to examine some of the complex factors involved in an exporting and marketing plan, you may choose to look for advice or assistance. Advice and assistance are available to your company at little or no cost. This chapter gives a brief overview of assistance available through federal, state, and local government agencies, as well as in the private sector. Other chapters in this guide will provide more information on the specialized services of these organizations and how to use them. 

You may feel overwhelmed at first by the number of sources of advice available. Although it is not necessary to use all of these resources, it is valuable to know at least a little about each of them. Each organization contacted can contribute different perspectives based on different experience and skills. 

  

Assistance Sources 

The Trade Information Center, 
U.S. Department of Commerce 

The Trade Information Center (TIC) is an excellent source for export assistance. The TIC operates the toll free 1-800-USA-TRADE (1-800-872-8723) number for the Department of Commerce and is a comprehensive resource for information on federal export assistance programs. TIC staff can provide your company with information on 1) locating and using government programs, 2) the export process, 3) sources of general market information, and 4) basic export counseling. TIC trade specialists also answer technical questions on how to access reports and statistics from the computerized National Trade Data Bank (NTDB). You may also request a free copy of the Export Programs Guide: A Business Guide to Federal Export Assistance, which describes the programs of the 20 federal agencies involved in exporting. A special line is available for those who are deaf or hearing impaired using a TDD machine, 1-800-TDD-TRADE (1-800-833-8723). The TIC also has an e-mail address: tic@ita.doc.gov and an internet homepage:http://www.ita.doc.gov/td/tic. 

Export Assistance Centers, 
U.S. Department of Commerce 

The U.S. and Commercial Service (the Commercial Service) of the Department of Commerce has developed and maintains a network of international trade specialists in the United States to help American companies export their products and conduct business abroad. Trade specialists operate offices known as Export Assistance Centers (EACs) located in almost 100 cities in the U.S. and Puerto Rico that assist small and medium-sized companies. EACs are known as "one-stop shops" because they combine the trade and marketing expertise and resources of the Commercial Service along with the finance expertise and resources of the Small Business Administration (SBA) and the Export-Import Bank (Ex-Im Bank). Thus they provide companies with a wide array of services in one location (for a detailed list of these offices, please see http://www.doc.gov). EACs also maximize resources by working closely with state and local government as well as private partners to offer companies a full range of expertise in international trade, marketing and finance. 

Trade specialists will counsel your company on the steps involved in exporting, help you assess the export potential of your products, identify markets, and locate potential overseas partners. 

Each EAC can offer information about: 

· Services to locate and evaluate overseas buyers and representatives; 

· International trade opportunities abroad;; 

· Foreign markets for U.S. products and services; 

· Foreign economic statistics; 

· Export documentation requirements; 

· U.S. export licensing and foreign nation import requirements; 

· Export trade financing options; 

· International trade exhibitions, and; 

· Export seminars and conferences. 

Overseas Posts, 
U.S. Department of Commerce 

Much of the information about trends and actual trade leads in foreign countries is gathered on site by the commercial officers of the Commercial Service. Commercial Service officers are working in 67 countries (with 127 offices) and have a personal understanding of local market conditions and business practices. The Commercial Service officers overseas provide a range of services to help companies sell abroad: background information on foreign companies, agency-finding services, market research, business counseling, assistance in making appointments with key buyers and government officials, and representations on behalf of companies adversely affected by trade barriers. (Some of the more important services are described fully in Chapter 8). 

You can access these services by contacting your nearest EAC. EACs can also provide assistance with business travel before departure by arranging advance appointments with embassy personnel, market briefings, and other assistance in cities to be visited. 

The Commercial Service overseas posts also cooperate with the trade and economic development agencies of all 50 states. Your state probably has its own representatives overseas, who can help coordinate export promotion efforts with the Department of Commerce. 

Trade Development, 
U.S. Department of Commerce 

Trade Development's industry and international trade specialists work directly with individual firms and manufacturing and service associations to identify trade opportunities and obstacles by product or service, industry sector, and market. Trade Development analysts participate in trade policy development and negotiations, identify market barriers, and provide advocacy on behalf of U.S. companies. Trade Development's statistical data and analyses are useful in export development. TD staff also develop export marketing programs and obtain industry advice on trade matters. To assist U.S. businesses in their export efforts, TD's industry and international experts conduct executive trade missions, trade fairs, product literature centers, marketing seminars, and business counseling. Experts are organized into six major industry sectors: 

· Technology and Aerospace Industries 

· Basic Industries 

· Textiles, Apparel, and Consumer Goods Industries 

· Service Industries and Finance 

· Environmental Technologies Exports 

· Tourism Industries 

For further information, contact Trade Development, Room 3832, U.S. Department of Commerce, 14th and Constitution Avenue, N.W., Washington, D.C. 20230. 

The Advocacy Center, 
U.S. Department of Commerce 

For a U.S. company bidding for a foreign government procurement contract, exporting today can mean more than just selling a good product at a competitive price. It can also mean dealing with foreign governments and complex rules. If you feel the bidding process is not open and transparent, or may be tilted in favor of your foreign competition, then you need to contact the Advocacy Center. The Advocacy Center coordinates the actions of 19 U.S. Government agencies involved in international trade, to level the playing field overseas for U.S. exporters and ensure that sales of U.S. products and services have the best possible chance abroad. Advocacy assistance can include a visit to a key foreign official by a high-ranking U.S. Government official, direct support from U.S. officials stationed overseas, letters to foreign decision makers, and coordinated action by the U.S. Government agencies to businesses of all types and sizes. For more information, call 202-482-3896, fax 202-482-3508; Internet home page: http://www.ita.doc.gov/td/advocacy. 

Trade Compliance Center, 
U.S. Department of Commerce 

The U.S. Department of Commerce's Trade Compliance Center (TCC) is an integral part of the U.S. Government's efforts to ensure foreign compliance with trade agreements. Located with the Market Access and Compliance (MAC) unit, the TCC systematically monitors, investigates, and evaluates foreign compliance with multilateral, bilateral, and other international trade agreements and standards of conduct to ensure that U.S. firms and workers receive all the benefits to which they are entitled and are of the opportunities created by market opening initiatives. 

The TCC has created the "TCC On-Line," an interactive Internet database service. TCC On-Line provides a "one-stop shop" for American exporters facing market access and agreements-compliance problems. The fully-searchable database contains the texts of over 200 bilateral, regional, and multilateral trade and related agreements, along with detailed market access information for over 90 major U.S. markets. The TCC On-Line service enables U.S. ex-porters to file market access and agreements complaints on-line. Once received, complaints will be addressed by the combined resources of the TCC and the International Trade Administration's country and industry specialists, officers of the Foreign Commercial Service, and the Office of the U.S. Trade Representative. 

The TCC supports U.S. businesses by investigating allegations of noncompliance with trade agreements. Once a country is determined to be in noncompliance with an agreement or standard of conduct, the economic impact to the economy of the U.S. is assessed and strategies for ensuring foreign compliance are developed. On-line access to the full text of trade agreements as well as timely economic and commercial information on market access barriers, is provided by the Trade Compliance Center at http://www.trade.gov/.The TCC can be reached by phone at 202-482-1191 or by mail at the U.S. Department of Commerce, Room 3415, 14th Street and Constitution Avenue, N.W., Washington, D.C. 20230. 

Bureau of Export Administration, 
U.S.Department of Commerce 

The Bureau of Export Administration (BXA) is responsible for control of exports for reasons of national security, foreign policy, and short supply (see Chapter 8). Assistance in complying with export controls can be obtained directly from your local BXA district office or from the Exporter Counseling Division within the Bureau of Export Administration's Office of Export Licensing in Washington, DC; telephone: 202-482-4811. BXA also has two field offices that specialize in counseling on export controls and regulations: the Western Regional Office (714-660-0144) and the Santa Clara Office (408-998-7402). BXA maintains an Internet home page at http://www.bxa.doc.gov. 

Trade Adjustment Assistance, 
U.S. Department of Commerce 

Trade Adjustment Assistance, part of Commerce's Economic Development Administration, helps firms that have been adversely affected by imported products to adjust to international competition. Companies eligible for trade adjustment assistance may receive technical consulting to upgrade operations such as product engineering, marketing, information systems, export promotion, and energy management. The federal government may assume up to 75 percent of the cost of these services. For more information call 202-482-3373. 

Minority Business Development Agency, 
U.S. Department of Commerce 

The Minority Business Development Agency (MBDA) identifies minority business enterprises (MBEs) in selected industries. MBDA then seeks to increase their awareness of their relative size and product advantages and aggressively takes them through the advanced stages of market development. 

Through an interagency agreement with the International Trade Administration, MBDA provides information on market and product needs worldwide. MBDA and ITA coordinate MBE participation in trade event. 

MBDA provides counseling through the Minority Business Development Center network to help MBEs prepare international marketing plans and promotional materials and to identify financial resources. 

For general export information, the field organizations of both MBDA and ITA provide information kits and information on local seminars. Contact the Minority Business Development Agency, Office of Program Development, U.S. Department of Commerce, Washington, DC 20230; telephone 202-482-3261. 

