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BLOCK1 INTERNATIONAL MARKETING
'~ _— AN INTRODUCTION -

In this first biock of the course of International Marketing, an attempt has been made -
to give you an over view of the scenario on International karketing and to provide you
with an exposure to the conceptual frameworks that exist. The block consists of three
units. The first unit called Scope and Size of International Markets explains the '
distinction underlyimg ¢ie terms International Trade and fnternasionat Business. it also
brings out their underlying premises. In this unit we have alse discussed the major -
economic moverments that are taking place in the world today. '

The secondihit on Coneeptual Framework explains the nniferlying process of
managenehi for international marketing. '

"The third unit titled Institutional framework discusses the institutional frameweork that -
am exparter in India can use.
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UNIT 1 SCOPE AND SIZEOF .~
INTERNATEONAL MARKETS

Objestives
After readmg this unit one  shotild be able to .
¢ Define the premise for International Trade and Business

¢ Define the sole of the Internaticnal Markeung Manager and Govemnment in Foreagn ,

Trade and International Business
# Define the type of questions that are raised in Intémalionqi M:i'_rketing.
& Give an overview of world's major regionat economic groupings.
Strudture
1.1 Introduction : ' : ;
1.2 Definitions . g
1.3 Reabons and Motwatwns Underlying Internatwnal Trade and Intcmaxional
Business
Exchange Rate and Balance of Payments
Basic Motes for Entry

Nature-of International Markétlag
Role of Government in Foreign Trade

India’s Foreugn Trade ' : _
Regional Econamic Groupings ' : : 0
Summary. o : '
Setf-assessment Questions o

Further Readings : : '
Appendix ; Statistics of World Trade o '
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1.1 INTRODUCTIOGN

A company manufacturing a pmduc{ ﬁnds that the market for its product is currently
saturated.

The managing dl,ret.tor of the Lompany ¢alls a meeting of all the functional heads to
discuss the prob!cn In the mee%mg it emerges that while the production runs cannot
pe shortened or cut off hecause of the underlying economics, the market doesi't seen
to st up;

The problem hefore the managing d:rwctor is ‘what shouid be done now?”

One of the suggestion” that emerges during the mesting is to “expand the m.arket sizg
by erossing the national frontiers”.

To thie suggzstion the managing director kas posed certain fundamental qmuons

Where should ke expand to? How can he do this? Would @t be feasible to malntaln the
expansion even when ieh domestic market Jets up?”

Basically the managing director has raised the fundamental questions that are posed by
any international rfarketer, We shali ajtempt to answer these wdiestions in this black
but before we answer tﬁese gaesiions, et vs undersiand the desiution and reassns for
“international marketing and foreign trade. :



Activity 1

A business execntive has recently been to Eurepe cr'nl_a holiday, and finds that theve s
amassive demand for his productin that market, He icels thai the company should stagt
exporiing immediately. Comment on how shiould he handle this problem?

1.2 DEFINITIONS

When a country crosses its national frontiers to market its product it is indufging in
intermational marketing. Phillip Cateora and John M Hess define international
markegngﬁsiilg&@mﬁona%mmﬁgmﬁqﬁe*ﬁmw of business activitics that
—-direct the flow of a company’s goods and sgrvices to mhsmﬁor users’in more than
one pation.”

Yes, the definition sounds very similar to tha? marketifig, for it is meant 10 be, the
only ditference being that marketing task9carri¥t oa in more than one nason. This
fact by i1self adds many complexities 1o the ting task (as we shall see hater on).

- In the common parlance, the wrm tional marketing and foreign marketing or
foreign trade are used interchange gy, Pl actually they are different and deal with
n trade is used when we'want 1o talk about {rade
ctive whercas international marketing|(1M) has
fs with issues which concers a firm and not the nation
questions raised in each area are of a different nature as

different issues. The term f;
between nations. It has a mac
amanagerial perspectiygy IM
as a whole and thergfb

we shal! see,

1.3 REASOWS AND MOTIVATIONS UNDERL YING
INTERNATIONAL TRADE AND INTERNATIONAL
BUSINESS L L

—— —T

There is growing-contiaciion of the world hecause of better communication and
Sansportation facilities, and the rapid development of domestic economies gnd
contemitant increases in purchasing power of the people: The current interdst in
international markeiing and foreign-trade can be explained in lerims of changing
structures and dynamic changés in demand characteristics of world markets,

Both the firm and couniry have reasons for entgring into international busingss and
foreign trade, While the reasons are often inter-linked, each has its own pretisa.

International Business _
The vast domestic markets have providad the firms an opportuaity for contiflued

growih which finally reach a point where the possibility of continued expansipn levels
off. : . .

The survival of these firms has come into question, for it has become jncreasingly
difficult for these firms to sustain customary rates of growth as demanded by [their
shareholders,

These companies have been forced by the ‘economic criterion’ to locate international -
markets to sell their surplus production and to gain cost advantages. Besides ihis, -
foretgn markets may. offer high profit margins which gives added impetus for lgoing
international. Past experience has shown that profit margins yielded on foreign
investm&nts have followed pattern.

6 N




Exhibit 1

Eal:lmﬂed Rates of Return on Investment

Choncas that
Rate of Return
Witl 8e Achisved
or Beiterad

100

Best Estimote

5 -
. . Curva
L Genersted by
Risk Anatysis
o I ! A — -
=20 -9 5 +18 +30 +X +40

Extieriod Rube of Return
' Note: tn reading the graph, the “best esiimate™ i a 20 per cent

r2lIMm oninvestrent, and a 2 per cent probabitity of aileasta 3Uper cend ral
invesiment.

Soaroe : Phiilp Cateacr a5d Joka M S ' : 1

r besides these reasons the
¢ support and incentives

Most of the firms world over are gearing up for actio
‘Governments of various countries are providing more
.10 firms involved in foreign trade (the push factgg). Talng advantage of incentives is

yet another reason for going foreign, scheme he taX free export incomes etc. are
 being offered by the Indian Government to pridiote Toreign trade:

. 1piig 2 o
Fareign Exchange Epenirgs of Top Ten Conupans vate Sector for Year 199192
' Ned Foreign Exchange Esvaiags " Total Foreign Exchange Earnings
_ {Rsinlacs) - ' (Rsinlacsy
1rC 33,480 e ' ' 46205
Cenitry Textiles (5,123 Tata Sreel 43,562
Su-Raj Diamonds 14,106 Tata Engg. 25,234
Tata Engineering 13.671 Su-Raj Diamonds i 20,286
Hindustan Lever 12,432 Century Textiles © 19468
Madura Coats 7,516 . Hindustan Lever © IBA14
Britannia Ind. 7183 Essar Shipping - 11,868
E.L Hotels : 8,611 Bombay Dveing i1,526 : .
Matatlal Fine 580 Madura Coats B X k] - |
Essar Shipping 4,551 Sesu Gou %075
ree: Economie Tlines 28-10-52

Alihough profit is the underlying motive, most of the firms are directed into

Interpationai market because of any of the following five reasons as :dt.nuﬂed b)f Yern

Terpstra:

i} Product Life Cycle : A produci may he at the 2nd of its life cycle inone market and
not even introduced in another. The unwillingness of the firta 10 write off its
productive assets may force it into interpaiional markets.

i) Competition : {n an effort 10 avoid competition which may be intense in the
domestic market the firm may choose o go international.

1i§) Excess Capacity : In an effort to misimise its fixed cost per anit, the £ firm. may
undertake foreign orders,

- 1) Geographic Divessifieagion : T’umh.«cradf)wnb'hetvmteey“!aa f’r'nma, adop;

Instead of extending its product tine 'the firm may just choose ic expand its markcl
by gcumg antc*naﬂonal

-
]




Retorenibinsd Pdertating -

v} Imcrense tive Market Skee : In 2n effort to éxpand its operation 4 fixm may choose to
go international. : : '

Fowreign Trade
With the growth of materialism, every individual has become interested in izproving

hisfher stzndard of living in terns of material comforts. This has fqrd_:d the
Governmenisinto foreign trade o yield the underkying cconomit benetits snd thereby

‘mproving the standard of living of its peopis.

The gains from international trade arise from the local pm{iucﬁiova'advantages which in
itself is a function of differences in availability and the cost of factors of production.

Thus the difference in factors like the capital avaitability and cost of capital,
specialisation of labour, their wage factor, availability of managerial talent determine
the area of product specialisation that a country witl enter inic-to pain the cost
advaniage. The production specialisation will lead to an improvement i productivity

- and thereby an increase ini the real incoms if the countries indulge in free trade. This
* ¢xplains the reason for importance of balance of payment of a nation and exchange rate.

In economics, three theories have been propounded for explaining the reason for
foreign trade. These theories are the classical theory, the opportunity cost theory and
the equilibrium theory, Underlying each of these thaories is the theoey of relative.
advaniage, It is therefore negessary to understand the principles underlying the theory

‘of relative advantage,

The Theory of Relative Advantage

The theory of relative advantage deals wit
based on the premise that a nation gains iz with other mations in those goods in
which it has an advantage over the other in terms of cost of production. This
advantage in terms of cost of prog I i ign couid be absolute or cormnparative. Let us

e trade of goods and commodities. 1t is

iftustrate this further using the heoty to explain these concepts:

Absolute Cost Advantage o _ _ . .
Uptill the late 18th century e theory of mercantalism that held groimd. Mostof

* the economic policigsdaid d jing that period were based anthe theory of mercantalism.

In 1776, Adam unded the theory of Absotute Cost ‘Advantage to combat
agaipst the theory Omercantalism, - - :

The conce solute cost advantage states that when goods can be. produced more
cheaply in ntry than in another, the first is said to have an absolute cost _
advantage ovayfhe other country, It would be in the interest of each of these countries

- to specialise in production of the commodity in which it has an absolute cost advantage
" andtrade. Thisway the productivity of both nations increases and thereby both nations

stand to gain,

Thas while India can produce Tea more cheaply than Great Britain and Britain can
produce engineering goods more cheaply than India, it would be in the interést of both
countries to concentrate in the production of the goods in which they have absolute cost
advantage and then to trade. Of course the cost advantage in productisn must be
greater thari the cost of transportation incurred in moving the goois.

Comparative Cost Advantage

‘But in reality what happens is that a country may possess absolute cost advaatage in

production of hoth or all the products, Would it then be in the interest of both countries.

" totrade? The answer is Yes. Using the classical theary (which assumes two nations and

twa commodities) to explain thus phenomenon. Let us assume that there are two
countries A and B and two products X and Y. Each of these countries has a workforce
of ten men, While in country A.each man can produce 6 units of X oréunits of Y, man

in country B can produce 4 units of X or 2 units of Y.
Now assuming that men are equatly depioyed and no trade exists. the following scenario

.emerges.
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Country X : .

A 30 n . L]

B 20 10 3
50 4 90

Here wesee that country A lias 2 times the production than.th_zit of .country B. The real
-income of A is therefore aiso 2 times that of B.

Now if the countries agree 10 specialize so as to maximize the total production by
specializing in the products in which each has relative advantage. The followlng
scenario emerges.

Country X Y

A 10 . 50 60

B 40 00 40
50 30 100

Thus we sar that the total production of both econormies taken togcther increases by 10
i.., boil: economies stand to gain. Various combinations of this are possible. Buti ithas
to do with gain, how this gain will be distributed depends upon the market.

But these models are based on the fol]owmg assumptior:
# There must be demand for these products.
The production gains are greater than the cost of trading,

.
® Products must be identical i.c., product differentiation concept dogagot exist®
L]

There must be an effective market lnformatlon 50 that the tradef
cost differentials as they exist.

The differentials must be large enough to interest the entr ur,

Tariffs must not exceed the difference in cost after tg
considered.

sporifltion and profit are

¢ No other political or financial restrictions inhibit tirading process.

As pointed out carlier this is a macro-econo ry that deals in the trade of

“commodities or goods. But like all macro-ec heories it fails to explain other
related phenomena because of its underlying assihgfitions. One phenomena that it fails
to explain is the existence. of multinational concerns, and their desire to invest in foreign
lands. Two theories have been expounded to explain why multinationals exist. They are
as follows: :

i) The Oligopatistic Explanation
i) The Product Life Cycle Approach

The Ollgopulistic Explannlion

Many industries have become highly concentrated or ollgopohstlc worldwide. The
industry is dominated by few but large firms. (IBM and computer industry is an example
to this.) In fact many countries are making specific efforts to restructure their industries
in order to make them competitive worldwide. In 1970 Japan had announced its plan to
restructure its computer industry. Today EEC is doing it ofia large scale to make its
industries more competitive vis-a-vis Japan and Notth America,

The reason for restructuring industries and making them oligopolisticin nature is to

- yield the benefits arising from size. These firms have huge capital resources to draw on
and large production capacities. They are better positioned to identify market gaps and
enjoy quasi-monopoly advantage even if they are short-run in nature. They are also
positioned to exploit their technological advantage to the fullest, In the world market,
they become more and more cost competitive as they move along their learning curve.

But the very size which is the reason for their existence and growth bringsalong certain
weaknesses.

9



Intornationsl Mavisting —

" They become highly dependent on their established marksts,'eﬂicicn.t’{;ii-iil_iig}lm
Ax batradxction -

becomes a must. They require huge supply of raw matzrials and other inputs:wnich may o ‘
not be forthcoming as and when required (this probably explains why théy undertake
backward integration). They also become resistant to new ideas. Fol this might mean
writing off large asset values. Although this has been argued againstin terms of
“movement from one market to another, past experience has shown that they tend to .
buy out the rights for new ideas and sleep on it till they have recovered their investment.

Froduct Life Cycle Approach

Inany given market, the product passes through four distinct states. The introduction,
the growth, the meturity and the t_iecline. . )

The concept of international product life cycle when applied to internationat business
emphasises on price and cost changes and changes in production procgss for explaining
the existence of multinational firm (investment in foreign countries)

When the product isin the introduction stage both the price and costs are high. The
production process is job shop in nature. But as the product passes fromn introduction
to the growth stage the production becomes physically differentiated in the market -
place. The price and costs still remain relatively high since new and pecialised
equipments are brought into the scenes to cope with the growing demand.

However when the product esters the maturity stage, there are many competijtorsin
the market place and the demand and price is highly elastic. The product has to be
psychologically differentiated to be sold. The production is on a large scale,
therefore ihe cost of production comes down drastically. :

ost and production relatipnship by

1er. Thus while personal ¢omputers are
in their early growth in India. By moving
ap market to the Indian market the comipanies can
gemand can be created or utilised this approach

Thie multinational firms exploit this pric
mioving the product from one marke

-in their early maturities in the USA the
the same product from the A
obtain iarge returns, Aslong
is feasible.

While these theories b@explain the economic reason for international trade

and business a a/firdymay have political and othet motivations fo: eatering into
business in a g

Activity,

Brieflye hy a firm goes in for international business. Also explain the reason
~ for any firmYo make investment in a foreign land. i )

1.4 EXCHANGE RATE AND BALANCE OF PAYMENTS =

Exchange Rate

A businessman operating in the international environment is faced with a two price.

system i.e., the price of the product and the price of the currency.

10




With the collapse of the Bretton Woods system of fixed but infrequently adjusted
exchange rates in the early seventies, the generalised floating exchange rate concept

" has come into existence. With the advent of the generalised floating exchange rates -

in the second quarter of 1973, most countries are exposed to enhanced exchange rate

- risks because of frequent adjustment in nominal and real exchange rate.

- This phenomena of generalised floating exchange rate has great implications for

developing countries, owing to their dependence on developed countries for trade.

_ Therefore any adjustment in the exchange rate of developed countries would mean

implications on trade and balance of payments and thereby an influence on the price
levels existing in the developing countries economy.

Exhibit 3
Exciiange rates as on Ist Feb,, 1993

" Cwerency TI/DD Biils TT/DD Billa
£5ig . 2.1835 21790 - ST 22040 2.2088
uss . 31800 3.1725 32075 3.2100
Can$ : 4.0275 40175 40675 4.072%
DM 5.1625 5.1500 52125 5.2175
DG 5.8075 5.7950 5.8650 *5.§700
SwFr ' : 4.7700 47515 48150 4.5200
BelFr - 105.50 105.00 107.00 107.00
FrFr 17.5225 17.4825 17.6950 : 17.7075
hLlira 4808 4796 4863 4867
IYen 397.00 396.00 401.00 1.50)
Dan Kr 19.9125 19.8675 20.1100 200
NorKr 21.93 21.88 ' 2.17, 22.18

" Swkr- : .41 23.36 23 2368
AusSch 35.93 ELS ) 3 36.44
Ams 4.6925 4.6825 474 4.7475
NZ$§ 6.1625 | 6.1475 2300 6.2350
MR 8.3325 83150 84300 -
D 5.2350 52128 5.2850 5.2900
Hongkong $ 24.59 24.53 24,82 24.83
Note: All the above rates are in units of currencies equivalent of 100
Senrce: The Times of Indla, ind Feb. 1993 -

There are a variety of variations existing in th ralised format. A country could

‘peg its currency to the currency of any one country or to the currency of several
~ countries. Alternatively it could follow a free floating or managed floatmg system.

After a brieftrial of single cutrency peg. in 1975 India opted fora multicurrency peg
to a weighted basket of currencies. This basket contained currenc:es of major trading

partners of India. (The exact basket remains undisclosed.)

The value of the rupee is fixed on this basis allowing for a margin of 5% (on ¢ither
side) to account fot its economic policy and macro-gconomic factors. Thus briefly
the value of any-currency today depends upon the demand and supply of that
currency in the intemational market. The basic economic premise underlying the
valuation of currency is the purchasing power parity theory.

Balance of Payment

The advent of generalised floating exchange rates has made it necessary for ail
countries to manage this. It has become necessary for all countries to maintain an
account of ali its financial transactions. This account is known as the Balance of
Payment. It is similar to the double entry system of accounting and accounts for al)
inflows and outflows occurring from a country. Like all double entry accounts, even
the balance of payment must balance i.e., inflows = outflows. The fact that Balance
of Payment account balances does not mean that a nation is in a good or poor
financiat condition. It is in fact a record of conditions affecting the country and not a
determinant of conditions affecting the country.

Thus the Balancé of Payment (BOP) gives an economic picture of the country.

11
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_ Exhibit4
» . Infla’s Trade Balance I the Inst §
- Imponts . - Balance
. Es. civves
142 : 642 480 -
1634 : o 1,335 -
12,540 - 6T .- 5.B38
19,658 - 10,895 -8,763
20,086 12,452 - 7644
-22,244 - 15674 . - 6,570
28,235 . 20232 -8.003
35,416 : 27,681 -1.735
43,193 ¢ 32,553 - 10,640
. 47,83 . 43978 - 3,835
* Including re- cxpons ) )
Swrce Statistical Cruttine of India {Tata Services Limiled)
: Exhibit5
SELECTED EXPORT RATIOS
India's exports as % of Value
- - - terms of
World India’s * - India‘s - trade
EXpoOrts’ imports national {1978-79
: . income =100)
Csr2 L az  na.
T 38 1274
-53.5 5.4 0.8
554 : 4.7 107.6
705 5.3 1221
1.7 5.7 125.2
w2 6y e
5.4 o T 6.9 109.3
a8 ' 2.0) na
_* Calendar years )
National Income aggarker pice. -
. Source : Statks India (Tata Services Limitid)
Exhibit ¢
BALANCE OF PAYMENTS
_ Ttem ' T s 199001 1989|908 - 198889
i Rs. crofes
A, Curveataccount : : .
Exports © 4607 33,178 28,129 20,647
Imperis 51,52 . 47,083 C d).842 34,202
Trade bafance ’ -6 915 13000 ~12,413 - -13,556
Non-monetary gold 1 . 454 . - - ; _—
Official transfer, net L7 1 724
Othet invisibles, et _ 047 S-S 1251
‘Cézrentooccuntbalance - 6281 13,855 11,588
" B. Caphtalaccount . I _
External assistance, net- _ 6,792 4,00 3,210
Commercial borrowings, net* 4,674 1,309 2,142
-NRIdeposits,net ¢ ] 1582 - 2,260 3636
Ofthiet capital, net : 4,110 “3,004 “1,887
-?Mtwllllmm‘l o ) 14,313 - 10,643 11,475
C.LMF., ¢ . : B B BT 4,547
. Todul caudich mecoaust & ILMLF, 16,0562 2881 2,927
B Patud cormend soooamt, - . .
capisinoome & LME. IR YY" 1,045 1,653
F. Frrom & omissions : — -1,24% 203
G Reserves & mometnry goll 9,28 3,353 1,499
Hote: Figures ars provisional for 1990-91 and Guick: estimates for 1991-92, made by Ihe fezerve Bank of
Hiadis..



B.O.P. also acts as a reflector of the standard of living of the people of that country
(standard of living is measured by the demand and the capacity to produce).

Of particular interest to any businessman operating in thie internationalmarket is the

country’s current account, _

The current account reflects the financiaf transactions accruing on account of trade

in goods and services. ' : '

Activity 3 . . .

i} Examine the exchange rate figures given in deily newspapers and explain the
terms T.T. buying and sciling rates.

ETTEEINY LTI T YT . ETTTYTITRS LT T N R T RS T LTIy

H) Is there a difforence in the two rates? Explain,

L L T Ty T T L P T

1.5 BASIC MODES FOR ENTRY \/

Once a firm has taken the decision to enter into the field of inicrnMiona usiness it-
must analyse the basic strategies/methods of entry.

There are basically five different strategies available for ent toa foreign market.

They are exporting, licensing, joint venture, manufag g andynanagement contracts.”

Exporting

This is the most commonly used method for g @ ag foreign markets. Commonly used-
in India, this method involves production o @ ind services ir the home country
followed by distribution into foreign market. method is commonly adopted by
countries entering into the forgign market for the first time since it minimises the
financial risks involved. '

Licensing :

When the company wants to protect its patent and trade fark rights, it simply licenses |

the production of its product in the foreign market to another company in retorn for a
fixed royalty. This is done when cither the market has developed very fast or when |

cxport barriers have been erected, e.g. Parle soft drinks are licensed for production in
midile eastern countries.

Jolini Vemture

¥/hen & company does not possess the capacity to analyse and handie a particular -
market, it enters inte a joim venture.

The primary reason for sharing the conirol of the market is to protect itself against
political and ecorcmiic risks.

Joint ventures zr2 increasingly seen in the world market because of this vETY FEASON.
The other reasoas for its existence and growih are:

a) Whenthe company does not possess competent personned to handie foreign murket
v when it is sho of copital. .

8 ¥hea a compady feels that it would be (o their mutuai advantags 1o enter in joint
vemture becanse of specific resources possessed by the ather pariner (e.g.
disiribution netwerk, knowledge of multure).

o 13



 Intaviesticel Marketing —
An Introducton

- Management Coatracts

' refineries/petro-chemical plants in middle east, East India Hotels/Obej

c) Where 'wholly owne aciivities are not permitted by the foreign povernments.

Manufacturilig
When the company moves along its life cycle (with reference to internati

and develop its own manufacturing and marketing systems within‘tha

onal business)

‘it develops an international orientation. This motivates it to intvest in foreign market

market. -

The primary reason for this is to reduce the additional costs involved jn foreign

marketing,

It has to pay no duties on "produr:ts produced within a foreign country| The

transportation cost is also minimised. It can take advantage of low cost

labour arid

thereby minimise its production costs. In an effort to become competitive in the world
markets increasing number of firms are undertaking this mode of entry. Nestle India

and Hindustan Lever are illustrations of this mode of entry.

A country may not possess the required managerial or technical talent and therefore
may not be in a position to exploit its imported assets procured in aids|or assets

maintained by an expiopriated company.

In such a situation a company may sign a management contract with g
government/company to manage the assets till such time that it has av:
resources necessary for managing the assets, ¢.g. foreign companies m.

taking management contracts for managitghotels in Egypt, Australia

This is not a common phenomena in int !
oriented firms it does represent pmeg try mode.

Ve Terpstra has given a profip
i.e., where does the production
the following figure:

ch a country’s
ilable to it the
anaging

rois of India
ete,

--echnologically

g on basic modes of entry in light of production
place. His proposition may be understood from

Exhibie #
Alternative Forvign Market Entry Modes
' B
- — T r —
@ in Home Market = | | Foreign Production :
: J [ )
—
f L. ] ; ' :-— Contract Management
! Indirect Expornt } ' | Coe
L i 0 Licensing
" . : - Assembly
. Trading Company : )
1 : p— Joint Venture
! .
- Export Managerment Compan |
|~ Expo: & pany | - 100% O hi
I - : I 1 )
=- Piggyback eic, 1
’ .
) o
| Direct Export :
L : I
|- Agent or
I~ Overseas Marketing Subsicisry

£ repce : International Marketing by Vera Terpetra

All these are methods for entering foreign markets. But before this it it nécessary to

understand the nature of marketing task involved,

1.6 NATURE OF INTERNATIONAL MARKETING

The task of marketing manager is to mold the endogenous and exogenous factors in th_é

light of opportunities and threats facing the company.
14 ' '




" These endogenous and exogenous factors might again be controllable or
uncontrollable. Therefore the manager is basically framing his controltablesin the light .

of uncontrollables.

The controllables for a marketing manager include the four P's of marketing and
resources within the company. Whereas the uncontrollables can again be classified into
domestic uncontroliables and foreign uncontrollabies.

While in nationa) marketing the mana ger is involved in co-ordinating the domestic
contreilables and uncontrollables, in international marketing a new setof '
un¢ontrollable variables enter into the fray. They include the economic, politic and
environmental conditions prevalent in the foreign country,

These new variables complicate the task of international marketing and magnify the
risks involved. Fot an international businessman, this means that be has G be alert in
the changes taking place in boih his home country and in the country he has business
interests in.

.Ph.illip Cateora and Jehn M Hess have shown the interplay of these controllables and
uncontrollables with the heip of a Exhibit which has been preseited below:

Exindbit 8

Fovelgn-Eovlrsreneen?
{wcaniveliab!ca)

Sowrce : Phillip . Catesca and joba M. Hem

‘1.7 ROLE OF GOVERNMENT IN FOREIGN TRADE:

Justas management is responsible for the decision of going inte international business,

similarly the government economic and foreign trade policies are responsible for
encouraging or discouraging foreign trade.

Exhibit 9

TRADE A country's tendency to trade will depend, in part, on its size. Smafl couniries usually produce
fewer goods, and rely on exports to pay for necessry imports. Bigger couniries tend to be more
self-sufficient. The three countries with the highest proportion of trade to GNP all have populations
of around 30m or less; the countries with the lowest ratio of trade ta GNP have mote than 100 '
people. Bui the propensity 1o trade will also depend on a country's import restrictions, its
exchange-rate policy, and the incentives ta export, Brazil (akhough it is changing) and India are twa
of the most protected economies in the world, and thus sit at the botsom ¢ the table. Nigedia and
Indonesia have high ratios of trade to GNP, given their populations. South Korza, at the top of the

list. hias had the fastest ezonomic growth in the past 20 years of those in the chart. -

Ken
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Intrsa{timal Barkatieg — | . Trading natlons~ )
T Anintroductien ' : Exports phus Impors as % of GDF, 1988

oa‘is'%’sg%a‘*

Source: Word Bank
"Fopulction over 25 m

A government can either adopt an o dpproach or an inward approach while

deciding about its foreign tradeg plicy.

An outward approach means m 6vernment policy neither favours production for -
domestic markets nor for export akes no discrimination against i ports not does
it promote expon._’l’hiw an approach is followed by the growing and already’

developed economies, d Saies of America provides an example off this approach
as followed by gove
because they his

e More and more governments are adopting this approach
ised the benefits arising out of free trade. .

“The inwg 0l is'just the opposite. A government following an inward approach
icy favours import substitution and provides motivation for domestic

producti economic objectives followed by such governments are geared towards
the objective’of self-sufficiency. India is well known for being astrongadvocate of this
approach.
Itis possible to classify policies followed by various governments on this basis.
' ' . Exmibiene
Asian Countries and Policies followed . -
Outward Oriented . Inward Oviented
Strongly _ Moderately- Strongly Moderately
Hongkong Thailand " Burma Sri Lanka
Japan ‘ : : Pakistan
Singapore : Indonesia
South Korea : _ Phillipines

Source : Internationa] erkeﬂng and Expoit Mﬁnégelnent Edwin Duerry et a),

India’s policy currently reflects a change towards outward orientation. How strong this
orientation will develop depends.largely upon how foreign traders look |at India and
time span of poljtical stability. :

The inward oriented societies may choose to diszllow the princi ple of free foreign trade
to apply thirough the use of its foreign policies. A number of reasons have been
forwarded for disallowing free foreign trade. They range from national defence to

- protection of infant industries and home markel, Sometimes reasons such as

16




-unreasonable huys in the domestic market. Similarly, the governmgy

encouragement of capital accumulation, maintenance of employment have also been’ Scope and Size of Inkernationel
forwarded. Whatever be the reason, it can be pointed out that the consumer generally Markets

loses because of inward orientation. He has to pay higher price and he is offered a '
smaller range of products to choose from. The production system in such economies
tend to become inefficient because of the protection afforded. Thus as pointed out
earlier the standard of living and balance of payment of such economies is bound to
decline. Economists have accepted the arguments of national defence and protection
of infant industries but how long and to what degree should the principle of free trade
be disregarded has not as yet been agreed upon. :

In order to implement its foreign trade policies, ta encourage or discourage foreign
trade, the governments of such economies have at their disposal various instruments.
Depending upon the element.of foreign trade as also the industry or product; the
government wishes to cong:?ii, it deploys these instruments in form of barriers and
incentives. : - §

Let us view these barriers and incentives in the light of specific elements that a
government wishes to control. _ - :

Import Discouragement

When_ the government wishes to discourage imports of any commuaodity, it: reates
barriers against the import of this commodity and at the same time uses incentives to
promoie import-substitution. v '

The chief legal barriers that a government can utilise are tariffs, quotas and boycotts.
The government can also create barriers in form of exchange controls and psychological -
hardships e.g. French govt. deciding that Japanese VCRs entering Frénch mgrket
would have to be checked individually by customs. The government may simply Wgpose
very high rates'of 1axes on the import of such commodities, thus making

to'specify the quantity (in terms of number of units or money val ;
imported, Boycott refers to the ahsolute ban on import of these i efp. India
import policy specifically lists a few items which are bannegfor impofts.”

The government may further use exchange controls and ps ogical barriets to
prevent imports. Exchange control refers ta the avajjéBillity o reign exchange and the
cost at which these funds are made available. Th nt may use each of these
two variables to control imports, In many countries ifigs been noticed that the import
procedures are fong and cumbersome. Th be specifications and
subspecifications. All this add to the hara lue and discourages imports.

Besides the government may use health grounds to prevent import of certain
commodities. Thus the governments use of psychological barriers can also be very
effective. :

When a government prevents imports of certain essential commodities, it must create
production facilities within the country. This is donc on the principle of import
substitution. :

Thus, government may add to their long Jist of rules, a rule like - the goods cannot

. be imported unless the importer can prove that the good is not available within the

country.

Such rules force potential importers to consider manufacturing in the domestic markets
thus giving boast to these industries.

Import Encouragements

Normally import encouragements are not witnessed in inward-priented socicties.
However when the orientation shifts from inward te odtward, we see measures for
Jimport encouragements on the bloom. The first signs are the relaxation. on-import of
capital goods, allowing of foreign investments to enter followed by imports of corfsumer
goods. -

When the government of such economies feel the need to promote free trade they
gradually start minimising their long import restriction both in number and in terms of
the implications. : '

17



Imarantions) Marketing —
Am Introduction

_ markets and many other such mieasures.

- export of antiques which are over 3

More and more quotas are released for imports, exchange controls are minintis=d and
psychological barriers removed. Some advanced countries like Canada and Japan have
importers’ association which develop links with other countries and give themn specific
information regarding how certain commodities and products can be imported to their
coumtry. :

When a government wishes to encourage exports it offers to its firms various cash and
non-cash incentives. .

Direct or indirect cash incentives are promoted. Direct cash incentives may be on the
volume of trade cartied out by a firm orvalue of foreign exehange eamed by a company.
It may be fixed or in moving terms.

Indirect cash incentives take the form of differen‘tfial tax structure and lower interest .

rates for working capital finance required for exports. In India, the differential tax
struture is used. All income on account of foreign trade is tax free (subjgct to certain
conditions). Lower interest rates to develop the export base is also anotier means of
providing indirect cash incentives, .

Besides the cash incentive, several non-cash incentives are also offered by such
governments. These include impert facilities, and establishment of free trade zones
within the country, permissions for selling a pomon of their praduction in domestic

Exptm Dismuragemem

Export discouragement is a phencme
become necessary for every country to |

n in the modern world becaise it has
n its income for paying for its imports.

However virtually every counts Mowed for ban on export of certain commodities

which may be essential or of histg

a ban on export of onion: dia to minimise price rise in domestic markets.

Besides these rea or balning the export of a product; countries unanimousty may
agree to banthe rticular goods on humanitarian/environment gréunds, Ban
on ivory trade and Agimal skins to protect wild life are few other examples.

ignificance. Thus in India there isa banon the -
indred years old. At various times, there has been

1.3 m&ﬁ*@mmr@mmﬁ

The history of Indian foreign trade begins with her independence. Independent India
had a balance of Rs. 1,736 (in sterling prunds) crores to the credit of her balance of
payment. By 1950 the balance had dwindled to Rs. 911 crores because of the haste,
demonstrated by the government, to bring about development.

Since independence india has adopted a socialistic pattern for her society and aimed at
achieving the self-sufficiency objectives. Al her economic policies were geared to’
accomplish these objectives.

So {21 35 the foreign trade is concerned, India was recognised as a major f{gricultura]
producer. But because of the interplay of the objective of self-sufficiency the
government decided to promote industrial developmeni. The major reasor for the risz
in imports until the Third Five Year Plan were the pursuance of these objectives and i+
wars that India fought in 1962 and 1965. Thus while our imports grew in value the
exports could not keep pace. The exports were mainly agricultural produce with liziis
ov na vaive added aciivity being performed on them. The industrial India had not even
started producing adeguately for domestic demand therefore the question of
non-traditional goods being in India’s basket for export was non-existent. [Resices this
the fact that industrial world bad developed synthetic substitutes for major Indian

© produce like jute and the stagnant agriculicral production were responsibieggr the poor

performance. Countrigs whih had become independent during the same period also

started to foliow srmﬂar patterns and objectives. Protectionism was being practised and
drop in the export bmught about negatwe balance of payments in her earlier years. This
can be viewed fiom the exhibit given below: .
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* Exhibit 11 " Soope aad Size of Internutional

Indian Forelgn Trade In the Planoed Period ' . Markets
Trports " Baports  BalanceofPyy- ° .
: : .. ment{Deflcit)
1st Plan (195152~ 1955.56) . 73 609 114
2nd Plan (1956-57- 1960-61) : 985 624™ -361
3rd Plan (1961-62+ 1965.-66) 1241 152 -489
Annual Plan {1966-67 - 1968-89) 1991 1238 . -753

The Fourth Five Year Plan recognised the necessity for controlling the balance of

_payment deficits. This was reflected in the incentives which were given for the first time
to promote foreign trade. The green revolution and a recession in the Indian economy
led to a positive-balance of payment situation in 1972-73 which was again repeated in
1976-77. However the overall balance of payment situation has remained bieak during
the decade as can be seen in the exhibit.

Exhibit 12 . .
Indizn Foriegn Trade During 1970's - i
Period : ' “Iapert " Export Balance of
_ Trade-
Rs. crores ’
196970 _ : o 1582 . 1413 -169
1970-71 isds - 1538 99
19711 1825 . 1688 217
191273 1867 1971 +104
1973-74 . 2955 1523 -432
WIS - Ase 13329 -1190°
1975-76 ' ' 3265 : 1222
197677 o 074 +72
157778 o 8025 421
197879 ' 6764 1072
Although the exports grew during this period it did not o he growth in iftaports

mostly because the import bill increased with the i
by OPEC and the liberal import policy followed

ease i the oil prices announced -
govetnment. :

The next decade marked a further rise in the goveMyment awareness regarding foreign
trade” In 1982-83 the government announgd@n integrated export-import policy. Prior
.to this the government had been announcing kport and import policies separately.
But after 1982-83 it decided to announce it 3g@fingle integrated-annual policy. Later
the term of the import-export policy was extended 10 three years. The term of the
import-export policy has been further extended to five years and the curfent policy is
for the period 1992-97. The government policy has given considerable emphasis to
promoting exports. They have further liberalised imporis.

Exhibi¢ 13
Excerpt from Approach to Eight Five Year Plan
Fxports and Internaticnal Trede Policy

109. The mounting fiscal deficits and their effect on aggregate demand are part of the reason for the pressure

on balance of payments. Sharp deterioration in net invisible earnings, reduction in concessional borrowing

and some wpsurge in bulk inparts have contributed to this process. Increase inimports related to production

of non-essential consymption goods has added to the pressure on imports. Prudence requires that further

increase in foreign borrowings, especiatly the recourse to loans of shorter maturity and on hardér terms, be

* restrained severely and steps taken to accelerate the utilisation of aid in the pipeline {which is on much softer ¥
terms). The thrust of liberalisation should alse shiff towards improving the technology and efficiency of the

intermediate and capital goods industries, which is desirable from every point of view reducing costs of

domestic manufacture, increasing the competmveness of domesticindustry ona wxder range than at present

and building the base for greater self-reliance.

110. The rate of growth in export camnings in recent years {17 per cent in doliar terms and 13 per cent per

annum duriag 1986-90) has been impressive. But it has to be stepped up even higher to bring down the BOF

‘deficit to manageable levels. Efforts to cxpand and diversity exports both by products and markets must

continue. . ~

111, The strategy for export growth woud include:

i) anwmgupmdhbwrmtmmﬂaMwhwhhnwememdasm

elements in our trade, Atthesametnne,dwmﬁcnhonmtoamdermgeofpmductssuchaswftwmmd ) .
otherlhlled-buedsemoee, 19 . :
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i) .slrentl:ening of institutional inftastructure for exports such as Export Houses, Expont Promotion

- Councils, specialisation in both product and selected markets; as also modemisation of other trade

promotional institutions and elimination of procedural bottlenecks;

iii) rationalisation of incentives, speedy delivery of raw rlw.tenals equipment and componems re[ated to
export production — be they indigenous or imported, and promptness in pm\rlsuon of export asslstanoe,

W) supportwe exchange rates and demand management and .
¥} adequate investment provision for infrastructure where there isa Ingh concentrahon of expon producuon

indusiry.

112. Tourism has demonstrated its por.enual in conmbuung substantially io foreign exchange eammgs The
circurastances afe propitious for a rapid expansion of tourism. Tourism industry dées not encounter
protectionist baeriers. It is today equipped with 2 reasonable-infrastructural base and is poised for further
faster growth. The further expansion of tourism should be achieved mainly through the private sector, The
state can contribute by planning broad strategies of development, providing essential infrastructure, and
devising effective regutatory mechanisms to protect the interests of industry, the consumer and environment.

113.- Tnternational trading environment is undergoing rapiid- transformation. Protecnomsm is gmwms and
muitilateralismis under pressure. The incquity of the present international trading system from the viewpoint
of developing countries is'sought to be perpetuated, Moreover, in the name of the strengthening of the
trading system, new linkages are sought to be enforced shrough the muliilateral trade negotiatione.

114, Tndia's trade policy will have to be fashioned to meet these chalienges. Qur efforts to pras‘efve the
multilateral and non-discriminatory character of the traiding system must continue. Tn keeping with our
development, trade and financial needs, we should prepare ourselves te play an active rode in the

-internativnal trading system, consistent with our national ebjestives. The gradual shift from quantitative.

controlstotariffs and techaological leap fropging might facilitate this process, Qur resistance to introduction
of new linkagesintended to circumscribe the auionomy of developmeri policies must continue with renewed
vigour. We shoutd strengthen our cooperation with she like-minded developing countries in forging
coordinated appmach and negotiating positions igthe multilateral fora

15, While the freedom to pursue autonom ment po[u ies must be jealously guarded
cnhancement of trade and economic cooperati g developing countries must continue io be a major
aim of our external economic policy,g@gkility to realise these objective will be, in the last analysis,
determined by the sirength and pro pf our industry, agriculture and infrastructure. i

Enario of ndia with referencc to commodities in the

The principal exporl.2qd import
21 and 1970-71 can bé-seen as under:

past three years vis-a~

Exhibit 14
Principal Exports

1991:92"  1950-91 198990  1980-88 197071

Es. croves

Agriculture & aliied : 1,638 - 4,019 4,57 1,057 487
Of which; o g -

Colfee B3 11 253 343 214 25
Tea o ) . 1,132 - 1078 905 0~ 426 148
Qilcakes ) ) 871 625 546 25 . 55
Tobaceo & manufactures o377 63 175 i41 X ]
Cashew kerneis . 668 441 368 123 57
Spices . . 370 - 233 247 131 - . »
Rice _ 55 440 427 24 5
Fish & preparations ) : 1,374 - 687 213 k]|
Raw cotllon © 316 . Bd6 128 - 185t 14
Ores & minerals . 2,281 1,740 1,380 414 [ T2 N
Of which: ' . . o '

Ironore . 1,432 1,050 928 -3 1w
Manufactured goods : 32,384 13,319 20,318 3,747 G 3
O which: : .

Cotlon yarn, fabrics & . .

made-ups 3,209 2,100 1,48¢ 408 132

Clarments : 5411 4012 3,224 550 A

Jute yarn & manufas:wres : ©.a87 wa 258 T 330 190
" Leather & manufactures 3.078 2,566 - 1,951 - 337 T2

Handicrafts 5.346 6,167 6,285 ' 952 73
OF which . : B :

Germs & jewellery : . 6,750 5,247 5,296 642 © 43
Chemicals & altied products © 3,677 C2.45 1,981 .35 k!

- Enginecring goods : . 3107 1809 - 3321 574 ©o198
Mineral fuels & _ : R
- nbricants . : 1022 98 . 697 . 13
Tatsl (inci. others) _ 43878 - 32,553 27,68t 6,711 1,838

* vaisionall. ) 20



Cerealsand preparations 141 182 . m 100 213

Petroteum and products : 13,129 10,816 6,274 5,264 136
Edibie oils 240 326 211 617 " n
Chemical elements & _ . ' )
compounds ' 3,523 2,289 2,135 . 358 68
Medical & pharmacentical
products 456 448 - MM BS b2 |
Fertiliser & feniliser matzrials 2,259 1,766 1,717 - 818 86
Paper & board and mirs. 488 456 ‘358 187 25
Iron & steel 2,154 2,113 2,305 852 147
Non-ferrous metats © 8B40 1,102 1,253 A7r 119
Capital giods 10,3% 10,468 883 B,910 44
Of which: : . :
Wetal mapufactures n.a. 3 2N 0 9
Electrical machinery n.a. 1,702 1,921 260 . 0
Other machinery . na. 4,240 3532 - 108 258
Transport equipment na =~ 1,670 1,526 472 67
Pearls, precious & semi- ) . ) -

precious stones L 4822 3,738 4242 4117 (25

‘Totat imports {incl. others) 4? 213 43, ‘.93
"® Provisional

" For 1989-90 and 196091, capital goods mclude project goods

Thus India’s thrust commadities and countrie “anbe outlined as below:

Ezhibi 15
Thrusi Markeis

fulelen

America  EastAsie  South Asia

Fast Eu West Borope West Asls and

Norit Afvica

Zimbabwe

United States Sapan iran Tnited United Arah
Kenya of America  Repubiic of chosle-® Kingdom  Emirates
Mauritius  Canda Korea . Federal - Saudi Arabia
Ethopia Brazil Peoples Republicof Kuwait
Cameroon  Argentina  Republicof Germany EpptAR
Zaire Mexico China France Traq

Trinidad and Ausiralia Italy Bahrain

Tobago Malaysia © Oman

Cuba ' Indonesia . Jordan
: Muorocco
. : Tunisia
Source: Developed by Indian Institute of Foreipgn 1rade -

Exhibit i7
Thrust Producis

- - Basic Chemicals )

- Capital Cioods and Consumer Durables

- Fabrics, price goods and saake wp "
-Leather and Leather manufacturens with an empha-us on ihe lam:r

- Iron Ore
- Handicar®t and Jewellery

- Warine produc: speially in valus added forms

- Processed feods including ffuits and juicss

- Mezal ard Mear product aad fresh ™,

- Projects and Services

« Readymade Garments

- Tea, specially in packaged and value added foms .
- Wootlen fabrics and knitwear

. Sawree : Developed by Indian Insiitute of Focshgn Trade

It is alse necessary to monitor the country’s foreign sxchangs raserves in this context.
. 7y ¥ £ 5
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An [ntreduction : ) Exchange Reserves
) . I
Reserves % sharein | “Import
(USSBn) world total cover
‘ {Months}
Sept. Bec. Sept. Deg. Sept.
1991 1980 1951 1980 1991
World 686 a3 1000 | 100.0 23
Developed regions
Of which: ‘
Denmark 7.9 i4 : 1.2 1.1 30
France M5 273 52 85 1.8
Germany 612 . 486t 9:2 15.1+ 1.9
Italy 56.9 23.1 8.5 12 kX1
Japan . e 246 10.4 ‘ 1.7 3.6
Switzerland 255 15,7 38 49 4.6
UK. . 40.4 0.7 6.0 ‘ 6.4 23
US.A. 63.7 15.8 9.5 49 1.5
Opete |
Of whick: o
India ’ 1.9 6.9 0.3 2.2 1.1
Bangiadesh ’ 10 a3 21 a1 33
Brazil 6.2 58B. 0.9 ) 1.8 43
China 0.9 2.5 6 ‘ 0.8 85
Indonesia - 85 54 1.3 1.7 4.1
Korea, Rep. 129 29 21 ‘ 0.9 21
Mexico 164 a0 2.5 _ 0.5 5.6
Pakistan 0. 0.5 0.1 02 0.7
Philippines 2.4 " 28 0.4 49 23
Saudi Arabia . 234 1.7 13 n.a.
Singapore . o 318 6.6 4.7 ‘ 20 58
‘Thailand 17.0 l.a 25 &5 5.4
Venezuela 9.3 6.6 1.4 | 21 127
' |
* Total of reserve positio foreign exchange and SDRs.
1 Relates to former West any.
Exhibit 19 ‘
TRADE WITH SELECTED COUNTRIES
S ‘ Trade
Importsfrom - Exportsto i balance
Rs. crores % Rs, crotes Y | Rs. crores
O.ELCD. 1971 1,042 638 . T4 i 8 ] 273
1989-% 20,224 57.1 14,743 533 -5,481
1990-91 23,310 54.0 17,428 53.5 ‘ -5,882
EEC 1970-71 azp 19.6 282 18.4 -38
198%-% C 11,73 kx| 6,506 249 4,83
1990-91 12,680 ' 29.4 8,551 s -3,729
Belgium  1970-71 12 0.7 20 1.3 +8
1989-M 2,696 7.6 1,208 4.4 -1.487
1996-91 2,718 6.3 1,259 3.9 -1,459
France 197071 21 1.3 1B 1.2 -3
1989-90 1,612 4.6 638 -2.3 -974
1949091 1,304 30 Toh 24 -538
Germany  1970-71 108 6.6 32 2.1 -76
(West) 1989-9%0 2,750 - 7.8 1.778 6.4 72
1990-91 3473 8.0 2,549 7.8 2 )
UK. 1970-7] 127 7.8 17 11.1 +43
1982-90 2,974 8.4 1,602 58 -1.372
1990-91 2,804 &7 2,128 6.5 _ -T6h
Awustralia 1970-71 37 2.3 25 L& ‘ ' -12
1989-90 887 2.3 . 335 12 -552
] 199091 1,464 34 31 . 10 -1,143
Canada 1970-71 i17 1.2 28 ' 18 -50
1598990 454 13 264 1.0 -190
195091 559 13 281 09 -278
22




Scope and Skre of loternuilosal

' - Trade - Mariets
fmportsfrom - Exporisto balance
Rscmres % Rs.crores % ' Rs.crores
Japan 197611 S 5.1 204 133+
198990 2,820 80 - . 2727 Do 93
199091 3,245 X 3,039 9.3 206 .
Cusa. 9w 45 ni 13.5 -246
- 1989-90 4,260 120 4,474 16.2 +214
1990-91 5,245 121 4,707 14.7 -8
-OPEC v 126 ST B 64 B 4
1580-90 5,0M 4.3 1,548 87 23,233
199691 7,04} 5.3 L&Y 56 <5318
Iran 197671 02 56 27 X 45
1985.90 390 [ 132 0.5, 158 _ . :
199291 1,016 24 i 0d &7 .
" Kuwait 1970-T4. 6 0.4 16 1.0 +10
1989-00 1,160 33 198 - 07 982
199091 “363- 0.8 74 0.2 289
Saudi 197071 P} 15 15 10 9 |
Arabia 1959-90 1,448 4.1 419 1 -1,019 |
19909 2,89 6.7 415 1T 2480
Extern  1970-71 .20 3.5 mn 1% +103
Emrope 198350 2,59 8.4 3% - 193 +2,345
; 1980-91 3,337 7.8 5,819 179 42,442
USSR 16707 BT 6.5 20 13.7 +104
1988-90 2,038 S8 4,463 16,1 +2;425 : : |
1900-91 2,548 59 5,255 CML T 0 |
Developing 197071 230 14.6 305 198 +56 |
couniries® 198990 6,03 17.0 4,346 18.3 -1,785 |
) 199001 7,965 19.4 5,468 15.8 30 : |
Asia 1970-71 31 a3 166 0.8 |
1989-90 4,452 ‘12.6 360 13.1 ‘
199091 6,023 14.0 4,665 14.3
Noye: Figures under % show the % share of each economic region or country'in 1 i imports and

eaporls respectively. Data for only some countries are shown un he ecoflomic regions.
* Exciuding members of OPEC.

1.3 REGIGNAL ECONOMIC GROUP

A new arrangement is emerging in economic fi ‘Workd War I1 wherein several
countries together decide to engage in an econo peration with the objective to
use their resources more effectively and to pr(wide rger markets for member
countries. Different forms of regional eoonomu: co-operation car be classified as
follows:

The ¥Free Trade Aren: [t is the léass restrictive & loosest forin of economic integration.
In a free trade area, all barriers to trade among member countries re removed. No
custom duties are leviable for teade within mermber countries, However, each member
country retains the right to frame its own tanif structure vis-a-vis non-members. The
most well known of the free trade areas lS the European Free Trade Association
(EFTA).

Tie Custems Union: The customs union is one step further towards economic
integration. Like in Free Trade Area, members of customs union do not have any trade
barriers between them. Furiher, there is a common trade poficy foliowed by afl
members with respect to non-menrbers.

The Cowvovon barkes: In addition io the_féatures of & custems unicn, common market
aliows free movement of labour, capital & technology within member countries.
Festrictions on cross border invesiment are abolished, The free movement of fabour,
capitat and technology bélp in their most praduciivé viilisation.

The Econemfe Usden: This represénts the most advanced stage of 2concinic
co-operation wherein the participating countries not only have ne trade barriers within
them and common trade barriers for non-members but zlsc harmonize their momlary,
fiscal, financial & tazation policies,

Poiitical Unton: The whimase development of an cconomic union sakes form of a . |
Petitical Union where member countries decide to shed their pational political status,

7




Interanilonal Mafketing —
An Jatroduction

millior-consumers. T!

. ExMbit 20 : Difereat Forms of Ecosoentc Growpiogs  *

POLITICALUNION =

ECONOMIC UNION

COMMON MARKET

_ CUSTOMS UNION |

FREE TRADE
AREA
Free Trade Among .
. members

Common External
Trade Policy

Free movement of labour, capital
and 1echnology

Harmenization of economic policies

" Single Political identity

Some major r’egional'trade ass.ocia_tioris are described hereunder:

The Enropean Economic . .
Basud on the treaty of Rome of 251 1957, the EEC came into being on
as tly 12 member nations — Belgium, Deamark, '
embourg, Netherlands, Portugal,q{?%n. UK,
1992 functioned

as a Customs Union rom J anary 1, 1993 has emerged as a common marke: of 340
ate objective of the community i'to form an economic
union latest b 1 . 1999 wherein there wili be a European cent*al bank & a

Germany and has its head q it Brussels. The' community has tilllTj

arket refonns have bee_n_a success, the crucial second phase of

While the sing
eco tion Is not moving in a smooth manner. The Maastricht Treaty which
envi only asingle European Currency but also a framework foil co-ordinating

defenceffd foreign policies, sufféred a setback when Denmark rejected it ina
referendum on June 2, 1992 by a narrow majority. Some boost was recltewed later,
however, when France approved the treaty in the nation wide referendum, though by
a very parrow margin. lreland also gave endorsement to Maastricht in its June 1, 1992
referendum. To become law, Maastricht must be approved by each of the 12 member
states. either by legislative vote or by referendum.

Exhibit 21 : 1992 SCORECARD

Sector  Objectives . Accomplishments
" AirLines Total open skies policy by 1993, . Free pricing and licensing of new
inciuding freedom of) pnﬂng& emry " international aitlines by 1983,
of new airlines National markets closd until 1397
Telecommunications  Deregulation of equipment and services Cipen competition in equipment services
except forphone calls, by [993 - by 1993, Target for mE]l%
. . deregulation of cross-border calls.
Automobiles Ending Europe-wide quotas on Japanese National quotasin eff}cl until 2000.
cars by mid-1990s. Transplams not Jap transplants includedin quotas.
includedinquotas. ) .
Financial Services Deregulation of banking, insurapre Banking fully liberalised by 1993,
and investment services by 1993 insurance by mid-1994. Investment
. o ’ ~ servicesto open from 1995 to 1999
Borders Removat of all cusioms barriers " Barriers to products removed by 1993.
: for products and people by 1993 Free circulation of pedple in most

countries by 1993,

Social Policy Heavyregul_a;ﬁons on working times, Mostly blocked by Brit.ish pp
i subcontracting and workers' rights.

Source : Ilumlnm.‘l‘nday




The Europc_:ﬂn l_V_I_onctary Sys_tp_r_ns (EMSY}:

Founded in March 1979 to control inflation, protect European trade from international
disturbances & ultimately promote convergence between the European economies.
The Exchange Rate Mechanism (ERM) is run by the finance ministries & Central
banks of the EC countries on a day-to-day basis; monthly reviews are carried out by the
EC Monetary Committee (finance ministries) #nd the EC Committee of Central
bankers, Members are obliged to restrict the fluctuationsin the value of their currencies
to a variation *band’, usually at 2.25% (though this may be widened to 68% on a
country’s initial joining) higher or lower than a central rate established by comparing
all the currencies in the ERM & the European currency unit. If a currency reaches its
top or bottom limits, central banks are obliged to buy or sell currency on the foreign
exchanges. Further stabilization measures would involve adjustment of national
interest rates, central bank borrowing from other central banks or withdrawal of
reserves from the European Monetary Co-operation fund. The adjustment of last
resort is re ot devaluation.

The European Community received another setback in later part of 1992 when after a
turmoil in ERM & a big fall in value of Pound Sterling, Britain withdrew from ERMon
September, 16th 1992.

European Free Trade Association (EFTA):

The EFTA was established by the Stockholm Convention of 1959. EFTA is a 'Frec
Trade Area’ and the present member countries are — Austria, Finland, lceland,
Norway, Sweden, Switzerland & Liechtenstein.

A larger European Economic Area (EEA) is alse being envisiiged hy having an
agreement between the EC & EFTA with eventually seven EFT A countries becoming
members of EC. This, however, has received a setback when in end 1992 Swigertand
in its referendum, rejected the membership of the planned European Ecofigmic Area,

The North American Free Trade Agreement (NAFTA):

The U.S. President & the leaders of Canada & Mexico participalg geremony in
October 1992 in Texas to spotlight on an agreement desigged to croW€the World's
largest & richest free trade zone. “This meeting marksatur int in the history of
our three countries,” Mr. Bush said. Mr. Carlos Salinas De ari, President of Mexico

said, “'We can all win with the agreement becauseg | lift the economies of all three
nations.” The 2,000 page document was signed b ministers of the three
countries.

NAFTAwouldcreate the World's largest area by removing all trade barriers

among the 3 countries over 15 years.

Latin American Integration Association {LAIA); _

The Association taok over from the Latin American Free Trade Area {LAFTA) on
1st January 1981 which was created in 1960 to Rurther trade between the member states &
promate regional integration. The LAILA has following members: Argentina, Bolivia.
Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay, Peru, Urugnay & Venezuala.
The Association’s head quarter is in Uruguay.

Exhibit 22

CENTRAL AMERICAN TRADE BLOC SOON

Central America is maving towards creating an econamic bloc of its own to compele with the World's other
trading proups & profit from regional trade.

“We must form a bloc or we are going to be dead economically.” said Sonia Maria Gonzalez, who works for
the Guaternalan Govt. to atiract investment. " You can't have Asian Countries wgether & European
countries topether & then have this winy country of Guatemnzla with oaly 9 million people.”

Central American nations hope a larger trading unit will give them clout with big ones like the E.C. & the
proposed NAFTA. .

Another advantage would be to ease internal distribution of such local wares a5 Costa Rican dairy products,
Salvadoran plastics & Guatemalan rubber, pharma, plass & electrical appliances.

The region exparts Coffee, Sugar, Cotton, Tobaceo, & Seafood. Itimports virtually all ol its 0il, automaotive
parts, beavy machinery & advanced technology.

A Central American common market was established in 1963, but became it
probilems & had fallen apart by the tate 700s,

~ political & economic
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What is diffierent now is that we 25¢ all talking about the same language, says Juan Luis Mirop, Guatemala's
econcmy minister. “We are all talking about free enterprise.”

“In the 1960°s, we are talking about ar extreme left and an extreme right, we had pr&Amenmn & Pro-
Russia, now we have the same ideological positions & the sarme way- of doing buginess.”

