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INTRODUCTION

International marketing is the activity related to the sale of goods and services of
one country in the other, subject to the rules and regulations framed by the countries
concerned. International marketing is marketing abroad, i.e., beyond the political
boundaries of the country. International marketing brings countries closer due to
economic needs and facilitates understanding and co-operation among them.
Businesses choose to explore foreign markets for a host of sound reasons.

International marketing is the application of marketing principles by industries
in one or more than one country. This is trading of goods and services among
different countries. International marketing consists of large-scale operations to
be performed by business for promoting their products in many countries. It requires
huge amount of labour and capital for meeting out the needs of large people at
international level. The text book titled “International Marketing” covers the
important topics like Nature and Scope of International Marketing, Decisions
Relating Entry in the Foreign Market, Product Planning for International Market,
Product Designing, Advertising, Branding and Packaging, Factors Influencing
International Price, Pricing Process and Methods, International Price Quotation
and Payments Conditions, International Distribution Channels and Logistics
Decisions, Selection and Appointment of Foreign Sales Agent, Indian Import and
Export, Exporting Pricing and Export Finance.

The first unit includes the Definitions, Nature and Scope of International
Market, Domestic Marketing vs. International Marketing, Decisions Relating Entry
in the Foreign Market. International marketing occurs when a business directs its
products and services toward consumers in more than one country. Common
marketing concerns such as input costs, price, advertising and distribution are
likely to differ dramatically in the countries in which a firm elects to market.
Furthermore, many elements outside the control of managers, both at home and
abroad, are likely to have a large impact on business decisions. The key to successful
International Marketing is the ability to adapt, manage and coordinate a marketing
plan in an unfamiliar and often unstable foreign environment. The authors of this
book describe the history of international marketing. Modern international marketing
can arguably be traced to the 1920s, when liberal international trading was halted
by worldwide isolationism and increased barriers to trade. The United States
furthered this trend by passing the Smoot-Hawley Tariff Act of 1930, raising the
average US tariff on imported goods from 33 to 53 cents.

Product planning is an indivisible part of every product’s implementation
journey. It allows for secure product development as it helps to gauge possible
risks and threats. Project managers use the assumptions of product planning in
their work to achieve best practices and outcomes. A proper plan should be framed
in respect of products to be exported. New products should be produced on a
larger scale to answer foreign demand. This unit also includes the topics like product
designing, advertising, branding and packaging. Product designing describes the
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process of imagining, creating and iterating products that solve users’ problems or
address specific needs in a given market. Advertising refers to the activity of
attracting public attention to a product or business, as by paid announcements in
the print, broadcast or electronic media. Branding is the process involved in creating
a unique name and image for a product in the consumers’ mind, mainly through
advertising campaigns with a consistent theme. Packaging is the science, art and
technology of enclosing or protecting products for distribution, storage, sale and
use. It is the process of design, evaluation and production of packages.

This unit defines the international pricing process and methods. International
pricing refers to the equilibrium product price that results from international trade.
When a firm determines its pricing strategy, it can choose between a static or
flexible policy. The pricing decision is very important which should be clearly settled
between the parties of the sales contract. A price quote is a document or verbal
communication that gives a fixed price for a project. A quote is given to a potential
buyer from a supplier and is also known as a “quotation” or simply a “quote.”
Dumping is an international price discrimination in which an exporter firm sells a
portion of its output in a foreign market at a very low price and the remaining
output at a high price in the home market. Intermittent Dumping is adopted under
exceptional or unforeseen circumstances when the domestic production of the
commodity is more than the target or there are unsold stocks of the commodity
even after sales. In such a situation, the producer sells the unsold stocks at a low
price in the foreign market without reducing the domestic price.

International distribution channel is that path which includes all individuals
and institutions around the world which work to make goods reach the consumers
from producers without interruption. Distribution plays an important role in the
implementation of the international marketing programme as it enable the products
and services to reach the ultimate customer. This unit also includes the logistics
decisions, selection and appointment of foreign sales agent. A foreign distributor is
a foreign firm that has exclusive rights to carry out distribution for a manufacturer
in a foreign country or specific area. International Logistics and Supply Chain
courses cover a wide spectrum of topics including transportation management,
lean supply chain, strategic sourcing, warehousing, performance-based logistics,
constraints management, supply chain network design and demand management.
Singapore and Dubai are both important logistics hubs connecting globally and
regionally. This provides a perfect location for this specialization. Foreign sales
agent is an entity or person acting as a foreign representative for a local business.
An individual or firm serves as a foreign representative for a domestic supplier and
seeks sales in the foreign country for the supplier. This is an individual who knows
your target market is a resident of that market and has experience in driving sales
on behalf of that organization.

Export-import trade has assumed significance as it is vital for a country’s
prosperity. The more the export of goods, more is the revenue earned and the
chances that the country can progress economically. ‘Imports’ means bringing
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into India, of goods from a place outside India. In other words, it refers to the
goods which are produced abroad by foreign producers and are used in the
domestic economy in order to cater to the needs of the domestic consumers. India
includes the territorial waters of India which extend up to 12 nautical miles into the
sea to the coast of India. Similarly, ‘exports’ of goods means taking goods out of
India to a place outside India. It refers to the goods which are produced domestically
and are used to cater to the needs of the consumers in other countries. Import of
goods helps to boost the economy by providing capital good for infrastructure or
industrial development, meeting shortages and improving quality of production.
It also helps to improve living standards by making available goods and products
not produced in the country. With the rise in disposable incomes in India, the
marked for imported goods is growing. Starting a business of importing goods can
be a profitable venture, but requires that the rules and regulations governing such
trade and the markets in respect of both the countries and the trade agreements
with the country of interest are studied and understood well. Export finance refers
to financial assistance extended by banks and other financial institutions to
businesses for the shipping of products outside a country or region. An exporter
should first gain understanding of some documents commonly required by export
finance institutions.

Dr. Arijit Roy
Dr. Kalaivani, K.N.
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1.0 INTRODUCTION

International marketing occurs when a business directs its products and services
toward consumers in more than one country. While the overall concept of marketing
is the same worldwide, the environment within which the marketing plan is
implemented can be drastically different. Common marketing concerns such as
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input costs, price, advertising, and distribution are likely to differ dramatically in
the countries in which a firm elects to market. Furthermore, many elements outside
the control of managers, both at home and abroad, are likely to have a large
impact on business decisions. The key to successful International marketing is the
ability to adapt, manage and coordinate a marketing plan in an unfamiliar and
often unstable foreign environment.

1.1 OBJECTIVES

After going through this unit, you will be able to:
Describe the concept of international marketing.
Explain in detail about nature and scope of international market.
Analyze the concept of decisions relating entry in the foreign market.

1.2 THE CONCEPT OF INTERNATIONAL
MARKETING

International marketing is the activity related to the sale of goods and services of
one country in the other, subject to the rules and regulations framed by the countries
concerned. It is marketing abroad, i.e., beyond the political boundaries of the
country. It brings countries closer due to economic needs and facilitates
understanding and cooperation among them. Businesses choose to explore foreign
markets for a host of sound reasons. Commonly, firms initially explore foreign
markets in response to unsolicited orders from consumers in those markets. In the
absence of these orders, companies often begin to export to: establish a business
that will absorb overhead costs at home; seek new markets when the domestic
market is saturated; and to make quick profits. Marketing abroad can also spread
corporate risk and minimize the impact of undesirable domestic situations, such as
recessions.

While companies choosing to market internationally do not share an overall
profile, they seem to have two specific characteristics in common. First, the products
that they market abroad, usually patented, have high earnings potential in foreign
markets; in other words, the international sale of these products should eventually
generate a substantial percentage of the products’ total revenue. Also, these
products usually have a price or cost advantage over similar products or have
some other attribute making them novel and more desirable to end-users abroad.
Second, the management of companies marketing internationally must be ready to
make a commitment to these markets. They must be willing to educate themselves
thoroughly on the particular countries they choose to enter and must understand
the potential benefits and risks of a decision to market abroad.

Globalization is the new buzzword that has come to dominate the world
since the nineties of the last century with the end of the cold war and the break-up
of the former Soviet Union and the global trend towards the rolling ball. The
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frontiers of the state with increased reliance on the market economy and renewed
faith in the private capital and resources, a process of structural adjustment spurred
by the studies and influences of the World Bank and other International
organizations have started in many of the developing countries. Also, globalization
has brought in new opportunities to developing countries. Greater access to
developed country markets and technology transfer hold out promise improved
productivity and higher living standard. But globalization has also thrown up new
challenges like growing inequality across and within nations, volatility in financial
market and environmental deteriorations. Another negative aspect of globalization
is that a great majority of developing countries remain removed from the process.
Till the nineties the process of globalization of the Indian economy was constrained
by the barriers to trade and investment liberalization of trade, investment and financial
flows initiated in the nineties has progressively lowered the barriers to competition
and hastened the pace of globalization.

1.2.1 History of International Marketing
Marketing abroad is not a recent phenomenon. In fact, well-established trade
routes existed three or four thousand years before the birth of Christ. Modern
international marketing, however, can arguably be traced to the 1920s, when liberal
international trading was halted by worldwide isolationism and increased barriers
to trade. The United States furthered this trend by passing the Smoot-Hawley
Tariff Act of 1930, raising the average US tariff on imported goods from 33 to 53
cents. Other countries throughout the world imposed similar tariffs in response to
the United States’ actions, and by 1932 the volume of world trade fell by more
than 40%. These protectionist activities continued throughout the 1930s, and the
Great Depression, to which many say protectionism substantially contributed, was
deeper and more widespread than any other depression in modern history.
Furthermore, according to the United Nations, this protectionism undermined the
standard of living of people all over the world and set the stage for the extreme
military buildup that led to World War II. One result of the Great Depression and
World War II was strengthened political will to end protectionist policies and to
limit government interference in international trade.

Thus, by 1944, representative countries attending the Bretton Woods
Conference established the basic organizational setting for the post-war economy,
designed to further macroeconomic stability. Specifically, the framework that arose
created three organizations: the International Trade Organization (ITO), the World
Bank, and the International Monetary Fund (IMF).

Although negotiations undertaken for the ITO proved unsuccessful, the
United States proposed that the commercial policy provisions that were originally
be included in the ITO agreements should be temporarily incorporated into the
General Agreement on Tariffs and Trade (GATT). In 1947, 23 countries agreed to
a set of tariff reductions codified in GATT. Although GAT was at first intended as
a temporary measure, because ITO was never ratified, it became the main
instrument for international trade regulation. GATT was succeeded by the World
Trade Organization (WTO), which was established in January 1995 after GATT
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officially ended in April 1994. The WTO’s main function has been to resolve trade
disputes, and it developed procedures for handling trade disputes that were much
improved over the GAT procedures. In its first 18 months, the WTO settled more
than 50 trade disputes.

In the 1960s and 1970s, world trading patterns began to change. While the
United States remained a dominant player in international trade, other less developed
countries began to manufacture their own products. Furthermore, the United States
became more reliant than ever on imported goods. For example, by 1982, one in
four cars sold in the United States was foreign-made and more than 40% of
electronic products were produced or assembled abroad. To make matters worse,
the United States consistently imported a sizable portion of its fuel needs from
other countries. All of these elements created a US dependency on world trade.

As free market policies continued to be the dominant political force
concerning trade around the world, a host of new markets opened. Specifically, in
the late 1980s, Central and Eastern European markets opened with the dissolution
of the Soviet Union. By the 1990s, world trade began with China, as well as with
countries in South America and the Middle East new markets that looked quite
promising. In spite of the changes in the world trade arena, the United States,
Japan and Europe continued to play a dominant role, accounting for 85% of the
world’s trade.

Interestingly, while the trend of opening new world markets continued, there
was another trend toward regional trade agreements. These agreements typically
gave preferential trade status to nations that assented to the terms of a pact over
those nations that did not participate. Two examples are the creation of a unified
European Market and the ratification of the North American Free Trade Agreement
(NAFTA). Created in 1958, and renamed most recently in 1993, the European
Union (EU) is a regional organization designed to gradually eliminate customs
duties and other types of trade barriers between members. Imposing a common
external tariff against nonmember countries, EU countries slowly adopted measures
that would unify and, theoretically, strengthen member economies. Member nations
include Belgium, France, Germany, Great Britain, Italy, Luxembourg, the
Netherlands, Denmark, Ireland, Greece, Spain and Portugal.

Comprised of Canada, the United States, and Mexico, NAFTA was passed
by the US House and Senate in November 1994. In total, 360 million consumers
are subject to the agreement, with spending power of about $6 trillion. Therefore,
NAFTA is 20% larger than the EU.

With non-European multinational corporations facing tariff barriers put up
by the EU, the most attractive international markets were those emerging in the
developing countries of Asia, Russia and Latin America. According to Christopher
Miller, Professor of International Marketing at the Thunderbird Graduate School
of International Management, “There’s nowhere else to go. With the advent of the
EU, it’s harder and harder for non-European companies to get into Europe”.
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1.2.2 Meaning of International Marketing
International marketing refers to marketing carried out by companies overseas or
across national borderlines. This strategy uses an extension of the techniques used
in the home country of a firm. It refers to the firm-level marketing practices across
the border including market identification and targeting, entry mode selection,
marketing mix and strategic decisions to compete in international markets.

Examples:

When McDonald’s entered in India, they did an extensive research before zeroing
upon the menu on offer for the Indian consumers. The entire menu was tailor made
as per Indian consumer taste. The company stuck to 40% Pure Vegetarian offering
unlike any other overseas market. McDonald’s also made sure to respect Indian
culture by not serving beef or pork recipes which on the other hand were popular
ingredients in other markets. McDonald’s also made sure to create recipes with
Indian spices to match the local taste. You can check the current menu here –
McDonald’s Indian Menu.

McDonalds India Menu Kellogg’s, the global giant when it comes to cereals,
entered in India in 1994 and introduced their proprietary ‘original’ recipe which
failed miserably in the Indian subcontinent. The main reason was that Kellogg’s
India did not correctly ascertain their competition. Indian consumers were used to
local homemade wheat based breakfast recipes.

Kellogg’s quickly learnt from their mistake and customized their product
from their original recipe to wheat flakes, rice flakes, etc.

There are plenty of other examples where global giants customized their
offering to meet Indian consumer equipment and thrived. Here are few:

Nokia – Dust-resistant phone, anti-slip grip and in-built flash light for India
rural consumer.

Hindustan Unilever – Introduced shampoo sachets priced at ̀  1 for price-
sensitive Indian consumer.

MTV – Localized programming help to gain wider audience.
All these product localizations translated into success stories in India and

helped the brand reach every household in the country. Post the success of these
products and familiarity with the brand, it gave companies leeway to experiment
with their new offerings and lure consumers to try new variants.

1.2.3 Definitions of International Marketing
According to the American Marketing Association (AMA), “international marketing
is the multinational process of planning and executing the conception, pricing,
promotion and distribution of ideas, goods and services to create exchanges that
satisfy individual and organizational objectives”.

According to Hess and Cateora, “International marketing is the performance
of business activities that direct the flow of goods and services to consumers or
users in more than one nation”.
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According to Kotler, “International marketing is concerned with integrating
and standardizing marketing actions across a number of geographic markets.”

According to Cateora and Graham, “International marketing is the
performance of business activities designed to plan, price, promote and direct the
flow of a company’s goods and services to consumers or users in more than one
nation for a profit.”

According to Terpstra and Sorathy, “International marketing consists of
finding and satisfying global customer needs better than the competition, both
domestic and international and of coordinating marketing activities within the
constraints of the global environment.”

1.2.4 Objectives of International Marketing
The important objectives of international marketing are as follows:

1. To bring countries closer for trading purpose and to encourage large-
scale free trade among the countries of the world.

2. To bring integration of economies of different countries and thereby to
facilitate the process of globalization of trade.

3. To establish trade relations among the nations and thereby to maintain
cordial relations among nations for maintaining world peace.

4. To facilitates and encourage social and cultural exchange among different
countries of the world.

5. To provide better life and welfare to people from different countries of
the world. In addition, to provide assistance to countries facing natural
calamities and other emergencies situations.

6. To provide assistance to developing countries in their economic and
industrial growth and thereby to remove gap between the developed
and developing countries.

7. To ensure optimum utilization of resources (including surplus production)
at global level.

8. To encourage world export trade and to provide benefits of the same to
all participating countries.

9. To offer the benefits of comparative cost advantage to all countries
participating in international marketing.

10. To keep international trade free and fair to all countries by avoiding
trade barriers.

1.3 INTERNATIONAL MARKETING SERVICES

International Marketing Services LLC was founded in 1986 as IMS Inc. with an
original mission to facilitate business and trade between the United States and the
former Soviet Union and its erstwhile Eastern Bloc allies in Central Europe. At
that time, many countries were still in the grip of authoritarian, Communist
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governments, and Mikhail Gorbachev’s Glasnost and Perestroika were merely
ideas. Free trade between the United States and those countries was unimaginable
for most people, and even travel required extensive paperwork. Most trade was
in “must have items” for either side. Nevertheless, we saw an opportunity in the
slow but sure opening of the Soviet Union, as well as the practical fact that most
trade missions at the time were run by either government and ineffective at providing
post-show marketing and sales support.

After a couple years of initial research and preparation, we launched our
first trade mission to Moscow and followed with trips to Poland, Czechoslovakia,
and other cities within Russia. IMS’ co-founders, Jozef and Jolana Jaklovsky
traveled extensively during that time, facilitating US companies’ meetings, logistics,
and providing post-trip support directly and through local representatives. In all,
we took 150 trips to the region, assisting companies as diverse as Bethlehem
Steel, US Steel, Dresser Industries, Cherco Compressors, and Texaco develop
partnerships and customers that included divisions of Gazprom, Slovnaft,
Transmash, and the Polish Oil and Gas Company.

After the early 1990s, as more multinationals developed a strong presence
in the region and economies became fully privatized, we shifted focus away from
consulting clients with on the ground opportunities to engaging in direct import/
export. Since that time, we have developed opportunities as diverse as water
heaters, copper tubing, industrial machinery, pharmaceutical substances and
nutritional supplements in Russian, Central Europe and North America.

In 1999, as the Internet revolution was taking shape, we developed a
subsidiary, Polar Design to provide international marketing services and consulting
to company’s intent on reaching international audiences via the web. The subsidiary
grew to provide a complex range of communications and IT services, but IMS
continues to work with it on international marketing projects for our clients that
call upon design of websites or collateral, search engine marketing and e-commerce.

Today, IMS remains a dynamic and international organization, employing
25 professionals (including those in the Polar Design subsidiary) assisting clients
with a wide range of marketing and communication needs. We operate out of two
offices, one located in the United States and the other in the EU. While our mission
has evolved since our beginnings to embrace more than the facilitation of east-
west commerce, we remain at heart a company that helps clients open new markets
wherever there may be barriers, be they geographic, cultural, or technological.

1.4 TRENDS OF INTERNATIONAL
MARKETING IN INDIA

In the present scenario, international marketing has changed the world and itself.
Now it is not like earlier that by giving advertisement on television and newspaper
will increase the sales and awareness of the product. It has come a long way to
this situation. Trends of International Marketing in India can be summarized as
follows:
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1. Reengineering

The idea of reengineering marketing revolves around the idea of rethinking the
international marketing strategies that are adopted by the organization to suit the
current situation. Appointing teams to manage customer-value-building processes
and break down walls between departments. Supplier Partnering: Partnering with
fewer but better value-adding suppliers. Customer partnering is working more
closely with customers to add value to their operations. Globalization functions
helps in increasing efforts to “think global” and “act local”. Monitoring of
international marketing operation through real time racking what is said online and
elsewhere and studying customers, competitors and others to improve business
practices.

2. Outsourcing

Outsourcing is a business practice in which a company hires a third-party to perform
tasks, handle operations or provide services for the company. One of the biggest
and most obvious benefits of outsourcing is that companies are able to save money
on valuable processes by reducing costs. Despite the fact that outsourcing services
abroad will cost you less than hiring a local business to provide them to you, or
training people to do those things in-house, you can also get higher quality work.
Outsourcing facilitating the buying more goods and services from outside domestic
or foreign vendors. Benchmarking ensures the studying the best practices
companies to improve performance. Acquiring or merging with the firms in the
same complementary industries to gain economies of scale and scope. Flattening
is the outsourcing procedure of reducing the number of organizational levels to get
closer to the customer. Focusing is the important issue in international marketing
operation by determining the most profitable businesses and customers and focusing
on them.

3. Accelerating

Expanding into international markets has become a vital strategy for businesses to
increase revenue and profits. Success in international expansion has even led some
businesses to receive more income from overseas than domestic markets. Designing
the organization and setting up processes to respond more quickly to changes in
the environment Empowering: Encouraging and empowering personnel to produce
more ideas and take more initiative.

4. Social Media Marketing
Social media marketing is an umbrella term that defines the various activates that
integrate technology, social interaction and the construction of word and picture.
For social media marketing we need to have creative idea which attracts other
people to the product. Social media has made the need for marketing personnel
who understand more than one language. Countries have social media sites that
let them communicate in their native languages. Even people in countries where
English is spoken along with their native tongue might take offense if you never
communicate in their language. To increase brand acceptance, you must persuade
customers you are one of them. This often calls for translations into their languages.
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5. Negotiating Licensing and Franchising Arrangements

Negotiating licensing franchising arrangements whereby enterprises in importing
countries are granted rights to muse the exporting company’s know-how, viz.
patents, processes or trademarks. For example USA’s Pepsi Foods Inc. has granted
rights to various factories in India to manufacture and sell cold drink under the
brand name of “Pepsi. Establishing Joint ventures in foreign countries are the crucial
business strategy for manufacturing and international marketing.

1.5 NATURE OF INTERNATIONAL
MARKETING

International marketing is the application of marketing principles by industries in
one or more than one country. This is trading of goods and services among different
countries. The nature of international marketing can be summarized as follows:

Fig. 1.1: Nature of International Marketing

1. Large-scale operations

2. Broader market

3. Intense competition

4. Higher risk and challenges

5. International restrictions

6. Controlling nature

7. Subject to diplomatic relations

8. Involves at least two set of uncontrollable variables

9. The business should have broader competence

Nature of International Marketing
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1. Large-scale Operations

International marketing consists of large-scale operations to be performed by
business for promoting their products in many countries. It requires huge amount
of labor and capital for meeting out the needs of large peoples at international
level.

2. Broader Market

It provides wider platform for advertising products at an international level. Business
can target their products among large population residing in different nations.
Marketing is not limited to any local area or nation but is free for all across the
globe.

3. Intense Competition

International marketing faces an intense competition due to the presence of both
domestic and international competitors. Organizations at a global level have to
compete with both of these competitors which lead to stiff competition in
international market.

4. Higher Risk and Challenges

Marketing at an international level involves a large amount of risk and challenges
as it is dependent upon various factors and conditions. These risks arise due to
political factors, cultural and regional differences, language barriers, changing styles
and fashions of customers, sudden war or changes in government regulations.

5. International Restrictions
Organizations in international market need to follow all tariff and non-traffic
constraints. There are various restrictions imposed due to differences in rules and
regulation among nations at global level. All nations perform import and export
following the restrictions imposed in international market.

6. Controlling Nature

International market is dominated by developed countries and multinational
corporations due to their global presence. Developed countries due to the presence
of advanced technology and worldwide reach are able to perform business
operations efficiently everywhere.

7. Subject to Diplomatic Relations

International marketing is subject to the diplomatic relations between countries.
Organizations enter into international market of those countries with which its home
country shares better cordial relations. There is no trade in between the nations
having clash with one another.