Cooperation between the Departments of Commerce and State 

There are some countries that do not have posts maintained by the Commercial Service. In these cases, the U.S. Department of State will assist your company with any of the services provided by the Commercial Service overseas. Your nearest EAC will provide you with all of the necessary information to make your efforts overseas a success. 




  

Small Business Administration

In addition to representation in many of the Export Assistance Centers located around the country, the U.S. Small Business Administration (SBA) will provide your company with finance and trade counseling through its 107 field offices in cities throughout the United States. Several its no-fee services are: 

· Small Business Development Centers (SBDCs). SBDCs provide a full range of export assistance services to small businesses, particularly those new to export. They also offer counseling, training, managerial, and trade finance assistance. Counseling services are provided at no cost to the small business exporter, but fees are generally charged for export training seminars and other SBDC-sponsored export events. 

· Service Corps of Retired Executives (SCORE). Members of the SCORE have practical experience in international trade. They can offer your firm assistance by evaluating your company's export potential and can strengthen your domestic operations by identifying financial, managerial, or technical problems. These advisers can also assist you in developing and implementing basic export marketing plans that show where and how to sell your goods abroad. 

· Export Legal Assistance Network (ELAN). ELAN is a nationwide group of attorneys with experience in international trade which provides free initial consultations to new-to-export businesses on export related matters. 

For information on any of the programs funded by SBA, contact the nearest EAC or SBA field office by calling 1-800-U-ASK-SBA (1-800-827-5722) or access the SBA home page at http://www.sbaonline.sba.gov. 

  

Department of Agriculture

The Department of Agriculture offers exporter assistance through the Trade Assistance and Promotion Office (TAPO). A part of the Foreign Agricultural Service (FAS), TAPO serves as the first point of contact for persons who need information on foreign markets for agricultural products or assistance in accessing government programs. TAPO provides country and commodity specific Foreign Market Information Reports, which focus on best market prospects, and contain contact information on distributors and importers. The Department also offers several low-cost services that help U.S. exporters make direct contact with foreign buyers such as the Trade Leads, Foreign Buyer Lists, and Buyer Alert programs. TAPO will provide basic export counseling and connect exporters to the appropriate export program such as the Export Enhancement Program, the Market Promotion Program and credit guarantee programs. Questions regarding any of these programs offered by the Department of Agriculture should be directed to TAPO, telephone: 202- 720-7420, TDD: 202- 690-4837, fax: 202- 690-4374, or Internet: http://www.fas.usda.gov. 

  

Foreign Requirements for U.S. Products and Services

For information about foreign standards and certification systems, write the National Center for Standards and Certificates Information, National Institute for Standards and Technology (NIST), Administration Building, A629, Gaithersburg, MD 20899; telephone 301-975-4040. 

NIST maintains a World Trade Organization (WTO) hotline (301-975-4041) with a recording that reports on the latest notifications of proposed foreign regulations that may affect trade. 

  

District Export Councils

Besides the immediate services of its Export Assistance Centers, the Department of Commerce has direct contact with seasoned exporters experienced in all phases of export trade. The EACs work closely with 51 District Export Councils (DECs) comprised of nearly 1,600 business and trade experts who volunteer to help U.S. firms develop solid export strategies. 

DECs assist in many of the workshops and seminars on exporting arranged by the EACs and sponsor their own. DEC members may also provide direct, personal counseling to less experienced exporters by suggesting marketing strategies, trade contacts, and ways to maximize success in overseas markets. 

Assistance from DECs may be obtained through the EACs with which they are affiliated. 

  

State Governments

State economic development agencies, departments of commerce, and other departments of state governments often provide valuable assistance to exporters. State export development programs are growing rapidly. In many areas, county and city economic development agencies also have their own export assistance programs. The aid offered by these groups typically includes the following: 

· Export education Helping exporters analyze export potential and orienting them to export techniques and strategies. This help may take the form of group seminars or individual counseling sessions. 

· Trade missions Organizing trips abroad enabling exporters to call on potential foreign customers. (For more information on trade missions, see Chapter 13). 

· Trade shows Organizing and sponsoring exhibitions of state-produced goods and services in overseas markets. 

Readers interested in the role played by state development agencies in promoting and supporting exports may also wish to contact the National Association of State Development Agencies, 750 First Street, N.E., Suite 710, Washington, DC 20002; telephone 202-898-1302. To determine if a particular county or city has local export assistance programs, contact the appropriate economic development agency. 

  

Commercial Banks

Many U.S. banks have international banking departments with specialists who are familiar with specific foreign countries and various types of commodities and transactions. These large banks, located in major U.S. cities, maintain correspondent relationships with smaller banks throughout the country. Larger banks also maintain correspondent relationships with banks in many foreign countries or operate their own overseas branches, thus providing a direct channel to foreign customers. International banking specialists are generally well informed about export matters, even in areas that fall outside the usual limits of international banking. If they are unable to provide direct guidance or assistance, they may be able to refer inquirers to other specialists who can do so. Banks frequently provide consultation and guidance free of charge to their clients since they derive income primarily from loans to the exporter and from fees for special services. Many banks also have publications available to help exporters. These materials often cover particular countries and their business practices and can be a valuable tool for familiarization with a foreign industry. Finally, large banks frequently conduct seminars and workshops on letters of credit, documentary collections, and other banking subjects of concern to exporters. 

Among the many services a commercial bank may perform for its clients are the following: 

· Exchange of currencies; 

· Assistance in financing exports; 

· Collection of foreign invoices, drafts, letters of credit, and other foreign receivables; 

· Transfer of funds to other countries; 

· Letters of introduction and letters of credit for travelers; 

· Credit information on potential representatives or buyers over-seas; 

· Credit assistance to the exporter's foreign buyers. 




  

Export Intermediaries

Export intermediaries are of many different types, ranging from giant international companies to highly specialized, small operations. They provide a multitude of services, such as performing market research, appointing overseas distributors or commission representatives, exhibiting a client's products at international trade shows, advertising, shipping, and arranging documentation. In short, the intermediary can often take full responsibility for the export end of the business, relieving the manufacturer of all the details except filling orders. 

Intermediaries may work simultaneously for a number of exporters on the basis of commissions, salary, or retainer plus commission. Some take title to the goods they handle, buying and selling in their own right. Products of a trading company's clients are often related, although the items usually are noncompetitive. One advantage of using an intermediary is that it can immediately make available marketing resources that a smaller firm would need years to develop on its own. Many export intermediaries also finance sales and extend credit, facilitating prompt payment to the exporter. For more information on using export intermediaries see Chapter 4. 

  

World Trade Centers and International Trade Clubs

Local or regional world trade centers and international trade clubs are composed of area business people who represent firms engaged in international trade and shipping, banks, forwarders, customs brokers, government agencies, and other service organizations involved in world trade. These organizations conduct educational programs on international business and organize promotional events to stimulate interest in world trade. There are 320 world trade centers or affiliated associations located in major trading cities throughout the world. By participating in a local association, a company can receive valuable and timely advice on world markets and opportunities from business people who are already knowledgeable on virtually any facet of international business. Another important advantage of membership in a local world trade club is the availability of benefits - such as services, discounts, and contacts - from affiliated clubs in foreign countries. 

  

Chambers of Commerce and Trade Associations

Many local chambers of commerce and major trade associations in the United States provide sophisticated and extensive services for members interested in exporting. Among these services are the following: 

· Conducting export seminars, workshops, and roundtables; 

· Providing certificates of origin; 

· Developing trade promotion programs, including overseas missions, mailings, and event planning; 

· Organizing U.S. pavilions in foreign trade shows; 

· Providing contacts with foreign companies and distributors; 

· Relaying export sales leads and other opportunities to members; 

· Organizing transportation routings and shipment consolidations; 

· Hosting visiting trade missions from other countries; 

· Conducting international activities at domestic trade shows; 

In addition, some industry associations can supply detailed information on market demand for products in selected countries or refer members to export management companies. Industry trade associations typically collect and maintain files on international trade news and trends affecting manufacturers. They often publish articles and newsletters that include government research. 

  

American Chambers of Commerce Abroad

A valuable and reliable source of market information in any foreign country is the local chapter of the American Chamber of Commerce. These local chapters are knowledgeable about local trade opportunities, actual and potential competition, periods of maximum trade activity, and similar considerations. 

American Chambers of Commerce abroad usually handle inquiries from any U.S. business. However, detailed service is ordinarily provided free of charge for members of affiliated organizations. Some chambers have a set schedule of charges for services rendered to non-members. For contact information on American chambers in major foreign markets, call 1-800-USA-TRADE. 

  

International Trade Consultants and Other Advisers

International trade consultants can advise and assist a manufacturer on all aspects of foreign marketing. Trade consultants do not normally deal specifically with one product, although they may advise on product adaptation to a foreign market. They research domestic and foreign regulations and also assess commercial and political risk. They conduct foreign market research and establish contacts with foreign government agencies and other necessary resources, such as advertising companies, product service facilities, and local attorneys. 

These consultants can locate and qualify foreign joint venture partners, as well as conduct feasibility studies for the sale of manufacturing rights, the location and construction of manufacturing facilities, and the establishment of foreign branches. After sales agreements are completed, trade consultants can also ensure that implementation is smooth and that any problems that arise are dealt with effectively. 