President Rafael Leonardo Calejas of Honduras said Central American countries sre working towards 'a
policy of common interest & integration with the Caribbean countrizs™ to open the Evropesn market to

regional products. )
Central American economic ministers have established miniraum tariffs within the region of 5% & maximun
of 20% 1o be effective by the end of year, replacing duties of up te 75%.

In May, the presidents of Guatemala, Honduras & El. Salvador agreed to lift tariffs on 10,000 items by the
end of the year and work towards a customs union. Tariffs have been dropped throughont Centrat America
on about 1,600 agricultural products. : ‘

In July, 1991, Costa Rica, El, Salvador, Guatemala, Honduras & Nicaragua agreed to further integration
with an eye towards the U.S. enterprise for the Americas initigtive, a programme intraduced in 1990 that-
altows wider access to U.5. markets.

W benelit in practical business terms, as well as in foreign policy terms, from having mote Prosperous
neighbours,” Peter Whitney of the State Deptt.'s bureau of inter-American affairs said at 4 trade meeting
last year in Guatemala city.

Sooner or later we are going to be absorbed into the U.S. big trading bloc, since we are the littie dwarfs on
the side,” said Jorge Skinner Klee, a Guatemalan Congressman, 11 is better to increase our bargaining
powes by integrating and then try to cut 2 deal with the big boys.” -

Jahinna Fiallos, head of a Nicaraguan business group said, * Positive changes are taking plac'v.: throughout the
regicn, lategration will result in more competition. ... Higher quality products & better service."

«it thelr meeung fast Inly, the regional presidents decided to spend more on infrastructure including a rail
‘ot nerwork & improving the Attantic port of Santo Tomas shared by EL. Salvador, Guatemalz and

Honduras.

Bilateral treaties ;2ve been signed since to expand tr.
¥ 640m a year and thare i3 @ talk of common currgney.

within the regions, now at

Immigranon depcitments are considering a region: rvsumilar to the visa-free systenis in the E.C.

“IF we want 1o fuce the external market ;@89 ng whole, we will need ta break down our own internal
barrigrs first.™ said Otto Becker, head of @ ala’s business associations,

{Source : Econontic Times : dufy drd, 1992)

i.atin American Economic e (SELA):

SEL A was ¢crdfate Latif American & Caribbean countries meeting in Panama on
17th OQcrober, 19 m joined later in 1979, The system provides member
countries wighypermangnt institutional machinery for joirt consultation, corordination,

v a@ pgomotion in economic & social matters at both intraregional &
Q >. The head office of SELA is based in Caracas, Venczuela.

Caribbean Community (CARICOM):

The Treaty establishing the Caribbean community, inciuding the Caribbean common
market and the Agreement establishing the common Exteenal Tariff for the Carnbean
Common Market was signed by the Prime Ministers of Barbados, Guyana, Jamaica &
Trinidad & Tobago at Chaguaramas, Trinidad, on 4th July 1973 and entered intoforce
on st August, 1973, The Caribbean community has 3 areas of activity {1} pconomic
Cu-operation through the Caribbean common market: (i) Co-oriinution of foreign
policy: {iii) functional co-uperation in areas such as health, education and culture,
youth & sports. sclence & vechnology and tax administration.

The Caribbean Common Market provides for the establishment of a commpn external
taritf, a common protective policy and the progressive co-ordinations of externat trade
peiicies; the adoption of a scheme for the harmonization of fiscal incentives to industry;
double taxarion arrangements among member countries: the co-ordinating of econcmic
policies & development planiing; and a special regime for the less developed countries
of the community, In 1990 4 target date of 1994 for the creation of commen market was
agreed.

Memirers: Antigua & Barbuda, Buhamas, Barhacos, Belize, D 1hes
Guyana, Jamaica, Montserral, St. Kitts-Nevrs, Ssin A, S Vineent and
the Grenadives and Trinidad & Tobago.
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The Arab Common Market came into operation on 1st Jan. 1965 "l"he agreement
reachedon 13th August, 1964 and opest to all the Arab League states, has been signed

by Irag, Jordar, Syria & Egypt. The agreement provides for the abolition of customs
dutiés on agricultural products & natural rescurces within 5 years by reducing tanffs at

alfannual rate of 20%. Customs duties on industrial products ate to be reduced by 10%

annually. The agreement also pravides for the free movement of capitat & labour
between member countries, the establishment of common external tariffs, the
.co-ordmatlon of wonommn] development & the frammg of a common foreign policy.

Association of South-East Asian Natlons (ASEAN)

The ASEAN was formed by the governments of Indonesia Malays:a, The Phlllppmes,
Singapore & Thailand through the Bangkok Declaration which was signed by Foreign
Ministers of ASEAN countries on 8th August, 1967. Brunei joined in 1984.

The main objectives of the association are to accelerate economic growth, social
progress & cultural development, to promote active collaboration & mutual assistance
in matters of common interest, to ensure the stability of the South-East Asian region
and to maintain close co-operation with existing international & reglonal organizations
with sim#ar aims. The central secretariat for ASEAN is located in Jakarta, Indonesia
& is headed by the Secretary General. .

Cenfral African Customs and Economic Union (UDEAC):I

By virtue of the treaty signedin Brazzaville {Republic of Congo} on December 4, 1964
the UDEAC was formed. The member countries are Cameroon, Central @frican
Republic, Congo/Brazzaville and Gabon.

In addition to being a Customs Union this Union hopes to achieygthe statW€of an
economic Union, In 1970 it had Jaunched joint industrialisatiogfprogRgmmes. The
UDEAC has to its credit a common development bank, commoR\exteriial tariffs and a
common investment code. It has also been successful in gemoval Offrade barriers.

Economic Community of States of Central Afrwa (ECSC.

On October 18, 1983 the ECSCA came into bej virtue of lrealy of Liberville. 1t
has 10 members which include Cameroon, Centr Republic, Congo/Brazzaville,
Gabon, Equitorial Guinea, Rwanda, Sao Jiame Prifisipe, Zaire, Chad and Barundi. It
was hoped that this union would beco Q :
barrier, and the development of common «
movement of resources.,

al barriers and trade policy, and free

It aimed at achieving this by 1995 within 3 stages 0.’ 4 years each. [t also pui deadlines
to the minimum and maximum periods. The shortest period being 10 years and the
longest being 20 years. The Ist stage aims at stability of fiscal and customs rules while
the 2nd stage aims at setting up a free trade zene and the 3rd stage aims at creation of
a formal customs union and common external tariffs.

Thus this union aims at not only promoting trade but also mutual co-operation among
member nations. .

Economic Community of Western African States (ECOWAS):

The ECOWAS came into being on 28th May, 1975. It, however, became effective anly
from Sth of November, 1976. It had 15 members who include Benin, Burunia, Faso,
Cape Verde, Gambia, Ghana, Republic of Guinea, Bissau, Ivory Coas: Liberia, Mali,
Mauritania, Niger, Nigeria, Senegal, Sterra Leone, and Togo. It was thus the largest
agreemént covering a population of approximately 124 million inciiding 6 French
speaking, 5 English speaking and 1 Portugesé speakine 2\ lisies, with such great
diversity it was still hoped to achieve the objectives {common . uay econemic union}
by 1994,

e

economic union with removal of trade

Scope and Sine of Interaetinsl
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' 1.10 SUMMARY

To sum up the theory of relative advantage explain why a conntry indulges in foreign
trade. However, even if the country realizes that it is adlvantageous to enhcr into foreign
trade it must convert it into economic policies so as to motivate individual firms to enter
into foreign business. These benefits have to be firm, specific and cannot/be correlated

with foreign trade. ' '

India’s current position and history of foreign trade goes back to time of its econiomic
independence, Today India is at point where it must change its argument of
self-sufficiency and move with agreement of foreign trade if it has to develop rapidly.
This is validated by what has been happening in the world with reference 1o foreign
trade. The most dominant and immediate movement that the world ha been seeing is’
the EEC. Similar other movements are visible world over. They inicude free trade
areas, regional co-operation groups and economic unions. Even international bodies.
have come up 10 support this. They include the IMF and the World Bank. Legal

- environment is also developing for promoting International business and foreign trade.
GATT or General Agreement on Trade and Tariff marks this.

113 SELF-ASSESSMENT QUESTIONS

i) Define the premise for the existence of International trade and business?

ii} What are the reasons that promote international business concerns to invest in
foreign lands, '

tif} Argentinaand Brazil have decidedg formlan econamic union. What would be the

probable premise underlying this uni nalyse critically,
iv) For the purpose of scannin vironment certain variables may be used to
reduce the span of the scan rate 6 such variables.
1.12 FURT %m(;s ; |
 Z
Philip R Cateora M Hess, International Marketing, 3rd ediiioJ;, Richard D.
Irwin, T
Warren » ‘Multinational Marketing Management’, Z;id edition, Prentice Hall
of India, '

Rajan Saxena and M C Kapoor, 1984, Iniernational Marketing Concept, Techniques
and Cases, Tata McGraw Hill Publishign Co. ILtd. ‘
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1.13 APPENDIX : STATISTICS OF WORLD TRADE

Key indicators 1988/89
Popalation _ A CDPper Taflation GDP resl Balance of
{rm) ("800sqkm)- = capits {%) growth trade
L] . (%) (3m)
Argentina 2.00 (1} 27669 882 {1) 4270 31 4234(1)
Bolivia 6.9 1008.6 ™ 1.0 28 5
Brazik 144.00 85120 pIv] 6830 0.6 1082”
Chide 12.60 7366 2518 . 147 1.4 219
Colombia 0.20 11388 17 8.1 37 5
Couty Ria 290 51 prx] 208 3.0 %
Exuador 10.20 270.7 un 583 128 589
El Salvador 510 U4 95 .y 16 308 (1)
Fitach Guiana 0.08 01.0 - 40 {1) - 17 (12)
Cuatcmala 8.1 108.9 1502 109 15 36 (1
Guyanz (] 250 5 400 3.7 A
Honduras 450 2.1 851 (1) 44 30 po
Mexico 2.7 1958.2 2588 114.0 Ll 1600.
Nicaragua 5.62 1479 819 33000.0 80 612
Panama .3 ™ ny 0.3 5.0 m
Parsguay 44 06,7 1503 4 6.2 &
Peru 2130 1285.2 1503 11910 "1l i
Suriname 040 #1.3 . M 0.0 220 11913
Uruguay 210 () 17%6.2 29%9 6256 0.5 )
Venemuela 138 965 4544 %5 5.7 1347
Canada %.10 9576.0 - 40 45 {e) 1.
United States of
America 24630 9300.0 - 40 19 (o) t
Anguida 0.01 a3 3562 (1) 5.0 : -
Antigua 008 04 399 (1) 12() 20 (1}
Aruba 047 (1) [} - - -
Bahamas 0.3 By omn 42{0) ™ (1)
Barbados 025 4 Foiz) 48 33 181 (1
Belize oy 1.0 138 (1) 0.3 6 6l
Bermuda 0.06 0.l 18000 {1,2) 53 40 (1) 5390 ()
British Virgia Eslands 0.02 0.2 o491 (1) 15140 351
Cayman Jslants 003 03 1829 (1) 100 10 {1
Cuba 16:06 §2) 114.5 218 (3.n) - 17(1,8) -
Daomizica T3 08 1550 6 »
The Dominican ' :
Republic 6.90 484 154 4.0 08 s
Grenada 0.10 {1) 04 146 (1) 58 5.8 @
Guadeloupe 0.4 17 3600 (9) 5 - 938 {3
Haiti 6.3 28 Y {e) 40 0.2 (&) 124
Jamaies . 2.40 i 1388 8.8 L9 s
Martirigoe 0.34 L1 761 {3) 1640 - 903 {1)
Muntsermat 001 (1) 0. 3D BT 124 i
Netherlands
Dependencies 0% () 04 7500 {18} 26 15 (La) 195 (1)
Puerto Rico 1% 89 ™ 28 5.2 2000
St Kitts Nevis s 03 19 {3} 1.0 40 MY
$tLocia .14 04 1400 {1) Ly 50 o
SrVincent o 04 1210 {i} 20 30 ¥
Trinidad a8d Tobago L2 i1 3636 27 40 3
Turksend Caicos
- Islands 00 04 3500 {n,e) - - Nt
US Virgin Islands 0.4 04 7H (20) - 62 (2a)

21 4

(1) 1967 {21985 (3) IN5 (¢} estimated fgure (5) gross awticual product (GNF)
Source : The Econesle smd Businem Report '
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Key Indicators 1988/29

Population Area  GDPper Ioflation GLP real Balance of |
m  C0sgkm)  cepis (%) growth trade |
) | (%) (Sm}
Alghanistan 15.50 6475 1 ey) - '35 (3.0 196
Australia 1650 BT I 16 ‘ 37 113
Bangladesh 104.50 1340 170 {n) 94 26 144
Bhutan L35y 470 150 (1) - 67 (4) 63 {le)
Brunci 0.30 58 15390 {1} 2.0 22 800
Cambodia &0 181.0 - - - 0 2.
China 1100.00 9597.0 27 (ne) 185 ‘ 1.2 5500 {8)
Fiji 0.7 18.3 %08 1.7 ig) 15 4
Hong Kong " 5.68 1! 1038 {1) 14 ‘ 6.0 (n) 5729
India 96.60 32676 330 () 9.4 (e) L7 (ne} 7900
Indonesia 115.20 1919.4 450 (1) 8.0 (c) 2.1 (1,e) 5726
Japan 121,80 (1) s 16136 (1,0} 07 ‘ 38 (o} 94950
Korea DPR 2.9 120 - - 25 g 530 (2
Republic of Korea 42.00 9.4 4082 11 124 11450
Laos 3.90 868 141 (n) - B0 (4e) 130 (&)
Macao 0.4 0.0 5242 18 15 (e} -
Malaysia 1692 3304 146 (e) 25 74 () 5559
Maldives 0.2 0.3 405 (1e) 40 8.7 (¢) 15
Mongolia M [365.0 M40 (20} - - -
Myanma »3 6%.6 254 (1) 161 M "7
Nepal 18.30 1472 159 20 45 %
New Zealand - 9 268.7 9389 64 0.6 (n.e} 015 (1)
Pakistan 105.41 804.0 ¥ 88 5.8 2607
Papua New Chuinea 360 1.7 1 (1) 5.4 39 (e) 1198
Philippines 60.00 668 (g) 9.0 6.1 (&) 108S (e}
Singapore 2.65 932 L5 2.0 345
SriLanka 16.60 423 (ne) 14.0 35 [ned 544
Taiwan 19.80 3. 5606 T 50 o 10760
Thailand 54,50 514.0 841 (1) 38 84 (1) 2074
Vietnam 6520 9.6 150 2me) 0.0 {e) - 1200 (26}
{1 1987 (2) 1386 (3) 19 98¢ (e} estimated figure (n)- gross national product (GNP} !
[
Source : The Business Report |
Key indicators 1988/89 ‘
Population Area  GDPper Infiation GDPreal Balance of
(m) {090 sqkm) cxka {%) wrowth rade
® | (Som)
Adghanistan 1550 475 170 (1.2} - '35 (3¢) 1%
Aletia nM- Ly pasi| 6.0 ‘ 18 640
Bahrain .46 07 040 (1.¢) k! 28 (1) 13
Cyprus 0.6 93 5085 15 69 10
Diibouti 05 12 430 {1,e) - - 182 (1)
‘Egypt .00 1101.8 i (1e) 174 . 1.5 (1) 00
Iran 5,70 16480 308 (n) 50(1e) 02 {le) 124
Trag 17.20 4349 043 (16) 250 (1.4} 17 {1g) 279
Israel 4.50 08 T 16.3 1.8 34
Jordan 290 %4 1552 140 35 1708
Kuwait L% 178 13160 n} 15 - 1907
Lebasion 250 10.5 - 7000 (2) - 1540 (2,e)
Libya 430 17611 5500 (1) - - 433 (2
Mauritania 200 1030.7 503 {1 ¢) 8.2 (1) 0.5 (2.0} 146 (2)
Moroczo 23.30 Mo T () 23 8.0 5
Oman 138 3200 5789 (L,m) 0.0 (1) iL6 {2.0) 49
Pakistan 105.41 B0 m 88" .8 2607
Qatar 035 .4 15645 16 {1) 0.4.{1) 619
Saudi Arabia 1400 2149.7 5835 10 0.0 (1) 1952
Somalia 5.70 738.0 20 (1,0) 1250 1E.4 (L #2 (1)
Sudan 210 (1) 2%05.8 482 (10 M4 (2) 32 (1) 403 (1)
Syria 1134 185.2 1820 (1} 59.0 (1) 93 (1) 869 (1)
Tuaisia 7. 164:2 126 63 1.5 1090
Turkey S4.10 ms 1342 (n) 754 34 () 1800
United Arab Emirates .50 we 1557 6.0 (Le) i1 -
Yemen Azab Republic 9.3 1950 576 (1,0) - 4 {2m) 1141 {1
DR 2.48 31330 40 (Ln) - 12 m -

{1) 1987 (2) 1986 (3) 1985 (&) cstimated figure {#t) gross national product (GNP)

Source : The Economic and Business Report
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Key Indicators 1988/29

Sinlynce of

“Ares  GDPper Infiation GDPreal
(m} {7000 5q km) capita {%} Fowth trade
L& (%) )
Algeria .8 3817 nn 6.0 18 640
Angola 920 (1) 1246.7 - - - CHE(D
Benin 430 (1) 1826 3812 50 (2 80 (Le) B
Botswana 1.2 582.0 m 84, 13 386
Burkina Faso 830 (1) W N 420 32(1) wE
Burundi 515 peX M 45 20 (1) 8 {1)
Cameroon ik 4T 185 8.6 20 (1 38 )
Cape Verde 0.3 Tl 500 (L) - 6.0 (20,8} 14 {e)
Central African . :

Repubiie 0 62,0 330 (1,0) 40 0.4 (Loe) . i
Ched - 540 12840 136 {1} 65{le) . 0S5(Lo) 150 (1)
Comoros 0.2 (1) 22 W - LHLae) # (3
Congo 2.00 3420 M2 {ne) 165 04 . m
Code d'bvoir .60 ms w7 14 39 (1,m) 815

" Diibouti 0.5 12 8 (1e) - - m {1
Egypt 34.00 - 1015 T {1e) 1.6 150 6300
Equatory:. juinea (41 281 9 {1} - - -
Ethicgia 79 210 1 7.8 8.0 () 1125 (1,e)
Gabon 1.9 261.7 2088 60 23 () 4
Gainbia, .81 113 00 (1) 1.1 - 3
Ghana S 1410 205 624 (1) a3 6.0 () 125 ()
Guiniea Republic 6.50 (1) 6.0 20 () - 5.9 (1.} 116 (1)
Gunea Bissau 0.92 ¢1) . w.& 19 (La) 00 ) - (1)
Kenya 70 58L7 k1] 82 6.1 785
Lesotho L7 304 BN 12201 58D 409 (1)
Liberia 250 14 450 (1,n) 50 1.0.(Ln,¢) £3 (1)
Libya 43 1761.4 5500 (1) - - (0]
Madagascar 09 5870 190 (2) 130¢Le) LD {lae) ¥ bl
Malawi .40 8% 182 {1) 339 36 )]
Mai B 12402 iy - @ 80 (1
Mauritania 2.08 1630.7 903 {19) 82140 p 146 (2)
Mauritius -1.08 19 1714 (1 o 7.4 7
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UNIT 2 CONCEPTUAL FRAMEWORK

' Objectives

Aﬁer going through this unit y.o'u should be able to:
. Distinguish between foreign, international and multinational marketmg
. ¢ Distinguish between global and domestic marketing

¢ Define and use concepts related to the management of the international marketing
function.

Structure

2.1 Introduction

2.2 Global and Domestic Marketmg

2.3 Global Marketing : A Concepiual Framework
2.4 Some Concepts

2.5 Summary

2.6 - Seli-assessment Questions

2.7 Further Readings -

2.1 INTRODUCTION \N

A company executive has been invited to give a talk on imernationa@ng toa
group of MBA students.

Inorder to maximize the thrust of his lecture he looks at comp ign operations,
since its inception with a view to identify the subtle diffeignces und®flying the activities
of foreign marketing, international marketing and mult »‘@» a2l marketing. This is
what he finds about the history of his company’s Spcrations. :

The company started its export opetation in ¢ 8, exporting to three specific
markets — the U.S. A, Britain and some countn around India. The operation was
mostly order based. W:th the induction EO 1n ¥955 these operations acquired
amajorchange. The market needs were 50 d and production was oriented to meet
their needs. The company had appointed soM€ agents to handle the marketing of their
product. By 1970 the operations had grown large enough te account as a separate
business entity. In 1972 this entity had been created and a new CEC had been
appointed. He made two major changes — he created subsidiaries in the foreign
markets which would handle all the business functions. He, however, made it 2 policy
to appoint naticnals at key positions in each of the subsidiaries. By the time he retired
in 1980 each of these subsidiaries was running as an independent business unit. It no
longer required direction from the headquartcrs and was quite capable of makmg its
own decision.

Infact soday these subsidiaries are not only.operating independently butalso helpeach
other by re-directing their production to the subsidiaries that have need for such

- production. Although the company now has an universal brand name each subsidiary
still proudly retain their own nationality i

The current CEO was appointed in 1980 in Asia and had aimed at making the following
ma]or changes:

® changing the policy of recruitment :

& changing the location of production facilities from subsidiaries in home countries to
centralise in Asian countries.

The executive although knows these facts cannot decide when company adopted a
multinational stature.

Aetivity 1 _ _ :

Can you help the executive in making this decision through a clear classification.




When the firm decides 1o exploit the world ‘as a market it is hoping to be a global
marketer. Two types of activities emerge in the arena of global marketing and they
involve — i
# Foreign marketing

* International and Multinational marketing

These activities may be undertaken sequentially or the second may ojer'ride the first.
These activities normaily develop as a firm grows in its life cycle and saturate its
domestic markets, indulging first in foreign marketing hefore proceeding to
international marketing and subsequently to multinational marketing

Foreign Marketing .

Foreign marketing is nothing but marketing in foreign environment. This concept
assumes forcigners of the new environment bacause of its constant reference to the
domestic market and environment. '

In this stage of marketing the concern merely expards the market siza‘L It applies the
same marketing mix even in the foreign environment. It makes no effort to adapt'its

marketing mix or product to the market needs and requirement, i

The emphasis in this stage of marketing is on expanding the market siJ;e and not the
marketing mix. The company follows a bt orientation when marketing — the home
country and foreign country orientas

International and Multinationg
The second phase that compa
international marketing,

eting :
s with reference {0 global operalrons is |

In this stage the firm ret binary orientation but adapts its markelting mix i the
requirement of thggew eRyironment. Thus while it thinks of profitability vis-a-vis the
parent compa ies sire that the product is marketed with the bestmix that it can
design. In its actiWfies ifie company changes its stature, It might even open subsidiaries
in the forgjeq mark®. These subsidiaries may be working either through direction from

“the hea or independently but the key positions in such concerns are manned

by natidn

Multinatéonal Marketing

When the company orientation changes from binary to unitary then it'l;'fecomes truly
muitinational, The approach is product/market, satisfying the market i:r the prime
thrust of such a markeling concern. It makes no distinctions in its personnel policy
between national and nen-national. The role of headquarters in such concerns is that of
co-ordinstion among the subsidiaries. But the primary thrust is on the orientation —
product/market orientation! The marketing mix is desigred to earn makimum profits
throvgh customer satisfaction. :

Thus the distinctions between international foreign and multinational m:'n'keting canbe
depicted as under: ' .

Exhibit 2.1 . ‘
Patterns of Marketing Qverseay
Foveign Marketing: —Marketing within foreign countries
— Marketing mix remains the sanie as domestic market
- No subsidiaries

International Marketing: — Marketing across intemational markets
- -Marketing mix adapts to the market
— Subsidiaries develop.

Muliinational Marketing: ——Marketing approach is vniversat : ‘

— Absence of concept of foreign eountry
~—Marketing mix adapted to courntry requirement
~—Co-ordination in the effovts of subsidiaries.
Al these are activities of globaj marketing. But then, what is global man‘kc:ing? In,
order to understand the corcept of global marketing it is necessary to reiterate the

concept of marksoting,
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The Marketing Concept . :
In early sixties the coneept followed was the selling concept where the focus was upon
product/service and end was profit via sales. This meant that the emphasis was on hard -
sell and not on the consumers’ requirement or needs. What the producer perceived as
a good product, he manufactured and sold. :

However, today the marketing concept followed has undergone a marked change, the
focus is now on consumers/competition. The emphasis is therefore on what is being
demanded by the consumers and what is being supplied to him by the competitors. The
end as perceived by a good marketer is profit via consumey satisfaction. The means -
adopted is adapting the variables of the marketing mix-to the requirement of the
market. L

Marketing can now be defined as ““the process of focussing the resources and objectives
of an organisation upon the opportunities and needs that exist in the environment™,

Global marketing as already expressed is nothing but directing the efforts in other
countries. The marketer looks upon world as a market. Global matketing may thus be
defined as “the process of focussing the resources and objectives of an organisation
upon the opportunities and needs that exist globalty”, :

2.2 GLOBAL AND DOMESTIC MARKETING

If the distinction between the two definitions is the world global then is the task of
marketing very similar to that of domestic marketing. The answer to the
statement is a Yes but new dimensions have emerged. They include the incr
number of markets and difference in the orientation that arises because
COUnIry of a new environment. . .

Thus the differences between domestic and global marketing a
differences that exist in the national environment within which
directed and the differences that arise in the organisatio;

rogramme because of

operations being conducted simultaneously in different m: YBecause this
statement does not bring out the magnitude of diffes » § becomes necessary to
analyse the impact on marketing variable. For ¢ list has been prepared:
A Checklist for Differentiating International Marketing
Decision Variable Domestic International
Maurketing - ~Marketing
Market Segment: Single Market & Sub-markets.  Multiple Markets
) Multiple Sub-markets
Marketing Control: Easier as only a single sarkey More difficult as new variables
and sub-market is served like culture, religion, govi. policy
_ _ enter the gamut of decisions
Market Research: Awareness of the market in S

Imperative
domestic market is high, . '
_ therefore one can often do-

without market research

-+ Administration:

Since the Controlis overa

Multiple markclé, mudtiple mix of

single set up, administration marketing variables demand a
isrelatively easier new set up of administrative
.. : - - machinery )
Product Mix: The decision is taken solely on Although the decision grounds are
the grounds of providing berter *  identioal market adaptability and
service Lo im:rease_ fevenue — acceptability becomes a question
stagesof PLC may be ignored : . :
Product Quality: Product quality may be placed _ With the production fisction,
anywhere on the BCG Matrix Product quality is normally high
of preduct and price evenif the technology is old
Product Design: Sinoe the product is designed Product has to be adapted to every
for the market question of market scgment

adapting does not arise




Eatereation:sl Karketing —

Liternational

- Pecialon ¥ariable Domstic
An Tniroduction Marketing Marketing .

Product Development: Product devetoped to meet Products developed to meet
domestic market needs — When  intemational market ceds —
the product reaches end of its May move to new markets
life cycle, it is withdrawn where it may be in growth or

: introduction stages

Adveniising: Single market —Single Multiple macket ~—multipie
message, quéstion of adaptation  message depending on the
limited to sub-segments, reedia  emphasis demanded by cach,
choice known with certainty market —message Iy be adapied

10 new markess or codld be
universal—Complexmedia
availability '

Sales Promotion: Nationatity may be used i rarely used
prorote sales
Options known with certainty — Opiions may not be known,
therefore choice is often taken choice therefore depends upon
inadvance market research.

Activity 2

i} Listsome exporters and examine their activities with reference to the|definitions of
foreign, international and multinational marketing, T

AN RN kb s Ak R R

AAkeEras ke R E ey

if) “Hard sell strategy is
critically with referen

i) Decide whether the aperation of Hero Honda are foreign, international,
reitinational with the help of the foltowing data:

Exhibit 2.3
Hero Honda's bid to exXpor! components

A management team of Hero Honda Motars Lid. is going 1o Japan nexi wee ktoex plare the possibilicy
and identify components for export to jts collaborator, Honda Motors Ltd.

The lapenese collaborator, one of the world's largest mamafacturers of motorcycles, hias évinced keen
interest im buying components, especially casting and forgings, from its Indian pariner. Morecver, the
team will alss seek access for export to Honda subsidiaries worldwide engaged in the maoufacture of
molorcycle, *

The Indian company has eiready made 2n entry in the foreign market by exporting its 100 ce
melorcyclesic 8ri Lanka. A team from Nigeria will come to India Jater this manth to hold negateations

- for importing Hero Hoada matoreycles. Trial supplies have also been made to Om an, Dubai and Abn
Dhabi. According to ibe management, there is bright scope for experting motorcyclesto Bangladesh,
Ivory Coast, Mawcitivs, Kenya and Ghana.

In the domestic markt, the compaty achieved a market share of aver 40 per cent in 1989-93 in spite
of i2e ubowr problem at iis works during the year. Sales of both 100 cc CD and Sleek mddels have
" agregatod 98,197 vebicles against the target of one lakh vehicles primarily becaust of the production
foss due 1o & taborr strike. In the fivst two montis of the current year {April-May), howsgver,
production and salzs bave kogged 16,000 units per month. The compaiy has targeted sales of | ,20,000
‘vebicles for 1995.91, 1,35,900 fur 1991-92 and 1,530,600 for 1992.93,

bleasrerhiile, the company ackieved 1 furn 2round in the second half of 1989-90, though il incurred a
small doss of Ris. 34,83 J2kh after providing Rs. 5. 25 crore for depreciation during the year. Bales have
amo wied to Ry, 150 crore in 1982.90, which are expected to increase to Rs. 200 crore in 1990-91.

18




The companf has achieved an indigenisation level of about 95 per cent during 1989-90 with the start
of production of elecirical compenents and forgings. Only a few enging components like valves,
pistens and carn chain now remain to be indigenised, and are {ikely to be in production in a year's time.

According to Mr. Pawan Kant Munjal, works director, the company has decided to penetrate the rural
markets by mlroducmg features tatlored to rural road needs. .

Moreover, it has decided to open mere office and expand its dealership network in order to tap the
ural market. With aggressive marketing strategies both at home and abroad, the company is pmsed
for a marked gﬂ:wnh in sabes and profits in the ﬂnufe

. Can you comment upon the operation of Honda, the parent company,

2.3 GLOBAL MARKETING : A CONCEPTUAL.
FRAMEWORK

Global marketing has two major'dimensions which arise because of the distinction
between domestic marketing and global marketing. They may be enumeratedgs under:
¢ problems and dynamics of a new market that a firm chooses to enter.
@ the fmpact on organisations structures and programmes created by entByjng npw
markets.
{The emphasis is on the number of markets open 1o the compa

When a company leaves its home country and eaters a foreign cou immediately
comes into contact with the rules and regulations of the for untry if chooses io
operate in, This has widespread implications on cach and ev@gf eiecment of marketing
mix and its organisation. The duties, the company pa ately passed on to the
consumer through price. The company might choos region through a country
of low duties and tariff regulations which means the platg variable is affected. Similarly,
the product and promotion variable also ge @j ted by the culture, the medium of
communication available, religion and other ¢@ variables.

These variables not only affect the integration of the marketing mix but also have an
impact on the organisational structure. The basic questions of giobal marketing what,
who, when, where, how, regarding the opportunities that exist in the global market
influence the structure of the company that wishes to exploit these opportunities: Who
i to take the decision? Which markets have to be penetrated? How are they to be
penetrated? All other similar questions reflect in the organisational structure.

[Exchibii 2.4
Strategy Formuiation
A Coneeptost Framework

Pluase § : Scaoming the Dimensions
Strategic Dimensions THE ENVIRONMMENT
& Covernment; political. sooi- tLl'lul’d] technological, market competitors,
CUNTOLETS Comsl

Degualsation of Researcers & Capabilities
@ Marketing, finance, human resources, manufactunng,engmeenng,
R&D, risk inking capabifities

Yalwes and Asplrations
& Aesthetics, styles, sihics, size, profiuabillt}r growth,
social responsibility, ecology, geography

Phase 1] Cenernilng Aliernaiives
& Analyse the environmeant for opportunities aisd thrests
2 Amalyse the organisation's strengths and weslnesses
@ Msatch and develop alternaiives
& State the cnderlying assumptions
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SWOT analysi

and with

Phasg ITI Determining Ohjectives

* Whatis desired? Where? By whom?
The objectives : With reference to: :
® Profitability, growth, sales, earnings, stockhotders, social environment
# Product functions, quatity, adaptation, Aesthetics
Markets : ' B
. # Customer benefits, com petitive position, technalogiéal|position,
. . market share, geographic ‘
Phase 1V -~ Develop Plans & Programmes . :
X . .. .Mar'lseting. finance, manufacturing, human resources, control, sacial
accountability, R&E, engineering :
Phase V Conunitting Resources .
* Obtain and allocate resoirces to plans and programmes
) on the basis of hierarchy. S
Phiase VI Monitoring and Control
o # Monitor performance, assess with respect to objectives
® Contral the deviations to achieve planned objectives .
® Review the entire pracess before undertaking major changes, -

Phase Vi1 Thie Scaling

Performance . Futuze Plam Budget
fund
. sllocation .
Past Present Next Mediom Long
: year - term term

According to Keegans framework the str. y for entering the foreign markets involves
seven distinet phases. These phases bejoutlined as below;

Phase 1 identifies the three bag ategic dirmensions — the envirenment, the ’
organisation and the values a ations. This involves scanning the environment for

. opportunities and needs and Aheame time identifying the threats that exist in the

environment. -

Phase 2 is closely interlinfed with phase 1 and indulges the cdmpany 0 enter into a
refefence to its resources, strengths and structure,

Phase 3 is a reslof the matching process of phase 1 and phase 2 to identify markets
ich to enter that suit both the opportunitics that exist in the
enviro d the strength of the company to handle them. Basically it is the stage
of devel asible alternatives. This is a result of defining the product/market
objectives and broad organisational objectives. - ' '

Phase 4is the phase in which these objectives are converted into plans aﬁld programmes
necessary for achieving these objectives, having identified specific plans and
programmes. = . o
Phase § results in process of committing resources (this is the point of ng return) to the
plans and programmes identified as per their hierarchy of importance, Like in all
programmes phase 6 develops the control system necessary for_achievinF the objectives.

1t identifies the criteria on which corrections are based. It must evaluate and monitor
both organisation performance and impact perfoimance. '

Phase 7 applies a time frame within which the activities are 1o be execited. For this
short-term, medium-term and {ong-term objectives have to be defined, Short-term

- objectives may not be meaningful in the medium-term or in the long-term. But at the

same time the firm must keep in mind the future dimensions, i.e., it has to identify its

objectives in the long run.

While this process seems to be familiar and similar to the marketing management
process. It raises different questions as result of the forces operating in(the
environments of the country(s) it chooses to market in. These forces may be unifying
or diversifying and must be carefully considered for their implications. Some of the
questions raised can be expressed as under: -
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Exhibit 2.5

Interaations] Martscttag Iuputs for Amaiyals

| svmavesic IMPLICATIONS |

* Who is making the dechsions?

* What are the company policies?

@ Vhat are the goals of the
company?

® Whai are the sbjscilves for
entefing foreign markets?

@ What are the assumptons
regarding the company?

@ Are they valid?

& Whai are the available vesources
and in what quaniities are ey
availabie?

L MARKET ANALYSIS - 7

‘What are the general market
conditions?
Howr large are the markets?

* What are the marketing

institutions existiag in
- disieibution sysiem
— communication medim

- marketing research services

Who are the competiters in the L3
market? What are their resources

and compelitive characteristics?

Whiat is the customer management

proces: like

PRODUCT ANALYSIS - §

Whit ure our producty, functional
sirengths and weakneases?

What stage of PLC sattration
ievel? .

What is the stage of Technical
development?

What needs could be satistied by
the company products? :
What benefits arc we providing
the customers?

| EnvieoMmENT ANALYSIS ]

* What is the country's GMP?
® What is the per capita income?
@ What i5 the secial condition?
® What is the cultyral condition?
* What arz the potitical consideratio
® What stage of development is the
couist in?
® Wka  B.O.P, positio
&

STRATEGIC PLANN!

.—j

& Who is going to make the decisions?
@ What are the assumptions made with reference

to

target markets? Are they vatid?

® How do we concentrate or spread?

@ Should the compaity adapt, any one or all
elements of the marketing mix

® What are the opportunities and the company's
objeciives?

® Who ate the competitor and their

strengths? '

L

- STRUCTURE

—

& With refereaca 1o, the above questions how is
£0ing 10 be the company’s structure. Who can be
given what responsibilities and authorities?

| ORGAMISATION & PROGRAMMES ]

e Given the objectives, the pelicies, goals of the
compeny and the opporyaity. What kind of
Programns will dovelog and the oigenisation of
hece progranmes in teros of histarchy
inportanos? !5'

wd

L

CONTHOL

» Wh;':va.riabjeswiﬂbémdmmme
" perfonneacs?

® What varicblus will be vaed

t0 measure impact?

© "What sieps e (o e taken 10 Lriew aloxt Hie
© desited changes?



Marketing
A Isireduciion

'I'he above framework gives us the basic process for management ogf marketing for
international markets. However there is yet another dimension to the process and this
refers to the “Executive View Point’ for marketing in international market(s).

An Executive’s Viewpoint : o

In the days of modern business culture it has been widely accepted that it is the Chief
Executive Officer (CEO) who gives the shape and pace to the organisation. His view
point therefore becomes important from the point of international marketing.

Basically the CEO views the international marketing problem in five distinct phases.

These phases can be expressed very clearly in form of questions, The questions are as

below: _ T '

® Does the company wish 1o enter foreign markets?

© What are the options if the answer is yes?

® Whatapproachshould be adopted forshe process and how does hd control the entire
process? ' :

How does he get the product to the market? _

And last but not the least what is the liability/risk the firm is undertaking?

If the CEO raises the first question then he would most probably be examining the
company’s policies regarding profitability, structure, product, client base, resources
and thrust.

From the policy angle he would probably be looking at \'avays and means to increase
profitability without really affecting the risk profile of the company.

He would be asking questions on the priuct —its function, its life and service and also
would it be possible for the produ fin§markets abroad. To makie sure he would
check his existing clienteles 1o see if ar ol them was exporting hig product or sther
similar products. He would Ve keep in mind the production capacity and product
quality factor. He would al & o find out what quantity is the pfoduct normally’
exported in— (what is the siz?Neisffic smailest order in the defined product c]asé?) The
other factors that woulNefluence his decision are the availability of{time and money
resources. Since the thight of his reasoning would be profitability he'would be also
re-examining st-mirgin factors and possibilities of changing them.

After becominBeasonably sure of his premise for entering into foreign markets he
would to leaM'about the environment. Here the marketing tool of market research
woul his aid in identifying potential markeis. He miay base his decision solely
onsecon data —on trade statistics, product staltistics, economic and demographic
statistics or he may also extend his research through primary researdh displaying in
trade fairs, talking to other exporters, and conilucting surveys in the desired/identified
markets. He would have 10 choose the method of entry that seems appropriate to him
and market. The standard alternatives of direct exporting and indirect exporting would
also be considered by him. For any method that he chooses he has to evaluate it further
in terms of which should he choose and why?

Having decided on the country and method of entry the CEO would be faced with
problem of organising the marketing mix to suit the company's objectives and the
country’s needs. He would have to consider questions regarding cost modifications
keeping in mind shipping and entry costs {entey costs refer to commissions, tariffs,
custom dutjes to be paid etc.), price, the options for reaching the customers, product
and the place. ' :

If the process of marketing involves more than one country then the CEO would also
have to identify and state company policies regarding objectives of export, the resource
allocation, distribution methods, marketing approach and targets. This would involve
aquick but therough analysis into industry and competition in both domestic and world
markets. All this would make the framework of the marketing. Operationalisation of
this plan would alse have 1o be considered at the policy level for Iimi1ing options
regarding financing, credit in foreign markets, mode of transportation, use of freight
forwarders and other agents and mogey payable to them for se rviccs"rlendered.
insurance, and its level, By making choices at each level the CEQ declares his thrust and
pace in the process. At each level he tries 1o foresee the risk structure and type of risk
his company is getting intc.. In his policy he'makes an attempt to minimise the risk
profile of the company.
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Activity 3 L - o eceptest Favecs
i} Examine the export polloy of acompany from the vxewpomt of thrust, pmfltabll. R '
and risk, - : . _ .

........... L e T T T T L

u) What are the llkely objectwes of company that w:shes to enter the export arena?

‘ 2.4 SOME CONCEPTS

The management process in internationl market has been influenced by certain concept
and frameworks that have emerged. They include the international product life cycle,
3 . the EPRG framework and continuum of environmental sensitivity. .

- Intcrnational Product Life Cycle

While the concept of internationa) product life cycle has already been ¢ ed in the
previous wait the emphasis of the concept can be reiterated.

The product life cycle examines the phases of life of the produ introdyction, to
growth, to maturity, to decline. The emphasis is on the ¢ s in the rarket place and
subsequent changes in the marketing mix. In the case of i nat product life cycle,
however, the approach remains the same but the hasi§shifts from changes in
market place and marketing mix to changes in cost and the changes in the

‘ - production process. . ' '

s

. For formulating international product this approach has opened new doors.

‘ This model realises the implications of th nges in focus and attributes
international trade and foreign investment on the stage the product is in the domestic

-life cycle, i.e., a company not wishing to loose its asset investment may simply market

the product in a market where the product is in its growth or introductory stages.
Furthermore the approach dlso emphasises on market related factors like innovation,
imperfect information and knowledpe of the market and oligopoly thereby influencing
the dimension of strategy formuiation.

EPRG Framework

Depending on the kind and degree of its invoivement in foreign marketing, a firm has
to re-otient and re-organise its activities to cope with the different levels of operational .
responsibilities inherent in such involvement. To throw some light on this issue, some
guidelines are available from what is called the EPRG orientation. The EPRG

© framework attempts to identify four broad types of orientation of a firm towards
internationalisation of its operations. These are : Ethnocentrism, Polycentnsm
Regiocentrism and Geocentrism (EPRG). .

Etimocentiric Orientation

- The ethnocentric orientation of a firm considers that the praduct, marketing strategics
.and techniques applicable in the home market are equslly applicable in the overseas
markets as well. Foreign markets are looked upon merely as an extension of the home
market. In such a firm ali foreign marketing operations are planned and carried out
from the home base, with little or no difference in product formulation and
specifications, pricing strategy, distribution and promotional measures in the home and
overseas markets. The firm generally depends on its foreign agents and export-import
merchants for its export sales. ) .
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Eztsmtional Mcrkeitng — Palyceairic Orlentation )
When a firm adopts polycentric approach to oversess marieting it at wInpls to organise
its international marketing activities on country-by-couniry basis. Each country is
treated as a separate market entity and individual strategies are worked out
accordingly. Local assembly or zroduction {acilities and marketing organisations are
created for serving the market needs.in each couniry.

Polycentrism could be most suitable for firms scziously committed to international
marketing and have the resources for investing abroad for fuller long-term penetration,
into chosen overseas market. ' :

Reglocentric Orientation

In regiocentric approach, the firm adopts a regional marketin» policy.covering a group
of countries which have comparable market characteristics. The opérational strategies

. are formulated on the basis of the entire region rather than individual countries and
production and distribution facilities are created o serve the whole relgion with effective
economy of operations and closer controi and coordination.

Geoeen_trﬁc Orlentation

In geocentric orientation, the firm adopts a worldwide approach to marketing and itk
operations become truly global in chasacter. In a glcbal enterprise, the management
establishes manufacturing and processing activities at specific points/ around the world
in order to serve the various national or regional markets through a complicated but
well-coordinated system of productive and distributive network, There are close
similarities between regiocentric and geocentric approaches to international marketing,
except perhaps that the geotentric orifgtation calis for 2 much g}eatEr scale of
operation, coordination and crganjgationl set-up in order to cater o markets of
heterogenous characteristics which Mg u ally more pronounced in peocentrism
compared with regiocentrisrg

Briefly then the oricntation %
this attitude is reflectgd in its'

firm adonts is a function of the attitude it takes and
efing efforts.

Exhiiit 2.6
BFRG at o Glanee

Orientaticn Adtitude Marketing Effort

ETHN 1C Home Country Overseas aperations Centralised |
: are viewed s secondaty

_ operalions
POLYCENTRIC Host Country Subsidiaries established Decentralised and market

Eachsubsidiary specific

) operatesindependently

REGIOCENTRIC Region On the basis of similar Integrated -

markets which gre

clustured and regions

are treated as market . ) ‘
GEOCENTRIC  World . Worldis treated as a Integrated

: . market

Activity 4 : ‘
i} Look for examples of companies in the world following each of the above
orientation, ' ’




While the Exhibit 2.6 gives » broad outline of what the framework is, its implications
on strategy formulation remnain largely ignored because of their depth and the fact that
they influence viviually every marketing variable and decision. To understand the

implications et us take a variablg (orgamsatlon siructure) and see how thlS framework

modifies it.
Extifpit 2.7
Organisation -Regiocentric and
Structurs Exbnocentsic Polyecentric Geocentric
Complexity of Complex in home ' Indspendent and vavied Complex and interdependent
design simple in subsidiary
Decisionmaking  Concentrated at Ezch subsidiary making The decisicns are taken on
headguarters its own decisions common approach
{mutually exclusive) (mutually inclusive)i.c.
i " integrative approach
Recruitment Homie country people One or two key peopic Chaice among the best
considered superiorand  are nationals the '
theretore atlocated to remaining are from bost
all key postsin country

Fvaluation and
Control

Incentives
Communication

Identification

subsidiary

The criteria remain
same as at the home
wountry

‘Concentrated at home

i.e. headquarters

Heavy top-down from
headguarters to
subsidiaties

Home country

- The criteria are

determined locally and
judged by the subsldtary
needs

Wide variations

Livw mutuaisharing
{no-or-low among
subsidiaries)

Hast country

Universal and local criteria
are created

Both applicakble for local
and internationally

standards
Intensive comm
berwe quartersand -

subs @
Gilaba

This gives us an idea as 10 how the LhOICt! of an oncmdnon c

strategy formulation process.

A study was conducted by Howard Perimutter to ge
and to examine ils validity. Forty key executj
- interviewed on 15 international marketing <8
orieittation was most commonly followed; howd

ave an impact on the

me insight in1o the framework
of an iMternational concern were

. Jt was found the polycentric
1he desire was to reach gcucenlnc

orienatation. Polycentric approach was found to be most applicable in case of decisions
on price, customer service, market research and choice of channels of distribution,
however for decisions like brand name and produu quality geacentric orientation was
teflected. The firm can thus follow multiple orientation while indulging in the
marketing management process. However this would hiave to be variable specific,

Continuum of Environmental Sensitivity

~ This concept again influences the strategy speufmdllv relating to the product pl.mmng
fomulation process. The management is forced to answer guestions pertaining to
product functions benefits and degree of adaptation required for being marketed in
foreign markets. According to this concept there are two types of products —
.environmentally seasitive products and environmentally insensitive products. The
environmentally sensitive products requiré major adaptation to the economic and
social environment existing in the foreign country. The business has to spend a great
deal of time learning about the way its products react specifically with fhe economic,
social, physical and perspective environmental conditions that exist throughout the
world. Food products is an example of environmentally sensitive product.

‘ On the other hand of the continuum is the environmentally insensitive products. Such

products require little orno adaptations for being marketed in the foreign countries.

An exampie of the environmentally insensitive product is computers. This approach

‘ heips the business to realise, on the one hand, product options having chosen the
market or product modification options and on the other hand market options, having
chosen the product. These together represent some of the ' major concepts that have
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Entremaional Marketing — influenced the strategic formulation process for marketing in foreign countries. Other
* An Intreduetton concepts like cluster analysis etc. play an equally iportant role in process of
' developing a conceptual framework. -

2.5 SUMMARY

Ir: this unit the process of strategy formulation for marketing in foreign lands has been
discussed both from the point of view of the firm and from the point of View of the
executive incharge. :

Some concepts like the international product life cycle, the EPRG framework, the _
continuum of environmental sensitivity have also been examined along with the
implications they raise in the international marketing management prot.Jess. All this is
of course dependent on how ane defines international marketing, ’

2.6 SELF-ASSESSMENT QUESTIONS

1) What are the different international markeﬁng definitions applicabld today?
Examine them with the help of examples, ' :

2) The EPRG framework has implications on the strategy formulation process.
Explain with help of example in the Tndjan context,

3) The CEO of a company manufacturing shampoos has chosen 1o enter Bangladesh
*10 exploit the latent demand. Examine tBg decision using variable fikee GNP, per
capita income, distribution of inco -

4} With reference to question {3} ghgve exPibin the advantages and disgdvantages in

~ favour of his decision.

2.7 FURTHER R GS

o

iggrional Marketing Management, 2nd edition, Under]yiﬂg _

Warren J. Keegan

forces and Conceligs, Frentice Hall of India, New Delhi. - _ _
Jobin Fayegh ¥, Infernationial Business Management, ' A Conceptual| Framework’,
New Yor kraw Hill, 1969. :




UNIT 3 INSTITUTIONAL FRAMEWORK
Objectives

* After going through this unit you should be able to: -

e Give an overview of the institutional franicv._rork for ekpofts,

® Discuss the role of consultative and deliberative bodies in the context of export,

¢ Describe various types of service institutions facilit_atiﬁg exports,

e Elaborate upon government participation in fdreign trade, and S .
@ Discuss the export-import policy and export incentives in Indiz

Structure

3.1 Introduction :
3.2 Institutional Set-up '
-3.3 Consultative and Deliberative Bodies
3.4 Commodity Organisations
3.5 Service Institutions -
3.6 Government Participation in Foreign Tradc
3.7 Summary
3.8 Seclf-assessment Questions -

3.1 INTRODUCTION C } __ |

This unit is directed lowards explaining the msmuuonal fra ¢, Anexporter needs

guidance and assistance at different stages of his export effoR¢’For this purpose the
‘Government of India has set up severai institutions, e matn functions are to help

‘the industry and trade engaged in exports. It woul fWisable for an exporterto

acquaint himself with these institutions and thg naturdgf help that they can rendey to

him so that he can initially contact them a clear picture of what heip he can .

expect from organised sources in his export : ; !

" There are a number of constraints which are faced by an Indian exporter. They are
basically high cost domestic inputs, low productivity of labour, under utilisation of
capacities, existence of a [ucrative domestic market, ¢tc. The two other major handicaps

_ faced by Indian manufacturers are highof cost of capital goods obtained under tied aid
and uneconomic size of the plants necessuated by the government poicy of avoiding
concerftranon of eéonomlc power.

!

3.2 INSTITUTIONAL SET-UP

Institutions engaged in export effort falt in six distinct tiers. At the top is the

. Deparmment of Commerce of the Ministry of Commerce. This is the main organisation
that formulates and guides India’s trade policy. At the second tier, there are
deliberative and consultative organisations 10 ensure that export problems are
comprehensively dealt with after mutual discussions between the Government and the
Industry. At the third tier are the commodity specific organisations which deal with .
problems relating to individual commadities and/or groups of commodities. The fourth
tier consists of service institutions which faciiitate and assist the exporters to expand
their operations and reach out more effectively to the worid markets. The fifth tier

“consists of Government trading organisations specifically sat up to handle
export/import of specified commodities and to supplement the efforis of the private
enterprise in the field of expoit promotion and import management. Agencies for
export promotion at the Siate level constitute the sixth ticr. '
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Exbitdt 3.3
Institnticisl Feemeworls 1 An overview

Tier Leval Beodies - . Responsibilities ) .
Tier1 Department of Commerce ) Framing of Trade Policy
Tierll | Deliberative and Consultative Coordination discussicn between
Ohrganisation industry & Govt. of bringing in
. ~ requircdchanges
Tier 1L Commodity Organisations | Assistthe export effort of specific

product group

Tier [V Service Qrganisatioms Facilitate and ussist exportersto
expand markets

Tier ¥ Ciovernment Trading « Handle export import of specific
Orgamsations commcdity

Tier¥1 ’ State Export Promalion Tnerease the Siate Tevel interest
Agencics of experts

Department of Commerce - .

The Department of Commerce is the primary goverrniment agency respopsible for
evolving and directing foreign trade policy and programmes.-including dommerciat
relations with ather countries, State trading. various trade promotional measures and
development and regulation of certain export oriented industries,

The most important division of the Department of Commerce which an Xporter must
be familiar with is the Export Services Division which deals withthe problems of export
assistance from import replenishment fice Q2. cash assistance, export credit, export
houses. Marketing Development Assisgance Wd grants therefrom. transport, free

trade zones, dry ports. quality control a shipment inspection, joint ventures

abroad and capacity creation in
capital goods and exsential raw

3.3 CONSULTANNE AND DELIBERATIVE BODIES

delfperative bodies, are the Board of Trade which was set up
\ ral Advisory Council on Trade and the Zonal Export and
Import Advisory Cgmitiees,

Among consultatiy

Board of
The tunctiony ¢ 26 member board are ; to advise the government on|policy
measeres for the preparation and implementation of both short and lang-term plans for
inereasing exports in the light of the emerging national and international economic
seenario and to review the export performance of various sectors. 1o identify constraints
wrkd o suggest measures to be taken both by government and industes ‘trade consistent
with the need to maximise ¢xport carmings and resirict imparts. bt will also examine the
existing imstitutional framework for eXports and suggest practical measures for
reorganisig and streamlining it with a view 1o ensure coordmated and tiriely
decision-making,

The Central Advisors Council

The Central Advisory Council on Trade has 41 Members including representatives
from diflerent trade organisations and official bodies including individual} with
business standing und expertise in the field of commerce, The Counil which meets
ordinarily twice a vear. advises the govermment on matters relating ro

i) export and import pulicy and programmes

2). the operation of export and import contraly

3y organisation and development of comimercial services

4} organisation and expansion of expirt production.

There are four zonal Exportand tmpeert Advisory Committees, one each for the western,
€astern, southern and northern zones. These were set ap n July 1968(i} to| consider
difficulties faced in the operation of presailing import and export policies and
procedures and (o suggest measures for intprovement in disbursement of cash assistance
(i1} to consider difficulties in the maner of customs clearance, shipping, credit,
insurance and export inspeciion and to suggest measures for improvement therein. and
(iii} to suggest improvements in the methods of warking and public relatiohs of the -
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impori and Export Trade Control Organisation and other Government Departments
concerned with trade and industry. The members of the Committees have a3 year
terni. The Committee meet thrice a year. In addition there is a Cabinet Cominittee on
Export consisting of the Prime Minister, the Finance Minister, the Industry Minister
and the Commerce Minister which takes policy decisions relating to export promotion,
export production’ and: performance.

CActivity l

Identiiy the location of each of the Zonal expor‘r import Advisory Committees. Whal ,

has International business gained by their existence?

3.4 COMMODITY ORGANISATIONS

The Commadity Organisations are: 1) The Commodity Boards 2) The Export
romation Councils and 3) The Expr 1 Development Authorities for Marine products,

apricultyre and processed foods. But the more lmporlanl among thcm are the Export
Promation Councils.

E \purt Pmmnlmn Councils

pmmmL and de»elop the exports of the country. Each wuncﬂ 15 respd
promeation of a particular group of products, projects and services,

Exhibiv 1.2

Export Promation Councits At » Glance

Engineering Export Promotion Council {(EEPC), Caleutta
(heerseas Construction Council of India {OCCI). Bombay,
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G & Jewellery Export Promotion Counal (G
& Coungil for Leather Exports {CLE), Madras, .
4 Sports Goods Export Promotion Councit (SGE Dethi, -
I Cashew Export Promotion Council , Kochi,
11 Sheilac Expon Promotion Council, Caleutta, -
P2 Appardd Expart Promotion Council (AEPC), New Delhi,
I Saunthetic & Havon Textiles Export Promotion Councrl, Bombay,
[4, Tl Nilk Export Promotion Councit, Bombay, |
1% Carpet Export Promotion Council, New Dell - -
i bxport Promotion Council for Handicrafts, New Delhi,
17 Waonl and Waoalens Export Prommion Counal, Mew el
1> Cottan Textiles Export Promation Council { Texproaily, Bombay
e Handloem Export Promonen Couneal {I!I:.I"('i STadrs

I:PCs are non-profit organisations. They are supported hy financial assistance from the
Central government.

Rale: The main role of the EPCs is to project [ndm simage abroad as a reliable supplier
of high yuality goods and services. [n particular, the EPCs shall encourage and. -

monitor the ahservance of international standards and specifications by
exporters. The EPCs shall keep abreast of the trends and opportunities in
internatiorat markets for gpods & services & assist their members in taking
advantage of such opportunities in order to expand and diversify exports,

Functions: Major Punctions are

#) To provide commercially useful mformallun and assistance to lhelr members in
developing and inc:casing their exports, _

by To offer professionat advise to their members in arcas such as technology
upgradanon, guality and design lmprovemem lilanddrds and specnflcanons
product development, innovation etc.,

<) To orgamise visits of delegations of its mémbcrs abroad to explore overseas market -
spportunitics: and
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. loteriationel Morketing— . d) T € cipati ad .
: piriwe il ) a;?dgal:g::;sd p@ pation in trade fairs, ¢xhlb1t10ns and buycr M“ﬁfmeet? in India
¢) : To promote interaction between the exportmg commumty and theGovt both & the
“cgntral and state levels,

f) Topuild a statistical base and prqwdc data on the exports and imports of the
SOURtFY, axpartsand imports of tlielr mr-mbers as well as other rclevant
international trade data.

. Any exporterfimporter may apply to become a member of ari EPC

Exhibii3.3 =
. . Commodity Boards : At Glance
1, The Tea Board '
- 2. The Coffec Boprd
3. The Coir Board

4, 'Tho Conirel Sitk Board
5:-The All-India Handloom Board
. &. The Ali-Indis Handicraft Board
7. The Rubber Board :
5 The Cardamom Board
le Tobaeco Board

Butside India, the activities of the Councnl are primanily geared ta th prqjectlon of
_properindustrial image of the country as also tq the publnmty of the engingering goeds
with export potential. '

 Activity 2
What are the publlcanons produced by the

sparel Export Promotion Counci
(AEPC)? Examine their usefu]ness fra i o o

3.5 SE ] NSTITUTIONS

active in®fide development of export management personnel, mark researely, export
creditinsurance, export publicity, organisation of frade fairs and exhjbitions, epllection

and inspection and quality control, development in packaging, etc. A brief review of
the activities and functiens of some of these institutions.is given below!