8. Involves at Least Two Set of Uncontrollable Variables

In domestic marketing, the marketers have to interact with only one set of
uncontrollable variables. In international marketing, at least two set of uncontrollable
variables are involved or more if the marketing organization deals in more countries.
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9. The Business Should Have Broader Competence

Special management skills and broader competence is required in international
marketing/business. An international marketing organization has to compete with
both the domestic competitors and the international competitors. Hence, the
competition is intense in international marketing.

Check Your Progress

1. Discuss the concept of International Marketing.
2. Explain the nature of International Market.

1.6 SCOPE OF INTERNATIONAL MARKETING

The scope of international marketing can be summarized as follows:

Fig. 1.2: Scope of International Marketing

1. Import and Export

International marketing provides business an opportunity to enter global market
for conducting trade. Export refers to selling its products in another country for
earning high revenues. Import involves buying goods from foreign market and

1. Import and Export

2. Re-export

3. Contractual Agreement

4. Joint Venturing

5. Fully Owned Manufacturing

6. Growth Opportunities

7. Foreign Investments

Scope of International Marketing
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selling it in domestic market. These activities help business in expanding their
operations and earning better profits.

2. Re-export

Re-export is an activity under which companies imports semi-finished goods,
process these goods for transforming them into finished products and export them
to foreign countries.

3. Contractual Agreement
International marketing exposes business to global market for expanding their
operations. Companies enter into contract with other companies overseas for
performing certain operations. Agreements are entered into in form of co-production,
licensing and technical assistance. It raises the customer base, expands the market
and overall profitability of business.

4. Joint Venturing

Joint venture is the one where two brands associate with one another for starting
a new business. They perform all activities together and share revenue in pre-
decided ratio. Partnership with domestic brands in foreign land helps companies
in easily understanding the market dynamics.

5. Fully Owned Manufacturing

Under this, companies set up their own manufacturing unit in foreign land. They
themselves manufacture goods and promote on their own. It will help in minimizing
cost and maintaining the quality. Establishing of manufacturing unit in foreign company
will overcome all issue like cost differences, government policies and trade barriers.

6. Growth Opportunities

There are lots of growth opportunities for both of the countries, developing and
underdeveloping countries by trading with each other at a global level. The imports
and exports of the countries grow their profits and help them to grow at a global
level.

7. Foreign Investments
Foreign investment is an important part of international business. Foreign investment
contains investments of funds from the abroad in exchange for financial return.
Foreign investment is done through investment in foreign countries through
international business. Foreign investments are two types which are direct investment
and portfolio investment.

Scope of Marketing Indian Products Abroad
The potential for international marketing is enormous for Indian firms. The fast
expansion of the international business, as indicated by the current statistics available
from appropriate sources is an indication of this. The scope of international business
for developing countries is amply demonstrated by the rapid strides made by
several developing countries like South Korea, Taiwan, Hong Kong, Singapore
and People’s Republic of China. India’s performance, in comparison with these
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countries has been very poor. Developing countries like South Korea with very
good economic performance has such well-known multinationals like Hyundai,
Daewoo, Samsung and LG, which are making inroads into India whereas India
with its massive size and diverse resource base and which has a longer history of
industrialization can hardly boast anything of that sort.

The rapid strides made by several other developing countries in the
international market, and trends of the growing economic power of the developing
countries described earlier are indication of the enormous global business
opportunities which Indian firms could exploit.

A look at some of the successful Indian example, covering products ranging
from bullock cart technology to high-tech would indicate the strategies Indian
firms may employ to seize the various opportunities.

Product modification to suit the requirements of the foreign markets will
enable international marketing of many products by Indian firms. Examples include
TI Cycles, Hero Cycles, TTK Pressure Cookers, etc. Another international
marketing opportunity which a number of Indian firms may avail of is the one
provided by the vocation of certain industries/segments of the market in the
developed countries by the large players as they become unattractive for them.
For example, several dominant firms have vacated the ply tire segment in the
developed markets as this segment has shrunk due to the popularity of radial tires.
Similarly, developed country firms have given up several chemical products due to
various reasons.

There are enormous international marketing opportunities for developing
products that suit the specific markets. The Balsara, for example, developed a
herbal toothpaste, brand named Auromere to take advantage of the growing
preference for nature based products in the USA. Balsara’s R&D scored a unique
advantage when Auromere was developed as saccharine free toothpaste. The
company expanded its market by introducing other variants of mint and menthol.
These were taboo for users of homeopathic medicine and therefore it introduced
a toothpaste free of such mints. Other variation includes Auromere Fresh Mint for
the young and AuromereCina Mint, containing a combination of cinnamon and
peppermint.

Indian firms with products of acceptable quality may explore the foreign
markets. The Pricol, supplier of dashboard instruments to Maruti, thus entered the
US market in a small way and today it is an international player. The Sundaram
Fastners, which was adjudged as one of the 20 best Asian companies, is a highly
reputed global supplier of automobile parts like radiator caps to dominant players
like General Motors. There is enormous opportunity to take advantage of the
growing global sourcing. The growing foreign investment in India and development
of quality consciousness in Indian firms will encourage the growth of an ancillary
sector of quality products and thus enlarge the Indian base for global sourcing.

Firms which are suppliers to foreign firms or whose products are sold under
foreign brand names may explore the possibility of selling their own products under
their own brand names. There are a number of products in which the developing
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countries have advantage like textiles, leather, gems and jewelries, seafood, etc.
Although these are among India’s important export items, the nation has not been
very successful, when compared with several other developing countries, in
exploiting these opportunities.

Many products, which become off patent, provide international marketing
opportunities for firms of developing countries like India because of the low-cost
advantage. A number of them pose technical challenges. The Technocrat Industries,
an Indian firm set up in 1972 by two fresh graduates from IIT, succeeded in
mastering the technology of drum closures, precision products used to seal drums
in which oil and chemicals are stored, competed with the MNC in the Indian
market and entered foreign markets. Several Indian pharmaceutical firms are
globalizing using generics and bulk drugs as their mainstay. India is an important
exporter of many products like spices and seafood. They are, however, mostly
commodity exports. A lot of potential exists for developing their value added
exports. There is also considerable scope for quality improvement, product
development and value addition in respect of several other categories like leather,
textiles, etc.

1.7 IMPORTANCE OF INTERNATIONAL
MARKETING

Fig. 1.3: Importance of International Marketing

The importance of international marketing can be summarized as follows:

1. Important to Expand Target Market

Target market of a marketing organization will be limited if it just concentrate on
domestic market. When an organization thinks globally, it looks for overseas
opportunities to increase its market share and customer base.

Importance of International Marketing

1. Important to expand target market

2. Important to boost brand reputation

3. Important to connect business with the world

4. Important to open door for future opportunities
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2. Important to Boost Brand Reputation

International marketing may give boost to a brand’s reputation. Brand that sold
internationally is perceived to be better than the brand that sold locally. People like
to purchase products that are widely available. Hence, international marketing is
important to boost brand reputation.

3. Important to Connect Business with the World

Expanding business into an international market gives a business an advantage to
connect with new customers and new business partners. Apple – the tech giant
designs its iPhone in California; outsources its manufacturing jobs to different
countries like Mongolia, China, Korea, and Taiwan; and markets them across the
world. Apple have not restricted its business to a nation, rather expanded it to
throughout the world. The opportunities for networking internationally are limitless.
The more “places” a business is, the more connections it can make with the world.

4. Important to Open Door For Future Opportunities

International marketing can also open door for future business opportunities.
International marketing not only increases market share and customer base, it also
helps the business to connect to new vendors, a larger workforce and new
technologies and ways of doing business. For example, American organizations
investing in Japan have found programs like Six Sigma and Theory Z which are
helpful in shaping their business strategies.

1.8 INTERNATIONAL MARKETING
ACTIVITIES

Fig. 1.4: International Marketing Activities

1. Establishing

2. Joint ventures and collaborations

3. Licensing arrangements

4. Consultancy services

5. Technical and managerial know-how

International Marketing Activities
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The international marketing activities are as follows:

1. Establishing

A branch in foreign market for processing, packaging or assembling the goods
according to the needs of the markets. Sometimes, complete manufacturing is
carried out by the branch through direct investments.

2. Joint Ventures and Collaborations
International marketing includes establishing joint ventures and collaboration in
foreign countries with some foreign firms for manufacturing and/or marketing the
product. Under these arrangements, the company works in collaboration with the
foreign firm in order to exploit the foreign markets.

3. Licensing Arrangements

The company, under the system, establishes licensing arrangements with the foreign
term whereby foreign enterprises are granted the right to use the exporting
company’s know-how, viz., patents, processes or trademarks according to the
terms of agreement with or without financial investment.

4. Consultancy Services

Offering consultancy services are also covered in international marketing scope.
The exporting company offers consultancy services by undertaking turnkey projects
in foreign countries. For this purpose, the exporting company sends its consultants
and experts in foreign countries who guide and direct the manufacturing activities
on the spot.

5. Technical and Managerial Know-how

The scope of international marketing also includes the technical and managerial
know-how provided by the exporting company to the importing company. The
technicians and managerial personnel of the exporting company guide and train
the technicians and managers of the importing company.

1.9 CHARACTERISTICS OF INTERNATIONAL
MARKETING

The important characteristics of international marketing are as follows:

1. Different Legal System

Every country has its own legal system. Some of the countries follow English
Common Law while others follow the civil law. Some of the European countries
are having their own legal system. This difference in the legal system among different
countries increases the difficulties of businessmen.

It is not sure for the businessmen that which legal system will be applicable
to their business transactions. There must be uniform legal system. However, some
of the agencies are trying to make it uniform for all countries. The United Nations
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Commission on International Trade Law is also supporting the opinion of uniformity
and is doing its efforts to bring uniformity in International Trade Law.

Fig. 1.5: Characteristics of International Marketing

2. Market Characteristics

The market characteristics of every country is different due to the environmental
factors, demand patterns, government controls, etc. In some countries like India
and USA, the market characteristics are found different from state to state. It is
because of all above factors responsible for the market characteristics.

3. Monetary System

The monetary system of each country is decided by the government of that country
and the exchange value of country’s currency is being determined by the forces of
supply and demand.

4. Procedure and Documentation
Every country has its own procedure of documentation requirements for the purpose
of experts. Every business house has to comply with these rules and regulations
for the purpose of exports and imports.

1.10 PRODUCT ISSUES IN INTERNATIONAL
MARKETING

Some marketing scholars and professionals tend to draw a strong distinction
between conventional products and services, emphasizing service characteristics
such as heterogeneity, inseparability from consumption, intangibility, and in some
cases, perish ability the idea that a service cannot generally be created during
times of slack and are “stored” for use later. However, almost all products have at
least some service component, e.g., a warranty, documentation, and distribution
and this service component is an integral part of the product and its positioning.
Thus, it may be more useful to look at the product-service continuum as one

1. Different legal system

2. Market characteristics

3. Monetary system

4. Procedure and documentation

Characteristics of International Marketing
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between very low and very high levels of tangibility of the service. Income tax
preparation, e.g., is almost entirely intangible the client may receive a few printouts,
but most of the value is in the service. On the other hand, a customer who picks up
rocks for construction from a landowner gets a tangible product with very little
value added for service. Firms that offer highly tangible products often seek to
add an intangible component to improve perception. Conversely, adding a tangible
element to a service, e.g., a binder with information may address many consumers’
psychological need to get something to show for their money.

On the topic of services, cultural issues may be even more prominent than
they are for tangible goods. There are large variations in willingness to pay for
quality, and often very large differences in expectations. In some countries, it may
be more difficult to entice employees to embrace a firm’s customer service
philosophy. Labor regulations in some countries make it difficult to terminate
employees whose treatment of customers is substandard. Speed of service is
typically important in the US and western countries but personal interaction may
seem more important in other countries.
Product Need Satisfaction
We often take for granted the “obvious” need that products seem to fill in our own
culture; however, functions served may be very different in others — for example,
while cars have a large transportation role in the US, they are impractical to drive
in Japan, and thus cars there serve more of a role of being a status symbol or
providing for individual indulgence. In the US, fast food and instant drinks such as
Tang are intended for convenience; elsewhere, they may represent more of a
treat. Thus, it is important to examine through marketing research consumers’ true
motives, desires and expectations in buying a product.

1.11 SIGNIFICANCE OF INTERNATIONAL
MARKETING

The term International marketing refers to exchanges across national boundaries
for the satisfaction of human needs and wants. International Marketing affects
consumers in many ways, though its importance is neither well understood nor
appreciated. The significance of international marketing may be explicitly in order
to dispel such nations.

1. Survival

Most of the countries in the world are lacking of market size, resources and
opportunities. Therefore, it is their compulsion to trade with other countries for
their survival. Since the European countries are small in size, without overseas
markets, their firms would not have sufficient economies of scale to be competitive
with US-based firms. It is pertinent to mention here that international competition
may not be a matter of choice when the survival is at stake.

Will Mitchell, J. Myles Shaver and Yeung Bernard conducted a study on
“Performance Following Changes in International Presence in Domestic and
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Transition Industries.” In a study of five pharma-sector industries, he found that
international expansion is necessary when overseas firms enter a domestic market.
He revealed that the firms having substantial market share and international
experience expanded their business activities successfully. And all those firms
disappeared that retrenched after an international expansion.

Fig. 1.6: Significance of International Marketing

2. Growth of International Market

Despite having numerous problems like economic and marketing problems, the
developing nations are considered be an excellent market to do business. The vast
potential of international markets can never be ignored. According to one survey,
the total world market is four times longer in comparison to US market.

A slow growth of US population and changing lifestyle viewed the growth
of other markets with a critical eye. It is evident that Russian smokers show no
concern about the health risks. And international giants Philip Moris Co., R.J.
Reynolds, Tobacco International SA and British-American Tobacco Co. have
entered the market very aggressively.

3. Sales and Profits
It is clear that there is a large potential to sell the products in the international
market. The international market constitutes a large amount of share of the total
business of many firms. Further, it is evident that many large US-based companies
have performed very well in the overseas market. IBM and Compaq are the best
examples in this regard.
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5. Inflation and price modernization
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Significance of International Marketing
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Both of them have maximized their sales abroad in comparison to their
domestic market. In case of Coca-Cola, it is important to mention here that 80%
of the total operating profit is contributed by the international sales account of the
company. Thus, market is on saturation level whereas there is still a great potential
for its future growth in other countries. Thus, it can be concluded that international
market provides huge potential to increase sales value and profits of the firms.

4. Benefit from Diversification
The investors can be benefited from global diversification. It is evident that the
demand of certain products is affected by cyclical factors like recession and seasonal
factors like climatic change.

 The sale of such products fluctuates adversely due to all these variables. It
is the only solution for such kind of risks to diversify a company’s risk and to
consider foreign market as only solution to overcome with variable demand.

Such markets can provide outlets for excess production capacity and can
easily counter such fluctuations. Seasonal factors, for instance, may affect
consumption level of soft drinks. And keeping in mind such limitation, the soft
drink industries are spreading their marketing activities throughout the global market.
It has been observed that global selling has enabled the company to carry on with
production throughout the year and help the companies to stabilize their business.

5. Inflation and Price Modernization
The benefits of International trade are readily self-evident. Exports are always
considered beneficial to a country. On the other hand, imports can also be highly
beneficial to a country because there is not any incentive for domestic firms to
moderate these prices.

The lack of alternatives in imported products may compel consumers to
pay more for the products to local firms, resulting in inflation and excess profits for
local firms.

It is evident that in Europe, when the prices of orange Juice were jumped
up, their customers switched over to other alternative drinks. Finally, it took ten
years for citrus industry to win back these consumers. The US orange growers
finally compromised to live with import as they found that alternative juice is able
to keep consumers by minimizing the price increases.

6. International Marketing and Standard of Living
International marketing helps the countries and their citizens to increase their standard
of living. On the other hand, without trade, there may be product shortage and
which may force people to pay more or less. International trade make easy for
industries to get specialization and gain access to raw materials. And at the same
time, it foster competition and efficiency. Overall, it leads to the conclusion that
international trade is helpful to provide their citizen higher standard of living.
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1.12 FACTORS THAT INFLUENCE
INTERNATIONAL MARKETING

It is important at this stage to discuss various factors affecting international marketing.
These factors can be divided in two ways:

1. Controllable factors
2. Uncontrollable factors
The controllable factors refer to those variables which are under the control

of company’s management. It includes the control and design of elements of
marketing mix. The company is in a position to control and design product, price,
place and promotion. All marketing activities relating to these factors can be well
controlled and managed by the company’s management.

On the other hand, uncontrollable factors are those which are beyond the
control of the company. It consists of total environment in which the marketing mix
elements operates.

Some of the relevant factors to international marketing are given as under:

Fig. 1.7: Factors that Influence International Marketing

1. Social Factors

The social factors of a nation determine the value system of the society, which in
turn affect the International Marketing Mix. Social factors are culture, caste,

1. Social Factors
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5. Legal environment

6. Logistics

7. Risks

Factors that Influence International Marketing
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customs, languages, lifestyle, standard of living, climate, marketing infrastructure,
etc. The demand for goods and services is affected by all these factors.

There is a lot of change in quality of lifestyle of the people. They are willing
to purchase many consumer durables like TV, fridge, computer, etc., even when
they cannot afford to buy it. It became possible because of availability of hire
purchase system or installment basis.

Cultural factors also influence every aspect of International Marketing.
International marketing decisions are based on recognition of needs and wants of
the customers. The cultural factors help to understand the behaviour patterns and
lifestyle of the societies culture, in which individual has grown up. Thus, an
individual’s perception is groomed and influenced by cultural factors.

2. Economic Factors

The economic factors are the most significant determinants of International
Marketing. They also affect the survival of a business organization and its success.

The economic factors can be studied under following categories:
Exim Policy of the Country
Commercial Policy
Financial System
Monetary System
Currency Restrictions
Inflation/Deflation.

The decision regarding international marketing mix is taken by keeping in
mind the above-stated economic factors which determine the economic environment
of a country. Therefore, before going for export business or before going for any
decision regarding international marketing mix, it is necessary to examine the
economic factors which determine the economic environment of a country.

3. Competition

Competition is an important determinant of international marketing mix. The
business firm has to face competition in his home market as well as in the international
market. The international marketing mix is decided by keeping in mind the strategies
of the competitors for the product, price, place and promotion.

4. Political Factors

The International Marketing Mix is strongly affected by the political environment
of the country. A marketer has to operate its business activities in a given political
factors. The business operations are greatly affected by the political constraints at
different levels. The change in political scenario leads to change in the government
policies. The following impact is associated with the political factors: (i) if the
government is stable, it leads to stable policies relating to the business and (ii) if
frequent changes are there in the government, then it leads to frequent changes in
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the policies of the government relating to the business operations. The political
factors play a major role in deciding the operation of a business organization in the
international business. Thus, a business organization has to study and analyze the
political environment of a particular country, if it has decided to carry out its business
operations. Before going for any decision relating to the international business, the
business organization has to carry out SWOT analysis and cost-benefit analysis of
international marketing mix. It must be analyzed keeping in mind the political scenario
of a particular country. The government policy of a country must be assessed, and
the role of private sector and small-scale industry is also important. Finally, it must
be analyzed that what significant role of multinational corporation is there in the
national economy.

5. Legal Environment

International marketing decisions are influenced by legal environment pertaining to
competition, price setting, taxation, law, etc. The legal system of a particular country
should be studied well before doing business with that country.

6. Logistics

International Marketing mix is influenced by the Logistics. It includes mode of
transportation, cost of transportation, inventory management, material handling
and warehousing, etc. It is necessary to study all these factors, before going for
any decision regarding international marketing mix.

7. Risks

The analysis of the risk factor is an important task to be performed before taking
the decisions relating to the international marketing mix.

1.13 REASONS FOR CONDUCTING
INTERNATIONAL MARKETING

The several reasons for/motives of international marketing are as follows:

1. Opportunities for Small Businesses: Going global is an important
opportunity for small business owners in India. Any entrepreneur can
use the Internet to market products and services to buyers in foreign
markets. He must build a system for satisfying the needs of foreign
consumers, such as shipping goods overseas and paying appropriate
export fees. Other types of businesses that provide all of their services
through the Internet can go global, marketing to foreign consumers online,
without some of the difficulties of creating a global supply chain and
different distribution networks.

2. Finding Successful Foreign Partnerships: Another benefit of going
global is enjoyed by companies of different sizes, not just small businesses.
Many times, your company saves money because expenses such as
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labor costs charged by business partners overseas are cheaper. Also,
foreign workers carrying out your company’s operations are familiar
with the needs of local consumers; they live and work in the same foreign
culture.

Fig. 1.8: Reasons for Conducting International Marketing

3. Diversification: The benefit of globalization is that a company can
diversify its consumer base and revenue streams. A company that markets
only to Indian consumers is especially vulnerable to domestic economic
trends. With consumers in other countries buying your products and
services from the international division, your company can maintain
revenue streams in foreign markets.

4. Profit Advantage: International business may help to improve the
bottom line of a firm. Even when international business is less profitable

1. Opportunities for small businesses

2. Finding successful foreign partnerships

3. Diversification

4. Profit advantage

5. Business growth opportunities

6. Competition

7. Government policies and regulations

8. Monopoly

9. Spin-off benefits

10. Business tactical vision

Reasons for Conducting International Marketing
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than the domestic, it could increase the total profit. There are many
companies which make major share of their profits from the foreign
markets. There are also MNCs which earn more than 100% of their
profits from foreign markets.

5. Business Growth Opportunities: An important reason for going
international is to take advantage of the opportunities in other countries.
MNCs are getting increasingly interested in a number of developing
countries as the income and population are rapidly rising in these
countries. Of the one billion people estimated to be added to the world
population between 1999 and 2014, only about 3% will be in the high
income economies.

6. Competition: Competition may become may a driving force behind
internationalization. A protected market does not normally motivate
companies to seek business outside the home market. Until the
liberalizations which started in July 1991, the Indian economy was a
highly protected market.
Not only that the domestic producers were protected from foreign
competition but also domestic competition was restricted by several
policy induced entry barriers, operated by such measures as industrial
licensing and the MRTP regulations. Being in a seller’s market, the Indian
companies, in general, did not take the foreign market seriously. The
economic liberalization ushered in India since 1991, which has increased
competition from foreign firms as well as from those within the country
has however, significantly changed the scene. Many Indian companies
are now systematically planning to go international in a big way.

7. Government Policies and Regulations: Government policies and
regulations may also motivate internationalization. There are both positive
and negative factors which could cause internationalization. Many
governments give a number of incentives and other positive support to
domestic companies to export and to invest in foreign countries. Similarly,
several countries give a lot of importance to import development and
foreign investment.

8. Monopoly: In some cases, international business is a corollary of the
monopoly power which a firm enjoys internationally. Monopoly power
may arise from such factors as monopolization of certain resources,
patent rights, technological advantage, product differentiation, etc. Such
monopoly power need not necessarily be an absolute one but even a
dominant position may facilitate internationalization.

9. Spin-off Benefits: International business has certain spin-off benefits
too. International business may help the company to improve its domestic
business. International business, thus, becomes a means of gaining better
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market share domestically. Further, exports may have pay-offs for the
internal market too by giving the domestic market better products.

10. Business Tactical Vision: The systematic and growing
internationalization of many companies is essentially a part of their business
policy or strategic management. The stimulus for internationalization
comes from the urge to grow, the need to become more competitive,
the need to diversify and to gain strategic advantages of
internationalization. Many companies in India, like several pharmaceutical
firms, have realized that a major part of their future growth will be in the
foreign markets.