Trade consultants usually specialize by subject matter and by global area or country. Their consultants can advise on which agents or distributors are likely to be successful, what kinds of promotion are needed, who the competitors are, and how to conduct business with them. They are also knowledgeable about foreign government regulations, contract laws, and taxation. Some firms may also be more specialized than others. For example, some may be thoroughly knowledgeable on legal aspects and taxation and less knowledgeable on marketing strategies. 

Many large accounting firms, law firms, and specialized marketing firms provide international trade consulting services. When selecting a consulting firm, the exporter should pay particular attention to the experience and knowledge of the consultant who is in charge of its project. To find an appropriate firm, advice should be sought from other exporters and some of the other resources listed in this chapter, such as the Export Assistance Centers and local chambers of commerce. 

Consultants are of greatest value to a firm that has specific requirements. For this reason, and because private consultants are expensive, it pays to take full advantage of publicly funded sources of advice before hiring a consultant. 

Export Seminars 

In addition to individual counseling sessions, an effective method of informing local business communities of the various aspects of international trade is through the conference and seminar program. Each year, EACs participate in approximately 5,000 conferences, seminars, and workshops on topics such as export documentation and licensing procedures, country-specific market opportunities, export trading companies, and U.S. trade promotion and trade policy initiatives. The seminars are usually held in conjunction with DECs, local chambers of commerce, state agencies, and other trade organizations. SBA field offices also co-sponsor export training programs with the Department of Commerce, other federal agencies, and various private sector international trade organizations. For information on scheduled seminars contact the nearest EAC. To locate the EAC nearest you, call the Trade Information Center at 1-800-USA-TRADE, or access the ITA home page on the Internet at http://www.ita.doc.gov. 
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	The most common methods of exporting are indirect selling and direct selling (see Chapter 1). In indirect selling, an export intermediary such as an export management company (EMC) or an export trading company (ETC) normally assumes responsibility for finding overseas buyers, shipping products, and getting paid. In direct selling, the U.S. producer deals directly with a foreign buyer. The paramount consideration in determining whether to market indirectly or directly is the level of resources a company is willing to devote to its international marketing effort. Other factors to consider when deciding whether to market indirectly or directly include: 

· The size of your firm; 

· The nature of your products; 

· Previous export experience and expertise; 

· Business conditions in the selected overseas markets. 

Approaches to Exporting

The way your company chooses to export its products can have a significant effect on its export plan and specific marketing strategies. The basic distinction among approaches to exporting relates to the company's level of involvement in the export process. There are at least four approaches, which may be used alone or in combination: 

1. Passively filling orders from domestic buyers who then export the product. These sales are indistinguishable from other domestic sales as far as the original seller is concerned. Someone else has decided that the product in question meets foreign demand. That party takes all the risk and handles all of the exporting details, in some cases without even the awareness of the original seller. (Many companies take a stronger interest in exporting when they discover that their product is already being sold over-seas.) 

2. Seeking out domestic buyers who repre-sent foreign end users or customers. Many U.S. and foreign corporations, general contractors, foreign trading companies, foreign government agencies, foreign distributors and retailers, and others in the United States purchase for export. These buyers are a large market for a wide variety of goods and services. In this case a company may know its product is being exported, but it is still the buyer who assumes the risk and handles the details of exporting. 

3. Exporting indirectly through intermediaries. With this approach, a company engages the services of an intermediary firm capable of finding foreign markets and buyers for its products. EMCs, ETCs, international trade consultants, and other intermediaries can give the exporter access to well-established expertise and trade contacts. Yet, the exporter can still retain considerable control over the process and can realize some of the other benefits of exporting, such as learning more about foreign competitors, new technologies, and other market opportunities. 

4. Exporting directly. This approach is the most ambitious and difficult, since the exporter personally handles every aspect of the exporting process from market research and planning to foreign distribution and collections. Consequently, a significant commitment of management time and attention is required to achieve good results. However, this approach may also be the best way to achieve maximum profits and long-term growth. With appropriate help and guidance from the Department of Commerce, state trade offices, freight forwarders, international banks, and other service groups, even small or medium-sized firms can export directly if they are able to commit enough staff time to the effort. For those who cannot make that commitment, the services of an EMC, ETC, trade consultant, or other qualified intermediary are indispensable. 

Approaches 1 and 2 represent a substantial proportion of total U.S. sales, perhaps as much as 30 per-cent of U.S. exports. They do not, however, involve the firm in the export process. Consequently, this guide concentrates on approaches 3 and 4. (There is no single source or special channel for identifying domestic buyers for overseas markets. In general, they may be found through the same means that U.S. buyers are found, for example through trade shows, mailing lists, industry directories, and trade associations.) 

If the nature of the company's goals and resources makes an indirect method of exporting the best choice, little further planning may be needed. In such a case, the main task is to find a suitable intermediary firm that can then handle most export details. Firms that are new to exporting or are unable to commit staff and funds to more complex export activities may find indirect methods of exporting more appropriate. 

However, using an EMC or other intermediary does not exclude all possibility of direct exporting for your firm. For example, your company may try exporting directly to such "easy" nearby markets as Canada, Mexico, or the Bahamas while letting an EMC handle more ambitious sales to Egypt or Japan. You may also choose to gradually increase the level of direct exporting later, after experience has been gained and sales volume appears to justify added investment. 

Consulting advisers before making these decisions can be helpful. The next chapter presents information on a variety of organizations that can provide this type of help - in many cases, at no cost. 




  

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 representatives, brokers, wholesalers, dealers, distributors, or end-use customers, and so forth should the firm use? 

· What are the characteristics and capabilities of the available intermediaries? 

· Should the assistance of an EMC or ETC be obtained? 

Your answers from Table 1 in Chapter 1 can help you determine if indirect or direct exporting methods are best for your company. 

  

Indirect Exporting

The principal advantage of indirect marketing for a smaller U.S. company is that it provides a way to penetrate foreign markets without the complexities and risks of direct exporting. Several kinds of intermediary firms provide a range of export services. Each type of firm offers distinct advantages for your company. 

Confirming Houses 

Confirming houses or buying agents are finders for foreign firms that want to purchase U.S. 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 or quasi-governmental firms empowered to locate and purchase desired goods. An example is foreign government purchasing missions. 

Export Management Companies 
An EMC acts as the export department for one or several producers of goods or services. It solicits and transacts business in the names of the producers it represents or in its own name for a commission, salary, or retainer plus commission. Some EMCs provide immediate payment for the producer's products by either arranging financing or directly purchasing products for resale. Typically, only larger EMCs can afford to purchase or finance exports. 

EMCs usually specialize either by product or by foreign market, or sometimes even both. Because of their specialization, the best EMCs know their prod-ucts and the markets they serve very well and usually have well-established networks of foreign distributors already in place. This immediate access to foreign markets is one of the principal reasons for using an EMC, since establishing a productive relationship with a foreign representative may be a costly and lengthy process. 

One disadvantage of using an EMC is that a manufacturer may lose control over foreign sales. Most manufacturers are properly concerned that their product and company image be well maintained in foreign markets. An important way for a company to retain sufficient control in such an arrangement is to carefully select an EMC that can meet the company's needs and maintain close communication 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 as advertising programs or service arrangements. If a company wants to maintain this type of relationship with an EMC, it should negotiate points of concern before entering an agreement, since not all EMCs are willing to comply with the company's concerns. 

Export Trading Companies 

An ETC facilitates the export of U.S. goods and services. Like an EMC, an ETC can either act as the export department for producers or take title to the product and export for its own account. Therefore, the terms ETC and EMC are often used interchangeably. A special kind of ETC is a group organized and operated by producers. These ETCs can be organized along multiple or single-industry lines and can also represent producers of competing products. 

Export Trading Company Act of 1982 
and The Office of Export Trading Company Affairs 

The Export Trading Company Act of 1982 allows banks to make equity investments in commercial ventures that qualify as ETCs. In addition, the Export- Import Bank (Ex-Im Bank) of the United States is allowed to make working capital guarantees to U.S. exporters. Through the Office of Export Trading Company Affairs (OETCA) within the International Trade Administration, the U.S. Department of Commerce promotes the formation and use of U.S. export intermediaries and issues export trade certificates of review providing limited immunity from U.S. antitrust laws. 

OETCA informs the business community of the benefits of export intermediaries through conferences, presentations before trade associations and civic organizations, and publications. The major pub-lication on this subject is the Export Trading Company Guidebook, available for purchase through the U.S. Government Printing Office. OETCA provides counseling to businesses seeking to take advantage of the act. 

OETCA also maintains the Contact Facilitation Service (CFS) database, a listing of U.S. producers of goods and services and of organizations that provide trade facilitation services. Under a public-private sector arrangement, the CFS database is published annually in a directory entitled The Export Yellow Pages. The directory provides users with the names and addresses of banks, EMCs, ETCs, freight forwarders, manufacturers, and service organizations and names the export products or export-related services that these firms supply. By obtaining CFS registration forms from Commerce EACs, firms can register in the database free of charge and be listed in subsequent editions of The Export Yellow Pages. 

