ify and SoundCloud

Jsers emaining. In this fierce competitive technology environm
incredible mark on the music industry.

it all begins, really, with the countless start-ups that Sweden has produced. The focus of this cace

' 5e
Spotify and SoundCloud. However, to better understand the creation of companies and brands Sucl; on
as

these, it's important 1o .know how a ti.ny cour?try like Sweden with a population of 10 million people and
high government spending can be so innovative and entrepreneurial. Given its size, it should come as No
surprise that companies from Sweden rely on exports for much of their sales. And the start-ups have be-
come a cultural phenomenon in Sweden that has helped the economy grow in unimaginable ways from
just 2 couple of decades ago.

stockholm, the capital city of Sweden, produces the second-highest number of billion-dollar tech com-
a after Silicon Valley. The change happened in the 1990s when Sweden needed a boost to

panies per capit
its economy. The country used to be heavily regulated and public monopolies dominated the market, but

regulations have been eased since that time. Interestingly, while Sweden was making It harder for monopo-

lies to dominate the market, the regulatory landscape in the U.S. was changed to favor big companies and
established firms. Despite the global fascination with start-ups, only 8 percent of all firms in the U.S. meet

~ In Sweden, the trend has been reversed. The

Countries like Brazil, India, Romania, Germany,
trend of start-ups in recent years. These start-ups are griice |
iejobs spur innovation, and foster the entrepreneurial spirit that SIS
i in the United States, small- and medium-sized enterprises aCCOL,J,m i lobals”—companies
" exporters, and start-ups fall into this SME category (often as 5q:called AN 9

4+ ]| of these
. . - undCloud fit @
8lstart selling internationally early on after inception). Spotify and 30 L helped drive export
8s as start-ups—they were initially small, went international early of
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~ducts to have a neutral import-export ratio, the COuNtry
o trade surplus—which the country has not seen o SOMme
cervice provided by a resident in one country tq People
ntries can be successful, or at least have the Oppor-
y are doing with Spotify and SoundCloyq 3

he deficit IN o

we know many Lo

» The Balance Every Day, April 3, 2018; Namrata Ahuja, “Spotify ys.
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Introduction

Chapter 13 reviewed exporting from a strategic perspective as a part of the chapter’s focus on ?;li]

entering foreign markets. We considered exporting as just one of a range of strategic options for they

profiting from international expansion. This chapter 1s more concerned with the nuts and polts of -

exporting, along with tackling importing and countertrade. In some way, we can say that import e

ing is exporting in reverse since the importing country and its companies buy from compane of ¢
Onni other countries that are exporting. Unfortunately, the rules and regulations for importing ¢ che

Didyou know you can call Syeger Aporling are not always the same and, in fact, are often different in even the same country E &

and France ang ‘ Ex ' . : : [C (han
person tro;at':mge]actomltrfizg ndom 00 por tmg IS a tremel’KiOllSl)’ 1mportant mode of forelgn market entry, Pfeferred by .mO. - l&‘{
Vst you ferr[:ircbem ot all companies engaging in the global marketplace. The reason expomﬂﬁ l:;fxosl na
Ur Instry : : ; : 1§ {na
courseanddl:f::;fuorn:;ql small- aryldSUCh : large portion of companies engaging in the global marketplace 1 el 0 i
m“;‘:f:t?:’lloviewa OHO(:d 1 getting theimedlum-SIZed eénterprises (SMES) Prefer exporting as 4 relatively low Commlm;e than
[ ’
om the gy rProducts or services out globally. Importantly, these SMES o TR & l(1lp < :
4NIES going international from almost every country in the worl¢ (s




a ' ' an
Al the Slcogies have alleviated the logistical )1031 o e
tech“O o Over the last tw l €mS associ- MNRAS
jor Jith exportiiis: L q O decades, firms have
n[cd W oy used e-cOMMCErce and international ajr Services Fo ' Whi~t
" reasile distance, and cycle time : , S to i 'Nich ol fin g
1 Cf cOSLS, IME associated w; o | € J
o Ui re than 90 percent of pr g A 200d Choi:
‘rdu-in"- Stll]s m(? . | : PlOdUClS and COMPpoO- Mha S LOountri
expOl[ Sl loglsncally get shipped via large ships aro The word .
art> tly, it 1S not s v oAl should b
“en[prld Consequently unusual to find thriving assista;
10) E I AR ~ =S15ANCEe WH
ne ¥ = mONg small companies. In fact, of U.S. companies as an idealisti
e’XPOf[ ie .nternanonally, SOMe 85.percenl of them are SMEs sounds like a nic 1 \
pat ¥ ,oenerall}’ do so Vid CXPOI'llng. Nevertheless, exporting In reality, throughout hiet.
gid 2 ;challenge for many firms. Take the United States as tarky but soon discoverad ey coufe hieve au
‘ Z g - EIEU LY CoUuld not orodiice the wide rannc
r,3mamS o, Fewer than 1 percent of all U.S. firms trade across OUBIOHUIEL: And SaAfeas Bt Nide ranqe
11l ; - g : d - R SSLOHIETS 1IN tneir popul ion wanteo
a”mnupntr)’ horders to other countries, and those companies p?ddnefided. Ihese countries also found out thal s fr. '
| . : - : oducts ¢ Jatit s e n OV TG UTG G IR
hell Coenaage in trade do SO with typically only one other e tjt‘/(:(?mpetlt\v(} pIICHS over the lofn tar Eacime &
pat 40 agout 60 percent of all U.S. companies that export econorr?iccwlly ta 5 110se countries found themselves worse of
' ' c an nati QRS loiou s Pl
on . : B ’ Ise; unless your country can efficiently pra
qad® XD ~rience often are lacking, and smaller enterprises, duce everything it needs, the coZntry r\eez‘cit"syt e
: : T ; : ‘ 0 engade in interna-
jatd, & ~an find the exporting process intimidating. tional trade. A more logical and achi el o
i/ Parncum’ . .hine to export must 1dentity forei on bei nd achievable possibility is to focus
: O : . e ‘ _
1 Compames WlS.hmc O P 2 cntry roreign market ot ng \'lsvelf sufficient in certain areas, for certain products or
ortunities: avoid a host of unar.1t1c1pa.ted problems that are ter,v'ces- hich product or service do you think a country should
opp s siated with doing business in a foreign market strive to be self-sufficient in?
en d ; - : 2 i |
oft 'Haj’ile [hemselVGS with the mechanics of export and 1mport Sources: “China Puréues Lithium Autarky,” Strategic Risk, March 27, 2018,
fanl . learn where they can get flnancmg and CXport credit J. Heathcgle, Catherine Rampell, “The Dangerous New Age of Global Autarky,”
'ﬂanClﬂga : : The Washington Post, June 6, 2016; and Mahdi Amirisefat, “Autarky and Trade Wars:
: learn how they should deal with foreig | y
nsurance, and lear Oorcign What Does Economic Theory Say?” PressTV, March 10, 2018.
nange risk. The process can be made more problematic by
Clidliz . :
ezﬂ ncies that are not freely convertible. Arranging payment
C : . - ‘ -
for exports 0 countries with weak currencies can be a problem. This is where countertrade
- .1 solution. and why we have made countertrade a focus in this chapter.