1.14 INTERNATIONAL MARKETING
ORIENTATIONS

Fig. 1.9: International Marketing Orientations

According to Douglas Wind and Pelmutter, there are four orientations:

1. Ethnocentric Orientation
The home country practice prevails with this approach. Headquarters from the
home country makes key decisions, employees from the home country hold
important jobs, and the subsidiaries follow the home country resource management
practice.

Features of Ethnocentric Orientation

(i) Exports
(ii) Foreign market extension of domestic markets
(iii) Domestic company formulate strategies
(iv) Export department product design and operations

1. Ethnocentric orientation

2. Polycentric orientation

3. Re-geocentric orientation

4. Geocentric orientation

International Marketing Orientations
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Organization Structure of Ethnocentric Orientation

Fig. 1.11: Organization Structure of Polycentric Orientation

3. Re-geocentric Orientation
The company has expanded its search beyond the borders of the host country, but
has stopped short of seeking management personnel from its operations throughout

Fig. 1.10: Organization Structure of Ethnocentric Orientation

2. Polycentric Orientation

Each subsidiary manages on a local basis. A local employee heads a subsidiary
because headquarters’ managers are not considered to have adequate local
knowledge. Subsidiaries usually develop human resource management practices
locally.

Features of Polycentric Orientation

(i) Later stage of ethnocentric approach for domestic companies
(ii) Foreign subsidiary with CEO
(iii) Decentralization of operations
(iv) Delegation of decision-making (including major decisions)
(v) Appointments from home countries (key personnel)

Organization Structure of Polycentric Orientation
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the world. The theory behind this selection process is that nationals of the region in
which operations actually take place are better able to deal with language and
cultural problems than are managers from outside the region. The logic behind this
hiring approach is probably sound, but it ignores the potential growth a manager
goes through when forced to deal with different situations than those in which he
or she is comfortable.

Features of Re-geocentric Orientation

(i) Extension from single country too many countries
(ii) Foreign subsidiaries considers regional environment, e.g., Africa, Asia

or South East Asia
(iii) Policies and strategies are based on regional environment
(iv) Production design could be same but marketing strategies invariably

varies

Organization Structure of Re-geocentric Orientation

Fig. 1.12: Organization Structure of Re-geocentric Orientation

4. Geocentric Orientation

The company that applies the global integrated business strategy manages and
staffs employees on a global basis. For example, Electrolux (the vacuum cleaner
company) has for many years attempted to recruit and develop a group of
international managers from diverse countries. These people constitute a mobile
base of managers who are used in a variety of facilities as the need arises.

Features of Geocentric Orientation

(i) Entire world is treated like a country
(ii) Select employees from entire globe
(iii) Operate with number of subsidiaries
(iv) Coordination of activities at headquarters
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Organization Structure of Geocentric Orientation

Stage - 1: Domestic Company

Stage - 2: International Company

Stage - 3: Multinational Company

Stage - 4: The Global Company

Stage - 5: The Transitional Corporation

Stages of Internationalization

Manager
Director

Subsidiary
India

Subsidiary
Namibia

Subsidiary
Kenya

Subsidiary
Lesotho

Subsidiary
South Africa

Fig. 1.13: Organization Structure of Geocentric Orientation

1.15 STAGES OF INTERNATIONALIZATION

Fig. 1.14: Stages of Internationalization

The important stages in the Internationalization process are the following:

Stage - 1: Domestic Company

Most international companies have their origin as domestic companies. The
orientation of a domestic company essentially is ethnocentric. A purely domestic
company are operates domestically because it never considers the alternative of
going international. The growing stage-one company, when it reaches growth limits
in its primary market, diversifies into new markets, products technologies instead
of focusing on penetrating international markets. However, if factors like domestic
market constraints, foreign market prospects, increasing competition, etc. make
the company reorient its strategies to tap foreign market potential, it would be
moving to the next stage in the evolution. A domestic company may extend its



International Marketing

NOTES

Self-Instructional
34 Material

products to foreign markets by exporting, licensing and franchising. The company,
however, is primarily domestic and the orientation essentially is ethnocentric. In
many instances, at the beginning exporting is indirect. The company may develop
a more serious attitude towards foreign business and move to the next stage of
development, i.e., international company.

Stage - 2: International Company

International company is normally the second stage in the development of a
company towards the transitional corporation. The orientation of the company is
basically ethnocentric and the marketing strategy is extension, i.e., the marketing
mix developed for the home market is extended into the foreign markets.
International companies normally rely on the international business.

Stage - 3: Multinational Company

When the orientation shifts from ethnocentric to polycentric, the international
company becomes multinational. In other words, when a company decides to
respond to market differences, it evolves into a stage three multinational that pursues
a multi-domestic strategy. The focus of the stage three company is multinational
that pursues a multinational or, in strategic terms, multi-domestic. The marketing
strategy of the multidimensional company is adaptation. In multinational companies,
each foreign subsidiary is managed as if it were an independent city state. The
subsidiaries are part of an area structure in which each country is part of a regional
organization that reports to world headquarters.

Stage - 4: The Global Company

The global company will have either a global marketing strategy or a global sourcing
strategy but not both. It will either focus on global markets and source from the
home or a single country to supply these markets, or it will focus on the domestic
market and source from the world to supply its domestic channel. However,
according to the interpretation of some others all strategies product development,
production marketing, etc. will be global in respect of the global corporation.

Stage - 5: The Transitional Corporation

The transitional corporation is much more than a company with sales, investments
and operations in many countries. This company, which is increasingly dominating
markets and industries around the world, is an integrated world enterprise that
links global resources with global markets at a profit.
Characteristics of a Transnational Corporation

(i) Geocentric orientation
(ii) Thinks globally and acts locally
(iii) Global strategy but allows value addition to customer
(iv) Allows adaptation to add value to its global offer



International Marketing

NOTES

Self-Instructional
             Material   35

(v) Assets distributed throughout the world
(vi) Independent and specialized
(vii) R&D integrated
(viii) Production spread but specialized and integrated.

1.16 DOMESTIC MARKETING VS.
INTERNATIONAL MARKETING

Domestic Marketing

1. Domestic marketing refers to carrying out marketing activities within the
national boundaries.

2. It refers to doing marketing in local market and its scope is limited.
3. There is one nation, same language and one culture.
4. In domestic marketing, only one currency is used.
5. Controlling domestic marketing activities is easy as compared to

international marketing.
6. Well familiarity with domestic or local market.
7. Low risk factors are associated with domestic marketing.
8. Domestic marketing requires less investment as compared to international

marketing.
9. Mostly, there is stable business environment.

10. It relatively deals with homogeneous market.
11. In domestic marketing, competitors behavior is easy to predict.

International Marketing

1. International marketing refers to carrying out marketing activities outside
the national boundaries also.

2. It refers to doing marketing in global market and its scope is wide.
3. There are many nations, many languages and culture.
4. In international marketing, different currencies are used.
5. Controlling international marketing is difficult as compared to domestic

marketing.
6. Lack of familiarity with global or foreign market.
7. Whereas more risk factors are associated with international marketing.
8. International marketing requires more investment as compared to

domestic marketing.
9. Mostly, there is unstable business environment.
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10. It relatively deals with diverse market.
11. In international marketing, competitor’s behavior is difficult to predict.

1.17 DRIVING AND RESTRAINING FORCES IN
INTERNATIONAL MARKETING

Fig. 1.15: Driving and Restraining Forces in International Marketing

There are a number of forces which induce and propel globalization and thereby
expand the scope and importance of international marketing. On the other hand,
there are also forces with restrain globalization.

The important forces driving globalization are the following:
1. Liberalization: One of the most important factors, which have given a

great impetus to globalization since the 1980s is the almost universal
economic policy liberalizations which are fostering a borderless business
world. While a lot of the liberalizations owe it to the Global Agreement
on Trade and Tariff (GATT)/World Trade Organization (WTO),
substantial liberalization have been occurring outside the GATT/WTO,
e.g., the revolutionary economic policy changes in China and other
socialist/communist nations It may be noted that it has become quite
common to describe the global trend as LPG (liberalization, privatization
and globalization) indicating the mutually interdependent and reinforcing
nature of these forces. One of the impacts of liberalization and
privatization is the surge in cross border M&A (mergers and acquisitions)
and other FDI (foreign direct investment) resulting in greater global
economic integration.

1. Liberalization

2. Multinational enterprises

3. Technology

4. Quality and cost

5. Rising aspirations and wants

Driving and Restraining Forces in
International Marketing
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2. Multinational Enterprises: Multinational enterprises which link their
resources and objectives with world market opportunities have been a
powerful force driving globalization. Taking advantage of the liberalization
trend, there has been a fast growth of the number of MNC and their
global network of affiliates. The MNC leverage their strengths to link
global resources and opportunities, and thereby strengthen the
globalization trend.

3. Technology: Technology is a powerful driving force of globalization.
Technological advances have tremendously fostered globalization.
Several technological developments become compelling reasons for
internalization. Technological breakthrough is substantially increasing the
scale economies and the market required to break even.
Technological revolution in several spheres, like transport and
communication, has given a great impetus to globalization by their
tremendous contribution to reduce the disadvantages of natural barriers
like distance and cost. The developments in the field of air cargo
transportation has fostered globalization by enabling quick and safe
transportation of sensitive goods like perishables and goods subject to
quick changes in fashion/taste. Developments of containerization and
refrigeration have also been of high significance. The steep fall in the
cost of transportation and communication has considerably accelerated
pace of globalization. All these have contributed to the drastic
transformation of the logistical and global distribution of the value chain
system. The World Wide Web has a stupendous impact on globalization.
Global sourcing was encouraged not only by trade liberalization but
also by technological developments which reduced transport costs.
Advent of containerization and super tonnage cargo ships drastically
reduced transport costs. The IT revolution has made an enormous
contribution to the emergence of the global village.
The cost of new product development is very huge in several industries
such as pharmaceuticals. To recoup such high costs, a global market is
required. A corollary is that the fast technological changes, which hasten
product obsolescence, necessitate a short payback period, which can
be realized only with a very large market.
Further, because of the huge investment and diverse skill requirements
associated with new product development, cross border alliances in
research and development are becoming more and more popular. Again,
in a number of cases, different phases of the product development are
carried out in different countries either by a company’s own affiliates or
by outsourcing.

4. Quality and Cost: The two most important determinants of demand
are the quality and price of the offering. These can be better achieved
when a firm is global in its operations.

5. Rising Aspirations and Wants: Because of the increasing levels of
education and exposure to the media, particularly the electronic media,
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aspirations of people all around the world are rising. They aspire for
everything that can make life more comfortable or satisfying. If domestic
firms are not able to meet the wants, they would naturally turn to foreign
firms. The customer today is, by and large, global. He wants a world
class product or a product of desired attributes at international price.
He may desire a product available anywhere in the world. His aspirations
cannot be tied down to the domestic availability.

1.18 PARTICIPANTS IN INTERNATIONAL
MARKETING

There are different categories of participants in International Marketing. Important
categories are the following:

1. Private Firms

The bulk of the international transactions are carried out by private firms MNCs;
other large firms and (small and medium enterprises) SMEs. MNCs account for a
large part of the international marketing. About one-third of the international trade
is estimated to be intra-company transfer, i.e., trade between affiliates or divisions
of the MNCs located in different countries. Besides, they market large quantities
of products to international customers. Small and medium enterprises also play a
very significant role in international business. A very large number of them do
considerable business abroad. There are many in this category which is 100%
primarily export oriented. In the case of USA and Germany, the largest exporting
nations, more than half of the exports are contributed by small firms. About 35%
of India’s exports come from village and small industries.

In several countries, public sector also plays a very important role in foreign
trade. State trading was the rule in the communist countries. State trading was
prominent in socialist countries. Even in some of the mixed economies like India,
state trading had an important place. There was substantial canalization of foreign
trade of India. The liberalization has very significantly reduced the role of state
trading. The share of canalized items in the total business of state trading agencies
like STC and MMTC has substantially come down. They now have to do business
mostly on their own, like private trading corporations. Besides the state trading
agencies, a number of public sector undertakings do significant international trade,
like marketing their products and buying their requirements.

There are many trading companies, including public sector (like STC and
MMTC), which are specialized in foreign trade. They are merchant exporters
(i.e., those which export products manufactured by other firms). Trading companies
in countries like Japan do very huge volumes of trade.

A large number of individuals also do international marketing. One of the
very significant contributors of the world wide web and the internet is the
empowerment of individuals and small firms to start business and to expand their
business horizon. They are now able to easily access information from throughout
the world and get in to direct contact with buyers/sellers globally.
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It may be predicted that in future the word international will disappear from
international business or international marketing because business means business
including domestic and international business and marketing means marketing
including domestic and international marketing so that there is no need for the
adjective international. International competition in the domestic market is so
pervasive that international may be defined as marketing in an internationally
competitive environment, whether the market is foreign or domestic

(ii) Other Large Firms
Besides MNCs, there are a large number of firms active in international marketing.
Although they do not qualify to be regarded as MNCs, many of them have
manufacturing and other operational facilities foreign countries. The growing trend
towards globalization of supply chain and operations management will increase
the importance of international marketing. International investments; the continuing
high levels of international investments and increasing international production tend
to increase the importance of international marketing.

A good example of International based pricing in India is that of polyester
intermediates like PTA and MEG where manufacturers like Reliance Industries go
according to other international manufacturer’s prices giving a good comfort factor
to the Indian consumer (to prevent any imports into India). If the international
prices go down, they promptly match them with an additional reduction as comfort
factor.

1.19 FUTURE OF INTERNATIONAL
MARKETING

Fig. 1.16: Future of International Marketing

1. World growth

2. The world economy dominates

3. End of the so-called trade-cycle decision rule

4. Free markets rule the world

5. Accelerating growth of global markets

6. The rise of the internet and information technology

Future of International Marketing
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The future of international marketing concentrate on the following factors:
1. World Growth: Many of the poor countries of the world are getting

richer faster than the rich countries of the world, which are also getting
richer. Most of the world is in a stage of economic growth. Asia is
growing at annual rates of 7% or higher. China and India started develop
a middle class through international marketing. The population within
the developed economies of the world is continuing to grow will be a
major market for goods and services across a broad spectrum of
consumer products.

2. The World Economy Dominates: The macro economics of the nation
state no longer control economic out comes in countries. Large super
power countries such as the United States can no longer dictate to poorer
countries how they should behave.

3. End of the So-called Trade-cycle Decision Rule: A product matures,
its production location would shift to lower income countries, has been
clarified. Changes in global competition are bringing companies into more
direct competition with economic rivals in other part of the world.
Companies in the same industries in different countries and regions
compete ferociously with each other in manufactured goods, agricultural
products, natural resources, and services

4. Free Markets Rule the World: The 75-year contest between
capitalism and communism is over. Markets are in control of the allocation
of resources all over the world with the exception of the two autocratic
national an achronisms, Cuba and North Korea.

5. Accelerating Growth of Global Markets: The engine behind this
accelerating growth is the high rate of growth in both the high-and low-
income countries. The high-income county growth leadership has shifted
from Japan to the United States. Low-and lower-middle-income country
growth leadership has been concentrated in South East Asia and southern
Asia with China as a unique. The driving forces of this growth are
technology, deregulation, global integration, and the triumph of marketing.

6. The Rise of the Internet and Information Technology: The rapidly
growing diffusion of Internet access combined with the rapidly expanding
bandwidth and capacity of the global Internet itself will play a major
role in supporting the growth of global markets and global marketing.
Amazon.com can reach customers in Taiwan and Tokyo just as easily
as it can reach customers in Boston.

1.20 MARKET ENTRY STRATEGY

Market entry strategy is the planned method of delivering goods or services to a
target market and distributing them there. A sound market-entry strategy gives an
operator greater control over its market introduction and launch expectations,
thereby ensuring financial targets are met.
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1.20.1 Licensing
Licensing refers to the contractual agreement between two business entities in
which the licensor permits the licensee to use a brand name, patent, or other
proprietary right, in exchange for a fee or royalty. Licensing enables the licensor to
profit from the skills, expansion capital, or other capacity of the licensee. Licensing
is often used by manufacturers to enter foreign markets in which they have no
expertise. The creators of popular comic strip and movie characters often license
the use of a character’s likeness to manufacturers of lunch boxes, clothing, toys
and other children’s products. The popularity or familiarity of the character helps
otherwise undistinguished products to stand out from their competitors. The licensee
benefits from the name recognition and creativity of the licensor. Licensing fees
range from 5% to 25% of the wholesale price.

Under licensing, a firm (the licensor) grants a foreign firm (the licensee) the
right to use intangible property such as a patent, logo, formula, process, etc. The
licensee pays a royalty or per cent of the profits to the licensor. Licensing allows a
business to go global relatively rapidly and simply. Rather than trying to export a
product directly, incurring shipping costs and delays, among other barriers, a
company can license their methods of doing business to a foreign organization.
For example, rather than blend and bottle a soft drink here and then ship overseas,
a company may license a foreign bottler who produces the soft drink locally using
the licensed formula. This may also allow some adaptation to local tastes and
customs.

Licensing Agreement

Licensing Agreement is a written contract under which the owner of a copyright,
know how, patent, service mark, trademark, or other intellectual property, allows
a licensee to use, make, or sell copies of the original. Such agreements usually limit
the scope or field of the licensee, and specify whether the license is exclusive or
non-exclusive, and whether the licensee will pay royalties or some other
consideration in exchange. While licensing agreements are mainly used in
commercialization of a technology, they are also used by franchisers to promote
sales of goods and services.

Advantages of Licensing

(i) Licensing mode carries low investment on the part of the licensor.
(ii) Licensing mode carries low financial risk to the licensor.
(iii) Licensor can investigate the foreign market without much effort on his

part.
(iv) Licensing gets the benefits with less investment on research and

development.
(v) License escapes himself from the risk of product failure.
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Disadvantages of Licensing

(i) Licensing agreements reduce the market opportunities for both licensor
and licensee.

(ii) Both the parties have the responsibilities to maintain the product quality
and promoting the product. Therefore, one party can affect the other
through their improper acts.

(iii) Costly and tedious litigation may crop up and hurt both the parties and
the market.

(iv) There is scope for misunderstanding between the parties despite the
effectiveness of the agreement.

(v) There is a problem of leakage of the trade secrets of the licensor.

LICENCE AGREEMENT
FOR PROVISION OF CELLULAR MOBILE TELEPHONE SERVICE

IN __________________________  SERVICE AREA

NO. _________________________  DATED ________

TOTAL PAGES ______________

GOVERNMENT OF INDIA

MINISTRY OF COMMUNICATIONS
DEPARTMENT OF TELECOMMUNICATIONS
TELECOM COMMISSION
20, ASHOKA ROAD, SANCHAR BHAWAN
NEW DELHI - 110 001
INDIA

LICENSE AGREEMENT FOR CELLULAR MOBILE TELEPHONE
SERVICE (CMTS)

This AGREEMENT is made on the _______ day of ____________
(month) ___________ (year) by and between the President of India acting through
__________________ (name), Director (VAS-I), Department Of
Telecommunications (DOT), Sanchar Bhavan, 20, Ashoka Road, New Delhi -
110 001 (hereinafter called the LICENSOR) of the FIRST PARTY.
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AND
M/s __________________, a company registered under the Companies

Act 1956, having its registered office at ________________________________
acting through Shri _______________________, the authorized signatory
(hereinafter called the LICENSEE which expression shall, unless repugnant to the
context, include its successor in business, administrators, liquidators and assigns
or legal representatives) of the SECOND PARTY.

WHEREAS by virtue of the provisions of Section 4 of the Indian Telegraph
Act, 1885, the LICENSOR enjoys privilege to grant License and the LICENSEE
has requested to grant license for providing Cellular Mobile Telephone Service.
Whereupon and in pursuance to the said request, the LICENSOR has agreed to
grant this License to provide Cellular Mobile Telephone Service in the licensed
service area more specifically described in SCHEDULE-I appended hereto.

NOW, THIS AGREEMENT WITNESSETH AS FOLLOWS:
1. In consideration of the payment of license fee, and due performance of

all the terms and conditions mentioned in this license agreement on the
part of the LICENSEE, the LICENSOR does, hereby grant under
Section.4 of the Indian Telegraph Act, 1885 on a non-exclusive basis,
this license to set up and operate the Cellular Mobile Telephone Service
in the licensed service area described in SCHEDULE-I appended hereto.

2. The LICENSE hereby granted will remain valid for 20 (Twenty) years
from the Effective date unless revoked earlier for any reason whatsoever.

3. The LICENSEE hereby agrees and unequivocally undertakes to fully
comply with all terms and conditions stipulated in this License Agreement
and without any deviation or reservations of any kind.

4. Unless otherwise mentioned or appearing from the context, the Tender
Document and clarification to the Tender Document shall form part and
parcel of this agreement. Provided that in case of conflict or inconsistency
on any issue relating to this License Agreement, the terms set out in the
body of this agreement with schedules annexed thereto shall prevail.

5. Effective Date of this LICENSE shall be _______________.
6. Additional Licenses in Licensee’s service area may also be issued from

time to time in future without any restriction of number of operators.
7. The License shall be governed by the provision of Indian Telegraph Act,

1885, Indian Wireless Telegraphy Act, 1933 and Telecom Regulatory
Authority of India Act, 1997 as modified or replaced from time to time.

IN WITNESS WHEREOF the parties hereto have caused this Agreement
to be executed through their respective authorized representatives on the
_________(day) __________(month), ______(year).
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Signed for and on behalf of President of India

(Name)
By Director (VAS-I), Department of Telecommunications

Signed on behalf of M/s. __________________________________ by
Mr. _____________________________ (Name and Designation), authorized
signatory and holder of General Power of Attorney dated _______________,
executed in accordance with the Resolution No. ________________, dated
______________ passed by the Board of Directors.

In the presence of:

Witnesses:
1.
Signature
Name
Occupation
Address
Place.
2.
Signature
Name
Occupation
Address
Place.

1.20.2 Franchising
Franchising is an arrangement where one party (the franchiser) grants another
party (the franchisee) the right to use its trademark or trade name as well as
certain business systems and processes, to produce and market a good or service
according to certain specifications. The franchisee usually pays a one-time franchise
fee plus a percentage of sales revenue as royalty, and gains: (1) immediate name
recognition, (2) tried and tested products, (3) standard building design and décor,
(4) detailed techniques in running and promoting the business, (5) training of
employees, and (6) ongoing help in promoting and upgrading of the products. The
franchiser gains rapid expansion of business and earnings at minimum capital outlay.
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Under franchising, an independent organization called the franchise operates
the business under the name of another company called franchisor. The franchisor
provides the following services to the franchisee:

(i) Trademarks
(ii) Operating system
(iii) Product reputations
Continuous support systems like advertising, employee training, reservation

service, quality assurance program, etc.
Franchising is the practice of using another firm’s successful business model.

The word ‘franchise’ is of Anglo-French derivation – from franc – meaning free,
and is used both as a noun and as a transitive verb. For the franchisor, the franchise
is an alternative to building ‘chain stores’ to distribute goods and avoid the need
for investments and liability for a chain. The franchisor’s success depends on the
success of the franchisees. The franchisee is said to have a greater incentive than a
direct employee because he or she has a direct stake in the business. Thirty three
countries, including the United States, China and Australia, have laws that explicitly
regulate franchising, with the majority of all other countries having laws which have
a direct or indirect impact on franchising. Businesses for which franchising work
best have one or several of the following characteristics:

A good track record of profitability
Ease of duplication
Detailed systems, processes and procedures
A unique or unusual concept
Broad geographic appeal
Relative ease of operation
Relatively inexpensive operation.