The certificate of review program provides ex-porters with an antitrust "insurance policy" intended to foster joint activities where economies of scale and risk diversification can be achieved. The act also amends the Sherman Antitrust Act and the Federal Trade Commission Act to clarify the jurisdictional reach of these statutes to export trade. Both acts now apply to export trade only if there is a "direct substantial and reasonably foreseeable" effect on domestic or import commerce of the United States or the export commerce of a U.S. competitor. 

Certificates of review are issued by the Secretary of Commerce with the concurrence of the U.S. Department of Justice. Any U.S. corporation or partnership, any resident individual, or any state or local en-tity may apply for a certificate of review. A certificate can be issued to an applicant if it is determined that the proposed "export trade activities and methods of operation" will not result in a substantial lessening of domestic competition or restraint of trade within the United States. For the conduct covered by the certificate, its holder and any other individuals or firms named as members are given immunity from government suits under U.S. federal and state antitrust laws. In private party actions, liability is reduced from treble to single damages, greatly reducing the probability of nuisance suits. Moreover, in the event of private litigation involving conduct covered by the certificate of review, a prevailing certificate holder re-covers the costs of defending the suit, including rea-sonable attorney's fees. 

If you are interested in additional information, contact the Office of Export Trading Company Affairs, U.S. Department of Commerce, International Trade Administration, Washington, DC 20230; telephone 202-482-5131. 

Export Agents, Merchants, or Remarketers 

Export agents, merchants, or remarketers purchase products directly from the manufacturer, packing and marking the products according to their own specifications. They then sell these products overseas through their contacts in their own names and assume all risks for accounts. 

In transactions with export agents, merchants, or remarketers, a U.S. firm relinquishes control over the marketing and promotion of its product. This situation could have an adverse effect on future sales efforts abroad if the product is underpriced or incorrectly positioned in the market, or if after-sales services are neglected. On the other hand, the effort required by the manufacturer to market the product overseas is very small and may lead to sales that otherwise would take a great deal of effort to obtain. 

Piggyback Marketing 

Piggyback marketing is an arrangement in which one manufacturer or service firm distributes a second firm's product or service. The most common piggy-backing situation is when a U.S. company has a contract with an overseas buyer to provide a wide range of products or services. 

Often, this first company does not produce all of the products it is under contract to provide, and it turns to other U.S. companies to provide the remaining products. The second U.S. company thus piggybacks its products to the international market, generally without incurring the marketing and distribution costs associated with exporting. Successful arrangements usually require that the product lines be complementary and appeal to the same customers. 




  

Direct Exporting

The advantages of direct exporting for a U.S. company include more control over the export process, potentially higher profits, and a closer relationship to the overseas buyer and marketplace. However, these advantages do not come easily since the U.S. company needs to devote more time, personnel, and corporate resources than indirect exporting requires. 

When a company chooses to export directly to foreign markets, 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 than its domestic sales, using existing personnel and organizational structures. As international sales and inquiries increase, 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 international markets and the benefits of a focused marketing effort that is more likely to increase export sales. A possible disadvantage is that segmentation might be a less efficient use of corporate resources. 

When a company separates international from domestic business, it may do so at different levels in 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 au tonomy 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. A company with distinct product lines may create an inter-national department in each product division. A company with products that have common end users may organize geographically. For example, it may form a division for Europe and another for the Pacific Rim. 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 its exporting efforts, the key is to facilitate the marketer's job. Good marketing skills can help the firm operate 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 your company is organized to handle exporting, a proper channel of distribution needs to be carefully chosen for each market. These channels include sales representatives, agents, distributors, retailers, and end users. 

Sales Representatives 

Overseas, a sales representative is the equivalent of a manufacturer's representative in the United States. The representative uses the company's product literature and samples to present the product to potential buyers. A representative usually handles many complementary lines that do not conflict. The sales representative usually works on a commission basis, assumes no risk or responsibility, and is under contract for a definite period of time (renewable by mutual agreement). The contract defines territory, terms of sale, method of compensation, reasons and procedures for terminating the agreement, and other details. The sales representative may operate on either an exclusive or a nonexclusive basis. 

Agents 

The widely misunderstood term "agent" means a representative who normally has authority, perhaps even a power of attorney, to make commitments on behalf of the firm he or she represents. Firms in the United States and other developed countries have stopped using the term and instead rely on the term "representative," since agent can imply more than intended. It is important that any contract state whether the representative or agent does or does not have legal authority to obligate the firm. 

Distributors 

The foreign distributor is a merchant who purchases goods from a U.S. exporter (often at a substantial discount) and resells it for a profit. The foreign distributor generally provides support and service for the product, thus relieving the U.S. company of these responsibilities. The distributor usually carries an inventory of products and a sufficient supply of spare parts and also maintains adequate facilities and personnel for normal servicing operations. Distributors typically handle a range of non-conflicting but complementary products. End users do not usually buy from a distributor; they buy from retailers or dealers. 

The 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 foreign retailers, although in such transactions, products are generally limited to consumer lines. The growth of major retail chains in markets such as Canada and Japan has created new opportunities for this type of direct sale. This method relies mainly on traveling sales representatives who directly contact foreign retailers, although results might also be achieved by mailing catalogs, brochures, or other literature. The direct mail approach has the benefits of eliminating commissions, reducing traveling expenses, and reaching a broader audience. For optimal results, a firm that uses direct mail to reach foreign retailers should support it with other marketing activities. 

American manufacturers with ties to major domestic retailers may also be able to use them to sell abroad. Many large American retailers maintain overseas buying offices and use these offices to sell abroad when practical. 

Direct Sales to End Users 

A U.S. 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, and schools; or businesses. Buyers can be identified at trade shows, through international publications, or through Commerce's Export Contact List Service. (Contact your local EAC for more details). 

The U.S. company should be aware that if a product is sold in such a direct fashion, the company is responsible for shipping, payment collection, and product servicing unless other arrangements are made. Unless the cost of providing these services is built into the export price, a company could have a narrower profit than originally intended. 




  

Locating Foreign Representatives and Buyers

A company that chooses to use foreign representatives may meet them during overseas business trips or at domestic or international trade shows. There are other effective methods that can be employed without leaving the United States. Ultimately, the exporter may need to travel abroad to identify, evaluate, and sign overseas representatives; how-ever, a company can save time by first conducting background research in the United States. The Commercial Service contact programs, banks and service organizations, and publications are available to help in this manner. (For more information on these methods, see Chapter 13). 

Contacting and Evaluating Foreign Representatives 

Once your company has identified a number of potential representatives or distributors in the selected market, it should write and/or fax directly to each. Just as the U.S. firm is seeking information on the foreign representative, the representative is interested in corporate and product information on the U.S. firm. The prospective representative may want more information than the company normally provides to a casual buyer. Therefore, the firm should provide full information on its history, resources, personnel, product line, previous export activity, and all other pertinent matters. The firm may wish to include a photograph or two of plant facilities and products, and even product samples when practical. You may also want to consider inviting the foreign representative to visit its operations. Whenever the danger of piracy is significant, the exporter should guard against sending product samples that could be easily copied. (For more information on correspondence with foreign firms see Chapter 15). 

A U.S. firm should investigate potential representatives or distributors carefully before entering into an agreement. (See Table 3 for an extensive checklist of factors to consider in such evaluations). The U.S. firm also needs to know the following points about the representative or distributor's firm: 

· Current status and history, including background on principal officers; 

· Methods of introducing new products into the sales territory; 

· Trade and bank references; 

· Data on whether the U.S. firm's special requirements can be met; and 

· A view of the in-country market potential for the U.S. firm's products. This information is not only useful in gauging how much the representative knows about the exporter's industry, it is valuable market research in its own right. 

A U.S. company may obtain much of this information from business associates who currently work with foreign representatives. However, U.S. exporters should not hesitate to ask potential representatives or distributors detailed and specific questions. Suppliers have the right to explore the qualifications of those who propose to represent them overseas. Well-qualified representatives will gladly answer questions that help distinguish them from less-qualified competitors. Your company should also consider other private-sector sources for credit checks of potential business partners. 

In addition, the U.S. company may wish to obtain at least two supporting business and credit reports to ensure that the distributor or representative is reputable. By using a second credit report from a different source, the U.S. firm may gain new or more complete information. Reports from a number of companies are available from commercial firms and from the Department of Commerce's International Company Profiles (see Chapter 12). Commercial firms and banks are also sources of credit information on overseas representatives. They can provide information directly or from their correspondent banks or branches overseas. Directories of international companies may also provide credit information on foreign firms. 

If the U.S. company has the necessary information, it may wish to contact a few of the foreign firm's existing U.S. clients to obtain an evaluation of the representative's character, reliability, efficiency, and past performance. To protect itself against possible conflicts of interest, it is also important for the U.S. firm to learn about other product lines that the foreign firm represents. 

Once the company has prequalified some foreign representatives, it may wish to travel to the foreign country to observe the size, condition, and location of offices and warehouses. In addition, the U.S. company should meet the sales force and try to assess its strength in the marketplace. If traveling to each distributor or representative is difficult, the company may decide to each of them at U.S. or at worldwide 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. EACs can provide counseling to firms planning to negotiate foreign sales agreements with representatives and distributors. The International Chamber of Commerce also provides useful guidelines and can be reached at 212-206-1150. 