to be made through goods and services rather than

[lows payment for exports
exception of foreign exchange risk, which

countertrade 2 . .
discusses all these 1ssues, with the

qoney. This chapter

uas covered in Chapter 10. | | el
[n Chapter 13, we dealt with the scale of market entry and strategic cCOmmitments 1 going

qemational. Essentially, our focus was on involvement and commitment when engaging in the
nternational marketplace. What we find is that the first international level for both involvement

nd commitment was the exporting (outbound international activity) and importing (inbound
ining options for involvement and commitment, although

aemational activity) options. The remail | | :
lhey overlapped in some areas, WErc 4 bit different (Chapter 13 discusses turnkey projects, hceps—
subsidiaries—the latter also a production

ing, franchising, joint ventures, and wholly owned | . .
hasis on exporting and 1mporting as modes

fcility focus in Chapter 15). That places a lot of emp .
of operations for many companies, and we think that this area deserves more coverage; thus, this

diapter is devoted to digging deeper into the knowledge of operatior}s .(“nuts and bolts”) of
eiporting and importing as well as the unique case of countertrade. This 1, after all, the lowest

kvel of inyolvement and the lowest level of commitment a company can make when going inter
Mt}onal: selling to foreign markets (exporting) or purchasing raw materials, component parts, Of
inished goods for operations (importing).
w;'lzi;eottom line is that as the global ma.rketpl .
e, companies must also adapt to this opportunity

ace becomes MOIc viable for many companies

by strategically en
runities globally.

ley
:afr:tsé Companies that have traditionally ope
- may fee] il equipped to extend their market horizon. e
?:mem select and manage a foreign supplier or not knowing how to sell produc® e
Wlkeep In mind that, by some accounts, 90 perce!
Iy (fcftﬂy are not produced locally; they are shipped 3
s are plobally available everywhere and exportif
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bly lines of companies such as Boeing and Toyota. It has a reputation for
-ty products for these niche markets. Like many small businesses, Marlin did
-quality P : in decided to engage globally 1n the export market,

ducts to Mexico and Canada.

,mbers of PO i),
« and CEO, Drew Greenblatt, soon realized that export sales could be the key to

the global financial crisis hit and America slid into a serious recession, Marlin
o

’ its or
s nly 5 percent of
:115 export’e the United States was

ders to foreign markets. Greenblatt's strategy for dealing with
to aggressively expand international sales. Today, Marlin Steel
ioht years, with sales going to more than 20 countries. One-fourth of the
% are employed as a direct result of its export success. By 2019, exports

S £ ‘ 1e company set a goal of exporti '
o > ome 20 percent of sales, and tl npany g exporting half its output.
les such as Marlin Steel Wire Products, studies have shown that while

1d to be proactive about seeking opportunities for profitable exporting—
ng foreign markets to see where the opportunities lie for leveraging their
~and marketing skills in foreign countries—many medium-sized and small
~ pnology: : s Typically, such reactive firms do not even consider exporting until their
frms & :narkef s saturated and the emergence of excess productive capacity at home forces
Y for orowth opportunities in foreign mar.kets.
nall- and medium-sized firms tend to wait for the world to come to them, rather than
Many Sinfo the world to seek opportunities. Even when the world does come to them, they
going out <pond. An example is MMO Music Group, which makes sing-along tapes for karaoke
ay 10t TP on sales accounted for about 15 percent of MMO’s revenues of $8 million, but

nes. Forel .
machil CEO admits this figure would probably have been much higher had he paid attention

examP

e firms [€ |
Iy scannl

firm 5 . .