As practiced in retailing, franchising offers franchisees the advantage of
starting up business quickly based on a proven trademark, and immediate access
to the tooling and infrastructure, as opposed to having to develop them. The various
franchising organizations are as follows:

1. Subway (sandwiches and salads) | startup costs, $84,300 – $258,300
(22,000 partners worldwide in 2004).

2. McDonald’s | startup costs in 2010, $995,900 – $1,842,700 (37,300
partners in 2010).

3. 7-Eleven Inc. (convenience stores) | startup costs in 2010, $40,500 –
$775,300 (28,200 partners in 2004).

4. Hampton Inns & Suites (mid-price hotels) | startup costs in 2010,
$3,716,000 – $15,148,800.

5. Great Clips (hair salons) | startup costs in 2010, $109,000 – $203,000.
6. H&R Block (tax preparation and now e-filing) | startup costs, $26,427

– $84,094 (11,200 partners in 2004).
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7. Dunkin Donuts | startup costs in 2010, $537,750 – $1,765,300.
8. Jani-King (commercial cleaning) | startup costs, $11,400 – $35,050,

(11,000 partners worldwide in 2004).
9. Servpro (insurance and disaster restoration and cleaning) | startup costs

in 2010, $102,250 – $161,150.
10. Mini Markets (convenience store and gas station) | startup costs in 2010,

$1,835,823 – $7,615,065.
Mid-sized franchises like restaurants, gasoline stations and trucking stations

involve substantial investment and require all the attention of a businessman.

Worldwide Franchising Regulations

Fig. 1.17: Worldwide Franchising Regulations

 1. Franchising Regulations in India

2. Franchising Regulations in Australia

3. Franchising Regulations in New Zealand

4. Franchising Regulations in Brazil

5. Franchising Regulations in China

6. Franchising Regulations in Europe

7. Franchising Regulations in France

8. Franchising Regulations in Italy

9. Franchising Regulations in United Kingdom

10. Franchising Regulations in United States

Worldwide Franchising Regulations
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1. Franchising Regulations in India

The franchising of goods and services foreign to India is in its infancy. The first
International Exhibition was only held in 2009. India is, however, one of the biggest
franchising markets because of its large middle-class of 300 million who are not
reticent about spending and because the population is entrepreneurial in character.
In a highly diversified society, McDonald’s is a success story despite its fare’s
differing from that of the rest of the world.

So far, franchise agreements are covered under two standard commercial
laws: the Contract Act, 1872 and the Specific Relief Act, 1963, which provide for
both specific enforcement of covenants in a contract and remedies in the form of
damages for breach of contract.

2. Franchising Regulations in Australia

In Australia, franchising is regulated by the “Franchising Code of Conduct”, a
mandatory code of conduct concluded under the Trade Practices Act, 1974.

This Code requires franchisors to produce a disclosure document which
must be given to a prospective franchisee at least 14 days before the franchise
agreement is entered.

The Code also regulates the content of franchise agreements, for example
in relation to marketing funds, a cooling-off period, termination, and the resolution
of disputes by mediation.

The federal government is currently considering recommended changes to
the Code of Conduct. These are contained in the report, “Opportunity not
Opportunism: Improving conduct in Australian Franchising” tabled by a
Parliamentary inquiry into franchising on December 4, 2008.

Some experts have warned that any pressure to increase the regulation of
the franchising sector could make it a less attractive means of doing business.

3. Franchising Regulations in New Zealand

New Zealand is served by around 423 franchise systems operating 450 brands,
giving it the highest proportion of franchises per capita in the world. Despite (or
because of) the recession, the total number of franchised units increased by 5.3%
from 2009 to 2010. There is no separate law covering franchises, so they are
covered by normal commercial law. This functions very well in New Zealand and
includes law as it applies to contracts, restrictive trade practices, intellectual property
and the law of misleading or deceptive conduct.

The Franchise Association of New Zealand introduced a self-regulatory
Code of Practice for its members in 1996. This contains many provisions similar
to those of the Australian Franchising Code of Practice legislation, although it
should be noted that only around a third of all franchises are members of the
association and therefore bound by the code.

A case of fraud in 2007 perpetrated by a former master franchisee of the
country’s largest franchise system led to a review of the need for franchise law by
the Ministry of Economic Development. The New Zealand Government decided
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there was no case for franchise-specific legislation at this time. This decision was
criticized by the Opposition, which had initiated the review when in power, and
the review process was questioned by a leading academic. The Franchise
Association originally supported the positive regulation of the franchise sector but
its eventual submission to the review was in favor of the status quo – self-regulation.

4. Franchising Regulations in Brazil
In 2008, there were about 1,013 franchises with more than 62,500 outlets, making
it one of the largest countries in the world in terms of number of units. Around 11%
of this total is foreign-based franchisors.

The Brazilian Franchise Law (Law No. 8955 of December 15, 1994) defines
the franchise as a system in which the franchisor licenses the franchisee, for a
payment, the right to use a trademark/patent along with the right to distribute
products or services on an exclusive or semi-exclusive basis. The provision of a
“Franchise Offer Circular” or disclosure document is mandatory before execution
of agreement and is valid for all of the Brazilian territory. Failure to disclose voids
the agreement, which leads to refunds and serious payments for damages. The
Franchise Law does not distinguish between Brazilian and foreign franchisors.
The National Institute of Industrial Property (INPI) is the registering authority.
Indispensable documents are a Statement of Delivery (of disclosure documentation)
and a Certification of Recording (INPI). The latter is necessary for payments. All
sums amounts may not be convertible into foreign currency. Certification may also
mean compliance with Brazil's antitrust legislation.

5. Franchising Regulations in China
China has the most franchises in the world but the scale of their operations is
relatively small. Each system in China has an average of 43 outlets, compared to
more than 540 in the United States. Together, there are 2600 brands in some
200,000 retail markets. KFC was the most significant foreign entry in 1987 and is
widespread Many franchises are in fact joint ventures, as at their forming the
franchise law was not explicit. For example, McDonald’s is a joint venture. Pizza
Hut, TGIF, Wal-Mart and Starbucks followed a little later. But total franchising is
only 3% of retail trade, which seeks foreign franchise growth.

The year 2005 saw the birth of an updated franchise law, “Measures for the
Administration of Commercial Franchise”. Previous legislation (1997) made no
specific inclusion of foreign investors. Today, the franchise law is much clearer by
virtue of the 2007 law, a revision of the 2005 law.

6. Franchising Regulations in Europe
Franchising has grown rapidly in Europe in recent years, but the industry is largely
unregulated. Unlike the United States, the European Union has not adopted a
uniform franchise disclosure policy. Only five countries in Europe have adopted
pre-sale disclosure obligations. They are France (1989), Spain (1996), Romania
(1997), Italy (2004) and Belgium (2005).

The Code of Ethics of the European Franchising Federation is self-enforced
in seventeen European states where their national franchise associations are
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members of the European Franchise Federation (EFF) and the International Institute
for the Unification of Private Law UNIDROIT.

Legal consultation is needed before entering and finalizing the agreement(s).
Most often one of the principal tasks in Europe is to find retail space, which is not
so significant a factor in the USA. This is where the franchise broker, or the master
franchisor, plays an important role. Cultural factors are also relevant, as local
populations tend to be homogeneous.

7. Franchising Regulations in France

France is one of the Europe’s largest markets. Similar to the United States, it has
a long history of franchising, dating back to the 1930s. Growth came in the 1970s.
The market is considered difficult for outside franchisors because of cultural
characteristics, yet McDonald’s and Century 21 are found everywhere. There are
some 30 US firms involved in franchising in France.

There are no government agencies regulating franchises. The Loi Doubin
Law of 1989 was the first European franchise disclosure law. Combined with
Decree No. 91-337, it regulates disclosure, although the decree also applies to
any person who provides to another person a corporate name, trademark or
trade name or other business arrangements. The law applies to “exclusive or quasi-
exclusive territory”. The disclosure document must be delivered at least 20 days
before the execution of the agreement or any payments are made.

8. Franchising Regulations in Italy
Under Italian law, franchise is defined as an arrangement between two financially
independent parties where a franchisee is granted, in exchange for a consideration,
the right to market goods and services under particular trademarks. In addition,
articles dictate the form and content of the franchise agreement and define the
documents that must be made available 30 days prior to execution. The franchisor
must disclose:

(i) A summary of the franchise activities and operations.
(ii) A list of franchisees currently operating in the franchise system in Italy.
(iii) Year-by-year details of the changes in the number of franchisees for the

previous three years in Italy.
(iv) A summary of any court or arbitral proceedings in Italy related to the

franchise system.
(v) If requested by the franchisee, copies of franchisor’s balance sheets for

the previous three years or since start-up if that period is shorter.

9. Franchising Regulations in United Kingdom

In the United Kingdom, there are no franchise-specific laws; franchises are subject
to the same laws that govern other businesses. For example, franchises agreements
are produced under regular contract law and do not have to conform to any further
legislation or guidelines. There is some self-regulation through the British Franchise
Association (BFA) and the UK Franchise Organization.
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However, there are many franchise businesses which do not become
members, and many businesses that refer to themselves as franchisors do not
conform to these rules. There are several people and organizations in the industry
calling for the creation of a framework to help reduce the number of “cowboy”
franchises and help the industry clean up its image.

On May 22, 2007, hearings were held in the UK Parliament concerning
citizen-initiated petitions for special regulation of franchising by the government of
the UK due to losses incurred by citizens who had invested in franchises. The
Minister of Industry, Margaret Hodge, conducted hearings but resisted any
government regulation of franchising with the advice that government regulation of
franchising might lull the public into a false sense of security. The Minister of Industry
indicated that if due diligence were performed by the investors and the banks, the
current laws governing business contracts in the UK offered sufficient protection
for the public and the banks.

10. Franchising Regulations in United States

Isaac Singer, who made improvements to an existing model of a sewing machine
in the 1850s, began one of the first franchising efforts in the United States, followed
later by Coca-Cola, Western Union, etc. and by agreements between automobile
manufacturers and dealers.

Modern franchising came to prominence with the rise of franchise-based
food service establishments. In 1932, Howard Dearing Johnson established the
first modern restaurant franchise based on his successful Quincy, Massachusetts
Howard Johnson’s restaurant founded in the late 1920s. The idea was to let
independent operators use the same name, food, supplies, logo and even building
design in exchange for a fee. The growth in franchising accelerated in the 1930s
when such chains as Howard Johnson's started to franchise motels. The 1950s
saw a boom in franchise chains in conjunction with the development of the US
Interstate Highway System.

In the United States, the Federal Trade Commission has oversight of
franchising, rather than the US Securities and Exchange Commission. The FTC
administrates oversight via the FTC Franchise Rule.

The Federal Trade Commission (FTC) requires that the franchisee be
furnished with a Franchise Disclosure Document (FDD) by the franchisor at least
fourteen days before money changes hands or a franchise agreement is signed.
The final agreement is always a negotiated document setting forth fees and other
terms. The US Franchise Disclosure Document (FDD) is lengthy (300-700 pp +)
and detailed (see Uniform Franchise Offering Circular (UFOC) for elements of
disclosure), and generally requires audited financial statements from the franchisor
in a particular format, except in some circumstances, such as where a franchisor is
new. It must include such data as the names, addresses and telephone numbers of
the franchisees in the licensed territory (who may be contacted and consulted
before negotiations), estimate of total franchise revenues and franchisor profitability.

Individual states may require the FDD to contain their own specific
requirements, but the requirements in state disclosure documents must be in
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compliance with the federal rule that governs federal regulatory policy. There is no
private right of action of action under the FTC rule for franchisor violation of the
rule, but fifteen or more of the states have passed statutes that provide this right of
action to franchisees when fraud can be proven under these special statutes. The
majority of franchisors have inserted mandatory arbitration clauses into their
agreements with their franchisees, some of which the US Supreme Court has dealt
with.

There is no federal registry of franchises or any federal filing requirements
for information. States are the primary collectors of data on franchising companies
and enforce laws and regulations regarding their presence and their spread in their
jurisdictions.

Advantages and Disadvantages of Franchising

Advantages of Franchising

(i) Franchisor can enter global markets with low investment and low risks.
(ii) Franchisor can get the information regarding the markets, culture,

customers and environment of the host country.
(iii) Franchisor learns more lessons from the experiences of the franchisees,

which he could not experience from the home country’s market.
(iv) Franchisee can early start a business with low risk as he selects an

established and proven product and operating system.
(v) Franchise gets the benefit of R&D with low cost.

Disadvantages of Franchising
(i) International franchising may be more complicated than domestic

marketing.
(ii) It is difficult to control the international franchisee.
(iii) Franchising agents reduce the market opportunities for both the franchisor

and franchisee.
(iv) Both the parties have the responsibilities to maintain product quality and

product promotion.
(v) There is a problem of leakage of trade secrets.

1.20.3 Exporting
The term export is derived from the conceptual meaning as to ship the goods and
services out of the port of a country. The seller of such goods and services is
referred to as an “exporter” who is based in the country of export whereas the
overseas based buyer is referred to as an “importer’. In international trade, “exports”
refers to selling goods and services produced in home country to other markets.

Any good or commodity, transported from one country to another country
in a legitimate fashion, typically for use in trade. Export goods or services are
provided to foreign consumers by domestic producers.
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Export of commercial quantities of goods normally requires involvement of
the customs authorities in both the country of export and the country of import.
The advent of small trades over the internet such as through Amazon and eBay
has largely bypassed the involvement of Customs in many countries because of
the low individual values of these trades. Nonetheless, these small exports are still
subject to legal restrictions applied by the country of export. An export’s
counterpart is an import.

Types of Exporting

Fig. 1.18: Types of Exporting

1. Indirect Exporting

The indirect way of exporting is almost equivalent to domestic sales. The firm sells
its products in its country to another party, who takes the responsibility of actual
export. This can be done by:

 (i) Selling to Merchant Exporter House in India and
(ii) Selling to Visiting/Resident Buyers

Selling to Merchant Exporter or Export Houses in India

There are many merchant exporters and or recognized export houses in India,
which are willing to buy goods from the Indian manufacturers and sell them abroad.
Merchant exporters or export houses sell and buy on their account and thus assume
the risks involved in exporting. A merchant exporter is free to decided what he will
buy, where he will buy and at what price. Merchant exporters are usually well
financed and maintain their branches at port towns and in important centers abroad.
They usually have a system of gathering market information and keep a close
watch on market trends. This method of exportation is useful when the company
is small, and therefore, not in position to start an export department to like after
exports sales.

Selling to Visiting/Resident Buyers

Many big foreign companies have their resident buying representatives in India
and other countries who are entrusted with the job of procurement. Some other
companies regularly send buying teams for the same purpose. The amount of
business that is conducted by such buying operations is substantial. The advantage
of selling in this way is similar to what had been mentioned for exporting through
export houses.

1. Indirect Exporting

2. Direct Exporting

Types of Exporting



International Marketing

NOTES

Self-Instructional
             Material   53

Advantages of Indirect Exporting

(i) It involves little time or effort because the merchant exporter takes care
of all the difficulties involved and assumes all the sales and credit risks.

(ii) It requires less investment and the firm’s capital is not tied up.
(iii) It carries less risk, and the firm does not have to spend money on market

research or on setting up branches abroad.
(iv) It makes possible the utilization of the know-how and experience of

middlemen.
(v) The manufacturing firm is free to concentrate on production.

Disadvantages of Indirect Exporting

(i) For practical purposes, the manufacturer cannot be called an exporter,
and he cannot claim or avail of export incentives given on a fairly liberal
scale.

(ii) Indirect exporting provides little control over the operations of
middlemen.

(iii) Export merchants may concentrate on the products, which offer them
the greatest profit. The small manufacturer’s products may be ignored.

(iv) The middleman, particularly the agent on commission basis, may not be
aggressive, with the result that sales may suffer.

(v) Export merchants middlemen may not be available for all the markets.

2. Direct Exporting

In case the firm decides not to operate through any of the intermediaries described
in the earlier paragraphs, and opts for direct exporting, it will have to choose most
carefully between one and or the other kind of export sales organization to be
created. If its export plans are ambitious and the prospects of selling in a number
of markets are promising, it may make a modest start – appoint an export manager
plus a clerk.

Depending upon the firm’s export sales turnover, existing and potential, it
may create/set up a separate export department or even a separate export company.
Direct Exporting may also be undertaken by:

(i) Setting up a sales branch or a subsidiary sales organization in a foreign
country, which may be a substitute for, or a supplement to the home
organization.

(ii) Appointing home-based sales representatives, who would travel abroad
and book orders.

(iii) Selecting suitable distributors in a foreign country who would buy his
product and sell it there, or suitable agents in that country who would
sell it on commission basis without taking any title to it.



International Marketing

NOTES

Self-Instructional
54 Material

Advantages of Direct Exporting

(i) The manufacturer will have better knowledge of customers' requirements
and market conditions.

(ii) He will have direct control over the marketing operations.
(iii) He can enjoy the full returns on exports. His profits will be more than

selling the goods through middlemen.
(iv) Direct exporting is the only choice for certain products and not alternative

to get success, especially in the following cases:
— If the product is technically unique
— If middlemen decline
— If importers want only direct export
— If costs increase because of tariffs
— If after-sales service is a must

Disadvantages of Direct Exporting

(i) Large financial resources needed
(ii) Managerial ability is essential and more staff is required
(iii) Increased distribution cost
(iv) More risk
(v) Greater initial outlay before profit begins to flow in

1.20.4 Contract Manufacturing
A contract manufacturer (CM) is a manufacturer that contracts with a firm for
components or products. It is a form of outsourcing.

Contract Manufacturing Business Model
In a contract manufacturing business model, the hiring firm approaches the contract
manufacturer with a design or formula. The contract manufacturer will quote the
parts based on processes, labor, tooling and material costs. Typically, a hiring firm
will request quotes from multiple CMs. After the bidding process is complete, the
hiring firm will select a source, and then, for the agreed-upon price, the CM acts
as the hiring firm’s factory, producing and shipping units of the design on behalf of
the hiring firm.

Industries that Utilize the Practice

Many industries utilize this process, especially the aerospace, defense, computer,
semiconductor, energy, medical, food manufacturing, personal care and automotive
fields. Some types of contract manufacturing include CNC machining, complex
assembly, aluminum die casting, grinding, broaching, gears and forging. The
pharmaceutical industry utilizes this process with CMs called Contract
manufacturing organizations.
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Why Contract Manufacture?

There are many benefits as well as risks to contract manufacturing. Companies
are finding many reasons why they should be outsourcing their production to other
companies. However, production outside of the company does come with many
risks attached. Companies must identify what their core competencies are first
before deciding whether or not they should contract manufacture. A company’s
core competencies are what make them competitive in the marketplace. If a
company allows another company to take control of them, it loses control over
that advantage.

When making the decision on whether or not a company should contract
manufacture, the company should weigh the benefits and risks associated with it.
For small companies, contract manufacturing may not be a good business strategy.
For large companies that are trying to grow and extend into new markets, contract
manufacturing is likely to be a good choice.

Benefits of Contract Manufacture

Fig. 1.19: Benefits of Contract Manufacture

1. Cost Savings: Companies save on their cost of capital because they
do not have to pay for a facility and the equipment needed for production.
They can also save on labor costs such as wages, training and benefits.
Some companies may look to contract manufacture in low-cost countries,
such as China, to benefit from the low cost of labor.

2. Mutual Benefit to Contract Site: A contract between the
manufacturer and the company it is producing for may last several years.
The manufacturer will know that it will have a steady flow of business
until then.

1. Cost savings

2. Mutual benefit to contract site

3. Advanced skills

4. Quality

5. Focus

6. Economies of scale

Benefits of Contract Manufacture



International Marketing

NOTES

Self-Instructional
56 Material

3. Advanced Skills: Companies can take advantage of skills that they
may not possess, but the contract manufacturer does. The contract
manufacturer is likely to have relationships formed with raw material
suppliers or methods of efficiency within their production.

4. Quality: Contract manufacturers are likely to have their own methods
of quality control in place that helps them to detect counterfeit or damaged
materials early on.

5. Focus: Companies can focus on their core competencies better if they
can hand off base production to an outside company.

6. Economies of Scale: Contract Manufacturers have multiple customers
that they produce for. Because they are servicing multiple customers,
they can offer reduced costs in acquiring raw materials by benefiting
from economies of scale. The more units there are in one shipment, the
less expensive the price per unit will be.

Risks of Contract Manufacture

Fig. 1.20: Risks of Contract Manufacture

1. Lack of Control: As soon as a company signs the contract allowing
another company to produce their product, they lose a significant amount
of control over that product. They can only suggest strategies to the
contract manufacturer; they cannot force them to implement them.

1. Lack of control

2. Relationships

3. Quality concerns

4. Intellectual property loss

5. Outsourcing risks

6. Capacity constraints

7. Loss of flexibility and responsiveness

Risks of Contract Manufacture
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2. Relationships: It is imperative that the company forms a good
relationship with its contract manufacture. The company must keep in
mind that it is not the only customer to the manufacturer. They cannot
force them to produce their product before a competitor’s. Most
companies mitigate this risk by working cohesively with the manufacturer
and awarding good performance with more of their business.

3. Quality Concerns: When entering into a contract, companies must
make sure that the manufacturer’s standards are in line with their own.
They should also evaluate the methods in which they test product to
make sure the products being produced are of good quality. The company
has to rely on the contract manufacturer for having good suppliers that
also meet these standards.

4. Intellectual Property Loss: When entering into a contract, a company
is letting someone else in on their formulas or technologies. This is why
it is very important that a company not give out any of its core
competencies to contract manufacturers. It is very easy for an employee
to download such information from a computer and steal it. The recent
uptake in intellectual property loss has companies and government
officials struggling to find the best method of security. Usually, it comes
down to the integrity of the employees.

5. Outsourcing Risks: Although outsourcing to low-cost countries has
become very popular, it does bring along risks such as language barriers,
cultural differences and long lead times. This could make the management
of contract manufacturers more difficult, expensive and time-consuming.

6. Capacity Constraints: If a company does not make up a large portion
of the contract manufacturer’s business, they may find that they are de-
prioritized over other companies during high production periods. Thus,
they may not be able to get the product they need when they need it.

7. Loss of Flexibility and Responsiveness: Without direct control over
the manufacturing facility, the company will lose some of its ability to
respond to disruptions in the supply chain. It may also hurt their ability
to respond to demand fluctuations, risking their customer service levels.

1.20.5 Turnkey Contracts
A turnkey or a turnkey project is a type of project that is constructed by a developer
and sold or turned over to a buyer in a ready-to-use condition.

Common Usages of Turnkey Project
Turnkey refers to something that is ready for immediate use, generally used in the
sale or supply of goods or services. Turnkey is often used to describe a home built
on the developer’s land with the developer’s financing ready for the customer to
move in. If a contractor builds a “turnkey home”, they frame the structure and
finish the interior. Everything is completed down to the cabinets and carpet.
“Turnkey” is commonly used in the construction industry, for instance, in which it
refers to the bundling of materials and labor by subcontractors. “Turnkey” is also
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commonly used in motorsports to describe a car being sold with drivetrain (engine,
transmission, etc.) to contrast with a vehicle sold without one so that other
components may be reused.

Similarly, this term may be used to advertise the sale of an established
business, including all the equipment necessary to run it, or by a business-to-
business supplier providing complete packages for business start-up. An example
would be the creation of a “turnkey hospital” which would be building a complete
medical center with installed high-tech medical equipment.