The Frade Develo_pment Authority (TDA) _ :
The TDA was set up by Government of Indii in 1970 for providing pag kage assistance
to enterprises at the micro level after identifyinig the potential of their products and
their requirements of assistance. The TD A strives to concentrate on specific products,
specific exporters, specific markets and specific buyers. Though the[Trade _
Development Authority is a non-trading organisation yet it plays a ¢atalytic role.

The TDA. has three divisions namely, Merchandising Division, the Research and
Analysis Division and the Trade Information and Statistics Division| The
Merchandising Division which is the core division of TD'A provides mprehensw&
services in the field of export promotion and export marketing. The TDA' ldentlﬁes
technically competent and commercially viable medium and small
assists them in the expansion of export oriented production facilitie _
products and areas, undertakes product development/adaptation an helps i in ;ﬁmmg
the technology levels of selected €Xporters. The TDA arranges for commercial contaet:_ .
between selected Indian units and potential foreign buyers. Once the export contract Iz
conciuded the TDA provides a package of services to the selected units. This package
may include production inpuis, balancing equipment, financial credits, marketing and
merchandising and other aids. The TD2A has 2dopted a number of methods to bring the
buyer and seller into contact with cach other. The TIA has been orgapising Trade Faiy

for Indian Products. It has also arranged for participation of its clients in product

An @ pf institutions and orgaﬁlsanons have been estabhshed tgmeetthe ~ -
Tequl @ of industry and trade. The fields in which these msma:{ag_s havg been
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spemﬂc speaaljsecl trade fans It has also been oiganising departmcntal store - . “fostiutional Framework
promotlon programmes for Indian merchandlse '

TDA has also beeni mvmng many buying delegations to visit India. It alsﬁ identtiies and
cultivates specific buyers and selected overseas markets which have iticreasing trade -
potential. A special fuhction of the TDA is 10 attract intefiational sub- -gontracting of
engmeenng and other components from India and promation of export oriented joint
ventures in the country in conjunction with the Indian Investment Centre.

Imtlally the TDA confined its activities to developed conntries like the West Ewnope,
the USA and Japan but now the TDA hasenlarged its areas of operation to South-East
Asia, Far-East and Middle-East. Similarly 4 number of selected non-traditional
products were taken up in the beginning but 1oday the product coverage has been
substantially increased.

The TD A has set up overseas offices at Frankfurt, New York, Tokyo Stackholm, and
Monorowa

The Research and Analysis lesmn conducts research activities for €XpOTt promotion
such a3, assistance in identification of products and markets, feasibility stugies,
consultancy services, studies relating to India’s foreign trade, GSP and other tariff
concessions, inter-firm comparison and short-term furecasting of cyporls'

The Trade Information & Statistics Division is demgned to collect, compile, analyse,
store, retrieve and disseminate information on international trade and industry and
related fields in India and trade and economy of other countries. A mode™Mytrade
information cgjre has been set up to meet the trade information requigements of the

exporting community, research organisations and Government Orfanisa The
Centre disseminates information on export marketing through agét0o%the-desk
‘services, responding to postal enquiries, and also through publi Weekly Trade
Intelligence Bulletin, Market lmdl:gmoe Bulletin, information Baad outs and.

circulars.

The type of information supplied by the TDA incl _

® import contracts for specific commaodity in sp try, including agents,
_ distributors; - .

¢ import regulations of overseas countrie

® import tariffs of overseas countries o ferences;

® import statistics on overseas countries;

® overscas/Indian trade fairs and exhibitions;

# details of publicity media in dverseas countries;

® export documentation;

& forcign exchange regulations pertaining 1o travel abroad and prototype samples,
® health and hygiene regulations; .

& marketing and labelling regulations;

. marﬁelmg channels; .

& floor prices; ' -

® export prospects of dlfferent products

® shipping intelligence; and

® India’s trade agreement with foreign countries.

+The Division services are not confined to TDA products but are broad based to inchsde
all products having export potential. So also, its services are available to the entire
exporting community, members as well as non-members. The Trade Development
Authority and The Trade Fair Authority of India have now been merged to form “India
Trade Promotion Organisation’ (ITPO)

Export Credit Gnarantee Corporation -

For minimising the risk element in export business and to facilitate the flow of finance
from the banks to exporters, there is an Export Credit Guarantee Corporation. In

. addition to the normal risk policies, the Corporation assists the exporters through
special schemes such as packing credit guarantee, post-shipment credit guarantee and
exportfin- .ce guarantee. Itis wholly owned by the Government of India and works on
no profiz 7 loss basis. To suit the varying needs of the exporters, the Corporation
provide.. different types of covers which may be divided into the follow:ng three broad

groups;
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Iosernathase Markiting —
An Introductien

- 3) Special policies

J

1) Standard policies issued to exporters to protect them against the risks of trading with
overseas buyers on credit terms;

2) Financial guarantees issued to banks against the risks involvedin roviding credit to
exporters; and

Under its polices intended toprotect the exporters against overseas credit risks, ECGC
bears the main brunt of the risk and pay the exporter 90 per cent of his loss on account
ef ‘commercial’ and *political” risks.

Export-Import Bank of India . )
The Export-Import Bank of [ndia was established on January 1, 1980 for the purpose
of financing, facilitating and prometing foreign trade of India. [t extknds finance to
exporters of capital and marivfactured goods, exporters of software and consultancy
services and to overseas joint ventures and turnkey/construction projects abroad. The
Bank is coordinating the work of institutions engaged in financing export and.import
trade. . :

Indian Institute of Packaging _
Considering the existing deficiencies in the standard of packaging for eye-appeal and
the standards of packaging for the safe transit, Government of India, in eollaboration
with the industry sct up the Indian Institute of Packaging (11P) in 1966,

The main objectives of the Institute are to-

® undertake research on raw materials for the packaging indusiry
@ keep India in step with international developments in the field of packaging,
* organise training programmes on padg ing technology. :
® stimulate consciousness of the n od packaging, and
@ organise consultancy scrvices for th stry.

i1s activities include effecting
testing facilities in respect of

Federation of Indian E rganisations (FLEQ)

Itis an ipex body providiflg a common coordinating platform for the various export

Organisations i ja. THe two major functions of the FIEQ are: ;

1) Toactasa erganisation for the export of consultative services from India
and )

gokesman of the export and trading houses in India,

Incian GoWggfiment Trade Representatives Abroad ] )
The institutional arcangements which have been developed and strengthened within
the country are supplemented by the Indian trade representatives abroad. The trade
representationsin the Embassies und Coasulates are continuatly being strengthened to
enable them to effectively support the effort which js being made within the country.
India’s commerciul reprosentatives are expected to monitor the commercial cvents and

developments of their accreditation, wentify products with export petenttal and other |

trade opportunities, study the tariff and non-tariff barriers. govetnment procedures
and shipping facilities, take initiative in cultivating specific trade contracts, undertake
all publicity activities for image building, OFganise participation in trade fairs,
departmeat store promotions et give effective puidance to the trade yisitors and
missions, maintain a flow of timely commercial intelligence and deal with all problems
of commercial compdatnts and bottlenecks, They also provide facilities to the Indian
trade delegations and exporters visiting foreign countries, and help procure and
forward samples of gocds imported from other countries which are capable of being
expuried. :

3.6 GOVERNMENT PARTICIPATION IN S - ‘
FOREIGN TRADE :

For supplementing the efforts of the private sector in the field of foreign trade,
Government of India has set up a rumber of Government trading co rations,’

- hamely, (1} The State Trading Corporation (STC), (2) The Minerals an Metals -

Trading Corporation {(MMTC). (3) Spices Trading Corporation Limited 4nd (4) Mectal
Scrap Trading Corporation (MSTC). The State Trading Corporation it elf has a
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number of subsidiaries, namely the Handicrafts and Handlooms Export Corporation,
the Projects and Equipment Corporation, the Tea Trading Corporation of India and
the Cashew Corporation of [ndia. The Mica Trading Corporancm is a subsidiary of the
Minerals and Metals Trading Corporatien.

These corporations have provided the essential base for de%eloping and strerigt,hening
the efforts relating to specific commodities and products and diversifying the country's
foreign .trade. Briefly, their activities are:

1 to arrange for exporl'i where bulk handling and long-term contracts are
advantageous,

" .2} 1o facititate exports of *difficult 10 sell” items through various devices such aslinking

essential imports with additional exports under barter, link and parallel deals,

3) to organise production to meet export demands and to help production units
overcome difficulties of raw materials and other essential requirements 10 meet
export orders and develop lines of export by various methods, and

4) to undertake import of such commodities where bulk purchase is advantageous.

The corporations handle actual transactions. They maintain offices abroad and function
like any commercial unit in the private sector. However, the government is now
reducing its direct participation in trade and therefore number of items which were
earlier canalised through the government corporations have been removed from the
canalised list. The new policies of the government would result in competition to the
government corporations from private sector companies.

Organisational Set-up in the States .

The State Governments are increasingly parllmpatmg in export effort of the®guntry.
Some State Governments have created independent Departments of C erge and a
Minister has been put in charge of it. Some Governments have alsgget up rn
Promotion Boards and Export Corporations for stimulating expdfrt iteWgs originating
from their respective States. Liaison officers have also.been appoifited by the States to
develop export trade and maintain links with the Central Ggyernmen{'departments and
organisations. Export Promotion Advisory Committees ha s .cstablished by some
States under the Chairmanship of the Chief Minisieggr the Wadustries Minister. -

Activity 3 : . _
You have just bought an Inductlon Furnac 70 toh capacity. Determine the ratio
in wehich assistance would be granted and y which Metal Scrap Trading

Corporation can help yu.

3.7 SUMMARY

This unit has discussed the institutional framework as it exists in India. Each of the tiers
from the Department of Commerce to the Agencies for Export Promotion at state level
has been discussed in detail. Their responsibilitigs and functions have also been brought
out. : :

3.8 SELF-ASSESS'MENT QUESTIONS

i) How has the institutionaj framework shaped the International Marketmg
environment in India?

ii) Comm:.atupon the role of service institution in developing the Indian interpational
trade.
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BLOCK 2 ENVIRONMENT OF
INTERNATIONAL BUSINESS

Envlmnmenl constifutes a major variable within whu:h a business cnterpr:se has to operate.

Management of environment for international marketing necessnatcs that environment be
broken down into mcmagcable components.

. The first umu‘nthls block deal:. with culture as 1 variabw in the environments. Unit 5 deals
with political and legal aspects of the environment that face an imernational marketer, .
while the last uait deals with trade. monelar\, and ﬁnanual environment,

l
|
_r







UNIT 4 CULTURAL ENVIRONMENT OF
| INTERNATIONAL BUSINESS

Objectives _
After going through this unit you should be able to :

® define culture
& cxplain ihe elements underlying cuiture
® undertake a cuitural analysis.

Structure

4.1 introduetion

42 Definition of Culure

4.3  Elements of Culture

4.4 Cultsral Analysis

4.5 Summary

4.6 Self-assessment Questions
4.7 Further Readings

4.1 INTRODUCTION

Cultural dimension is one of the important dimensions of international marke
environment, other dimensions being political, economic, legal, techn olagi
etc. It influences all aspects of consumer behaviour and is pervastve
-activities in product design, packaging, pncmg, promotion, distributia
the likz, Since the scope of marketing concept is to satisfy co er needss, it is quite clear
thit the marketer must be fully familiar with the cultural dim f consumer behaviour
tn target markets and must enderstand thelr implicatio or s fic marketing functions.

4.2 DEFINKTION OF CUL

Culture can be defined as a ¥suin total of man's knowicdgc beliefs, art, morals, laws,
customs and any other capabilities and habits acquired Gy man as member of society.” It is
the distinctive way of life of a group of peaple, their complete design for living. Culture
thus refers to man’s enlire social heritage—a distinctive life-style of a society and its total
value system which is intricaiely related to the consumption pattern of the people.

Cultural Dynamics i

Man uses the media of culture in adapting o the physical, biological, psychological, somal
anthropological, and historical components of human existence. Each culture evolves its
own modes and norms 0 solve problems created by man's existence in society. Accidental
solutions were found.for some problems; inventions and innovations have provided
solutions to other problems. But moré commonly a society found answers to most of its
problems through direct or indirect interaction with and borrowing from other cultures.
Inter-cultural borrowing is a signiftcant phenomenon of cultural dynamics. What 2 culture
adopts from another culture becomes adapted to its needs in course of time and once the
adaptation becotnes assimilated, it is passed on as cultural heritage of that society. In other -
words, culture is 2 living and dynamic phenomenon which keeps on constantly interacting
with other caltures and passes through the continuing process of adopting, adapting and
assimilitating,

A significant characteristic of buman society is that the culture is passed on to succeeding
generatiors which constantly build upon and expand the inherited cuiture, from which man
learns a'wide range of behaviour that is of relevance to marketing,

Cultural Similarigies
Sometimes apparent similarities in certain features of cultm'e create illusion of ‘satreness’ in
_ differemt nutional cultures. For example; scveral nationalities may speak the same ‘language
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or may have similarities in religious or racial features: but it does not necessarily follow that
similarities exist in other respects. as well, nor does it follow that a product or a prometional
message acceptable 1o one cultare would be readily acceptable to another, Even when two
of more nationalities use the common language, there- would be differences in interpretation
of 2 word or phrase giving different connotations. '

Sub-cultural Patterns

Furthermore, within each culture there are many subcuitures that can have marketing
significance. For instance, in a country like the United States distinct subi ultures prevail in
the South, North-Eastern or Midwestern parts. Similarly, the general siqglaritics of Indian
culture are in evidence throughout the country but regional differences do exist in the
caltural features that are of marketing importance. Subcultures are founci in all national
cultures and failure to recognise them may create the impression of sameness which in
reality may not s:xist. A single national and political boundary does not necessarily mean a
single cultural entity. Canada, for example, is culturally divided between its French and
English heritages, although politically the country is one. Because of such distinctive cultural
division, 2 successful marketing strategy among the French Canadians may not effectively
work among the English Canadians or vice versa. {

It is therefore important to explore the possibility of existence of more than one distinct
cultures in a country as well as chatacteristics of subcultures, before marketing plans are
formulated.

Activity 1 o

a) How does the study of cultural unitgrsals influence the marketing programme?

b} The exj
examp)

4.3 ELEMENTS OF CULTURE

Culture inclides all facets of life. Tn orcer 1o abtain a tota! picture of a cultLr_e itis
necessary to investigate every possible side of it. For facililating an'imcuratq‘ study of cuiture,
the anthropologists have evolved a “cultural scheme” which embodies all Tc various

t

elements of culture. The main elements included within the meaning of the term ‘culture’ are :

1} Muaterial Culture
* Technology |
- # Economics

" 2) Social Institutions

& Socia! organisation
-® Education .
® Political structures

3) 'Man and the Uriveree _
® Belief systems ' ‘

4) Aesthetics L '
® Graphic and plastic aris
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© Folklore
@ Music, drama and the dance

5) Language

These five broad dimensions of culture embrace all the major aspects of man’s social
heriiage. They serve as a framework for the analysis of cultursl ramifications. The foreign
marketer may find-such “cultiwal scheme’ as a seful instrument in assessing the potential -
and intricacies of a foreign market. Each of these elements of culture has some influsnce on
the marketing process and they differ from culture to culture. It is therefore necessary to
study the implications of these differences in analysmg specific foreign markets.

A brief analysis of the elements of the ‘cultural scheme’ of a society will 1llustratﬂ the
variety of ways in which culture and marketmg are interlinked. :

Material Coltore

Material culture can be classified into two parts: techno!ogy and economics. Technology
inciudes the ways and means apphied in making material goods—it is the technical know-
how in the possession of people in a society. Economics refers to the manner in which the
people of a society employ their resources and capabilities to generate social welfare and .
benefits, Economics includes activities like production and distribution of goods and
servicss, consumption function, means of exchange and generation of income derived from
the creativn of utilities and similar actwmes

Material culture thus influerices the level of demand, types and quallty of goods in demand
and tbelr consumpuon pattern i a society. The mametmg implications of maten cilture

may not be acceptable in another market because of differences in the materia
two societies. For example, sophisticated clectrqmc appliances widely in dep

developed countries of Asia, Africa or Latin America.

Social Institutions _
Social institutions existing in a society affect marketing system in'Wvanety of ways. Social

_organisations, educational systems, political stiuctures 1 the pattern of living and inter-
personal relationships of people in a society. These ins llectively influence the
behavioural norms, cades of social conduct, val stem Oig. and thereby affect the entire
consumption pattern of a society which is of di vance to marketing..

Educational systems affect not only the level of litehe€y but also the development of various, .

- mental faculties and skills. In countries where the literacy rates are low, for instance, the .
conventional forms of printed communication will not work,

Similarly certain types of political institu:ions govern the growth of marketing organiSations .
as well as several other marketing functions and business systems,

Social institutions thus exert niotable influence on ail aspects of marketing including product
formulations and demgn, pricng structure, d:stnbutwe network, promotional methods and
the like. :

Man and the Universe

“Man and the univesse is a relationship that genera[ly results in the form of rellgious beliefs -

and related power structure.”” Religions are a major determinant of the moral and ethical

values and influence people’s attitude, habits and outlook on life which are reflecied in their
- consumption patters. Dy, Ernest Dichter found :

“In Puritanical cultures it is customary. to think of cleantiness as being next o

- godliness. But in catholic and Latin countries, to fool too much with one’s body, to
overindulge in bathing or toiletries, has the opposite meaning. It is that type of
bchawour which is mnmdered immoral and improper.” : i

The religious faith and belief thus affect peaple’s consumption hahlls and their amtudes o
goods and services as wefl as promotionat messages, which should be i consonance wnh
the religious faith to be acceptable. :

Aesthetics
- The man expresses his inner urge for creativity through aesthetics, i.e. the arts, fulklore,
music, drama, dance and the like. The aesthetics of 2 particular society are embedded in its
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culture-and are cxpressr:d throuéﬁ various symbols.and forms. The aesthgtics are of special
interest to the marketer because of their role in interpreting symbolic mepnings of the

various methods of creative expressions, colour and norms of beauty in a

In the absence of culturally correct interpretation of a society's aesthetic ¥
-styling or promotional message, for instance, would seldom be successfull.

particular culture.
alues, product

It is therefore essential for the international marketer to be sensitive to the aesthetics of a

sociely and their symbolic expressions through signs, colours, shapes and

forms in order o

make the product and the message as well as marketing communication effective.

Language
Language is an tmportanl element of culture. It is through languape ihat

-

ost of the

marketing communications take place. An international marketer should have a thorough

understanding of the language of the market—particularly the semantic

ifferentials and

idiomatic nuances which are essential chasacteristics of all languages of tPe world. For .
example, the dictionary translation could be quite differeat from the idiomatic. interprefation

- of a tanguage. When literal translations are made of brand names oF advertising messages

from one language to another by people who know the language but not|the culiure, serious
mistakes may occur. In Canada, for example, 1 family brand name—'Big Joha'—vas
translated into French as “Gros Jos® which is a colloquial French expression for 2 woman
with *big breasts’. When General Motors of the United States literally trapslated its

marketing phrase *Body by Fisher’ into Flemish language, it meant *Cor

by Fisher’, The

phrase “come alive with Pepsi” faced problcmq when it was translated into German
advertisements as “come alive out of the grave” or in Chinese as “Pepsi brings your

ancestors back from the grave". When t
Puerto Rico, sales were poor untit the com
prorounced as ‘No va'--winch literat
when the name was changed tgGgribe’. _
use of translated language in i nal marketing communication are

in Spanish ‘doesn't go’. 53

American car called ‘Nova® was introduced in
v realised that the word Nova was

ies were better

airly common
ultural context.

itar mistakes of one kind or [nother regarding
f

mainly because of non-familia the semantics and idioms in their
ANALYSIS

+4 CULTURAY

necessanly

ceess in country Y, for besides. the economic criteria thefe are also non--

. tors which influence the demand function. Culture represents one of the most
important non-econamic {actors influencing the demand function. For a manager to

understand culture and ils orientation, a cultural analysis becomes a prereguisite. Cultural

analysis is thus the stody and classification of non-economic parameters. §
be through the concept, the method or format in which goods are. markety
purpose in the desired market.

The method of cultural analysis involves the following steps :

© understanding culture and its crientation i.e., procuring knowledge ab

ts influence may
d for a stated

out the culiure,

®  market screening -keeping in mind the product smodification or marketing mix
madification dnd its implication.on the incremental costs and potentml profitability of

the market.
€ 1he choice of market and marketing stra[egy and programme.

While these steps broadly reflect upon the method, there is a long process
techniques available to a manager for undertaking cultural analysis.

involved, and

While culture is omnipresent it is invisible, therefore, procuring knowledge about culture

becomes a complu,ated process, What complicates the mavier even furtheq
works on perceptual inputs. He spends most-of his tiine monitoring percef
even here he monitors only the negative inputs. This complicates the assin

In order to overcome the limitation of percepiual mnputs and the constant
one’s own environment while solving problems or defining goals, James L
technigue of SRC or selt-reference criterion. :

According t¢ this technique, in order ic overcome the shoricomings of per
refesence while defining the problem or poul & manager must begin the pre

58

is.that man

tual inputs and
ilation process.
ross refesence to
ee developed the

ception and self-
ncess of problem




solving by undertakmg the following steps : - : oo o Culturdl Enivirommes
. Stepl—  Define the problem or goals in context of the homc culture ' Haternations} Busk
Step Il —  Define the problem or goal in context of the foreign culture:
Slep.III —  Analyse the difference if any '

Step IV —  Redefine the problem or goal, keepmg step IMin mmd

While this technique helps us in the problen definition stage, to get an idea of the _
implication, that the underlying forces of culture have on the problem, a manager must first
collect information about culture and its orientation. Prior to collection of cultural
inforrnation a manager has to bear in mind the fact that the anthropological view is large -
and all encompassing and, therefore, collection of data on these grounds may be time
consuming, expensive and probably irrclevant to the problem on hand. Therefore he must
establish some criteria vis-a-vis his problem or goal

A supgested criteria which can be vsed while solvmg problem of staung goals in the area of
marketing involves answering the followmg questions : .

@ Does the existence of culiure affect the product phys:cally or does it bear marketmg
- implications?

® Are these implications short-term in nature or long-term‘?

®  What would a cost/benefit analyms of 1|1culcatlng this mformatlon look like?

Keeping these questions in nijnd, the cultural elements can be redel'med 50 25 to carry -
product modification and marketing implications.

The cultural indicators ma_y then be subdivided under four heads o 0
® Defactoindicators '
-®  Traditional indicators T

®  Lepal indicators : : '

® Marketing mix indicators o _

Defacto Indicators . : _
This set inciudes factors like climate, terrain, the basic i infp@Syucturdl facilities available. The
impact of these indicators on product construction and g bear major significance.

Thus while marketing motor vehicles globally the firm w have to keep the climatic
conditions, terrain conditions and infrastructura jtions mn mind. It would have to adapt
the car body for both warm and cold climates. t providing anti-skid tyres may
very well make their product upattractive in cold tries. The availability of fuel, its types
and qualicy will have imp"act on the engine design. ' '

Traditional Indicators

This set includes the systems, the attitudes and the value systems that exist within a marke.
When a marketer seeks knowiedge about these indicators, he begins by taking into account
the historic demand for goods, the attitude of the consumers and the mechanics of the
market i.c., for example the credit facilities that have exisied in the particular industry. It
involves an analysis of the tradition and background of the market system as they exist and
its interfinkages with ther market systems and manufacturing couniries. Thus, hoping to
market 2 high value item in a country where the money market is not developed, and where
credit facilities are ereatic may not be possible.

Legal Indicators ' ' _
The law reflects the problems that have been faced by a pasticular soc:ety over a penod of
time but what influences 2 marketer most, are the laws relating to construction ofa product
and safety and environmental laws.

In the European countries, the safety iaws are very strict. A pharmaceutical product banned
in these countries are often marketed in third world countries. This is because the third
world countries cannot ‘afford” to make such laws. Another fact which must be kept in
mind while marketing the product is that laws have to be met in totality, -

Markeung Mix Indicators-

How 2 customer is presented with the product is a funcuou of how the markeung mix has

been d&sngned Indicators with réference to marketing mix refer to indicators on price,

product, promotion tedlmques, and distribution lechmqucs The implications for marketing:
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"Material Possessions .

are very clear when 2 person eaters a aew esvironment, !
-advertising requive that advertiser be able to hack uy his ¢
edvertising aud the iufluence of this law can create a problein

d States regarding
Vi vse of aspirational

While this gives us an idea sbout the onleare, the study of oricatation of the cutture akso has

~ &0 squal impoitance. The crientation of a cuiture can be understood through FEdward Hali's

techaiqus of high context and low coniext culture. While the technique itseif may not be
read it hecomes nooessary to undersiaied the orientation of a culture wi11h tefevence (o the
following variables. '

Time - .

The perception of time considerably varies from culture io culture; there are different
langnages of time as there are different spoker languages. In the Usited Staies, for instance,
when there is a delay in answering a business commuuication, it might be intergreted by the
person awaiting the answer as having low priority or Iack of inferest, A simifar delay

* elsewhere may mean something different. In Eihicpia, the time required for a decision is

directly proportional to its impertance. In Arab countries, the {ime required fo get
something done, depends on the selationship. imporiant people get quicker service from less
important people and close relatives take absolute priority over the nonlrelatives. An Arab’s
reluctance to commil to any time schedule is not an indication of his disinterest in the
business deal but it means only his habitual cautiousness to make hurri commitmenis
which ke nornzlly takes seriously. '

In the West, time 2 visitor spends \}vaiting in an executive's reception room is a sure

indication of what the exeeutive thinks ofithe visitor or how important e feels the visitor's
business is. But in Latin America, it
delay of even years to decide does no
might he working out somethiggedgri

Similar examples are availabi&in allfultures. They éhow_that the vocabulary of time is
different around the wgrld and s8¢ its meaning. To understand the Img*mge_of time is to
understand the culture. ' . P '

Space

In some coun elative importance of an executive in an organisation may be
indicated by the S of his office in relation to other offices around him. [n other countries,
like i @r g Office space in often laid out as a network of conaccting points of influence,
activity rest—the supervisor occupying his seat in the middle of his subordinates for
effective 0

_ rol. In the Arab world, the location of an office or its size dTes not reflect the
impaortance of the person who occupies it.

The conversation distance in space between two persons has a cultural dimension. Tn some
countries, particularly in the West, men avoid excessive touching while in the Asian and
Latin American countries people tend to get too close to gne another physically when
engaged in conversation. : :

Friendship _ :
The meaning of friendship and the obligations involved in it varies from culture (o culture.
In USA, the concept of friendship is fragile; it is hard to say at which point friendship gives
way 10 business opportunism. In Eastern countries, friendship is not formed fast but once
formed, it goes much deeper, last longer and involves real obligations. Friends and relatives
In severat cultures sepresent a sort of social insurance, helping each other in difficult times
and getting things done without expectation of reciprocity. Attitude towa friendships and
inter-personal relations is a product of culture and Plays a very subtle role|in building up
international business relations, g

Material possessions are used in different ways in different cultures with different meanings,
Americans are considered as highly materisfistic, projecting their socig-economic status
through material possession, The Japanese take pride in often incxpensi'vel but artistic and

- tasteful arrangements that are used to preduce the proper ¢miotional settink. The French,

Germans and English attach great value 1o traditional and historical things| In Middle East,
people would not like to be'judged solely by their- material possessions but by family
connections and friendships, Material Jpossessions thus mean different things. in different

-cultures and do influence the business attitudes and relaticnships,
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Business Agree’nenm _ ' : “Cultisénl Bavirommisst o
While if is important for internasional businessmen to understand !he syrmbolic meanings Eniermotional Bigleiens
and culturgl implications of friendskip rules, language of time, space and material possessions, : .
it is equally imporiant to know that guiding principles of and sttitudes towards neg(mmmg
business agreements in different countries. The basic rules for negoiiating business
agreements vary from coustry to country and can be classified into three broad types,

namely,

i} Rules that are spelled out technically as law or regu]atlon. ’
i) Moral practices mutually agreed on and taught to the young as 2 set of pnnaples

i) Taformal customs to w]nch every one conforms without being able to state the exact
rules.

Application of such rules varies from one society to another depending on the culturz)
circumstances. Generalisations are difficult, however, while the Americans consider the
negotiating process to have ended when the agreement is signed, for the Gregks the . .
agreement is nothing more than 4 charter for serious negotiations which ends only when the
job is satisfactorily completed. In the Arab world, once a verbal word is given, it becomes
as binding as, if not more than any written agreement. Few Americans, on the other hand,
will conduct any business without some written agreement or coniract, -

Informal. patierns and unstaged agreements often lead to mnumerable dlfficu]ues and .
confusion in cross-cultural negotiating process. Ali agréements have certain obligaiions and
codes attached to them—whether in writing or by implications. The norms and codes are
primarily of cultural origin and therefore become a way of social and cultural l The
peopie of each country may think that their own code is the only acceptabl that
everything else is imelevant, It s not so. Each code is different and people’s b

hehavlour, and agreements are greatly influenced by these codes an

It is therefore important for the international marketer to understan preciate the
differences in the cultural dimensions of international Nusin hat he can adopt and
adapt his business strategies to the coltural requiremer ts of a .

Ogce the manager has undertaken the cultural anal ust decide on a marketing
strategy encompassing the culturzl element. He has t options open 1o him depending
upon his market screening process. If he deci un ke marketing in a market where
the cultural variable influences are same in rkets then he is undertaking a
culturally congruent strategy. But what if he t the culture that exists is not
conducive for the marketing of his product, in which case, he can start marketing and hope
that the culture will change or he may himself decide to influence the culture to the extent
that altows him to market the product.

In the former case he is undertaking the strategy of unplanned change, in the latter case he
is undertaking the strategy of planned change. The importance that culture bears on the
demand function of the product will in effect be responsible for the choice of strategy
adopted by the management.

Activity 2
An international marketer wants to market Industrial Pumps in Indiz, Frame an objectwe
using the SRC technique with specml reference to traditional factors,

.........................................................................................................

4.5 SUMMARY

The cultural dimeasion complicates the environment in which an international marketer has
to operate. He must not only identify cultural boundaries but also what are the underlying
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Eavironment of Internationst similarities and differences. This is particularly important because of the influence culture -
Basinesé _ bears on what the man consumes and the manner and priority he aliots 1o its consuniption.

. ' He undertakes a cultural analysis to understand the orientation and underlying forces whick
‘ : _make the culture o that he can use the information while planming and exeruting his

' marketmg programme. '

‘ - 4.6 SELF-ASSESSMENT QUESTIONS

1) Enumerate the elements that make up culture.

2) What are the major variables one muist keep in mind while screening the market for
marketing?

3) What are the techniques available to a manager for undertaking culiural analysis?

a7 FUR_THER READINGS

Cateora and- Hess, Intemational Markeﬂng Thurd Edmon Richard D Irwin, Inc. .
Homewood Kilinois.

Warren J Keegan, Infernational Marke:mg Second Edmun Prentice Hall f [ndiii Private
Limited, New Delhi.

John Fayenvealher, International Marketm Second Edition, Prentice Hall of India Private -
Limited, New Delhi. '

Vern. Terpsitd, Imemaﬂonal D:memwm‘ gFkering, Kent Publishing Company. A

division of Wordswarth Inc., O
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UNIT 5 POLITICAL AND LEGAL
ENVIRONMENT FOR
INTERNATIONAL MARKETING

E Objectives

Aller poing through this unit you should be able to -

explain the rationale for undertaking a political analysis of international marketing
cxplain political risk and its dimensions

describe method for assessing, measuring and managing politicat nsk

discuss the rationate for legal environment

trace deveiopment and scope of inlernational law

elaborate upon the legal 1ssves in international marketing

define the terminology used in export marketing.

- e 8 0 & @D

Structure

5.1 Introduction

5.2 Political Risk : A Delinition

5.3 Assessing and Managing Political Risks

5.4 Management of Political Risk ~

5.5 ' International Marketing a5d the Lepal Environment
5.6 The Developmenl and Scope of International Law

57 Legal Issugs in Inlernational Marketing

5.8 .Legal Envircnment in Endia : An Export Perspeclive
5.9 General Agreement on Tariffs and Trade {GATT)
5.10 Summary

5.11 Self-assessment Questions

5.12 Further Readings

3.1 INTRODUCTION

The buoyancy ¢: depression of the stock market int
election period clearly demonstrates the impact of p nges on husiness conditions,
A government by its perspective oo business enterprise Wfluences the husiness environment.
For any firm involved in marketing, the role @ ament assumes will influence its
activities. The government may choose to all ghin fact provide free and far
competition, choosing Lo let the economic directi™h of the country be directed by business
eniinies as in the case of U.S A, or it may choose to provide the economic direction itself as
in the case of [ndia.

edia® pre-election and post-

Although a firm regards itself as ap economic entity it is drawn and affected by political
developments. It therefore becomes necessary for the firm, particularly an international firm
to-monitor not only the domestic but alse the international political environment. Since the
international business firm operates in a host country and as a guest of thal country, it
becomes particularly important for it to monitor the developments taking place in the
domestic political environment of thic host country.

The three main concerns facing any international business catity are po!mcal stability, the
govemment s arientation and natwonahsm.

While pohtlca] stability is m:ccssary for a business enlity, it is particularly important for an
international business firm because they reflect the success or failure of any business
concern, for political stability is often associated with stability of economic policies. The
“other concerns facing international business are orientation of the government and
nationalism. The orientation of the government can very often reveal whether international
business can survive in that country or not, Nationalism also influences this variable because
the business entity has to exist and operaie within that country. These concerns through
their impact give rise to political risks.

5.2 POLITICAL RISK : A DEFINITION

Aa international business entity is a guest of the host country and, therefore, the host
country reserves the right of noi only allowing it access but also of expropriating it. It alse
can influence the scale and dimensions of the operations through s policics. Political 1isk is
thus the vuleerability of returns of 4 project to the political acts of g soverigh goversacni.
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This definition pives rise to soveral issues but the most important issue is that political risk is
associated with blockage of funds and expropriation {(or domestication of i vestment) by,
the {oreign government, for a firm operating acvos its national borders. This does not mezan |
© that an exporting firm is free from political risks because political development ja the areas
of import restriclion, tax conirels, price controls, exchange regatations, and| counter trade
eic. can create a major impact en the value of the exporting firm and iis survival.

Blocksge ¢f Funds
An issue associated very closely with the subject of political risk is 2 tempofary or _
permanent blocking of funds. Blockage of funds refers to the fact that although a business

 entity may own the funds and still hold property rights, it cannot export its learnings for

© investment or repatriation purposes, This was a common problem faced by Eridians during
[di Amin’s rule in Uganda. Although the government did not formally make any
announcements, regarding take over of property, it had become almost imppssible for the
firms to-repatrikte their earnings in any form.

Although black market Op<raiions may exist in any given country, it is difficult for such
operations to handle the large scale of funds involved.
b

Domestication .
Domestication refers to transfer of control of foreigin investment to national| ownership 1o
“bring the firm’s activities in line with national interests. It differs from expropriation in the
sense that, it is a gradual encroachment of freedom of operation of a forcign operator. There
are three types of domestications. They are firm initiated domestication, government
initiated domestication, and predetermined domestication.

Whereas firm initiated and predetermined.domestication involves low level of risk,
government initiated domestication is rank par with expropriation, The difference in
risk profile is a product of discount factonased Wy the capital budgeting decision. White in
case of predetermined and self-initiated doMggp€ation, the firm has the freedom 1o use
discount tates having known the
domestication both variable are
initiated domicstication pr
while India has predeterm
demonstrated government

mestication, Latin American countries and Mexico have
tated domestication where numerous companies have been

instructed to sell'g rtain¥percentage of their stake by a given date. :
Expropriation . .
The miost ¢ e caSeof political vulnerability is expropriation, Expropriation refers to the

cation of property with or without proper reimbursement] Even where
forthcoming, it doesn’t equate* with the value of the firm wihich is the
summation of future earnings by a firm. Reimbursement is often fixed keeping in mind
book value of assets. Modern economic history is replete with cases of exprdpriation as can
be from the Exhibit 5.1 below '

"Exhibit 5.1 Expropriation by Region l9_l_5(j41976
Number of expropriations : o
0 - 50 100 50

Latin America

AL

Rate of expropriation, percant .
0% 5 10 15 20 25

{Total number of expropriations _
Expropriated companics a5 a percentage of total U.S. companies in.
the region '
Source : David (. Bridiey, "Managing Against Expropriation™ ‘Harvard Business Review' July-August 1977
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The exhibit shows expropriations carried out by various regions in a 16 year period viz. -
1960-1976. But expropriation have occurred even before this period, Mexico’s takeoveér of
foreign owned railways in 1937 and oil industry in 1938. Iran’s attempted take over of
British owned oil interests in 1952. :

— R
Fovirgomant of International
Busingss -

While these risks are faced by firms operating ‘within the boundaries of the host countries,
companies operalmg from outside the political boundaries are also influenced by potitical
risks.

These risks often maniifest themselves in form of exchange control, import restrictions, tax
controls, price control, countér trade and othey similar measures. These risks are often
interlinked with economic prablems and perception of the government regarding these -
economic problems. The USA itself has demonstrated the use of two such measures:
exchange contrels, and tax control to overcome the trade gap and other related problems.
Interest equalisation tax regulation Q, in 1965 and the declaration of 10% tax on all imports
clearly reflect that even the most developed economies might resort to these measures.

Normally, when a government perceives a rade gap emerging, it may announce a measure
or a combinations of these measures. It may also be a result of the economic direction that a
government wishes to impart {o its country. Thus, when India decided to focus on self-
reliznce, several import restrictions were imposed. However, today the situation is guite
different. Firms exporting to foreign markets may also be influenced by price controls. The
Government of India declares ininimunal piice ceiling for apparel exporters in order wo aveid
‘unfair coimpetition anicigst them and to naxiuss Witgt CXuhiange can‘u’nga.

1t is thus, not necessary for a firm to be producing in internationat markets to begnfluenced
by political risks although the extreme form of pohllc:a] risks is witnessed only by Wch firms
and MNC’s, :

Aclivity 1
Whal is pelitical risk? How do bilaterat and multilateral relations Ruengk the risk profile?

5.3 ASSESSING ANI) MANAGING POLITICAL Rl'sKs-'. '

Once the existence and the impact of political risk has been noted it becomcs neoeasary for _
any mternatlona! mar]stier to assess and manage political risks. :

Assessment and-managcmen! of political risks involve three basic steps:.
. Recogmsmg the existence of political l‘lSk and its accompanymg conscquences .
¢ Developing plans and policies in advance to cope with such risk.

®  Maximising compensaticn in the event of expropnauon

Several indices have:been developed to measure country speeific risk. They involve taking
socio-economic variables, societal conflict variables and governmental process index inio
account, But for an international marketer wishing to undertake a broad analysis, before
involving himself in1o specifics {the mare it is specific the more the time and money it
takes) answering the following questicns could be useful,

What is the current form and system'of government? Are the economic policies stable? Ts
capital flight taking place. These three steps entail the polmcal risk identification process.

Assessing Political Risks : _ ' - . : |
It has been observed that international managers when entering new markets recognise the |
existence of political risk but refuse to give it the required sigr ... ..i(c]% This is more so



Esvironment of lnternnfional because although the existence of political risk has been widely accepted, the definition of
Business politicai risk does not exptain whether such risk is couniry specific or firm specific, Here the
discussion entails assessment of both country specilic risk and firm specific risk.

Couniry Specific Risks _
Country specific risk refers (o risk arising out of doing business with a specific country.

€ What is the current political system in cxistence?

®  What is the stability and permancncy of government policy? :

®  What are the encouragements the basiness firms will receive as a resitlt of political
activity? : :

Answering these questions involves going into the pelitical history of that|country to
understand whether it follows 2 monarchy, dictatorship or parliamentary form of
government. Even where parliamentary form exists, whether their exists 2 singie party, &
two party, 8 multi-party or a dominating party system, and what are the ideologies each of
these parties have with respect to business enterprise can help in the country assessment
process.

- Several agencies produce country fevel political risk analysis. The exhibit 5.2 below pives
the Business Environment Risk Index published by the Business Environment Risk
Information Geneva.

" Exhibit 5.2
BERI Rankings, Noveimnber 1987

Low Risk
Switzerland Greece
Japan fsrael ... ...
Germany ... .. e _ .. 78 Thaitand

United Stales
Singapore . ... f
Taiwan ... : j Ecuador

Meditim Risk Htaly

Colombia .....co.oiuc b
Netherlands .
r Cote d'Ivoire .........co....... .,

High Risk Ca:egor)"

Belgiam .........

Usited Kingdom ¢ Hungary ........

Canada llrafzﬂ ...........

Sweden Chl}e ...........

Morway Endia . ....... .. .

France |, N PorlugaF ,,,,,,,

leeland ... [ndoncf;m

Apstralia ... - Argentina _

Dermark ... 62 Kenya ...................... [P e

Korea (South) . . 61 Mexico ..., e e

Saudi Arabiz 58 Pfk'm" it
Spain ............. e 57 ‘.e"e.wda
Malaysia ... .. ... ... 5 FProhibitive Risk
Egvoi ..o

Peru ........
Phitippines ..
Iag .........
Morocco ..
Migeria ...,

SRERT Categories
10086 Unusually stable and supasior business cavitonment for the foretgn inveztor.
85-70  Typical for an industrialized economy. Any tendency (oveed astionalism is offset in varying degress by
the eouniry's efficiency, market opportunities, financial eatirics, etc.
69-56  Moderate risk countries with complications in day-to-day uperations. Usually the political structure is
suflicicnily steble to permit business without serious dissuplion, X i
5541 High risk for foreign-owned businesses. Only special situations should be considered (eg., scarce raw
haterials)
Below 41 Unacceptable business conditions.

Bostrce : Business Environment Risk Information, Geneva,

Although such analysis are carried out by various institutions like'S & P add Moodys etc.
are available for public consumption, most MNC's prefer to undertake their own analysis.

Usually such analysis is conducted at the bead offices by the economic unifs for country
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. banking units. Most of the foreign banks in India, e.g., Bank of America, Citibank etc. " Poliiesl and Legm] Ervironment "
undertake such analysis for fixing risk units for size of operations. fur Tnternational Marketicg

Firm Specific Risk
Although business units undertake country risk assessment they have reglised that political
risk does not manifest itself equally among various firms. This is the major assumption
underlying coumry risk assessment. It has been observed that sometimes firms in the same
country receive differential treatment as in the case of Cerro Corpn. and Macrona Mining

. Corporation and the Peruvian government attitude towards them. While Cerro Corpn. was
expropriated, Macrona Mining Corporation was encouraged.

Tlus example brings out the fact that potitical sk is not equally dlsmbuted within a
country and even within a country within a specific industry.

1t is commonly believed that firm specific political risk arises because of the following:
@ size and visibility ' ' '
¢ product handled

@ aititwde of the company

These are explained briefly below :

Size and Visibility

11 has been observed that MNCs like (o indulge themselves in business on a large scalc to
derive the benefit of economies of scate. They also undertake massive advertisement

programmes for creating brand preferences. This, it has been observed, causes resentment
among local businessinen whio feel that the MNC is taking more thawn its fair sha
business. They create pressure on the government to fake steps to restrict MBC's o
ofteit in the name of protecting domestic industries.

Product Handled _

The product handled by an MNC or an international business house ences the
attitiide a government will adopt towards it. If the ruling govgsgment perceives that the
product handled by the foreign company is crucial for the eco velopinent of the

|mde ight be favourable
or production of non-
avourable is quite high.

country of it is socially/sirategically important then the
whereas if the company is perceived as undertaking
essential items then the likeliood of the attitude bein

Phillip Cateora and John M. Hess have dew following guestionnaire for deciding
upon the attitude meted cut to the business. :

Exhibit 5.3

1. Is the availability of supply of the product ever subyect Lo important political debates? (sugar, salt, gasoline,

public utifities, medicines, foodstufts)

2. Do other industries depend por the production of the product? {cement, power, machine tools, construction
machinery, steel)

3. Is the producl considered socially or economically essential? (key drugs, laboratory equipment, medicines)

4. s the product essential lo agricultural indusirics? (farm touls and machinery, crops, fertilizers, sceds)

5. Does the product affect national defense capabilities? (transportation industry, communications)

6. Does the product inclode important components that would be available from local sources and that
otherwise would not be used as effectively? (labour, skills.-materials)

7. I there local competition or potential Jocal competition from manufacturers in the near furure? (smail, low-
investment manufacturing)

. 8. Dwes the product refaie to chaneels of mass communication media? (newsprint, radio equipment)

9. Is the produoct primarily a service?

10. Does the use of the product, or its design, rest upon some legal requirements?

11. Is the product potentially dangerous to the user? (explosives, drugs)

12. Does the product induce a aet drain on scarce foreign exchange?

If answees to each of these guestions are scared from 1 (o 10, from a strong no o a strong ves the highest scoring
products would be subject (o maximum paolitical risk.

To sum up, the perception of the ruling government determines the degree of political risk a
firm has to face at the firm level, -

Th= Attitnde of the Company

The attitude of the company is also important. A foreign business emerprlse must realise
that it is a guest of the host country and is there only on their invitation. If a firm realises
this fact then the political risk is minimised because it will realise that it must contribute to
the national goals of the host country if it wants to continué doing business in that country,
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Cultural Environmest of

Interaational Business

In the example of Cerro ¥ /5. Macrena Mining Corporation both belonging to 1he mining
industry one was encouraged by the Peruvian government while the other firm was
discouraged. This was essentially because Macrona realised its posjtion as a guest of the
countiry, making contribution to the fertherance of achievement of national objectives; also
making known the fact the role it was playing, Cerro Corporation undertqok no such task
and therefore was doled out an unfavousable decision. '

54 MANAGEMENT OF POLITICAL RISK

The insecurity arising out of political risk especially, risk of loss of investrent and
information, in foreign lands can be minimised throngh proper management of political
risk. Political risk management process can be undertaken eithier. be{ore the investment is
made or after the investment is made. The former refers to pre-investment planning whcrpas
the atter refers 10 post-investment planuing.

Pré.investment PHanning

_Under the pre-investment plauning for political visk management, four options arc available

to the indernational marketes. They are :

& Avoidance

@ Insurance

€ Megotiating the Environment
% Biructuriog the Investment

Avoidance
As the namc suggesis, this met§
fareiga investment. However, 3
decision of going internaigpal. Once that decision s takea then the busin
undertake 2 measured ri ening the required rate of returm.

Rlves avoiding political risk by not undertaking any
option which can be exercised onty prior to the
has'to

Insurance i
Today, several nd non-business endities have come up, which urﬁjerwrite ihe
risk. Any businessman can have his political risk anderwritten for
arying premiums are charged for different business activiiies, the

sinessman now, has open to him the option of insuring his|poiitical risk of

SXpropriation.

However, insurance does not offer a full coverage because insurance companies underwrite
the book value of assets wherzas the value of the firm is dependent upon the stream of
future earnings. Any expropriation would mean a lowering in the value of the firm.

What insurance does is that it ménimises the losses through underwriting the value of asset,
Today about 90 to 95% of the insured value is recoverable. In India, Export Credit
ISuarantee Corporation undertakes the role of insuring political risks.

Hegotiating the Envirenment .
Megotiating the environment refers to agreements drawn up between the company and %‘1&
ruling government. It states clearly the rights and undertakings of ¢ach parly. It is also
referred as concession agreements.

The only drawback with this method is in couptries with low degies of political stabihiny
where the emergence of rew ruling party may mean repudiation of the ealier contract by
the new government,

Structuring the Investment

investment se that it is a ot concentrated in any one couniry. Thus, Chrysler Corporation
distributed its invesiment in Peru, Brazil, Argentina and Detroit. In Peru itself, only 50% of
the auto truck parts were manufactured. Therefore, expropriation of Chrys!er would have
the implicit consequence of loss of the trucks being mannfactured in Peru. Therefore, it did
et make sense for the Peruvian government to expropriate Chrysler.

_This is a strategy being followed today by mosi companies and involves dij:rsification of

Similar to diversificatios of in the investment decision the firm can also undertake financial
structuring. This invalves raising capital along with the government participalion ie., some

r
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viz. the foreigm povernment and its citizens. ] : " for Interagtional Murketiog

But all these slmegies' wfer to the pre-investmeent period, Political risk also arises even after
the investment decision has been taken which meaxs the firm is already commitied so faras

" the country is concerned, Therefore, the company must evoive strategics even after the
mmemﬁemonhmbeenmkmsoasmmmmmelomandm maximise the
compensation in case of expropnatlon

These strategies include the following :

Planned Divestment =
Short-term’ Profit Maximisation
Change of Benefit/Cost Ratic
Diavelop Local Smckholders
Adaptation

89009.

These strategies ar cxphined-brieﬂy below: -

' Planned D!vestmena

 'This refers io divestment of assets in the foreign comniry over a ﬁxw period of time 50 as (o
minimise the risk involved. Effectively, this straiegy involves recovery of the invested capital
slong with desired retum over a fixed permd of time after which the productive gsset is sold
to the local citizens.

Short-term Profit Muximisation g
If at ail the expropriation is to coour, thers is always some advance ndli
involves sacrificing long-term goals in favour of shost-term objectives. Vg il

developing circumsiances, the firm cuts costs and | increases prwns 1o tecover the

‘fnitisd investment,

However, this stsategjr oistend of working for the firn _ . against it in the sense that

when 2 company starts underiaking such measures the b vermnment is often forced to
the decision of expropriation {even if it was inj inst i), because it does not see any
forthcoming benefits.

Another avallable strategy for preventing or postponmg expropriation involves changing the
benefit/cost ratio.

‘ Before taking over the foreign investments, a government usually underiakes a cost benefit
analysis of the advaniages and the disadventages associated with expropriation. If the
_ analysis can be made lopsided in favour of the firm by i increasing the cost v/s the benefit,
‘ then, probably the exproarlatlon decisicn may be withbeld.

Develop Local Stockiolders '
What Sears has done in Latin America is that it has made sure that most ol its products are
manufactured within tie covairy for sale. For doing this, they have promoted business for
specific product category. By promiising guarantee they have evei helped some of their
tusiness associates get off the ground. These basinessmen now strongly identify with the
Sear’s stores and therefore would prevent the expropriation of Sears Roebuck from their
country. This strategy of developing focal stakes has worked wonders for minimising the
political risk involved and often has even resulted in 1avourab‘e treatment bumg meted out
to them. .

Adapiation i )

Businessmen today have lesrat that it is not necessary ta own zssets, 10 earn profiis. Profits
can aiso be earned through mandgement contracts, Indian experience of ma-lagemenl
contracts in Middle East countries has demonstrated the existence of this fact.

ln Venezuéla_,' the éxpropriated 'i_:iii companiés havé been given managem.st contract for o}
¢uploration, drilling etc. This strategy of beating the political risks is known as adaptation.
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. Enviranment of Tnternational Thus the options available to minimise political risk can be shown as below

Business -
Exbhibit 5.4 Coping with Political Risk

mm‘fT APPROACNEY

Negative Approaches Positive Approaches
2 Control of raw npaterial ®  (COneession agreements
*  Conuol of uansportation to international markets Joint venture with government
¢ Control external markeis ®  loint venture with-local banks citizens
@ Licence or patent restrictions ender international *  Local sourcing of raw matcrials
law ’

Indirect Approaches
%  lnsurange

®  Capatatised Firms

®  ELsternal Financing

wee : Rodrignez and Carter, fnsernmtional Financtal Mangeemons,

etfvity 2 . _ . _
a}  What is country risk? How is it diffcrent from firm specific risk?

5.5 ERNATIONAL MARKETING AND THE
LEGAL ENVIRONMENT

Every business operates within the Jurisdiction of.legal system. The legal iysn:m is an
inevitable component of the environment within which a business operates. The commercial
law existing within any country influences not only each and every variable of marketing
mix but also the environment within which a business operates. This has 4 direct bearing on

. the management of global marketing plan. Thus for example, the advertis ng laws in West
Germany are so strict that it is best advised for the international marketer ito get himself
good legal counsel before framing his advertising strategy in West Germany. In fact ali over
Europe their exist different set of laws preventing promation of products -EJtrough price
discounting. These laws are based on the premise that siich practices differentiate bu yers.
This example reflects the influence on onty one of the variable of m_arketirlg miy. Laws may
exist for other variables of marketi ng mix viz. product, price, and place. Thus monitoring
the legal environment is also essential. Infernasional business came out with an articte
indicating areas where management should consider the laws before framing their strategy.
They include watching out for rules regarding: -

Retail price maintenance

Product quality

Packaging

After sales commitment

Price controls ;

®  Property rights which includes immovable property and patent & tradi mark

e @ e e

regulations
@ Cancellation of agreements,

10




Mot only does the lepal system influence the marketing management process but atso the
epvironment within which the markeler has to operate. Thus while one couniry may for Internations) Marketias
promote cumpetition within its markets through its legal system, another country may Ury 1o T :
protect its industry and thereby restrain competition.

" Polticel sed Leyal Enviroemen

In USA anti-trust legisiation Iinflueaces ail mergers, takéovers, and business praciise which
are in restraint of trade. The verdicts, awarded arc governed by pafagraph one of Sherman
Act. Thus for example, Gillete was prevented from taking over Braun A.G. of West
Germany, which was an electric razor manufacturer, on the grounds that 11 would distort
competition.

On the other hand in India competition is not been encouraged. Protection is afforded to
industries in infancy stage. in fact the MRTP Act restrains the activities of any business
concern with an asset base greater than Rs. 100 crores.

Activity 3 :
How does the legal system in Indla influence domestic marketing? What are the laws that
an intefnational marketer must keep in mind for marketing in India?

5.6 THE DEVELOPMENT AND SCOPE O
INTERNATIONAL LAW

The domestic matketer is aware of the jurisdiction of the 1 syslgm and the bearing il has
on his activities. But when he crosses national frontiers ket ot produce his product in
a host country; the problem of legal system arises on t untts, They are:

a) Every country has its own lega) sy_sleni
b) The legal systems of the world are not hait nd are in Tact based on
contradicting political philosophies. -

The legal system that exists in different countries of the world are antecedents of one of the two
fegal philosophies. They are common law and code law philosophies.. :

Common law finds its rouots in Britain and is practised today in U.S.A., Britain and Canada.
The basis of commea law is tradition. past practices and past ruling of higher couris who
look upon similar problems within the accepted set of laws. On the other hand, code law is
based onBoran law and is an all inclusive system of wrilien rules that encompasses afl
eventualities. This basis for legal system can be witnessed in most countrics of the world,

It must be pointed outhere that while these represent the basis of various Icg:,l systems, the
legal systems in different countries of the world are by no means identical. This difference
between code law 2nd commen law has been pointed out to the sindent o make him aware
of the fact that the hearing of these two distinct philosophies on judgements awarded m cise
of commercial disputes can be redically different. To illustrate let us talee the interpretition
in case of non-flfilment of reguired conditions of 4 contract under ‘Act of God'. What
constitutes an “Act of God® in code law is not necessarily incorporated under common law,
Thus while strike may be locked up under *Act of G, in code law it will definately not be
accepted as a reason for non-fullilment of the contract under common law.

The development of international aw 1ok place in lase sixteenth century in an-effoit to
. {leal with iniernational poliveal issues itke granting recognilion o siew countries and For
maintaining world peace,

The developinents in international commercial law, however, stated taking place only in the
19th century with law of sea coming in as late as 1958, These developments tock place on 2
state by state basis as international trade gréw in volume and value. This fact accounis for
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Eovisoeect of stormstions!  Giflerent legal systems existing in different countries of the worid and baLr,d on coﬁﬂictﬁhg
. Bushnées legal policies. ' ‘ ' |
. : : ' |

International law deals with upholding order. Originally it'reéognised-only nations as _ |
* entities, but today it also incorporates role played by individuals. International laws may be
defined as a set of rules and regulations which the nations consider binding upon
- themselves. This definition brings out two important characieristics of international law,
They are absence of existence of a comprehensive legal system. There is mo traly
comprehensive body of law because as stated earlier, international, cormeicial law is of
recent birth. This-has hud a direct impact on the existing administering authorities. As of |
loday there are only a few international bodies for administering fustice. They include the |
International Court of Justice founded in 1946 and the World Court at 1&1@; Hague.

_ Besides this is the fact that no nation can be forced into these rufes as stated in the line
“*consider binding upon them' which brings us (o the fact that all nations recognise the
sovereignity of the legal systems and therefore international Jjudgements gre based on the
premise of ‘good of humanity’ and not on basis of any particular coUntrylFs legal system.

-

5.7 LEGAL ISSUES IN INTERNATIONAL MARKETING

The field of international law is wide and cannot be dealt with fully here‘ However, certain
issues like entering into contract, the method at seeking recourse, protecting property rights,
tax laws, and foreign exchange are some @f the major issues facing the in*emalional :
marketer, These issues can be illustrated as Wgder ’ ’

xoss thwdiional frontier imply that agreements have to .
Wher side. For this legal counsels advice on contract act
Jitely essential. '

The decision 1> market product g
‘be entered into with parties o
as it exists in thi foreign land

Not only must the mar aware of laws regarding contract, and terrhination of )
contracts but he must ais§fbe aware of the legal formalities that he is subjkecting himself to.
Thus as per C octrifie 2 person desirous of doing business in Latin| America must
agree to subje s a national. This has important bearings for an executive doing
business yith LatMyAmerican countries. The eritry decision may be influenced-to a great
extent aws as they éxist in that country, '

A marketelMhust also be aware of and monitor laws regarding product quatity, paékaging,
price control, retail price maintenance, after sales service, If he wishes to continue his
marketing efforts in thal country. ‘

Of special importance in this context are laws relating to competition and property laws.
Property laws in the recent years have taken an important dimension with the dawn of
brand pirating and expropriation, ' |

With brand pirating becdming a dominant problem, many international conventions have
been held. Some of the important conventions and their agreements are as‘ follows:

" Paris Union . :
The 50 participating countries have agreed to uphold trademark and patent rights onice the
firm registcrs them in any one of the countries.