:gebuﬂding - ternational sales. Unanswered e-mails and phone messages from Asia and Europe

f ey often piled UP while he was trying to manage the burgeoning domestic side of the business. By
for gy | e time MMO did turn its attention to foreign markets, competitors had stepped into the breach,

Wmpon;, ;nd MMO found it tough going to build export volume.?
MMO's experience 1S common, and 1t suggests a need for firms to become more proactive

shout seeking €Xport opportunities. One reason more firms are not proactive 1s that they are
yofamiliar with foreign market opportunities; they simply do not know how big the opportunities
cually are or where they might lie. Simple ignorance of the potential opportunities is a huge

)St:)e mf](;llcnld I barrie‘r to exporting.® Also, many would-be e.xporters, particularly smaller firms, are often
| 'oud ntimidated by the complexities and mechanics of exporting to countries where business
Internationg ractices, language, culture, legal systems, and currency are very different from those in the
early alvays home market.” This combination of unfamiliarity and intimidation probably explains why export-
f the mﬂfkfl _ ers still account for only a tiny percentage of U.S. firms, less than 5 percent of firms with fewer
COSE, EHIHS - 1han 500 employees, according to the Small Business Administration.®

qunon.’ i To make matters worse, many neophyte exporters run into significant problems when first trying
wie basiel & lodo business abroad, and this sours them on future exporting ventures. Common pitfalls include
re baskes ! | Do marlfet analysis, a poor understanding of competitive conditions in the foreign market, a failure
epstom Wt ' o customize the product offerin g to the needs of foreign customers, a lack of an effective digtribution

m ;ﬂ%oz)ﬂy ercu'ted promo.tional campaign, and problems securing financing.” Novice
L lPealizl;ntherestunate the time and expertise needed to cultivate business in foreign coun-
My E ee amount of management resources that h.ave to be dedicated to this activity.
08end i m;S re(l:l)uue face-to-fa,ce negot1at10n§ on their home turf. An exporter may have
deal ¢, T g about a Cogntry s trade regulations, business practices, and more before a
Ebrger ﬂlUStrates.c le accompanying Management Focus, which documents the experience of
Exporters o f;l tural barpers that sometimes can hinder both exporting and importing.

0 erpopg e ce VOIun}lgous paperwork, complex formalities, and many potential delays
e o i g 1o Braz.ll is a unique experience in and of itself that still to this day often
A lnjgeq Nat f1Just following the rules and regulations stipulated by the country. According to

" Inu 10n§ Ire : ; ! ;
. gl 30 parties Port on trade and development, a typical international trade transaction may
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Management FOCUS

Embraer and Brazilian Importing

Embraer is a Brazilian company that manufactures commercial, military,
executive, and agricultural aircraft and provides aeronautical services.
It is headquartered in Sdo José dos Campos, 530 Paulo State in Brazil.
Importantly, Embraer is the fourth largest airplane manufacturer in the
world, and its imports of various raw material and component parts 10
Brazil to make its airplanes constitute up slightly more than 1 percent
of the Brazilian trade balance with all other countries, which is @
relatively large portion of the Brazilian economy for just one importer.
Embraer has consistently been one of the top importers in Brazil
since its founding in 1969. Today, the company has about 20,000
employees from 20 countries, -evenue of more than R$20 billion
(Brazilian Real, BRL) or about $6 billion, and more than $300 million in
net income. The company CONsIsts of three primary divisions: Embraer
Defense and Security, Embraer Commercial Aviation, and Embraer
Executive Jets. Across these divisions, the output is impressive.
Embraer has served more than 90 airlines In mOre than 60 countries
and delivered more than 5,000 aircra
To be able to produce that many aircraft and achieve a top four posi-
tion in its industry, Embraer has to import a lot of raw materials and
component parts to Brazil to build the aircraft at the company’s main
locations at its headquarters in S30 José dos Campos as well as Its
other core plants in Brazil in Botucatu, Eugénio de Melo, and Gaviao
Peixoto. Some of these component parts are in reality finished products
that are then inserted into the planes in a certain position, such as the
purePower Geared Turbofan engines from Pratt & Whitney to power Its
E_Jets. Embraer also collaborates with some of its competitors in the

ft to this clientele.

@ L0 142

Identify the steps managers can
take to improve their firm’s export
performance.

INTERNATIONAL COMPARISONS One big impediment to P

simple lack of knowledge of the opportunities
firm’s product, but because they are in countries separated from the firm’s h

language, distance, and time, the firm does not know of them. Identifying €x
nﬁade even more cqmplex because almost 196 countries with widel
the world of potential opportunities. Faced with such complexity and diversity,

hesitate to seek export opportunities.
The way to overcome ignorance is to collect information. In Germany—on¢

I;;(;slzss;;tcheesrsf:;oequting nat?ons—trad.e associations, government agenc
e CE b J;maatlon, he.lp.mg small firms .identify export Opportunities.
S panese Ministry of International Trade and Industry (M1

or export opportunities. In addition, many Japanese firms af

MITI

Japan’s Ministry of International Trade
and Industry,
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KC-390 military tr , , ;
re to Embraer’s operations IS lengthy, with party,
er-

ships with Honeywe
national, Goodrich,

mention SO
suppliers neede

Improving Export Performance

Inexperienced exporters have a number of ways
cunities and avoid common pitfalls that tend to discourage and frustrate novice exporters.' In this

section, we look at information sources for exporters to Increase
opportunities, we consider a number of service providers, we review various €xp

that can increase the probability of successful exporting,

Diagnostic Tool called Company Readiness to Export (CORE) t
however, with a look at how several nations try to help domestic firms export.

Huilding its stretch civilian mode of th
S

<uch as Boeing, In
refueler.

ansport/aeria

The list of supplier
|, Saab, UTC Aerospace, SNC, Flight Safety o

caton, Thales, Sierra, and Air France Industries er-
e of the company’s top suppliers. But the complete |iS,tto
4 for Embraer planes IS incredibly |engthy‘evof
lengthier than most car manufacturgrs, which have 3 reputation fen
using a lot of suppliers (SOME 50,000 in the case of General Motgrs for
example). Though the aumber of suppliers for Embraer—or any airérm
manufacturer IS <omewhat fluid—we can certainly put the "Umberaﬁf
parts used at more than 300,000. This places incredible pfeSSure:
operating an officient and effective global supply chain system an c:\
most importantly, 8 well-structured importing operation into Brazj|,
Importing into Brazil. some would say, is a difficult task for ;nost
companies and product categories. At the consumer product leve| it
was almost impossible to find imported products in Brazil before 199',0
The Brazilian government used a number of protectionist measures and
high taxes to discourage the importing of products. Bribing of officials
that can facilitate the importing process is normal. Adding to the import-
ing difficulty, the World Bank considers Brazil to be one of the most
difficult places to ctart a business. Brazil’s tax system has also been
ranked as one of the most complex worldwide by analysts at PwC.

wer, “You Wait Ages for a New Airplane and Then Two Come Along,”
- Dimitra DeFotis, “Embraer Flies Higher on Earnings,”

Barron’s, March 9, 2017; Asif Suria, “Embraer: An Impressive Brazilian Jet Producer,”
Seeking Alpha, August 8. 2007; and Russ Mitchell, “The Little Aircraft Company That

Could,” Fortune, November 14, 2005.