Turnkey is also the name given to a civilian or Police officer working in a
Scottish police officer whose duties is to assist in looking after prisoners and
detainees.

Turnkey Project Uses in Business

In a turnkey business transaction, different entities are responsible for setting up a
plant or a part of it. A complex project involving infrastructure facility, a chemical
plant, a packing line or a refinery demands expertise which is not available with a
single firm. The owner organizes the overall project with a turnkey firm and receives
the project on its completion and can then start to operate it. The ‘agents’ of the
owner are: the principal engineering firm, the licensor (if any), service subcontractors
(e.g., electrical contractor) and the suppliers. There may be several contracts
drawn up by the principal engineering firm but they only identify the latter as the
recipient of the services. The principal contract is the one that binds the owner and
principal engineering firm.

A turnkey business is a business that includes everything you need to
immediately start running the business. A business that is being sold as a turnkey
business would include tangibles such as inventory and equipment through
intangibles such as a previously established reputation and goodwill. The most
common type of business sold as a turnkey business is a franchise. In the case of
franchises, a turnkey business often includes a building that has been constructed
to the franchise’s specifications, and an exclusive territory.

Entrepreneurs considering buying a turnkey business should always do their
due diligence and be sure they know exactly what a particular turnkey operation
includes; not all turnkey businesses are created equal.

A turnkey project could involve the following elements depending on its
complexity:

Project administration
Licensing-in of process
Design and engineering services
Subcontracting
Management control
Procurement and expediting of equipment
Materials control
Inspection of equipment prior to delivery
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Shipment, transportation
Control of schedule and quality
Pre-commissioning and completion
Performance guarantee testing
Inventorying spare parts
Training of owner’s/plant subsystem operating and maintenance personnel
Advanced loop schemes (primarily used in the electric utility industry)

A project consultancy firm is often involved, but it is required to stay
independent of the turnkey engineers and be responsible only to the owner – a
watchdog so to speak. The project consultancy firm has access to all sections of
the infrastructure or plant (as applicable) but cannot direct the staff involved.

The turnkey contractor furnishes a wide variety of warranties and guarantees
and accepts several liabilities. These include:

(a) Warranties for the timeliness of deliveries of equipment, of erection and
of completion times of civil and mechanical works;

(b) Warranties for workmanship in construction and erection of the works,
according to specifications, and warranties guarantees that proper
standards will be used;

(c) Liability for property or equipment under the control of the engineering
company who contracts out the agreement to the turnkey company;

(d) Proper safety standards being implemented;
(e) Civil and mechanical engineering warranties; in the latter case, the turnkey

contractor undertakes to assure that mechanical performance will be
maintained for a definite period;

(f) Training warranties of operating personnel in charge of specific
operations; and

(g) The very important process warranties and guarantees.
Turnkey projects can also be extended, known as ‘turnkey plus’, where

there is perhaps a small equity interest by the engineering firm or the main suppliers
to ensure allegiance during the initial operational phases. Once the turnkey phase
is over and the engineering firm receives the ‘completion certificate’, (from the
owner), the latter will work independently or with the licensor (if any).

Specific Usage of Turnkey Project
The term turnkey is also often used in the technology industry; most commonly to
describe pre-built computer “packages” in which everything needed to perform a
certain type of task (e.g., audio editing) is put together by the supplier and sold as
a bundle. This often includes a computer with pre-installed software, various types
of hardware and accessories. Such packages are commonly called appliances.
And a site with a ready-made solutions and configurations is called Turnkey website.
Turnkey products are synonymous to “off-the-shelf” solutions, i.e., not bespoke.
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In real estate, turnkey is defined as delivering a location that is ready for
occupation. The turnkey process includes all of the steps involved to open a location
including the site selection, negotiations, space planning construction coordination
and complete installation.

A turnkey contract is a business arrangement in which a project is delivered
in a completed state. Rather than contracting with an owner to develop a project
in stages, the developer is hired to finish the entire project without owner input.
The builder or developer is separate from the final owner or operator, and the
project is turned over only once it is fully operational. In effect, the developer is
finishing the project and “turning the key” over to the new owner.

This type of arrangement is commonly used for construction projects ranging
from single buildings to large-scale developments. Under a traditional lump-sum
contract, the owner agrees to pay the developer to complete a project that is built
to the owner’s specifications. The owner is given many opportunities to make
decisions throughout the project, and to make changes as needed. In a turnkey
contract, the owner is generally left out of the building process entirely as the
developer handles all decisions and problems related to construction.

A turnkey contract may also be used in the residential home building industry.
With a turnkey agreement, a builder or developer completes both the construction
and the finishes in the home before turning it over to the homeowner. The homeowner
is often offered a chance to select finishes, including curtains, paint colors and
carpeting.

Turnkey contracts offer many advantages over traditional building contracts.
Because the developer still owns the building until the project is complete, he has
financial motivation to complete the job as quickly and efficiently as possible. A
turnkey contract also provides more time for an owner to seek financing and
investors before he is required to pay for a completed project. These agreements
also save inexperienced owners from making difficult construction decisions, leaving
these decisions in the hands of the developer or builder.

Before choosing a turnkey contract for your project, it is important to
understand the potential drawbacks of this type of agreement. The primary
drawback is the lack of control the owner maintains over design and construction
decisions. For some owners, this may mean the project is not perfectly suited to
their needs once it is complete. For others, this drawback may be canceled out by
the potential for cost savings and shorter construction schedules.

Some owners may choose a turnkey-plus contract, which leaves the
developer with some financial long-term interest in the project. For example, a
builder will construct a retail establishment for an owner, and the builder will receive
a percentage of the gross receipts for a specific period of time. This may encourage
the builder or developer to make construction decisions based on the long-term
needs of the project, rather than just the short-term decisions needed to get the
job done.
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1.20.6 Fully Owned Manufacturing Facilities
Companies with long-term and substantial interest in the foreign market normally
establish wholly owned manufacturing facilities there. It provides the firm with
complete control over production and quality. It does not have the risk of developing
potential competitors as in the case of licensing and contract manufacturing.

There is basic law of the PRC concerning enterprises with sole foreign
investment controls, WFOEs. China’s entry into the World Trade Organization
(WTO) around 2001 has had profound effects on foreign investment. Not being a
JV, they are considered here only in comparison or contrast. To implement WTO
commitments, China publishes from time-to-time updated versions of its ‘Catalogs
Investments’ (affecting ventures) prohibited, restricted.

The WFOE is a Chinese legal person and has to obey all Chinese laws. As
such, it is allowed to enter into contracts with appropriate government authorities
to acquire land use rights, rent buildings, and receive utility services. In this, it is
more similar to a CJV than an EJV.

WFOEs are expected by PRC to use the most modern technologies and to
export at least 50% of their production, with all of the investment is to be wholly
provided by the foreign investor and the enterprise is within his total control.

WFOEs are typically limited liability enterprises (like with EJVs) but the
liability of the Directors, Managers, Advisers and Suppliers depends on the rules
which govern the Departments or Ministries which control product liability, worker
safety or environmental protection. An advantage the WFOE enjoys over its
alternates is the protection to its know-how but a principal disadvantage is absence
of an interested and influential Chinese party.

Foreign Investment Companies Limited by Shares (FICLBS)

These enterprises are formed under the Sino-Foreign Investment Act. The capital
is composed of value of stock in exchange for the value of the property given to
the enterprise. The liability of the shareholders, including debt, is equal to the
amount of shares purchased by each partner.

The minimum amount of the registered capital of the company should be
RMB 30 million. These companies can be listed on the only two PRC Stock
Exchanges – the Shangri and Shenzhen Stock Exchanges. Shares of two types
are permitted on these Exchanges – Type “A” and Type “B” shares.

Type A are only to be used by Chinese nationals and can be traded only in
RMB. Type “B” shares are denominated in Renminbi but can be traded in foreign
exchange and by Chinese nationals having foreign exchange. Further, State
enterprises which have been approved for corporatization can trade in Hong Kong
in “H” share and in NYSE exchanges.

“A” shares are issued to and traded by Chinese nationals. They are issued
and traded in Renminbi. “B” shares are denominated in Renminbi but are traded in
foreign currency. From March 2001, in addition to foreign investors, Chinese
nationals with foreign currency can also trade “B” shares.
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Investment Companies by Foreign Investors (ICFI)

Investment companies are those established in China by sole foreign-funded
business or jointly with Chinese partners who engage in direct investment. It has
to be incorporated as a company with limited liability.

The total amount of the investor’s assets during the year preceding the
application to do business in China has to be no less than US$400 million within
the territory of China. The paid-in capital contribution has to exceed $10 million.
Furthermore, more than 3 project proposals of the investor’s intended investment
projects must have been approved. The shares subscribed and held by foreign
Investment Companies by Foreign Investors (ICFI) should be 25%. The investment
firm can be established as an EJV.

1.20.7 Joint Ventures
A joint venture (JV) is a business agreement in which parties agrees to develop,
for a finite time, a new entity and new assets by contributing equity. They exercise
control over the enterprise and consequently share revenues, expenses and assets.
There are other types of companies such as joint ventures limited by guarantee
and joint ventures limited by guarantee with partners holding shares.

A joint venture involves a capital partnership and may be arranged for
manufacturing activities, marketing activities, or both. This takes place when:

(i) The domestic investor buys an interest in a manufacturing unit situated in
a foreign country; or

(ii) Any investor of a foreign country buys an interest in a manufacturing unit
of the domestic investor already existing in that country; or

(iii) A domestic investor and an investor in a foreign country together start a
new venture in that foreign country.

A joint venture takes place when two parties come together to take on one
project. In a joint venture, both parties are equally invested in the project in terms
of money, time, and effort to build on the original concept. While joint ventures are
generally small projects, major corporations also use this method in order to
diversify. A joint venture can ensure the success of smaller projects for those that
are just starting in the business world or for established corporations. Since the
cost of starting new projects is generally high, a joint venture allows both parties
to share the burden of the project, as well as the resulting profits.

Since money is involved in a joint venture, it is necessary to have a strategic
plan in place. In short, both parties must be committed to focusing on the future of
the partnership, rather than just the immediate returns. Ultimately, short-term and
long-term successes are both important. In order to achieve this success, honesty,
integrity and communication within the joint venture are necessary.

Finding Ideas or Partners

In the era of the Internet, finding opportunities for exploiting an idea is sizeable
together with remote, or advertised, communicating. There are also the blogging
networks as well the social networking sites and search engines. There are also
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other venues to find a JV partner such as seminars, exhibitions, directories and the
plain newspaper advertising of opportunities. One should not forget websites which
have become prosperous like eBay and Amazon.com, Wikipedia, YouTube to
name the most obvious. Forming JVs with distributor and marketing agencies is
possible in this flat world to market a product. But finding an entrepreneur for a JV
is another task.

Joint ventures have also become more prominent in the world of alternative
investments since the financial crisis began in 2007. In an Opalesque.TV video,
Tim Krochuk of hedge fund GRT Capital Partners describes how hedge funds
have begun teaming up with traditional long-only asset managers in joint ventures
to provide alternative capabilities to existing traditional asset management firms.
The emergence of these joint ventures continues the trend of alternative investments
becoming a larger piece of traditional portfolios.

Preparation of Joint Venture

Formulating the JV is a series of steps, one which needs a lot of work and yet, at
the same time, precision. One can here only underline the steps or information that
will be needed by the JV candidate. They are:

the objectives, structure and projected form of the joint venture, including
the amount of investment and financing arrangements and debt
the JV’s products, their technical description and usage
alternate production technologies
estimated cost of equipment
estimated product price(s)
costing
market analysis for the product, inside and outside the ‘territory’
analysis of competition
projected sales and methods of distribution
details of offered site, including output projections, transport and
warehousing, testing and quality control, by-products and waste
supply, utility, and transport requirements
estimated technology transfer costs
foreign exchange projections (where applicable)
staff requirements and training
financial projections
environmental impact
social benefit

Partner Selection

While the following offers some insight to the process of joining up with a committed
partner to form a JV, it is often difficult to determine whether the commitments
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come from a known and distinguishable party or an intermediary. This is particularly
so when the language barrier exists and one is unfamiliar with local customs,
especially in approaches to government, often the deciding body for the formation
of a JV or dispute settlement.

The ideal process of selecting a JV partner emerges from:
screening of prospective partners
shortlisting a set of prospective partners and some sort of ranking
checking the credentials of the other party
availability of appreciated or depreciated property contributed to the
joint venture
the most appropriate structure and invitation/bid
foreign investor buying an interest in a local company

Companies are also called JVs in cases where there are dominant partners
together with participation of the public. There may also be cases where the public
shareholding is substantial but the founding partners retain their identity. These
companies may be ‘public’ or ‘private’ companies. It would be out of place to
describe them, except to say there are many in India.

Further consideration relates to starting a new legal entity ground up. Such
an enterprise is sometimes called ‘an incorporated JV’, one ‘packaged’ with
technology contracts (know-how, patents, trademarks and copyright), technical
services and assisted-supply arrangements.

The consortium JV (also known as a cooperative agreement) is formed
where one party seeks technological expertise or technical service arrangements,
franchise and brand use agreements, management contracts, rental agreements,
for ‘one-time’ contracts, e.g., for construction projects. They dissolve the JV
when that goal is reached.

Equity Joint Ventures

The EJV Law is between a Chinese partner and a foreign company. It is
incorporated in both Chinese (official) and in English (with equal validity), with
limited liability. Prior to China’s entry into WTO and thus the WFOEs EJVs
predominated. In the EJV mode, the partners share profits, losses and risk in
equal proportion to their respective contributions to the venture's registered capital.
These escalate upwardly in the same proportion as the increase in registered capital.
The JV contract accompanied by the Articles of Association for the EJV is the
two most fundamental legal documents of the project. The Articles mirror many of
the provisions of the JV contract. In case of conflict’ the JV document has
precedence. These documents are prepared at the same time as the feasibility
report. There are also the ancillary documents covering know-how and trademarks
and supply-of-equipment agreements.
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Cooperative Joint Ventures

Cooperative Joint Ventures (CJVs) are permitted under the Sino-Foreign
Cooperative Joint Ventures. Cooperative enterprises are also called Contractual
Operative Enterprises.

The CJVs may have a limited structure or unlimited – therefore, there are
two versions. The limited liability version is similar to the EJVs in status of permissions
– the foreign investor provides the majority of funds and technology and the Chinese
party provides land, buildings, equipment, etc. However, there are no minimum
limits on the foreign partner which allows him to be a minority shareholder.

The other format of the CJV is similar to a partnership where the parties
jointly incur unlimited liability for the debts of the enterprise with no separate legal
person being created. In both the cases, the status of the formed enterprise is that
of a legal Chinese person which can hire labor directly as, for example, a Chinese
national contactor. The minimum of the capital is registered at various levels of
investment.

Other differences from the EJV are to be noted:
A Cooperative JV does not have to be a legal entity.
The partners in a CJV are allowed to share profit on an agreed basis,
not necessarily in proportion to capital contribution. This proportion
also determines the control and the risks of the enterprise in the same
proportion.
It may be possible to operate in a CJV in a restricted area.
A CJV could allow negotiated levels of management and financial control,
as well as methods of recourse associated with equipment leases and
service contracts. In an EJV, management control is through allocation
of Board seats.
During the term of the venture, the foreign participant can recover his
investment; provided the contract prescribes that and all fixed assets
will become the property of the Chinese participant on termination of
the JV.
Foreign partners can often obtain the desired level of control by
negotiating management, voting, and staffing rights into a CJV’s articles;
since control does not have to be allocated according to equity stakes.

Convenience and flexibility are the characteristics of this type of investment.
It is therefore easier to find cooperative partners and to reach an agreement.

With changes in the law, it becomes possible to merge with a Chinese
company for a quick start. A foreign investor does not need to set up a new
corporation in China. Instead, the investor uses the Chinese partner’s business
license, under a contractual arrangement. Under the CJV, however, the land stays
in the possession of the Chinese partner.

There is another advantage: the percentage of the CJV owned by each
partner can change throughout the JV’s life, giving the option to the foreign investor,



International Marketing

NOTES

Self-Instructional
66 Material

by holding higher equity, obtains a faster rate of return with the concurrent wish of
the Chinese partner of a later larger role of maintaining long-term control.

The parties in any of the ventures, EJV, CJV or WFOE prepare a feasibility
study outlined above. It is a non-binding document – the parties are still free to
choose not to proceed with the project. The feasibility study must cover the
fundamental technical and commercial aspects of the project, before the parties
can proceed to formalize the necessary legal documentation. The study should
contain details referred to earlier under Feasibility Study.

Joint Ventures in India

India has an open philosophy on capital markets, and it closely parallels its English
peers in operation. The Bombay Stock Exchange (BSE) has close to 5,000 listed
shares, and trades in several thousand more, making it the largest stock exchange
in the world. The National Stock Exchange is the other exchange at present.
English is one of the preferred languages of the market, and its policies are first
announced in English.

The Indian people are skilled and entrepreneurial by nature as evident in
world markets, but in India, less than 1% of its billion populations at present, i.e.,
only 11 million people representing 3% of households invest in the market. People
who work the market in other languages are adept in recognizing concepts in
derivatives and futures and trade in them. India is one of three countries that has
supercomputers, one of six that has satellite launching facilities and has over 100
Fortune 500 companies doing R&D in the country. India does not restrict the
repatriation of investments, dividends, profits and if need be, the principal through
the single autonomous entity, the Reserve Bank of India (RBI). The Indian currency
(the rupee) is 100% convertible for earnings at free-market rates.

India’s new policies (described below) have resulted in aggregate foreign
investment flowing into India, increasing from US$103 million in 1990-91 to
US$61.8 billion in 2007/2008.

Liberalization of Policy

India’s basic outlines of industrial development were framed by Pandit Jawaharlal
Nehru in 1956, making the private sector a participant in development, but giving
the public sector a dominant position.

However, by the early 1990s, the situation in the world economies turned:
Japan entered a phase of stagnancy of growth, the pace of the “Asian Tigers”
slowed, as did the European economy. To counteract these effects, a new policy
was born in July 1991, the reformed New Industrial Policy (NIP). It and later
modifications (further liberalization) streamlines procedures, deregulated industrial
licensing, and vastly expanded the role for the private sector, while shrinking the
public sector. Also, anti-trust laws (the Monopoly and Restrictive Practices Act)
were trimmed and customs duties for industrial goods slashed. The restrictive
Foreign Exchange Regulation Act (FERA) was replaced by the Foreign Exchange
Management Act (FEMA).
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Industrial policy divided industry into three categories:
Those that would be reserved for public sector development,
Those under private enterprise with or without State participation, and
Those in which investment initiatives would ordinarily emanate from
private entrepreneurs.

Automatic Licensing and Administered Licensing

India’s investment policy, as of April 2010, is presented at the site. Briefly, India
allows investments both through Foreign Direct Investment (FDI), meant for long-
term controlling investments and Portfolio Investment – taking a position by buying
shares of a company – which is likely short-term capital market operation. Foreign
Institutional Investors (FIIs) from reputable institutions (like pension funds, mutual
funds, etc.) may (and do) participate in the Indian capital markets.

Industrial approvals are automatic (RBI approval of investment) for most
manufacturing industries with equity investment up to 51% foreign control and as
of 1997 to 74% in certain select industries. For another 36 sectors, there are
varying limits without output restrictions. RBI approvals come within two weeks
for the invested entity. Investments can flow to the country prior to approvals for
such cases. Even in sectors limited to 51%, a higher level of control, up to 74%, is
feasible if approach is made to the Foreign Investment Promotion Board (FIPB) –
thus, “administered” licensing. Investments up to 100% are allowed in power
generation, coal wateriest, electronics and an Export Oriented Unit (EOU) in the
EPZs.

NRI (Non-Resident Indians), PIO (People of Indian Origin), and OCBs
(Overseas Commercial Bodies) have relaxed accommodation

Industrial licensing of the 1951 policy is applicable to “Annex II” (not shown
here) industries which revolve around certain key natural resources. It is
administered through FIPB.

Joint Venture Companies

Joint venture companies are the preferred form of corporate investment but there
are no separate laws for joint ventures. Companies which are incorporated in
India are treated on par as domestic companies.

Private companies (only about $2500 is the lower limit of capital, no upper
limit) are allowed in India together with and public companies, limited or not,
likewise with partnerships. However, the latter are reserved for NRIs.

Through capital market operations, foreign companies can transact on the
two exchanges without prior permission of RBI, but they cannot own more than
10% equity in paid-up capital of Indian enterprises, while aggregate foreign
institutional investment (FII) in an enterprise is capped at 24%.

The establishment of wholly owned subsidiaries (WOS) and project offices
and branch offices, incorporated in India or not. Sometimes, it is understood, that
branches are started to test the market and get its flavor. Equity transfer from
residents to non-residents in mergers and acquisitions (M&A) is usually permitted
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under the automatic route. However, if the M&As are in sectors and activities
requiring prior government permission (Appendix 1 of the Policy), then transfer
can proceed only after permission. Joint ventures with trading companies are
allowed together with imports of secondhand plants and machinery.

It is expected that in a JV, the foreign partner supplies technical collaboration
and the pricing includes the foreign exchange component, while the Indian partner
makes available the factory or building site and locally made machinery and product
parts. Many JVs are formed as public limited companies (LLCs) because of the
advantages of limited liability.

JVs are expected in the nuclear industry following the NSG waivers for
nuclear trade. The nuclear power industry has been witnessing several JVs. The
country has set an imposing target of achieving an installed capacity of 20 GW by
2020 and 63 GW by 2030. The total size of the Indian nuclear power market will
be around $40 billion by 2020 with a growth rate (AAGR) of 9.2% in installed
nuclear capacity during 2008-20.

The total investments made are to a tune of around $1.30 billion following
the Indo-US nuclear deal in 2008.

There is a group of industries reserved for the small-scale sector wherein
foreign investment cannot exceed 24%, and if does, then approval is necessary
from the FIPB, and the unit loses its ‘smallness’ and requires an industrial license.

There are many JVs lying outside of this discussion – Hindustan Unilever –
Unilever, Suziki – Government of India (Maruti Motors), Bharti Airtel – Singapore
Telecom, ITC – Imperial Tobacco, P&G Home Products, Whirlpool, etc. having
financial participation with the financial institutions and the lay public which are
monitored by SEBI (Securities and Exchange Board of India), also an autonomous
body. This lies outside this discussion.

Under the country’s laws, a public company must:
(i) have at least seven shareholders
(ii) have at least three directors
(iii) obtain government approval for the appointment of its management
(iv) have both a “trading certificate” and certificate of incorporation before

commencing its business
(v) publish also a prospectus (or file a statement) before it can start transact

business
(vi) hold statutory meetings

Several Provisions Contained in the Companies Act, 1956

(i) Royalty Payments and Capitalization
Royalty payable is limited to 5% for domestic sales and 8% for exports, without
any restriction on the duration of the royalty payments. The royalty limits are net of
taxes and are calculated according to standard conditions. Payments are made
through RBI.
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The royalty is calculated on the basis of the net ex-factory sale price of the
product, exclusive of excise duties, minus the cost of the standard bought-out
components and the landed cost of imported components, irrespective of the source
of procurement, including ocean freight, insurance, custom duties, etc. Issue of
equity shares against lump sum fees and royalty fees is permitted. For exceeding
this norm, the firm has to approach FPBI.

(ii) India’s Legal System
India is a common law country with a written constitution, guaranteeing individual
and property rights. There is a single hierarchy of courts. Arbitration can be in
India or International Commercial Arbitration. The country has recently enacted
the Arbitration and Conciliation Act, 1996 (“New Law”). The New Law is based
on the United Nations Commission on International Trade Law (UNCITRAL)
Model Law on International Commercial Arbitration (Model Law).