Most representatives are 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 U.S. firm (sales aids, promotional material, advertising, etc.), training for sales and service staff, and the company's ability to deliver on schedule. 

The agreement may contain provisions that the foreign representative: 

· Not have business dealings with competing firms (because of anti-trust laws, this provision may cause problems in some European countries); 

· Not reveal any confidential information in a way that would prove injurious, detrimental, or competitive to the U.S. firm; 

· Not enter into agreements binding to the U.S. firm; and, 

· Refer all inquiries received from outside the designated sales territory to the U.S. firm for ac-tion. 

To ensure a conscientious sales effort from the foreign representative, the agreement should include a requirement that it 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 such as a minimum sales volume and an expected rate of increase. 

In the drafting of the agreement, special attention must be paid to safeguarding the supplier's interests in cases where the representative proves less than satisfactory. (See Chapter 8 for recommendations on specifying terms of law and arbitration). It is vital to include an escape clause in the agreement, allowing the supplier to end the relationship safely and cleanly if the representative does not fulfill the firm's expectations. Some contracts specify that either party may terminate the agreement with written notice 30, 60, or 90 days in advance. The contract may also spell out exactly what constitutes just cause for ending the agreement (i.e., failure to meet specified performance levels). Other contracts specify a certain term for the agreement (usually one year), but arrange for automatic annual renewal unless either party gives written notice of its intention not to renew. 

In all cases, escape clauses and other provisions to safeguard the supplier may be limited by the laws of the country in which the representative is located. For this reason, the supplier should learn as much as it can about the legal requirements of the representative's country and obtain qualified legal counsel in preparing the contract. These are some of the legal questions to consider: 

· How far in advance must the representative be notified of the supplier's intention to terminate the agreement? Three months satisfy the requirements of many countries, but a verifiable means of conveyance (i.e., registered mail) may be needed to establish when the notice was served. 

· What is just cause for terminating a representative? Specifying causes for termination in the written contract usually strengthens the supplier's position. 

· Which country's laws (or which international conventions) govern a contract dispute? Laws in the representative's country may forbid the representative from waiving its nation's legal jurisdiction. 

· What compensation is due to the representative on dismissal? Depending on the length of the relationship, the added value of the market the representative created for the supplier, and whether termination is for just cause as defined by the foreign country, the supplier may be required to compensate the representative for losses. 

· What must the representative give up if dismissed? The contract should specify the return of property such as: patents, trademarks, name registrations, and customer records. 

· Should the representative be referred to as an agent? In some countries, the word agent implies power of attorney. The contract needs to specify if the representative is or is not a legal agent with power of attorney. 

· In what language should the contract be drafted? In most cases, the contract should be in both English and the official language(s) of the foreign country. 

The supplier should also be aware of U.S. laws that govern such contracts. For instance, the supplier should seek to avoid provisions that could be contrary to U.S. anti-trust laws. The Export Trading Company Act of 1982 provides a means to obtain anti-trust protection when two or more companies combine for exporting (see the section of OETCA, earlier in this chapter). In any case, the supplier should obtain legal advice when preparing and entering into any foreign agreement. 

Foreign representatives often request exclusivity for marketing in a country or region. It is recommended that suppliers not grant exclusivity until the foreign representative has proven his or her capabilities or that it be granted for a limited, defined period of time, such as one year, with renewal possible. The territory covered by exclusivity may also need to be defined, though some countries' laws may prohibit that type of limitation. 

The agreement with the foreign representative should define what laws apply to the agreement. Even if a supplier chooses a U.S. law or that of a third country, the laws of the representative's country may define which law applies. Many suppliers define the U.N. Convention on Contracts for International Sale of Goods (CISG) as the source of resolution to contract disputes or defer to a ruling by the International Court of Arbitration of the International Chamber of Commerce. 
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	Two alternative ways to obtain foreign trade income include technology licensing and joint ventures. While not necessarily the most profitable form of exporting, they do offer certain advantages, particularly for small and medium sized businesses. 

Technology Licensing

Technology licensing is a contractual arrangement in which the licensor's patents, trademarks, service marks, copyrights, trade secrets, or other intellectual property may be sold or made available to a licensee for compensation that is negotiated in advance between the parties. This compensation, or royalties, may be a lump sum royalty, a running royalty (royalty that is based on volume of production), or a combination of both. U.S. companies frequently license their technology to foreign companies that then use it to manufacture and sell products in a country or group of countries defined in the licensing agreement. 

A technology licensing agreement usually enables a firm to enter a foreign market quickly, and poses fewer financial and legal risks than owning and operating a foreign manufacturing facility or participating in an overseas joint venture. Licensing also permits U.S. firms to overcome many of the tariff and nontariff barriers that frequently hamper the export of U.S. manufactured products. For these reasons, licensing can be a particularly attractive method of "exporting" for small companies or companies with little international trade experience, even though licensing is profitably employed by small and large firms alike. Technology licensing can also be used to acquire foreign technology such as, cross-licensing agreements or grantback clauses awarding rights to improved technology developed by a licensee. 

Technology licensing is not limited to the manufacturing sector. Franchising is also an important form of technology licensing used by many service industries. In franchising, the franchisor (licensor) permits the franchisee (licensee) to employ its trademark or service mark in a contractually specified manner for the marketing of goods or services. The franchisor usually continues to support the operation of the franchisee's business by providing advertising, accounting, training, and related services and in many instances also supplies products needed by the franchisee. 

As a form of "exporting," technology licensing has certain potential drawbacks. One negative aspect of licensing is that control over the technology is weakened because it has been transferred to an unaffiliated firm. Additionally, licensing usually produces fewer profits than exporting actual goods or services. In certain developing countries, there also may be problems in adequately protecting the licensed technology from unauthorized use by third parties. 

In considering the licensing of technology, it is important to remember that foreign licensees may attempt to use the licensed technology to manufacture products in direct competition with the licensor or its other licensees. In many instances, U.S. licensors may wish to impose territorial restrictions on their foreign licensees, depending on U.S. and foreign antitrust laws as well as the licensing laws of the host country. Also, U.S. and foreign patent, trademark, and copyright laws can often be used to bar unauthorized sales by foreign licensees, provided that the U.S. licensor has valid patent, trademark, or copyright protection in the United States or the other pertinent countries. In addition, unauthorized exports to the United States by foreign licensees can often be prevented by filing unfair import practices complaints under section 337 of the Tariff Act of 1930 with the U.S. International Trade Commission, and by recording U.S. trademarks and copyrights with the U.S. Customs Service. 

As in all overseas transactions, it is important to investigate not only the prospective licensee but the licensee's country as well. The government of the host country often must approve the licensing agreement before it goes into effect. Some governments prohibit royalty payments that exceed a certain rate or contractual provisions barring the licensee from exporting products manufactured using the licensed technology to third countries. 

The prospective licensor must always take into account the host country's: 

· Foreign patent, trademark, and copyright laws; 

· Exchange controls; 

· Product liability laws; 

· Possible countertrading or barter requirements; 

· Antitrust and tax laws; and 

· Government attitudes toward repatriation of royalties and dividends. 

The existence of a tax treaty or bilateral investment treaty between the United States and the prospective host country is an important indicator of the overall commercial relationship. Prospective U.S. licensors, especially of advanced technology, also should determine whether they need to obtain an export license from the U.S. Department of Commerce or other regulating agencies. 

In a few instances, international technology licensing agreements can unlawfully restrain trade in violation of U.S. or foreign antitrust laws. As a general rule, U.S. antitrust laws prohibit international technology licensing agreements that unreasonably restrict imports of competing goods or technology into the United States or unreasonably restrain U.S. domestic competition or exports by U.S. persons. 

Whether or not a restraint is reasonable is a fact-specific determination that is made after consideration of the availability of: 

· Competing goods or technology; 

· Market shares; 

· Barriers to entry; 

· The business justifications for and the duration of contractual restraints; and, 

· Valid patents, trademarks, and copyrights. 

The U.S. Department of Justice's and Federal Trade Commission's Antitrust Guidelines the Licensing of Intellectual Property (1995) states the two agencies' enforcement policies regarding the licensing of intellectual property protected by patent, copyright, and trade secret law and know-how. For instances in which significant federal antitrust issues are presented, U.S. licensors may wish to consider applying for an export trade certificate of review from the Department of Commerce (see Chapter 4) or requesting a Department of Justice business review letter pursuant to 28 CFR50.6. 

Foreign countries, particularly the European Union, also have strict antitrust laws that affect technology licensing. The European Union has issued detailed regulations known as a block exemption, governing patent and know-how licensing agreements as well as ancillary provisions relating to other intellectual property rights. These block exemption regulations are entitled "Commission Regulation (EC) No. 240/96 of 31 January 1997 on the Application of Article 85(3) of the Treaty [of Rome] to certain categories of technology transfer agreements." These regulations should be carefully considered by anyone currently licensing or contemplating the licensing of technology to the European Union. 