Sources: Jon Ostro
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ation

inC
; pepartment of Commer Byl |
S the US ce and i1ts district off;
Centers, USEAC). Within t offices all ove
) In that department are two organi Zrat?:nczulzltry (U.S. Export
s dedicated to provid-

. : 'th intelligence and :
ing businesses Wit g and assistance for attacki
ia] Servicec and Internat : acking foreign :
ational Trade Administration (ITgA)m?';l:t& U'IS . and Foreign
' regularly publishes

4 Guide 10 Exporiing. Thi,S, is the United States’ “Official G
‘Sized Businesses” in AR e Ty overnment Resource for Small and
j n

The U.S. and Foreign Commerci .
governmental agencies that provid::zﬁi: SeerC? and International Trade Administrati
- eg the Names and addres : pOt.ent}ﬂl exporter with a “b mf,str.atlon are
[g;:e e ahe i thies r(l)f potential distributors in foreign marlfjtt prlospeCts l1st, which
Cor)rllmerce has assembled a ‘)‘/CO f;‘pd;i,s 2;1d ktlhelr.contact. person. In additsioan?ltl}%ew[;? l;utsmesses
for U.S. exports. For a small fee, a firm shopping service” for countries that are m:' Or ment of
product of its choice. This surve, - _dca‘_l ARG & customized market research T e
parative prices. distribution Chani,l Ii ovides information on marketability, the com iu AIRE
ducted on site b ' els, and names of potential sales representati e
-onducted on site by an officer of the Department of Commerce : tatives.itach studyas
The Department of Commerce also organizes trade events that help potential export
ers

make foreign contacts a .
e g | pd CXpl.ore export opportunities. The department organ: THit
at in ernationa trade fairs, which are held regularly in major rganizes exhibitions
«ities worldwide. The department also has a matchmaker pro-

gram, in which department representatives accompany =)

groups of U.S. businesspeople abroad to meet with qualified
Is Chinese Exporting the Next

ia)gents, distributors, and customers. Affiliated with the U.S
epartment of Commerce and 1ts USEAC offices is a set of Edge for the Country’?

District Export C |
ouncils (DECs; connected also Vi
Qb : . V
National District Export Council). DECs are com oézdﬂ(}; With hundreds of television sets stacked HOh Jangans
% Electronics’ warehouse In Shunde resembles many other storage

Commerce t
e to help U. ' Ve .
P S. business be more competit1ve important shift in global trade patterns. While Changhong's smaller
cets are headed for EUrope, its 50-inch plasma screens, which

internationally.
Anoth Sop |
V. S kb nmental organization, the Small Business dominate the warehouse, will be shipped to South Alrica. Fast
nistration (SBA), can help potential exporters (see the growth In developing countries and S uggish Western economies
are prompting Chinese companies t0 abandon their obsession
d to try 1o capitalize on

desserts for an
: with the United States and Europe af

CXZ :
xample of the SBA’s work). The SBA employs 76 district | | Joks:
rapidly growing markets [n Asla, Africa,

international tr - - . .
G s reglonal lrlternatlonal ate so-called China price—ad vastly lower price b
t of capital for large

and Latin America. The
acause of low labor

government-owned

ace '
ompanying Management Focus oOn exporting

officers 1l .

Officers throughout the United States, as well as 2 ] 0-person "~ and the low CoS
mmaﬁo a] 4 PR : : COS S aﬂ | . |
n tional trade staff in Washington, DC. AmOng the SBA'S companies—now applies 0 ndustrial goods, not just consgmer
0-fee services are Small Business Development Centers goods. Experts helieve that cheap Chinese exports COlrj\ld prov;dji:
(SBDCS)! the Service Corps of Retired Executives (SCORE), boost 10 nvestment in the developing world, justas tbeys(iniﬁvest-

SBDCs (0 consumption in the developed world. ¢an China boo
o boost its oW economy’

k (ELAN). The

ment in the develo

:xd the _E"POT! Legal Assistance Networ
ound the country provide a full

Dligine: c . '
siness, particularly small companies NEW



per day. Ultimately, the party gre

by herself and had to negotjate help hat Ly, o
wholesale distributors. Luly Wanted ey rom d
€ryo

festival of flavors. In going Internationa Luly < hin each
; P

ing to gain international sales but cont;
problems and issues. After the tria|. B