(iii) Articles of Association
The Articles of Association determine how a company is run. It is a set of ‘bye-
laws’ which form the ‘constitution’ of the company. It is often required by law to
be part of the joint venture agreement. Some clauses relating to the following may
be absent. In this case, it is assumed that the provisions as laid out in the Company
Law apply. The Articles can cover a medley of topics, not all of which is required
in a country’s law.

1.20.8 Mergers and Acquisitions
Mergers and acquisitions (M&A) refers to the aspect of corporate strategy,
corporate finance and management dealing with the buying, selling, dividing and
combining of different companies and similar entities that can help an enterprise
grow rapidly in its sector or location of origin, or a new field or new location,
without creating a subsidiary, other child entity or using a joint venture. The
distinction between a “merger” and an “acquisition” has become increasingly blurred
in various respects, although it has not completely disappeared in all situations.

Mergers and Acquisitions have been a very important market entry strategy
as well as expansion strategy for maximization of a company’s growth by enhancing
its production and marketing operations. They are being used in a wide array of
fields such as information technology, telecommunications, and business process
outsourcing as well as in traditional businesses in order to gain strength, expand
the customer base, cut competition or enter into a new market or product segment.

Mergers and acquisitions provide instant access to markets and distribution
network. The General Electric (GE), USA took over Hungary’s light bulb maker
Tungsram.

Instead of starting greenfield operations in Hungary by building a new factory
and hiring the people needed, Tungsram gave GE entry to the East European light
bulb market, from which it had been virtually excluded by Philips and Osram.

Another important objective of M& A is to obtain access to new technology
or a patent right.
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Sometimes, the cost of acquisition may be unrealistically high. It has also
been observed that the takeover spree lands several companies in trouble.

An acquisition is the purchase of one business or company by another
company or other business entity. Consolidation occurs when two companies
combine together to form a new enterprise altogether, and neither of the previous
companies survives independently. Acquisitions are divided into “private” and
“public” acquisitions, depending on whether the acquireee or merging company
(also termed a target) is or is not listed on public stock markets. An additional
dimension or categorization consists of whether an acquisition is friendly or hostile.

Achieving acquisition success has proven to be very difficult, while various
studies have shown that 50% of acquisitions were unsuccessful. The acquisition
process is very complex, with many dimensions influencing its outcome.

Whether a purchase is perceived as being a “friendly” one or a “hostile”
depends significantly on how the proposed acquisition is communicated to and
perceived by the target company’s board of directors, employees and shareholders.
It is normal for M&A deal communications to take place in a so-called
‘confidentiality bubble’ wherein the flow of information is restricted pursuant to
confidentiality agreements. In the case of a friendly transaction, the companies
cooperate in negotiations; in the case of a hostile deal, the board and/or management
of the target is unwilling to be bought or the target’s board has no prior knowledge
of the offer. Hostile acquisitions can, and often do, ultimately become “friendly”,
as the acquiror secures endorsement of the transaction from the board of the
acquiree company.

“Acquisition” usually refers to a purchase of a smaller firm by a larger one.
Sometimes, however, a smaller firm will acquire management control of a larger
and/or longer-established company and retain the name of the latter for the post-
acquisition combined entity. This is known as a reverse takeover. Another type of
acquisition is the reverse merger, a form of transaction that enables a private
company to be publicly listed in a relatively short time frame. A reverse merger
occurs when a privately held company (often one that has strong prospects and is
eager to raise financing) buys a publicly listed shell company, usually one with no
business and limited assets.

There are also a variety of structures used in securing control over the assets
of a company, which have different tax and regulatory implications:

(i) The buyer buys the shares, and therefore control, of the target company
being purchased. Ownership control of the company in turn conveys
effective control over the assets of the company, but since the company
is acquired intact as a going concern, this form of transaction carries
with it all of the liabilities accrued by that business over its past and all of
the risks that company faces in its commercial environment.

(ii) The buyer buys the assets of the target company. The cash the target
receives from the sell-off is paid back to its shareholders by dividend or
through liquidation. This type of transaction leaves the target company
as an empty shell, if the buyer buys out the entire assets. A buyer often
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structures the transaction as an asset purchase to “cherry-pick” the assets
that it wants and leave out the assets and liabilities that it does not. This
can be particularly important where foreseeable liabilities may include
future, unquantified damage awards such as those that could arise from
litigation over defective products, employee benefits or terminations, or
environmental damage. A disadvantage of this structure is the tax that
many jurisdictions, particularly outside the United States, impose on
transfers of the individual assets, whereas stock transactions can
frequently be structured as like-kind exchanges or other arrangements
that are tax-free or tax-neutral, both to the buyer and to the seller’s
shareholders.

Distinction between Mergers and Acquisition
Though the two words mergers and acquisitions are often spoken in the same
breath and are also used in such a way as if they are synonymous, however, there
are certain differences between mergers and acquisitions.

Merger
1. The case when two companies (often of same size) decide to move

forward as a single new company instead of operating business
separately.

2. The stocks of both the companies are surrendered, while new stocks
are issued afresh.

3. For example, GlaxoWellcome and SmithKline Beehcam ceased to exist
and merged to become a new company, known as GlaxoSmithKline.

Acquisition

1. The case when one company takes over another and establishes itself
as the new owner of the business.

2. The buyer company “swallows” the business of the target company,
which ceases to exist.

3. Dr. Reddy’s Labs acquired Betapharm through an agreement amounting
$597 million.

1.20.9 Strategic Alliances
A Strategic Alliance is a relationship between two or more parties to pursue a set
of agreed upon goals or to meet a critical business need while remaining independent
organizations.

Strategic Alliance seeks to enhance the long term competitive advantage of
the firm by forming alliance with its competitors, existing or potential in critical
areas, instead of competing with each other. It helps a company to leverage critical
capabilities, increase the flow of innovation and increase flexibility in responding to
market and technological changes.
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Stages of Alliance Formation

Fig. 1.21: Stages of Alliance Formation

A typical strategic alliance formation process involves these steps:

Stage - 1: Strategy Development

Strategy development involves studying the alliance’s feasibility, objectives and
rationale, focusing on the major issues and challenges and development of resource
strategies for production, technology and people. It requires aligning alliance
objectives with the overall corporate strategy.

Stage - 2: Partner Assessment
Partner assessment involves analyzing a potential partner’s strengths and
weaknesses, creating strategies for accommodating all partners’ management styles,
preparing appropriate partner selection criteria, understanding a partner’s motives
for joining the alliance and addressing resource capability gaps that may exist for
a partner.

Stage - 3: Contract Negotiation

Contract negotiations involves determining whether all parties have realistic
objectives, forming high calibre negotiating teams, defining each partner’s
contributions and rewards as well as protect any proprietary information, addressing
termination clauses, penalties for poor performance, and highlighting the degree to
which arbitration procedures are clearly stated and understood.

Stage - 4: Alliance Operation

Alliance operations involves addressing senior management’s commitment, finding
the calibre of resources devoted to the alliance, linking of budgets and resources
with strategic priorities, measuring and rewarding alliance performance, and
assessing the performance and results of the alliance.

Stage - 1: Strategy Development

Stage - 2: Partner Assessment

Stage - 3: Contract Negotiation

Stage - 4: Alliance Operation

Stage - 5: Alliance Termination

Stages of Alliance Formation
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Stage - 5: Alliance Termination

Alliance termination involves winding down the alliance, for instance when its
objectives have been met or cannot be met, or when a partner adjusts priorities or
re-allocates resources elsewhere.

Types of Strategic Alliances

Fig. 1.22: Types of Strategic Alliances

There are four types of strategic alliances: joint venture, equity strategic alliance,
non-equity strategic alliance and global strategic alliance.

1. Joint Venture: Joint venture is a strategic alliance in which two or
more firms create a legally independent company to share some of their
resources and capabilities to develop a competitive advantage.

2. Equity Strategic Alliance: Equity strategic alliance is an alliance in
which two or more firms own different percentages of the company
they have formed by combining some of their resources and capabilities
to create a competitive advantage.

3. Non-equity Strategic Alliance: Non-equity strategic alliance is an
alliance in which two or more firms develop a contractual relationship to
share some of their unique resources and capabilities to create a
competitive advantage.

4. Global Strategic Alliances: Global strategic alliances working
partnerships between companies (often more than two) across national
boundaries and increasingly across industries, sometimes formed between
company and a foreign government, or among companies and
governments.

Advantages of Strategic Alliance

1. Gain better access to attractive country market from host country’s
government to import and market products locally.

1. Joint Venture

2. Equity Strategic Alliance

3. Non-equity Strategic Alliance

4. Global Strategic Alliances

Types of Strategic Alliances
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2. Take advantage of partner’s local market knowledge and working
relationships with key government officials in host country. It is very
important to get working relationship with local government officials.

3. Capture economies of scale in production and/or marketing; when they
operate together, they can use the same machine or equipment to
produce products and use the same marketing channel for both products.

4. Fill gaps in technical expertise or knowledge of local market; they will
learn technical knowledge from each other.

5. Share distribution facilities and dealer networks, they can use the same
agent or retailers to reduce the logistic cost and penetrate the market
more easily, they can use the put-together technical and financial
resources to attack the rivals.

6. Direct combined competitive energies toward defeating mutual rivals.
7. Useful way to gain agreement on important technical standards, it is

easier to set up a standard for the products with a joint effort.

Disadvantages of Strategic Alliance

1. Overcoming language and cultural barriers.
2. Dealing with diverse or conflicting operating practices.
3. Time-consuming for managers in terms of communication, trust-building,

and coordination costs.
4. Mistrust when collaborating in competitively sensitive areas.
5. Clash of egos and company cultures.
6. Dealing with conflicting objectives, strategies, corporate values and

ethical standards.

Countertrade
Countertrade means exchanging goods or services which are paid for, in whole or
part, with other goods or services, rather than with money. A monetary valuation
can however be used in counter trade for accounting purposes. In dealings between
sovereign states, the term bilateral trade is used.

Types of Countertrade

There are five main variants of countertrade:
1. Barter: Exchange of goods or services directly for other goods or

services without the use of money as means of purchase or payment.
Barter is the direct exchange of goods between two parties in a
transaction. The principal exports are paid for with goods or services
supplied from the importing market. A single contract covers both flows,
in its simplest form involves no cash. In practice, supply of the principal
exports is often held up until sufficient revenues have been earned from
the sale of bartered goods.
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Fig. 1.23: Types of Countertrade

2. Switch Trading: Practice in which one company sells to another its
obligation to make a purchase in a given country.

3. Counterpurchase: Sale of goods and services to one company in other
country by a company that promises to make a future purchase of a
specific product from the same company in that country.

4. Buyback: This occurs when a firm builds a plant in a country or supplies
technology, equipment, training, or other services to the country and
agrees to take a certain percentage of the plant's output as partial payment
for the contract.

5. Offset: Agreement that a company will offset a hard currency purchase
of an unspecified product from that nation in the future. Agreement by
one nation to buy a product from another, subject to the purchase of
some or all of the components and raw materials from the buyer of the
finished product, or the assembly of such product in the buyer nation.

Countertrade in India

Countertrade also occurs when countries lack sufficient hard currency, or when
other types of market trade are impossible.

In 2000, India and Iraq agreed on an “oil for wheat and rice” barter deal,
subject to UN approval under Article 50 of the UN Gulf War sanctions, that
would facilitate 300,000 barrels of oil delivered daily to India at a price of $6.85
a barrel while Iraq oil sales into Asia were valued at about $22 a barrel. In 2001,
India agreed to swap 1.5 million tons of Iraqi crude under the oil-for-food program.

The Security Council noted: “although locally produced food items have
become increasingly available throughout the country, most Iraqis do not have the
necessary purchasing power to buy them. Unfortunately, the monthly food rations
represent the largest proportion of their household income. They are obliged to

1. Barter

2. Switch Trading

3. Counterpurchase

4. Buyback

5. Offset

Types of Countertrade
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either barter or sell items from the food basket in order to meet their other essential
needs. This is one of the factors which partly explain why the nutritional situation
has not improved in line with the enhanced food basket. Moreover, the absence
of normal economic activity has given rise to the spread of deep-seated poverty.”

Role of Countertrade in the World Market
Noted US economist Paul Samuelson was skeptical about the viability of
countertrade as a marketing tool, claiming that “Unless a hungry tailor happens to
find an undraped farmer, who has both food and a desire for a pair of pants,
neither can make a trade”. But this is arguably a too simplistic interpretation of
how markets operate in the real world. In any real economy, bartering occurs all
the time, even if it is not the main means to acquire goods and services.

The volume of countertrade is growing. In 1972, it was estimated that
countertrade was used by business and governments in 15 countries; in 1979, 27
countries; by the start of 1990s, around 100 countries. A large part of countertrade
has involved sales of military equipment.

More than 80 countries nowadays regularly use or require countertrade
exchanges. Officials of the General Agreement on Tariffs and Trade (GATT)
organization claimed that countertrade accounts for around 5% of the world trade.
The British Department of Trade and Industry has suggested 15%, while some
scholars believe it to be closer to 30%, with east-west trade having been as high
as 50% in some trading sectors of Eastern European and Third World Countries
for some years. A consensus of expert opinions has put the percentage of the
value of world trade volumes linked to countertrade transactions at between 20%
to 25%.

According to an official US statement, “The US Government generally views
countertrade, including barter, as contrary to an open, free trading system and, in
the long run, not in the interest of the US business community. However, as a
matter of policy the US Government will not oppose US companies' participation
in countertrade arrangements unless such action could have a negative impact on
national security.”

Check Your Progress

3. Discuss the scope of International Marketing.
4. Explain the importance of International Marketing.

1.21 ANSWERS TO ‘CHECK YOUR PROGRESS’

1. International marketing is the activity related to the sale of goods and services
of one country in the other, subject to the rules and regulations framed by
the countries concerned. International marketing is marketing abroad, i.e.,
beyond the political boundaries of the country. International marketing brings
countries closer due to economic needs and facilitates understanding and
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cooperation among them. Businesses choose to explore foreign markets
for a host of sound reasons. International marketing consists of large-scale
operations to be performed by business for promoting their products in
many countries. It requires huge amount of labor and capital for meeting out
the needs of large people at international level. It provides wider platform
for advertising products at an international level. Business can target their
products among large population residing in different nations. Marketing is
not limited to any local area or nation but is free for all across the globe.

2.  (i) Broader Market: It provides wider platform for advertising
products at an international level. Business can target their products
among large population residing in different nations.

(ii) Intense Competition: International marketing faces an intense
competition due to the presence of both domestic and international
competitors.

(iii) Higher Risk and Challenges: Marketing at an international level
involves a large amount of risk and challenges as it is dependent
upon various factors and conditions.

(iv) International Restrictions: Organizations in international market
need to follow all tariff and non-traffic constraints. There are various
restrictions imposed due to differences in rules and regulations
among nations at global level.

3. (i) Import and Export: International marketing provides business an
opportunity to enter global market for conducting trade. Export
refers to selling its products in another country for earning high
revenues. Import involves buying goods from foreign market and
selling it in domestic market.

(ii) Contractual Agreement: International marketing exposes business
to global market for expanding their operations. Companies enter
into contract with other companies overseas for performing certain
operations.

(iii) Joint Venturing: Joint venture is the one where two brands
associate with one another for starting a new business. They perform
all activities together and share revenue in pre-decided ratio.

(iv) Fully Owned Manufacturing: Under this, companies set up their
own manufacturing unit in foreign land. They themselves manufacture
goods and promote on their own. It will help in minimizing cost and
maintaining the quality.

(v) Foreign Investments: Foreign investment is an important part of
international business. It contains investments of funds from the
abroad in exchange for financial return. It is done through investment
in foreign countries through international business.

4. (i) Important to Expand Target Market: Target market of a
marketing organization will be limited if it just concentrate on
domestic market. When an organization thinks globally, it looks for



International Marketing

NOTES

Self-Instructional
78 Material

overseas opportunities to increase its market share and customer
base.

(ii) Important to Boost Brand Reputation: International marketing
may give boost to a brand’s reputation. Brand that sold
internationally is perceived to be better than the brand that sold
locally. People like to purchase products that are widely available.

(iii) Important to Connect Business with the World: Expanding
business into an international market gives a business an advantage
to connect with new customers and new business partners.

(iv) Important to Open Door for Future Opportunities:
International marketing can also open door for future business
opportunities. It not only increases market share and customer base.
It also helps the business to connect to new vendors, a larger
workforce and new technologies and ways of doing business.

1.22 SUMMARY

International marketing is the activity related to the sale of goods and services
of one country in the other, subject to the rules and regulations framed by
the countries concerned. It is marketing abroad, i.e., beyond the political
boundaries of the country. It provides business an opportunity to enter global
market for conducting trade. Export refers to selling its products in another
country for earning high revenues. Import involves buying goods from foreign
market and selling it in domestic market. These activities help business in
expanding their operations and earning better profits. Re-export is an activity
under which companies imports semi-finished goods, process these goods
for transforming them into finished products and export them to foreign
countries. International marketing exposes business to global market for
expanding their operations. Companies enter into contract with other
companies overseas for performing certain operations. Agreements are
entered into in form of co-production, licensing and technical assistance. It
raises the customer base, expands the market and overall profitability of
business. Joint venture is the one where two brands associate with one
another for starting a new business. They perform all activities together and
share revenue in pre-decided ratio. Partnership with domestic brands in
foreign land helps companies in easily understanding the market dynamics.
The social factors of a nation determine the value system of the society,
which in turn affect the International Marketing Mix. Social factors are culture,
caste, customs, languages, lifestyle, standard of living, climate and marketing
infrastructure, etc. The demand for goods and services is affected by all
these factors. The home country practice prevails with this approach.
Headquarters from the home country makes key decisions, employees from
the home country hold important jobs, and the subsidiaries follow the home
country resource management practice.
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The company has expanded its search beyond the borders of the host
country, but has stopped short of seeking management personnel from its
operations throughout the world. The theory behind this selection process
is that nationals of the region in which operations actually take place are
better able to deal with language and cultural problems than are managers
from outside the region.
The company that applies the global integrated business strategy manages
and staffs employees on a global basis. For example, Electrolux (the vacuum
cleaner company) has for many years attempted to recruit and develop a
group of international managers from diverse countries.
International company is normally the second stage in the development of a
company towards the transitional corporation. The orientation of the
company is basically ethnocentric and the marketing strategy is extension,
i.e., the marketing mix developed for the home market is extended into the
foreign markets. International companies normally rely on the international
business. The global company will have either a global marketing strategy
or a global sourcing strategy but not both. It will either focus on global
markets and source from the home or a single country to supply these
markets, or it will focus on the domestic market and source from the world
to supply its domestic channel.
The transitional corporation is much more than a company with sales,
investments, and operations in many countries. This company, which is
increasingly dominating markets and industries around the world, is an
integrated world enterprise that links global resources with global markets
at a profit. Licensing refers to the contractual agreement between two
business entities in which the licensor permits the licensee to use a brand
name, patent, or other proprietary right, in exchange for a fee or royalty.

1.23 KEY TERMS

International Marketing: International marketing is the activity related
to the sale of goods and services of one country in the other, subject to the
rules and regulations framed by the countries concerned. International
marketing is marketing abroad, i.e., beyond the political boundaries of the
country.
International Restrictions: Organizations in international market need to
follow all tariff and non-traffic constraints. There are various restrictions
imposed due to differences in rules and regulation among nations at global
level. All nations perform import and export following the restrictions imposed
in international market.
Import and Export: International marketing provides business an
opportunity to enter global market for conducting trade. Export refers to
selling its products in another country for earning high revenues. Import
involves buying goods from foreign market and selling it in domestic market.
These activities help business in expanding their operations and earning better
profits.
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Re-export: Re-export is an activity under which companies imports semi-
finished goods, process these goods for transforming them into finished
products and export them to foreign countries.
Contractual Agreement: International marketing exposes business to
global market for expanding their operations. Companies enter into contract
with other companies overseas for performing certain operations.
Agreements are entered into in form of co-production, licensing and technical
assistance. It raises the customer base, expands the market and overall
profitability of business.
Joint Venture: Joint venture is the one where two brands associate with
one another for starting a new business. They perform all activities together
and share revenue in pre-decided ratio. Partnership with domestic brands
in foreign land helps companies in easily understanding the market dynamics.
Social Factors: The social factors of a nation determine the value system
of the society, which in turn affect the International Marketing Mix. Social
factors are culture, caste, customs, languages, lifestyle, standard of living,
climate and marketing infrastructure, etc. The demand for goods and services
is affected by all these factors.
Economic Factors: The economic factors are the most significant
determinants of International Marketing. They also affect the survival of a
business organization and its success.
Ethnocentric Orientation: The home country practice prevails with this
approach. Headquarters from the home country makes key decisions,
employees from the home country hold important jobs, and the subsidiaries
follow the home country resource management practice.
Re-geocentric Orientation: The company has expanded its search beyond
the borders of the host country, but has stopped short of seeking management
personnel from its operations throughout the world. The theory behind this
selection process is that nationals of the region in which operations actually
take place are better able to deal with language and cultural problems than
are managers from outside the region.
Geocentric Orientation: The company that applies the global integrated
business strategy manages and staffs employees on a global basis. For
example, Electrolux (the vacuum cleaner company) has for many years
attempted to recruit and develop a group of international managers from
diverse countries.
International Company: International company is normally the second
stage in the development of a company towards the transitional corporation.
The orientation of the company is basically ethnocentric and the marketing
strategy is extension, i.e., the marketing mix developed for the home market
is extended into the foreign markets. International companies normally rely
on the international business.
The Global Company: The global company will have either a global
marketing strategy or a global sourcing strategy but not both. It will either
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focus on global markets and source from the home or a single country to
supply these markets, or it will focus on the domestic market and source
from the world to supply its domestic channel.
The Transitional Corporation: The transitional corporation is much more
than a company with sales, investments, and operations in many countries.
This company, which is increasingly dominating markets and industries around
the world, is an integrated world enterprise that links global resources with
global markets at a profit.
Licensing: Licensing refers to the contractual agreement between two
business entities in which the licensor permits the licensee to use a brand
name, patent, or other proprietary right, in exchange for a fee or royalty.

1.24 SELF-ASSESSMENT QUESTIONS AND
EXERCISES

Short Answer Questions

1. Give the meaning of International Marketing.
2. Define the term International Marketing.
3. What is Market Entry Strategy?
4. Define the term Licensing.
5. What is Franchising?
6. What is Exporting?
7. Give the meaning of Contract Manufacturing.
8. What is Turnkey Contract?
9. Give the meaning of Joint Venture.

10. What is Strategic Alliance?

Long Answer Questions
1. Discuss the concept of International Marketing.
2. Explain various objectives of International Marketing.
3. Discuss the nature of International Marketing.
4. Explain the scope of International Marketing.
5. Discuss the importance of International Marketing.
6. What are the International marketing Activities? Explain in brief.
7. Discuss the characteristics of International Marketing.
8. Explain the factors that influence International Marketing.
9. Discuss the reasons for conducting International Marketing.

10. Explain the various stages of Internationalization.
11. Distinguish between Domestic Marketing and International Marketing.
12. Explain the decisions relating entry in the foreign market.
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UNIT 2 PRODUCT PLANNING FOR
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2.17 Labeling
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2.0 INTRODUCTION

Product planning is an indivisible part of every product’s implementation journey.
It allows for secure product development as it helps to gauge possible risks and
threats. Project managers use the assumptions of product planning in their work
to achieve best practices and outcomes. A proper plan should be framed in respect
of products to be exported. New products should be produced on a larger-scale
to answer foreign demand. Supply of export goods must be uninterrupted. Goods
having large domestic demand should be exported only if their supply is in excess
of internal demand. Quality of export goods should be high and their prices
competitive.