. Madrid Coavention _ S
Some 22 countries.in Europe decided to uphold trademiark rights in all these countries once
it is registered in any one of the country. ' : :

Vienua Diplomatic Conference . |
Also known as the TRT (Trademark Registration Treaty) provides the sam protection in
50 countries of the world. '

The world has also witnessed'zn increasing number of expropriations. The pplions available
for expropriation have been discussed in.the earlier portion of the upit. ‘ ' ’

Tax laws'is another dimension of the legal system which influences every. iIt_‘,Qme éaming_ _
member of the society. The internatiofial marketer has to be particularly alert with reference-
“to 1ax laws for they keep changing in most developing-countries. For an in ernational




marketer who wants 16 repatnate his income, can on]y lhmugh tax plannmg and forengn '
exchange: plannmg repatr:ate Iu,s ncome. : .

58 LEGAL ENVIRONMENT‘ IN INDIA ;
ANEXPORTPERSPECTIVE

. The comerstone of mtematnonal marketing, eSpec1aI]y, in. the lndlan context, is product
- -export. Consequently, the basic legal document than an exporter is concemed with is the

international sales coniract; .

Export transactions necessarily mvolve movement of goods- from one country to another..’
The basic task of an export contract is to allocate the risks and costs of export shipments

. between the exporter and importer, Simultaneously, it also seeks to’ providé a system

lhrgnugh which disputes, if any, can be settled, in case either party fails to honour what the
contract has provided in the first mstance

The allocztlon 'of risks and costs are done by takmg the delwery point as the bench-mark.
Various types of contracls have, therefore, been developed with different delivery points. -
International Chamber of Cominérce has codified the contract terms commonty used in
international trade and has also standardised their interpretation in their publication entitled
Incoterms, 1980, This codification has almost universally been accepted and majority of
Indian firms use these terms while negotiating export contract. The most |mponam contract
terms are explamed below : : :

Goods Moving at Buyer's Risk and'Cos& ' P \
Ex works (EXW): The seller makes (he goods available at his prermises. TIbuyfr bears
the full cost and risk of loading and transporting the goods,

Free Carrier (FCR) : The selter delivers the poods into the. custod carrier (or the
first carrier in a multimodal transport operation). The risk ighe goods passes to the buyer
at that moment, and 1he buyer pays lhc trans;}on costs. Thc 1 be used for all modes

' -of transport

FOR/FOT, Free on Ra:l Free on Truck {FOR)Y is for bs¢ in Tail transport
only (“Truck” means raitwzy truck). The sellgrdeliveMyghe goods to the railway. The buyer
bears the risk of loss of damage from that nd pays the transport costs.

FOB Airport (FOA): The seller delivers the to the air carrier at the airport of
departure. The buyer bears the risk in the goods from that moment and pays the air
transport costs, The seller normally arranges the contract of carrlags, on the buyer s behaif,
The seller clears the goods for export. .

- Free alongside Ship (FAS) : The selier delivers the goods a]ong51de the shlp in the port of -

shipment, The risk int the goods is transferred to the buyer of that moment. The buyer clears
the goods for export and pays the transport costs. .

Free on Board (FOB) : The seller clears the goods for export and dciwers them on board
the ship. The risk passes from seller to buyer when the goods Crose rhe ship’s rail in the port -
of departure The buyer pays thc freight charges. '

Goods Moving at Buyer’s Rlsk and Seller’s Cost C&F, Cost and Frelghl (CFR): This
term is designed for maritime transport. The seller clears the goods for export, pays the

freight charges and delivers the goods 'on board ship. Risk passes 1o the buyer when the
goods cross the ship’s rail in the port of departure. The seller undertakes to provide the buyer .

with a negotiable bitl of lading that can be endorsed to transfer ownershlp in the goods or
pledge them to a financing bank. : :

Cost, Insurance and Freight (ClF) This is identical to the CFR term excepl that, in

additien, the seller insures the goods against loss and damage at his'own cost. The insurance

covers the buyers not the sefler, since the goods are travelting at ihe buyer’s rlsk

Frelght Carriage Paid to (DCP): This term can be used for all moclcs of transport
including multimodal operatians. The seller pays the transport costs. Risk ‘passes to the -
buyer when the seller delivers the ggods mto the-custody of the first carrier: ’

Freight, Carriage and Insurance Paid {n (CIP) This term is ldcntlcal 10 the DCP term
gxcept that in addition the sellcr |nsure5 the goods at his uwn cost, for the benefit of the buyer

S o 73”

Political and Lega! Environmeant
* for International Markeiing




Envirosmend of Injernations!
Brasimess

' Goeds Moving at Selfer’s Risk and Cost
-Ex ship (EX8): The scller makes the goods available to lhe buyer on board the ship at the

port of destination. He pays the transport costs and' hears the risk in the goods unti] _they'a;r_e
made available in this way. . .

Ex quay (EX3): The seller makes the goods gvailable to the buyer on the quay of wharf
al the port of destination. The seller bears the risk in thb goods up 0 that’ poa t and pays the:
iransport costs. The seller pays the import dues {"*ex quay duty paid™) !.In|ESS tie contract
provides the contrary (Mex quay, duties on buyer’s account™).

Delivered at Frontier (DAF) : The selier delivers 'the goods at-the agreed fromtier and _
bears al! costs and risks up to that point, including transport costs. The buyer is responsible
for import costs and formalities, and for any transport costs 4fter the fronllcr

Dtivered Dmy Paud {DDP) : The seller delivers the goods at an agreed poing in the
buyer’s country—ihe buyer's premises, for exampie. The seller bears 2il costs and risks inthe
goods up {0 the point of delivery, mctudmg lranspon GoSts. T he seller is responssble for
import costs and formahnes

5.9 GEMNERAL AGREEMENT ON TARIFFS AND TRADE

(GATT)

The General Agreement on Tariffs and Tr_adc is the international forum for trade
negotiations for liberalizing international trade.

3) Prohibition against the use of § ifative restrictions on exports and gmports,
4} Special provisions to promote (lefade of the least developed countriks. '
The several rounds of GA tiations succeeded in veducing many tariffs and.

B tartlf, for example, fell from 26 per centin 1946t0-5 percent

quotas, The average Jd
e grce the GATT achieved the !iberalizalion of trddc in 50 000

Nich convcncd in Uruguay in Sepiembe; 1986, pnman'iy deals
tural products and services. Initially it was envisaged|that the
r'egutiaticons wiyitl be concluded by the cnd 1990, however because of varipus conflicts
among participating countriss especiaily between U.S. A, and E.C. over farm su bmdacs, '
this couid not be concluded.cven by end 1992, T

The Trade Related Intellectual Property Rights (TRIPS) text under negotlauom in
GATT, is against the Patent Act of India; 1970 in practlcally allimportant fespects. [ts
adoption by India will have large imphcatlons for Indian companies especially in the
fleld of Drgs and Pharmaceuaticals, and will virtu &ll),r mean scrapping of the 1970 Act.

i} What do you understand by ihe-_term polmcal risk? In your opinion is jt country
specific or firm specific'or both, Elaborate giving examples. '

- 2} What are the major coniposents that make up political risk?

) Whatis the ranugenient process available for managmg polmcal r1sk'?
4‘ What are the hasic prmaples of GATT?

510 SUMMARY

Upon crossing the national borders an intemational marketer is faced with a ngw political

~ environment. As every marketer realises the implication of political environmept on

business, it becomes necessary for hiln to anderstand and gauge the political rigk he- is
indertaking and the options available to him for managmg the same. Sp also he must
uwndertake an .malym of the legal environmet.

_Managers involved in nweroational marketmg afe aot sipposed to be experts in Iaw What
is nw%ary is to havc an apprecxatwn of the Iegal problems thai may arise while .



negotiating or implementing an expori contract. Once that perspective is developed, it Patitical and Legal Envirominza
would be a good idea to prepare a checklist, with the help of legal experts, which can be o for inteemational Mexieting |
used for guiding future managerial action. The correct business approach fo law is not to - '

find out what legal solutions are there to a dispute which has occummed but what should E!e

done to prevent occumtence of disputes. This is because legal processes even in a purely '

domeslic country setting can take a long time. When foreign countries and foreign laws are

involved, time and costs can be so enormous that an exporier would be well advised to

forget legal solutions and accept the loss.- .

Government of India set up {ndian Council of Acbitration which serves as the nodal agency
for giving guidance to Indian exporters on drafting contracts. It also provides arbural
facilities for settling international trade disputes.

5.11 SELF-ASSESSMENT QUESTIONS

1) What do you understand by the ferm political ris.k._ In your opinion is it COuntry
specific or firm specific or both, Elaborate giving examples.

2} What are the major componenis fhat make up political risk?
3) "What is the management process gvailable for managing political risk? .

'5‘.12' FURTHER READINGS
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UNIT 6 TRADE, MONETARY AND
FINANCIAL ENVIRONMENT
|

Objectives |
After going through this unit you should be able to : ‘

© explain the need for undertaking such an analysis

@ discuss the trade patierns over the years

@ define the dimensions of the growing debt problem

@ define the changes that have taken place in the monetary system : ‘
& define the changes that have taken place in the financial environment,

Siruciure

6.1  Introduction

6.2 Underlying Rationale

6.3 World Trade—A Temporal Analysis ‘
6.4 Trade Patterns : An Analysis

6.5 . The Debt Problem _ ‘
- 65 Major Developments in the International Economy

6.7 Developments in International Monetary System

6.8 Finandial Environment o |
.9 IMF and World Bank

6.10 Summary : 0 ‘
5.11 Self-assessment Questions _ !
6.12 Appendices ' ‘
6.13 Further Readings Q _ .

6.1 INTRODUC ]

ar IF'tll date, world trade has been stimulated by glfowth in
output, incomes andNgbenditure of industrialised countries of the world. The classical trade
paitern of cogugodity Seports from underdeveloped countries to developed countries, in
return for red goads produced in the developed countries has long since been
abandoned. ‘ :

Fromn the end of W,

Today the trade pattems have shifted drastically. Industrialised countries have }realised the
Jimporiance of coordisnted and integrated effort. This has been demonstrated by the
increased understanding among -7 nations and their offer to help Hungary in keeping out
of the mess, provided Hungary undertook SAF (Structural Aided reforms), -

In 1973, with OPEC raising the prices of oil from $3 a barrel 10 $10 a barrel there was a
major shift in the resources of the wotld from the non 6l producing countries to the il
producing countries which was followed by a US $ crisis in 77-78 because of the large trade
deficit and loss of faith in the Economic Power of US §. This led to another rise in the il
prices in 1979, Since this meant a shift in wealth, most of the inidustrial countries felt
pressurcs on their trade account which had developed because of the drastic rise in ol
prices. Oniy U.K. Norway and Netherland benefited from North sea oil findings. Bui on ths
whole, the world began the decade by facing depression, 1980-82 reprcsenting‘thé recession
period. ’ : :

The world output which had grown @ 3.9% p.a. between 1971-80 ‘period and Jrew only
1.8% in 1981 and 0.7% in 1982. The growth rate of GNP of industrialised countries also fell
from an average of 3.2% in 1970' 1o 1.5% in 1981 and in 1982 they faced a negative
growth rate of 0.3% ‘

The world trade also suffered a set back. As against the averape annual growthiof 5,7% in
world trade during 1970 there was only 1.2% in the growth volume of world trLde in 1981,
In 1982 world trade declined by 2%.

Since then the worid economy has been seen 2 steady recovery, infact the 1987 crisis did
not affect the rate of recovery. In fact the IMF predicts a-continued growth rale*, however,
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there would be a decline in the rate of change of growth rate. Various economic unions

were also formed during this period of which the imost important was EEC which was

based on ['reaty of Rome signed in {950, Simultaneous changes had also occurred during

this peried in the financiai environments of the. world. These changing trends could be

classified ag-

4} The growih and dcvclupment of MNC's as pmmoters of internationsl trade and as
majar prodocers in the host countries.

b) 'I_‘_hé acceptance of generalised floating exchange rates in 1973 and the groving
volatality of exchange rate. This meant an increased unpredictability of cash flows and
tate of returns on investment in absence of exchange rate measuremenl for lntcrnatloual
business. .

¢) Finally, the trend of globalisation and integration of mancy and capilal markets, in the
1980s expanded opporiunities that existed for invesiors and organization for raising
funds. This mean} increase in speculative flows which would create different kind of
pressures on the B.O.P. (Balance of ?ayment} of partictpalmg countries,

6.2 UNDERLYING RATIONALE

Todays marketing executive bas, not only, to ke aware of the major changes taking place in
the monctary and financial environment, but has also monitor them constantly. The
underlying rationale behind this exercise may be explained through the influence these
changes have on the marketing operations and marketing strategies adopted by the firm.

-A company wishing o analyse or undertake an investmeni decision would have to mak
sure that B.O.P. pressures are in favour of locatng its production facibities in that naspn,

A natioa with strong but adverse B.O.P. pressures, cannot be 2 likely place to diversify
although ali other fuctors may bétin its favour because this would mean restriffionycn the
flow of foreign exchange. Initially, while assessing a nation as a market, the RO.P. $ould
reflect whether it can be a potential market in terms of standard of living and Tepasf|
income. Thus for e.g.in 1979 when oil prices were raised, most count 2 adverse
B.O.P. pressure as a result of which world trade was subdued. This wasgéfleCled in the
recession that followed. In fact, such an analysis assists a Ma g Madager not only the
strategy formuiation level but aiso £{ operational level. A mfgk anager must know
which curtency shovld be used to invoice the cusiomers so thalige can minimize his
exchange rate risks. Although today most of the congpfCf§ 2 in IS £ wouldn't it be
advantageous for the business to think in terms of ¥ 8 i¥or they represent more siable
currencies, This staterment again reflects their B.O.P. RoWgfimilarly, if tke firm has 10
finance the inventory in transit the use of currency anatysis (speculative) may help the fira
to minimize the cost of use of funds. Tnfact, this argument can be extended further. Due to
the existing imperfections it has commonly been seen that MNC's raise capital and debt in
markets different from the markéis in which they want to nse the furds: Such imperfections
allow the firm to minimize its weighted average cost of capital: These are just a few of the
dimensions that make i{ necessary for the marketing manager (o monitor and analyse the
trade monetary and finaccial envirpnment a8 it exists in the world,

63 WORLD TRADE—A TEMPORAL ANALYSIS

The trade paiterns of the world sre influenced by the outout, incomes and expendivres of
the industniaiised countries. This makes it necessary for Gae to monitar and analyse these
variables (0 understand the trade patterns as they exist in the world, The world saw a
recession in the years 1980-82 becanse of the rise in prices of oil in 1973 and 979 and the
- depreciation of US § the most iraded currency in 1977-78 because of the mouating deficts
faced by US economy and gross neglect by the earlier administration which had
concentrated on domestic developmeni, neglecting iis foreign trade. The world outpni
declined from an averuge snnuzl growth rate or 3.9% p.a. between 1471-80 0 §.8% in 1981
and $.7% in 1982, The GNP of industrialised countries {annualised growth rate in 1970's)
of 3.2% p.a. also declined te 1.5% in 158} and reached # negative grewiiy rate in-19%2,

However, since then the recovery has been stezdy USA hes demorstrated the fasiest
recovery fate as compared to other -7 nations. This was because of ihie following reasons :

a) capital productivity improved at.an average annnal rate of 2.5% p.a. between 1982-87

)
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" d) improved tax reforms introduced by the administration.

* levels in 1987.

- period wh

- it dropped to 2.4% in 1989 and is expected to be less than 3% in 1990.

- than other G.7 nation,

curtailing labour costs which in fact fell by (.3% and 0.5% in 1982 and
"and reduction in interest rates both short-term and long-term. It is because of this the rate of

b} labour productivity also improved while the labour costs remaindd
pericd. - '

subdued in this

) USA managcu to control inflatior: and bring it down w 3.4% in {987 a5 against 10% in

. 198l

This led to an increase in domestic investment which was propelled by

a growth in

domestic demand. However, today USA is facing two major problems. The problem of

federal deficit and the problem of growing irade deficit. Both of which:

reached their peak

The American administration has decided to bring the federal deficit dlown to zero by 1993,

It has succeeded in bringing down the dificit from US $ 230 billion in
in 1988. In oéder to bring down the trade deficit from the peak of § 17

has started applying pressures on Japan, S. Korca, India, Taiwan and [Rrazil to liberalize

their economic podicies.

Besides this, deprcciati(m of US § since September 1985 has had improved its ex port
volumes. The export volumes jncreased by 7%, 13.2%, and 24.1% in ICtSG, 1987, 1988

respectively. Although export volumes have gone up USA has pot be

growth in import volumes which grew @ 5.5% in 1987 and 7.17% in {988,

The US administration does not perceive external debt of § 1 triltion &
feels that this represents the integration of the world economy with the

able to-curtail the

problem because it
US economy.

The British economy also saw a r very Sgonm the recession in 1981-82 period. Britain had

a rate of recovery better than the rat overy rate demonstrated by

France and Italy. The real Gjdig owth rate in 1987 and 1988 was 5%
vates were perhaps a results @ th it domestic demand and investments and

Canada, FRG,
& 6%. Such growth

simultaneous improvement Mylabgdur productivity. In 1988, Britian recorded a growth.in

fixed investment by $ing%. It has been able 1y bring dewn the unempld
11.3% in 1986 to 82 9. It is estimated that in 1990 the unemplpyment rate will

drop 10 7.1%.

Canada that lected 4 recovery in ks growth of gross domestic produg
GDPjfNcal terms was higher than 4.6% (the growth rate between 197

yment rates from

evetyghese unemployment rates to reflect a higher rate than 1971-30
ployment cate in UK was 3.9%. Besides USA and Britain it was

t. The growth of
-80} during the

19 Canada also continues to face the problem of decline in domestic demand

which ed by 6.6%, 3.9% and 5.5% in 1982, 1986, 1988 respective
unemployment rate of 7.8% in 1988. . _ - _ .

Germany, France and :Imly were the worse affected by lhé-r_eceésion. TH

the GNP ranged from 1.8% to 3.4%. In 1988 it crossed the 3% mark 1o

y. Tt also had an.

d GNP growth rate .

. of Germany remained at less 3% during the 1983-90 period. In the peri:f between 1983-88
ach 3.4%. However,

The major reasons for lower growth rate may be explained througﬁ'sub( ued growth in

domestic demand and lower raté of growth in domestic investment. The
domestic demand in Germany fell from 3.36% in 1986 to 2.2% in 1989,
gross fixed investment was just 5.8% (and in 1990 is predicted to fall to

period to less than 2% in'1986-50 period. But Germany has been able to

growth rate of
[The growth rate of
2.7%) a rate lower

curtail inflation by

It has been vaable to regain its growth in labour productivity which fell fr[)m 4.7% in 1971-80

B85 respectively

inflation dropped from 4.4% in 1982 to 2.5% in 1989-90. in fact in 1988 it was just 1.5%.

The bcha\fiour of interest rates in Germany can be clearly understood from the exhibit belov.\_f: ;

Exhibit 6.1 Interest Rates

Long-term

1986 to § 155 billion
QU billion iz 1987, it -

Year S ) i Sho__n“ler.m )

81 : _ 121% 104%
1987 S , T - 58%
1989 (Feb) . - _ 64% 6.7%




France and lialy were other _nalions badly affected by recession. In 1982 France achieved:
growth rate in GNP of 2.5%. But in the subsequent period i.e., the period between 1983-87 .

the rate of growth of GNP was lower than this. In |988 France achieved GNP growth tae

of 3.4% which again declined in 1989 1o 2.8%. 1t had witnessed a growth in fized:
investments of 6.8% in 1988, Ilaly also saw a growth in gross fixed investments of 6.8% in’
" the same year. ’ .

The only industrialised counitry in the world to remain unaffected by the recession was
Japan, although it faced a lowered growth in GNP. The rate of growth of GNP was 3.5%
during 1980-83 period as against 4.8% during 1971-80 period. In the 1984-85 period it
witnessed a rise in its GNP growth rate. The growth rate in GNP in 1hat period was 5% but
it fell 2pain 10 4.5% in 1986. In 1988 it had GNP gmwth rate of 4. T, o

The reasons underlying Japan fate were a simuitancous growih in domestic. demand both .
gualitatively and quaniitativelyaod low inflation rates. The inflation rate in 1987 and 1988
were pegative —0.2% and —0.5% rc:,pi:ctiv ely. Japan also saw an improvement inf its -
labour productivity and a decrease in labour cost. This allowed it 10 compeie in
international markets in spite of strengihening of the yen (¥) :

Trem!s in Ouipust Incomes and Expenditure of Developing Ecommases .
The recession of 1980-82 also affected the developing economiés. Their real GDP growth
rates fell from'5.5% p.a. in 1971-80 period 10 2 range between 1.9-4.3% p.a. in the 1981-88
period. Inflation has been on the rise as indicated by a rise in the consumer prices in
these economies. The consumer prices had risen by 67% in 1988. The inflation Tate had
been growing sseadily from 10% p.a. in 1965-73 10 26% in 1974.82 subscquenily rising {0
51% in 1983-87 period. This has been followed by a growing indebtedness and. decreasegin
foreign direct investments. The indebtedness has grown from $ 503 billion in L981 to$
billion in 1987 and the foreign direct investment had fallen from US § 0.2 hillion i
billion in the corresponding period. Tf the developing cconomies are divided as Jow i
developing and middle income developing economies then some more trend
growth rate of real GDP is greater in low income developing economies tha
“income econommies. Fn 1980-85 period the difizrence between the two was maPed!
the middle income economies grew only 2.2% the low income econu?w by 5.9% p.a.

In fact, in 1988 the growth rate of real GDP in low income developing§fonomies was 5.6%.

This marked difference as a resuli of bwo factors (2) most of
the middle income econorsies (b) growsh rate peficrated by
‘for 68% of the GDP of low income economies. Thus, while th

biors Gountries besong o
India, who account
DF growth rate in China

contexi the following exhibit is useful :

Exhibi 62
Pesformance of Low Encome Countries (Annual Change 1990-87)

GPP . . indostry . Servicos | Inflasion Expors  Tmports ERergy

Consuim-
_ ption
Low-income 6. 8¢ 52 86 - 34 23 44
couniTes . - ' - : ' o
Ching & LRI 1 55 35 88 e 64
Tndén ) .
- Cuners L7 82 - 28 - 113 —6h =39 T Q4

:Sﬂmm:*. : Bechpmound Prgae, PHD Chamber of Comeerce and Industry,

- Within the middhe incoine developing sountries, 5. K{asea, Taiwas, Turkey, Thalland,

* Egypt and Omian represspied the high growth economies. But even their prriormance

© coulda't belp in maintsining the GDP growih rates which fefi from: 5.5% in 1973-80 t0 2.2%
in 1981-85 perlod Since 1985, the middle incoue developing scoromios have shown a

* gradual rise in ieir atrmal real growti rate of GRP which had visco 1o 3.9% in §956; 3.4%

Cin 1987 Tn 1986, however, there was again a declie (o 2.6%.

The behaviour of developéng. enonomies hes slso been significantly differens whes a
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" regionwise analysis is undertaken. While East Asizn and South Asian economies have not

. been so badly affected, other developing countries have seen drastic changes in their

economic growth,

In fact, countries in East Asia demonstrated GDP growth can take place despite world
recession, Their real GDP growth rates increased from 6.5% p.a. in1973-80 to 7.8% in the
1980-85 period, Their GDP growth further inceeased by 8.6% in 1987 1o reach 94% in
1988. B ' ' . .

- This region has also witnessed a change in the composition of its outputs. The growth rates

in,the industrial sectors were 12.7%, 9.3% and 10.1% per annum in the periods of 1965-73,
1973-80, 1980-87 respectively, The subseguent rise in the fast period can be explained

. through an increase in the saving from 27.8% in 1980 to 33.7% in I987. The growth in the

service sector has also been marked.

The growth in this region can be attributed primarly to the four Asian tigers, viz. South
Korea, Taiwan, Singapore and Hongkong, Al these countries have managed to generate

_ Trade surplus. While Taiwan has a surplus of $ 80 biltion, South Korea and Singapore have -

trade surplus. While Taiwan has a surplus of $ 80 billion South Korea and Singapore have -

high income economies with per capita GNP greater than § 7000. Except for South Korea .

which has a per capita GNP of US § 5000. It is estimated.that South Korea will also

_ belong to the high income economies by next decade. The reason that South Korea has

lower GNP is that, although, it has an GNP in absolute terms greater than all the three
countries combined but it also has a population which is greater than all three countnes )
combined, : '

" The other country worth notigg is Th d which may become the $th Asian _ti.ger.

Although it was an agraria
32% in 1965 to 16% in 194

y in 1965 the share of agriculture has declined from .
e'samie time the share of manufaciuring sector has gone

_up from 23% to 35%in the id™iCal timespan, This is also reflected in its trading pattern,

while the share of p
goods rose from 4% t

otls declined from 84% 10 45% the share of ‘light manufzctured
9% in the pericd of 1965.1987. Exports for Thailand have been

growing at e of 19.2% p.a. whereas imports have been growing only-at the rate of
34% p.a.

Ot N members like Philippines and Indonesia haven't been doing wel. The GDP
grow| in the period of 1980-87 were-—3% & 3.6%. p.a. respectively. The growth rates

of agriculture and industrial sectors have also declined for both these economies. In fact for
Philippines the growth ratc of service sector is 7810

The S. Asia regions iaerformancé has been greatly influenced by the performance of China,
India, Pakistan and to some extent Bangladesh and Sri Lanka, J

The real GDP growth rate of this region has continuously increzsed €kcept in 1986-87
which were drought years. While the GDP growth rate p.a. was 4.4% in 1973-80 period it
rose 1o 5.4% p.a, in 1980-85, As previously mentioned the GDP growth rate fell in 1986-87
because of drought in this region. But it subsequently increased 7.6% in 1988,

This region reflects 3 primarily agrarian regicn. However, the dependence on agriculture is
continuously decliningin 1965-73 period it declined at the rate of 3.4% p.a. This decline
continued at the rate of 2.4% p.a. and | 4% p.a. in the 1973-80 and 1980-87 periods.
Decline in income through agriculture was substitured by a Erowth in indusiries sector and
service sectors which grew at the rate of 7.2% pa. and 6,1% pa. in the period of 1980-87.
Thus, while the share of agriculiure dropped from 35% in 1980 to 27% in 1987. The share

of industries rose from 22% to 25% in the corresponding pariod.

This region has also witnessed a rise in the savings rate and exports. The rate of saving
increased from 17.9% in 1980 to 20.3% in 1987. The rate of growth of exports rose from
8.3% p.a. in 1973-80 10 13.2% in 1988, This rate of growth was greatly influenced by the
recession and declined to 2.6% p-a. in the period of 198-§5. However, since 1986 the
recovery has been remarkable. In 1986 the raie of growth of this region 10 4% which rose
10 15.7% in 1987, ' -
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The behaviour of sate of increase in GDP can also be explained if we observe the rate of
growth of GDP and its composition in India and Chmd and Pakistan. The Eollc-wmg exhibit
can be used to analyse the above trends:

Exhibsit 6.3
Period 1980-87

india China © Pakistan
.Ree_ﬂ .glow‘lh . )
in GDP pa. 4.6% ) 10.4% T 6.6%
Growth rate in . .
manufacturing sector 835 126% ) —
Eaport behaviour . .
{growth raiz pa.) : 3.0% 9% .

The rate of saving in China were also greater than that of India. While India had 22% rate of
saving China had a raie of saving of 38%. In these countries whilc the rate of growth in

~ GNF declined the population continued to grow as a fesult of which the per capita GNP
also declined.

In fact in the highly indebted countries there was a drop of 2.6% pa. bec..use of thi\gbove
reasons in the period of 1980-88. The GDP growth rates in the highly indebié¥gouni§ies
was only 0.2% p.a. in 1980 85. This improved I2%in 1986 but again decline
in 1988,

The saving ratio in ali of these countrics declined because of th enng 10 per capita
GNP. In this region the role of Pangladesh ang Sri Lanks are al mentioning.
Bangladesh also witnessed significant improvenient in thggrowih{ef industrial sector and
the couniry export sector also saw an average annual @€reafle of 6.2% in this period. In case
of Sri Lanka also both manufacturing and export secto “rates have shown a

remarkable recovery.

In the other developing economies in Europe, Mi East, N-America & Latin America
and Caribbean as also in the sub-saharan Africa thc trends were different from that §. As'an
and E, Asian eccnormies,

In Europe East and N. America the developing economies were greatly influenced by the
upheavels in the world as also by the secession in 1980-82. The real growth of GDP p.z.
dropped from a kigh of 7.6% p.a. in 1965-73 to 4.3% in 1973-80. It cortinued to drop the
period of 1980-85 and reached a low of 2.3% p.a. Similarly in the Latin American couniries
and Caribbean countries also the GDP growth rute dropped to 0.5%. In 1988, however, it
improved to 1% rate of ificrease.

The sub-saharan Africa was the worst affected. Its GDP growth rate declined from 3.2%
during 1973-80 to — (1.5% in 1980-85 period. Although the world trade increased during the
decade the 1981-82 phenomena can ve expizined more clearly by watchig the behaviour
of Export, Import volumes of both developed and developing countries.

Thus, while for developed countries the decline in expost volumes in 1982 was 2.1% the
decline in import volumes was 0.7% and the decline in developing countries export volumes
-was 6.6%. Therefore, there was @ decline in the world trade {in terms US $ 4.3 billion) in
1982. This was-aiso partially becavse of an accompanied price decline of manufacturing . - -
goods 3.9% and 2.1% in 1981 and 1982 respectively and 13.5% and 9.9% in case of non-oil
commodities. Within the developing countries and the developed countries the changes in
export volumes, impart volumss and terms of trade can be observed from the foliowing
exhibits.
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Exhdit 5.4

Industria! Countries : Export Volumes, Import Volumes, snd Terms of Tryde 1 1981-88

198 1982 1954 1985 1086 1987 1988
Exmon Yolumes
Canada i 4¢ —B.5 156 6.5 kR 6.7 3.3
United States 1.8 15 80 32 5 132 4l
Jepan 115 —24 in? 5.1 --0.5 0.4 43
France . 4.4 —it 3 [ % 18 03 24 &8
FRG =X 33 8.2 iy I3 I8 16
1ialy 6.6 ~-16 80 32 B RA 0.4
UK —t0 28 8.1 56 36 5.3 02
AH Fadustrial . .
Flonntries 18 —1. 29 4.7 27 5.3 8.7
Trnpart ¥olwes

11 ¥ T G 14.0 74 g2 139

152 - A0 &8 4.5 i3.2 55 T

=35 LR 3.5 66 9.7 2. B v

—-3.6 i £ 43 o3 2 O

—50 1.4 st 4 62 | 54 &9

—45 - 48 iR 4.1 .G "10.6 7.2

—38 55 T4 31 8% 60132
AL Tncdistrial )

Countries 17 07 125 46 Bl 58 9.5

Terms of Trade

Canada —1.5 -2 R 24
United Segtas -2 2.6 —6.5 1.5
Japan 4.4 343 i1 in
Erance .26 97 i.G 1.3
FRG 3 151 37 —d
fady e 158 2.3 s
i L (RN 51 09 Li

Exhlgir 6.5

Trend of Developing Coasitier Machandise Trade
195t ez lond 1945 1956 1937 . 1968
—15  —tli 64 —-43 —66 224 125
22 —12 0r 0 —32 0.3 148 176
53 3.1 G Q2 10.6 Tt
b2 5 T—4k0 a0 59 to.2
n i —ib IR 22 . b
24 - 54

anibit 6.5
Lxport Peefocnence of Doveloping Cousirias by Categories

98 262 FOES e i%ﬁ. HERT [§:2
Moanufactunes . 47 1.9 145 4. B 11 127
Fripasry Products —i id ) 35 4.2 24 12
Apricultural Froducts 4 0 7 24 6.4 19 19 7.0
Asia 16 11 133 17 6.4 W8 134
Africa —1348 —5.0 21 6.4 i3 —1.1 24
Europe b 36 118 27 08 93 6.4
Middle East —1635 —4i? —i4.3 —T.1 193 1.8 122
Western Hemisphers 78 —21 30 08 —2 73 112
Sub-Saharan Africa —21 1.4 a1 —0.2 i6 2.4 —0.5
Four NiZs 10.4 1.9 158 38 w6 223 157

Fifieen Heavil,) ' .

Indebied Cowntries —0.8 —58 8.7 2.3 -5 5.6 103
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64 TRADE PATTERNS : AN ANALYSIS

While gnslysing trade patizens 1 & not ol
into voliuroes 20 pricss for a heiier un

and the purchasing power of expon {4 composite measuie).

¥ sgcessary but essential to break the patteras
tandding of the pattern. While trade volumes may
- be given fox the purpose of analysis the prive imypact is expiained through the terms of trade

The terms of trade may be understood as she relative price of foreign goads vis-a-vis
domastic goods. The terms of trade are largely a result of world economic situation and
may 150 be explaived a5 uncontratlable variable. The ol prices in 1973-and 1979 has had
significant impact on the terms of trade world over, Thus while the industrial countries of
the world saw ap unfavorrable term of trade in 1981 the developing countries observed it
in 1982, This lag behavicur and pattern in terms of trade can be very clearly nndersiced

from thexxhibit 6.4 sud exhibit 6.5. This behaviour is apain reinforced by an obszrvation of

purchasiag power of exports vis-a-vis terms of trude and can be observed in exhibit 6.8

Aétivity 1

i) Exnlain how output, incomz and expandsture nffuence the palterns of trade in the

worid.

i) Examine the prices of exports and imports {or various products exportedad igponted

by adiz and develop a weighted average for the same. Also explagimgg hat 15
nomenciature for the same. O

6.5 THE DEBT PROBLEM

* With the declaration of oil price rise given by OPEC {p $973, there was a major shift in he
resources of the world from she noa-oil producing countries 10 the oil producing countries
of the world, This created major pressures on the curreint a¢count of the NOFEC countries.
In order to counter the pressures crested in their corrent 2ceount these countries raised the

capital inflow through debt so that their curvency valugs remain stable. This major recycling

of petro dollars was underiaken by banks in the period of 1973-79 to maintain the world

- economic growth,

While the developed countries were able 10 handie the dubt problem through their current
account the developing countries and the less developed country could not. Moreover they
kept borrowing in a hope that they would be better off in real terms because of inflation, a

fact inconsistent with both Fisher ¢ffact and International Fisher effect.

This problem climaxed with Mexico declaring its inability to meet its debt in 1982. Brazil

and Argentina followed suit in 1983 causing major chaos in international banking practices.

Today the world borrowing among developing economies can be distributed as unde :

Asian countries
African couniries
Eurepean countries
N. East countries

World debt

20%
33%
13%
12%

100%

Trade, Monetory sod Fimsroid
Envirosmes;




Environsest of interzniorst This debt problem has two méjcr implications : () reduction in the economic consamption
Basineas : - which can be measured through Debt/GNP or GDP (ii) the problem of repaying the
i pnncnpal and 1nlarest which is measared theough debt/export £arning.

This is also known as the debt servicing prcblem The exhibit 6.7 given below shows vee .
ratios folr some of the worlds most indebted countries.

Exhibit 6,7: The Burdes. of External Debt
Ten develiping nations with hightst external debd in 1990

InEillionU.S.§ - . AsW|ofGNE
116.2 Brazil 25.1
96.8 Mexico 2.7
70.1 India . 259
67.9 Indonesia h6. 4
61.1 Argentina ' 51.7
52.5 Chira . la4
4%.4 Foland . k2.0
4.1 - Turkey 16, b
EUR ) Egypt 126.5
26.1 Migeria 1109

Source: World Development Report, 1992

An interesting fact to note is that all the devetoping countries and the less developing
countries have been facing an increasing debt burden irrespective of the fact|that whether
they are trying Lo increase export carning of Wying to change il contribution pattern. -
And even where they have chosen to refagin 2 arian economics. They are ﬁhll facing the
debt problem. In fact 73%. of the world de oncentrated in economies trying to
pramoge export. For economies Mio increase the share manufacture in their GNP the -
debt has increased from US § ion in 1981 to US § 470.4 billion in|1988.

Activity 2

Explain the following :

@ the need for a try toorrow

@ the debt ser igand the problems faced by a country with mounting debr
servicing ratio.

6.6 MAJOR DEVELOPMENTS IN THE
INTERMATIONAL ECONCMY

Sigrifican1 deveiopments have taken place in the world cconomy “These changes bave been
subdivided as developmenis in trade, monetary and financial environments. The major
developments thzt have waken place it the trade environment of the world may be
itlustrated as under :

a)  ce-ordinaied and integrated approach towards major growth issues -
bl) (Qualitative changes that have taken place in North-South relationship
o) Pﬁlécj of nrivatisation

d) Devclolpme‘m of SME’s
e} Dévelopmenl of economic ﬁnions free trade areas and regional co-operation

moveEments.

In the process of recovery most of the industrialised nations have realised thd benefits of
co-crdinated and inecgrated approach in tackling prowth problems. There has been an

. increased understanding among the G-7 nations since 1985, This is viewed by economic
experts as 4 measure that will impart greater stability to the world: economy. This wiil also
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beaefis the devciomsug countries and less devebpmg emmms because they would‘have to rrgﬁ. Mmurf s Financto!

In fact this development has had all nnpact an the North-Soulh relationship. North is more
willing to help the :muth lhrough soft loans, sids and other similar financial and non-
financial assistance,

The realisation of the fact that global co-operation is necessary for sustaiping world:
economic growth has reselted in increase in privatisation and liberalisation of econdmies
world aver. The development of SME’s (Socialist Market Econeﬂucs) is a byproduct of this-
- process countries like USSR, Hungary, Poland and China are revamping their economic -
poticies. Even a couniry fike India is slowly opening up its economy in keeping with the
trend. The developed world is exerting pressures on. developmg and lms developing -
countries economics 10 go in for free market econogies.

All this has given IMF a greater freedom and importance in instituting the development
process. In fact the G:-7 has offered to bail Hungary out of the mess if it undertakes .
Structural Adjustment Facility (a package prepared by the IMF). Another dimension.of
this increased co-eperasion are the developments of econoimic union, regional co-operation
mavements and free trade areas. {For a detaited aualys;s into thls dimension look i inio Block-
1 Unit 1.} .

Al these changes in the economic environment of the world have had an impact on trade
practices. Voluntary cxport réstraint practised by Japan and S. Korea 1o bail America out
of its problem of trade imbatance provide support to the above development.

However, all has not been well. The world bas witnessed a growing wﬂkenmg of GATT an
increase in bilateratism and groupism, as also ex:stence and an increase in of certain
unwarranted tariffs and duties.

-6.7 DEVELOPMENTS iN INTERNATHONAL

'MONETARY SYSTEM -~
A monetary system may be defned as thc strrcture with w hig the%exc}mige rates

are determined, international trade aad capital ﬂows are plingdaied and B.O.P.
adjustments are made.

In the last two decades major developments hav ce in the international monetary
system. Most important among these development Beclaration of generalised Noating

of exchange rates in 1971,

{ ke necessity to contbat volatality in exchange rates resulted in the world acceptance of
peneralised fioaling as a means for determining the exchange values. Today, the real vatue
ofa currency is deterrnined by its demand and supply consmons {The demand for a
currency is derived demand and is dependent upon the country's demand and supply for
internationaily traded goods and services.)

Prior 10 the acceptance of generalised floating exchange rates, the exchange rates were fixed
by the value of gold reserves held by a country. The crrrent monetary system isa
descendant of the Bretton Woods agreement 1944. In the agrecment drawn by the Allied
power in the post World War 11 period it was agreed that 1hie value of the currency would:
be fixed by the buying and selling pressure keeping i mind the gold reserves. :

Tt wis afso agreed that & currency would not be devalued unless it was absolately necessary’
and then also marginally. If the devaluation was 10 be greater than 10% then IMF
permission was mandatory and the trade band fixed kad a limit of 1%. However, the world
envirenment remained hostile and gold tinkage had 10 be dropped, this was 4 resuftof -
several development. .

Crisis of 1971 '
The crisis of 1971 also referred to crisis of ‘monetary reserves developeg on account of
increase in foreign trade and investment not keeping. pace with moneiary reserve,

In order to maintain sl:e value of the curvency, countrics maintained reserves in gold, Dollars
Pounds SDR’s and other convertible currencies. Since the goid imzache could be withdrawn
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it was also added to the reserves. In the period from 1949-1971 this resulted in nlonetary
Teserves increasing from US § 46 biltion to US § 117 bilkion. The gold [reserves hadn't
grown during this period, therefore, this rise represented 1n increase i [US $ held by the
surplus countries. The major reason for gold not belng added was the faex that the gold
mined was either consumed or hoarded by private citizens. This discrepancy in gold
reserves created serious trade imbalances. = '

The world, perceived that .t.he only way of restoring {rade balance was by making reserve
rich countriés run déficits to fransfer wealth. Consequenily USA, UK and France ran
deficits. By Augnst 1971, USA hagd mounted an all time high deficit of § 29.6 billion. The

- monetary speculators began to doubt the ability of these governments to make up their

deficits. These couatries, therefore, had to devalue their currency fn order to restors balance.
But the monetary specuiators began to doubt the mogetary system and more specifically the
US $ and its ability to convert for most of the cuirencies had apprecintgd by then in relation
to US 3. Are this made currency rates volatile with US $ losing strength?

In order to control the situation the President Nixon declared the following measures ;
a) price freeze ' o

b) . 10% duty on all impods

c) suspended j:urchases and sale of gold by US treasury

~dy dropped the conversion clause.

Although Nixon was against devaluation of dollar, because he felt that ll other cduntries
would 2lso devalue since their currencygvalve was alse fixed on gold bnEis, the dellar was

devatued in December, 1971 as per _the S¥gjth Sonian Agreement from § 35 =1 ouace 10§
38 = 1 ounce, This was accepted e ofer natiens agreed €o tevalue their currencies, It
was also agreed by this agre Lo  the trade band from 1% t#} 2.5%, in etfect
allowing for a 4.5% vaniabilj

' The period between 71-76 re a period of indecision when the wopld could'nt decide

witnessed in 1972 whidlfwas fixing of trading band among a few European nations and
with respect h othérs eorrency’s and super snake an agreement berween the Dutch
and Belgian is fact very clear.

In I-I nations met in Jamaica and agreed to adopt floating exchange rates. The _
poverngiintivere free 1o interfere to remove the impact of unwarranted |specul. ion. 1t was
here thaN@0ld was demonitized or delinkéd finally: This development marked the major
change in monetary system.

on a single concept. %ﬂe trust in the menetary system was fast ev porating. The spake

occurring in 1973, 1977-78, 1979, 1981-85, 1985-88, 1973 and 1979 marked rise in oil
prices causing tremendous volatality in excharge rates because of the B.O3.P. pressure
created. The 1977-78 was the period when Carters administration decided Lo pursuc
domestic policies totally ignoring their international trade pressures. Althosik later on they
did declare measures like interest equalisation tax but siill the dollar confineed o fall
because of the pressure created by OPEC. In 1981-85 the American doitar regained its
strength partly because of tax reforms and other similar reform but more so because peouple
regained faith in political strength (a period when Reagan came to power) but the § has

The volatality of exchange rates has only mounted since then wiih maj‘r.:imovemcm

-again started declining because of the major trade gap and deficits undertaken by the US

government. The volatality of exchange rate still remains a major issue because it creates the
the problem for all conceraed, :

international business has to develop exchange risk management strategies ‘hecause money
is no longer just a medium of exchange and store of value but has also bécome an-income
¢arning asset as we shall see in the analysis of financial environment. X ’

6.8 FINANCIAL ENVIRONMENT |

Thie Tnternational Financial scerie has undergone a sea change in the two decades. The
major developments in internaticnal Finance can be summariied under the foliowing
markels constituting the International Financial System,
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The Forsipn Dxchengy Forba _
Since the adveni of generslised Beating i {$ 72, e curreney rates in the Foreign Exchange
Warkel ave determined by the forces of demand and suprly under ihe present acrangement.
This courses a tremendous variability in thewwxchdnge rates of major currencies on day-to-
@cy hasis. This enhznced variability has pruved to be major problem both for the policy-
makeors al navonz! level as well a8 the corporaie manager.

A preat deal of timé bas 10 be devered in managing foreign currency risks, and the cost of
buying a.cover 10 protect against foreign corrency fluciuations has <= " ied in
normally tnternational business teansactions. On the other hand  awess i
exchange rates has epaned up profit oppostunities for the =1 <4 wrs who take positions in
2 currency as well as the arbiters who take advantage of the differences in rates in various
markels at » given poby of time. An arbiter buys a paniicular currency in a market where it
is cheaper and sells the same curzency {same amount) in another market where the rate is
“slightly higher and makes the profit in the process: This has forced the loreign exihange
markets come closer and become truly global and integrated one where the pasticipants in
the market continuously buy and sell different currencies with a view to make profit. The
developments in information technology have also helped the spatiaily dispersed markets o
come closer, The foreign exchange markets happens to be the iargest market where
transactions worth § 500-70¢ billion take place everyday.

There are a lot of new hedging products such as forward rates, currency options, currency
futures, roll over covers erc. which have become available ia the recent times.

The Money Market

The wvorld money markets have seen a musliroom growth in variovs short-term fingncing -
and treasury products. The forward exchange market acts as a bridge betwaen the ex@fange
market and the money market. -

In the International money market, funds in any cugrency are traded of % e regulations
governing domestic markets in that currency. For instance, when the Udoll; deposits are
traded outside the banking regulations govering domesiic US r deposits, this type of
tramsaction is the core of the so-called Eurodollar market. When bag of ali the
currencies traded m foreign markets one usually refers o as Ruro-cusrency markets.

The Zuro-currency markets have witnessed a treinendoByg@hcremSe in the volume of
transactions during the current decade. The deregulgtion 0Nihese markets have been a
major feature in the past. The availability of ¢ financing products such as the
commercial paper has increased the access of co borrowers tn these markets. Also,
due io the tremendous Sexibility available in these Markets, it is possible to toiatly separate
the financia! aspect of 2 project from its invesiment aspect by accessing the short-term

_money markess. Since there are ne regulations governing these markets, the borrowirig cosis
tend 10 be slightly lower than in the domestic markets. Similarly, the depositor is also
offered 2 shightly higher return than what he would be carrying to the domestic rarkets.
The products in (his markets are of shori-term nature because the interest rates and currency
values fluctuate oo 4 continuous basis,

The Long-term Capiial Markets

I+ one wishes 10 raise long-tesm capital from undernaturat markets, one can today choose
from the areay of instruments that are available for this purpose. These include the
syndicated Loans, Bonds, Equity Issues. and the derivative products. W hile the syndicated
i0an markets are sccessible by an erdinary corporate borrower. the Bond and the cguily
muarkels are meant only for the top class corporate clients. These bond markeis offer cost
advantage o the syndicate Joans to the borrower. To the investor also, they offer a siightly
higher rate of reture and liquidity as they arc often bearer vouds. i a bond isa
multicurrency one, then it automaically provides protection agaimst curiency fluciuztions.

Access 1o international eguity raarkets helps 3 company to take advantage of Internztional
portfolio diversification sad minimise ihe overall risks of its vperation. £lso, the cost of
funds may turn ovt w be lower by accessing garmut of the seginenied markets, We have
seen the pari phenomenal inciease in the sross vorder of Lasting of various secirities, and
also different variznis of Tnternational bonds.

" To summarise the trends in all the three markets, it is worih notirg the following

1) Financial Risk Munagement has become the major issue today due to the fact that
currencics and interest rates fluctuale continuously in the foreign exchange and
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5 . : lm.ternntioﬁsl money markets. This increases the cost of Internatiqnal cperation as 2
" Rasintsz . . company needs to buy a cover agiinst these fucteations.

2) International integration of various markets has increased the access for fonds by 2
company, also the cosi of funds fo same exient, - ’

3) lnecrease it volume of transactions, and going dérsgutation of various markets have

. Each member of the fund guderta

- securities; sale of parts of its loan; repayments; and net earnings,

developed healthy competition in these markets, therébw brineing|down the margins of

intermediaries,

10day scem to overlap with each oiher a great deal. -+

~4) Due to the availability of various linking and hédging pi'qducts the three major markets

6.9 _IMF AND WORLD BANK
International Mcnetary Fund (MF)

organisation and began operations on 1st March 1947, The capital
Fund coinl:y-iées SDRs and currencies that the membeis pay upger g

“The iMF-was established on 271h December 1945 az an independent internsational

resourees of the
uoias cafonlated for

“them when they join the Fund. The fund headquarters is focated ip Washington DC -

with offices in Paris and Geneva.

The ohjectives of the bank are (o promote international monetary

co-cpeiation, the

expansion of international trade and exchange rate stability; to assigl in the rernovai of

exchange restrictions and 2stablishment of a multilaieral system of
alleviate any serious disequilibriem in members international ba's
making the financial resources of t
conditions to ensure the revolvi

nailige of fund resources.

and other members to egurcYhe existence of orderly exchange or
promote asystem of stablg exchiinge rates. In addicion; tembers ar

paymenis, and to
nce of payments by .

Fund available to them, ususlly subject to

broad obligation to collabgrate with the Fund

angements and tc
2 subject to certain

obligations relating o donefic and external policies that can affedt the balance of

Wwas

in June 1946. It has its headquarters at Washington DCa

facilitate economic development in its poorer member countries.

- payménts and the agge rate. The fund makes its resources availbble, under proper
safeguards, to its bers lo meet short-term or medium-term pavment difficulties.
Interns for Reconstruction and Deveiopmen_t (IBRD)

eived at the Bretton Woads Conference in July 1944 and began its

rd ks aiso known as

‘W, nk’. The Bank’s purpose is to provide funds and technicyl assistance to

The bank obtains its funds from capital paid i by member countries; sales of its own

The Bank furnishes a wide variety of technical assistance. [t acts as lﬁ'.xvf:m.lting agency

‘for a number of pre-investment surveys financed by the UN Develop

nent Programime,

The Bank helps member countries to identify and prepare projects for the development

ofagriculture, education and water supply by drawing an expertise of
UNIDO, and UNESCO through its co-operative agreements with the

internnﬁonal Development 'Aswciatioh {(IDA)

the FAQ, WHO,
2Se organisations.

IDA is a lending agency which came into existence on 24th Scptember'l%(l _
Administered by the World Bank, IDA is open t¢ all members. of the Bank.

IDA concentrates its assistance on thoﬁc countries with an annual per capita GNP of
less than $481 (1987 rates). lis resources consist mostly of subscriptipns, general

 Teplenishments from its more industrialized and developed members, speci

contributions, and transfer from the net earings of the Bank. IDA credits are piade to

Governments only.

internsitionat Finance Corporation (IFC)

supplements the activities of the World Bank by enicouraging the gro _
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private enterprises in developing member countrics. Chiefly. IFC makes investments Trade, Monetary and Financial

.in the form of subscription to the share capital of privately owned companies, of long- : Environment

term loans or both. The corporation will kelp finance new ventures and assist
established enterprises 1o expand, improve or diversify. It also provides a variety of
advisory services to public and private sector clients.

6.10 SUMMARY

This unit has discussed the de‘.:clopmcms in the trade, monetary and firancial environment.
S far as inte-national trade is concerned the relationshiy with output, income and
expenditure of the developed world has been explained. This has been examned both from
temporal and analytical point of view. An attempi has alse been made to bring out the
impact on deveioping economies of the world. The growing debt problem has also been
viewed. .

The changes that taken place in the-monetary and financial environment have also been
brought out. Of speciai importance is the acceptance of generalised fleating which has made

" meney, more than a medium of exchange and store of value, an assel. AH these

developments in the enviroument have definite implications for an‘international marketing
manager in ierms of redefining his task. This relationship has also been explored.

4

6.11 SELF-ASSESSMENT QUESTIONS

1) Why should an international marketing manages wnonitor the trade, m@nd

financial environment?
2y What are the underlying impiscations of the mounting debs prf@ internationa!

ousiness? Fxaminie with refrence to india.

3) The currency in which marketing manager invoices cai Mrect implications on his
cash flows and profitability. Explain.

6.12 APPENDICES %7

Appendix | World Economy : 1979-82

. Appendix 2. GDP Growth Rates of Differeat Economies

Appendix 3  Economir Trends in G-7 Countries
Appendix 4 Debt Composition of 17 Highly Indebied Countries : 1980-87

Appendix 5 Net Oil Export Farnings of Majer Oil Exporting Developing Countries - _
1983-86 :
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- World Economy : 1979-82

GDP  Inflation

Cansumu-

Current ~ Exports | {mpom:

UK 22

9p

Tavest’
Growik  Rate* ment/ pron/ AscBala  (Sba)  ($bro
GDP Ratip SR Ratio ox (5 b))
World 9% 35 13 40 958 1326 115534 15833
© 1980 0 156 - 238 763 . —3ed 18967 1946 .4
1951 1.6 133 240 769 7050 1864 1925.0°
1982 — 128 s 78I 10684 17292 1806.8 -
Industrialised ~ 19% . 32 83 23 766 2459 10527 11427
Countries 1980 13 105 228 14 —6LIS 12387 1370.2
: 1981 L5 89 00 77 2139 12189 13015
1982 -0 13 264 792% 2328 . 11555 1220.5
'D'é\;cloping C1979 45 3t 21 732 132 4846 - 4261
Countrics. 1980 44 348 260, 730 011 - 6372 556.4
. 1951 22 ol 26,3 743 =500 §227 605.4
1952 0.9 306 | 245 754 -83s6- 5S17 5674
* Change in GDP dieflator
Source : Internetional Financial Statistics, IMF, 1987,
Appendix 2
GDP Growth Rates of Different Economies
&
Group of Gnp GDP Growth (%)
Countries
1965- 1973 1965 {9R0- 1986 |og7 (9%
B 80 85 _
" High-income 1412 8933 13963 © 4% '2:_9 37013 26 34 37
Loweincome S e2 15 893 60 47 4% 59 58 54 86
Middle-income 166 1681 2172 69 5.1 63 22018 34 26
East Asia 5 629. 852 7.9 65 = i1 85 94
South Asia 221 277 M6 18 48 — S4 46 31 Te
Sub-Szhavan Africa E 207 185 6 61t a2 53 05 312 13 1
- Latm Ameg : . -
&the 9 716 62 837 - 64 52 — B35 3 27 10
i7 Highly o -
Indebted ] . .. .
Countries - 20 915 8% 934 66 52 64 02
Oil Exporters 78 966 1011, 855 T4 50 68. 08
' T8 '
Reporting . T o
Countries . o 1786 10300 1143 17125 49 33 - . 16
Appendis 3
Econemic Trends in G-7 Coastries
1982° 1983 1954 1985 1986
Real GNP Usa -25 36 68 34 28
Canada -2 12 6.3 46 32
Japan - 31 3z 51 49 25
France 25 07 14 16 31
FRG -10 19 33 L9 23
lalx 02 Il 32 29 29
UK B B kX3 2.1 35 32
Domestic Usa X 51 2.7 38 17
Demand .Canada ~6.6 41 53 51 7 39
Japan. 28 LR 3.8 40 4.1
France 15 -0.7 0.4 22 19
haly -18 23 20 08 ¥
FRG 0.3 02 40 31 32
48 ‘26 27 . 3%
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FRG
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Canada
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0.8
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34
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82
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Appendix 4

Tudi Covogndition of 17 idily brdebied Connirics

55
TR
25
in.3

120

el from Ofical

Ui at Floavng

Ceuniey Sruaties Rate
COIREG-R2 1947 195G-K2 jos?
Aentina G0 142 92 793
Bolivia 503 7313 B0 p2A |
Brazil 126 241 'y 583
Chile Hao 220 TNa . w2
Colombia 46.1 53 . EEN) 36§
Cont Rica 368 514 a3z 4%.0 424 03
Ecuador 306 349 9.4 63.1 365 686
Jamaica 68.1 B23 317 7 174 249
Menxico 105 164 9.1 836 &1.7 &7 6
Puru 3941 160 607 540 230 9
Uruguay 211 203 s 7 285 654
Yeneruelz 3G 14 . 810 96.6 603 68.7
! Cote d' Ivoire 238 40.4 76.2 56 371 7
Migeria ~ 14.6 446 854 55.4 48.6 4RE
Philippines X 438 67.4 562 234 45.2
Meoracco " 56.5 719 435 2. %8 305
Yogostania 236 351 76.4 649 10,1 302
Source : Warld Development Repon, 1989,
9]



Envi of Interaztion:! . - : " Appendix 5
Business ’

Net () Export Earnings of Majot 01 Exporting Developing Countries ; 1983-86

{8 bl
Countries K T yog: Cormd das 1956
Algeria® 219 181 - 385
Angola 1.10 225 1.30
Bahrain QI8 0.17 008
Brumei [V 1.52 384
Cameroon 125 1.70 . 0.86
Colombia na. 003 - 0358
Congo 1.i6 1.26 0.65
Ecuador* 1.71 Co1s 082
Egypt 4.56 465 200
Gabon* 161 ]| . .71
[ndonesia* .24 .04 4.64
Iran* &) 1507 5.69
rag* - 973 13.26 6.86
Kuwait* 850 186 5.8
Libya™ 1030 939 425
Malaysia 2.5 213 1.38
Mexico 1589 1406 570
Nigeria* 1275 1322 . 6.42
‘Oman 4.09 4.76 249
Peru a6l 0.80 032
Qatar* 429 - 307 174
Saudi Arabia* 40.41 27.55 19.55
Syria 022 0.13 .10
Trinidad 1.42 1.49. .64
Tunisia .61 LR 0.24
UAE* A7 12.27 T
Venezuela® 15.63 13.59 667
v Total 158,00 16917 .74
i. % OPEC 82 ) 81 - /9 L]

* OPEC Members

hource : Eneggangn Noo-TRCD Countnes, Sedected Fopuws, | 988,




BLOCK 5 POLICY FRAMEWORK AND
PROCEDURAL ASPECTS

|
Rlock 3 on policy framework and procedural aspects consists of 2 units. Unit 7, B

describes the salient features of current Import-Export Policy of India.