50 big ¢

Vv

ev elatin desserts. A carniv
?ia de Lourdes 5°br:jnoe|atm desserts ?aits, and festive contairé:|ee:)sf f(:;lc;r’islg f e loye ge\a?i:
ady-to-€d flavf)re g| stores. At the  become identifying marks. This export; ngw olors ang :
k! Ssert'm'nlglfy <he came from  USA Today to call Maria de Lourdes Sotr)]gn‘gq*ovation edp

nited State. but Of'rgs' were a staple in her  gelatins and a force in the surging numb o oft:f quegn f Sadyy T Ve
od gelatin 08535 che introduced itto  Hal Lancaster of The Wall Street Journgy 4 Rl En"epren: 2 p 7 reheﬂ cK
twas a novelt Wr:)enfound in a variety of  innovator and very successful entrepreneyr irs]o“ rec(,)g“iZed ner al:s" 4‘ 0°“é€pof‘ P ?af

s Foods Inc. c@" ?mart) customers your dream.” IEing out gng sem?\n ;mfamlh
tsons, Séf?way' i cogn.iZed a need for Today, with its exporting worldwide, but espac; g e .ﬁcaﬁ"ns’
e sl 4 reome 45 ready-to-eat  sales across the United States, Lulu’s Foods,pmufﬂ‘y (0 Mex1co, ang ' Spem xpofwrs
il befcormed the food indus-  gelatin cups, with flavors that include such exotiscs, Core fogyg 1S o b ¥ ¢ ateriﬁls’ 1
i based largely on  Fantasia, Orange Blast, Creamy Vanilla with ¢ il Fru | & kagiPe
ol a0y ite g “ n Free-De-Light o) ana Mgy 0 paC g b1
e business concept has Decom® quite 8 "SPOO . : HI custo™ i
|u first began, with a catch fine for;the, COMPANY, > Sources: D. Barry, “Maria de Lourdes Sobrino, Founder, LuLy’s Dessert” Exportere. cusmms feqd

' ] and Wisdom of Small Businesspsop/e Who Sell Globally (Washington, DC: Us C’:l-nﬂlem derStand’ an

<mall with just Lulu making her mother's  pepartment, 2013); J. Hopkins, “Bad Times Spawn Great Start-Ups” /SA Tog | o . ple. mar
#h an initial production of 300 cups of gelatin  December 18, 2001; and Lulu’s Foods Inc., www.lulus-foods.com. 3“;1?5 that 1€
l;ackage ot =
Confirmil
buy yollr pI'O
DAL | pﬂld a comIl
o Through SCORE, the SBA oversees some 11,500 volunteers with international trade experience linkages 18 V-
to provide one-on-one counseling to active and new-to-export businesses. The SBA als Export ag
coordinates ELAN, a nationwide group of international trade attorneys who provide free initial nackage anc
consultations to small businesses on export-related matters. then sell the
| The United States has also established a set of 17 Centers for International Business Educz sume all tisl
tion and Research (CIBERSs), which assist with exporting needs. The CIBERs were created by you also los
the U.S. Congress under the Omnibus Trade and Competitiveness Act of 1988 to increase and Piggybag
I;;Otf;lg%.tge ];lzti:rr:’s capacity for ipternational understanding and competitiveness. Adm;‘:‘:c‘;ﬁ FQI examp]
el nee;ds (f)f th?i?tsoi) E@ucatlon, the CIBER networ.k links .the human re.:sourlce a:lla o ?hent, but
B et AC..t. usiness .com¥n.un1ty with the international educauol;, apfclu}c;lin“ = 18 products
University of WashiIr)l gtlo ;eSa O(fi l&gve.rsmes across t.he country. The 17 CIEE S(,)fl & te;t o Tentary py
Professors (Www? nd Michigan State University, where the authors e s There Q

the vast mq

mIIllSSiOIlS WhOS e

d.gov/ pPrograms/iegpscibe), serve as regional and national reso

rgs, and,teaChef s at all levels. Many countries around the world
. CIBER Initiative (e

Jority of U.S, states, regions, and many large ¢l s
: u - ;
Matiop gatheringp 'POSE I to promote exports. Most of these provide busif

t:cbhnical assistance, and financing. Unfortunately gt
& att,les for political and financial support with other eXP 1-be

Are trymg 10

2., the E 10n). 5 et
g uropean Union) s maintal achve

have 1=
many nClCS.

wou
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ROV'DERS Most Companies that engage in intel‘na[io l
nal tr

port service providers, but there are many chojces Let’ ade e

ders, €XP M
ms brokers, confirming houses, export agents

u :
1l d l Onom.(: [)l‘OC@SSlng ZOIICS. nts. ,

o, ; . . ]
eting _warders are mainly 1n business to orchestrate lransportation for "
-ntematlonally. The.lr primary task 1S to combine smaller shipments ; Pdm.cs that ara

.ze the shipping cost. Freight forwarders also provi S INto a singlq fatog

& g 1

mel £ inl no firm, such as documentat

ship™. " the exporting : <HON, payment, and carrjer selept:
\ el By

anagement company (EMC) offers services tq companies th
S that

and materials for the pagkaging of their items. Export packers
; packaging 0 maximize the number of items to be shipped.
“Customs brokers can help companies avoid the pitfalls involved in
-ystoms requirements of many countries can be difficult for new or i
derstand, and the knowledge and experience of the customs broker c
example, many countries have certain laws and documentation regulations concernine

items that are not always obvious to the exporter. Customs brokers can offer a firmng I BN
package of services that are essential when a firm is exporting to a large number of cc?u;(zrnilplete

Confirming houses, sometimes called buying agents, represent foreign companies that wﬁi t

by your products. Typically, they try to get the products they want at the lowest prices and ar(:z

paid 2 commission by their foreign clients. A good place to find these potential exporting

linkages is via government embassies.
Export agents, merchants, and remarketers buy products directly from the manufacturer and

package and label the products in accordance with their own wishes and specifications. They
then sell the products internationally through their own contacts under their own names and as-
sume all risks. The effort it takes for you to market the product internationally is very small, but
you also lose any control over the marketing, promotion, and positioning of your product.
Piggyback marketing is an arrangement whereby one firm distributes another firm’s products.
qu cxample, a firm may have a contract to provide an assortment of products to an overseas
clent, but it does not have all the products requested. In such cases, another firm can piggyback

15 products to fill the contract’s requirements. Successful piggybacking usually requires comple-

me&ﬁry products and the same target market of customers.
“I¢ are now more than 600 export processing zones (EPZs) in the

;l;ore han 100 countries. The EPZs include foreign trade zones (FT ZS),. & abel e
nded Warehouses, free ports, and customs zones. Many companies Uust ERaYS)

st ut the sur-
lipments of products that are then reshipped in smaller lots to customers througho

. : ino Z,0N€S
Unding aresg Founded in 1978 by the United Nations, the World Economic Processlﬂngt of the
80Ciaf; | . . . ation dedicated to the improverme

in

world, and they exist 1n
special economic zones,

In addition to using export SeTV]
s careful about !