Because of the potential complexity of international technology licensing agreements, firms should seek qualified legal advice in the United States before entering into such an agreement. In many instances, U.S. licensors should also retain qualified legal counsel in the host country in order to obtain advice on applicable local laws and to receive assistance in securing the foreign government's approval of the agreement. Sound legal advice and thorough investigation of the prospective licensee and the host country will increase the likelihood that your licensing agreement will be a profitable transaction. 




  

Joint Ventures

In some cases, joint ventures provide the best partner-like manner of obtaining foreign trade income. The firm then choses to begin a business relationship with a firm in the host country. International joint ventures are used in a wide variety of manufacturing, mining, and service industries and frequently involve technology licensing by the U.S. firm to the joint venture. 

Host country laws may require that a certain percentage (often 51 percent or more) of manufacturing or mining operations be owned by nationals of that country, thereby limiting U.S. firms' local participation to minority shares of joint ventures. In addition to such legal requirements, U.S. firms may find it desirable to enter into a joint venture with a foreign firm to help spread the high costs and risks frequently associated with foreign operations. 

The local partner will likely bring to the joint venture its knowledge of the customs and tastes of the people, an established distribution network, and valuable business and political contacts. Having a local partner may also lessen the "foreigner" image of the firm and thus may provide some protection against discrimination or expropriation if conditions change. 

There are some possible disadvantages to international joint ventures. A major potential drawback of joint ventures, especially in countries that limit foreign companies to minority participation, is the loss of effective managerial control. This can result in reduced profits, increased operating costs, inferior product quality, exposure to product liability, and environmental litigation and fines. U.S. firms that wish to retain effective managerial control will find this issue an important topic in negotiations with the prospective joint venture partner and the host government. 

Like technology licensing agreements, joint ventures can raise U.S. or foreign anti-trust issues in certain circumstances, particularly when the prospective joint venture partners are major existing or potential competitors in the affected national markets. Firms may wish to consider applying for an export trade certificate of review from the Department of Commerce or a busi-ness review letter from the Department of Justice when significant federal anti-trust issues are raised by the proposed international joint venture. (See Chapter 4). 

Because of the complex legal issues frequently raised by international joint venture agreements, it is very important, to seek legal advice from qualified U.S. counsel before entering into any such agreement. Many of the export counseling sources in Chapter 2 can help direct a U.S. company to legal counsel suitable for its needs. 

U.S. firms contemplating international joint ventures should consider retaining experienced counsel in the host country. U.S. firms can find it very disadvantageous to rely upon their potential joint venture partners to negotiate host government approvals and advise them on legal issues, since their prospective partners' interests may not always coincide with their own. Qualified foreign counsel can be very helpful in obtaining government approvals and providing ongoing advice regarding the host country's intellectual property, tax, labor, corporate, commercial, antitrust, and exchange control laws. 
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	When shipping a product overseas, the exporter must be aware of packing, labeling, documentation, and insurance requirements. It is important that exporters ensure that the merchandise is: 

· Packed correctly so that it arrives in good condition; 

· Labeled correctly to ensure that the goods are handled properly and arrive on time at the right place; 

· Documented correctly to meet U.S. and foreign government requirements, as well as proper collection standards; and 

· Insured against damage, loss, pilferage and delay.

Most exporters rely on an international freight forwarder to perform these services because of the multitude of considerations involved in physically exporting goods. 

Freight Forwarders

An international freight forwarder is an agent for the exporter in moving cargo to an overseas destination. These agents are familiar with the import rules and regulations of foreign countries, the export regulations of the U.S. government, the methods of shipping, and the documents related to foreign trade. Export freight forwarders are licensed by the International Air Transport Association (IATA) to handle air freight and the Federal Maritime Commission to handle ocean freight. 

Freight forwarders assist exporters in preparing price quotations by advising on freight costs, port charges, consular fees, costs of special documentation, insurance costs, and their handling fees. They recommend the packing methods that will protect the merchandise during transit or can arrange to have the merchandise packed at the port or containerized. If the exporter prefers, freight forwarders can reserve the necessay space on a vessel, aircraft, train, or truck. The cost for their services is a legitimate export cost that should be included in the price charged to the customer (see Chapter 11 for pricing information.). 

Once the order is ready for shipment, freight forwarders should be review all documents to ensure that everything is in order. This is of particular importance with letter of credit payment terms. They may also prepare the bill of lading and any special required documentation. After shipment, they can route the documents to the seller, the buyer, or to a paying bank. Freight forwarders can also make arrangements with customs brokers overseas to ensure that the goods comply with customs export documentation regulations. A customs broker is an individual or company that is licensed to transact customs business on behalf of others. Customs business is limited to those activities involving transactions related to the entry and admissibility of merchandise; its classification and valuation; the payment of duties, taxes, or other charges assessed or collected; or the refund, rebate, or drawback thereof. 

  

Packing

Exporters should be aware of the demands that international shipping puts on packaged goods. Exporters should jeep four potential problems in mind when designing an export shipping crate: breakage, moisture, pilferage and excess weight. 

Generally, cargo is carried in containers, but sometimes it is still shipped as breakbulk cargo. Besides the normal handling encountered in domestic transportation, a breakbulk shipment transported by ocean freight may be loaded aboard vessels in a net or by a sling, conveyor, or chute, that puts an added strain on the package. During the voyage, goods may be stacked on top of or come into violent contact with other goods. Overseas, handling facilities may be less sophisticated than in the United States and the cargo could be dragged, pushed, rolled, or dropped during unloading, while moving through customs, or in transit to the final destination. 

Moisture is a constant concern because condensation may develop in the hold of a ship even if it is equipped with air conditioning and a dehumidifier. Another aspect of this problem is that cargo may also be unloaded in precipitation, or the foreign port may not have covered storage facilities. Theft and pilferage are added risks. 

Buyers are often familiar with the port systems overseas, so they will often specify packaging requirements. If the buyer does not specify this, be sure the goods are prepared using these guidelines: 

· Pack in strong containers, adequately sealed and filled when possible. 

· To provide proper bracing in the container, regardless of size, make sure the weight is evenly distributed. 

· Goods should be palletized and when possible containerized. 

· Packages and packing filler should be made of moisture-resistant material. 

· To avoid pilferage, avoid writing contents or brand names on packages. Other safeguards include using straps, seals, and shrink wrapping. 

· Observe any product-specific hazardous materials packing requirements.

One popular method of shipment is to use containers obtained from carriers or private leasing companies. These containers vary in size, material, and construction and accommodate most cargo, but they are best suited for standard package sizes and shapes. Also, refrigerated and liquid bulk containers are usually readily available. Some containers are no more than semi-truck trailers lifted off their wheels, placed on a vessel at the port of export and then transferred to another set of wheels at the port of import. 

Normally, air shipments require less heavy packing than ocean shipments, though they should still be adequately protected, especially if they are highly pilferable. In many instances, standard domestic packing is acceptable, especially if the product is durable and there is no concern for display packaging. In other instances, high-test (at least 250 pounds per square inch) cardboard or tri-wall construction boxes are more than adequate. 

Finally, because transportation costs are determined by volume and weight, specially reinforced and lightweight packing materials have been developed for exporting. Packing goods to minimize volume and weight while reinforcing them may save money, as well as ensure that the goods are properly packed. It is recommended that a professional firm be hired to pack the products if the supplier is not equipped to do so. This service is usually provided at a moderate cost. 




  

Labeling

Specific marking and labeling is used on export shipping cartons and containers to: 

· Meet shipping regulations; 

· Ensure proper handling; 

· Conceal the identity of the contents; 

· Help receivers identify shipments; and 

· Insure compliance with environmental and safety standards.

The overseas buyer usually specifies which export marks should appear on the cargo for easy identification by receivers. Products can require many markings for shipment. For example, exporters need to put the following markings on cartons to be shipped: 

· Shipper's mark; 

· Country of origin (U.S.A.); 

· Weight marking (in pounds and in kilograms); 

· Number of packages and size of cases (in inches and centimeters); 

· Handling marks (international pictorial symbols); 

· Cautionary markings, such as "This Side Up" or "Use No Hooks" (in English and in the language of the country of destination); 

· Port of entry; 

· Labels for hazardous materials (universal symbols adapted by the International Airi Transport Association and the International Maritime Organization); and; 

· Ingredients (if applicable, also included in the language of the destination country).

Packages should be clearly marked to prevent misunderstandings and delays in shipping. Letters are generally stenciled onto packages and containers in waterproof ink. Markings should appear on three faces of the container, preferably on the top and on the two ends or the two sides. Ant old markings must be completely removed from previously used packaging. 

In addition to the port marks, the customer identification code, and an indication of origin, the marks should include the package number, gross and net weights, and dimensions. If more than one package is being shipped, the total number of packages in the shipment should be included in the markings. The exporter should also add any special handling instructions. It is a good idea to repeat these instructions in the language of the country of destination. and use standard international shipping and handling symbols. 

Customs regulations regarding freight labeling are strictly enforced. For example, many countries require that the country of origin be clearly labeled on each imported package. Most freight forwarders and export packing specialists can supply the necessary information regarding specific regulations. 