The transfer of ownership and possession in international trade has typically been
associated with a large number of documents and attendant procedures. Unit 8
describes the various documents associated with exports appropriately eategorised to
facilitate understanding, Export procedures have alse been sequentially discussed.
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UNIT 7 IMPORT EXPORT POLICY OF
INDIA 1992-97

Objectives

After veading this unit you should be able io:
& List out mator features of the policy
& Identily the purview of the poliny

Structure

7.1 Introduction

7.2 Main Features

7.3 Impors

74 Exports

7.5 Export Promotior Capital Goods Schcmc

7.6 Duty Exemption Scheme

7.7 Expor: Houses, Trading Houses & Star Trmdmg, Houses
7.8 Exgort oriented units & Units in Exy = Processing Zones
7.2 Summary

7.10 Self Assessment Questions’

. 7.11 Further Readings -

7.12 Appendix '

D

7.1 INTROBUCTION . - 2™
“The central government announced sweeping changes in the trade poN 4th July

1991 & 13th August 1991. The new Import Export policy whi%j:omc into force

_w.e.f. 1st Apnl 1992 is a step forward in the direction of these tr cy reforms. For
the first time, the duration of the policy has been made year§in order to give
stability enabling the business community to make ¢ fiectively. The current
policy shali be in force till 31st March 1997,

The principal objectives of this policy are as |
a) To establish the framework for globalisation dia's foreign (rade;
b) To promote the productivity, medernisation and compeuhveness of Indian industry

and thiereby enhance its export capabilities;

. <) To encourage the attainment of high and mtcrmtmnally aocepted standards of
quality and thereby enhance the image of India’s pmdacts abroad;

_ @} To augment india’s exporis by facilitating access toraw maierials, intermediates,
components, consumables and capital goods from the internationat market;

e} To promote efficient and internationally competitive import substitution and self-
reliance under a deregulated framework for foreign irade;

f} To eliminate or minimise quantitative, ficensing and other discretionary controls in .
the framework of India’s foreign trade;

g) To foster the country's Research and Development (R&DY and technologncal
capabilities; and

h) To simplify and streamline the procedures governing exporis and imports.

7.2 MA!N FEATURES

1} Exports and lmports may be done freely, subject only to Neganve List of Imports
and Expoits.

2) The number of canalised goods has been drastically reduced and is confined 1o
certain petroleum products, fertilisers, edible oils, cercals and a few other items.

3) The import of consumer goods and durables continue to be under restraint.
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Pokcy Fravsework and
Frocedurs]l Aspects

4) - Thescope of the Duty Exemption Scherae has been enlarged by mtrodutﬂng Value
- Based Advance Licences besides the Cuantity Based Advanoe icences. The Duty
drawback rates have also been raised for 461 items.

5} Export houses, Trading houses and Star Trading houses will b ellgtble for the
facility of self-certification under the Advance Licence Scheme.

5)* The Export Promotion Capital Goods {EPCG}) Scheme has been liberalised. Two
windows will be now available for import of capital goods at concessional rates of
customs duiy at 25% or 15% with corresponding export obligations.

7) Gem and jewellery export promotion schemes ‘are continued with llttlc
modification.

8) EOUsand EPZsgiven greater autonomy and ﬂexlblllty Will b? allowed to install
own machinery or take machinery on llease. May also export their productmﬁ
through Export Houses, Trading Houses or Star Trading Houses. :

9) Registration-cum-Membership Cestificate (RCMC) issued by xport Promonon
+ Councils will continue to be an essential requirement for any importer/exporter to
avail of the benefits or concessions or to apply for any licence under the new policy.

10) Duty E,xemptlon Schemes duty drawback schemes and exemption from terminat
excise duty have been extended to Deecmed Exports.

11) Special Import Licetices to certain categosies of exporis and exporters, These .
include: deemed exports, Export Houses, Ttading Houses, Star Trading Houses'
and manufacturers who acquire ISO9G00 {series) or BIS 14000 (senes) certification
of quality.

12) Government to launch a major naon-wide campaizn on quality awareness and to
take other steps to bring Indigp p cts to world standards.

Activity 1 Q
Visit any company cngagé port/lmport aclmues and find mlt the i impéct of the
import-export poli busmess

7.3 IMPORTS

a) Capital goods, raw materials, intermediates, components, consumables, spase
parts, accessories, instruments & other goods may be imported freeiy sub]ected to
a small negative list.

b} Consumer goeds will continue io bé unde'r restraint.
c) Special i import facilities given to hotels & tounsm industry & fo

sport bLadies. .
d} Actual user condmon eliminated ex¢ept in a few special cases, " | :

) Second hand capnal goads may be imported without a licence i certam spec:ﬁed
sectors. Other second hand capital goods to be imported in accordance with a
licence issued on this behalf. The second hand capital goods shall not be more thaa
seven years old & shall have a minimum residual life of five years. Empart ofsecond
hand capital goods shall be subject to Actual User condmo il in a)l cases.

7.4 EXPORTS

Free Exports: Al goods may be exported-without any restriction expept to the exient

such exports are regulated by the negative list of eXpOI{s OF any other provistons of the

policy. Negative list of exports has been pruned.
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-Goods schcme supply of goods against licences issued un_dcr

-¢) Refund of terminal excise duty

Registration-cam-Memizership Certificate (RCRﬁC) Any person applying for a licence -

to import or export or for any other benefit or concession under the policy shall be
required to furnish his Registratmn cum-Membership Ceriificate (RCMC) aumber
granted to kim by an Export Promotion Council (EFC) of which he is a membey,

Dencminaiion of Contracts: All export contracts shall be denominated i in freezy _
convertible currency. Contracts for which payment are received through the Asjan
Clearing Union { ACU} may be denominated in the country of the exporter or importer
or in any freely converiible currency and all such payments shall be deemed to have
been received in oonvcrtlble currency,

Export Contracts with RPA countries: Exports to Rupee Payment Area (REA)
countries/former Rupee Payment Area (RPA) countries may be snade under the terms
of the Trade Agreement/Protocol signed with such countries. However, exports to such
couniries against payments in non-convertible Indian rupees may be required to be
registered with such authority as may be speafied in this behalf

Re-exports: Goods imported from 2 any country tn the Genaral Currcncy Area {GCA)
in accordance with the Policy shall not be re-exported in the same or substantially the
same form, without a licence, to any country in the Rupee Paymeni Area (RPA}.

Deemed Exports: “Degmed Exports” means those transactions in which the poods
supplied do not leave the country & the payment for the goods is teéceived by the
supplier in Indian rupees, but the supplies earn of save foreign exchange for the
couniry. The policy specifies number of categories of suppiy of goods which shali be
regarded as “Dccmed Exports" provided the goods are manufacmred in Hnd & the

airlines, ONGC, OIL, GAIL, units located inexport prooessmgzones expH
units, pro;ecls financed by ADB, IBRD, IDA, [FAD, OPEC SFD, QI CF

Deemed exports are eligitle for following benefits:

a) Duty Exemption Scheme
b} Duty Drawback Schewe

d) Special import licences, for such value or bed
deemed export, for the impore of suchiterns inclided in the négative st of inporis
as may be specified under a scheme 10 be notified in this behalf.

7.3 EXPORT PROMOTION CAPITAL GOODS SCHEME

Schemcr .

Capital goods may be imported with a licence under the Export Promotion Capital
Goods (EPCG) Scheme.,

Emport on Conceusiona! Duty:

Capital goods may be imported, at a concessional rate of customs duty according to the
conditions given in the table below, but subject to an export obligation to be fulfilied

. aver a peried of time. Such export obligation may be reckoned from the date of customs

clearaice of the first consignment of such imported goods.

Duty ' Export Obligation - Period
25% CIF Value : Jimes CIF value . _ dyears
15% CIF Value 4times CIF value ' 5 years

Eligibility: .
A manufacturer—exporter to be eligible to import capital goods under Ih:. scheme

should have been a regukar exporter for a period of not less than three years. However, . -

import of capital goods under the scheme may alse be aliowed, on merits, to other
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Policy Framework and
Procedural Aspects

manufacturer-exporter who are new exporiers or whose expert performance is fora

. _period of less than three years. Testing equipment, R&D eqmipmet[; , packaging
"machinery and such other machinery or eqmpmem as may ve speci
'1mp0rted under the scheme.

ied may also be

Both new and second hand capital goods may be u‘nported under the scheme. The
export obligation under the scheme shall be in the form of direct exports of the products

manufactured with the capital goods permitted to be imported. Th
goods under the scheme shali be subjeet to achial user condition.

: import of capital

7.6 DUTY EXEMPTION SCHEME

Under _t_hé Duty Exemption Scheme, imports of duty free raw matgrials, components,

intermediates, consumables, spare parts inciuding mandatory spar

=5 & packing

materials required for the purpose of export productions may be permitted by the
competent authority under the five categorics of licences mentioned below:

1) Advance licence

2) Advance Intermediate licence

3} Special Imprest licence

4} Advance customs clearance permit

5) Licences under production programme

7.7 EXPORT HOUSES DING BIQUSES

TRADING HOUS

& STAR

Under the exclusive sche port promotion Six Free Trade
estavlished by the Govern of India. These zones are designed
facility required fo gggrate export production namely, deveioped
space to entrepreneu i
infrastructure pagvide
‘communicatj

these Fre
export products can be manutactured and Pxportﬁ:d SEEPZ is the
Processing Zone at Santacruz, Bombay.,

EXPORTS FROM FREE TRADE ZONES

7.ones have been
to provide every
piots Ot Duilt-up

tablishing 100% export oriented industries, The
in these zones mcludes water and power supply,
nking, warehousing, access roads, transport services, custom

"bonding arrarffEments atc.
‘The 'Trade Zone was established at Kandla in 1963, followed by SE£:P7.in
1973, hers are at FALTA (Calcuita), NOIDA (U.P.}, Madras and Cochin. All

rade Zones except SEEPZ, are mutbti-product zones where a variety of

Elecironics Export

- Fres Trade Zove Expreris (M, frores)
1990-91 198999 438-89 1957-%8
Kandla FTZ oo eeeeereeeeer e 456,55 338.23 21.59 185.05
SEEEP.Z. i aerie e eee e et e s 8002 285.01 185.19 110.14
pladras EPZ ...oevvevvieen. b e 61.32 29,56 24.04 16.45
Falta EPZ " 24.95 - 16.38 £.11 . LP6
Cochin £PZ ... 5.46 11.00 625 ERE]
Noida EPZ ... 44 58 51.90 2.4 16.05
Yizng EFZ - - - -
Tovat* . T . 981.88 73208 516.52 3339
(3.02) (2.64) (2.55) (2.13)

* Figws::s in brackets are percentages o total exports of India.
tAerchant and manufacturer exporters and trading companies inchy
foreign equity, Export Oriented Units (EQOUs) and units bocated in
Zones {EPZs) have been recognised as Export Houses, Trading Ho
Houses under ciiteria which were laid down from time to time upicg
With effect from 15t A pril 1992, the criterion for recognition as Expq
House or Star Trading House shall be the average annual NFE it
preceding years or the INFE durinig the preceding year, whichever is
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Averageannul Net .

" Net Foreign Exchange

Tmpovt:Expert Policy of India

. Forelgn Eschange - - (NFE)earnsd dnring
{NFE) esrned during the base periodie., -
3 preceding Heensing year, i Rupees -
yearn, in Rapees . : .
Export Houses BCrores 12 Crores
Tradiag Houscs . M Crores . 60 Crores
Star Trading Houses . 125 Crores - . - 150 Crores:
Benefits

Export Houses/Trading Houses/Star Trading Houses shall be entitled to special import
licences, for such value or bearing such proportion to the NFE earned during the
previous licensing year, for the import of such items included in the Negative List of

Imports as may be specified under a scheme to be rotified in this behalf.

7.8 EXPORT ORIENTED UNITS & UNITS IN EXPORT

- PROCESSING ZONES e |
Eligibility o S
- Units undertaking to export their entire production of goods may be set ilp under the

Export Oriented Unit (EOU) Scheme or Export Processing Zone (EPZ) Scheme. Such
units may be engaged in manufacture, production of software, ho_rticultu%{culture .

acquaculture, animal husbandry or similar activity. Units engaged in sengice algivities
may also be considered on merits. .

lmpdmhﬂily of Good's . ' '
The unit may import frec of duty the following goods required b for preduction
provided they are not prohibited items in the N egative Liworts._ o

a) Capital goods including captive power plants;

b) Raw materials, components, intermediates, s ishecPgoods, spares. parts and
consumables; ) :

¢) Proto-types, office equipment and cons bles [8g office equipment; and

d) Material handling equipment such as overhead cranes etc. -

Export Obligation
The following supplies shall be counted towards fulfitment of the export obligation:

a) Supplies effected in Domestic Tariff Area (DTA) under global tender conditions;

b) Supplies effected in DTA against payment in foreign exchange;

¢) Supplies against Advance Licences and other import licences;

d) Supplies with the permission of the Development Commissioner, to other EOUs/
EPZ Units, : .

Benefits for EPZ/EOU Units

~ Coucessional Rent: The units setup in the EPZs will be eligible for concessional rent for
lezse of industrial plots and standard design factory (SDF) buildings/sheds allotted for
the first three years at the following rates: '

For Plots: The concession will be 75% for the first year, 50% for the second year and
25% for the third year if production had commenced in the first year or the second year. ~
The concession will not be availabie for the third year if production irad n&t commenced

by the end of the second year; _ - o '

For SDF Buildings/Sheds: The concession will be 50% for the first year and 40% for the
‘second year if production had commenced in the first year. The concession will be 25%
for the third year if production had commenced in the first year. The concession will not
be available if production had not commenced by the end of the first year; '

Tax Holiday: EOUs and EPZ units will be exempted from payment of corporate income -
tax for a block of five years in the first eight years of operation;
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Palicy Framework and Clubbing of NFI: Net Foreign Exchange (NFE) earned by an EQU/EPZ unit can be
Pracedurat Aspects chybbed with the NFE of its parent/associate company it ihe D'TA|for the purpese of
according Export House, Trading House ot $tar Trading How s status for the laster:

IFRSE: The International Price Reimbursement Scheme for supply of iron and sieel will
be available to EQUs and EPZ units; and '

168 % Foveign Equity: Foreign equity upio 100% is permissible in the case of EGUs and
EPZ, units. "
Aeotivigy 2
Numker of new 100% export ariented units are coming up these days & tapping the
capiist mavket for funds. Obtain prospectus or share application forms of a couple of

thege ceenipanies & study the project details like benefits given by the government to
thern, export prospects, marketing ariangernents ete.

7.9 SUMMARY %

This unit has discussed va @ ects of the current import export| policy of India
(1992-97). In order to boost Bupdtts & make available latest technologies in India,
several schemes hav%mroduced by the Government like Export Promotion

Capital Goods Sche mdgDuly Exemption Scheme, Special benefits for export oriented
units etc, Im estriction have alse been eased for most of the products,

Though this pficy is valid for a period of 5 years, some small changes are made by the
Gov@ri of time keeping in view the economic conditions and industry's

dem

7.10 SELF:ASSESSMENT QUESTIONS

1) Which of the following categories of goods are under restraint for imports?
a) Capital Goods -
b} Consumer Goods
¢} Raw Materials ~ .
d) Spares for Capital Goods

2) Which of the following is/are Deemed Exports?
a) Supply of machinsry by L&T Bombay to GEC in U K.
b) Supply of machinery by L& T Bombay to NTPC, India for anIDA assisted power
project. . '
¢) Supply of machinery by L&T Bombay to ONGC, India.

+ 3) A pharmaceutical company.is manufacturing & exporting formulations. It intends
to import machinery worth Rs, 5 crores CIF for manufacturing disposable syringes
with a concessional import duty of 25% under EPCG scheme. To fulfil its export
obligation, it has to export '
a) 15 crores worth of any product in a period of 4 years _
b} 15 crores worth of formulations & disposable syringes manufactured by the

company, in a period of 4 years : o
¢) 20 crores worth of disposable syringes manufactured by the company on the
machines being imported, in a period of 5 yemrs
d) 15 crores worth of disposable syringes mapufactured by the company on the
machines being imported, in a period of 4 years
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~“Uj s ABC Corgoration imported goods from UK. against payment in Pound
Sterling & wani to export the same (o anoiher country against Rupee payment. s B paed-fleppert Paciey o mlla
the compauy «eguired to take approval from the povernment for doing so?

5 ¥What ave the full forms of the {oliowing abbreviations?
a) EOU b)Y RPA ) NFE
Amawerss |

Db 2} bae 33d $)Yes 5) a) Export Oriented Unit
' b} Rupee Favment Area
¢} Met Foreign Exchange

7.11 FURTHER READINGS

import-Export Policy & Hand book of Procedures —Government of India Publication,

7.12 APPENDIX: OTHER LIBERALISATION -
" MEASURES

With a view to make foreign trade freer, boost exports & encourage forcign investments
in India, Govt. has taken a number of steps in addition to the provisions in EXIM
policy. These include convertibility of rupee, liberalising industrial policy, NRI policy
& are discussed in brief here below.

A. NEW INDUSTRIAL POLICY 1991
Government tabled a statement on Industrial Policy in both the houses iament

on July 24, 1991. The statement has substantially reduced the rggf ent for various
types of industrial approvals. Some of the major features of this @ d subsequent
notifications, which have a bearing on India's international trad™Nike

foreign technology agreements, formgn investments in [ c. are highlighted here
below: '

a) In projects where imported capital goods are
givenin cases where foreign exchange availab

b) Approval for direct foreign investment pgto 5198
priority industrieg.

¢} Toobtain access tointernational marke ority foreign equity holding upto 51%
equity to be allowed for trading companie¥ primarily engaged in export activities.

d) Automatic clearance to foreign equity proposals in the smalt sector,

e) Automatic permission for foreign technology agreements in specified high prlomy
industries.

f) Nopermissionis necessarv for hiring of foreign technicians and no applications need

“to be made to Govt. for this purpose irrespective of whether the hiring of foreign
technicians is under an approved collaboration agreement or not.

g) Foreign investment proposals in India need not necessarily be accompanied by
foreign technology agreement, unlike the earlier policy.

h) Till May 1992, all LOIs & Foreign collaboration Approvals issued by the Ministry
of Industry, contained a condition prohibiting the use of any foreign name/trade
mark on goods for sale within the country. This condition was not applicable in the
case of exports. On 14th May 1992, Ministry of Industry (Department of Industrialg
Development), Govt. of India, vide its press note No. 6 has specified that henceforth
no such condition would be imposed by this ministry or RBL, while granting letters
of Intent/Foreign collaboration approvals.

ed, alitomatic clgarance to be
entured through foreign equity.
oreign equity in specified high

B. NON-RESIDENT INDIANS INVESTMENT POLICY: 1991

Wide range of facilities have been provided to NRI's (i.e. individuals of Indian

. nationality or origin resident outside India and overseas corporate bodies owned to the
extent of at least 60% by such persons/OCB’s) for direct investments, the most
prominent among them is providing “Automatic Approval for Investment upto 100%
in High Priority Industries”.

Automatic Approval for Invesiment upto 100% in High Priority Industries:
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i) The foreign equity covers the foreign exchange requirement for

. i} Outflow on account of dividend payments is balanced by expost

.__'_i_ii_)-'_'_Ihg-:prt_')poséd project is not located within‘25 kms from the perif

- The above facility wilt be available for new investments for expansia

: Und_er. the new system, all-fofe

NRIS/OCBs will be permitted to invest with ful) repatriation benefits ipto 100% in the
equity issue of a private/public limited company engaged in high priority industries,
listed in Annexure 11 to the Statemerit on Industrial Policy. Reserve Bank will grant

automatic approval for such proposals provided —

* . goods, if any. The plant and machinery proposed to be imported
~ not second hand.

period of seven years from the commencement of commercial P

import of capital
i must be new and

carnings over s
roduction.-

“Remittance of dividends should be covered by earnings of the company from

export of items of Annexure III of Indu',lnal Policy either recor
- to the payment of dividend orin the year of paymeqt_ of dividen

standard urban area limits of a city having a population of more
according to 1991 Census.

ded in years prior
d

ohery of the
than 10 lakhs

diversification of existing industrial undertakings

10 as well as for

The above facility will also be available for making investment by individual NRIs i in.

partnership firms in India.

C. CONVERTIRILITY OF RUPEE

i} A major policy change of far-reachifigimportance annopnced is
1992-93 presented by Dr. Man
partial convertibility of the rupee.

. exim script introduced ig hade pohcy in 1991 stands abolishe:

export of goods and s&Wiegs, or remittances, wili be converted into ry)
foreign exchange remi 1ll be converted at the official exchange
ec

the Union Budget

an ;Jingh is the introduction of a new system of
ith partial convertibility of ruper, the system of

d.

exchange remittances, whether earned shrough

pees—40% of the
rate whil: the

remaining 60% b verted at the market determined rate. The foreign ex-hange
surrendered icial exchange rate will be available to meet the foreign exchange
requirements oRgssential imports such as petroleurn oi products, femhsers defence

and I e drugs.
All othe orts including capital goods will be freely importablc

OGL but the

 foreign exchange for these imports will have to be oblamed trom the market.

Foreign exchange required for other payments on private account i cludmg travel,

debt service payments, dividends, royalties and other remittances will also have to be

obtained at the market t‘ate

For the purpose of calculauon of customs duty, the lmport value of goods is to be

converted into Indian Rupees as per the market rate.
Table: Market Exchange Rote of Indian Rupee °

£ Sterling

L

1992 _ . uss
Rll-peepuunitﬁ[lmwcunmy )
March3l ' S s ' 53.69
- April30 .. 3061 54.13
May 28 o ) 30.89 55.40
June 30 _ 30.66 58.48
Juiy 31 3.11 - 58.06
Aug.28 30.49 59.97
“Sept. 30 30,04 53.60

Note: Before the paniél convertibility introduced on 1.3.92, the rate was 1$ Ks. 26 0

ii) Inthe Union Budget 1993-94 presented by Dr. Manmohan amgh nFeb. 27,1993,
Rupee has been made fully convertible vn tr(;cie account, thereby abolishing the
dual exchange rate mechamsm mtroduc;:d in the previous budge} as described

above. .

. Elozl




NIT 8 IMPORT-EXPORT o
DOCUMENTATION

Objectives
After going through this unit you should te able to:

© explain the significance of documentation and related procedures in export import
transactions, . -

® describe the basic purpose which each document and rclatcd procedure seeks to
serve,

® develop familiarity with the documents and related procedm*es needed in executing.
an export order, - .

® acquire a systematlc approax,h towards documentatlon in your orgamzanon

: Structure

8.1 Introduction

8.2 Need .

8.3 Kinds of Documents

8.4 Prncipal Export Documents

" Commercial Invoice
Froforma Invoice

Packing List :

Marine Insurance Pollcy)‘Cemﬁcate o o

Bill of Exchange ' ]
Letter of Credi: : :

Bill of Lading ' '

Air Way Bili (AWB): Air Consignment Note - .

Combined Transport Document (CTD) o : .

Export Inspection Certificate

Certificate of origin ; ;

Consular Invoice
Shipment Advice

GR/PP/VPF/COD Forms ”~ o :
AR4IARA A Form ; . |
GPLGPII Form o , - :

Shipping Bill

8.5 Auxiliary Documents

' Shipping Instruction Ferm

Application for Export Inspection
Shipping Order
Mate Receipt
Dock Chalian

8.6 Documents in Import Trade
Bill of Entry

8.7 Export Documentation and Procedures - Step by Step

8.8 Simplified Export Documents

8.9 Some useful tips

8.10 Summary

8.11 Self-assessment Questions

8.12 Further Readings '

8.1 INTRODUCTION

- Documentation and proocdur:.s thous b compiex and cumbcrqomc are integral part of
international marketing operduon.-, .1l knowledge and accurate compliance of
procedures and documentation formalities are as essential as looking inio other areas
of marketing mix to ensure success in international marketing. Inadequate
understanding of the varions formatities on the part of the managers results in

'pmtracted correspondt.ncc, adversely affecting the business and cash flow due to

delays in realisation of expori proceeds as also the varicus incentives.
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8.2 NEED

T

The physical transfer of goods in international trade has tradltionally by
with a number of documents. Over the years, however, the number of
related procedures has multiplied making international trade complex
cumbersome. Need fér documentation arises primarily becausé of certai
- of international trade transactions. Uniike domestic trade, buyers and
- separated by long distances in overseas trade transactions. This necessitd

een associated
documents and
amd-

n peculiarities -
sellers are .
tesconciuding

" & formal contract Jaying down daties and responsibilities of buyers and
respectively. Moreover, some intermediation becomes inevitable. No i

seile; 5
ternational

trade iransactions can be completed without the assistance of at least three -
intermediaries — a carrier, who undertakes to deliver the goods o the uyer on behalf
of seller, an insurance company that covers the risks arising out of hazards of long .
voyage and finally a banker who collects the sale proceeds from the buyer and hands
over the same to the exporter. Besides, other intermediaries are freigh} forwarders,
freight brokers, chambers of commerce ete. Documentation and attendent formatities

become necessary to ensure compliance of contract obligations of the co
L.e., the exporter, importer and intermediaries.

_Intemauonai trade aiso means trading relauon',hxp between the citizen:
independent sovereign states. International trade is state regulated eve

US government regulates the®¥portimport operations of domestic firms

documentation for information and control purposes. In India, several d

been prescribed to ensure compliance of Export Trade Control, Foreig
ent Inspection, Central Exdi

Regulations, Quallty Control and Presh.u

Activity 1
What is the underlying ration
of view.

cerned partiss

5 of two
rywhere, éven
and insists on
pCuUmenis nave
n Exchange . -
nse eic:

‘8.3 KINDS OF DOCUMENTS

These documents can be broadly classified into the follomng six categor

i) Documentation as per requirements of the contract:

a) Commercial Invoice

b) Packing list

¢} Insurance Certificate/Policy

d) Bill of exchanpe

) Shipment Advice

. 1) Certificate of origin

g) Inspection Certificate

h} Transportation Documents:
~ Bili of iading
- Airway bill
~ Combined Transport Document.

Documentation as per requlrement of Government of India:
i) Export License, if necessary,
ii) AR4/AR4A Farm
i) GPI/GPIL Form
iv) Preshipment Inspection Certificate
" v) Export Declaration Form -
GR/EP/PF/VFP/COD Form
vi} Shipping Bill

iii) Documents ds per requirement of the’ Imporf'mg Coiintry:
i} - Customs Invoice

[igs:
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ii) GSP Certificate of Origin S . Import-Expart Docutseration

v} Documents required for claumng export assistance:

1) Application form .

2) Shipping Bill duly duthenticated by cuistoms

3) Commercial invoice attested by bank:

4) Bank certificate

5) Statement of Exports certified by the negotiating bank

6) Regstratlon cum membership form of concerned export promotion council.

Another way.of looking at the document is to clasmfy them as pnnc1pal and auxiliary

documents.

Principat Documents

These are:

1) Cornmercial Invoice

2) Packing List

3} Marine Insurance Pohcyf(.‘emﬁcate -
4) Bill of Exchange - '
5) Letter of Credit -

6) Bill of Lading

7) Airway Bill

8) Combined Transport Document .

9) GR/EP/PP/VPP/COD Forms. ~

10) Export Inspection Certificate -~

11} AR4/AR4A Forms _ : .

12) GPUGPIl . 0 “
13} Shipping Bill - : : _ -
14) Certificate of Origin .

'15) Shipment advice. : _ O

_Auxiliary l]ucu;ncnts ' g
These documents may be required for the preparatiopg procrement of some of the

principal documents or for arranging some of the pr in effecting shipment of
goods, such as giving shipping instructions to freight fofgarders, arranging preshipment

" inspections, marine insurance cover, shippin. procurement of bills of lading ete.
‘Documents normally required are: : :

1} Shipping Instructions Form
2) Application for Export Inspection Agency
3) Shipping Order -

4) Mate Receipt and /
5} Dock Challan. -

 Activity 2

What is the underlylng difference betwcen Pr1nc1pa1 Deocuments and Auxiliary
Documents.

8.4 PRINCIPAL EXPORT DOCUMENTS

Managers concerned with export/import business should be well acquainted with all the
documents which are needed from time to time. These documents are briefly explained
bchW . . 103 ’
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Cmmmarcis]l lnvmce

tis a basie document which gives full detanls of the contents of the shnpmcnl and serve
asselier bifl of goods and, therefore, sets out the terms of sale. Af exporter is required
o prepare this conaplete document which must fully identify the overseas shipment s
serve as a basis for the preparation of alf other docuinents which, in greater or IESE»

“detail reproduce information from it.

Normially, apart from the special requirements of the importer, form of invoice will be
similar to that used for domestic business. There'is no standard form and) it is left to the
exporter to change his own design , always énsuring that it will be convenient for use by
foreign parties. In fact, the exporter should strictly follow the requirements of the
purchaser in regard (o invoicing and, as the requirementsof foreign laws vary widely
and erc revised from tirae to time, it is important for an exporier to keep himaelf fully -
informed about such changes in government regulations of the importing countries.

According to the Uniform Customs and Practices for Credit

i} Unless otherwise specified in the credit, commmlal invoices Taust be made ut in
the name of the applicant for the credii: : ; :

i) Unless otherwise specified in the credit, banks may refuse conmercial invoices
issued for amounts in excess of the amourt permitted by the credit, and

iii) the description of the goods in the commercial invoice must corsespond with the
 desgription of the goods iw the credit.

The follomng check list of the items making up a commexeizd invoice shc vid atways be
%ept in view though not afl items are reqpired for every transaction; :

Name and address of the shipper
Invoice number and date
Buyer's and Seller’s Order nurph

Tame and address of the over: tomer (buyer)
Name of the vassel and sailing Mgl '
Terms of payment _

Insurance reference ;

far dedlaration
aumber on packages

Terms ofsmle(F 0B, CiF C&F FAS, etc.)

Any additional charges which should be itemised such as packing, cartage consular,
etc, {if the contract is on f.0.b. basis)

Bill of Lading number

Import Licence number apd Date

Letter of Credit mimber and Date

Proforme involce -

It is a preliminary, provisional, temporagy invoice for an anticipated s| 'ipment which
Faigiit or might not take place. Such invoices serve certain useful furictions in that the
overseas buyer is then in a position to deal with certain requiremenir before placing the
order, ¢.g. obtainingan import licence, Secondiy, proforma invoices, if made out, o5
be supplied o the bank when a Letter of Credit is to be established by the oversess
buyey with 1‘:‘1».. instrextions that the L.C. (letler of credit) be openedin agcordance vith:
the i mvm%e

Poehing List

Exparters are required to prepare an accurate packing list showing, item by item, the
comients of the packages or cases so as to enable the recsiver of the shipmest to carry
out a check. The preking list should give a description of the goods, number and marks
on the packages, guantity per package, net and gross weight, measurement, etc.”
Properly proparetl, thess packing lists ensure movement of goods and avoid
UnHeCESSATY unpackmg .
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There is no pasticular form to be used but for purposes of guidance a specimen opy
may be seen. ' ' '

Marine Insursmice Pelicy/Certificate - -

A marine insurance policy/cestificate is a docutmeni associated with transit of goods in.

trade, whercby the insurer undertakes to indemnify the assured against damage for loss
of goods due to risks/azards in transit, to the extent and in the manner mentioned in
this document. In a CIF contract of sale, the seller has to take the requisite insurance
cover to protect his own as well as the buyer’s interests in case of damage or loss of
goods. The insurance policy/certificate must be such as to safisfy the conditions of the
letter of credit/sales contract, and must cover all risks specified therain, or which arc
considered to be normally associated with trade in a*parlicular product.

Bill of Exchange

~ Anexporter can send a bifl of exchange for the value of the invoice of goads for export -
through the banking system for payment by an overseas buyer on presentation. A bill
.of exchange is legatly defined as “an unconditional order in writing, addressed by ane
person to another, signed by the person giving it, requiring the person to which it is
addressed to pay on demand or at a fixed or determinable future time a sum certain in
money, to or 10 the order of, a specified person, or to bearer™,

In ather words an exporter prepares a bill of exchange (which looks soniething Itke 2
_ cheque) whichis drawi on an overseas buyer, or even on a third party as designated in
the export contract, for the sum agreed as settlement.

The bill is called a sight draft if it is made 'out payable at sight i.e. ‘og de *Ifitis .

payable ‘at a fixed or determinable future time’ it is called a term dra¥g, beghuse the
buyer is receiving a period of credit, known as Wre tenor of the bijI he bu¥er signifies
an agreement to pay on the due date by writing an acceptunce; @ ¢ face of the bill.

By using a bill of exchange with other shipping documents throudehe banking system,
an cxporter can ensure greater control of the gouds, b sguntil the bill is paid or
accepted by the overseas buyer the goods cannot be reldffsed. Conversely, the buyer
does not have to pay or agrees to pay by some, d da® until he receive delivery of
the goods from the exporter. o \

An exporter can pass a bill of exchan ;;9 bank i India. The Indian bank forwards
the bill to.its-overseas branch or to a o0 ghdent bank in the overseas buyer’s
country. This bank, known as thecoliectiBgfbank, presents the bill to whomever it is
drawn upon, for immediate payment if it is sight draft, or for acceptance if it is a term
draft. This procedure is known as a clean bill coflection because there are no shipping
documents required. Ctean bill collectons have become more popalar, particularly, m
some Eurcpean countries where the method is also used in internal trade.

However, it is more likely that bilks are used in a documentary collection methed of
payment. In this case, an exporter sends the bill to the huyer through the banking
system with the shipping documents, including the document of title to the goodsi.e.
an orizinal bill of lading. The bank then releases the documents on payment or
acceptance of the bill by the overseas buyer. - - '

Letter of (_Jredit

A leiter of credit is a written undertaking by a bank, the issuing bank, to the seller, the
beneficiary, in accordance with the instructions of the buyer, the applicant, so sffcct
paymeut upto a prescribed amount, within a presceibed time periced 2gainst prescri bed
documesits, provided these are correct and in order i.e. they conform with the
instructions of the applicant. Letters of ctedit are one of the most used methods of
paymentin international transactions. Lettersof credit are usually issued subject to the
provisions of the *Uniform Customs and Fractices for Documentary Credits” issued by
the International Chamber of Commerce. It coatains the rules poraming the tetter of
credit transactions and the iaterpretation of various terms relating thereto and hasbeen
subscribed by almost all the major trading countries of the world.

gt

_There are usually two bamks involved in a docunientarf}'éfédit operaticn. The issuing
bank is the bank of the buyer. The second bank , the advising bank, isusually a bank in
the selier’s country. The second bank can be simply an advising bank. or it can also
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Policy Framework and —* : . . -

Procedural Aspects . assume the mote important role ofa confirming bank. In either case, if undertakes the
transmission of the crdit, and by doing so, implies the authenticity of the signature of
the issuing bank. If the second bank is simply “advising the credit” it wili mention this
fact when it forwards the credit to the selier. Such a bank is under no commitmemn

"l pey the seller. If the advising bank is also ‘confirming the credit” it will so state. The.

means that the confirming bank, regardless of any other consideration, must pay,
accept, or negotiate without recourse to the séller, provided all the documents are in
order & the credit requirements are met. Figute below summarizes thé relationships
between the partners to the letter of credit. A letter of eredit contains all essential
details like seller’s name, buyer’s name, value, usance docements required, description
of goods, shipment & negotiation dates, port of shipment & destination etc,

" 1.- The buyer and seller enter into a .

SELLER <:’ sales coniract providing fer . z - BUYER

(Beneficiary) . | : payment by documentary credit - (Applicant)-

L

2. The biyer instrucis his bank—

. the istuing bank——to isshe a

4. The advising.or confirming . o ' ' " credit in favour of the sefler . -
bank informs the selter that - ’ ' . S S
the credit has been issued - O o o
ADVISING/ TheMissuing bark asks another ' - !

b i i ISSUING
e sollor. 1o advioe o L |- |
of the scller, to advise or - — BANK -

confirm the credit

CONFIRMING
BANK

Letters of credit used in international trade are of various types:

) Revocable and Irrevocable Letters of Credit: A revocable letter of cred is rather
rare now-a-days because it means that the terms-of the credit can be cancelled or
amended by an overscas buyer without prior notice to the exporter. Most letters of
credit are irrevocable which means that once buyer’s conditions in the letter have
been agreed by an exporter, they constitute a definite undertaking|by the buyer’s
bank and cannot be revoked without the exporter's agreement. :

b) Confirmed and Unconfirmed Letter of Credit: A confirmed letter of credit carries
the confirmation of another bank, generally, in the country of the exporter, Such
confirmation, added at the request of the issuing bank, binds the corffirming banker
to negotiate the drafts drawn under the crcd:t provided the terms and condmom

thereof are fulfilled.

Without Recourse and with Recourse: A “without recourse to drawer’ letter of .

credit is onc under whieh the negotiating bank cannot have a recouyse against the
exporter if the draft is subsequently not taken ip or reimbursed by the lssuing bank
provided, of course, the negotiation is without recourse.

—

—

c

Sight and Usance Documentary credit may provide for payrnent af sight or for .
acceptanice of a usance bill of exchange by either i issuing bank ina l'uyer’s country
o the correspondent bank in exporter’s country, '

d

S

St

¢) Transferable: A transferable letter of credit is one which can be tra nsferred by the .
beneficiary named thetein in favour of another party. A credit can be transferred
' only if it is expressly de:51gnated as transferable by the issving bank,
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dra attention to the credit’s special conditian.

- The purpose uf these credits is to provide preshipment finance to

~ Btraight and Negpti.aﬂon Credit

A negotiation credit enables either a specifically nominated bank (or any bank, if the ..~
- words “Freely négotiable by any bank” are used in the credit} to check the documents
and, if they are in order, to pay them less the interest for the time it will take to obtain
reimbursement from the issuing bank. Sellers would require negotiation credits where
the currency of the credit is not their own currency, or where the seller’s local bank _
offers preferential rates or service. : '

Generally, a negotiating bank pays with recourse to the Beneficiary if any thing goes
wrong, but the legal position is by no means settled. This is a very important point for
beneficiary, as under every other kind of Letter of Credit there is no recourse to him.
All beneficiaries under negotiation credits should settle with the negotiating bank at

payment, whether recourse to the beneficiary is reserved or not.

Revolving Letier of Credit _ _

A revolving letter of credit is one which revolves to its face value as soon ds the bill
negotiated under the credit is paid. Letters of credit can be made revolving on certain
other conditions, e.g. negotiation of draft without waiting for the bill to be paid, at fixed
periods-say monthly or every quarter. etc. Revolving Letters of Credit are used when
regylar and continuous payments ar- =-=ired to be made to the exportér.

. Red Clanse Credits : L
" Red clause credits contain an authorization by the issuing bank to the advising or

- documents. The description red clause arises from the colour of the ink that isWig

e s8iter who might
@ ke desired by

confirming bank to make advances to the beneficiary before presentatio:@é
d to

not otherwise be capable of raising the finance to produce the me
the buyer. ' :

Green Clanse Credit . _ :

Green clause credit is similar to red clause but adva iven only against a warchouse
receipt given by the beneficiary, .

Back to Back Letter of Credit

A letter of credit issued on the strcnglh of ano Fletter of credit. It is in effect, an
extension of the terms and conditions of the backing credit. Usually, the beneficiary
under such credit is a supplier to the beneficiary of the backing credit.

Some of the important points laid down in uniform customs and Ppractices for

.documentary credits issued by ICC, are as follows: -
- 1) All credits should clearly indicate whether they are revocable orirrevocable. In the

absence of such indicators the credit shall be deemed to be revocable.

. 2) Arevociilecreditmay be amended or cancetled by the issuing bank at any moment _

and without notice to the beneficiary,

3) Animrevocable credit constitutes a definite ﬁndertaking of the issuing bank,
provided that the stipulated documents are presented & that the terms & conditions .
of the credit are complied with. ) ' :

4) Whenan issuing bank awthorizes or requests anothet ba nk to confirm its irrevocable

credit & the latter has added its confirmation, such confirmation constitutes a
definite undertaking of such bank (the confirming bank), in addition to that of the
issuing bank, provided that the stipulated documients are presented & that the terms
& conditions of the eredit are complied with. ' '

5) All credits must clearly indicate whether they are available by sight paymeﬁt, by
- deferred payment, by acceptance or by negotiation. :

§) Banks assume no liability or responsibility for the form, sufficiency, accuracy,
genuineness, falsification or legal effect of any documert, or for the general and/or
particular conditions stipulated in the documents or super imposed thereon, nor do
they assume any liability or responsibility for the description, quantity, weight,

. quality, condition, packing, delivery, value or existence of the goods represented by
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Procedugn) Aopacts

® Can the required number of Spccnﬁed documents bc furnished?

any c‘imummta o for ths good fsith or acts andior omissions, ml«émy, performance

or standing of the consismor, the carricre, or the inspress of the
- persomwhomsoever. : -

T} Allcredits must sbpulatc an cxplry dat:' for pmcscntahon oid
acceptance or negonat:on

8) The description of the goods jn the comme:mal invoice must
description in the credit. In.all other docoments, the: goods m
general terms not mmna{%n with the description of the g

9) Credits should siipulate the type of insurance cover reqmred

additional risks which are o be covered. Failing specific stipuls

" franks will accepﬁnsura-}oe docussents as presented, mthout
risk mol being covered.

General Points

goods, of gy other
enits for payment,

espond with the
be described in
5 in the credit.

if any, the
tion in the cradit,
ponszb:ht_y for any

CHECKLIST FOR THE SELLER AFTER THE DOCUMENTARY CREDIT
- OPENING .

@ [Poes &he documentary a_:mdil L‘onésmnd with the contract, especially inconnection

with the foliowing poinis?

~ Amoynt/unit price ’

- Period of validity/iime limit for shipment
- Terms of delivery

~ Description and origin of the g rchendise '
@ s the documentary credit rev%rrcmcablcm_nconﬂmed or confirmed?
14

® Is it ransferable, if necessary

% If unicGafirmed or éon
a) Credit risk

b) Conditions inglic buyng countrsy {political and tranéfcr_ risks)
¢} mailing risk { it is available abroad)? _ .

® Arothe s andjaddresses of the applicant and the 'b'eneﬁcijry c@ne_ct? o
@ Isthe d% credit subject to the ICC's currentiy valid U1 iform Customs and

v a bank abroad, how do you assess the

* Pragtice foNDocumeritary Credits?
® utficient time available to complelc ettestation and amhcnumuon
pE Tes?

. & Are declarations request in the documents which cannot be rns:‘de?

& Are documents stipulated which are contradictory to the terms

& Does the credit stipulate dosuments which need to be drawn upd
the buyer or his bank? In such a ¢ase, the utilization of the credit
_extent on the goodwﬂ] of the buyer.

Deadlines and shipment of goods
@ Can the shipment deadline be nict?

® Are the terms regarding the place where the géods are 1o be tai
.and the poinis of departure and arvival feasible? -

of delivery?

¢ countersigned by
tepends to alarge

ken into possession

@ Are partshipments and transhipmenis prohibited oontrary to the terms of contraci?

® Car the prescribed marks sad modes of transport be provided?

® Can the documents be presented in the desired form by the dais specified in thc

credit? (I the credit stipulates a transport document, the doca
presented at the bank not later ihan 21 days adter the issue date)
dosument unless tie credit stipulates anotuer time limit.)

ents have to be
of the transport

® Are yeou familiar with the expressions of time utilized fn the credit?

Di‘afi

. 1-1."1

@ Are you absolutely certaln about the way the draft should be made out?




Invoics

o Canthe descnpnon of the goo;is in the invoice be mken .qord for wrd from the
documemary credit? :

Transport documents if general

o If the tramsport document is not described precnscly, banks do not sccept any
documens thet

a) issubjecttoa charter party (only in the case of seabernc transport)

b) designates, loading on deck (only in the tase of sedbome transport).

c) shpulates carriage by sailing ship

d) is issued by a forwarding agent (regardiess of mode-of transport) em:pt in the
_case of the FIATA Combined Transport Bilt of Lading which is recognised by -
the ICC or where the forwarding agent is also eartier or agent of an expressty
named carrier.

‘@ 11 goods are exported through the intermediary of a company dom:mled abroad {a
subsidiary), in soine countries she value of the merchandise has.to’ be stated in the
transport docurnents. Dccs !hlS vaiue mrrcspond tothe amount and the currency in
your invoice? :

Marine bill ef ladmg

@ The restrictions a), b) and ¢)listed under "l'ransport dccummts in gezwml" arealso _

valid for the m2rine bil! of lading. . . .

o The marine bill of lading shouid not be Issted by a forwardmg agsat, a.m!esst cimer
is also a carrier or acts as agent for an expressly named carviez. -

o 1f the bill of lading is to be issuzd 1o order of the buyer ot & 1o be made
name, it will be extremely dxfmcul* 10 arrange any return of the .4 This
should be taken into full acconnt.’

@ Do the prescribed fre;ght notations conform o thc *erms d? deli

Air waybill _ v
e Air waybills issued by forwarding agents are act ag bybanks unless the
“forwardaes act as carrier or as sgents fof an ¥xp carrier.

Insurance documenis

@ Can the terms of insurance be fulfilied? \

© Are the risks to be covered acourately desmbeﬂ in the credic?

o Is the insurance covarage also sufficient 1o me#t your requirements?

® Clarify whetherapolicyora cemﬁcate is required. {Broker's cover notes will 1ot e
mptea by the bank rnless express!y permitted in the credit.)

Certificate of Origin

© Arethe Chamber of Commerce and & consns]ate: willing to atiest or authenticate the
. statervents reguired (o appeat on the certificate of oviging

® If legaliza¥ion is necessary, docs the respective .:mmtry maintain a consulate where
needed?

& (Can a cerlifiegss of origin issced in the counéry cf origin be fum_ishe_d ifs tinne?
® Caa the legaliemion be effected in tirme? '

B ol l&ﬂm
Of all the documienis, bill of lading is unguestiorably e most unpar'asmt and valusble
docusaent, Issuod by the shipping comparny, a bill of lading is.

| rwpﬂadfnow;,dgemmi of cargo delivered for tiam'gc“tatior

& acontraci of cifreightment Setween the shipper and the. ?@rrﬂe,r pwqug theif
respeciive rezponsibifities and ohligations.

& 2 dosument of e to goods and provides interesiod p'm'_zisz-:s including barls with fiide
1 the goods mentioned thersia.

r")‘] i.l

impariLoyant [
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- Polity Froxeework ond.
Procedural Aspects

_ compensaiion for the loss incurred.

@ a collateral, that can be used for any advances made to the seller|or to the buyerin’
the process of financing the shipment. :

Bills of iactng are prepared by the shippers on printed forms supplied by the shipping
company cencerned and necessary particulars are enfered therein the blank spaces
provided ior the purpose. Normally, a bill of lading shows the date of shipment, port of
shipment, name of the carrying vessel, name of the consignor, cons gnee and notify
party, port of discharge, number, contents and identification marks|of packages and

~ goods shipped, and the amountof freight ‘paid’ or ‘to pay’. Bills of lading are normaily

issued in sets of four. Three copies duly signed are delivered to the shipper, while the
fourth copy is unsigned and retained by the shipper’s master for his owa use. Different
copies are sent by different mails to reduce the risk involved by delay or loss in transit.
Goods are released at the port of destination against one of the copies of the bill of
lading presented first and other copies become void. Banks invariably take possession
of full set of bill of lading, the number comprising the full set being indicated by the bili
of lading itself,

Bills of Iading may be issued either in negotiable or non nagotiable form. A regotiable
bill of lading is issued to the order of consigaee, or endorsed cither in blank by a shipper
or endorsed to the order of named party. : .

An ‘on board bilt of lading’ meaas that goods have already been loaded on board &
named vessel. A ‘received for shipment bill of lading’ indicates that the goods have
been delivered to shipping conipany but have not been actually plaéj: on any vessel

A “through bill of tading’ covers shipment of goods for the whole of
voyage, though goods are transshipped during transit.

€ contracteq

A ‘charter party’ is a contract for hirigz a for carriage ot goods jei(lier foravoyage
or a-period of time. As a ‘charter pa of lading is governed by the charter.

arrangement it does not give ights to the shipper as an ordinary bill of lading .
would give. Co

Air Way Bill (AWB)/ msigiment Note
In air carriage, the tran3gbrt document is known as the Air Way Bill (AWB) or Air-

Consignment ] The AWE merely evidences the air carrier’s Tecejpt of the goods
on the terms o act of carriage and dozs not represent the good/itle of poods.
The goodg are deNgered to the consignee (receiver) mentioned in the AWB, The

@ pifhave to identify himself as the party named in the AWB and the goods
d @ ed to him without any hindrance usually on payment o{mme_‘charges. :

{dependingMipon the terms of the trade). When the seller has made the contrace with
the air carrier, the buyer can protect himself against the seller’s rerouting of the goods
by obtaining the shipper’s copy of the AWB (marked “orig. 3 for shipper”™). o

The air carrier may not accept instruétion_s from any person other than the holder of '
such a copy of AWB, and if this duty is not cbserved, the air carrier will be lable to pay

Some of the important details contained in the AWB are the name of the consigneef--_
consignor/notified party, the flight number and date on which the goods will be airlifted,

_ brief description of the goods and quantity, departure airport and the destination .

airport, freight amount and AWB number and terms on which carriage is undertaken,
and signature of carrier/its agent and shipper/agent.

Since the goods reach the destination within the shortest time usually on the same day
or the next day, it becomes the duty of the seller to inform the buyer of the despatch of .
the goods by the use of the telecommunication system to avoid unnecessary additional
charges to the buyer. C

Combined Transpert Bocement (CTD)

Exposters situated in interior paris of the country face the problem of | elay in
submitting shipping documents pertaining to the exports made by them to their bankers
for negotiation as they have to depend on their shipping agents functioning at sea ports
to obtain shipping documents, especially, the marine bill of lading, To obviate this
delay and also to popularise containerisation Governinent have e_stab]:;‘théd Inland

Container Depots (ICD) at Bangalore and New Delhi. In these depots, exporters can
Aarrange to get the goods stuffec - ~ontainers, Customs formalities co pleted and
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place of destination, will issue the Combined Transport Docoment (CTD) subjeci to -
FEDAI Rules contained in either FED AT Brochure No. 081 or Brochure No. 082 as

the case may be, to enable the exporters to negotiate the shipping documentswithan

authorised dealer. When goods are exported from ICD’s in India and relevant fetter of

. credit does not call for a marine bill of lading, authorised dealers will accept CIDs -
drawn subject to FED AT Rules. It may be mentioned that though a bank is authorised
toaccept a transport document issued by a freight forwarder under ihe 1983 revision of
the Uniform Customs and Practice for Documentary Credits by the International
Chamber of Commerce (ICC Brochuye No. 400), FEDAI Rulés permit issue of CTDs

. only by a person having as kis ordinary course of business the carriage of goods by sea

either as owner or charte«€r of an ocean going vessel, Therefore, exporters, in cases

.where a CTD is acceptable to overseas buyer, should so arrange that the relevaat

export contract specifically provide for the production of a CTD drawn, subjett to the

FEDAT Rules. The date of CTD will be date of expot in this case.

* However, where the letter of credit does not permit acceptance of a CTD or the letter
- of credit specifically calls for a marine bill of lading, authorised dealers will accept
CTDs drawn subject to FED AT Rules with the CFQ's undertaking to inve CTDs

substituted by marine bill of lading soon after the goods are loaded on board of ocean _

going vessels, But the bill will be negotiated by the bankers only after the CTD is
substituted by regular ocean bill of iading. This position is also applicable in cases where

export is not covered by a letter of credit. The date of marine bill of lading will be the

date of export in such cases,

Export Inspection Certificate

Tt is issned usualty by Government agency entrusted with the task of ing vz the.
concerned goods, private firms of repute specialising in inspectj@f™®gat times buyer’s
own representative in India. These certificates are required by @ ers because they
wish to be sure of the quality of merchandise and such inspectioMasds agiced in terms
of the sales contract. In India, however, all exports are su compulsory.inspection
prior to shipment by an authotised agency under the provigions of Export (Quality -
Control and Inspection) Act, 1963. Inspection of rt itens covered by this
legislation are carried out by five regional Expo ption Agencies under the
administrative control of Export Inspectio chemes for compulsory quality
control and preshipment inspection are al @‘ jpgated by certain official agencies as well
such as Agricultural Marketing Advisor, 4§, Diugs Controller, Tea Board, Coffee
Board, Salt Commissioner etc. S ' '

. The basis for inspection is usually the importer’s specifications or in the case of goods
" involving safety or health hazards, certain minimum standards ar_é enforced.

Export Inspection Certificate issued by the competent authority is reguired to be
submitted to the customs authorities at the time of customs clearance. Whils:
negotiating documents banks also insist on submission of Inspection Certificate along
with other documents. - - : : .

Certificate of Origin
This certificate serves as an evidence t0 show the actual country of origin {place of
production or manufacturing) of the goods. Itis signed in the exporting countty by the
consular of the importing country or by the exporter or by the Chamber of Cominerce,
as the regulations may require. The custom regulations of certain countries Tequire a
certificate of origin to be produced before clearance of imported goods and for
assessment of duty. The certificate is usually required by the countries where goods
from certain countries are granted preferential treatment or where import of goods
from certain countries is wholly or partially prohibited. Sometimes, the certificate of
origin is endorsed on the back of the relative invoice which is then known as a “certified
invoice”. In some cases, the certificate of origin is combined with consular invoice for.
tariff purposes. ) : . ' '
Under the General System of Preferences (GSP) of the European Economic .
Community for all items covered under the scheme, a certificate of origin signed by the
Export Inspection Agency is required to be submitted to the customs sutherities asalso
to the negotiating bank alongwith other documents,
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Palicy Fromework and
Procedursl Aapcts

Consular Invoice

A copsalar invoice made out on a specially printed {orm contains detailed particulars,
such as description, quantity, grade and value of the merchandise shipped. It is certified
by the consulate of the importing country situated in the exporting covniry for whic
certification fee is charged. {t also contains a declaration of the shipper as to the s
value of the goods covered. The consular advice epables the custom authorities of ths
importing country to levy advolaram custora duty on the goods and Helps in maintaining
proper record of the imports for peneral statistical purposes.

Shipinent Adyvice

Depending upon the terms of sale on a specific stipulation in the contract, and
immediately after shipping the goods, the exporter has to inform the foreign buyer of
the fact of shipment. This is usnaily done in the form of a ‘shipment advice’ giving
invoice number, description of gonds, guantity, number of packages, marks and
numbers, name of the carrier, bill of lading/airway bill number and date, expected time
of arrival of the carrier at the port of destination, etc. This enabies the foreign buyer to
arrange insurance coverage in respect of goods in transit and also for making advance
arrangements for the clearance of the goods at the port of destinatibn.

GR/PIYPP/COD Forms

These forms are submitted to the customs autherities in compliance of exchange control

- regulations. According to section 18 of the Foreign Exchange Regilations Act, 1973

and para 11.8.1 of Exchange Control Manual 1987 (Edition) all exporters other than
those exporting to Nepal and Bhutangare raquired to submit 2 declaration in.the
préscribed form duly supperted by suclgvidence as may be prescribed or so specified
and true in ail material particular among others, shall include the amount
representing—
i) the full export value of] @
i} if the full export value oM@ oods is not ascertainable at the time of export, the
vatue which the r, having regard to the prevailing market conditions, expecté
in recgive on the ot goods in the overseas markets, and affirms in the said

t the§ull export value of the goods (whether ascertfainable at the rime

of expof as been, or will within the prescribed period be, paid in the
prescrivedNganner. :

Tt are

a) GR : for all shipments {excepting by post)

b} PP - : forexports by post parcel

¢} VPP/COD : forcollection of proceeds through post oftice

The form needs to be submitted in duplicate — the original copy is meant for the customs
authorities and the duplicatz is lodged with an authorised dealer along with other
documents for realisation of export proceeds from the foreign buyer. Copy which is
retained by the custom authorities is sent to the Exchange Control Department of the
Reserve Bank of India, the duplicate is submitted to the authorised dealer, is also sent

" 10 the Reserve Bank after the documents age negotiated.

AR4 aud ARAA Form

Ruiz 12 of the Central Excise Rules formulated in terms of basic provisions of seciion
37 of the Central Excise and Salt Act 1944 provides for refund of central excise diiy
paid in respact of expoit product cleared from the factory under AR4/AR4A
formalities. Rules 13 and i4 provide for export cxcisable goods without payment of
central xcise duty under the system known as export under bond. Ruie 13 provides for
export under bond in respect of single export transaction, whereas Rule 14 provides for
export under bond on a continuing basis.