]
. odds of success. For exan p
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the core American brand name because “that's

i) and‘ tth egs;e?c\i/ ?r?t\?\lr;et\lql:rn Itt ~210 Bergeron "anchls.
most-stressful eventd  are [ess In eft, | (a-AlTiraehs 58 US. brang .. the 3 “StomerS
jasthe th'Ird- 4 divorce Two Men  opposite . . . 1LS " oo 8] company that Will be 3y, Ppem S e
o3 elative @ | ge after-SCh°9| | need them... .. They want the U.S. brand power and mysillable Whe
.0 )Stgrtff b A5 a small busi- In going international to new markets, Tyq Mary' Ique »
Lansim ‘Michid v began in 1985  primary factors to evaluatg.are the size of the Midd|e clas”d A Tyl
ces, the compa ent in @ local  and the population s.mobmty They use software tools 1 S | Couny
ervand . advertise income levels by neighborhood and whether the hq 0 help pi“DOint
o, under Mary Eller orimarily based on single- or multifamily units, The mart:tﬂfg Markgy
e daughte” OL e and a TrUck in and a Truck is best where there is a good miy of otk |°nTTwo Me,
nised Office pf .TWnOW 1oard chain with  Bergeron said that. two other k.e)./ areas in determining ‘Oca ition
qid. Melanié ljon rber as executive  which to operatg include obtaml.ng dCCurate market rese:tuons i
ytive OffiCe! nd mpany as an nternin  identifying potential master franchisees. Ch ang
o joined the €0 '; first president of In the case of Two Men and a Truck going internationa tha
esident. TS s the itself also represented a challenge. There are plenty Of,m © INdusr,
ne from the family. and a truck.” The  nesses worldwide; why should franchisees represent TWOOK:"‘"Q Dusi.
no longer N rtligatmnauy to most of  Truck? The company’s answer to this market differentiation p:?band 3
domestl ally an?N l:rldwlde Two Men anda jts exceptlonal focus on customer service and a Soph'st'cated‘z"; :

he United  pased tracking system. Quality control, labor costs, ang cycle time
f growth as of May complete a move are COre performance metrics in the system In fac:

Cm‘]uiin " cales, 2,800 moving trucks, and  the company has become known in its industry for faster ang Detter
l cranchise grosses about $1.5  analytics to run the business. It has installed a private cloud systep to
id that “we never imagined being In the  make its business operations more efficient, using business analytics

~ilion annually. Bergeron 4 | my mom and my brothers Brigand Jon  to capture and identify growth opportunities worldwide.

moving husiness—that 15, untl
— Sources: D. Barry, “Melanie Bergeron, Chair of the Board of Two Men and a Truck”

for college. Exporters: The Wit and Wisdom of Small Businesspeople Who Sell Globally (Washi
. v 4 . y (Washington,
Two Men and @ Truck has remained branded as Two Men and DC: U.S. Commerce Department, 2013); C. Boulton, "Moving Company Gets a Lift from

Truek”inall pars of the world in which 1t operates franchises (e.g., Faster Analytics,” The Wall Street Journal, August 20, 2013; and A. Wittrock, “Two Men
Canada, reland, the United Kingdom). Names such as “Two Blokes and  and a Truck Wins State Grant, Plans $4 Million Expansion of Lansing-Area Headquarters,

a Lomy” do not appeal to them! The company has decided to stick to  MLive.com, February 27, 2013.

t ° i |
:é:ﬁ:cfelmk& a.dd additional product lines once the exporting operations start to become
>, and hire locals to promote the firm’s products. Another company—Two Men and

a Truck (profiled in th . |
Iranchising approach, ¢ accompanying Management Focus)—has had global success with a

cnte : :
SOUrces 00 thj IS many markets at once runs the risk of spreadmg

ec NGl '
Om;eStablished in anhi il afiauchig shotgun approach to exporting
Wo Mep X Y One market.

may be d




- Local people are likely to have a much greater
maluntl'y than a manager from an exporting firm who h
cO

tunities.'® Armchair exporting does nof work !
your door.

L with the

n itselt e
qn end 11 I'Zes an example of this philosophy).

pron
 OBALEDGE™ EXPORTING TOOL
G

DGETM webSite T

he “Diagnostic Tools” section. In that
mcludHZcC ORE) tool has become a frequently used option by a variety of

expOr ted

evaluates both the firm’s and the intended product’s

b : . : :
flﬂ-m{m to help companies succeed with their exporting.

Figure 14.3 shows the online interface of the CORE Results Report

capacities.

(ry geventh, several studies have suggested the firm needs

but merely a step on the road toward establishment of

» assess (1) a company's readiness to export a product and (2) the

(Company Readiness to Export) assists firms in self-assessment of their €Xporting

. The overall report
includes a prediction by respondents of where they think their company is in terms of

eadiness to export, as well as the actual readiness (organizational and product) based on the
Ti-question CORE diagnostic tool assessment. The users also receive scores on all questions

ad various strengths and weaknesses associated with their exporting capabilities and

& test PREP

Use SmartBook to help retain what
you have learned. Access your
Instructor’s Connect course to
check out SmartBook or go to
learnsmartadvantage.com for help.