  

Documentation

Exporters should seriously consider having the freight forwarder handle the formidable amount of documentation that exporting requires as forwarders are specialists in this process. The following documents are commonly used in exporting; but which of them are necessary in a particular transaction depends on the requirements of the U.S. government and the government of the importing country. 

· Air freight shipments are handled by air waybills, which can never be made in negotiable form (see figure 1). 

· A bill of lading is a contract between the owner of the goods and the carrier (as with domestic shipments). For vessels, there are two types: a straight bill of lading which is nonnegotiable and a negotiable or shipper's order bill of lading. The latter can be bought, sold, or traded while the goods are in transit. The customer usually needs an original as proof of ownership to take possession of the goods (see figure 3 for a Short Form Straight Bill of Lading and figure 8 for a Liner Bill of Lading). 

· A commercial invoice is a bill for the goods from the seller to the buyer. These invoices are often used by governments to determine the true value of goods when assessing customs duties. Governments that use the commercial invoice to control imports will often specify its form, content, number of copies, language to be used, and other characteristics (see figure 2). 

· A consular invoice is a document that is required in some countries. It describes the shipment of goods and shows information such as the consignor, consignee, and value of the shipment. Certified by the consular official of the foreign country stationed here, it is used by the country's customs officials to verify the value, quantity, and nature of the shipment. 

· A certificate of origin is a document that is required in certain nations. It is a signed statement as to the origin of the export item. Certificate of origin are usually signed through a semiofficial organization, such as a local chamber of commerce. A certificate may still be required even if the commercial invoice contains the information (see figure 4). 

· A NAFTA certificate of origin is required for products traded among the NAFTA countries (Canada, the United States, and Mexico). 

· Inspection certification is required by some purchasers and countries in order to attest to the specifications of the goods shipped. This is usually performed by a third party and often obtained from independent testing organizations. 

· A dock receipt and a warehouse receipt are used to transfer accountability when the export item is moved by the domestic carrier to the port of embarkation and left with the ship line for export. 

· A destination control statement appears on the commercial invoice, and ocean or air waybill of lading to notify the carrier and all foreign parties that the item can be exported only to certain destinations. 

· A Shipper's Export Declaration(SED) is used to control exports and act as a source document for official U.S. export statistics. SEDs must be prepared for shipments through the U.S. Postal Service when the shipment is valued over $500. SEDs are required for shipments not using the U.S. Postal Service when the value of the commodities, classified under any single Schedule B number, is over $2,500. SEDs must be prepared, regardless of value, for all shipments requiring an export license or destined for countries restricted by the Export Administration Regulations (see Chapter 9). SEDs are prepared by the exporter or the exporter's agent and delivered to the exporting carrier (for example, the post office, airline, or vessel line). The exporting carrier will present the required number of copies to the U.S. Customs Service at the port of export (see 
figure 5). Often, the SED is prepared as a by-product of another document, the Shipper's Letter of Instructions, as shown in figure 6. 

· An export license is a government document that authorizes the export of specific goods in specific quantities to a particular destination. This document may be required for most or all exports to some countries or for other countries only under special circumstances. 

· An export packing list considerably more detailed and informative than a standard domestic packing list. It an itemizes the material in each individual package and indicates the type of package, such as a box, crate, drum, or carton. It also shows the individual net, legal, tare, and gross weights and measurements for each package (in both U.S. and metric systems). Package markings should be shown along with the shipper's and buyer's references. The list is used by the shipper or forwarding agent to determine the total shipment weight and volume and whether the correct cargo is being shipped. In addition, U.S. and foreign customs officials may use the list to check the cargo (see figure 7). 

· An insurance certificate is used to assure the consignee that insurance will cover the loss of or damage to the cargo during transit (see figure 7).

Documentation must be precise because slight discrepancies or omissions may prevent merchandise from being exported, result in nonpayment, or even result in the seizure of the exporter's goods by U.S. or foreign government customs. Collection documents are subject to precise time limits and may not be honored by a bank if the time has expired. Most documentation is routine for freight forwarders and customs brokers, but the exporter is ultimately responsible for the accuracy of its documents. 

The number and kind of documents the exporter must deal with varies depending on the destination of the shipment. Because each country has different import regulations, the exporter must be careful to provide all proper documentation. The following sources also provide information pertaining to foreign import restrictions: 

· Export Assistance Centers (see http://www.doc.gov). 

· The Trade Information Center (1-800-USA-TRADE). 

· Foreign government embassies and consulates in the United States.




  

Shipping

The handling of transportation is similar for domestic and export orders. Export marks are added to the standard information on a domestic bill of lading. These marks show the name of the exporting carrier and the latest allowed arrival date at the port of export. Instructions for the inland carrier to notify the international freight forwarder by telephone upon arrival should also be included. 

Exporters may find it useful to consult with a freight forwarder when determining the method of international shipping. Since carriers are often used for large and bulky shipments, the exporter should reserve space on the carrier well before actual shipment date. This reservation is called the booking contract. 

International shipments are increasingly made on a through bill of lading under a multimodal contract. The multimodal transit operator (frequently one of the transporters) takes charge of and responsibility for the entire movement from factory to final destination. 

The cost of the shipment, the delivery schedule, and the accessibility to the shipped product by the foreign buyer are all factors to consider when determining the method of international shipping. Although air carriers can be more expensive, their cost may be offset by lower domestic shipping costs (for example, using a local airport instead of a coastal seaport) and quicker delivery times. These factors may give the U.S. exporter an edge over other competitors. 

Before shipping, the U.S. firm should be sure to check with the foreign buyer about the destination of the goods. Buyers often want the goods to be shipped to a free-trade zone or a free port where they are exempt from import duties (see Chapter 9). 

  

Insurance

Damaging weather conditions, rough handling by carriers, and other common hazards to cargo make insurance an important protection for U.S. exporters. If the terms of sale make the exporter responsible for insurance, the exporter should either obtain its own policy or insure the cargo under a freight forwarder's policy for a fee. If the terms of sale make the foreign buyer responsible, the exporter should not assume (or even take the buyer's word) that adequate insurance has been obtained. If the buyer neglects to obtain adequate coverage, damage to the cargo may cause a major financial loss to the exporter. 

Shipments by sea are covered by marine cargo insurance (see figure 9). 

Air shipments may also be covered by marine cargo insurance or insurance may be purchased from the air carrier. 

Export shipments are usually insured against loss, damage, and delay in transit by cargo insurance. Carrier liability is frequently limited by international agreements. Additionally, the coverage is substantially different from domestic coverage. Arrangements for insurance may be made by either the buyer or the seller, in accordance with the terms of sale. Exporters are advised to consult with international insurance carriers or freight forwarders for more information. 

Although sellers and buyers can agree to different components, coverage is usually placed at 110 percent of the CIF (cost, insurance, freight) or CIP (carriage and insurance paid to) value. 

  

Tariffs

Finally, it is very important to consider the effects of tariffs, port handling fees, and taxes when determining your product's final cost as they can be high. Typically, the importer pays these charges. However, these costs will influence how much the buyer is willing to pay for your product. 
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	Proper pricing, complete and accurate quotations, choosing the terms of the sale, and selecting the payment method are four critical elements in selling a product or service overseas. Of the four, pricing can be the most problematic, even for an experienced exporter. (Methods of payment are covered in 
Chapter 12.) 

Pricing Considerations

The price considerations listed below will help an exporter determine the best price for the product overseas. 

· At what price should the firm sell its product in the foreign market? 

· What type of market positioning (customer perception) does the company want to convey from its pricing structure? 

· Does the export price reflect the product's quality? 

· Is the price competitive? 

· Should the firm pursue market penetration or market-skimming pricing objectives abroad? 

· What type of discount (trade, cash, quantity) and allowances (advertising, trade-off) should the firm offer its foreign customers? 

· Should prices differ by market segment? 

· What should the firm do about product line pricing? 

· What pricing options are available if the firm's costs increase or decrease? Is the demand in the foreign market elastic or inelastic? 

· Are the prices going to be viewed by the foreign government as reasonable or exploitative? 

· Do the foreign country's antidumping laws pose a problem?

As in the domestic market, the price at which a product or service is sold directly determines a firm's revenues. It is essential that a firm's market research include an evaluation of all of the variables that may affect the price range for the product or service. If a firm's price is too high, the product or service will not sell. If the price is too low, export activities may not be sufficiently profitable or may actually create a net loss. 

The traditional components of determining proper pricing are costs, market demand, and competition. Each of these must be compared with the firm's objective in entering the foreign market. An analysis of each component from an export perspective may result in export prices that are different from domestic prices. 

It is also very important that the exporter take into account additional costs that are typically borne by the importer. They include tariffs, customs fees, currency fluctuation transaction costs and value-added taxes (VATs). These additional costs can add substantially to the final price paid by the importer, sometimes resulting in a total of more than double the U.S. domestic price. 

Foreign Market Objectives 

An important aspect of a company's pricing analysis is determining market objectives. For example, is the company attempting to penetrate a new market, looking for long-term market growth, or looking for an outlet for surplus production or outmoded products? Many firms view the foreign market as a secondary market and consequently have lower expectations regarding market share and sales volume. This naturally affects pricing decisions. 