Toavail these faciiities, AR/ AR4A™ {5 copies) have to be duly filled
specifying the details about the shipment, port of shipment, the am
applicatle, the fact that the duty has been paid or there is enaugh cre

* In cases where the goods meant for export are to be examinsd and sealed by the

}in by the exporier
ount of duty
dit balance in the

lentrzi Excise Officer
44, farm is to be used.

before their clearance from the factory A4 form is prepared, Tn other cases AR
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running account have to be submitted to the Range Superintendent. The original and Eorper Bepiet Brévcresaintion
duplicate copics of AR4/AR4A forms are handed over to the exporter; the triplicate
copy is sent to Maritime Ceniral Excise Collectorate ~ Refund Section, having
jurisdiction over the port whete from the goods are to be shipped; the fousth copy
ent to the Chief Accounts Officer of the Maritime Excise-Collectorate concerned; the
Sih copy is retained with the Range Superintendent for his record and future reference.
’he original and duplicate copies are to be submitted to Export Deptt. of Customs
House along with other shipping documents to prove that fortg central excise
clearance has been obtained. After the goods have been loaded and the Mate Receipt
abtained, these copies are submitted to- Preyentive Officer inchatge of the ship for
necesiafy certification. Adter endorsement, the original copy is retained by the
Preventive Deptt. and the duplicate onie’is handed over to the exporter. The original
copy is subsequently collected by the Maritime Central Excise Collectorate. Exporter
gets refund or release from the bond by submitting the duplicate copy of the Refund
Section of Maritime Central Excise. B : ' T

As vast majority of manufactured goods are subject to central excise, ARMAR4A form
becomes an important document in an export transaction. o

GPI & GPII Form

While submitting the AR4/AR4A form, exporter isrequired to submit GP (Gate Pass)
form in triplicate, a form specifying the amount of duty paid in respect of goods to be
cleared from the factory. Where the goods are being exported under bond, GP2,
specifying the fact that there is enough credit balance in the account of exporter, is
submitted. GPI/GPY form is prepared in triplicate. The original is submitted to
jurisdictional authorities alongwith the AR#/AR4A form, which is returneg to the

' exporter duly stamped. This copy is sent along with the cargo. The second oRpy is’
retained by the exporter and submitted again to jurisdictional authoritiedglong Yith the -
monthlyreturn. The third copy is retained by the exporter for his future re and
records. o : :
Shipping Bill \ : :
Shipping Bill is the principal document required by the cus thorities. It contains
description of export goods and other particulars like numgr and descriptionof
package, marks and number, quantity and value ned T the Sea Customs Act, -
Indian or foreign merchandise, name of the vess f¥ieh goods are to be shipped,
country of destination, etc. It is only after thg.Ship Bill is stamped by the customs
that cargo is allowed to be carted to Port § <@ nd Dacks. It is used for export by sea

or air on even for transportation from one p @ § another within the country. -

There are separate forms of shipping bill for free goods, goods on which exportdutyis
payable and goods for which there is a claim for drawback of duty.

$.5 AUXILIARY DOCUMENTS

' Shipping Instruction Form
It is used to send shipping instructions to the shipping company or the shipping agent
regarding shipmeni of export cargo. This facilitates the preparation of bill of lading and
other documents by the shipping agent. Also known as Cargo Declaration Form, it
usually contains information about country of origin, marks on cases, number of

. packages, name and address of the consignee, exporter’s iame and address, invoice
value, steamer freight payable efc. '

‘Application for Export Inspection _
For obtaining the certificate as required ander the provisicns of Export (Quality
Conirol and Inspection) Act, 1963, the exporter has to submit an application in the
‘ - prescribed form (in duplicate) submitting the original to Export Inspection Agency and
: duplicate to the Export Inspection Council, seven days in advance of the expected date
‘ of shipment. The application form contains details of shipment including technical
requirement including specifications as stipulated in the export contract.

Upon receipt of the application, the goods are inspected and certificate issued, iffound
in order. : ' ' o
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Folicy Framework and
Frocedweal Arprets -

Forbooking space, the exporter has to apply to the shipping company i

Shipping Gider Lj

er directly or

 through a freight broker. If the space is available, the shipping company will issue to

 the broker/shipper a document cajed a shipping order, instructing the Commanding
Officer of the shij that the goods from the shipper concerned as per details given shouia

- be received on board the vessel. The original is given to the shipper and d!{plicate isseni

to the Commanding Officer of the ship.

Maie Bovelpt

When the cargo is loaded on the ship, the Commanding Officer of the ship will issue a
receipt called the ‘Mate Receipt’. This includes information about the name of the

vessed, berth, date of shipment, description of packages, marks and numb
ofthg cargo, at the time of receipt on bozrd the ship etc. The mate receipt
over o the port authorities for payment of port dues and then to the shipp
for obiaining the Bili of Lading.

Dock halian
_Also knovm as Port Trust copy of the shipping bili in Bombay and Expo:

ers, condition
is first handed
ing company

1t Application

Form in: ports cther than Cateuttz, Dock Challan is a document prescribed by the port

authorities. When the cargo is brought at the dock gate, the shipper has

to submit this

document along with the Vehicle Ticket (in duplicate) to the Gate Inspdctor. At the
gate, documents are checked to ensure that only geods duly passed by Clustoms are

brought to the docks for shipment.

Acthvity 3 ' C
Which docunients can be used by the exp finance the goods in transit?

..,.n»,_u.....uuu“..................... I-u................-..uuu..........-.... [T TSP

8.6 DOOUMENTS IN IMPORT TRADE

Bill of Entry is the enly document which an importer has to prépare and

B! of Entry J
custom authorities. It contains 2 complete declaration of the required p

submiit to the
riculars of

imeports tike quantity, description and CIF value of the goods. Along with the bill of

entry, 2 number of decuments such as supplier’s invoice, packing list, bi
imrort license/customs clearance permit, purchase order and indent

of lading,
ptance etc,

are submitted. Bill of Entry is noted and a Serial Number given by the customs along
with the date. The scrutiny of documents including scrutiny of Import License,
classification cf goods and the assessment, catculation and colfection of duty is
completed ou the strengih of the dectaration made in the Bitl of Entry supparted by
documents mentioned above. In case physial examination does not disclose any

discrepancy, the goods can be straighteway cleared.

8.7 EXPORT DOCUMENTATION AND FROCE!
STEP BY STEP

PURES -

Ezporting involves 18 steps as detailed below:

£l The fwst step ts to examine the expori contract and/or the letter of credit to

cnsure that the terms and conditions stipulated in these documen
accordance with those originally proposed, and/or thé amendments

aie in

ubsequently

apeedto, by the exporter. Onreceipi of these documents, the exporter writes to
the importer acknowledging these documents and, where necessary, drawing

[1s



iii)

. formalities:

2)

3)
iv)
_ )
2)
3)

4

5)

vi)

1)

'y

4

5

attention of importer to the discrepancies in the terms of conditions of contract/ Import-Export Dorumestetion
letter to credit. _ o _ o - -
Instructions to Factery/Supplier: If the above mentioned documents are in order,

a Delivery Note (in duplicate) containing ttie specifications and other details of

the order is sent to the factory for the manufactsre and despatch of expari cargo

1o the port of shipment. : B -

Preshipment lnspei:lioh.and Ceniral Excise (Clearance); As soom as the goods are
ready for despatch, the factory office arranges to complete the following

Make out an application to the-export inspection agency for conducting
preshipment and quality controf inspection. The Export Inspection Agency will
depute an inspector to inspect the consignment and issue the certificate of
inspection if the goods conform to the prescribed specifications.

Secure clearance of export consignment under Bond* from Excise Authorities,
For this Purpose, AR-4A form in quintuplicate and a Gate Pass (form GP-2 in
triplicate) is prepared and presented to the C.E., Range superintendent who after -
verification that adequate credit is aveitable i the Bond A/c signs all the five copies
of the AR-4A form. He givesback t .« criginal copy of the Gate Pass to the exporter
and sends the triplicate copy of A -14 form to the Maritime Collector of C.E. at
the port of shipment. The fourth cogy of AR-4A form is sent to Chief Accounts
Officer and the fifth copy is retained by hine for hix record,

béspatch of consignment to the port of shipment by rail and obtaining Raitway
Receipt or by road and obtaining Lorry-way bill. | _ _ ’ :
Despatch of Documents to the Export Department of the Firm By the
Office: The factory office prepares a *Despatch Advice” and sends it to the
Drepartment along with following documents.

Railway Réceipt/Lorry-way-bil_l
AR 4A form (original and duplicate copies)

‘Excise Gate Pass (Original)

Duplicate c_opy of Delivery Note duly signed by |
consignment has been sent to the port town.

office. It states that the

Certificate of Inspection.

Arranging Insurance Coverage: On receipt se documents the Export
Department makes an application to the Insufance Company for marine
insurance cover and requests them to issue an insurance policy/certificate in
duplicate with appropriate risk coverage.

lastruetions to Ferwarding Agent: At the same time, the Export Department

© prepares a note for the forwarding agent at the port of shipment giving detailed

instructions regarding the shipment of the consignment. The exporter raust alsy
give the details of the vessel on which space has been booked for shipment of the
cargo. This note is sent to the forwarding agent along with the following
documents: ) . '

AR-4A Form (origiﬁal and duplicate copies)
Excise Gate Pass (Qriginal) :

amercial Invoice { Adequate number of copies - generally 8/10)
Packing List (one copy) ' '
GR. Form, (Original & Duptlicate)
Customs-Invoice (where required in the importing_- country)

* Under the procedure for export under bond, manufacturer-cxporter enters into a bond under such
conditions zs the Coliector of Central Excise approves for a sunt at least wgual to the duty chargeable on
tac goods. At the time of removing the export goods from the factory, a debit eatry for excise dury is msce
in the Bond A/c which is duly dischaeged after the goods have been exported. An alterngtive to this
orocedure is to pay the C.E. duty.at the time of removing the export consignment from the factory spg
after exportation of the goods filz a claim far rebate of duty with the collector of Central Excise. Here file
Gate Pass (Form GP-1) is prepared. : '
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¥} Dﬁgina] Letter of Credit/Contract
8} Declaration* Form in triplicate

%) Quality Control Certificate (Q)
10) Purchase Memo

11 Railway Receipt/Lorry-way bill

vii) Port, Shipping and Customs Formabities: On receipt of the doucments, the
Forwarding Agent takes delivery of the consignment from the Ruailway Station o
from the road transport at the port of shipment and arranges its storage in the
warchouse, ' '

viit) He also initiates action to obtain customs clearance. For this purpose the
Forwarding Agent prepares four/five copiesof the relevant “Shipping Bill** and
presents it along with the above mentioned documents*** to the Export
Prepartment of the Customs House. The Customs Appraiser examines these
documents and appraises the value having regard to the following considerations:

1). That the'value and the quantity declared in the shipping bill is the same as in the
export order/letter of credit.

2} That the formalities regarding exchange control, preshipment quality control
Inspection etc. have been duly completed. After examination of decuments and
appraisement of value, the Customs Examiner/Appraiser m'al-;es an endorsement
on the duplicate copy of the shipping bill giving directions to the Dock Appraiser
about the extent of physical examination of the cargoto be conjucted at the Docks.
All the Documents, except GR(O) Form, the original Shipping bill and a copy of
the Commercial Invoice are retdgped to the Forwarding Agent 10 be presented to
the Dock Appraiser.

ix) After taking delivery of docume om the Export Department the Forwarding
Agents presents the Pgfl Myst Document™ to the Shed Superintendent of the
Port and obtains carti for bringing the export cargo to the transit shed for
physical examination b Dack Appraiser. He then presents the following
documenis to t k Appraiser for conducting physical examination of the
cargo.

iplicate and export promotion copies of the Shipping Bill.

ercial Invoice

4) AR-3A Form - original and duplicate r:opies and gate pass
5) Inspection Certificate (O) ' S
6} GR-Duplicate _
The Dock Appraiser after conducting physical examination records examination
feport and makes “Let Export endorsetent” on the duplicate copy of the Shipping
Bill and hands it over to the Forwarding Agent along with all other documents to

- be presented to the Preventive Officer of the Customs Department whe supervises
the {oading of the cargo on Board the vessel,

x) The Preventive Officer makes an endorsernent “Let Ship” on the duplicate copy
of the Shipping Bill. The duplicate copy of the Shipping Bill is then handed over
1o the agent of the shipping company. This constitutes an authorisation by the
Customs to the shipping compary to accept the cargo on board and vessel.

After the goods are loaded on board the vessel the Captain of the ship issues a
receipt known as the “Mate’s Receipt” to the Shed Supetintendent of the Port,

xi

—t

Itis declaration by the exporter stating that the value, specifications, guality and description of the goods
being exported as mentioned in the Shipping Bilt are in accordance with the te rms of the export contract
and that the statements made in the Shipping Bill are true, . -
**  ‘The Shipping Eill may be a Shipping Bill for {i) Duty Free Goods or (i) Dwriable Goods, or (1if) Goods
under Claim for Duty Drawback. ) . .

*** All the decuments listed at 1-11 under step V1.

* Port Trust copy of Shipping Bill at Bombay; Dack Challan 1 Caleuna and.Export Application at other
ports. ‘ o : ST
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The Forwarding Agent then makes a payment of the port charges® and takes - | Enport- St Beszzmintian
delivery of the Mate’s Receipt. He presents the Mated Receipt first to the ' :
Preventive Officer who records the Certificate of Shipment on ail the copies of
Shipping Bill, original and duplicate copies of AR-4A form and returns the
Expori Promotion copy, a copy of Drawback Shipping Bill and duplicaie AR-4A.
to the Forwarding Agent. The latter then presents the Mate’s Receiptto the
Shlppmg Company and requests itto issue the Blll of Ladmg (213 negouable and
a few non-negotiable ooplesns required).
xii) Despalch of Documents by Forwarding Agent «o the Exporter: After obtmmng
. the Biil of Lading from the Shipping Company dm“Forwardmg Agenl sends the
" following documents to the exporter:

‘1) One vopy of the commercial i invoice duly anested by the Customs

2) Export Promiotion copy of the S]nppmg Bill

3) Drawback copy of the Shipping Bill.

4) Fullsét of ‘clean on-board bill of Jading” together with afew non-ne gouab!e copies
5} Original fetter of qﬁ_cdatfcontract pler

6) Copies of Customs Invoice

7} AR-4A form (duplicate) and Gate Fass

2} GR Form (Duplicate)
{ _xiil) Certificate of Origin: On. receiptof the above documems the exponer makes an

application to the Chamber of Commerce and obtains a ‘Certificate of 0:n in

duplicate. In case of export shipment to countries offering GSP concesgions,

GSP Certificate of Origin will have to be procured by the exporter fr
coneerned authority like Export Inspection Agency or others _ o
Xiv) Shipmentﬁvlcetolmpomr Thie exporter then sends ‘Shlpm d¥ice’ to the -
importer intimating the date of shipment of the consignment by'*flamed vessel
_and its expecied time of arrival (EYA) at the destinati The following
documents are zlso seat aio f with the shipmenkagvice t the importer may
start makmg arrangements for takmg dehvery consignment: '

1) A non-negotiable copy of the. Bill of Lading
Z) Commercia! Invoice : _
3} Packing List o
4) Customs Invoice : o

. XY) Fresentation of Documents to Bank: Thc exponer presents the folomng
- documenis to the bank for negouauoﬁcollect:on

-1} .Commercial Invoice — {with requisite number of copies)
2) Centificate of Origin — two copies '
3 Customs Tiwoice — {with requisite number of copies)

4) GRForm {Duplicate) -
53 Packmg List — {with requisite number of copies}

6) Fullsetof Clean-on-board Rill of Lading negotiable plus non- ncgotlable copies as.
~ tequired

¥} Original Letter of CredwExporl Contract
2> Additional copies of the Commercial Invoice for Certification by the Bank
%) Bank Centificate in the prescribed form in dupiicate
10} Marine Insurance Policy/Certificate
11) Bill of Exchange _
1) iDuallly Control/Preshipment Inspection Cemﬁcate ' B

* Atall ports in Ind:a except at the pori of Bombay,’ pon charges are r:quu'cd to bc pud befote c.artmg of
goods to the docks. ;




Paticy Frainework ana
Procedural Aspects

xvi} At the Bank, these documcﬁts are'p!rocessed m the following

1} The documents are examined with reference to the terms an
- original order and also that of the letter of credit.

2)  Asctofthe following documents is transmitted to the bank of
first air mail followed by the second set of these documents Y

to ensure that in case the first sel is 10st or delayed, the impo

I'I'!?Illlfr.

d conditions of the

the importer by the

y the second air mail

rter or his bank con

take delivery of the consignmient on the basis of the second set of documents,

Commercial Invoice Customs Inveice
Packing List

Negotiable Bill of Lading
Bill of exchange

Certificate of Inspection

if)

vi) Insurance Policy
viii) GSP Certificate
(ifnecessary)

3) The exporter receives payment against the above documents|

4) Duplicate copy of the GR form is transmitted to the Exchange

_ of the Reserve Bank of India on receipt of payment from abr
5) Theoriginal copy of the Bank Certificate as applied for by the
attested copies of the Commercial Invoice are returned to the

6) Theduplicate copy of the Bank Certificate issenttothe J.C.C

by the exporter.

xvii) Rebate of Central Excise Duty & Duty Drawback: Simultaneq
files a claim with the Maritime Collector of Central Excise, for
excise duty or for getting credit in his Bond Account and also fd

- in accordance with the procedufgJaid down in this regérd.

xviii) Export Benefits: The export

exports made by him as per th
Registered Exporters

:dure outlined under the

Activity 4
Visit an exporter ind out the time taken by an exporter to m
consignment. Wha Wplication of this vairable on working ¢

L

tv) Certificate of Origin

Certificate

of Origin

Control Depariment
oad.

Exporter along with

> exportet,

1.& E. asindicated

usly, the exporter
rebate of Central -
vt duty drawback

s action for claiming beneriis against

Policy for

ove a single
tpital management?

8.8 SIMPLIFIED EXPORT DOCUMENTS

For many years exporiers have corﬁplain&d about the amount of pa

in export transactions. Hence, in a number of countries, advanced

iper work involved
couniries in

particular, steps have been taken in the direction of rationalization of procedures and

use of standardised documents. The use of standardised documents
come 10 be known as “ECE Lay Out Key” is reported to have broy

savings in export documentation costs 10 the exporters in advanced

The system works on the principie of having a set of alignment forr

s based on what has
ght considerable
countries.

15, which means an

exporter need only comipile one master document, as he-can then use the information

for each separate form as required by means of a copying machine
document has been designed on A4 size, and inost of the export dg
included in the assigned senes.

In India, the need for simplification of export procedures and docum
fora ](mg time. However, concentrated efforts in this field began i
instance of Ministry of Commerce, the Indian Institute of Foreign
comprehensive study of India’s export procedures and documentatic
brought out in 1970. Foltow up action has taken place with respeict
recommendations made in the report, Work relating to standardisin

has also been initiated. A simplified standard document which wouy

The master
cuments cai be

ents has been felt

1 1969 when at the
Trade made a

on. The report was
to many of the

e expori docunients
id mect the

requirements of all the concerned organizations and departments ig being evolved.
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Acommon complamtmndcbythc baﬂkem!sdocumems submnttedbyexportersm B
o&enenthermmmpleteormcmrec! Thisieadstodeiays,orevenrefusalofpayment

To avoid, ;hm delays. itis neccssary tobe Very ( careful about documentatmn, o
particularly in case of fetter of credit. Whitle e)ﬁ)enmg under letter of credit - .
_arrangements, immediately on receipt, read and re-fead the Jetter of credit very

careﬁlllyandcheckthetermsagamslthewutractofsale It:sneoemarytocheckthat .
the letter of credit~ =~ - . .

® isof the' type agreed ¢.g. lrre\rocablc auu wnnrmed or ]nsl nrrevocnhie '

® hasancxpuydatethalmsufﬁucntlyfaraheadforthcgoodstobeshlppedandthe
: reqmreddocumentsobmnedandprescntedmnmc s :

. hastermsmdcon&honsthalmbemetand that the requlred documentscanbe
obtamedexadlyasmﬂedfor '

I any amendment o1- extesision is necﬁsary the buyer shonld be askud lmmedlately to
instruct the issuing bank accordingly. A watch should be. kepl t0. sec that the ad\noe of .
amendment of the credit is received without delay : '

In regard to dommentahon under letter of credit it is necessary thal all the documcms N
are prepared with great care, It should be remembered theletter of creditis the bank’s
mandate to pay. The bank has no discretion. It is not allowed to aprove errors and/or
inconsistencies of whatever nature arnd however small is the documents present d toit -
and will not pay in such circumstances.. s

[Even where the goods are exported on D.-'P or. D:‘A terms, documentatlon sh :
- correct and every care should be taken to ensure that there are no m:,’l‘_he

folbmngpomtsshouldbekeptmnew

" In regard to commercial i invoice, it should be ensured that the da
ugned dated and all the necessary information pertammg lo g ‘tjj

mien! prbpcrl}" '
termsof '

- confusion at the buyer s end.

Inregard to Bl of ladmg, the exporters should ensy : clear '
~ lading and should clearly evidence whether frei een paid ornot. Unless agrced
- clearly in advancc, it should not be a charter p f board blll of ]admg

In regard to msurance documents, exporlers should ensure. that lhc pollcy!cemﬁcatc

should dcarly indicate the type and extent of coverage or risks as per contract. Incase

the contract is silent, exporters should ensure that coverage is quite oomprchenme -
- cover all types of risks and is effcctwe from the date of. shlpment!despatch :

In rcgard to other documents mspecnon certificate, ccmﬁcate of 1 ongm etc. exponers
should ensure that they are in confomnty with the laws in the 1mportmg counmes '

In docmnentanon relating government rules and regulatlons pertaining to exports, i. e.
GR/PP form, AR4/AR4A. Shipping Bill étc. exporters should ensure that all -
information should be absolutely correct. Inadequate or incormect information may
result in delay in shipment or even pena] action agamst the exporter

8.10. SUMMARY

Documenmnon and procedures though complex and cumbersome are an mtegral part
. of international marketing operations. They are needed in compliance with ¢ither’ the: -

requirements of contract concluded between exporters and 1mporlers or the
rcqmrements of exportmg or lmpomng countries.: .

- In a typical transaction, contract requires the expon.ers o send a oop)rfcopnes of each of
the following documems . _ .

i} Invoice:

ii) Packing List - : '
iii) Insurance Pollcy!Ceruﬁcate
iv) . Bill of exchange

‘a1




dateofshlpmmtandmodeof e

¥) Billof lading/Airway BilliCombined tmnspoﬂ domments
i) ExpoitInspection Certificate. -
‘vii) Certificate of Ongm

viii) Shipment Advice

Commcrualmvmcemadocumentofountcntgwmgdétaﬂsofthegoomshxppedalong .
with price and cther charges/expenses etc. incurred on buyer’s account. Packmghsi
gwcsdeimlsofcohtemsmmdmdualpacketslm Marine Insurance Policy/ -
Certificate gives details of the insurance cover €.8. “type of tisks covered, extentaf -
coverage etc. Biﬂofexchangemnmstrumentthmughwh:chthedmeroithe

instrument i.¢. the exporter calls upon the drawee i.¢. mPortertopaythenetamomt -

pnyableundertheoontmcteiﬂmertothe exporter or-a party named thereunder. The” -
exporter can pass on this bili to 1o his trank either to get paid, if drawn at sight, oraccepted,

" incase of a usance bill. Then thetranspoﬂdocumentsprowdmgmdenwofsh:pmbm

il of lading in cise of shipments by ocean ) _,maybﬂlmcaseofshlpmemby
mdeombmedTransportDocumems whmmrethanonehndofmnmns '

_ involved, arembmxttedtothebank

| Bxponlnspecuont':erﬁﬁmte usually areqmrememofthelmporter malsbneededm_ :
g mthExport(thtyControlandlnspecﬁonAct 1963). It is. an evidence .. -
: totheeﬁectthatthegoodshmbeenmswctedaspetmqmmemofmewnvacﬂ

g(mmenlregulauons Certificate of origin certifying that the goods have been -
ufacturedmtheexpomr’scountrynsusuallyamqmmmofthe :

: Gmmmentthcnmpomugcoumw Sois the case of Consular Invoices— “whichisan’
-+ .invoice madc in a format e

by the importing country. SmpmemAdwéels :
thegoodshaw:becuslnpped ‘Deétails regarding the

intended to inform the buyer tha
malsogwentoenablehmtogetmadym o

_rts,PPfomx!laswbesubmmedwherethegdods .
: fmalsodeﬂredthroﬁghpdst :

v P GP lI are;the foma in panumcc of the reqmremcnts of oeutral .
+ sold abroad are exempted for payment of central excise duty. ‘These
exportertoclmmrefmdofd;ﬁyorgetthmurgoexemptedﬁom

pa%unﬂlabond _
Slﬁppn ill areqmwmemoftthustoanisanunpoﬁautdocummtwhmlnsm--

nature of an apphcaum:l submmed to Ous.(oms Authonty Seekmg their pemussmn to :
export.

Among the awuhaxy domnwnts Shippmg mstructlon Form is used for gmng
instructions to the C&F Agent/Shipping Company. Application for Export Inspectton

is submitted to the concerned Export Inspection Agericy. Shipping Order Issuedbythe
Shipping Company asking the Commanding Officer of the ship to accept the goods -
from the named shipper. Mate’s Receipt is issued by the Commanding Officer of the
ship to the shipper indicating that ihe goods have been Iuaded gboard the shsp

Emstl'meeduw"&l)owmnmﬂm Slepbysw

~ Expori Documer: ation and Procedures involves 18 steps,
- Fiest diep: Expor: 1 examines export orderfletter

w step: Exp rier places order wﬂh the factoq or suppller in wse of merchan‘l

 exporters.

Third steg: Facte nyuppher makes anangements for preslnp mspecuon and eentral B

. excise clearance.

Fearth siep: Faciony arranges despatch of Raitway Reeelpﬂmry Challan, AR#
AR4A, GP I/GE T, mspecuon certificate, paclung hst etc to Expon Departmem

Fift step: Tnsur: nce COVer is armnged

L Btk gtem Decuments (Commercial Invoice in pamcular) arg prepared in Expoxt
- Deptt. and despatched to C&F Agent along with shlppmg mstmchons '

oommm&clmuonregard&ngexpom" e



-

Seventh step: C&F Agent takes d«‘,lw'tw)lr of goods for storage ina warehousc

 Eighth step: C&F Agent brmgs the: documems fot clearance by the Export Department b

_ of the Customs.

Ninth step: After the documents are cicarcd goods are brought for phystcal
¢éxaminationi, The Dock Appraiser records examination report, makes ‘Let Export
“endorsement on the duplicate copy of Shipping Bilt and hands over the same to the
'C&F Agent to be presented to Preventive Officer supervising the loading of the cargo
aboard,

. Tenth step: Preventive Officer makes the endorsement ‘let ship’, 'Ihercafter, shlppmg

_ Bill is handed aver to the Agent of the shipping company.

Eleventh step Goods are loaded and captain of the shlp 1ssu..§ Mate’s Receiptiothe -

~ Shed Superintendeiit. C&F agent pays part chargcs and takes delivery of the Mate s
Receipt, wluch is exchanged with Brll of Loading.

TWelfth step: C&F Agent forwards all the documents to the exporter.
' Thrrteenth step: The exporter takes necessary steps for obtalmng Cemﬁcate of Ongln
Fourteenth step: Shlpment Ad\rlr:c issent to Exponer

‘Fifteenth step: E‘.xport Documents are presented to Bank for negotiation.

Sixteenth step: Export documents are scrutinized, and if found in order are negotiated

or sent for collection. Exporter receives payment if documents are negotiated and
Bank Cemﬁca(e issued to him.

Seventeenth st_ep. Exporter.cla[ms rebate _of centrgl excise and duty drawback.
Fighteenth step: Exporter initiates action for élaimiﬁg export benefits.

As consequences of non-compliance of requirements inadequate dogufftegtation can
cause delay in payments or even penal action, exporters are advised @ the -

.documentation seriously and exercise il possible care.

8.11 SELF-ASSESSMENT'QUESTI%_ E

1) Contact any exporterfimporter in your vicinit
documents which have to be submitted to dlffe
. the various steps involved in executing a specific®
a bank, if there is one with authorisation to dcal i

and sedfpr your self the various

gughorities. With his help, write out
~¢’ f possible, you may also contacl
Ol'Clgl'l currencres

. 2) Why are the documcms needed? Dlscuss the role of followmg documcnts and explain .

their significance from the importers’ viewpoint.

a) Commercial Invoice

~ b) Packing List

¢) Insurance -Pdlicyfcerriﬁcate

~ d) Bill 'of Exchange '

e) GR Form

3) What are the different parties in a letter of credit? Explain the step by step procedure
of realising export proceeds. :

. 4) Discuss the role of banks in export transactions. Name she documents needed by
- them for realising €xport proceeds irom the foreign buyers. -

8.12 FURTHER READINGS

Umform Cusmm.s ana‘ Practice for Documentary Credu [1983 Revrsron) Internatronal .

Chamber of Commeroe Publication No. 400.

Bookist on Export Procedures and Documemaon prepared for Export Exccutives
Orientation Workshop. Reserve Bank of India, Bombay (1985). Reprmted by
. Canara Bank and several other nationalized banks.

A Handbook of Export Imporr Procedures and Documentation. Gowernment of Ind:a
- Publication Dmsnon
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EL@CK 4: INTERNATE@WAL
MARKETING MIX

" This block consists of four unit on cletents of the intcrnational marketing mix. An
array of externai and internal varizbles influence like firms product offering to the
international marketplace, Unit 9 discusses how the international marketer adjusts his
offering to the unique needs of each of the markets it chooses to enter. Effzctive
rmarketing communication is particularly impotiant in international markefing becavse
of the geographical and psychological distances that separate a firm (rom its
intermediariss and customers. Ugit 10 on international advertising focuses on the
principles of marketing commanications in internationa] markeis, 1t also provides a
scenario of international advertising through strategic relating iu international
advertising agencies. o

tnit 11 foruses on international pricing decisions the setting of export price, terms of
sale and ierms of payment. Chaneels of distribution provide ;sscmial linkages that .
cosnect producers and customers, The links are intracompany and extracompany
etstities that perfarm a number of funciions, ait 12 discusses how an international
marketer can form an eptimal distribution system in terms of design and choics of
individual intermediaries. The decisions involved in the management of channels and
the physical distribution foaction have aléo been discussed.







UNIT 9 INTERNATIONAL PRODUCT
'POLICY AND PLANNING

Objectives
After studying this unit you should be able to:

_ ® explain the importance of international product life cycle .

@ discuss the product policy options-hvailabie to international marketer
® explain the factors that mﬂuence branding, labcllmg and packagmg plannlng, and

® describe the' emerglng role of lnternatlonal marketmg of senrioes

Structure
9.1  Introduction
9.2 . International Product Lifecycle
9.3  International Product Policy
9.4 - Planning the International Produet Mix
9.5
Service
9.6  International Marketing of Services -
. 9,7 - Summary ' :
9.8  Self-assessment Questions
9.9 Further Readings =~

‘Branding,- Labé‘l!'ng, Packaging dnd Organlsatlon of Product Warranues and

9.1 -INTRODUCTION'

.

. One of the fundamental dectsmns for succcssful intern
" product policy and planning. An international
the home market product to foreign markets,

meet the needs of the foreign customers more ¢l

needs a careful analysis of the foreign

meet the specific needs of the customer‘@.

opportunity and detailed product planning
product planning which are discussed bzlow, include: intetnational product life cycle,
standardisation vs. adaptation of products, new prodiict development, consistency of
product lines, width and depth of product-mix, branding, labelling, packaging and
organisation of product warranties and services.

o

eeds, appraisal of the market
¢ important aspects of international

9.2 INTERNATIONAL PRODUCT LIFE-CYCLE

The theory of inlernational product life-cycie (IPLC) makes-a significant
contribution to formulation of effective international praduct policy and plans. The
theory postulates a four-phase cycle for most products. In the first phase .S, '
exports dominate the world market, while i the next three: producers from other
developed countries become increasingly competitive, first in t_helr markets, then in
less-developed country markets and finally in the U.S. market, The cycle may be
repzated by successive challenges from producers in léss-developed countries. A
schematic representation ‘of net exports over the IPLC is given' in Figure 1.
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Sowrce: Igal Ayal, International Product Life-Cycl: A Reasscssment and Product Policy Implications, ~
Jovrnal of Marketing, Fall 1981, ’ . : -

In simple words, the theory of IPLC brings out that advanced (initiatin countries
play the innovative role in new product development. Later for reasons |of- .
comparative advantage or factor endowmgnts and costs, such a product moves over. -
to other developed countries and ultimate; ts produced and exported by less-
developed countries, Not surprisingly, Yeref; ¢, that countries such as aiwan,
Hong Kong, Korea, Singapore agd even a have emerged as major ekporters of

growing range of products to %ﬁ d Western Europe during the last decade and

& half. _
1 IPLC may be put as under:

The general pattern of 4 vise

Innovating Other Developed C Leés-_develo’ped
Country: Stage Countries - : .. 7. Countrics
Production Early Im:pons. o _ ;. Latelmports
F:xpom' ) _ i’roduction . o Production
Imports - Exports - .. ’ " - Expors -
. - {Large volume . © (3mali volume ..
declining 10 small ) . rising to large
" volume) o - - .volume)
The TPLC theory prescats the following implications for international product
planners; :

@ innovative products carry significant export potential; - o o

© the marketer whose products face declining ssles in ‘one foreign market may find
another foreign market with encouraging demand for his product; and

2 innovative products improve the staying power of the imemational'ﬁrl.lm -

9.3 INTERNATIONAL PRODUCT POLICY

A ﬁrm‘s: pde_u;qt qul_icy'reﬂéct_s its market_i_ng .orientation.'Fol]bwing the framework: -
of IPLC, a fiith may begin exporting the products it sells in the domestic market. .

* Alternatively, it may recognise the significant differences in customer needs,

conditions of product use, etc., and may plar for exporting differen: products or
product versions to meet the specific needs of each of its different global market

- segments. In the latter case, the exporting firm would thus offer large product mix,

The other option available to exporting firms is to develop a new product for the
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export markets. This new product may be the result of the firm’s own R&D Internetional Product
_acquisition or joint verture with a business partner tn the hast coantry. Interesting ' Policy and Plantriny L
examples, here, include Coca-Cola Corporation which having entered Japan in 1958

‘had added Fanta and Sprite by 1970 and still Jater introduced fruit drink products,

carbenated orange froit drinks and also potato chips which were not even sold by

the company in its US Market. Similarly, IBM developed EPABX within the UK,

Brooke Bond essenlla“y a tea company elsewhere, markets coffee and spices in

Indm.

Giw:n lhe relative merits and demerits of eack of the availahle options, the basic

question on international product policy relates to whether the exporting firm should

standardise adapt or develop an altogsther new product for the export market.

Standardisation vs. Adapiation

The advantages of economies of scale: savings on commaon costs of R&D, product
and package design; and universal image make a strong case [or produet
standardisation across different export markets. The reality of the export markets is,
however, not so easy to harness. Factors such as the following and their implications
influence the experting firm’s decision in favour of product adaptations and in
extreme cases even for new product development. These factors and their
implications on product design arc as under:

Factor ’ . Implications for Product Design

Customey Orientation
(purchasing power, habii prelerences, Product range, size, brand name;
socio-cultural charactenstics. literacy labels, packape colour and use
and educatian levels) instructions

Senge of Market Developoment
(availability of infrastructure Product form, packip
support facilities, levet of wehnical simplifization. chand
skills and maintenance} service after-sales

Legal Consideration
(patent, safety standards commercial
terms, contrel requirements)

Climatic Condition and P hysicai Environment
- (hot, cold climate, piains, hilly areas,
living environment in home cte.)

While the Fisted factors explain the scenc of g product adaptation, the extent of
product adaptatien is governed by cost- -bencfit accruing to the exporting firm, the
state of compelitors i the host country market, and also the nature of the product—
mere adaptation is needed in consumer non-durable goods for reason of varying
tastes and preferences of consumer, than in durables and industrial goods. Some
illustrations of product adaptations are as follows

e McDonald's sell cﬁce_\se burgers in Australis to one segment of the market as a
low-calorie dict food.

" @ For want of refrigeration facilities Lever Brothers introduced dehyirated
vegetables in India, Pakistan, Thailand and South Karca in place of frozen
vegetables marketed by it in developed countrics,

® Campbell Soup company modified its soup ingredients in Britain to cater to local
tastes. -

® Agarbathi cxportcfs from South India modificd the intensity and type of psrfume
in incense sticks to suit the liking of Middle East and North American customers.

® Electrical system of 220-volt for European narket and |l10-veit for North
America. '

@ In Oman, the law requites tobacco manufacturers 1o pring the legend “S""JC}‘.ll‘lg is
a major cause of cancer, lung disease and diszuses of the heart and arteries,” on
both the package as well as on all tobaeco products. :

® Nicaragua, Irag, Thaiiand and Sandi Arabia require dual-language brand names,
labelling and usage instructions,
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—————

etrmantionad € Coca-Cola Comomum did not use iis brasd name in Thina as Chinese
Davkath:g Mix trenslation of “Cova-Cola™ means phonstically “bite the wax mdﬂ le.*™ instead it

chose an ndwmauc bmnd game meamng pleasure in the mount.’

LI Singh in hie pilot sindy on export ma,rketmg practwes of succemfuk Canadiag
sxporters found thet one of the significant factors that coniribued to their award
winning performance wes iheir ability 1o innovate and canstantly adapt and update
thelr producis to the cusiomer needs. This was ihe case with Pesitvon (innovations i in
teleeom products); IMAX (adapting Omni-systems (o country) users needs) Allateed
{wide mange of products 10 meet diverse noeds of country jeustomeir); Interbake
fadepations in twste and flavours biscuits gnd sweets); Phantom {mxﬁovatmns n
etyles gnd designs in ewimwear, beachwear and bodywear) 1o guote few

' ] Y’pﬂmTiOﬁS P ractives.

How Brodet E“Fwesupﬁaem _

Atigactive marked epporionities and/ o competiiive pressures arevaﬂ ing in the
inarket may invite the enporters to develop new preducts for the host country
marhete, Such 2 aew product could be developed internaly in the exborter’s own
RED st up, by 2cquisition or be the result of joint veniure with andther
organisation.

While the process of siew product development for global markets i similar 0 that
for the domastic market, greater emphasis is needed on legal requirements, customs
2nd hebils market research and test market sspects of the process in the iarget
macket. Owing to substancial environmgptal Gifferences across différeat countries,
new product development and marketingNg foreign markeis is 2 high visk arca and
hesice needs sysiematic planning an :

Aetivity 1

Plense tick the mest appro answer:
1}y Frodus desxg Blggics inciude:
) sz e
) ion
ardisation
eih a and _
4 Mot being sbie to markst yous froten foods in ¢ mmr} the ptailers

4o not have facilities with deep freezers is an example o?' 3 pwﬂucﬁ
development problem arising from: :

&y compeiiting
b)  physical environment
¢y support syeiem
d)  izgal environment

1) Manzgement of a product line must take into consideration :
i} market segmentavion '
¥ product design
o), product quality

aY,  al of the ahowe

4} The decision to add a product to the line i Influenced by such eonsiderstions
as: ' -

a)  compatibility

 finance
. £} SrRenisation
@ ali of tué above
£}y The need 1o rewire the elestrical ;?"ﬁﬂliﬂs in she conniry whew thy. product is
being introduced docs not have & common voltage sysiem: o nmduct

\ e




'si-mniiﬂwﬁﬁi?whcn the losal level of techaoclogy iz not high; or the need for a

Cal
B
o

PN

 Answese: <

ohvsical sdapiation -
compatibitiion aduptation .

Da). o). 3) a4 4) S,

conseatences of inngvation mdaptasion

cotouy chamed i preseot colour vivlates the tocal taboos, are all examnies of ;
 eultuenl aduptation - ' ' '

9.4 PLANNING THE INTERNATIONAL PRODUCT MIX

Emanatine out of the intematibnal.marketins objectives and strategy, the planning
of the international product mix requirss balancing of and integration with other kev
_Geterminants which are given in Exhibit 9.2,

Curporete
Resources

@ Human
& Fingncial
& Producuon

& Other

—

Internstional Marketing
Strategy
@ Goals

©. Farget Marketo

& Market Entry and
Expansion Strategics
'@ Segmentaticon zod
. Positioning

% Pricing Promotion nisd
Distribution Policy

Exhibit 9.2, inlernations) Produci Mix Polizy : Koy Determinenis

S

- The Domestic
Froduct Mix

EEm—

The Intern.
Praoduct Mi

¢ Width
# Length
9 Depth

# Consistency

',(_.

[

Product, Promotion
and Distribution
Etonomics

& Production Locations
@ FEconomies of Scale

o B&D and Marketing
*Costs

# Uniformity and
Adepiation Effects

-]

L
L]

~The International
Operating
Envireameni

Consumers

Com pétilors

Economics Developmeny
Marketing Infrastrociure

Regulations

& Cther

Souree: Brain Toyne and Pzter G.P. Walters, Gloﬁal Marketing Management, Allj’n and Bacon, 1939, p.450.
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‘emational ) Basic issues that need thorough analysis and evaluation in product mix planning are:

wheting Plix the number of oroduct lines te market: width. depth and consistency of each product

; : line with the other:. and alsa the product portfolio analysis. Much|like in domestic
marketing. the international product mix needs periodic and systematic review both
far deteéting any tncompatibility between the products marketed and the customer
needs as well as [or locating the non- performmg products and picking up 1he weak
products for elimipation.

9.5 BRANDING, LABELLING, PACKAGING AND
ORGANISATION OF PRODUCT WARRANTIES
AND SERVICES

These four decision areas play a crucial part in international prodjct planning and
are briefly discussed below:

Branding

The issues that need constderation in branding and trademark decjsion are:

& Whether to have one brand name world wide (e.g.. Coke): or modify the brand -
name in ench market (e, Nescafe Instant in India. Nescate Gotd in Germany,
and Nescafe Gold Biend in Great Britain); or to have different brand names in
different markeis;

mes a5 brand names or make use of company
. Levi’s, Phillips, ICi, Bata, Scotch): and

@ Whether 16 use separate product
name or a combination of thgawo ¢

* Whether to seck legal protection ¢ mark} for the brand names and mark of
the company, :
The sglection of a brand o at does neither lose its meaning ror image when
translated into div nguages poces a senous chatlenge. Although the
establishment ol int@gfani®nal brand names facilitates the marketing of products
gioballv. it gy raisefissucs of hrand pir'acv imimtion 'md fake biands. it may also
be worth

N ndimr the dbove brand and trademark decisions are affected by the
COmT X oroduct policy on standardisation vs. adaptition, and the legal

requiremient of the host country,

Laheiling

“Like in the branding decision, the inf nrm'monal and promotmﬂal ontcn:s of the
product label are influenced as well by the tegal reqmremcnts as by the exporting
fierns product and promoiien policy

While the aspecis concerning name of manuf{acturer, date of manofacture, shelf-life.
weight. contenis. ingredients, price and handling instructions vary ith the legal
requirements and the international marketing.policy of the firm, the language(s) of
thie hast country, and the level of kteracy of its people determine ihc graphics and .
visuals ta be used on the product iable. -

" Paikaging

Ihvsical protection of the preduct as well as ns psychological promotion are the key
concerns of packaging.

A fwackane” as simole as it may look. is influenced in iy design, mdterial, shape and

wzizght bv a farge number of favtors. The importint faciors being:

& safetv and security of the produgt within the package in terms of iemperatere
litnits, barametric prassure, corrodibiiliv, colour retention, vibrations, and even
the ceolouical effect of ihe package in itself,

& wanspottation azards, weight and package constrauction in case of air shipmens,
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and the handling and wérehousing needs of the package; o ' L ' Internations] Produet
® customer perceptmns in terms of shape, su.c. celour, storage life reusability and Policy and Plannlng

aesthetics;

& product promotion in terms of display va_lue of the package shelf-life, package
attractiveness as a silent salesperson, brand and lable information and sales
promotion aids like coupons, stickers, etc; and i

@ compliance with legal requirements, and how much does the pacnage cost in the
. Tight of the role it performs. .

These factors force the exporting firm to keep in touch with innovative packaging
materials and be on the look out to make their packagmg cost eﬁectwe :

Product Warranty and Ser\'k:e

A warranty is a guarantee on the product performance as stipulated by the
manufacturer. In other words, it defines the manufacturer’s liability i in the case of
non-performance, or under-performarnce of the product.

Other than compliance with the legal requirements of the host country, product
warranties and service constitute an integral part of the added value of the preduct
offered in international markets. As such, it must be one-up on the competitors.

A warranty without the back up of service facilities is counter productive. Consumer
durables and industrial goeds require servicing that is both convenient and reliable.
Since customer service means enhancing efficiency of the product as well 8g that of
the customer, the formulation of the service policy requires an assess
customer expectations and needs, competitive practices, and the quality
infrastructure and network in existence in the host country. Geng speaking,
where Lthe host country’s service infrasiructure has been found satisfactory
level, international marketers (such as General Motors and TEL Qi Mave preferred

to have tic-ups with local services for provision of servic have supported them
lot

with regular supply of spares, masuals, drawings and the | g of their personnel
This is one area in which Indian exporters have t rove

Acthvity 2 :

Please tick the most appropriate answer: : S :

I}  Wihen introducing a_new product for t t time in a foreign market, the -
-marketer should: © - ’ .

a) consider whit the praduct does to a customers habns tastes, and
patterns of life

b) .':'treat the product as a new product

€} expect some natural resisiance to- change if the product is “new” to the
malket

d)  all of the above’
¢) none of the above

2 Inlema ional packaging decisions cught not Lo take into account the -
quarement; of:

8} cusiomers
- %) shipping
¢} designers
d)  distributors

3} . The decision on warranty dzs;gn (standardiation vs customxsatmn} is hascd
[ Tt B

_ a} na?ureuf the markst
b}  competition

¢)  service ability of the company
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. gy all of the above
Astivlty ©
1 d) 2 2), 3)d),

9.6 INTERNATIONAL MARKETING OF SERVICES

Service as a preduct has been having the most rapid growth in international
marketing in the recent past of particular interzst has been the fanlastic growth
registered by financial and consulting services. Organisations like cKinsey, Prige
Waterhouse, Kay Associates, Arthur D, Little, Citi Bank, et¢. now operate on global
basis. A proaof of their rapid growth is that today a large nuinber of countries have
imposed direct and indirect harriers on forcign companies entry to sheir domestic
markets. Ty overcome the resuiting problems, U5, Government is aftemzting (o pet
an agreement through GAT'T for curiailing restrictive barriers to tnde in services.

The important prerequisites for success in international marketing of services
include ; : .

% employment of competent professionals _
¢ greater {lexibility in market entry and exit almost at & short notice

© networking felationship with ather international and leading service organisations
in the host country, and )

@ closer relationships with some 8the H-established leading organisations and
with dignitaties who matter with ost country government and world
development bodies,

The risks associated with in onal marketing of services are more or less the
same as that of pro namely, canceliation of license, expropriation, currency
inconvertibility or thygffst met insolvency. Strong refationships with customers and
host country nchl go & long way in minimising the impact of such risks in
FviCces, .

rele which the marketer's relationships play. Sha s w and Johanson

owing suggestions in evaluating opportunities for iniergational
services : ’ : )

. % Identify and examine the current networl of relationships with current and
Potential clients and other organisations and individuals that could prove useful.
Issues of special interest include the genesis, nature and quality of| the relationship,

® Evaluate ways in which present network is being and/could be used as platform .
for. generating foreign business. Key questions include : does it provide good
‘information on overseas business opportunities? Does it resuit in effective project
collaberation? Could these contacts be used more effectively to obtain foreign
business? | :

2 -Devise a strategy for network development to facilitate entry into new overseas

" markets and to increase business opportuiities 1n: current markets.

9.7 SUMMARY

International produet policy and planning plays a crucial role in the successful
management of international marketing operations. Aimed at seizing the market
oppartunity, it focises on the basic decision of whether to.export the domeéstic
standardised product or to adapt or even develop a new product for the global
markets. Although global marketing of the standardised product is more convenient
and profitable, yet customer needs, competitive pressures and legal considerations
require the product to be adapied to even the newly develbped needs.
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Implementation of the produet policy requires planning ae the width amcﬂ'éep_th of
the product-mix. Branding, labelling, packaging snd srganisation of product

warranties and service ase the other intepral pans of iuternations! prodict policy and

planaing,

Service as a product now offars a tremendous potontial for international markeiing
Networking with the professional srgunisations and closer refationships with leading
customess and indluencers act as the imporiant faciors for sueess iz international
markesing of services,

8.8 SELF-ASSESSMENT QUESTIONS

B} Dxiscuss the nature, impartance nd process followed by i & loca! cxpok: Nirm
i vlanming iis international product policy.

2)  List the facrors that beip in the succossful management of the internaticnal
prodaet e, .

3} What cunsiderations are invelved in :he branding and packaging of foed
preducts ov garments, for the developed country market, ang for lessdeveloped
souniry mgrket. Mame the countriss sriecied,

2.9 FURTHER READMNGS

Subhast C. Jair. and Lewis &. Tucker, Jv., furernuvional Morkesin aagenial
Perspectives. Second Edition, Yent, 1986, Chapters {2 and i4. :

V.. Kirpalani. fniernaiional Markeiing, Fronsios-Hall, India 1987 \Shefpier 13.

Erian Toyn: anic Peter G.P. Walters, Global Markering Ma pit, Allyr and

Bacon. 198%. Zhapters I.?, and i3,
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_ O'bﬂectives

& comment upon the role and t'uncnons of advemslng agencles in

© 10.2 Internaitonal advertising strategy

" In addition to the'twﬁ top objectives of advertising—to draw in

‘@ Advertisting can create image and good will,

UNIT 10 INTERNATIONAL ADVERTISING

After going through this vnit you should be abie to:
@ discuss international advemsmg strategy .
® describe the elements of international advertising strategy

@ explain the determinants and factors of media strategy

<o nte Xt

[ get an overview of the mterna.tlonal advert;smg sCene.

Structure
10.1 Imroduction

10.3 Elements of advert:smg strategy
10.4 Media Strategy. .

10:5 Ad\rcmsmg Agency

10.6 International Advertising Scene.
10.7 Summary

10.8 - Self-assessment Qucsnons

thc international

10.9 Further Readings . . E |
101 INTRODUCT N

Most pe_op_le must be moti wanl a product before: they buy
important motivatorging ketmg The primary role of advertising i
educate, to motivate persuade people to biy a product, & bri

Advertising

'vc claims to draw consumer‘s attention to the

ts. Advertising thus play:,,lwo basic roles in mar
i lomers towards the product and (b) lwlp hold them as

hielp hold old ones as repeat purchasers of advertiser's product-—a d
other important roles in marketing such as :

e Advertising identifies a business with goods or service it offe;js.

® Advertising can build up confidence in 2 business.

8 Advertising can increase sales and increase turnover,

also Be able to overcome people’s resistance and ierti

t. Advertising is ab -

to inform,
nd Of @ service.

oyal cusiomers to

customers and to
rtising also plays

However, advertising is not the only answer to all markctmg prohlems There are

several things which advertising cannot do.
Some of these are:
& Advertising cannot help a businéss.prosper if that business offers

products of poor

quality compared with competitive producis. Good advertising may be able to sell a

poor product once but not repeatedly.

. Advertlsmg cannot lead to sales if the prospeéets whwh 1t brmgs in are not propcrly '

treated or attended to.:

. Advm:smg cannot creatc sustained sales overmght It needs to be repeated for

impact and reinforcement.

# Untruthful or misleading advertising does not: help bulld lnuch needed u’edlbllsty

and conﬁde:nce in the product or the company.
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These basic functions of advemsmg in markﬂtmg ave relevant maybe in daﬂ'eneni
dcgmes—whethmhcse are-applied in the domestic merket or in the fore!gn me.rkets
The principles of advertising are universally applicable. However, the diversity of
environmental conditions obiaining in different countries crepte probiems of plannmg
and 1mplemer1ta'ion of advemsmg nauonally and mtcmananally SR

10.2 INTERNATIONAL AEVERT!SING STRATEGY

Advenisin'g is a.crucial element in thie i_ntegrated foreign miarketing plan, _but its role in
specific marketing programme varie§-from time to time, market to market and '
corapany to company depending on the overall marketing strategies adopted.
Adwariising is one element of the promotion-mix arid promotion is but one element of
the merketing mix. Hence advertising strategy cannot be anythms but an integral part
-of the prometion strategy which again is an essential component of the integrated
foreign marketing sirztegy. International advertising strategy has therefore 1o be.
formulated within the. framework of the marketing stritegy and its role has to be
clearly defined in helping achlwé marketing objectives. Like any other marketing
- strategy, advektising should be uwd only if it can be economically and effectively
contributed to the attainment -of marketing goal in a given situation, Because of
environmental differences, a certain type of adventising which works in one country
may not work at al! in anothér country or ancther. market segment in.the same -
country. Ifiternational product advertising has therefore to be target-market-specific.
- Even if a standardised advertising theme or message is developed for multicountry use
it often becomes necessary to adapt or modify the central lheme or message to suit the
local conditions of & country or a region. . \

.10.3 ELEMENTS OF ADVERTESENG STRATEGY \ Z

Two broad elements dominate ad\rertismg strategy. Thde are: {a) Cre @ b tcgy' and -
-{b) Media sirategy. . _ ot . o

“These two strategies are ibterlinked and in?.émepcrdent They a jcally two sides
of the same coin—one cannat be formulaied in the absencz of thfother. In -

formuiating internationat advertising strategy in creatiyy medi terms, the - )
‘advertiser comes actoss 2 host of envireamental probl MEmitations which would -
vary {from market to market. Since the advertiseggan notser thege given conditions

and limitations in & foreign couitry, the cnea’: dia considerations have to be
adapted to these conditions. . :

Creative St_rategy

" Verstility and creativity are key concepts in dwelo‘pihg the creative sirategy for an
international advertising campaign. In: formulating creative content of forelgn
advertising, the main factors to. be considered include:

x-] Languasc factors

9 Legal factors’

o  Cultusal factors

& Production and cost factors
Language Factorm

Eanguage is one of the most formldable barriers to effcctwe .advertising
communication. The problem involves not merely the differsnt countries or even
different languages in the same country, it also involves linguistic nuaices and
scmanlics, literacy rate, prevalance of idioms and dialects ete. Illiteracy for example,
severely limits the number of people in a country who can be reached through priat
media like newspapers, magazines, etc. Many couniries are multilingual such as India,
Canads, Switzerland, Israel, Soviet Union, with different communication media for
people speaking different languages. This linguistic patiern-in a country creates serious
problems for cconomic and effective advertising communication.

Language tanslation also faces innumerable barriers to effective communication. A
dictipnary translation is not the same as an idiomatic interpretation and in. advertising
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communication dictionary translations hardly suffice. For ¢xample, iwo popular
American advertising slogans—'Body by Fisher’ and ‘Let Hertz put you in the driver's
scat’—when literally translated into French would respectively read: *‘Corpse by Fisher'
and ‘Let Hertz make you a chauffeur’. These translauons not onfy lose thelr intended
mezning but also become negatwc '

Lege! Factors

In many countries, particularly in the dew.lopcd countries, adverusmg is closely
regulated, requiring modifications of the creative approach from country to country,
Lawpertaining to advertising may restrict the amount spent on advertising, the use of
particular media, advertising of certain kinds of products, the use of certain types of

_copy and vismals, comparative advertising, misleading and unfair advemsmg, use of

foreign-made commercials and the like,

The German advemsmg leglslatlon, _for instance, is considered as the world’s “strictest
and most specific”. There as more than 50 central institutions and organisations
monitoring German advertising practices. the other countries which are restrictive in
advertising legislation include: UK, USA, Canada, France, Sweder, Austns. Belgium,
Italy, Denmark, Finland, Austraha Argen‘mna and Mexico.

One of the main objcctwes of statutory regulatlons of advertising is to promote the
interest of the consuming public against factvally misleading and unfair advertising.
Consumerism movement and consumer organisations have become stronger and better
organised. It is felt this movement has had profound impact on the advemsmg industry
and consumer ]eglslanon

Apart from legistative measures, dvertifing practices are also subjected to voluntary
code or self-regulatory action in untries adopted by the advertising industry
itself. In some countries 13fGe Mfvertising agencies and media have their own standards
for judging the content oRa ement. Some broad-based; self-regulatory codes on
worldwide advertising practiee#also exist in many transnational corporations. To guide
the worldwide advegtih ractice, the International Chamber of Commerce (ICC) has
formulated the ‘Intefgitional Code of Advertising Practice’

The ICC igned primarily as an instrument for self-discipline but it is also for
use by the s as a reference document within the framwork of the appmpnate
la basic principles of ICC Code are; .

- a) ertising should be legal,'dccent, honest z_md truthful.

b} Every advertisement should be prep'ared with a due sense of social responsibility
and should conform to lhe principles of fair compeunon as generally accepied in
busmess

¢) No advertisement should be such as to impair public conﬁdcnce in advertlsmg,

Culitural Factors

The advertising communication is often impeded by the great diversity of cuhural
heritage. Culture is pervasive in all marketing activities, including adw.rtlsmg The
fundamental problem of foreign marketing is the distance—not merely physical _
distance but distance in terms of market characteristics and foreign consumers habits,
attitudes and modes of thoughts. Cultural factors largely mould and shape people’s
value-system, perception faith and beliefs, aesthetic values and the like, People perceive

. and interpret advertising message in the light of their cultural background. For

example, the customer benefits featured in the advertising may be appropnaie in one
country but may not be se in another country. The artwork may be visually -
unacceptable. The colour scheme or the copy theme may convey different meaning or -
cause dlfferem reacticns among consumers in different countries, Such dangers of
negative or adverse response become greater when the claim in an advertisement has 2
psychological rather than a factual foundation. It is therefore necessary to understand
tae various dimensions and nuances of cultural heritage of people for formutation of
cifectwe advemsmg message a:mcd al mtematmnal markcts

Production and Cost Fretors

The i’aclhues for ard cost of production of advertnemem sub*«tarmauy vary fmm
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country to country causing severe production limitations. Poar quality of printing and

reproduction or non-availability of high grade paper, for example, are genvine

handicaps for creative work. The necessity for low cost reproduction in small markets

m&s another problem. Production and cost limitations exist nearly in all ad\r'emsmg
ia.

Activity 1

‘Select international advertisements of a prodﬁht and a service. Describe how the
elements of creative straiegy have been used in them.

Guidelines for Creative Straiegy

The preceding deseription of limitations cause various creative problems in
international advertising. It is therefore important to devefop certain guid ’m:s
with these problems and limitations internationally. An imternational adver

¢xecutive suggests five guidelines for international creative strategy. are as.
follows:
1)  Establish a firm policy on the degree of uniformity bes. suited € company

needs.
3| Lﬁok for common denominators, not differencegy
1)  Make maximum use of local marketing and ents.
-4} Do not inhibit greative people. .