In exports, ‘product planning’ is a term which is used to describe the complete
process of bringing a new product or service to a new market. There two parallel
paths involved in the export product planning process one involves the idea
generation, product design, and detailed engineering and the other involves market
research and marketing analysis. Companies typically see new product
development as the first stage in generating and commercializing new products
within the overall strategic process of product life cycle management, used to
maintain or grow the market share.

Export product planning involves determining which products to introduce
into which countries; what modifications to make in the products; what new products
to add; what brand names to use; what package designs to use: what guarantees
and warranties to give, what after-sales services to offer, and finally, when to enter
the market. All these are crucial decisions requiring a variety of informational inputs.
Although the basic functions of exporting and domestic selling are the same,
international markets differ widely because of great variations in certain
uncontrollable environmental forces. These include currency exchange controls/
risks, taxation, tariffs, and inflation, which happen to originate outside the business
enterprise. Such variations require managers who are aware of international threats
and opportunities. If a company already manufactures a product or service, it is
reasonable to assume that its product or service is what will be exported. However,
companies must first determine the export potential of a product or service before
they invest their resources into the business of foreign trade.
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2.1 OBJECTIVES

After going through this unit, you will be able to:
Explain Product Planning for International Market.
Discuss Product Designing.
Discuss Advertising.
Discuss Branding and Packaging.

2.2 CONCEPT OF PRODUCT PLANNING

Product planning means to decide what type of product is to be produced or what
needs or requirements of the product is to satisfy and for whom the product is
meant. If the existing product lacks in satisfying the needs of the consumers what
type of modification it require or if product fails to show the attention of the
consumers or becomes unprofitable despite best efforts, it should be eliminated or
if there is any other chance should it be improved in terms of the changing needs
and preferences of the consumers. Product planning is a dependable tool in the kit
of a marketing manager to attain this ultimate objective. It is product planning that
identifies the customer needs, requirements, aspirations, likes and preferences and
guides the firm’s resources and efforts towards the accomplishment of this want
satisfying.

Product planning includes three types of decisions:
1. Development and introduction of new products.
2. Modification of existing lines as may be needed in terms changing needs

and preferences of the customers.
3. Elimination or discontinuance of marginally unprofitable or obsolete

products.

2.2.1 Meaning of Product Planning
Product Planning is the chief responsibility of the chief executive of the company
who coordinates the efforts of all the department executives in taking a decision. It
is a team activity and a link in development of a product for management.

2.2.2 Definitions of Product Planning
According to W.J. Stanton, “Product planning embraces all activities which enable
producers and middlemen to determine what should constitute a company’s line
of products”.
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2.2.3 Elements of Product Planning

Fig. 2.1: Elements of Product Planning

The important elements of Product Planning are as follows:

1. Research before Production: Before taking a decision to produce a
new item, market research should be carried out extensively with a view
to know the needs, wants, tastes, talents, preferences, attitude, etc. of
the consumers. The company must know beforehand what should be
produced and for whom? It should decide the characteristics of the
product, e.g., size, color, design, brand, packing, price, etc. that can
meet the requirements of the people such type of research provides the
base for product planning.

2. Possibility of Production: What production method would be
followed and is it practicable to develop a product exactly what the
consumer wants? This possibility should also be examined before taking
a decision of producing a new product.

3. Modification in Existing Lines: The existing production lines should
also be diagnosed whether they can be improved to meet the new
requirements of the consumer or a new product is to be developed. If it
is possible to modify the existing line, then to what extent.

4. Elimination of the Product: Product planning involves the decision
regarding the elimination of the unprofitable product (which has reached
final stage of its life cycle) or product lines so that the resources may be
used to some other product profitability.

1. Research before production

2. Possibility of production

3. Modification in existing lines

4. Elimination of the product

5. Improvement in the product

6. Price Determination

Elements of Product Planning
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5. Improvement in the Product: Product planning includes decision
regarding the improvement of the existing product in terms of quality,
packing, etc., taking in view the competitors strategies in the market.

6. Price Determination: Determining the price of the product is the main
element of the planning. Would the prices be fixed on the basis of the
prices fixed by the competitors for their products or on the basis of its
cost of production or on the basis of forces of demand and supply in the
market? This is an important decision that is taken by the management
concerning product planning.

2.2.4 Importance of Product Planning
The importance of Product Planning can be summarized as follows:

1. Product Planning in the Starting Point of the Entire Marketing Program

Product planning involves decisions regarding the products, at different stages of
its life cycle from time to time. Why to produce a particular product; what to be
produced when and why to produce why not a particular product be improved or
abolished from the product line are certain questions which require adequate
attention of the management. Any decision regarding the production, modification
and elimination of a product may affect the marketing policies, programs, procedures
and strategies. If decision is taken without proper consideration or planning, it
may ruin the firm because other programs, policies, etc. are the outcome of the
product plans. So, product planning is the starting point of all marketing program.

2. Customer’s Interest is Supreme and it Must be Protected by All
Means

This should be the main philosophy of the modern marketing managements. What
the customer needs, should be the main consideration in the product planning and
it should decide how it must contain those qualities which can satisfy those needs
company can sell those product which is required by the customers, otherwise life
cycle of the product would be very short and company may lose its existence
forever. Thus, product planning determines how to satisfy the consumer’s needs.

3. Product Planning Ensures Profitability of the Product

Profit is the main concern of the business. No businessman would be ready to do
anything without profit motive. Customer’s needs must be satisfied on the one
hand and reasonable and sufficient profits must be earned by the firm on the other
hand. Product planning is one of the ways to coordinate the customers’ satisfaction
and the profitability.

4. Helpful in Facing the Competition
Product planning is necessary to face the competition in marketing. The success of
marketing efforts depends very much upon the extent to which product of the
enterprise is able to face the competition. Decisions regarding modification or
empowerment in the product are taken with a view to keep the competitive forces
out of the market or to have an edge over competitor’s products.
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2.2.5 Product Planning and Development Strategy
Marketers have four alternative ways for growth in sales and profits. The following
figure shows how the firm may respond to market opportunities.

Fig. 2.2: Product Planning and Development Strategy

(i) Market Penetration

It involves expansion of sales of existing products in existing markets by selling
more to present customers or gaining new customers in existing markets. The firm
can market its present products to existing markets (cell A). This is done through
a more aggression marketing mix.

Customers from rivals or potential buyers are easily attracted. Existing buyers
may be induced to increase their rate of use. We have temporary price cut to raise
the volume of sales and penetrate the market.

(ii) Market Development

In market development, a present product is introduced to a new market or
segment. Market development is the creation of new markets by discovering new
applications for existing goods, e.g., Mini-bus may be made available for goods
or passengers. The firm can offer its existing products to new markets. This is
another alternative to expand market opportunity, prolong product life cycles,
profitability and survival.

(iii) Product Development

Product development occurs when a firm introduces new products to a market in
which it is well established. Product development is the introduction of new products
in the present market, e.g., new synthetic fibers for new textile products. The firm
may decide to create new products for existing market. (Cell C). Established
firms with high customer patronage may have new product additions upon existing
market successes. The firm by offering new or improved products to present
markets can satisfy better the present customers.

(i) Market Penetration

(ii) Market Development

(iii) Product Development

(iv) Product Diversification

Product Planning and Development Strategy
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(iv) Product Diversification

Product diversification occurs when a firm seeks to enter a new market with a
completely new product. Such a firm has neither market expertise nor product
knowledge. The firm may adopt a daring strategy by creating new products for
entirely new markets. The innovations are introduced for the first time in the new
markets. Only innovating marketers venture to go in the diversification of products.
The strategy is risky but the innovator can have spectacular results. In 1960,
Polaroid’s cameras and television were in this category in many countries. We
have entirely unfamiliar market. Factors rating for a new product introduction are:
(1) marketability (2) durability, (3) Productive ability and (4) growth potential.
Philips is an example of diversification or lateral integration: light, bulbs, radio
lamp, television tube, radio sets, tape recorder and wide range of luminaries or
lamp shades.

2.3 THE CONCEPT OF PRODUCT PLANNING

Product management is an organizational function within a company dealing with
the product planning or product marketing of a product or products at all stages of
the product life cycle. Product Management is also a collective term used to describe
the broad sum of diverse activities performed in the interest of delivering a particular
product to market. From a practical perspective, product management is an
occupational domain which holds two professional disciplines: product planning
and product marketing. This is because the product's functionality is created for
the user via product planning efforts, and product value is presented to the buyer
via product marketing activities. Product planning and product marketing are very
different but due to the collaborative nature of these two disciplines, some companies
erroneously perceive them as being one discipline, which they call product
management. It is possible to functionally divide the product management domain
into product planning and product marketing, yet retain the required synergy between
the two disciplines.

2.3.1 Meaning of Product
A product is defined as anything that can be offered to a market for attention,
acquisition, use or consumption that might satisfy a want or need includes physical
objects, services, person, places organizations and ideas.

2.3.2 Definitions of Product
According to Philip Kotler, “Product is anything that can be offered to someone to
satisfy a need or a want.”

According to William Stanton, “Product is complex of tangible and intangible
attributes, including packaging, color, price, prestige, and services that satisfy needs
and wants of people.”

According to W. Alderson, “Product is a bundle of utilities, consisting of
various product features and accompanying services.”
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2.3.3 Characteristics of Product
Careful analysis of concept of product essentially reveals following characteristics:

1. Product is one of the elements of marketing mix or program.
2. Different people perceive it differently. Management, society and

consumers have different expectations.
3. Product includes both good and service.
4. Marketer can actualize its goals by producing, selling, improving and

modifying the product.
5. Product is a base for entire marketing program.
6. In marketing terminology, product means a complete product that can

be sold to consumers. That means branding, labeling, color, services,
etc. constitute the product.

7. Product includes total offers, including main qualities, features and
services.

8. It includes tangible and non-tangible features or benefits.
9. It is a vehicle or medium to offer benefits and satisfaction to consumers.

10. Important lies in services rendered by the product, and not ownership
of product. People buy services, and not the physical object.

2.3.4 International Product
International products are those products that are marketed internationally under
the same brand name, features and specifications across countries. International
products are different from regional products or brands, which are specific to a
particular region.

For example, Apple is an American company which produces its products
in China. India imports Apple products. For India, Apple products are International
products. On the other hand, there are domestic products which are produced
and sold in the same country or region.

2.3.5 Importance of International Products
One of the main advantages of international products is the achievement of
economies of scale on the basis of production, i.e., it becomes easier and per unit
cost required to produce the product decreases, as the number increases.
Economies of scope can also be achieved. International brand recognition is another
advantage. Positioning an International product is a complex task. The promotion
and international marketing strategies that are used for such products should ideally
remain more or less similar across all regions. This could prove to a problem,
since customers of different regions might have different needs. Different
Government rules and regulations in different countries also may force these
companies to slightly tweak the features of the international product. While
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developing these marketing strategies, another thing that has to be kept in mind is
the culture and other politically sensitive issues for different regions. In reality,
some features such as the packaging may be localized to suit the particular region.
International products may also face tough competition from local competitors.

Those products which are produced in one country but sold in other countries
under the same brand name are called international products or international
products. These products are marketed internationally.

2.3.6 Advantages of International Products

Fig. 2.3: Advantages of International Products

Some advantages of international products for a business are:

1. Economies of Scale: When an international firm is producing
International products to meet domestic as well as international demand,
large quantity of goods have to be produced through increased capacity.
When goods are produced in bulk, the cost of manufacturing per unit
product reduces. This is known as the Economies of Scale. Hence,
firms are willing to increase production and expand across territories.

2. Economies of Scope: When brands produce different kinds of products
(which is required to capture international markets), the overall cost is
lower than what they would bear if the products are produced separately.
This is because separate product lines use much of the same resources.
This is an effective cost-cutting measure. Hence, firms diversify their
product portfolio because of varying choices across regions and the
economies of scope concept.

3. International Brand Recognition: Firms, as they grow in popularity
in the domestic market, tend to diversify and expand. When they market
and sell their products abroad, they draw brand recognition and increased
goodwill for the company. The international products help company
acquire international recognition.

 1. Economies of Scale

2. Economies of Scope

3. International Brand Recognition

Advantages of International Products
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2.3.7 Challenges of International Products

Fig. 2.4: Challenges of International Products

Some challenges faced by companies in driving international products are:
1. Huge Capital Requirement: Expansion requires building capacity and

drawing huge sum of investments. The capital requirement is large and
hence poses a major challenge for businesses. Transforming business
processes, investing in fixed assets, managing operations and increasing
workforce are some of the key challenges.

2. Managing International Business: Positioning of international
products is a complex task. The complexity lies in the fact that the same
product may have different varieties and compositions to meet choices
and preferences of customers in different geographical regions. The legal
regulations and financial condition may need tweaking with the product
features and marketing accordingly.

3. Competition: Foreign companies face serious competition from local
players in terms of price. And in price-sensitive markets, this becomes
highly important.

2.4 PRODUCT DECISION

Product is a collection of physical, psychological, service and symbolic attributes
that collectively yield satisfaction. A local product is available in a portion of a
national market. A local product is available in a portion of a national market.
These products may be new products that a company is introducing using a rollout
strategy or a product that is distributed exclusively in that region. A national product
is one that, in the context of a particular company, is offered in a single national
market. Sometimes, national products appear when a global company caters to
the needs and preferences of particular country markets. International products
are offered in multinational, regional markets.

Product decisions vary with each firm’s marketing arrangement. Often, firms
already have a product and are willing to make some product adaptations suitable
to the tastes and conditions of the prospective market. The product changes may
be minor in nature, such as adding a protective coating for equipment needed in
the tropics removing extra features from a tractor so that more foreign farmers can

1. Huge capital requirement

2. Managing international business

3. Competition

Challenges of International Products
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afford it. On the other hand, some firms design products to fit a certain market
instead of marketing what is already produced.

2.5 TYPES OF PRODUCT DECISIONS

Fig. 2.5: Types of Product Decisions

Important product decisions in international marketing management are:
1. Market Segment Decisions: The first product decision to be made is

the market segment decision because all other decisions product mix
decision, product specifications, and positioning and communications
decisions depend upon the target market.

2. Product Mix Decisions: Product mix decision pertains to the type of
products and product variants to be offered to the target market.

3. Product Specifications: This involves specification of the details of
each product items in the product mix. This includes factors like styling,
shape, size and other attributes and factors like packaging and labeling.

4. Positioning and Communications Decisions: Positioning is the
image projected for the product. For example, toilet soap may be
positioned as baby soap, beauty soap, a deodorant soap, freshness
soap or skin care soap. Communication refers to the promotional
message designed for the product. Obviously, both positioning and
marketing communication are very much interrelated.

2.6 PRODUCT MIX

Product mix refers to a range of associated products that yields larger sales revenue
when marketed together than if they were marketed individually or in isolation
from others.

Product mix is a combination of products manufactured or traded by the
same business house to reinforce their presence in the market, increase market
share and increase the turnover for more profitability. Normally, the product mix is

1. Market Segment Decisions

2. Product Mix Decisions

3. Product Specifications

4. Positioning and Communication Decisions

Types of Product Decisions
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within the synergy of other products for a medium size organization. However,
large groups of Industries may have diversified products within core competency.
Larsen & Toubro Ltd, Godrej, Reliance in India are some of the examples.

One of the realities of business is that most firms deal with multi-products.
This helps a firm diffuse its risk across different product groups. Also, it enables
the firm to appeal to a much larger group of customers or to different needs of the
same customer group. So when Videocon chose to diversify into other consumer
durables like music systems, washing machines and refrigerators, it sought to satisfy
the needs of the middle and upper middle income group of consumers. Bajaj
Electricals a household name in India has almost ninety products in its portfolio
ranging from low value items like bulbs to high priced consumer durables like
mixers and luminaries and lighting projects. The number of products carried by a
firm at a given point of time is called its product mix. This product mix contains
product lines and product items. In other words, it is a composite of products
offered for sale by a firm.

General Management Workflow on Product Decision

Top management formulates corporate objectives that become the basis for planning
the product line. Product-line managers formulate objectives for their line to guide
brand managers in developing the marketing mix for individual brands. Brand
strategies are then formulated and incorporated into the product-line plan, which
is in turn incorporated into the corporate plan. The corporate plan details changes
in the firm's product lines and specifies strategies for growth. Once plans have
been formulated, financial allocations flow from top management to product line
and then to brand management for implementation. Implementation of the plan
requires tracking performance and providing data from brand to product line to
top management for evaluation and control. Evaluation of the current plan then
becomes the first step in the next planning cycle, since it provides a basis for
examining the company's current offerings and recommending modifications as a
result of past performance.

Product Demand Pattern and Trend Analysis
Demand for a product signifies the craving supported by the required purchasing
power. Demand refers to the quantity of a commodity which people are ready
and in a position to buy at a definite price. Demand is just not a sheer want but the
desire couple with the capacity to purchase a product. Demand is for all time
associated with the cost of the product and must be referred to in per unit of time.
Demand takes place for a product with deviations in the income and differentiation
in the cost of the related products. In order to increase the demand for a product,
the manufacturers follow a range of techniques to increase the marketability of
their product and employ product differentiation methods to make their product a
standout.

Various types of demand patterns are given below:
1. Constant Demand: The demand for some products does not change

under any circumstances, e.g., prestige goods or goods that is necessary
for daily usage.
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2. Cyclical Demand: Demand that differs regularly over time typically in
reaction to several effect of season or business cycle.

3. Sudden Rise: This type of demand occurs when there is a sudden
lowering of factors. For instance, lowering of tax base can encourage
people to purchase more.

The demand pattern for a particular product depends upon numerous factors
that might influence the sales of the product. The demand for a product is influenced
by a lot of internal and external factors. External factors are aplenty compared to
the internal factors.

Some of the factors influencing demand include:
(i) Income level is a major factor that plays a crucial role in the demand for

a product. As the income increases, the purchasing power increases
and vice versa.

(ii) Season plays a considerate role: The demand for air conditioners
increases during summer time and decreases during winter period.

(iii) The price of substitute goods has its own demand on a product. Because,
it is natural for people to sway towards alternate products which are
low priced.

(iv) Anticipations of the customer regarding the future will also change the
demand.

Trend Analysis
Trend Analysis refers to the concept of collecting information and attempting to
spot a pattern, or trend, in the information. Trend analysis is a mathematical term
that means collecting information about a pattern and trend of industry or field.

On the other hand, trend analysis is used to make future predictions in
certain fields. Uncertain events of past can also be estimated through trend analysis.
Study and findings of trend analysis are shown in the form of charts, graphs, tables
and figures. Businessmen and traders get idea from the past figures of business
about what will happen in near future. In today’s world, trend analysis is not limited
to predict only business situations but changes and trends of social life, technology,
fashion, weather and consumer behavior are considered through statistical figures
of the past time. Past and current financial ratios are compared to make important
decisions in formulating business strategies and making wise decisions.

Different mathematics and statistics techniques are used to find out the
difference and comparison of past and current figures and situations. Regression
analysis is one of mostly used technique to work with trend analysis pattern.

2.7 PRODUCT LIFE CYCLE

The product life cycle is a marketing theory cycle or succession of strategies
experienced by every product which begins with a product’s introduction, sometimes
referenced as research and development, followed by its sales growth, then maturity
and finally market saturation and decline.
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Stages of Product Life Cycle

The life cycle of most products can be divided into four major stages: introduction
of the product, a growth stage, a maturity stage, and a saturation and market
decline stage.

Fig. 2.6: Stages of Product Life Cycle

Market Introduction

During this stage, the product is has been introduced for a first time by using
above average advertising and promotional investments by the company to introduce
the new product to the target market. The demand for the new product has to be
created and target customers are attracted to try the new product. Generally,
during the market introduction stage, the revenues are very low and the investments
are very high. Most business do not generate any profits during this stage but use
marketing and sales strategies and tactics to successfully position the new product/
service in the marketplace and hopefully generate profits in the next product life
cycle stages.

Market Growth

During this stage, revenues and profit increase. The target market is already familiar
with the product and customers already purchase the product. More competitors
try to enter this business as they see the positive market trend development and
increased profits generated by the companies. Due to economies of scale, the
overall cost of doing business is decreasing and the product profitability increases.

Market Maturity

During this stage, the market is already saturated with the product and competition
is very strong. The growth in revenues starts to decline and profitability decreases
as competitors start to compete more on price and less through product
differentiation since most of the competitors can offer the same product. At the
same time, strong competition requires more marketing and sales investments to
keep the market share which increases the overall cost of doing business. The set
of business metrics should be simplified as much as possible. The bottomline is to
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improve visibility and save time for decision-makers who will use the report
continuously.

Market Decline

During this stage, both revenues and profits decline. New products are introduced
in the marketplace and replace the old products. Many competitors will not be
profitable and they will withdraw from the market. The product life cycle stages
explain the growth and decline of revenues and profits associated with a product
or service. Many companies in addition to marketing and sales managers have
product managers who are responsible for specific products or services. The
company has to develop appropriate strategies and tactics in each of these product
life cycle stages in order to improve its market position and profitability which is
called product life cycle management. Product life cycle management deals with
different challenges at each stage and approaches the market with different strategies
and tactics in each of these stages.

2.8 INTERNATIONAL PRODUCT LIFE CYCLE

In 1966, Raymond Vernon published a model that described internationalization
patterns of organizations. He looked at how US companies developed into
multinational corporations (MNCs) at a time when these firms dominated global
trade, and per capita income in the US was, by far, the highest of all the developed
countries.

Raymond Vernon was part of the team that overlooked the Marshall plan,
the US investment plan to rejuvenate Western European economies after the Second
World War. He played a central role in the post-world war development of the
IMF and GATT organizations. He became a professor at Harvard Business School
from 1959 to 1981 and continued his career at the John F. Kennedy School of
Government.

The intent of his International Product Life Cycle (IPLC) model was to
advance trade theory beyond David Ricardo’s static framework of comparative
advantages. In 1817, Ricardo came up with a simple economic experiment to
explain the benefits to any country that was engaged in international trade even if it
could produce all products at the lowest cost and would seem to have no need to
trade with foreign partners. He showed that it was advantageous for a country
with an absolute advantage in all product categories to trade and allows its work
force to specialize in those categories with the highest added value. Vernon focused
on the dynamics of comparative advantage and drew inspiration from the product
life cycle to explain how trade patterns change over time.

His IPLC described an internationalization process wherein a local
manufacturer in an advanced country (Vernon regarded the United States of America
as the principle source of inventions) begins selling a new, technologically advanced
product to high-come consumers in its home market. Production capabilities build
locally to stay in close contact with its clientele and to minimize risk and uncertainty.
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As demand from consumers in other markets rises, production increasingly shifts
abroad enabling the firm to maximize economies of scale and to bypass trade
barriers. As the product matures and becomes more of a commodity, the number
of competitors increases. In the end, the innovator from the advanced nation
becomes challenged in its own home market making the advanced nation a net
importer of the product. This product is produced either by competitors in lesser
developed countries or, if the innovator has developed into a multinational
manufacturer, by its foreign based production facilities.