Marketing and pricing objectives may be general or tailored to particular foreign markets. For example, marketing objectives for sales to a developing nation where per capita income may be one tenth of that in the United States are necessarily different from the objectives for Europe or Japan. 




Costs 

The computation of the actual cost of producing a product and bringing it to market is the core element in determining if exporting is financially viable. Many new exporters calculate their export price by the cost-plus method. In the cost-plus method of calculation, the exporter starts with the domestic manufacturing cost and adds administration, research and development, overhead, freight forwarding, distributor margins, customs charges, and profit. 

The effect of this pricing approach may be that the export price escalates into an uncompetitive range. Table 4 gives a sample calculation. It clearly shows that if an export product has the same ex-factory price as the domestic product, its final consumer price is considerably higher once exporting costs are included. 

Marginal cost pricing is a more competitive method of pricing a product for market entry. This method considers the direct, out-of-pocket expenses of producing and selling products for export as a floor beneath which prices cannot be set without incurring a loss. For example, additional costs may occur due to product modification for the export market that accommodates different sizes, electrical systems, or labels. On the other hand, costs may decrease if the export products are stripped-down versions or made without increasing the fixed costs of domestic production. 

Other costs should be assessed for domestic and export products according to how much benefit each product receives from such expenditures. Additional costs often associated with export sales include: 

· Market research and credit checks; 

· Business travel; 

· International postage, cable, and telephone rates; 

· Translation costs; 

· Commissions, training charges, and other costs involving foreign representatives; 

· Consultants and freight forwarders; and 

· Product modification and special packaging.

After the actual cost of the export product has been calculated, the exporter should formulate an approximate consumer price for the foreign market. 

  

Table 4 
Sample Cost-Plus Calculation of Product Cost
 

Domestic Sale
Export Sale
Factory price
$7.50
$7.50
Domestic freight
.70
.70
subtotal
8.20
8.20
Export documentation
 

.50
subtotal
 

8.70
Ocean freight and insurance
 

1.20
subtotal
 

9.90
Import duty (12 percent of landed cost)
 

1.19
subtotal
 

11.09
Wholesaler markup (15 percent)
1.23
 

subtotal
9.43
 

Importer/distributor markup
 

2.44
subtotal

 

13.53
Retail markup (50 percent)
4.72
6.77
Final consumer price
$14.15
$20.30



Market Demand 

For most consumer goods, per capita income is a good gauge of a market's ability to pay. Some products may create such a strong demand such as popular goods like Levis, that even low per capita income will not affect their selling price. Simplifying the product to reduce its selling price may be an answer for the exporter to most lower per capita income markets. The firm must also keep in mind that currency fluctuations may alter the affordability of its goods. Thus, pricing should try to accommodate wild changes in the U.S. and/or foreign currency. The firm should anticipate the type of potential customers. If the firm's primary customers in a developing country are expatriates or belong to the upper class, a higher price might be feasible even if the average per capita income is low. 

Competition 

In the domestic market, few companies are free to set prices without carefully evaluating their competitors' pricing policies. This situation is true in exporting, and is further complicated by the need to evaluate the competition's prices in each potential export market. 

If there are many competitors within the foreign market, the exporter may have little choice but to match the market price or even underprice the product or service in order to establish a market share. On the other hand, if the product or service is new to a particular foreign market, it may actually be possible to set a higher price than in the domestic market. 

Pricing Summary 

In summary, here are the key points to remember when determining your product's price: 

· Determine the objective in the foreign market. 

· Compute the actual cost of the export product. 

· Compute the final consumer price. 

· Evaluate market demand and competition. 

· Consider modifying the product to reduce the export price. 

· Include "nonmarket" costs, such as tariffs and customs fees. 

· Exclude cost elements that provide no benefit to the export function, such as domestic advertising. 

  

Quotations and Pro Forma Invoices

Many export transactions, particularly initial export transactions, begin with the receipt of an inquiry from abroad that is followed by a request for a quotation. The preferred method for export is a pro forma invoice, which is a quotation prepared in invoice format. 

A quotation describes the product, states a price for it, sets the time of shipment, and specifies the terms of the sale and terms of the payment. Since the foreign buyer may not be familiar with the product, the description of it in an overseas quotation usually must be more detailed than in a domestic quotation. The description should include the following 15 points: 

1. Seller's and buyer's names and addresses. 

2. Buyer's reference number and date of inquiry. 

3. Listing of requested products and brief description. 

4. Price of each item (it is advisable to indicate whether items are new or used and to quote in U.S. dollars to reduce foreign-exchange risk). 

5. Appropriate gross and net shipping weight (in metric units where appropriate). 

6. Appropriate total cubic volume and dimensions packed for export(in metric units where appropriate). 

7. Trade discount (if applicable). 

8. Delivery point. 

9. Terms of sale. 

10. Terms of payment. 

11. Insurance and shipping costs. 

12. Validity period for quotation. 

13. Total charges to be paid by customer. 

14. Estimated shipping date from U.S. port or airport. 

15. Currency of sale.

Pro forma invoices (see figure 11) are not used for payment purposes. In addition to the 15 items previously mentioned, a pro forma invoice should include two statements. One that certifies the pro forma invoice is true and correct and another that gives the country of origin of the goods. The invoice should also be clearly marked "pro forma invoice." 

Pro forma invoices are models that the buyer uses when applying for an import license, opening a letter of credit or arranging for funds. In fact, it is a good practice to include a pro forma invoice with any international quotation, regardless of whether it has been requested or not. When final commercial invoices are being prepared prior to shipment, it is advisable to check with the U.S. Department of Commerce or another reliable source for any special invoicing requirements that may be required by the importing country. 

If a specific price is agreed upon or guaranteed by the exporter, the precise period during which the offer remains valid should be specified. Additionally, it is very important that price quotations state explicitly that they are subject to change without notice. 




  

Terms of Sale

In any sales agreement, it is important that there is a common understanding of the delivery terms since confusion over their meaning can result in a lost sale or a loss on a sale. The terms in international business transactions often sound similar to those used in domestic business, but they frequently have very different meanings. For this reason, the exporter must know the terms before preparing a quotation or a pro forma invoice. 

A complete list of important terms (including many new terms and abbreviations)and their definitions is provided in Incoterms 1990. This booklet is issued by ICC Publishing Corporation, Inc., 156 Fifth Avenue, Suite 820, New York, NY 10010; telephone 212-206-1150. 

The following are a few of the more frequently used terms in international trade: 

· CIF (cost, insurance, freight) to a named overseas port where the seller quotes a price for the goods (including insurance), all transportation, and miscellaneous charges to the point of debarkation from the vessel. (Used only for ocean shipments.) 

· CFR (cost and freight) to a named overseas port where the seller quotes a price for the goods that includes the cost of transportation to the named point of debarkation. The the buyer covers the cost of insurance. (Used only for ocean shipments.) 

· CPT (carriage paid to) and CIP (carriage and insurance paid to) a named place of destination. These terms are used in place of CFR and CIF, respectively, for all modes of transportation, including intermodal. 

· EXW (ex works) at a named point of origin (e.g., ex factory, ex mill, ex warehouse)where the price quoted applies only at the point of origin. The seller agrees to place the goods at the buyer's disposal at the specified place within the fixed time period. All other charges are put on the buyer's account. 

· FAS (free alongside ship) at a named port of export where the seller quotes a price for the goods that includes the charge for delivery of the goods alongside a vessel at the port. The seller handles the cost of wharfage, while the buyer is accountable for the costs of loading, ocean transportation, and insurance. 

· FCA (free carrier) at a named place. This term replaces the former "FOB named inland port" to designate the seller's responsibility for handing over the goods to a named carrier at the named shipping point. It may also be used for multimodal transport, container stations, or any mode of transport, including air. 

· FOB (free on board) at a named port of export where the seller quotes the buyer a price that covers all costs up to and including the loading of goods aboard a vessel. 

· Charter Terms: 

· Free In is a pricing term that indicates that the charterer of a vessel is responsible for the cost of loading goods onto the vessel. 

· Free In and Out is a pricing term that indicates that the charterer of the vessel is responsible for the cost of loading and unloading goods from the vessel. 

· Free Out is a pricing term that indicates that the quoted prices include the cost of unloading goods from the vessel.

It is important to understand and use sales terms correctly. A simple misunderstanding may prevent exporters from meeting contractual obligations or make them responsible for shipping costs they sought to avoid. 

When quoting a price, the exporter should make it meaningful to the prospective buyer. For example, a price for industrial machinery quoted "EXW Saginaw, Michigan, not export packed" is meaningless to most prospective foreign buyers. These buyers would find it difficult to determine the total cost and might hesitate to place an order. 

The exporter should quote CIF or CIP whenever possible, as it shows the foreign buyer the cost of getting the product to or near the desired country. 

If assistance is needed in figuring CIF or CIP prices, an international freight forwarder can help. The exporter should furnish the freight forwarder with a description of the product to be exported and its weight and cubic measurement when packed. The freight forwarder can compute the CIF price usually at no charge. 

If at all possible, the exporter should quote the price in U.S. dollars. This will eliminate the risk of exchange rate fluctuations and problems with currency conversion. 