5)  Develop a criterion for measuring the and effectiveness of advertising.

104 MEDIA STRATEGY

Media stratepy is crucial for effectiveness of international advertising and it is closely
linked with the creative sscategy, for media availability is one of the limiting factors in
creativity. Although nearly every sizeable country has some kinds of mass
communication media in the form of the press, television, radio, cinema, outdoor, etc
there are a number. of specific considerations, problems and differences encountered
from one couniry to another, Primary areas that are of special concern to the
internatiomml advertiser include: availability coverage and cost. ’

_Avaiiabil!iy

The availability of adveriising media substantially differs from country to couatry,

Normatlly, media availability is closely related to.the socio-economic develapment of

sountres. Some countries have too few advertising media and others have {ar too

many. In some countries Government does not allow advertising through certain

media--specially television and radio-—or some media are not allowed to advertise

cerntain products For example, advertising of products like tobacco, alcohet etc. are

prohibited in many countries. In many developing countries the quality of print media, : |
for example, is poor in terms of printing, paper or repreduction. Many bilingual oc : |
multilingual countries have bilingual and multilingual newspapers and magazines or ’ |
radio and TV programmes, aimed at different linguistic groups. Media availabil. vina

forcign country therefore is an importatit factor the international advertiser has 1 take ' |
into consideration in planning advertising strutegy in a foreign country. S
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“to create supranational andience. The cable TV segments the audie

Coverage _ . _
The media coverage implics the munibér of people whe are collectively exposed to
different media like the press, ielevision cinema or radio, available in a country. Tha

s, how many peopl watch television or listen to radio, how many people see movies

in cinema houses and so forth. This provides an estimate of the proportions of tets]

populaiion’in a country who ate exposed 10 different media. Mowdver, advertisers age
tnore intereated in individual expusure rather than collective sxpestre. In other words,
how many people vead a particular newspaper or magazine, watch particular television

‘programmes of lsten to particular radio channels which -broadeast [commercials. Ia

addition, the adveriisers are also interested to bave socio-economic profiles of different
media audience Jo make an assessment of qualitative coverage. ’

Such information as required by the internaticnal advertiser is not ¢ sily svailable or
not avaitable at all from any reliable sources. However, neatly all developed countries
and many advanced developing countries have got media database for use of the
"‘prospective advertisers. :

Apart from the convéntional kinds of modia, the riew forms of clecironic media are _
oreating larger audience in several countries. Satellite-beamed TV ia has the ability

ce by region, by
life-style and by special interest groups. The im_réc.ctiqg' significance of cable telovision
ties in the way it is ‘demsssifying’ the media in Ene with the modern trend 1o appeal o
narrower segments of the markel. Similar media trends are visible § pre-meondcd
video cassettes, dises and ieletext systems. Similar trends have also get i for pring
media. New magazines snd newspapers are’'published which zppeal o specific interest
Eroups. . o

siot uniform all over the world, she
méck abreast of the media availakility in gach
media mix for most effective and sconomic coverage.

Although the intsrpational medis
international adveriiser nesds
country of his intejesi ang

Cost
"Fhe hasic media co i
in electronic gagdia, Wgth wide variations according te special positions and special e
segments, fiedia prices are normally quoted By the individual udies of media bur -
Peclitie to negotiation specially between the 'media-.ew 76 and advertising
» be noted that ike price of individual media unit is ‘deterssined o the
coverage potential of the media. Eor examtpie, the cost of space in

ne and magazines is based on the caleulation of cost per thousand cicculation
or maddrship of the particnlar ASWSpADEr 0T m'agazi:;é: conceined. Media cost fs an .

res the cost of space in the print media and the vost of sifne

. impertunt determinant of internationa! media planning,

Astivlty 3.

in the context of Internations! media suene, with the iic!p of specific example exphin
hiow raedia availability and inedia coverage have affécted medis stralegy of advertisers. -

108 ADVERTINING AGENCY

" T advertising agercies ploy o very evitical role in international advertising, T is

therefore important that proper care i taken by the adva'ﬂ_imr i saleting she izg.s:séy--
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for handling international ‘advertising. It is often supposed that overseas advertlsmg an International

be handied directly by the advertising agency employed in the home country. It is often «-Advertising

& risky. supposition because the home country ageney is uniikely 10 have an nmght into
the nuanees of socioeconoimic and culiural variations, as discussed elsewhere in this
lesson. In the abserice o“ such an m.:ght the creative work may be inefiective oreven -
counter-productive. it is therefore important that the creative work for OVErseas .
advertising is carried out by the best available local advertising agent who wﬂl be - ' :

-gensitive to the jocal culture, semantics, habits and attitudes. Thers are numerous :
examyles of failure of overseas advertising prepared withous the adequate knowledgc
and undcrata"sdmg of the cultural mitieu of the country concemed

There are many mu!tmauonai adverusmg agencies, nwsr.ly based in the Uruted States !
and the UK which have set up worldwide network of agencies throtigh equity or non-

equtty collaboration, acquisition and mergers or direct investment. An affifiate agency

in any country ca use the global network Tacilities 'of these multinational agencies for
advertising in foreign countries, For example, presently more.than twenty advertising

agencies in media have afftiiation agreements with different multinational advertising

agencies. In most cases interviztional advertisers use the network facilitics cf the

multipationst adwrmmg agencies.

Selecticn of advar t:-\mg agency for overseas adverusmg should be made carcfu]!y ln
may eases there are varlations among the agencies in their speuall.satwn and
organisational capability anst expertise. Following are some. guidelings for selection of
advertising agrngies, R S :

Firsily, the size of the ageney and s network of international affiliations shoul
considered. Ofien latge ageacies do not pay adeguate attention to the small dge
clients. It is thevefore advisable w select an agency whose size is Compatible Wi th
of the sdvertisers bludget and preferabiy sufficiently small but efficien sd the
budget as imporiant.

speciaily m the area
eirengive and up-

Secoendly, the expentise of the agency shonld: be assessed cavef)
of creativity and media plasning: Some ageacies will have mo
io-date media databass in respect of forsian countrics.

Thirdly, informat consritation, where pessible, with th

5t and existing clients of the
sendidate ageneies might be helolul in selectior ' '

Thess ave somz géncial guidelines for the select) dvertisi- - neles for
internstional advertising, These sxe applicable whather 2 home agency with
international a8i¥istions or a muliinational agesicy or a foreign ceumry-based imai
aganey is selested.

Axtivity 3

Talik 1o your own agency of sny other agency which hag international '

operation] collaboraiion, with respest 1o their Fast imemnational campeign. Discuss with
thein on hew the development dreation and gc.ncaaisﬁn of ar international compaign
differs from a domestic one.

The {ollowloag aniibit pives an owerviz
of Lop sgeacied pnd thelr b Psg ’I“w wed

iRdsrnnations] w%m:rg agene in tﬂm
w ¥ aleo g,
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10.7 SUMMARY

Marketing communications in the international context become critical determinants of

a marketer's success, not only because they have to compensate for the spatial and
psychological distance between the firm and the customer, but also because it becomes
more impuortant tool of cultivation in a foreign market. Formulated within the '

" framework of marketing strategy, advertising strategy utilizes the components of media
and creative strategy to evolve effective marketing communication. Modern day
advertising makes extensive use of advertising agencies being the benefits of
specialisation to the task of communication. International Agency and Media scenario
provides an idea of the scale of operatlan of tlus function in prcsent day international
marketing,

10. 8 SELF-ASSESSMENT QUESTIONS

‘1) - How do env:ronmemal varmbles affect the demgn of advertlsmg strategy?
Explain. L

) - Descnbe the compohem‘s of international-advertising strategy.'
3) Howdo coverage and availability of media influence the design of mecha plan?

"4), ~ Give an’ ovemew of the. international advertising agency scenario.

109 FURTHER READINGS " RN

Contractor Farok J and Pilec Lorange, Cooperatlve Stra!egws in ImemM
Busmess. Mass: lzxmgton Books, 1985, :

: Drun, S. Watson, Amold M. Barban, Dean I(nyanan and Leonaly
" Adversiting. and its Role in Modern Markeung, Tth ed i
-19%90: .

- Jain, Subash and L&w:s R. Tucker lmermuonm‘
Boston: CBL Publishmg, 1979, .
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UNIT 11 INTERNATIONAL PRIC)
POLICY

r

1

NG

Chjectives

After going through this unit you shosuid be able to:
8 explain the factors influencing imérnational pricing
discuss the role of costs in international pricing .

deseribe the process of price setting in the international conte

@ @ 2

explain the informational needs for international pricing.

Structure

introduction

Components of Price

The Process of Price Setting
Pricing in International Market
{nformetion for Pricing Decisions
Sources of Price Information
Issues i International Pricing
Summary
Self-asscssment Questions

(oY TR, N TN S

1.1 INTRODUCTIO

From its domain in econorg > 1t 2pplication in managemem the
2 specific price for a spect @ clin a specific market” has baffled
of economics and the mang 1

i i 4 large element

¢ cConomists refer 1o this relationship as price clastiy
oy oior the markeling managst W manage this variablg.

issue of ‘choice of
both, the student

ik, The issue till date remains fuzvy.-atached with

firm. An
aRlity),

arigble e, the
itv. [t therefore,

GMPCNENTS OF PRICE

The puice veriable is made vp af teo components viy cost

» zad profit
component 1§ further subdivided as fived and varmble, :

Exbitd: 101

nponeat. o Foce

[ .
l

. .-T\‘he cost

)

[ t

e Cugt Varmbig st

© Frofit

The ceonomic theory, Weaves el grovnd thase components, thio
cuppty functions. to explein the process of price ses

gh demand and

THE PROCESS OF PRICE SETTING

MENEEef ULes
& price. Those parameters may he epvimcrated as under

g

& ot
& Thmand wnd uprly )
& Lrgal, econowic and poliv mal constrains.
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Costy . . . intermations
Pricing Polic

Costs represent the base line for setting the price. In other words, costs represent the
price floor beyond which prices cannot be dropped. As already cxpl.amed cosis are
made up of two components, fized costs and variable costs. Fixed costs represent the
unescapable ciement of cost, whereas, the variable cost represent the escapable costs.
The variable costs are alqo sometimes interpreted as margmal costs or incremental
COSLS.

Each of these component has its own significance when pricing a product but the
significance is in turn is dependent upon the marketing goals, and other similar
variables,

Demand & Supply

For a marketing manager the upper limit is demonstrated by the demand and snpply
conditions as they exist in the market. The demand conditions are interpreted from the
market conditions and the consumer behaviour whereas, the supply conditions are
interpreted by an analysis of the competition. The prices charged by the competitors,
and the attributes and quantity seld by the competitors, set the supply parameiers.
Thaus for ¢.g., the prices being sharged for parments by the Italians and the South
Asians will determine broadly the range that can be charged by the Apparel exporters.
Again if the international buyer is alert he will through his awareness, bargain against
the subsidies being provided by the Government to the exporter, thus forcing the
Indian ¢xporter to charge as per real costs.

Economic, Legal and Political conditions

These represent parameters outside the market forces which influence the grice
_structure. The Goverament, it has been noted, can through its policy, in faclgogify
the market conditions, making them lopsided. Thus, the countries wi#tethe econofic
policies are direcied by the Government, the-economic and politica @ otis have an
important bearing on price structures, Taxes and duty drawback rephgggl excellent -
examples for.the same. T

uence the price
more the price charged

Legalities lengthen any process and complicate it and,
structure. The more the legal constraines 1o be adh
from the customers, in an effort to pass the increase 1

These parameter suggest the upper and loy ut, the actual price lies
somewlere in between. The effort of every ma is to arrive at a process thai is
easy and minimize the deviation from the chosen price, in order to ensure the resultant
profit. As a result of this various methods of pricing have come inte vogue which
empliasise one variable as against the other variable. Cost plus pricing competitive
pricing are products of the same thought. Cost plus pricing extensively employed by

. the Americans reflects an accounting thought rather than a managerial thought.
Similarly competitive experience pricing extensively used by Japan reflects a supply
side thought process.

Tt must be pointed owt thai marketing efforts are directed at fulfiliing the need of the
identified consumers. Price is an inherent factor of need. Therefore price must reflect
managerial thought, and must fit inte the overall marketing strategy.

A suggested process for arriving at the price would induce the following steps:

& Analysis of the markeiing goals
Choosing the marketing mix
Composing the marketing mix
Deermining the pricing polizy
Defining the pricing strategy
Arriving at a specific price.

8 & 2 @

-]

- Of course, the chronology is not important but thought on each of the zbove steps
would enable the marketing manager to arrive at a price which fulfills his marketing
objectives within the set upper and lower limit. Thus, in brief, the marketing manager -
arrives at a price, within the parameters of cost, demand & supply and economic,
political and legal parameters, by adopting a process that Tulfiils his marketing
objective.
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Bnrketing Mix

_opens itself to an absolutely
. as & separate entity and (his

Activity 1

i)  Price is an important element of marketmg mix, Explain how does it fit-in'the

above prcccss

....‘.................-....................“u-'.---..-u-uu-u.-........* .

if} . What can be the possmle ob_;ecmes of a marketmg mmmger while choosmg a’
speclﬁc price? . .

1i4_PRICING IN INTERNATIONAL MARKET _

Although, the parameters and the pr f pricing remain the same, '_
arg added to the pricing decision w firty starts exploiting the intei

markets . .
: @ jarked in the international.
Igepof characteristics. Thus, as each
uenm's_ the paraincters of pncmg.

_When an organisation eriters

Moreover, a pro
cycle curve no

ain sacred addmg more complex:ues to the

EW diménsi_ons _
tional

ng arena, it

rket stands out

pas jon on its life-cycle curve and the firms po;}tion on its life-

ricing decision,

\ Supply Condition. /

'-FirmL%-Cycle

In interpational rnarketmg opcrauou & firm moves fmm the export tmaj
international markeung and nally graduaung to mulrmatmna.l markeu

will bear an the pricing decision. The influence is likely to be felt in twd
marketing process it adopts and the marketing goal the firm. chooses

Esport Macheleg

keting_ siags to
e

' At cach stage the position of the ﬁrm on its Ixfe-cyc!es curve emphasxses the mﬂucnce it

+ ways—the

Export marketing represents an entry mode for a firm, in its m.fancy,
marketing, process. At this stage the firm has neither tiie requisite mar
nor the accompenying financial clout at its disposal, As a result of
it culumes large and orgamaed buym's and has lm.lc commltmcnt to t

) Momver. such a firm has llttle or no control over thc distribution and
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 functions, owing to the above shorteormngs Therefore, pnce becomes thc only. vamhle' :
-that remains contrdfiable given the product, Such a firm, therefore, uses price its
unigue selling proposntton, The stature the pnoe occupies that of a bargmmng pomt

As already pointed out the second mfluence is on the marketmg goals and through it,
the process of pricé settings. Because the firm is committed to large buyers, it has little - .
-involvement with the market. Therefore, the goal of such firm is shori-term in nature
with maximum emphasis on profit element of the price. It therefore resorts to marginal
pricing to seek bulk orders, As the firm gains marketing experiences the goals become
long-term in nature with emphasis on market cultivation. In such cases the ﬁrm

vacillate between fixed or full cost pncmg vs variable pricing.

R
The entire process of export pncmg gwes rise to certain issues. These issues may be
discussed as under:

¢ Elements of price quotation
® Price escalation”
® fundamentals of pricing strategy

Elements of Price Quotaﬁnn‘

Since’ expihrt marketing firms have to deal with organised buyers, the issue of making a
quote arises. For making a quote three sub-elements must be constdered They are cost,
currcncy, terms and buyers limit.

Costs

Cost represent an impaortant element of quote but cost itself is composed Qf mary sub- -
elements. Thc exhibit below gives the major sub—elements of the cost comp

_ Exhibit 11.3 :
Teble : Elements of Cosl for Export Pricing

1) Direct costs;

a)  Variabk costs:
' Direct material
Direct Labour

Variable Production overheads
Variable Administrative ove
(c.g. salary of an expert clerk)

b) - Other costs directly related exports:
Selling costs—advertising support Lo importers abroad.
Packing
Commission to Qverseas agent
Export credit insurance
Local charges
Ferwarding charges
Inland insurance
Port charges
Export duties, if any
Warehousing '
“Incidentals
Tnterzst on fiinds - mvalvedfda’ened credit
Cost of free parts supply
Consular fees
Pre-shipment inspection and loss on rejects
Total direct costa o
Less © Export incentives allowed by the Government )
" Direcs cost net (F.0.B. export price at marginal coxt)

2) b+ Fixed cum,u’mmmnn costs
Production averheads’
Administration overheads
Publicity and advertising (general) |
Travel abroad*
Afier-sales services®
F.Q.B. price (based on full cosi)

'* To begin with, they may be treated as ﬁxed cont. When Inmneu develops, they may be mnad -
variable costs.

tmmiim
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b Freight
+ Inwsrance

. ®C.LF, Price {besed on marginal cost) ‘

2+ Freight
+ Insurance
= CLF. Price {baxd on fuil fna‘:)

Pari ¥ of the cost shect gives the Jower Iimit for expon phoing. As wouid bt slear ho,.
the cost gheet, all costs directly selated to exports are taken into unt for fixing the
lower limit. If some incentives are altowed by the government on the| export of the
product concersied, the lower limit would be further reduced by the amount of
incentives.

Curremey

The choice. of currency in which the quote i made is an important decision. For, an
unwarranted fluctuation in the éxchanpe rate may wipe out the business profits and, at

- the same time if the firm is capable of exchange raie management, it can magnify its

business profits through exchange speculation. If the firm does not possess the required
compeience-for exchange management, then choosing 2 stable currency might represent
the appropriate answer. Untit recently the Japanes Yen and the German Mark ™~
represented stable currencies. o :

Termas of Trade

The tradle terms represent an important element of the quote. The quoted price changes
wiih change in terms,

roducers can produce st different cost Jevels
and therefore this methed can only id# a guideline for entey,

Therefore, the price quoted afcxporier will need to be adjusted orcl ing to the

st way to understand this is to study an example. The one
shipment of cloth from Britain to Milan by sea. The basic
to receive was $32 a metre. The enquivy was for 3,000 metres. -
gan by wishing to receive at his works a total :} $6,000. The costs

at all stages of Wglivery to Milan were as follows;
. 5
the cloth, unpacked, at works 6,000
Packing costs 360 .
Transpoit to docks by rail C 450
Port dues and loading charges . 60
Freight by sea to Genoa : 875
Landing charges at Genoa %0
Duty payable on 3,000 motres of cloth 1,300

Transport fiom Genoa te Milan ' _ 150
Insurance, all risks, to Miian Ri:1]

9,225

additional costs to add. Bu{ in this case, you would have to specify ‘Packing extra
at cost; since export packing is seldom included in the cost. If it 50, then your
price would be $6,300.

i} If you quoted ‘Ex Works, your price would be $6,000 because )}ou would have no

2y If you quoted F.O.R,, you would probably not add anything further, unless you
were some distance fmm the raithead.

3} Hyou quoted F.AS., you would have to add the cost of taking the goods by rail
to the port, 50 in this case your price would be $6,750,

4 If you quoted F.0.B,, you would have to add the port charpes, which would

include any documentation. Thus your price would now be $6,810.

5) Witha CLF, quotation, you have to include the frcighi to the ¢st port, in this

150




_m_Genm, and the insprance. Whilc this has been shown as §100, this was'right Ftoraatinged
through to Milan, so you might need to add only $80, when your C.LF. price Prssing Pobicy
worlld be $7,765. S :

6. Selling on 2 France Domicile basis you wouid kave te add ali Landing charges at
Genon, the duty payable on the cloth, the foll insurnnce and the freight from
Genoa to Milen. Thus your final price deliver 10 vour customer’s warchouss in
‘Milan, would be 32,225, '

From the customer’s point of vizw he has least to do when lie buys from you on a

Frenco Domicile basis, He has most to do when he buys Ex-Works, Customers often

prefer 1o buy on .08, terms for three seasons: _

) They have other goods being sent io them and wish your goods te be shipped at |
the same timme, possibly saving fright charpes.

B Theycam use the ships and other services of the own country, thereby saving
foreign currency,

0 Their import licences mey be granted oo an F.0.B. basis.

{Example taken from Export bade Simpis by Deschamponsufs, pp. 25-26)

- The Bupers Lisnft _
Although, teis Emit shali vary from buyer o bnver the general method adopied is to
identify and maleh cosis. The provess is to Jearn about the quoting prices and then to
work backwards. Thas, 40 get s idea of the possible quote one can take the market
prics and siavt dedocting major elements as shown in the exhibii below:

Plarine, Prbew s the Targe Moot

e REetai mangie o6 the sel.\iné prce .
Cosk o thr Retailer
Bant 1 Wieisleagiers tath-up o6 bis cost

Tioe e U Wholasler :
T Emporters makoug on B eout .
Tow te fae Imponter ’

L jmpor: Dy

Leve:  Fiigiv nad lnsmeie. shecges
i veultenthn:: i the ExpoRier,

This wif! wive an ides whethes with (e exising cost strucivrs & i possible 16 make 2

compeiiiive guate.

13 INFORMATION ¥OR PRICING DECISIONS _
Az imporian. pre-requisit for scientific snport priving decisions i vegular availability
of autheniic bash. dats telsting 1o export products, Toreige marke’ snd other rrigvant
wminrketing informution, The detail of informaiion Teguitsmens vary from praduct io
produc, marke o wmarket and fom e fiom, ' )

L gonernl, the Yoliowing wdtrrustion v useally necessary for facilitadag expori pricing
decision: oo

Broted wformation
£y Produesiion som deislls ;o
& Peine, coat
i Podiors gvesisads
of Oevens Adaiimersic: ovirheads
B Los, s diniboios
ap e of packing
& Cow o7 ssllling
C g sl of wansperiatios aclising inssrance
& Diesribrabon copry o the ingosting and



o International
Marketing Mix

' vii) Percentage 1ncadence of rejects

_ iii)  Ruling pric in the foreign market mcludmg pnces of substitines

viii) Extent of G.8.Pggoncessions, if any

xiv) Documentation and i mvonclng requirements, health am:l sanltary

level cover the following aspects: .
i) Production capacity of the firm—installed as well as uuhsed
i) Propornon of total producnon supplied to. the home market

'H)°  Whether it would lead to the utilisation of idle capacity, or

3}  Cost of marketing sﬁppbn;advenising, sales promotioﬁ and technical literature:”

These dal.a may have to be obtamed for the expomug countnes, for|competing

countries and for consuming countries.

i) Nature of the Product -
' -ay Whether a tonsumer or an industrial product
b) Elasticity of demand '
¢) Carni demand. be pushed up “by promotion
" .d) Importance given to the price-quality mix -
¢) Elasticity of supply of the producl

iy - Intemauona] lewes, taxes, ete.

iv} Expert moentwes

v)  Product guarantees - _ :

vi) Installauon and after-sales service reqmrements, and

Mnrket lnformation

- 1) Market Structure—hiéh e(;mbeﬁﬁoﬂ little competition or low competition . -
i)  Peculiarities of the Market—Developed and developing countnes particular

segments in developed countries .may be interested in low price goods o

iv)  Terms of payment offered by thegompetitors and demanded_by

v)  Import duties, border fiscal d quota, resirictions. .

vi) M'ajo_r'sgurces of supplyi

)

vii)  Trade preferences and agreements, if any
ix} Brand image, bra oYalty and consumer prefer_enoes '
x}  The nat market segmentation, if any

xi)  Publicity , media arid cost )

xil)

xiii} s
" incidental to export, and

other gmnernmem -regulations.

Information: Requlred at the Micro Level

importers . .

e imPBrting country—local and fgreign

s of distribution and the margins allowed to various intermediaries

@ freight, insurance, packing, balnkmg, transportation and other cha;gcs .

regulations and

Some of the strategic points of mformatlon necessary for pncmg decwmns at the mlcro :

ity - Propomon at present exported

iv}  Mter se competition among domestic firms in the export field, and

¥) Addltlonal export possibilities

As regards thie supphes for additional exports, the .essen_tial information

i) Whether it would involve curtailment of supplies to the domesti

iii) Whether it w0uld reqi.ure commissioning. of new eapacnty
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1.6 SOURCES OF PRICE INFORMATION

The exporters’ own ﬁlés;coufd give an idea of the prices chaiged in the past and as to
what extent they were acceptable.

Jomestic export statistics usually provide quantity and value of the commaodities/
products exported. If we divide the value by quantity, we can get an idea of the export
prive realised by the domestic expotters. So also a look at the foreign import statistics
could give an idea of the prices paid by importers for imports of various
products/ commodities from various countries,

Export Promotion Councils/ Bureaus also provide an idea of the possible prices at
which the products could be exported.

Commodity Price Bulleting issued by the United Nations, International Monctary Fund

and Food and Agriculture Organisation provide an idea of the export, import and
wholesale prices of the vartous commodities. The prices at which the commodities are
traded at the various commodity exchanges are usually published. So also publications
of commadity oriented organisations like Internationa! Sugar Agreement could provide
an idea of the sport and auction prices. The Commonwealth Economic Committee aiso
publishes wholesale, quoted and import prices of commeodities of interest to
Commonwealth countrics. '

" Catalogues published by departmental stores of the major developed countries can
pravide an idea of the prices charged for the various products from consumers. Of
course, the exporter would have to work backwards by deducting the retail marB
wholesale margins, the import duties and the freight and insurance charges.
Journals very often provide price data about the products covered. Studies m
various research organisations including the International Trade Cenigg
the data about prices and the margins applicable at varicus distribut;

Reports of Trade Delegations could be another sources of prigaggnformation.
Participation in Trade Fairs and Exhibitions could possibly gi st idea about
the prices of the products covered by the fairs & exhibitigns as Mso of the
maodifications required in the product. .

exporiers about prices which could be obtaing
Thie two major agencies are Reuters, 85 Fleet

aondon and Unicom 72-78 Fleet .
Street, London. '

Activity 2

Visit an exporter to find out the criteria he uses to make the guote.

© Interpational Mxrketing and the Pricing Deciston

In export marketing price had remained the most important variable of marketing mix.
But, as the firm grows and builds upon its international marketing experience and
financial clout, it changes its oi:'ientation. It no longer seeks out buik buyers but
chooses to develop markets i.c., it starts on the process of consumer orientation.
Promotion becomes a tool in its hand and therefore even the distribution function
comes to be influenced. All this is result of the change in marketing goals.
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BMorheting Pig

With the change in marketing goals the provess of arriving at a specifig
undergoes z change, because the pricing ohjeclives have to remain cons
othar marketing obiectives. Various pricing stzategies adopted reflect
goals of the company. Thus experenced pricing (a strategy commonly
Japanese] reflects a desire to take advantuge of scale and gain through
Whereas pre-erptive pricing reflects the marketing goal of markel shar
sirmlarly the penetration pricing strategy refionts the marketing goal cay
market share. The emphasis of such pricing sirstegies is on vaiue mathe
alt of these straiegies reflect long-term commitwent on part of the fir

price, alsa
istent with the
e marketing
adopted by rie
volume,

& mainienance
turing a large

r than costs, and
KN ’

117 ISSUES IN INTERNATIONAL PRICING

Scveral issues have cropped up with references (o internatfonal pricing
The most important are the issue on inflation 2nd the issue on 1ransfer

With the problem of inflation being faced by aimest cvery country the
must incotporate measures to deal with it For inventery being held wo
if proper measures aren’t undertaken. NIFO (Wext in First Qut) is one
technigues Tollowed in countries with high inflation rates.

Bimilarly to this is the issue on transler pricing. Although tie optional
the same the objectives change in the arena of international pricing. Th

e teke advantage of the differential tax structure. Various governments

rules ta prevent this form of tax planning.

Activity 3

" What are.the various methods for tran

case of multinational concer ’

IO Them.

p;'ll_l.?z' HES

pricing policies
uid loose valye
of the

meilinds remain
ere 15 the destre
are faming

icing? How would its application differ in

118 SUMMARY

In this unit an attemnpt has been made 10 illusitate how the pricing decigion is taken by
the managers. The parametors that determing price floor and price ceilinlg have been

discussed. The mansager has open to him the choice of a specific price v

4thin thése

parameters. For this, a process has been breifly discussed. The issues thdi arise in
relation 1o pricing decision, when a firm enters internationa! market have also been

explained,

11.% SELF-ASSESSMENT QUESTIONS

1} What it the premtise of cost plus pricing?
Witat

ea b

Att the mElor components of a quote?

S
S

i3 What role decs cholce of currency play in the managemen? of revenue functions




UNIT 12 INTERNATIONAL DISTRIBUTION
AND SALES POLICY

¥

Ohjectives
After going through™this unit you should be able to :.

® explain the internation distribution channels and the option available of direct and
indirect distribution; >

®  identify the key clements of international distribution ana sales policy;

@ highlight the iﬁap'_ortanoe of systematic managzment of channe! members and their
motivation and céntrol.

® gain an overview of the physical distribution management.

Structure

12.1 Introduction

122 Imternational! Distribution Channels

12.3 Internaticwad Distribution Policy

124 Selecting Distribution Channels and Channel Members
12.5 Intermational Physical Distribution Management

12.6 Summasy

12.7 Self-ass-ssment Questions

12.8 Further Readings

121 INTRODYCTION

Distribution plays ad important role in the implementation of the 1 ational

marketing programme as ii cnables the products and servicds tOwgach the unitimate
customer. An international marketing firm has the option of naging its distribution

function either directly or indirectly through middlg or a Shitable combination of
the two. See Table 1. :

Exhityi 12,1 : Examples of [ 3 Riziribotion Channels
Direct Exporting to Foreign Market
International
Facilitators :
®  Freight Forwardery
&  Banks
Production location l County B ) Subsidiary's Customers in
. Fortign Marketing Sales Force B Country B
in Country A . External Chanped * Business
Subsidiary Membes : @ Government
@ Distribution Agencies
: Eﬁlelfs @ Retailers Final
ents
Indirect Exporting to Foreign Market gents Custormers

I

o Freight
@ Banks

Facilitators

@* Carricry .
Ensurance Companies

rgrnational

Forwardery

Froduction International External Chanrel i
location in _[ Characl Members. L 1 Members in Couniry C| | Césmrr:rr &
Covatry A Merchants: * Distributors . Bou_n A
* Tra¢'ng Companies # Dealers . cgﬁf;f:;cm
:Exporl Desk' Jobbers ® Agenls Agencies
gETES: ilers-Fi
® Expcit Management -(I}cmlcrs-l'—‘mal
et e uslomers.

* Export Commission
Houses ' '
* Barter Brokers,

Source: Brian Toyne and Peier and G.P. Walters Global Marketing Management, p 5i4,

i5%



Iniernationsl

Fdarketing Mix

L

Dug 16 physical distance, and aisa the.differences in geographical cult

iral and market

characteristics of the trading countries, us# of rmddlemen 1s found guité prevalen; in

international marketing. In fact, dismhutmn is, ﬂpc such primary tunc
which makes use of the services of external indébéndentiagencies that
long term relationship. Adso this function has been found to be a.dark
marketmg and reaserches point out 10 numerous dreas which CATTY [
improving the cfficiency and effectiveness of this as well as the overali
function, This function, therefore, needs 1o be managed systernatically

ions of marketing
bind the firm
continient o
tential for
marketing

and the

fermuiation of an appropriate internationat distdibution and sales policy form a vital

pary in its management

122 INTERNATIONAL DISTRIBUTION CHANNELS

distribution of their goods in foreign markets through the use of indi
using intermediaries, direct charmcis o A& combmauon of the two in i
differeat markets, -

As already mentioned, international marketers have 1he options of oLgani?.ing

Indirec! Distribution _

Indirect channels are further classified based on whether the internat]
fakes usc of domestic imermedsaries. An international marketer ther
use of the [ollowing types of intermediaries for distribution in {oreign

2} Domestic Overseas Intermediaries
& Commission buying agents
% Country-Controlled buying a
@ Cxport Management config
@ Export merchants
® Export agents
@ Pipoy backing

b}  Foreign Interrfedizries
2 Forclgn Sal sentatives
a Sale gents
stocking and Non-Stocking Agents
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¢ct channels, i.e
¢ same ar
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efore, can make
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Bipeet Datribution : Lioklng Internations! Distribution and Sales o Taterpstiona) Diziridien
Tie options available to international misrketer in organizing direct distribution M Seies W_.
renge for sending micsionary sales representatives abroad from the headquarter;

seiting up of local sales/branch oftice in the foreign country or for a region;

estabilishing a subsidiary abroad entering into a joint ventur: or franchlsmg

agreement. .

Compapics havmg long-te1n smcrcst ir internationat marketmg find it expedient to
deploy their own sales force in foreign markets, This helps them in increasing their
sales volume through commitied market development activities; better control and

" metivation of foreign intermediaries being used, and pavmg the way for smoother
transition to direct distribution end marketing.

12.3 iNTERNATIGN&i I)ESTRIBUTION POLICY

The mtema.t;onal dlsmhutwn pams:y of a firm according to Cateora, shouid cover the
: foilowmg faGtors

1) _Questloa of control, size of marg; 43, Mngih of channels, terms of sale and
channel ownership,.

N Resourac (money and personnei} commimrat plans for the distribution function
: management keeping profit poals in a foremos: position. :

3 ' Specific market goals expressed in terms of volume, market share and margm
requirements, to be accomplished.

4)  Reiurn on investment, sales volume and long run pogcntial as wel idelines
for solving routine distribution problems, and o

5) The relationship between long-and short-term goals, the exterf ik company’s
involvement in the distribution sysiem as well as the extent of 1) pership of - -

middlemen, o -
Adspting to distibution patterms ; '

Notwithstanding. the internationg! distribation polic pany, the factor of
Bexibility to adapt the distribution poticy to local condi¥gns of the foreign markets i
very crucial for effective msults, -

A Gleer understanding of the target market cha stics covering aspects sech as
traditions and conventions in the wholesaling and retail distribution patterns -

{sex Exhibit i2.3); shopping habits of customers incliiding customers reliance on
chunnel memibers for product informations and servicing; ccmmcrc:al (.erms, and legal
wguirements help define the selection: of channels;

The following trends helip to illustrats the need of the above anatyms for suitable
adapiation of the distribution patterns:

© Inihe US,-thers has been a rapid expansion of 1 sarge supemlg.rkc:s and otlwr
retril chaifis, and also the decp.vertical mtegrauon inte wholesale and
mnufmmg by large retail hpuses.

& In Swedetl.a powerful consumer-oriented coopemtwe movermeni handles a
substontizl busincss in food, petrolewrm, etc.

e In Mexico, there is a modern retail distribution for the wban peaple, and
traditional ontlets and public distobution system exists for the poor.

In Cliina, wholesalers mainly control the Chinese distribution systen,

In Japan, lerge trading companies, handle half-of Japensse trade while a lmrgc
number of wholesale and retail outlets help products to penetrate in its market.

® In Saudi Arebia, & small number of hands approved by the royal family control its . . .
manufacturer-wholesaler - retailer dnstnbution system.

© In Peru,importe=s i as distributors or wholesalers, and retailing is done typically
through retail cheins and sirest merchants.
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Ageiin In Furdlon Models ' Tednortans! MEstailon
_ . . ) C A Bl Hedlay
Ageny, known by different names and perforning varying functions in different = ‘

foreign markets, fave an historically csta_blis'h;ed place in international distribution.
While agents do not take the title to the goods, their importance stems from; local
anguage proficiency, access to linportant policy and decision-makers. Overcoming
npiness culture differénces; short circuiting the buying-selling process; and

performing the cumbersome formalities and complying with routines and prc-cedures of
the foneaml market

. Acﬁvity 4
Check whether the following questions are irue or {alse
1) The channels of distribution available in a foreign e untry are the
resuit of corporate power.

2} Channel type and rclat:onshlp mainly depend on the relative size of
international marketer rather than on a country’s level of
development.

3} Aninternational marketing firm may choose & direct distribution lo B
maintain complete control over distribution in foreign markets,

4} 1t is not necessary for a dlsmbumr in foreign markets to have '
" financial strength.

$)  International distribution pohcv shouid only focus on satisfaction
' of target customers.

Answers : 1 (False) 2 (True} 3 (True) 4 (False) § (Félsg:}

124 SELFECTING DISTRIBUTION C S AND
CHANKEL MEMBERS

Within the overz!l international distributicn poncy e [irm, the taciors of:

{t; capinal requirernents; (2) leve! of distribuy osts: M) desired extent of control : _
Cpver disiribution chaanel; {4} depth of mar ge: (53 produci-market distribution

pattern characterisiies; {8} competitive practi legal requirements; and (8) short-

1erta versus long-term involvement of the firm in’international marketing govern the

choice of distribution channels.

This is foliowed by 55%1;: development of a eriteria for the selection of specific
itsrmediaties. The criteria generally includes {actors as financial soundness, local
government contacts, business reputation, distribution network, technical support and
infrastructural facilities {esp. relating to heavy industrial goods), business experience

- and managenal expertise, commercial terms, and extent of exclusivity 1o the
international marketer. As the sclection of the channel members comrmit the marketer
_to them for a relatively long pericd of time their selection involves a cautious process
and a careful analysis and referencing. Some international marketers make us of an
elaborate process in this regard which begins with relative rating of candidate firms on
pre-determined criteria, and example of which appears in Exhibit 4.

Exiibit 12.4 : Exainpie of Distelivstor (Iieslee) Solection Critsrle

. Distributor 1 Disiributor 2 Disiributor 3
Criterfa .
fne ranh’{!g inplicd} Meipht  Rating  Score Raiing  Svore Rating  Score
1 Finaheial soundness and . : ) . :
depth of channel member 4 5 20 ] 16 k] 12
7. Markiting management -
cxpertise and -
. sephistication - 4 2 3 - 15 2 10
3. Satisfaclory tradef - . '
customer relations and _ . -
contacts 3 4 12 3 9 ' 3 9
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Risebondig BEx

Critzria T : Dixtribusor | Disiributor 2 - Distribwtir 3

._(ﬁo raniking bmpifed) . Woighs Rating  Score  Rating  Seore | : ﬁﬂ‘l‘if‘es Goors -
4. CopahMiiity 1o grovide . . S ‘ .
adequale sales coverage 4 o i; ¥ iz i 12
5. Ovesell positive reputation ) _ ‘
' and image a5 & corapeny LN 5 ] L3 12 4 2
6. Product compatibilicy o
" . (synergy or confhict?) 3 3 9 s iz 4 12 .
7. Perlinent 1echnical Know- o
how at staff level | - = — — — i —
8 Adequate redhiBical abili- . . ) ‘
ties and service support  — - — - = —
9. Adequate infrastructure in - ) E .
staff and faciities: 1 5 5 E 3 ‘ 3 2
10.  Proven performance record ) :
with client companes 2 4 8 k) & 3 6
1 Positive attitude 1oward . .
’ the company’s psoducts | .13 3 3 3 A 3
12 Mature outlook regarding - ‘
the company’s inevitable
progression in market . .
management : t 3 ] 3 3. ‘ k) 3
1. Excellent government -
refations ot 4 4 3 3 3 3
Score oo1n o ‘ © B4
ScatEs . Raring Weighting
5 Outstanding § | Criticat success factor
4 Above average Pierequisite success [actor
3 Average - -3 \Importait suceess factor
2 . Below average 2 i some importance
t Unsatisfactery tandard value
Source : Based on Finding and 2 Distributors in Asia, Business Inernalignal quoted BT oyne
and Wilters, Gloho! Marketing Wignag el p. 5id :
Afier the channel s selected it is a prudent business practice 1o enter into a

wriiten agregmgnt splling out the scope of commitment to each other and thus
minimisi @:--. sibility of disputes and rmsundeirstandmgs Exhibit 12.5 lists the items
that shoulc W€ inchided ina typlm] agnemem with the foreign Chanyel members.

Tabie 5 : Eﬂems s i:idud!e & 4 amwmem with mn‘dgn chamsel mbmbers

Na nd address of koth psmes

Diate when the agreement goss into effect

Dhseation of the agreement

Provisions for sxtending or terrinating the agieement

Description of produc lines included -

Befinition of sales territory . : .
Esiablishment of d:scoum and/ or commission schzdules and determination of whoyv and how paid.
Provisions for r g the commission or disedline schedules

Bueblishment of o pnhc:,r poverning resale prices
M aintenance of appropriats service facilities
Restrictions t& prohibit the manvfacture and sale of similzar and compcﬂlwc praducts -
Designation of responsibility For patent and trademark ncgotiations andjor pricing
The assignability or non-assignability of the a 2 t and any limiting factors
Deslgmtmn of the country and state of contraet jurisdiction in the case nl‘ dispute

BE B G SREPTAD P

Zourre ¥ A Basic Guide to Exporting. inited States department of Commerce,| p. 66 qu.qf.éd in
Subhash . Jam fmernational Markeung Managemnent p. 495,

Mativesion ml" Channe! Mernbers

In order to get the besi out of the internstional mar'(ctcr and mannci meinhar
refationship it i nscessary that ccondmic and non-economic incentives be used for the
purpose. It may ke emphasised that channel members being independént business
entities their key considesation for refavionship is economic. I the chaqme! meriber does
net ged an adeguat: economic return it is unlikely that he will put in fiis best in the
business. Tn agdition segularity of contsct, involvement in goal setting, bea\&e_r_
understanding of the infemational marketer's business, and provision of astistance in
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market development or other areas of deficiency of the calamr'e! members capability BRterec o) Danfeetlsn
prove useful for getting the channel members more than m..at they are gesevally o esid Sebew Policy
expected 10 contribute. .

®obert Douglas Su_lart sueggesis the follcwmg ways for strmgthenmg the chamnel
«.bers loyalty:

@ Build your distributor with your compaiy: bring him inte your piciure; discuss
» future plans as thcy affect his area with him, sce!c his ssdwce

@  Give your distibuter an effective profit margin; try to keep in mrind that you wang
io be in business with him for several years;, wiake hirg waznt to centinue the.
relatmnsb:p : ’

o De sure he has oredit terms which make him cumpctmvc OF moie £0, in amouvnt *
and lenpth of payment.

e Maintain regular correspondcnoe and make sure he can clearly undcmeand what.
. you have to say.

® Make a point of commenting on successful distributors in whateve'
communication you use in his area (advertising, publicity, house organs, sa]es
bulletins, and so on)

& Keep vour obvious control to a nlinimum; as hlS pcrf ormanoe lmprovcs, your
supervision can be reduced. .

® If financing is needed local]y and you have the abll:ty to help do so if hls snuanon
justifies this. :

_#® Bring the distributor.... (1o yogf'country)_on the occasion and let him see wh

goes on. )
@ Establish a recognition system: recognition certificates, cash prizes, trips; an
on. : :

& Make available rememberance items: give aways with your Compdg
perhaps, if warranted with his name too.

Control of Channel Members

Control of channel members in international distributi h difficult yet is an
important aspect of its' management. Accomplishment oWNgffles Trgets, market coverag
and devélapment goals, payment schedules, and it conthbution made arc some of
the factors on which the performance of chan ts is appraised and controlled
Constant monitoring, periodic reviews, regular c ications and intermittent
suggestions help a markéter to control its channel n¥€mbers and keep the markéter-
channel member power balance in its favour. Legal requirements and adverse impact '
on reputation must. be given their due weightage if and when the unavoidable decision
of termination of channel member is to be taken. '

125 INTERNATIONAL PHYSICAL DISTRIBUTION
MANAGEMENT (IPDM)

Phym@ ﬁsmbut:on or legistics of goods reprcscms yet another erucial element of
internétitzial distribution policy. s management includes the functions as well as costs
associated with packing, order taking and processing, and inventory control. Given the
geographical distasice, the associated business risks and the variety of transportation
modes available, the management of this function poses a difficult challenge 5o far as
the objectives of ensurirg ready and. regulac supplv of goods, in foreign_markets at the
most optimal costs are concerned.

PDM, known as the dark continent of marketing offers tremendous potential in cost
cutting and improving profitability. kt requires the use of a systems approach and the
management of the transportation, warehousing and inventory functions in an '
integrated manner, .

To facilitate the performqnée of the tedious physical distribution activities and
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- in customer service satisfaction.

proceduse, internotional freight forwarders play an important role. TtL tynizal
functions. peiformed by them are given belovr:

.1}  Figure costs, FAS or C&F, Develop most econontic methaeds. siﬁ.p'i-—?aem. w0

post, port charges, wharfage, handling, tollage, cte. at poxt of exit; cumse fogds
rate and steamship services available; consular requirements and fees, incurge
costs for terins of coverage specified in sale; export licence of import permi
roquiremsnis, : )

.2) ‘Make steamship booking; if payment is by letler of credit, ché_ck'daic' s}ﬁ;inwizt

must be onboard and expiration dais for negotiating documents, lnvestigaie
transit time from plant to pert, xid fre: time allowed so shipment will ardve in
-time and demurrage will not be Incurred.

make shipraent from plant, Nedly -

1)  Instpuct shipping department when § _
. £ and whether by rail, tre':k-, a1 or-piggy

‘steamship company when shipinent
express, giving routing, name of carr

4)  Secure pier permit, Make grrangements for defivery to*pier.

5)  Prepare export declaration showing shipper, consignee, value ond commodity
classification mamber. B

6)  Prepare bill of lading, checking compliance with all conditions and terms of sals,
shipper consignes, open or ordet noiify, fieight collect or prepaid, deseription,
ete. _ i

7} . Present export declaration to Custom House for approval and d fiver to
stearnship company. ' :

Present bill of lading to steamship

8. Hmany for execution.
") r documents (in foreign Janguage i
10) rd, sefure signed bill of lading from stesmship company, -
11} Assemble docume s of lading, commercial and consular. invoice-m, ccruﬁ.mxe
' of origin, export li » import permit, as required. , :
12) if paym ight draft, prepare draft, attach neces. v docu'uwnts'and have
exporter™s Dapk forward. If on letter of credit, present documen_!.% to bank holding -
c .

Large-siz ipping vessels, increass iz number of air cargo pianes, development of air -
cargo terminals, containerisation and other innovation in bulk transpoftation have been
successful in reducing both the trapsit time and delays but at higher costs. ¥t is '
therefore necessary that the PDM be managed in a cost-eflective manper.

An in<lepih study of the PDM cosis and an analysis of the causes of elays and '

damages to goods can point out to areas of potential savings in costs and improvemeit

Containerisation -

.. The container system, widely developed in the United States, provides a highly efficient

that theselier fills with the shipment. These containers are then sealed and opened only
when the goods arrive at their final destination. Over the long voyage| the containers,
ik ot the goods, will be handled several times. The fact that the majority of conitainess
are built to internationally recognised dimensions means that cargo handling in puris
st be: flly mechanized using standard equipments. Ships can also be phrpoac builtss
£ty an optimum number of containers. ‘ : ' '

and flexible form of transport by road, rail, air and water. Containe;s%rc large boxzs

The various advantages offered by containerization include:

1) Containers can be loaded and sealed at the ‘censignor’s premiSés or at nearby . -
. container depot, minimizing the risk of thefi. ' '

- 2} Since the goods are not directly handied during voyage, the risk 6f '-_daniage is

minimized, : _
3) Cargocanbe loadednia miatier of hours rather than days. The reductionin hamﬂing
. time at ports results in increasing berth capacity. '
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* 4) The faster turn-round enables ships to make a higher number of aniuai voyages and
reduces the number of necessary ships.

Because of the numerous advantages, bith air and water carriers encourage the use of
containers b) charging iower rates for containerized shipments,

Activity 2
Tick the most appropriate answer

[} The selection and motivation of =[fective channels of dzstnbuhoa are often crucial
Tactors for;

a) cost advantage
b} gifferential advantage
¢) political advantage
2)  Disiributors who do not take title but distribute goods on behalf of the
mtcmatsam} wiarketers are csslad
a} whi m ]
b} w

€} apunis

-~ d} oupurt erchants

3 The discretion that an mtematlonal marketer hag or wants in seeing that goods
adsgraisly get through to the customers is a function of:

aj [,‘:‘!-iﬁ'i.k’f}i
By mashet coverage

€} ot

4 Waschousing, transportation and inventory manageme =13 of:
a) physicaii.diszﬁbution_ '
) chg;mei control
¢) distribation policy
3)  Edfeciiv distribution perforaancs requiré the marketer 2nd the
inlermcdiaries:
a) acapt their roles
b) dicplay commitment to developing business
£) exhibit lewer levels of -wnﬂicﬁ
d) 28 of the above .

Angwers t I by 3¢ Ba) Sz Hd

1246 - SUMMARY

" International distribution and sales policy decision is one of the mos complex gepoet

of intemational marketing managament. Since distribution decis ons Hed

wiil their chanaels for longterm, its implications i terms of costs, § Sility, control

and repuiation tmust be examized casefully before cormittisg the devision. White an

- international marketer has the option of direct or fudirect distribution of the goods in
foreign markets, the physical distribution aspect needs systematic planning as ihis

- eentinues to be handled by intermediaries. Regular reports on foreign matkets, Foregn:
visits, deployment of salesforce abroad and an in-depth analysis of physical distribution
cost and obstacies help 2 firm to streamline its international distribution, offer supenor
customer service, and keep distribution cost within reasonable limits,
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.Subhash C. Jain, Export Strategy. Quorum, [996.

127 SELF-&SSESSM@N? QUESTIONS

i} What should be the objective and the way in regard to manzgament of the

who has made a serious commitment 1o develop its exports 10

international distribution chanaels for a garment and leather pw
next 3 years from the present level of Rs, 5¢ erores.

oducts exporter
Rs. 500 crores in

<) Study a large exporter and examine its international distribution function. In_
what ways can the prevailing distribution arraagements be made more effective.

1.8 FURTHER READINGS

Philip R. Cateora, fnternational Marketing, lrwin; 1983,

Subhash C. Jain, International Marketing Menagement, Kent, 1987,

Robert D(}uglas]‘ Stuart, Penetraring the International Marker, Amer
Association, New York, 1965,

Brian Toyne and Peter G.P. Walters, Global Marke:mg Managemenl
Allyn and Bacon, 1989.

R. Wayne Walvoord, Tm Steps to Successful Exporiing, Amacom, ‘
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BLOCK V INTERNATIONAL MARKET
SELECTION AND
SEGMENTATION

This last hlock of the course on international marketing deals with the planning and
conirol aspects.

Unil 13 deals with the issues and practices in internaticnal market selection.

Marketing Research precedes all sirategic planning activities, Unit 14 expiains the
process of marketing research used. for-overseas markets.

The last unit deals with the strategic planning process issues in international planning and
control. The planning and control seguence is alse described.

¥







‘UNIT 13 INTERNATHONAL MARKET
| SELECTEON |

Objectives

-fier going through this unit you should be able to;
. % explain’the _factors influencing market selection decision :
# describe the proéess for undertaking market selection and segmentation

@ discuss the strategws 2dopted by the firm which underiaking the market sclectlon
decision. .

Structure

13.1 Introduttion : :
132 Factors Inﬂucncmg Iriternational Market Selection and Segmeruauon
13.3 The Process of Market Sclection
“13.4  Some Strategies
13.5 Summary
13.6 Self-assessment Questions
137 Further Readings

13.1 INTRODUCTION

In the preceding units we have iatked about econemis policies of India,© &
“Methodologies for underiaking potitical, cultural and economic analysis. Al ¢ :

analysis were essential for answering the question of which market to eff®NIn this
unit the topic is carsied further. Here an attempt has been made 10 as
questions—what should the company’s corporate market porifolio 100 pAn (erms
of number and types of market held and what is the process fo ling to such ap
answer? Put more simply, the company must answer how many will i

capture and what would theéir characieristics be like, and Ju j
musk answer whether it will build, abondon or divest ‘@ Erket.
headquarters sitilar question regarding India as country arke must be answered.,
Moreover, they must at the headquarters and degidg how Miany countries like Indiz
would they handle. :

Activity I

How does ECONOMIE, polltlcal and cultml amﬂym hclp i e process of market
selechon" :

132 FACTORS INFLUENCING INTERNATIONAL
MARKET SELECTION AND SEGMENTATION

Every company whl]e selecting a particular country as a market attempts at’
achieving the best fit between the market requirements and the company's abilities in
meeting these requirements. As a result, the factors lhat come into consideraiion,
'wluie planmng the international market s:}ectmn and segmentnnon all the facrérs

£5%




internstions! Maorked Solection
and Segmentation

~position of the pro

whethier country market £ choss or soes ny factors. ithe 1act0rT ma} be studie in
greater dethil as under: . :

_Country Market Fretors : The crusiry markef factors may again [be subdivided

under three heads viz:
o Pmducll factors
s Marketing lactors -

# Market factors

Product Faetors ; The praduct characteristics and the transactmn characteristic p]d}
a vital rolé n market selection and segmeéntation process. The degiee of
specialisation, the vaiue, the leval of standardisation and the position in [PLC )
{International Product |ife Cycle Curve) all influénce the miarkst selection’ process.

The degree of product specialisation will by itself eliminate several country market.
Thus 1BM wishing to market super computers would find small nFarket because of
the product specialisation and value factors, On the other hand, Nestle may choose
viriuaily any country as its market.

Similarly, the degree of standardisation may also influence the market selection
process. Here standardisation refers to standardisation of bath pre transaction and-
post lransaction measurey like after sales service. Thus, a company may be forced to
eliminate country markets either becanse the product does not megt with Zhe
country, specific market established requirements or because it dops have established
after sales service. India in its recent Import-Export poelicy elimingted many
companies manufacturing the essential life saving equipment by simply including a
clause on after sales service. :

The position of the product on thNLCK Product Life Cycle Curye} of any given
markei and on the [PLC alsaeiniluen™S the market selection and [scgmentation
process. Most compunies ter internationz] markets not by choice but by the
fact that they fiAd their d¢ # markets drying up. The desire to survive and grow,
forces them o go- gl interndt:onal markets. Even then, they must establish the
pthe P1.C. Thus, product pasition on PLC infleences the

market selettign pro

Misrket Fap t The cultural, political and teonomic analysis help in determining

e of miarket for undertaking the market selection and segmentation process.
egarding the size, stability, growth potential, uncmtainf.y and competition
red. These guestions help in deciding which markets to eliminate and which
markets to concenlrate wpon. Consideration to such factors is necessary for-aligning
the market requirement with company abilities through a marketing strategy. Very
often 4 company may have 1o choose between size and growth potential. The

. emphazis it lays an a particular variable through its strategy may mlreiy be an

outeeme of the company's abilities and goals.

Miarketing Factors : The company being'an cccnomic entity is influenced by
economic gains while selecting and segmenting a particular market. It considers the

- costs and the nature of the costs against profitability of the market or the sates while .

assessing the choice of the market. The costs is the outgrowth of product
characterisiics and market charactemtlcs How much a company spends on each of
its four Ps of the marketing mix depends upon these factors and the eniry strates:
adopted, The profitability is judged on the basis of sales made. Tywo most frequscsly
viewed responses while undertaking cost benefit analysis are the concave sales
response function and the S- shapcd functions. In the concave sales response function
the bighest refurns are noticed at the lower levels of marketing expenditure because

-of the shape of the sales function. This is essentially an cutgrowth| of the fact that

the market ts ripe for accepting the product. Here segmentation isstes become '
predominant if maximum gains are to be cropped (reaped). -

in case of the--S-éhapcd sales function, it is assumed that a market has to be created
therefore the highest returns are yielded just before the diminishing returns set in and
after the marketing blocks are overcome.
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‘Sales ($)

-t
S
I

- Marketing efforts (5)

In the exhibit above curve represents the concave sales ‘Function whereas curve A
represents the S-shaped sales response. With every increase in marketing efforts (E)
the sales response (S) can be gauged The impact of the predicied sales response.
function an the choice of market is clear, however, it must: be pointed out here that
marketing ¢fforts by themselves can be of different types therefore 1he response
would be dependent upon the type of marketing cffort pianned. Thus, a company .
indulging in Mail Order business may observe lower communication casts as agaMyst
a company wishing to set up i1s ‘own facilities in the specified market. The anglysis
must, therefore, revolve around similar marketing efforts. -

'Aﬂlvliy 2

a) How can a new company with 2 technologically new prodm:t undemale o siini!ﬁr
analysus for thc purpose of markel selection? ) o

b) Determine whcther thc sales respanse l'uncuon in the above case will be
8- shaped or concave,

Company Factors : As the process of market selection involves a match betwees
market factors and company factors, 11 becomes necessary 1o snderstand the
company factors. The company factors may be divided under three heads—the
management risk conscmusncss. the company goals. and the company's resources,:

. The management's risk ¢onsciousness determines how the- commpany will percieve
various risks while undertaking country market analysis.” Infait SDbjECIS like

" assessment of political risk depend directly on how the company perceives the nsk
The company goals can also influence the markct selection’ and segmentation process
for they provide the foothold for direction. The company's résources both ﬁnanctal
and managerial influence the market selcetion process. 1nfact the financial strength
of & company may Torce it to choose a made of entry indpite of its not wanting to do

.
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so: Similarly, the management’s export market experience may determine the choice
of market even when the macro analysis may be against the choice,

The fit between the company factors and the country market factors broadly ar.

the question as to which country will be selecied. But, although they represent the
factors, every company must determine a process for market selection. This is the
issue which is addressed in the next head, Section below. :

133 THE PROCESS OF MARKET SELECTION

&

: A, At .
Every company is forced to addréss'the question of which market to enter. Even
after entering the markels a company must answer questions like, showld it build,
divest or zhondon the market it has entered: how many such markets should it hold

50 as to maximize its economic benefits; how best to export to the chosen ‘market,

To answer such guestions every company must formulate procedures; policies and
adopt strategies which aliow it to keep ihe focus on both country. market factors and
company faciors.

Since the process of market selection begins with an attempt to match the market
requirement with the company’s ability, the first step involves defining the market
and the company’s ability. This step is followed by identifying the section of the
market 10 be captured or market segmentation and the final step involves
determining the number of markets to be held.