N 14.2 T

Source: C. W. L. Hill and G. T M: Huft,
International Business: Competing in the_ ,
Global Marketplace (New York: McGraw-Hill

Education, 2017)

Company readiness to export.
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Recognize the basic steps involved in
export financing.
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Export and Import Financing

Mechanisms for financing exports and imports have evolved over the centuries in TESpONSe to a
problem that can be particularly acute in international trade: the lack of trust that exists when
one must put faith in a stranger. In this section, we examine the financial devices that have
evolved to cope with this problem in the context of international trade: the letter of credit. the
draft (or bill of exchange), and the bill of lading. Then we trace the 14 steps of a typical export-

Import transaction, !

LACK OF TRUST Firms engaged 1n international

t.rade have to trust someone they may have never seen. who
lives in a different country, who speaks a different language,
Who abides by (or does not abide by) a different legal syt
and who could be very difficult to track down it he. or she
df’«faUItS on an obligation. Consider a U.S. firm exportins 'S
distributor in France. The U.S. businessperson might ¢




e oul d prefer the French distribut(?r to pay for the products befofe he sh;
gflhe U,S- (4 4). Alterna[ively, (O enSu.re she receives the products, the French dias bShlPS them
e Fjgurfo nay for them until they arrive (see Figure 14.5). Thus, each party ha: 2 utor woyq
P ofer notnces Unless there 1s some way of establishing trust between e, Feitie St }211 different set
feren“+=: » € tranggct
of pre occul. : o
. ht neVer - ' h '
night problem s solved by using a third party tlustefi by both——-normally a reputable p
- e . termediary. What hapI’)ens can be summarized as follows (see Figure 14.¢ ank—tq
\ ol 8 mporter obtains Fhe .banks promise to pay on l:lel~ behalf, Knowing the U § . ). First, the
Frenche Sk This promise 18 known as a let.ter of credit. Having seen the letter o.f C'resF)orter will
rust rtflr ow ships the prodUCftS to France. Title to the products is given to the bank ire1 tlr:s the U S.
expoumem ~alled a bill of lading. In return, the U.S. exporter tells the bank to pay for th € form of
adf)Ch he bank does The document for requesting this payment is reterred to as a drafy e]E)roducts
whx.c;1  oaid for the products, NOW passes .the title on to the French Importer, whom the b he bank
ha\’tlh ;t ime or later, depending on their agreement, the importer reimburses the b 0% frust
AlfTlain ser of this section, we examine how this system works in more detail OS]0 the
. .
e 1 Importer Pays for the Goods . Coam il
Prefer
Source Ce;cLe Sels €Xporter.
rce:C. W. L. Hill gn
lGnlternational BUSig{ess;dCi'mrbZ.in};ui,: the
Ed?z:‘nrs,rkzeot?;c @ (New York: McGram- i
2 Exporter Ships the Goods after Being Paid
1 Exporter Ships the Goods m FIGURE
Preference of the French
importer.
Source: C. W. L. Hill and G. M. T. Hult, Global
Business Today (New York: McGraw-rill
Education, 2018).
s 2 Importer Pays after the Goods Are Received i
T e
lmporter Obtains Bank's 2 Bank Promises Exporter to The use of a third party
Promise to Pay on Pay on Behalf of Importer 1 and G. M. T Hult, Global

. Sou[(‘e,' C W. L HI” Hl”
Im porter's Behalf ausiness Today (New Vork: McGraw-

£qucation, 2018}

6 Importer
Pays Bank
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«tor of credit, abbreviated as [/
IT Aletter O , stands
OF C.RElDanSaCtion ISSUCd by a bank at the request of an lmp
erc1a‘ljafnk il pay a Spec.if.ied sum of money to a bepef;
het ek particular, spemfled documents. : |
sentall example of the S GXporter. and the Erench imPOrter, T the Ofa Pﬂgfl
ain t-hle ~al bank, say: the Bank of P?ns, for the issuance of 2 Tettes e Frenchi Wc"' ‘
hel gert os a credit check of th? importer. If the Bank of Paric iS0f Crediy Tnl: ik Ti“’ee
) un il issue 2 letter of credit. Howc.aver, the Bank of Paris m§atlsﬁed Wiue\ 6 ﬂlﬂ[‘l
iness, ©* " -m of collateral from her first. In addition, the g '8ht req,, R Vo
ne other 10 : . ank of £ o sf© f
o 1 fee for this service. Typlca“)(, this QML between () 5 and 7 S iy ;’ﬂﬂk 0 :
i ¢ of credit, depending on the importer's creditworthiness g4 the PeTen oy o Presc
SR lettelc—: e larger the transaction. the lower the percentage) 22 of i [dmt pe
(As @ flll( o,f Paris is «atisfied with the French 1mpf)rtef’s Creditworthjneg; 1he e[
Assume the Bank O The letter states that the Bank of Paris will pay the {J g : ang 491, : o)) )
letter of credit. , . ~cordance with specified instruct;  ~Porter fy o il
{0 iSSUe d 1S lt iS Shlpped 1n ac . 10NS and conds: he , fﬁ"
dise as 1ong , financial contract between the Bank of - ltiong, 5 P” ot
mercha® r of credit becomes 4 , Ol Parig and : ‘ perC ..
this point, the lett€ ¢ paris then sends the letter of credit to the U.S. exporter’s Ko eUs§ s97,700,
exporter: The Balll(k ’I?he Bank of New vork tells the exporter that it has received 5 1€tter’ OS:Y, the 0 Jay:
rk. | - .
gank of NeW Xoship e merchandise. After the e?(porter has shipped the merchandise, . :—lrredu | et
and that hg ca s Bank of Paris 1n accordance with the terms of the letter of credit ke aws
, draft against | < and presents the draft to his own bank, the Bank of New York_ fo = S the B|LL
required doculr\l;eﬂ ;ork then forwards the letter of credit and associated documents ¢, thzfgem. ol !
The B?Iﬂ(f():n ;:'terms and conditions contained in the letter of credit have been complieg w??tl]( E ner
o i . w1l honor the draft and will send payment to the Bank of New York, When o ~ g I€
= the Bank of Par1s will hon el - When the f AS
Rank of New York rece1ves the funds, it will pay the U.S. exporter. - pserib
As for the Bank of Paris, once.it has transferred !:he funds to the Bank .of New York itwyy § oproVi
collect payment from the French importer. Alternatlvel.y,. the Bank of Pafls.may allow theip. B peused
porter some time to resell the merchandise before requiring payment. This 1S not unusug| Dar- - othedl
ticularly when the 1mporter is a distributor and not the.flnal consumer of the merchandise sipe~ §  3dvanc
it helps the importer’s cash flow. The Bank of Paris will treat such an extension of the payment ~ §  bythe i