Ms_rket Definition

When a company is foreed with@gtero® neous international market, it becomes
imperative for the company to de market. Market definition is usually one
dimensional i.e. a compa define the market in terms of country characteristics

ot in terms of product ¢ @ stics. Such a definition must also include a time
frame and a reference to cOmpelition. The time frame is essential hot enly from the

poini of performa asurément and contrel but aiso, for Eiving direction. Thus, a
short term market #i8n would involve a tactical concemn. Similarly, defining the
competition id help in knowing precisely how the market is not being served,

thus, it waf poway for the company’s positioning, Since market definition
breceedes sefiigentation it becormes necessary for it to be specific, Market definition
mus ompas$ both served and unserved markets. All this makes it necessary for a
co undertake the rechanical exercise of market definition.

Mneket Sepmenistion

Having defined the market it becomes necessary for the company to identify the
relevant segment. This is known as market segmentation. The process of
segmeniation must clearly lay down the niche in terms of measurability, accessability,
profitability and actionability. '

Measurability

This involves identifying the market segment in terms of size, purcTasing power and
consurer behaviour. Since international markets are_heterogénous'the concept of

measurability has been flouted all 100 often, all the same some effective criteria must
be developed by the company. ’

Accessability

How effectively can the company reach the ideatified segment must also be spelled
out. Here again, the existence of heterogenous markets makes the task more difficult.

Frofitability -

Since the firen is an sconomic entity, it must make sure that the identified segments
are profitable. Here also the existence of heterogeneous market compound the sk,
Many new costs are.added white adapting 1o the identified segments. Market tarriffs :
also infiuence the cost structure. The company must ensure that the size of the

! itified segment shonld be large enough 10 recover these costs.
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Actionability

The last factor but, by no means the least, is actionability. Every identified segment
should be capable of being captured through effective marketing programmes. If an
identified segment cannot be tapped it is useless from the point of view of the:

- company, however, profitable it may be, -

The process of segmentation is the most crucial step for the surviva! of the firm. ltis
here that the company’s resources are matched with the identified segment. Wrong
choices may lead to the decline of the company. This step is more or less in line with
the siep on market definition. If the definition is based on product characteristics
then the segments are identified using product indicators else the segmenis are
identified using general market indicatars. It must also be mentioned here that in
international ‘marketing the process of segmentation involves two levels viz. (a)
Country market level and (b) customer market level,

The next step in the process is usually associated with companies who bave been in'
the expart market for long. They must know which market to build, which to divest
and which to abondon in erder te optimize tieir return on investment. In other

words they must define the direction af growth. '

For this purpase mast companies use the country sttractiveness/ competitive strength
matrix as shown in the exhibit below.

Expore Market Selection: Sirotegies and Assessment

High Py
.

Dominate/Divest
Jeint venture

Il

AN

Selectivity

|:|||| ""
Ol kit

i

High . Competilive sirengths Law

Country a{tractivencss

Such a matrix-helps in identifying invest,-’.grqw countries agéi.hsl Harvest/ Divest
countries, : o

However, before using such a matrix the company must ensure that

o Contributing factors are identified _

® their relationsﬁip and direction have been established

+ weights have been allotted 1o such factors.

It must alse realise that such an analysis does not take into account
® the risk of international operation
€ cost of entry into various countries and markets

¢ shared costs in international marketing.

Keeping these facts.in mind it becomes simple for a company to identify the markét_
on the basis of growth, divesture. The various countries that can be identified on
such’ a matrix would fall under any one of the failowing heads. '

Invest/Grow Countries : Such countries call for a high level marketing comsiitment,
They represent a large market size which can be tapped through investment in pecple
and capital. Here it becomes necessary to maich the products with the marketing
requirements,
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Harvesi/ Divest/ Licence/ Combine Countries : They represent the direct opposite of
invest/grow countries. Because the country attractiveness is low angd competitive
strength is also low, such a country must be harvested. A growth of market share'in
such a market would demand an equal.increase in marketing efforq wiping out the
gains if any. Therefore, in such countries it makes more sense 10'sdll out, 1o maintain
a close watch of cash flow and to follow a pricing policy which wiil minimize tiv
investment in such countrics 1il} the operations are abondoned. '

. tnternatismad Market Scloction
and Seﬁmmmion '

- Dominant/Divest Counteies : Such cousitrics rank high on country| attractiveness but
" low on competitive sirengths. Therefore, the choice rest in either of the allernatives,
to sell owt or to develop competitive sirength to reap the apportuajties oflered by
such a market. If one wants to reap such benefits then he must angtyse the market
more closely in terms of cash required to build the strength and the potential profits.
. Io such decision, time frame and corporate profiiability become important issues,

Stlectivity Couniries

Such countries fall in the cenire of thic mairix representing the fact that they ase neither

kighly attractive countries nor highly inattractive. They also represeng in coimpany terms,
‘a position that can be built or braken. In such situation the company can cither unite the

market or build the market by |ntruducmg new product features, through technological -

" While the above pr

market or an established market as the base market. All other mark

upgradations..

Such an analysis helps a company competing in the global scene to

resources more effectively. [t knows Which markets 1o divest and whick 1o hoid.

Even within markets it answers questions regarding which segments
absence of such an analysis the cor
of losers in the market portfoliognd t
guestion,

ate profitability would fall because of inclusion
company’s survival itself may come into

use its Jimited

to build. In-the

134 SOME STRRBAGIES

durc broadly outlines the country selection i
strategies

framewo { the approaches have been discussed as under.

e vs Proactive Approach .

Whe

Raprexporter enters into foreign market on the basis of an eng
him,

h&has ‘r'e‘s'oi‘ied lo.the reactive approach.

Such an apprua(.h for market selection reflects absence of planning,
such cases result from earlier participation in international markets

firms belonging te countries rated as attractive, The objectwc unde
made of entry can normaliy be classified as ‘short-term prafitst, Thy
exporters in India who procured enquiries through participation in

In direct contrast to the above approach is thé proacnva approach ¥
pracess of market selection is followed. In such an approach 1he int

experience. Such an approach reflects marketing orientation, Japan
witere proactive approach towards market selection has been activel

While the above approach reflects the theoretical difference, in rca!l
would pursue both the modes of market sclcctmn

Expansive vs Contractible Approach.

proa®hes are available 1o the management which i within this

cthod various’

uiry received by

The enquiries in
or threugh

‘contacts established. This approach is {requently used by sejall dndJmiddle sized

lying such a
s, many
nternational

trade fairs reflected a passive entry mode or a reactive method of market selection.

vhere a formal
Ernationai

~marketer has to develop an organisation with strong international marketing

reflects a country -
¥ (ollowed.

v ey firmi -

If the firm decides to follow a proactive approach then it has two options for market

selection. It can foliow the expansive approach as against the contradctible approach,
The expansive approach. presuppaoses a bench mark i.e. it either uses the home

Bis are screened

on the basis of the similarities that exist. Thus it reﬂects the ::xper.c nice based
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market sefection approach. The clustering techmigue or the Nearest Neighbour
techinique are examples of the expansive approach. They resort to cither
environmental proximity. or trade policy proximity lor eliminating unwanted
markets, The other 1echnigtie whick' fall under the expansive approach is the
temperature gradient approach where the countries are classified as moderate, hot or ,
cold of the basis of seven variables. These variables are political stability, market
apportunity, economic development and performance, culmml unity, 1ng1 barners
physiographic barriers and geocultural distance. :

Internaticne) Merkel Selection L

As against the cxpanslvu approach is the contractible approach,

in the contractible approach the markets are firsi organised on the basis of (a)
general market indicators and (b) specific pmduct indicators and then screened
against knoek out factors.

Normally. this appreach involves two steps for market screcmng, they are gebgraphn:
segmentation and customer segmcmauon

Geographic Segmentaticn

This step is again further sub-divided into twe siages (a) information stage (b)
decision siage. In the information stage. infermaston regarding the general market
characteristics and product charagtevisiics & vollected. Here it must. be pointed oul
that the information collected wilh have 40 doa! with ever changing variables,
Therefore, seme criteria- for allowing fud stsh change must also be 1aken into
accaunt, . -

The data so cotlectcd is further sub{lmded under the heads of pmhlbmve rnarke;
faciors .md prohibitive product facters.

- A prohibitive product fgctor may he factor which contrast against gcnefal marRgt
factors. Therefore, such a-market or preduct may be comfortably be kno ol
Similarly, a prohibitive market factor may be a barrier imposed hy the gove nt;

oui on the

The markets which remain after such an analysis may be further %
- basis of established knock out factor. This is known as the decasm apgl

Customer Segmentation

“The markets which remain after step are further pey ut b a quantitive and
qualkitive analysis of demand and supply data. -

" On the demand side data regarding consume aviouPfor both consumer and _
industrial products must be collected, Simi the supply side data pertaining to

" quantity produced, no. of producers, distribu stem must be coilected. This data

is again matched with the. market characterlstlcs and product characteristics to arrive
at the final choice of markets to be tapped.

Activity 3

Visit an exporter and "determine the strategy followed by him lor export market
selection. Why does he lollow that parncular strategy'?

13.8 SUMMARY

The discussion in this unit centres around market selection and segmentation ;ssues
These issues are faced by a firm every time it wanis to enler a new market,
Therefore, they are very often evatiated as expansion of growth strategies.
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13.6 SELF-ASSESSMENT QUESTIONS |

'Gcrald Albarum et al,, International Marketing and Export Managemeni,

The basic thrust of the unil is.on answering two pestinent quiestions| L\'lz which

markets to enter and which direction to build, To answer these questions, the facior
influencing international marketing selection and segmentation are discussed.
Procedure has also been outlined for answering these questions: Some approaches
commonly followed by international firms have also been discussed“

[
1) What are the factors mﬂuencmg the markei se]ecuon decision? Prow do company
factors modify the market factors?

2) Market definition i is one dimensional, Explain with help of marketmg strategies
adopted by a {irm.

3) Using the contractible method select a market for a company ma{rkclmg shoes
" intérnationally. )

i3.7 FURTHER READINGS

A Decision—Wesley Publishing Company, 1989,

Warren J.- Keegan, Mnrernarional Mar&e:mg. Secand Edmon Prentice I-Ia]l of [ndia
Private Lid.

Cateora and Hess, fnternotional MdNgeiing3 Third Edition, Richard D. Irwin, Inc.
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UNIT 14 HNTERNATIONAL MARKETING
RESEARCH

‘Objectives

After going through this unit you should be aﬁ!c to:

& explain the scope of International Marketing Research _
e describe the procedure for undertaking International Marketing Researcﬁ )
& describe the techaiques available for International Markcting Research

* plan a field research . - .

. descrlibc the technigues available for interview

. analyse the data collected

® prepare a project report.
Structure

14.1  Introduction s

14.2 The Scope of International Marketmg Research
14.3 Procedures of lnternational Marketing Research
[4.4 Techniques of Internationz! Marketing Research
14.5 Planning of Survey Rescarch '

14.6 Technique of Interviewing

14.7 Anpalysis of Field Data .

14.8 Preparation of Research Report

149 Summary '

14.10 Self-assessment Questions

[4.11 Further Readings

141 INTRODUCTION

Marketing research can be defined as the systématic study and evaluation of all

" factors bearing on any business operation relative to marketing of goods and service
Logically, marketing research begins before production starts- -in fact, even before
the factory is built or the plant is set up, and continues as long as the business
remains in operation. Although marketing research is invaluable in the solution of
business and marketing problems, it is by no means a substitute for sound business
judgement based on knowledge, experience or even intuition. It is an aid and a guide
to the managerial decision-making process. It eliminates or réduces guess work by
providing facts and throwing light on the areas of enquiry. Objectivity is at the heart

_ of marketing research. '

There is no difference between the fundamentals of international and domestic
marketing research, The research process is basically the same wherever it is applied.
Generally, the tools and techniques in foreign and domestic marketing research
remain more or less the same but the areas of jts application are divergent, creating a
variety of operational problems. The environmental factors; for examplc that are
relevant for marketing may vary from country 10 country or specific mformatton
needed in one coyntry may not be required in another. Within a foreign
envirenment, the changing emphasis on the kinds of information needed, the

research tools and techniques frequired to collect the information and the difficulty in .

implementing the research process constitute the real problems in international
marketing research.
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142 THE SCOPE OF INTERNATIOMAL MARKETING

RESEARCH

The seope of international marketing research covers a wide rangd of marketing -2
environmenial factors that can affect @ product’s in a foreign market. These facty:
can be broadly classified as .

i Socic-geonomic and political profile of the country
2y Size and rend of the market
3 Strucwirz of competition

4] Rules and reguiaitons

Socio-economic and Poilitical Profile

Information vader this caiepory includes a wide variety of daia on factors like « size
of the populaiion; nationral income and principal sources; pef capila income,

-standard of living; cultural atiributes; geographic and-climatic conditions, political

system and nolicy eic

it 15 alse necessary 1o {ind out pelitical and econamic. relations of fhc LOUnRLTy wiin
gther countries, including the country of the exporiing company, and the country™s
political status among the international trading community.

Size and Trend of the Yerkel . -

Several factors enier into the anslysis of the size and growth trend of the market for
specific product greups. These includ®gdaia on indigencons produrtion and preduct-
mix: direction and seurces of & import; size and trend of| foreing trade;
proporiion of naticnal cofisumptic hic product supptied by the domestic
industry; price behavioug market; future growth prospects, cte, : ,

The study of com iructure of the market is very important| foe an imtending

exporter. The strengfn of competition is a key factor that musi be taken into account
pgrter ddcides to enier a forzign market. The competition may come

Wsupplies as well s from other exporier into the same market,

pay come not only from the similar produets dut also from substituie -

For example, for a coffee cxporter, other coffee suppliers would be direcs

€0Y rs and ted or coron suppliers would be indirect COmpetiters,

ving 1he strength and structure of competition, a number of specific factors
are iv be taken into consideration, such as : ’

# Whai are the competitors’ shares of the market?

s 15 the marke! dominated by & smail group of large-sgale suppliets o7 a large
number of small suppliers?

€ What are the marketing strategies of the competitors, including product range,
pricing strategy, distribution channels, promotional techpiques and the like?

7 Y¥hat are infrastructural and institutional facilities available in the market and
iheir cost; for instance, transportation, warehousing, finance, insurance etc,

@ What are the commercial and business practices, norms, ethical standards ste,

There and many more similar factors are required 1o be considered| in order to chinly .
out & competitive profile and the market, highlighting the strengths and weakne

of competitions. .

Rules and Regulatinns

Rules and regulations governing a foreign marke! are many z2nd diverse. The rules
could be broadly divided into two areas, namely (a) rbes governing entry conditions
of foreign goeds into 1he country and (b) fules governing intzrnal husiness practices.
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. All couniries regulate impori of foreign zoods by various means such 4%, Nposiiicy
of complete ban or of quantitative quotas on imports; tariff barriers; non-tasiff
barriers of 2 wide variety; currency and ficéncing restrictions; internat tax sirusturs;
aroduct specifications. and standards; health and safety regulations; promotional

thods; branding, trademark and patént regulations; and various kinds of
-zatrictions on business refationships and dealings between the exporting and
importing organisations. it is impertant to examine the impact and implicationg of
these factors on the conduct of export businass, ' '

Following is a checklist of infermation required for sssessing market po.iemia] in &
foreign country : ' : : '
i} Sccig-zconomic and Pu!ﬁ!&éi.?mﬁ%e

¢ Population—size, growth, composition .

# Gross Mational Product

@ Per Capita Income

& Balance of Payments

e Industrial Structure

s Colturs! Atsibutes

e Climatic Conditions

& Political System
2) Size and Trend of the Markat _

# Indigenous preduciion, volume and grow:h

& Direction and compogition of foreign trade

@ Consumption patterns and irends -

& Markel Segmentation pattern

¢ Demand trends
2} Sim&:ma‘é_uf C&mpesiaﬁen

# Direct and indirect competition

& Nature of competition -

o Competitive shares of the market

s Standards and specificstions of competitive products . A

o Competitive marketing strategies .

& Business and commercial practices,

¢ Trademarks and patents
4) Rules and Hegulstions

@ Market entry regulations

e Tariff and qnn—t.ariff barriers

& Foreign exchange regulations

e Iﬁiemal taxes .

L] Heal'ths and safety regulations

s Trademarks and patents regulations

o Regulations on marketing practices and promasional methods.
In addition 10 collelctin)n_and analysis of in_formation.on markets and marketing
conditions oblaining in foreign countries, it is necessary ic conduct research on
consumer characteristics and consnmption habits of people: product prefereness in

terms of attributes like size, shape, siyle, colour, taste, materials, performance,
packaging and the like, Marketing practices with regard to sabes and Jdighibution -

channels, pricing mechanism, advertising and sales promoetion after-sales serviges cte.

arc an impertant area of reszarch investigation,
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SuTvey,

The foregoing are only illustrative of the various areas of applications of
international marketing research and by no means are exhaustive. Marketing
vesearch 1echniques could be applied in any areas of business on which information -
is required to plan and conduct internaticnal marketing functions.|Belore condier:

-research, it is therefore necessary to carefully define the specific information neer .

light of marketing problems required te be solved or decisions to be made. It is
therefore of uimost importance that appropriate procedures and methodulcgms are
followed by the researcher in planning and condjicting international marketing
research.: :

14.3 FROCEZDWRES OF INTERNATIONAL MA&KETING
RESEARCH

The lollowing are the basic steps in planning international marketing ressarch :

i} Definition of the objectives of research in light of marketing prbb]em to be
investigated and decisions 1o be made.

2) Determining the information required to Ihmw I:ghr/on the problem to be
solved.

3} Determining the methodologies and planning the collection of information..
4) Actual collection of information from pre-determined sources.
5)  Analysis and interpretation of information,

6) Preparation of the report.

Definlng Research Object]

The first siep in starting ( gess of international marketing research is 1o define
the objectives. The glear defifffion of ohjectives helps the researcher o identify the
appropriaté sources mation and select 1he suitable miethadologies for
goilection of informatfon.

Determéning formniion Reouired

ation required in the light of rescarch objectives has to pe listed out for
' data collection. For example if one of the objectivek if to find out the
market otult:al for 4 new product, it is necessary to spell out the specific kinds of
information that will throw light on market potentlal 50 that research cain be
planned to coliect the required information. :

Determining kethodologies

For collection of different kinds of information from various sources, different
methodologies are used in marketing research. For example, the method of desk
research is used to collect information from secondary sources and survey research is
used to collect data from the primary sources, In desk research various kinds of
statistical or nen-statistical techniques are used for compilation and analysis of duta.
Similarly, in survey rescarch various techniques are used for generajing quaniitsiivs
and qualitalive data on the objectives of the reséarch study. The reliability and
validity of the data is closely related to the sources and mcthodolod_‘ies used for ihe

Aciusl Collection of Information

Actual coltection of data involves appropnatc planning of f'eldwork for contactmg
respondents or other sources for the survey. Respondent contact can: be made either )
personally or via mail or telephone, depending on the nature of research. It is very
crucizl stage in conducting survey research, for on the effective conduct of fieldwork
witl depend the success of the survey
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Angiysts and Interpretation _ o : AL e o

The field data coliected via various methods are to be properly edited, analysed and
interpreted in the light of the research objectives initially set out. It is important that
analysis and interprelation is done in an objective manner in order 10 avmd the
possibility of bias or any kind of subjectivity.

Preparation of the Report

I'he int’qrmatioﬁ'and data colleeted through reseasch is, after analysis, presented in
the ferm of & report. The report usualiy condains not only the findings of the
research but also the comments and recommendations of the researcher.

144 TECHNIQUES OF INTERNATIONAL
MARKETING RESEARCH

The techniques of conducting internatiosal merksting reserch can be divided into
two broad categorics which are comp: meatary in practice. These are @ Desk
Research and Survey Research (whici iy also cilized sampie survey, field research etc.).

Desk Resesrch

iesk rescarch basically involves coilection of snfermztion from documentary sources
or other published and unpublished sources, In other words, informaten and data

already exist in published or unpublished form. Through desk rescarch the sodgees of
such data are searched and relevant documents, publications etg. aré collegted. TH
stage of scarching for sources of published or what is also called secondary
also referred ta as bibliography research ar library research, Search [psbe so
of secondary data er the collection of documents eic. is only the pr

desk research. The actual desk research involves compilation, proceMging ghd analysis
of secondary data in accdrdanre with the objectives of reseag .
In international marketmg research, desk research plays & ver portant role. In

sespect of most of the countries, a good amount of g
market infosmation is avaﬂable from secondary sou
countries industrial and. économic profile, government

| ecoBomic, political and
mation on the
licies and regulations, size,

composition and destination of foreign trade st of viher general information js
often availabale for desk research. Very oftc sk research may serve the
purpose when limited 4nd general types of info oz s required. Desk research

also provides background informaiion for selection of the most promising foreign
markets for in-depth investigation. [t can also point oul specific factors that should
be carefully looked into, [esk research therefore could be used for general and
limited information on foreign markets as well as the preliminary step for effective
9idnn|ng and conduct of survgj,:esearth in foreign countries.

Swrces of Dae:

i
* The key to successful dcsk reaedrch 15 the knowledge of how 10 find out relevant
sources of required uatd and how to collert and make use of them. There couid be
numerous specific scurces of information but it is not possible nor necessary to tap
all such sources. 14 is therefore necessary 10 classify svurces acc'ording to their
relative importance. The principal sources of information can be ctassified under
apemfac categories like :

a) Government sourcds

. i
by Semi-government sburces
c)  Private sources, and

d} international sources

Government Sources

All governments in all countries generate a wide variety of information and data that
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are uselul ang relevant to marketing. Information provided DY GOVLTOMENIE CUVErs
wide areas like population, economy. policies, peogrammes, indlstries, institotions,
rules and regulations etc. and published in the forms of reports, documents, journals,
notifications ete. The governments in different countries are the largest generators of
infornsation and data useful Tor iniernational marketing.

Semi-povertment Sources

In many countries there are specialised semi-government agencies or institutions
charged with specilic 1asks such as monitoring of consumption trend. fareign trade,
industrial development, income distribution, purchasing power of people, health,
sducation ete. These institutions usually carry out reguiar studiey primaiily 1o help
and ghide governmeni policy-making. The reports and publications of these
inslitutions contain valuable inlormation relevant (or marketing.

Private Sourtes

There sre research institutions, publishing houses, banking snd financial institiions,
chambers of commerce, trade assetiations and 2 host of cthers similar organisations
which collect, process and disseminaie different knds of information in their
respeclive arvas of cancern which could be relevant to imternmional marketing,

imternutionst Soyrces

Entetnationat organisalions within and outside the UN system pablish a wealth of
statistical dats and information refating to markets. The imporiant ones among these
organisations are © United Nations, Food and Agriculiural Oreanisations {FAQ)
International Labour Grganisation (GY United Nations Conleeence on Frade and
Development (UNCTAD): UN Bgenomlic Commissions; Internatipnal Monetary
Funds (IMI): Orpanisation for Eo ic Cooperation and Development ({CECH),

interrational Trade Cen L} and 2 number of others”

Many developed countri set up mport Promotion Office’ (1PO) 1o assist
developing countrigglo export their gonds to the developed courntry markets.
Valuable informan oreign markets is available from the 1POs of different
cauntries,

The dipi sions located in the exporter’s country can ofien provide a great
deal of infolgatian about their respective countries and guide the|researcher on

ot Jurces of information. A plethora of individual sources of secondary

n, as described above, are available at the asticnal and finternational lavels
tesearch, A desk researcher has fo be selegijve in.choosing the a puroprizie
material for research—-otherwise ne migh get lost in the wilderness of irrelevane dats
which he poes not really need. It is therefore important that the researcher evaluates
the sources in term of his particular need. The following criteria could be used for
sxaluating sources of secondary daga: h

Cuverage : 1s the source likely to caver the subject of research comprehensively and

precisely?

Level 1 is the level of information too high, too low or just right to the purpose of
research? ) ) :

Emphasis : Does the material focus on the most relevant aspects of the subject? -
Timeliness ¢ ls the material up-to-data or nutdated for the purpose|of rescarch?

Accuryey : How acenrate and reliable the information is? Who atiginaily cotlected i
and lor what purpose?

Survey Researeh

The main difference between desk research and survey research is that is case of desk
rescarch the data are already available to research whereas in case of survey research
daiz are generated in course of doing the research. Most of the desk rescarch on
foreign market can be done in the exporter's country itself but survey rescarch has to
be carried out within the potential markets abroad through direct contact with
people there, Often desk research provides the general background orframework for




planning and conducting survey research far collestion of primary information
specific 1o the exporter’s needs,

145 PLANNING OF SURVEY RESEAR@H

Before survey research or field research is undertaken i ina fcmgn coumwy. & demled
plan shouid be prepared covering the followmg poinis ;

4]  The scope of research

b} Definition of universe
¢} Methods of Sample Selection
d} Technigues of inferviewing ¢ _
e} Analysis of field data

f)  Preparation of research report

Scope of Research

To begin with, the scope of research has to be c,l-early dt:scrlbec! covering thc purpose
of research, information to be collecter and from whom, geographic areas to be
covered and the like. The scope proviuss the remework within which Jesearch will
he conducted in the foreign market.

Definition of Universe

It spelis out the *universe” or *population’ sulected for the survey. For example,
survey may be carried cut-among the end-users/consumers, importers, distribuligns,
retailers, Industrial buyers, representatives of chambers, trade associations,
government departments and agencies or any other groups of people concern

the subject-matter of research or whe might provide information, opj#ing or views.
thal would be useful lor the purpose of research. The ‘universe’ is i
particular group of pecple or organisations from -which sample is 1af

KMethods of Sample Se?’&_ﬁiqn

Yhen doing survey rescarch, it is wsually net possible terviel every user or
importer. distributor ¢tc, of a compaay's product, T herefore be some
methods of selecting respondents. This is done by sampigg. The usual practice is to

draw smaller samples from the relevant ‘unive
sampies should be renresentative of the entire N
terms of their characteristics as well as geograpindGeaiions.

eoied for the survey. The

There ard differeat types of samples. The threg basnc iypes normal!y vsed i market-
research are : : :

% Random sampiing .
& Quota sampling

2 Cluster sampling _ _
Random Sampling method €asures that every ‘unit’ or ‘member’ of the universe has

an equal chance of being included in the sample, i properiy drawn, the random-
sampla provides most accurate statistical resu!ts

ucty Samphng is based on selection of ‘unit’ in the same propartions of
charucteristics as they exist in the universe, The charactéristics used as “yuota’ are
pre-determined and their proportions in the * unaverbe ‘must bc known in adva.adre for
traswing guota sample.

Lioster Sampling involves dividing a geographic arca (say, a town or disiricls nio

smutter areas {wards or blocks). From these smaller-arcas, a sample of aim awn
sadon and then every relevant ‘unit’ within the sample areas are sur
b international marketing roscareh i often becomes necessary to modify saipiing

techigues 1o suit varying field conditions. However, it should. be ensured thet the
survey findings do not get unduly biased or distorted due to wrong applicaiion of
sampiing technigues, '

tnierntionsl Merketing Reseesel
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& Personal interview -

14.6  TECHNIQUES OF INTERVIEWING

A variety of techniques are used for gathering first-hand information in the field.

Different techniques are usefu! for different kinds of investigations—some of them

“are quite complicated, costly and time-consuming, such as psychological and

projective techniques or techniques of product testing, However, there are three basic
techniques which are most commonly used in international markgt surveys. These
are: [

@ Telephone interview

& Mail or postal survey

Personat. Inurv}ew

Thc face- lo-face personal interview is the most effective and reliaple method of
collecting information at the consumer as well as ind ustrial fevels of market research.
For personal interview, the interviewee or the rcspondem is selected using one of the
sampling methods described above.

The interview may be cond ucted either-in a structured, semi-structured or
unstructured manner, The strugtured interview is conducted strictly in accordance
with the structured questionnaire mostly using closed-end questiohs. The questions
are asked in the same language and the same sequence and apprdpriate answers are

marked/ticked as pre-coded on the questionnaire or recorded verpatim in case of

open-ended questions. Unstructured, interview allows for a more free exchange

between the interviewer and the resp dent, without sticking to a set list of questions
as in the case of structured inte e semi~structured interview is a comhlnalmn
of the two types mentioned above.

Telephone Interview

iew serves limited but very useful purpose. It.is limited to only
ted over the telephone and is more suitable for asking a

The telephone int
those who could b

few short angsi questions. It is quick and less time consuming It is often used
to identify i ind of respendent for subsequent personal inlerview or to
contact b xeciftives for quick interviews.

Y |
The or postal survey can be.conducted in a foreign market from the rescarchers

home country. The mailing list of respondents (like imparters) cap be prepared and
guestionnaires sent by mail for filling in and returning by the respondents. Although
the method 15 least.expensive, it is most unreliable and the response is usvally very
low. - - N

14.7 ANALYSIS OF FIELD DATA

After the field survey is completed the rescarcher faces a mass of data and

information. In the raw or unprocessed form. these data do not give a clear picture
of the market. It is therefore necessary for the researchier 10 sort ot the field data
and organise them in an orderly and systematic fashion, in the context of research
objectives, The following processes are involved in preparing data for analysis

1) Editing invelves sclecting data. which are relevant and putting [them into
consistent form. It is also necessary to check the data for accuracy and reliability
to check that the information is free from bias, ' C

2) -Organising of research data is 1o arrange them according to the arcas of interest
* and putting them into workable format,

3) Classifying involves dividing the information into meaningful categories.
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4t Tabuleting invoives counting of respotises/ replies to survey quesiions: ACcording nternadienst inekeib Rescaril

to the categorics selected or ¥y characteristics of the respondents gr making rop- .
tabulations to establish correlation bejween [ESponses to iwo or more questions.
New information can be ‘generated’ by nop-tabulations of interconnected .. - -

questions, a
v arious statistical techniques are used for analysis of taﬁu_]at_cd data in accordance

with the research objectives as well 2s to focus on information need for specific
decision-making purpose. : S . S

148 PREPARATION OF RESEARCH REPORT

The final stage of survey research in international markets is to write the report for
the ‘user” of the survey findings. The content, quiality and presentation of the repost
determine its effectiveness in practical use. A poorly written report can cancel out . -
even the best research. A rescarch report is usually written for use of the o
management of exporting companies, who are often non-techaical people. One

should therefore avoid fechnical language in prasenting the findiags of résearch. Fhe
language of the report should be clear, urambiguons and 1o the point. Apart from’
the style of writing, the repart should be presented in a proper sequence’for
facilitating rzading and comprehension, The general format and layout may consist

of the following sections : e

The title page

2 The table of contents

o Introduction

® Technical rote {describing the research methodologices ete,)
* An cxecutive survey of findings

% Conclusions and recommendations

& List of statistical tables, charts étc._(summar_y of tables may gfear in the main
budy of the report)

8 Appendices {(including copies of the questionnaires . used for survey)

® References
The following checklist provides guidelines for of research report :

® Write the re; 1 keeping the reader in mird, his aced for information, his
knowledge and experience.

» Keep the report short and concise as far as possible and avoid irrelevant
information.

¢ Present the facts in a simple and easily understandable siyle, avoiding technical
jargen,

@ Use summarised tables/chasts in the body of the report and the detailed statistical
data in the annexures, '

® Put the different aspects of the rescarch in appropriate sequence ta facilitate easy
reading and comprebension. :

149 SUMMARY

In this unit an attempt has been made 1o acquaint you with the problem of |
International Marketing Rescarch and Analysis. Although, several sechniques and
methods are available for underiaking international markes research, this unig
reflects the broad (ramework for nndertaking imemational._n‘na'rkcting research.

Since, marketing résearch is undertaken with a view ol minimising business risk, a.
cost benelit analysis of the decision is in order, Such in ahaiysis raises issues like
desk research vs. field rescarch, planning of survey rescarch and techniques of
interviewing, all of which have beens discussed in ibe unit, ’
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and Segmentation 14.10 SELF-ASSESSMENT QUESTIONS

) What is the framework of 8 marketing research decision?

2} " Why should an iniernational marketing choose between desk rcseal_'ch and held
" research or a combination of both? Explain using an examplg.

1) What are the techniques 'z_t_vailahlt: for imerviewing? What can| be potennai
" probiems faced by a fiekd researcher in international marketing research.

1411 FURTHER READINGS

" Cateora and Hess, Imernational Marketing, Third Edition, Richazd [, Irwin, Inc.

Warren ). Keegan, International Marketing, Sccond Edition, Prentice Hall of India
Private Lid. ’

Gerald Albarum et al., International Marketing and Export Mandgement, A
Decision— Wesley Publishing Company, 1989,
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UNIT 15
PLANNING AND CONTROL

Objectives

Afler guing through this unit you shuuld be able to ;

* discuss the idsues in international marketing planning
¢ develop a framewerk for inlernational planning

* utilisc the duta generated through checklists 1o develop your marketing plan

¢ doscribe the issues to be considered in developing an international marketing
control system

* cxplain the sequence of control process used to control overseas marketing
operations.

Structure

15,1  introduction

15.2  Developing an International Marketing Plan
153 [Issues in Framing International Marketing Plan
5.4 Qrganisation for Internstional Marketing

135 Framewuork for International Marketing Planning
156 International Marketing Control

15.7 Control Sequence

158  Summary

3.9 Seclf-assessmuent Questions

15,10 Further Readings

151 INTRODUCTION

A multinational corperation manulacturing and ma @ a consumer durable
praduct is faced with a problem.

The CEO of the corporation has partrayed ¢ wing scenario.

The corporation has just entered inlo the Fren nadian markct, investing heavily
in developing the manutacturing facilities, Since, the idea was 10 gain economies of
scale, the corporation resorted to penetralion pricing.

1t wasa#this ume that the country manager *France’ revealed to the CEO that the
French market share of 805 was being rapidly croded by competition. Competition,
aceording to the country manager was eating into the market share from two -
direetions, On the one side, the substitute product industry had developed rapidly
and on the other side, the only competitor was manufacturing a differentiated -
product had stepped up his advertising expenditure.

The country rmanager wants to introduce a substitute product and undertake an
agrressive promoiion programme to combat competition on both sides. He believes
that he can musier the required resources within the country. The question facing ihe
CEO 15 whueiher to sanclion the country managers requesl.

i

" Activiy 1
- What is the problem faced by the CEQ?

Can you develop an ahlternative marketing phan for the country manager ‘France”,

From the above case let it becomes clear that every orgunisation needs to direct and

INTERNATIONAL MARKETING
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- structure and develop control system’ Thesg

'As already peintted out earlier the' marketmg P

- @ Knowledge of the ma

m—urdma:e its markeung {ifon For.smdertaking this, it must frame a marketing -

Adstic 'markéting plan‘i m t

international ynarketing

-planning at two levels viz. ..oumw lew
marketing plan the corpération st agiin implement them again
country level and at the cogporaiion level. Fr

\)umry Scenario nccessnau

-, the issues. which;h
m this last unit of the course.

37 this it must define an organisation:

self-i is comiplex it

into, international operation. For

ng marketing

< and cdarporate level. Having developed 1

at two levels

ave been addressed,

15.2 DEVELOPHNG AN INTERNATIONAL .

"~ MARKETING PLAN _

ie, at the country level and 'the corporation leve].

:!‘5-‘,{?‘". q::ve]qag;_i at two Jevels

At the cﬂuntry level thP marketing plan reseaibies any domestic m arketmg plan ln

the sense that it tays down the strengths, weakuesses of the organisation and *

opportunities and threais faced by fhe organissrion. 1t proceeds to define the

organisation objective alongwith the assumptions. Havmg underta
sieps it fays down the broad action plan the dégaf
s¥stem necessary for accomplishing lhe abou ¥

The international marketing plan is. o

ucm structure _aii'_d' ontrol

han i mere mtegratmn of the country

plans, for it seeks to direct and co-ordinate the activities of the corpmati‘on ona

glob]e basis and at country levels. se variables are :

e Knowledge of the market

@ Knowledge of the prod

bysleIms

The corporation.
on & global and co
marketing plan to p

, _éin'E‘E‘q‘G PLAN

sﬁm: IN FRAMING THE MULTINATIOMAL

{Jne of thc 1ss1es mosy rommcnly faced In*figming the multmatlon
is with regard to the strategy of Jinternational mackeiing plan. Ever
st address this issne, 1 _musl ‘decide wheihcr tp. follow a standar
rouitidoricitic n‘arke 1] e two approach
descnptson on

Smndardnﬁed A\ppmamh

This refers to siandardlsanon in four major demsnon areas of mark
decision gice dedi i

achiéving the compcimvc arid salés ob]ectwe of the corpnranon '[he orgamn i

through olicy difectives can ‘schieve this. Thc'undcrlymg premise,

i the _!hrc ap maches has beén f)rcscmed below.  |.. .. 4,

al tharketing pian”
y argamisation. :
dized or. ...

es, A brief . 5. -

-tmg viz. product ..

o this strsz_.g‘,r i

recognizes the plobalisation of markel. Thegder Levitt in his article on ‘The

(lobalisation of karket’ points out that becase of technologica! and communizs

revolution consumers woutd know about the quality products that

exisls and seek 1o

procure them through format or infermal channels; Once this. assumiption is‘agsepred”

it become possible for an organisation o gncash. the advantages of
which inctude cost saving in all areas right from manufacturing (be

standardisation
cause of longer

production runs and kearning curve effect) to promotion (because the message -

becomes comimon as demonstrated by Exxon put a tiger i your ta
corporation glso has the advantage of maintaining the internationa

wherever. he goes:in the world a similar product w;]l be avatlable a clasé"w'iiik:h is’

fan

nk). The
| cusiomer,. for




nEifGME! i erksting
Laatrol

growing as demonstrated by.rhe increase in internaticnal air (faf}
approach is not:free from:* “itation. A]l'hcitjgh"'thé'or'etii:a]ly.a_éo'rp_ar_ii.t, )
demand standardisation in practise, it is not always possible beCause of ‘heterogeneity of
the markets. Thus, dumping laws and retail price maintenance laws may prevent:siii
standardisation of price variable, non-availability. of media vehicles maycprevent i
standardisation of promotiof variable and entry regulations by variousicountgies
may prevent standardisation of distributien variables; This approach has hoivever:ns:
found many advocates withii practising managers. They attempt in standardising .
-variables partially. Thus, in case of premoiion variabies the messages are unified,---
very ofien even the movies shot as Js'tan_dardised.as'._'d_em_t_mst_rated.} by Oglivy:and’
Mather. The brand variable is also standardised, Similarly in.case of products certain’
major parts are standardised so that they can take advantage of cost savings.and -at-
the same time take into account the heterogeneous characteristics of the market.

R P R Ry 1]

MuftiIDs').m“est.i;.: 'Ap.prg'm-:lil _. .

. T e s RS E A TN
The muiti domestic approach to marke: planning emanates on the assumptien ;thaty:
markets are heterogeneous and therefore the marketing mix decision in each country
should specifically cater to the needs of 1he rountry. This approach by some, i ;
advocators has been rated us the troe masketing approach, This approach.however, .
fails to explain the existence b the mulziizfiosal ‘gaints like'Coca Cola. it Yeality it
must be accepted that maesct: are heier
is possible in many decision areas. The & .
Levis etc, proves this. But even these organi
the heterogeneous markets, L

vt

nbe of.common brand names;like,1BM;:
ation do cater to the s ecific needs of |

Activiey 2.7 ..o 0 &

: R .. B TR I JEI gt e i i
What makes it possible for'a company fike Tévis 67 Benétion 10 marke
globaly aithough traditionally aceepted as belonging ol the domain. g
approach? P L

Onée the plan is formulated it mist be

5.4 ORGANISATION FOR WIPRNA TIGNATL e 7

- MARKETING - -

Once the plan has beer drafted it becomes necessary to implement it. For this .
resources have 1o e deployed-and efforts have ¥4 be direcied, This is possibiz; Ghly
when a structural framework exiss for allodatiig the requisite autharity and

responsibility,, This structure should be tepable. ol meeting over varyingichalfenge:
internationg! marketing funetion. 1t should be-capable alse of cesponding o e
taar .2t characieristics. It is perhaps foi-these,reaséns that international marketing
organisaliom arg éharscseriéq hy_t_hpir'__ﬂg'_xibi;iiy_ \a‘nd restrucinring. . .

For achieving:this it becomes nesessary to:-developa pian for an organisation
siracture. Such a plans usually underiaken di the ¢orparsie level and is long run in
fat internagional markering nonmaily the aoirsdneis

nature. Whie, planning a siyucli
following parameters ave oo

B

® Company growikiand-dvaamic ndfure =" -

® Geographicz! distance

8. Gevernmenial regulations: - ;

®" Leve) of policy detisic

' _Length of chain of commang -

‘o ‘Degre of caritigl

e maly

& Degree of involvement in the marketing functicas,
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tuternational Minrlie) Selzction
sl Sezmentstlon

Area of operation decision -t Which country/tountries present the most
' attractive alternative/s as potenpial target markets?
Entry mode and : What could be the most effective strategy
Operations decision for entering the international markets and
conducting the marketing operagions?
Marketing Organisation .- What is the best possible organisational
decision . arrangement of facilities and persennel to enable the

Marketing mix decision : Which possible combination of the

These paremeters along with resources available are aligned with objectives on a
production, a function or a geographical basis. The basis also takes into account the
method of decision making, ' '

Historically the organisational structures were designed around the proeduction

function, However, today it is the profit and marketing functicns which give rise to
the organisational structure. Most of the existing organisations can be identified i
one of the three categories, centralised, decentralised or regionalised. :

15.5 FRAMEWORK FOR INTERNATIONAL
MARKETING PLANNING

As noted earlier planning in the international context is a more difficult process,
partly becaust there are many unknowns in this case. lt encompasses al! the steps
used in the procoss for any tvpical marketing plan. To reilerate, any markenting plan
consists of

a) Diagnosis of the situation

b) Identification of corporate strengths and weakncsses as well as|envirenmental -
opportunitics, and threats.

c) Definition of the objectives

d) Forecasted estimates of sales, costs, profies

¢) Designing an apporpriate markeying program based o vbjectives and estimates

) Deciding on the relevant ap

Definition of the objectives ig consi y some, as the firsT step in the marketing
planning process. Others bffel thRg objectives cannot be decided without a situation
& generate information 1o enable objective definition.

and SWOT analysis whick
#bear in mind is that since marketing planning is an

What is however, irpportant
iterative process, it jigs monitoring, revaluation and adaptation of objectives .
and strategy in the i@l of constantly changing marketing environment.

Strategic p ing M the international marketing context comprise of the {ollowing
decisypg arcas.

The- ment decisien . Considering the resource position of )
the firm and its home market situation, does
the international market offer an attractive
opportunity werth striving for?,

firm to have local flexibility and ‘corporate control?

marketing mix elements would Lc most suitable
for the given foreign market environment?

All the above decisions are interlinked and interdependent. Combining these decision
areas with the general planning process steps generates an international marketing
planning matrix given in fig. | below Each cell in the matrix rep lesents step in the
iterative process of the overall strategic planning function. Some of them (as you will
note} are part of the review and reassessment process that must be carried on till a final
plan emerges. '
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Fig. 1 lnternational Marketing Manning Matrix
Steps in the Planning Process

b rnatonal IDiagnones SNWOT Objectives | SalessCost | Mkig. Budger
. . L3

Planning ol the Analysis Prafit Program

Puecistres Suluatiwon forecasts

A} Conunitment
devison

HY Arci of Operation
deckion:

O barey mode and
Opration decision

DN Miirketnge
Organisativrh

1 Marketing Mix

The matrix given abuve provides an averall framework for planning. Detailed
mutketing informatice would need to be generated and analysed in order to fiil in
the niatrix and evolve the marketing plan relevant 1o a given international situation.
Given below are the checklists of intormation pertaining to.each decision area, that
must be generated utilised te evolve the marketing plan. The iists are not exhaustive
they merely illustrate the tvpe of information that forms 1he data basic for such a
plan,

v

The Commitment Decision—Checklist

The commitment decision is based upon valid and defensible reasons for gnteri

international markets. The reasons must include an analysis of corporate o Cliyfs,
resources philosophy and the sources of differential advantages sou
international. Following are the factors [hdl need tc be considered;
commitnrent decision.

)

A) Reasens for entering international markets
e Saturation in domestic markets
* Greater profitability
s Preempting competition
* Excess liguidity
®* As an alternative growth strategy
¢ Better milisation of current resources and differential advantage both
* Lxcess or obsolescent inventory
¢ Securing sources of supply
B} Own resources, sirength and weaknesses
¢ Domesiic operations under cantrol
® EiifTerential advantages
% Image (o1 high guality
¢ Cost advantages
* Banpower skills
# Finances
« Patenis
& Marketing expestise
€3 Own objectives and philosophy
& Growth objectives

* Growth surategies foliowed (.. growih through market expansion sf proguct
development, m curreint products or varelated preducts, growth through
reinvested carnines. attitude towards merpers and acquisitions}

Internationst Marketing l‘linnillg
lm! Controt




¢ Profitability, required rettirs on inve tm°n1' :
o Anitude and preferences rcgardmﬂ risk

L Markel share dcs:red

uldaty preference:,

[ Country prcfercnce
o Devt:iopcd mduamdilsed cuunmta
- Devclnmng couniries '
e Eas!érn European countries

.Deflniiton d] the ahove variables wouid help. fmallsmg lhc commiitent decision, and
enable-determination of the type and extent of commitment in a bwen arca of ..

operation.

Tiie Area’ o: Gperauun Decusuon—Checkﬂm

. Once in lhc ct.'mlexl of lhe .commitment decision the {ype. of country preferred has

been dccndcd, the Spl“.‘LlﬁC coumry aliernatives must be evaluated, U'!!E:\s spcmf:c :

| choice of 4 particular country, several alietnatives

La

env:r nment, Th'c factors that must e considerzd for this analysis

A) Inteinatisnal envircafmaent -

= Helations between domestic country and coumry choosen (5 ¥ courmy X)

@ Tariffs and noa-tariff bayriers ig country X

[ ICurrenC)' slng_i_li_ty Aand: curs

N

2 Government s

© Econoigigdeve!§pment, growth rate, developmental/ policies

¢ Infla
@ vernnignt controls and regulations.
husiness culture
o .

vsophy towards cooperation, compcmmn )
» Businéss-eihics . R o

s Respect for contracts

<]

Cartelization

Marketing infrastructure ] )
o Avaiiability and reliability of mark.,tmg daia rcscarch skllis
@ Literacy
s Media
@ Ad agencies

¢ Distributive network facilities

e Availability and. reliability of communication system
¢ Transportation availability and costs
C) Marketing st.ructurc and demard
~ @ Consumption pattern and buyer behaviour
m Finan i

Short Term

1 ne°d'i and analysis

@ Investinent Needs -
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E)

B)

A

D)

* Sales Volume Forecast
. Profitability estimatc,.retum on investment

Long Term T

® Taxation

¢ Currency stability and convertibility

» Profitability remittance and repatriation prospects
Overall suitability - '
o Country X fit in a régional approach

# Country X as part of a global market pdnfolio

Entry Mode snd Operstions Decision—Checklist

This checklist helps determine the appropnate mode of market entry, the first part of
the international operations plan. It is essential that the plan incorporate the general
assumptions and specific forecasts on which it is based on that it be prepared in
written form, espegially if it is a first or “initial™ plan. '

A) Objectives

& Sales volume expected during mmal period; market share

e Profitability, return on investment (note: the larger the scale of operations,
the more likely negative profits durmg a bulldup period) -

® Permissible risk exposure
e Going in for a fast profit and then leave vs. aiming for a lasti mitiient
¢ Philosophy of ownership vs. joint ventures, etc,

@ Data feedback for futuré decisions: :
Test marketing or ofher marketing research, acquisitio ta to determine
desirability and form of long-term commitment—all the ¥hile keeping costs of
data generation and analysis in mind

» Justification of local objectives in terms of over company objeCtives
toternational environment .

¢ See checklist A of Area of operations decy
Local marketing environment .

s See checklist B of Area of operations decision
® Local gavernment view of our kind of producuon ;

. Cou]d we—and should we—obtain favoured treatment from Government?

Market structure and demand analysis

* See checklist B.of Area of operaction decision
8 Detailed industry and company sales forecas
Resources -

* Expected sources of differential advnnlagc (see chnckhsl B of Commltmenl .
decision) .

® Local validity of own paients ﬁnd lmdcmark§
*  Availability of company pers.onnel with prior tocal experience

¢ Tasks to be pecformed by company, tasks to be contracted out; marketing
research, advertising, distribution may all be contracied out, if desired, given
sufficient local infrastructure

¢ Available sources of supply relative 1o expected sales volume, supply from
headquarters or from ather subsidiaries or from cutside firms. Adequacy of
sources and their ability to adjust to possible fluctuations in demand
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International Market Selecti F} Moae of market entry

und Segmentsiicn
o Direct exports from home base s

2 indirgct exports through\hlome country channels

s Direct exparts through ouiside distribution channels -
. Direct exports and salss ihrough local sales branch

6 Licensing, franchising, technology transfer

© Foreign direct javestment {FD1) in joint venture

s FDI in wholly-owned assembly or integrated production facilitics.

hlarieting Rix Strategy —Checklist

.. Assuming the international commitment decisich kas been made, the country or
countries selected, and the most Jikely mode of entry determined, this checklist
enumerates the strategic agpects in the overalt marketing plan. These include the
underiymg strategic doncgpl. “rativnale, general thrust, and consideration of
appropriate and matching marketing mix variables. ’

A) Strategy

@ Qverall concept of our inlernational marketing strategy. [Strategy should be
explicitly related to local ohjectives and to our notion of] differential
4 o : advantage. Include definition of market niche, if nichem; m's‘hip is sought,

ifferentiation {rom domestic urategg,* if any.
iible or even mevstdbie As they do lessen

e Rationate for contemplate:
Such deviutions are of|

B <} 1x imN of strategy

ions, nodels to be marketed, modifications for tocal markey, if

ing vs. peactration. Price relative to current and potential

m; price relative (o nur policies elsewhere. IF price very high

ared 1o domestic due 1o torilfs; freight, ngh distributer margins, ete.
iustify belief that it will be accepted locally. If planned lgeal price is very low,
onternplate side-cffects on company operations elsewhere.

¢ Prometion and intelligence: budget, theme, media, timing. !f major resources
. 10 be committed, include plan for measvrement of promotionsk effectiveness.
1.abelling, consemer information. Feedback from the market piace, marketing
research
e Instribition channels

® Mode of market entry.

. 0 I3 .I 13
& Functions te b periurmed by channel members or distributors, Exclosive vs.
selective distribution : '

o Marging, promotional allewanees (if any)

o Shart term vs. long-ierm commitments. Noie possible need for futire
fRexibility

e Post-transaction service
¢ Servied and warrunty syslem
& Spare parts: locally manufactured or procured vs. imported from h(,me
eounlry or subsidiary
. .= Hamdling of cosiomues comploinis

& Net working and trust: plan fov the buitd-up of goudwili|and cusiomer
© confideace, The larger the operations and the longer its fime perspective the
more mportand i frast .




[nternational Marketing Orgamsatum--(,heckhs.t

To brmg the pian into frumnn requires adeqguate marketing omamsatmn rhls
Checklist includes among organisational factors the type and nature of coordination
between headyuarters and international units, scheduling, performance evaluation
{audit}, and preview of suhscquem ‘planning periods.

A) Headquartcr& service and coordination
* Manpower allocation at headguarters (HQ) and overseas
. Qrgam»auonal adju:.tmcms at HOQ. i any

¢ [dentification.of areas of HQ dircetion, assistance and constiltation. Areas of
local autonomy

* Reporting arrangements
® " Pricing and other policies Tor intra~company transfers
Schedules

¢ Step-hv-step timing of activites and the attainment of sub-targets. PERTF or
flow diagram technigues may be helpiul here .

Budgeting

Master budget

"Projected profit and loss statements {or c.lc.h reporting periad
e Proforma balancc sheets I'or each rcpnrung pericd

@ Cash flow projections in cach reporting period

Action potential at the end of the ijlanning pcfind

This is an advance audit of opertional performance, assuming full reafizati
the plan. The end of the period a post-audit should be undertakeg '
evaluation of the commitment decisidn and ity future implicatio
management audits should comprise items of the type indicated bl

o Resource profile. including personael skills

o Difterential advantage -

o Data about the market structure and demand
Trust and gonﬁd@ili.

Patents and trademarks

. Standing arrdngenments with local suppliers 2nd customers
Competitive position

Performance relative (o budget

e Performance relative 1o mﬁcr aspeets of objectives and plan
¢ Impuact on host country

Cantingency plan: coniingency planning is the standby plan for emergencies. It
may be a strike, an import prohibition, a currency devaluation, failure to obtain
local financing if planned for, or simply the [act thal some vital assumption
about the future might be mistaken. .

E} Long-term plan: assuming that the substance of the initial plan will be realized,
the leng-term plan should at least present a skeich of the next three to five
vears. ™

Adapted from

# Internalional Marketing Strategy, Third Edition, Hans B. Thorelli, S. Tamer
Cavusgil
Aclivity 3

Study 3 organisations operating in Internitional. markets. Analyse their marketing
plans for the past yeur (o analyse how the macketing plans hase been affected by

a)  Reasons tor entermg intetoational markes
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) ilﬁw i | Madel 5 -.- i

and Szgmentation

“fParent companies which pre

) perlodtcal[y The rep
jpossible. These monit
.and channel memps

periadically ged to ensure that it is economical, accurais and rglevant,

o ————

facilitate centralised .l(:lmn and covordination, the primary espsmuhih:y for, cuptrol
: should be located with one person whoe can then control the Ketivities of others,”

.Formahsed defmed ¢ommunication syslcms becorme lmpemtwc ‘in_the: mem,;of

lrternatmnal control procedures. in contrast to the domestic mdrketmg.‘where'

. informal communication are’ ‘guite often wtilized in addition 10 the forrrwlpnes

An important ingredient of the commumcaamn ‘system ate 160is. used. for'i iiormation.

" collection. The approachcs wsed-are examination of company ‘records, mulme

repornng permdlc enguiry and fold audm

' Company llemrds

Dependmg upon the mformatlona.! nceds some compamea are mterested prlmarlly in
ibe analysis ‘of the aggregale sales or prof it flgurcs of their overseas business’

'mupplememed by ‘the routine rcportmg system mfmmatmn thls type of analysns 'may
given-an sdes of tjxc overall position of the international.

Periodic Enqulry

control to the subsidiaries themselves, institute a system of periodic pngtiiry about .
their marketing operations and their effcciwencss The sources of information could -
bé organisational, including functional departmental heads or non-orgamsauonal

~Most parent compames even those who have emrusted their ovcrscaE operauons ]

‘jricluding consumer and channel members. This sort of perlodlc engliry, specially i
"it is in contest of specifically defined objectives, helps in sensitising the parent ’
‘organisation to the variation from thie planned performance and even the possible

" reasons for it.

Réutine Reporting or, Monitoring Sy

% ntralised control, tend to develop and mplemenf
& moénitoring system COI‘ISISII g andardised report formats, submitted

 formats are designed to make interpretation of variance
tems include routine reports by field sales personnel
rouitne reporting is time consuming, the system should be

t is sol -¢‘ es felt that reported information at times is not ade'quc te encught to
‘provide a ¥, in depth understanding of international business sens¢. Without -
“perceplual understanding of the location and environment, it is dilficult to -

understand some of the pecularities of-the siuation that the managepent may have
to deat with. A system of periadic field visits may provide with organisation with

.greater insights into the marketing problems unigue to a given international markets.

The periodicity of the audit visit would depend upon the number and kinds of

- problems cncounted in the foreign market, the profit potential of the area, the
" capabilities of ihe local managerial personnel and the cost of these visits. To maie
~ effective use of the field audit as a control teol, the field auditor must plan in

advance, an audit checklist so a5 o ensure adequate field coverage. .

Evaluation and Corrective Action -

"This final step in the controi process involves the compatison of actial pérformance

with planned performance. Informarition generated from the markets needs to be -
compared with predefined, established norms and standards for different operational
areas. If the expected and the actual results vary, corrective action is indicated either
by modifying operations and procedures or by modifying the standards and
objectives, if they seen to be unrealistic in’ the context of the altering circumstarices.
In international markets thére is 2 heightened possibility of a time lag developing

. between the initiation and implementation of corrective action. It is therefare,

tmportant that both evaluation and remedial action be adopted as ¢qntinuing,

"itcrative activitics. An addl.uonal safeguard in view of the possibility jof time lag, is
~ the development of contingency plans which may be utilised to meet unanticipated
~_ market conditions. '

198




Adtivity 4 . ) ) ’ Internationai Marketing Planning
: amd {wnirol

With respect to the organisation sludled Tor aclivity 1, study the contral systems used '

By them. Camment upon

&) The differentiaticn between domestic 2nd international control operations
b} The control tools used

¢} The communication systems established for control purposes

inputs into dn overall pian that best uuhaes mgdms.mona] YeEOUTREs ploit
opportunities. This unit discusses the complexity of international Ptz and
provides an overall framework for siratepic maiketing pla

Plaaning as an activity necessitates control because
must also make arrangements to monilor the plan
adjust vanations from planned activity. The unit p
the international marketing control process ap
consideration while designing control mee
ouiset, hﬁWE\rCI‘ it should. be clear there is nd

whela company plans, it
t and make adjustments {o
sequenlial description of
ut factors wosthy of

or internationzl markets. At the
J€ correct orgamisational structure,

159 SELF-ASSESSMENT QUESTIONS

ay  Diflerentiate between domestic and international planning.

2} How do enury Objt:t.!l\"t.b in a given foreign markel aifect the markeiing planmng
for that market? Explain with examples,

3} What barriers make controlling inteinational operations more complex th.m
controliing demestic marketing activities? Explsir. with the help of # specific
example. ' -

4) How are contractuai arvangements utilised for affecting contral of interpational
operations?

%) Cemment upen the communication sysiems that can be estahlished, for effective
control sysiems,
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