period as a loan to the 1mporter and will charge an appropriate rate of interest.
The great advantage of this system 1s that both the French importer and the U.S. exporter are

likely to trust reputable banks, even if they do not trust each other. Once the U.S. exporter has seen
a letter of credit, he knows that he is guaranteed payment and will ship the merchandise. Also,
exporter may .ﬁnd that having a letter of credit will facilitate obtaining pre-export financing For
z:amr[:le,fhavmg seen the letter of credit, the Bank of New York might be willing to lend te
hal\’lz t(j{) e“rfédzit(;) process and prepare the merchandise for shipping to France. This loan md nol
e Shgdoelsn:ﬂt tlllle exporter has received his payment for the merchandise. As for the French

al conditions state d(;n tivel to pay for th.e merchandise until the documents have arrived and u}ﬂCSS

tee she must pay the B nli ctter gf credit have been satisfied. The drawback for the importr® 'th'e
ank of Paris for the letter of credit. In addition, because the letter of credit1$

a financia] 1 )
T, 1t may reduce her ability to borrow funds for other purpose>

Ol of ey ablhty against h



[ into tWO categories, sight drafts and time drafts, A g;
all 1 : : B8 iy A% rEi
fis fa fiawes A time draft allovxfs t(.){. a delay in paymcnl—-|10|'1nally 30, 60 «
gon 1© o ented to the drawee, who signifies acceptance of S 2V, OV, 9()
0 ([JZYS‘ ' rzson its face. Once accepted, the time draft beco
1% i Ofaccepl&&‘;hen a time draft is drawn on and accepted by is calleq 5 o
i’L ];]“ 10 parfy' it is drawn on and accepted by a business firm, it i ' dAnker’
q Ve ;ﬂ;(‘é’- Wgel}ts are negotiable instruments; that is, once the
{} e dra

ght draft i« D:

m
| ank Ofpilrﬁon The Bank of Paris stamps the time drafy
n 5

e e presf:1 caft is for $1 00,000.

e porter can either hold onto the accepted time drg
eX

The

. (o an investor, say, the Bank of New York
| 1t

- rate 1S / percent, the exporter could recely
1100 dISCOUH[
/ o

draft requirin |
| 8 Ps I i
With an acc : ?')ddys af-

[t and recejye $100,000 1]

0 BILL OF LADING The third key document

AN faly Inancing internatjong] t '
I} /il of lading. The bill of lading is issued to the exporter - lrade s the

i % merchandise. It serves three purposes: it is g recei
he \s a receipt, the bill of lading indicates

~ ¥ peused to obtain payment or a written promise of pay

"~ §  wtheimporter. The bill of lading can also function as collateral against which funds may be
6 advanced to the exporter by its local bank before or during shj -
'} bythe importer.

works 1n a typical case, sticking with the example
Ihe typical transaction involves 14 steps (see Figure 14.7).

L The French importer places an order with the U.S. exporter and asks the American if he
Would be willing to ship under a letter of credit.

2. The U.S. exporter agrees to ship under a |
such as prices and delivery terms.
3. The French Importer applies

etter of credit and specifies relevant information

to the Bank of Paris for a letter of credit to be issued in favor
of the U.S. cxporter for the merchandise the importer wishes to buy.

The Bank of Paris issues a letter of credit in the French importer’s favor and sends it to the
5 ’H;& “Xporter’s bank, the Bank of New York.

¢ The Bank of Ney York advises the exporter of the opening of a letter of credit in his favor.

fe U.S. “Xporter ships the goods to the French importer on a common carrier. An official
 the carrier gives the Exporter a bill of lading.

fhe U5, “Xporter presents a 90-day time draft drawn on the Bank of Paris in accordance

;léh 15 letter of credit and the bill of lading to the Bank of New York. The exporter
Ndor

k.
] The Bses the bil] of lading so title to the goods is transferred to the Bank of New Yor

. s. The Ban
Pary 0k of New York sends the draft and bill of lading to the Bank .of Pa:(l)spay 5oy
a:cn b accepts the draft, taking possession of the documents and promising
Y Th "Pled draf in 90 days

10:“]: I?ZX OF Paris returns the accepted draft to the Bank of New York. nk draft,
Which

: : cepted ba
i OFNew York tells the U.S. exporter that it has received the accep
| ' Payable ip, 9() days.

4,

]

k of

nq. Import!
Chapter Fourteer! Exporting,




4 Importe’ Orders Goods

Cill Order

porter Agrees 1o |

2 EX

6 GoodsS Shipped to France

f ™ e A B . .
G v ) I B
b '
4
- -...l‘ . P "'
ke 3
! \ |

12 Bank Tells
= Importer
ts Draft Documents 13 'mDOrte
Arrive r.
14 Bank of New York Presents Matured
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THE POPULARITY OF COUNTERTRADE
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