The IPLC international trade cycle consists of three stages:

Fig. 2.7: International Trade Cycle

Stage - 1: New Product
The IPLC begins when a company in a developed country wants to exploit a
technological breakthrough by launching a new, innovative product on its home
market. Such a market is more likely to start in a developed nation because more
high-income consumers are able to buy and are willing to experiment with new,
expensive products (low price elastic). Furthermore, easier access to capital
markets exists to fund new product development. Production is also more likely
to start locally in order to minimize risk and uncertainty: “a location in which
communication between the markets and the executives directly concerned with
the new product is swift and easy, and in which a wide variety of potential types of
input that might be needed by the production units are easily come by”.

Fig. 2.8: New Product
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Export to other industrial countries may occur at the end of this stage that
allows the innovator to increase revenue and to increase the downward descent of
the product’s experience curve. Other advanced nations have consumers with
similar desires and incomes making exporting the easiest first step in an
internationalization effort. Competition comes from a few local or domestic players
that produce their own unique product variations.

Stage - 2: Maturing Product

Fig. 2.9: Maturing Product

Exports to markets in advanced countries further increase through time making it
economically possible and sometimes politically necessary to start local production.
The product’s design and production process becomes increasingly stable. Foreign
direct investments (FDI) in production plants drive down unit cost because labor
cost and transportation cost decrease. Offshore production facilities are meant to
serve local markets that substitute exports from the organization’s home market.
Production still requires high-skilled, high paid employees. Competition from local
firms jump start in these non-domestic advanced markets. Export orders will begin
to come from countries with lower incomes.

Stage - 3: Standardized Product

Fig. 2.10: Standardized Product
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During this phase, the principal markets become saturated. The innovator’s original
comparative advantage based on functional benefits has eroded. The firm begins
to focus on the reduction of process cost rather than the addition of new product
features. As a result, the product and its production process become increasingly
standardized. This enables further economies of scale and increases the mobility
of manufacturing operations. Labor can start to be replaced by capital. “If
economies of scale are being fully exploited, the principal difference between any
two locations is likely to be labor costs”. To counter price competition and trade
barriers or simply to meet local demand, production facilities will relocate to
countries with lower incomes. As previously in advanced nations, local competitors
will get access to firsthand information and can start to copy and sell the product.

The demand of the original product in the domestic country dwindles from
the arrival of new technologies, and other established markets will have become
increasingly price-sensitive. Whatever market is left becomes shared between
competitors who are predominately foreign. A MNC will internally maximize
“offshore” production to low-wage countries since it can move capital and
technology around, but not labor. As a result, the domestic market will have to
import relatively capital-intensive products from low income countries. The
machines that operate these plants often remain in the country where the technology
was first invented.

2.9 NEW PRODUCT DEVELOPMENT

New product decisions follow a roughly chronological order, although in many
cases several decision areas may be under consideration simultaneously.

Idea Generation

Idea generation is a continuous, systematic search for new product opportunities.
It involves delineating sources of new ideas and methods for generating them.
Methods for generating ideas include brainstorming (small-group sessions which
stimulate a wide range of ideas), analysis of existing products, and surveys. Many
marketing analysts suggest that an open perspective is essential: the ideas of different
people should be sought; a large number of ideas should be generated; and ideas
should not be criticized, no matter how offbeat they first appear.

Idea Screening

After the firm identifies potential products, it must screen them. In product screening,
poor, unsuitable, or otherwise unattractive ideas are weeded out from further
actions. Today, many companies use a new-product screening checklist for
preliminary evaluation. In it, firms list the new-product attributes considered most
important and compare each idea with those attributes. The checklist is standardized
and allows ideas to be compared. See example of screening checklist below.
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Fig. 2.11: Stages of New Product Development

Concept Development and Testing
A firm needs to acquire consumer feedback about its product ideas. Concept
testing presents the consumer with a proposed product and measures attitudes
and intentions at this early stage of development.

Concept testing is a quick and inexpensive way of measuring consumer
enthusiasm. It asks potential consumers to react to a picture, written statement, or
oral description of a product. This enables a firm to determine initial attitudes prior
to expensive, time-consuming prototype development.

Marketing Strategy

Marketing strategy is a process that can allow an organization to concentrate its
limited resources on the greatest opportunities to increase sales and achieve a
sustainable competitive advantage.

Business Analysis

Business analysis for the remaining product concepts is much more detailed than
product screening. These are some of the factors considered in this stage of planning:

Demand projections: Price/sales relationship; short- and long-run sales
potential: speed of sales growth: seasonally; rate of repurchases; channel intensity.

Idea Generation

Idea Screening

Concept Development and Testing

Marketing Strategy

Business Analysis

Product Development

Test Marketing

Commercialization

Stages of New Product Development
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Cost projections: Total and per unit costs; use of existing facilities and
resources; startup vs. continuing costs: estimates of future raw materials and other
costs; economies of scale; channel needs; break-even point.

Competition: Short-run and long-run market shares of company and
competitors; strengths and weaknesses of competitors; potential competitors; likely
competitive strategies in response to new product by firm.

Required investment: Product planning (engineering, patent search,
product development, testing): promotion: production; distribution.

Profitability: Time to recoup initial costs; short- and long-run total and
per-unit profits; control over price; return on investment (ROI); risk.

Because the next step is expensive and time-consuming product
development, critical use of business analysis is essential to eliminate marginal
items.

Product Development

Product development converts a product idea into a physical form and identifies a
basic marketing strategy. It involves product construction, packaging, branding,
product positioning, and attitude and usage testing.

Product-construction decisions include the type and quality of materials
comprising the product, the method of production, costs and production time
requirements per unit, plant capacity, alternative sizes and colors, and the time
needed to move from development to commercialization. Packaging decisions
include the materials used, the functions performed (such as promotion and
storage), costs, and alternative sizes and colors. Branding decisions include the
choice of a new or existing name, exclusivity, trademark protection, and the image
sought. Product positioning involves selecting a market segment and positioning
the new item against competitors and other company offerings.

Test Marketing

Test marketing involves placing a product for sale in one or more selected areas
and observing its actual performance under the proposed marketing plan. The
purpose is to evaluate the product and pretest marketing efforts in a real setting
prior to a full-scale introduction. Rather than inquire about intentions, test marketing
allows actual consumer behavior to be observed. The firm can also learn about
competitive reactions and the response of channel members. On the basis of testing,
the firm can go ahead with its plans on a larger scale, modify the product and then
expand its effort, modify the marketing plan and then expand its effort, or drop the
product.

Commercialization

After testing is completed, the firm is ready to introduce the product to its full
target market. This is commercialization and corresponds to the introductory stage
of the product life cycle. Commercialization involves implementing a total marketing
plan and full production. Among the factors to be considered in the commercialization
stage are the speed of acceptance by consumers and channel members, the intensity
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of distribution, production capabilities, the promotional mix, prices, competition,
the time period until profitability occurs, and commercialization costs.

2.10 CUSTOMER ANALYSIS FOR NEW
PRODUCT DEVELOPMENT

Customer analysis is a process by which data from customer behavior is used to
help make key business decisions via market segmentation. This information is
used by businesses for direct marketing, site selection, and customer relationship
management. Marketing provides services in order to satisfy customers. With that
in mind, the productive system is considered from its beginning at the production
level, to the end of the cycle at the consumer. Customer analysis is playing a very
important role in the prediction of customer behavior today and takes place among
social sciences.

Customer analysis helps for new product development in the following ways:

Fig. 2.12: Customer Analysis for New Product Development

1. Support to the Retail Stores

Gathering customer data and implementing it into some type of application that
can enhance insight and the decision-making process is a common application of
customer analysis used by retailers.

2. Helpful for the Community

Municipalities utilize customer analysis in an effort to lure retailers to their cities.
Using psychographic variables, communities can be segmented based on attributes
like personality, values, interests and lifestyle. Using this information, communities
can approach retailers that match their community’s profile.

3. Customer Relationship Management
Analytical Customer Relationship Management, commonly abbreviated as CRM,
enables measurement of and prediction from customer data to provide a 360°
view of the client.

1. Support to the Retail Stores

2. Helpful for the Community

3. Customer Relationship Management

Customer Analysis for New Product Development
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2.11 PRODUCT PLANNING FOR
INTERNATIONAL MARKET

Product planning for international market determines the characteristics of product
best meeting the consumer’s numerous desires, characteristics that add sale ability
to products and incorporates these characteristics into finished products.

2.12 ELEMENTS OF PRODUCT PLANNING
FOR INTERNATIONAL MARKET

The elements of Product Planning for International Market are as follows:

1. Research Prior to Production

Before making decision to manufacture new product, market research should be
carried out extensively. The company must know beforehand what should be
produced and for whom? It must decide on the characteristics of the product that
can meet the requirements of the people.

2. Possibility of Production Method

What kind of production method would be followed and is it practicable to develop
exactly what the consumer wants? This possibility should also be examined before
taking decision of producing new product.

3. Modification in Existing Lines
The existing producing lines should also be diagnosed to ascertain whether they
can be improved upon to meet the new requirements of the consumer or new
product to be developed. If it is possible to modify the existing line, then to what
extent it should be done?

4. Elimination in the Product

Product planning involves the decision of elimination of unprofitable product line
so that the resources may be used to some products profitably.

5. Improvement in the Product

Product planning includes decision regarding the improvement of existing product
in terms of quality, packing etc., taking into consideration the competitors’ strategies
in the market.

6. Price Determination

Determining the price of the product is one of the main elements of the planning.
Would the price be fixed based on the basis of the prices of competitors for the
same product or on the basis of cost of production or on the basis of the forces of
its demand and supply in the market? This is an important decision to be taken by
the management concerning product planning.
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7. Commercialization of Product

Product planning includes products commercialization and sale of product which
can earn good profit for the company on one hand and satisfy the needs of the
consumers on the other. It also provides for the attractive introduction of new
products in the market.

8. Coordination

Product planning also attempts to coordinate the various products and their efforts
so that the company can maintain or improve its competitive position. It can be
achieved by taking timely decisions from time to time. Thus, it is clear from the
study of various elements of product planning that every decision from the start of
an idea of producing to its execution from the product line forms the part of the
product planning.

2.13 PRODUCT DESIGNING

Changes in design are largely dictated by whether they would improve the prospects
of greater sales, and this, over the accompanying costs. Changes in design are
also subject to cultural pressures. The more culture-bound the product is, for
example food, the more adaptation is necessary. Most products fall in between
the spectrum of “standardization” to “adaptation” extremes.

The application the product is put to also affect the design. In the UK,
railway engines were designed from the outset to be sophisticated because of the
degree of competition, but in the US this was not the case. In order to burn the
abundant wood and move the prairie debris, large smoke stacks and cowcatchers
were necessary.

In agricultural implements, a mechanized cultivator may be a convenience
item in a UK garden, but in India and Africa, it may be essential equipment.
“Perceptions” of the product’s benefits may also dictate the design. A refrigerator
in Africa is a very necessary and functional item, kept in the kitchen or the bar. In
Mexico, the same item is a status symbol and, therefore, kept in the living room.

2.13.1 Meaning of Product Designing
Product designing describes the process of imagining, creating, and iterating
products that solve users’ problems or address specific needs in a given market.
The key to successful product design is an understanding of the end-user customer,
the person for whom the product is being created.
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2.13.2 Factors Influencing Product Designing
Factors encouraging the product designing are:

Fig. 2.13: Factors Influencing Product Designing

(i) Differing Usage Conditions

These may be due to climate, skills, level of literacy, culture or physical conditions.
Maize, e.g., would never sell in Europe rolled and milled as in Africa. It is only
eaten whole, on or off the cob. In Zimbabwe, kapenta fish can be used as a relish,
but wilt always be eaten as a “starter” to a meal in the developed countries.

(ii) General Market Factors
Incomes, tastes, etc. Canned asparagus may be very affordable in the developed
world, but may not sell well in the developing world.

(iii) Government
Taxation, import quotas, non-tariff barriers, labeling, health requirements. Non-
tariff barriers are an attempt, despite their supposed impartiality, at restricting or
eliminating competition. A good example of this is the Florida tomato growers,
who successfully got the US Department of Agriculture to issue regulations
establishing a minimum size of tomatoes marketed in the United States.

The effect of this was to eliminate the Mexican tomato industry which grew
a tomato that fell under the minimum size specified. Some non-tariff barriers may
be legitimate attempts to protect the consumer, for example the ever stricter
restrictions on horticultural produce insecticides and pesticides use may cause
African growers a headache, but they are deemed to be for the public good.

(i) Differing Usage Conditions

(ii) General Market Factors

(iii) Government

(iv) History

(v) Financial Considerations

(vi) Pressure

Factors Influencing Product Designing
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(iv) History

Sometimes, as a result of colonialism, production facilities have been established
overseas. Eastern and Southern Africa is littered with examples. In Kenya, the tea
industry is a colonial legacy, as are the sugar industry of Zimbabwe and the coffee
industry of Malawi. These facilities have long been adapted to local conditions.

(v) Financial Considerations

In order to maximize sales or profits the organization may have no choice but to
adapt its products to local conditions.

(vi) Pressure

Sometimes, as in the case of the EU, suppliers are forced to adapt to the rules and
regulations imposed on them if they wish to enter into the market.

2.13.3 Types of Product Design
What different companies think of today as product design jobs might include
several roles under different names. For example:

Fig. 2.14: Types of Product Design

1. UX Designer

User-experience designers focus on refining a product based on how their research
into users’ behavior suggests people will get the most satisfaction from using the
product. UX designers aim to increase users’ happiness.

2. Data Analyst

These designers focus on user research and other data to identify ways to improve
a product’s layout, feature set, and visual aesthetic. In other words, their primary
role is a scientific one, but they are also designers.

3. Prototyper
Prototypers are the members of the product team who bring the team’s ideas to a
tangible state, to help the company quickly validate with users the product’s features
and other characteristics. In a company that makes physical products, prototypers

1. UX Designer

2. Data Analyst

3. Prototyper

4. Product Designer

Types of Product Design
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will handcraft mockups. For digital companies, the prototyping team will develop
wireframes or other virtual mockups.

4. Product Designer

Of course, in many cases a company will hire a person to handle several of the
roles above, and others, under a job called Product Designer. In other companies,
they’ll handle some of the bigger-picture, strategic elements involved in developing
new product ideas. There, other professionals in the organization take responsibility
for things like — user research, UX design, information architecture, etc.

2.13.4 Product Design for International Market
An international product strategy encompasses all decisions that relate to the firm's
product and services offerings in the international marketplace. It comprises
decisions on which products (or product lines) will be offered in each country
market, decisions on product (and product line) standardization or customization
and new product development. The international product strategy is often regarded
as the core of the international marketing mix strategy. The product and its core
benefits must ultimately fulfil the customers; desires; the other elements of the
marketing mix usually cannot compensate for product deficiencies. The product
strategy is often the starting point for further marketing mix decisions. For example,
decisions on standardization or customization of the communication strategy often
depend on whether the product is standardized or locally adapted.

Products are complex combinations of tangible and intangible elements.
They not only consist of the core physical properties but also comprise additional
elements such as packaging, branding or other augmented features, e.g., support
services.

Several types of international product strategy can be distinguished.
Depending on their general marketing strategy, companies have four alternatives
for approaching international markets:

(a) Extension of the home-grown product strategy to foreign markets and
selling the same product abroad.

(b) Modification of products for each local market according to local
requirements.

(c) An invention strategy involving designing new products for the global
market.

(d) Incorporating all differences into one flexible product design and
introducing a standardized product.

In this context, the major question is which product features should be tailored
to market conditions. The possibilities and pressures for standardizing product
elements in the international context differ, with adaptation being most necessary
for augmented product features and standardization of the core product (i.e.,
functional features, performance, ect.) being the easiest.

To minimise the cost of customisation, companies can use product design
policies that allow them to modify products to meet local requirements with few
operating expenses. For example, modular design approaches allow the firm to
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assemble individual products for each country market using a selection from a
range of standardized product components that can be used worldwide. Common
platform approaches start with the design of a mostly uniform core product or
platform to which customized attachments can be added for each local market. A
specific strategy that allows a standardized product to be sold in each country
market even though there are specific local requirements is a strategy known as
“built-in flexibility”. The products incorporate all local differences in one product
and adapt flexibly to the local requirements (e.g., mobile phones that adapt to
differences in voltage or different network frequencies).

As most MNCs do not offer a single product but a range of products,
companies also need to specify their international product range strategy. For
each country market, it is necessary to decide on the breadth of the product range,
i.e., the number of product lines to be offered, and on the depth of the product
range, i.e., the number of products or product variants to be offered per product
line. In this context, decisions have to be taken on standardization versus adaptation
of the product range to local requirements.

Check Your Progress

1. Discuss about Product Planning for International Market.
2. Explain various factors influencing Product Designing.

2.14 ADVERTISING

Advertising is a powerful communication tool directed towards specific target
customers in order to carry the messages regarding a particular product, service
or ideas, meaningfully and persuasively with a view to achieve certain specific
objectives such as, to establish brand loyalty, expansion of the existing markets,
increased sales volume, etc. The basic objective of advertising of a concern is to
increase its sales volume and profits.  Advertising can be used to build up a long-
term image for a product or trigger quick sales. It can efficiently reach geographically
dispersed buyers.

Advertising is a form of communication used to persuade an audience like
viewers, readers or listeners to take some action with respect to products, ideas,
or services. Most commonly, the desired result is to drive consumer behaviour
with respect to a commercial offering, although political and ideological advertising
is also common. Advertising messages are usually paid for by sponsors and viewed
via various traditional media; including mass media such as newspaper, magazines,
television commercial, radio advertisement, outdoor advertising or direct mail; or
new media such as websites and text messages.

Commercial advertisers often seek to generate increased consumption of
their products or services through “Branding”, which involves the repetition of an
image or product name in an effort to associate certain qualities with the brand in
the minds of consumers. Non-commercial advertisers who spend money to advertise
items other than a consumer product or service include political parties, interest
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groups, religious organizations and governmental agencies. Non-profit organizations
may rely on free modes of persuasion, such as a public service announcement.

Sales promotions are another way to advertise. Sales promotions are double
purposed because they are used to gather information about what type of customers
you draw in and where they are, and to jumpstart sales. Sales promotions include
things like contests and games, sweepstakes, product giveaways, samples coupons,
loyalty programs, and discounts. The ultimate goal of sales promotions is to stimulate
potential customers to action.

2.14.1 Meaning of Advertising
Advertising refers to the activity of attracting public attention to a product or business,
as by paid announcements in the print, broadcast, or electronic media.

2.14.2 Definitions of Advertising
According to American Marketing Association (AMA), “Advertising is any paid
form of non-personal communication of ideas, goods or services by business firms
identified in the advertising message intended to lead to a sale immediately or
eventually”.

2.14.3 Essentials for Good Advertising
1. Use a Dominant Element: Use a large picture or headline to insure

quick visibility. Photographs and realistic drawings have about equal
attention-getting value, but photographs of real people win more
readership. So do action pictures. Photographs of local people or places
also have high value. Use good art work. It will pay off in extra readership.

2. Make the Ad Copy Complete: Sizes and colors available are important,
pertinent information. The copy should be enthusiastic, sincere. A block
of copy written in complete sentences is easier to read than one
composed of phrases and random words. In designing the layout of a
copy block, use a boldface lead-in. Small pictures in sequence will often
help readership. Don’t be too clever, or use unusual or difficult words.

3. Make Your Ads Easily Recognizable: Advertisements which are
distinctive in their use of art, layout techniques and typefaces usually
enjoy higher readership than run-of-the-mill advertising. Make your
account’s ads distinctively different in appearance from the advertising
of competitors. Then keep the ad’s appearance consistent. This way,
readers will recognize your account’s ads even before they read them

4. Use a Prominent Benefit Headline: The first question a reader asks
of an ad is: “What’s in it for me?” Select the main benefit which the
merchandise offers and feature it in a compelling headline. “How to”
headlines encourage full copy readership, as do headlines which include
specific information or helpful suggestions. The headline will be easier
to read if it is black-on-white and not printed over part of an illustration.

5. Specify Branded Merchandise: If the item is a known brand, say so
in the ad. Manufacturers spend large sums to sell their goods, and the
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retailer can capitalize on their advertising while enhancing the reputation
of the retailer’s store by featuring branded items.

6. Use a Simple Layout: The layout should carry the reader’s eye through
the message easily and in proper sequence: from headline to illustration
to explanatory copy to the store’s name. Avoid the use of too many
different type faces, overly decorative borders and reverses. These
devices are distracting and reduce the number of readers who receive
the entire message.

7. Let White Space Work for You: Don’t overcrowd the ad White space
is an important layout element in newspaper advertising. White space
focuses the reader’s attention on the ad and will make the headline and
illustration stand out. When a “crowded” ad is necessary such as for a
sale, departmentalize the items so that the reader can find his way through
them easily.

8. Urge Your Readers to Buy Now: The ad should ask for the sale.
Prompt action can be stimulated by using such phrases as “limited supply”
or “this week only”. If mail-order coupons are included in ads, provide
spaces large enough for customers to fill them in easily.

“Advertising is Economically Beneficial But Not Socially Justifiable”.
Advertising is a type of commercial communication. It is for giving information

to consumers. It aims at encouraging consumers to purchase a specific product. It
is used as a sales promotion technique by manufacturers and traders. Advertising
is for giving information about products in an attractive manner. It facilitates sales
promotion.

Advertising plays a significant role in awareness creation and attitude
formation. It can even generate a trial and purchase as long as all other elements of
the marketing mix play a contributory role. Thus, it has to be appreciated that
advertising has a limited role in marketing strategy. A marketing plan and strategy
takes into account several marketing tools to achieve marketing objectives. These
are product, packaging, customer service, pricing, sales promotion and channel
relationships.

Although advertising is a potent instrument of communication that serves
the dual purpose of making product awareness and an increased profit margin, yet
it suffers for a number of limitations as well. Advertising is a deferred revenue
expenditure, the result of which we cannot get immediately rather after a
considerable period of time. And, after all advertising occupies a substantial portion
of the total budget of the organization. So, investing a large sum in it does not
necessary yield immediate results thus limiting its utility. So, advertising is
economically beneficial but not socially justifiable.

“All Advertisement is a Social Waste”.
All advertisement is a social waste because of the following reasons:
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Features of Advertising

Advertising as any paid form of non-personal presentation and promotion of ideas,
goods or services by an identified sponsor. The main features of Advertising are
as follows:

(i) It is a paid communication where paid is made by the advertiser to the
media owner.

(ii) It is non-personal salesmanship performing similar functions like personal
salesmanship.

(iii) It has the ability to expose large groups of prospects at a low cost per
prospect.

(iv) It can help to introduce a new product quickly.

Importance of Advertising
(i) It increases sales volume by creating attraction towards the products

and also the profits of the concern.
(ii) It helps easy introduction of new products into the markets by the same

manufacturer.
(iii) It increases the rate of return over the stock because demand is already

created by advertisement.
(iv) It ensures more economical selling because selling overheads are

reduced.
(v) It helps in eliminating the middlemen by establishing direct contact

between producers and consumers. It results in cheaper goods.
(vi) It helps them to know where and when the products are available. This

reduces their shopping time.

Advantages of Advertising

(i) The advertisement informs the consumer about qualities and price of
goods and this makes purchasing easy for the consumers.

(ii) As the prices are already advertised, the consumers cannot be
overcharged.

(iii) By regular advertisement, the manufacturer can sell the goods directly
to the consumers without depending on middlemen this eliminates the
middleman’s charges and profit. It means higher profit to the manufacturer
and lower prices to the consumers.

(iv) It helps in improvement of the quality of the goods.
(v) The consumers are attracted by the quality of the products that are

advertised. If the consumers are convinced that the quality is the same
that is advertised, they continue buying.

(vi) It helps the consumer to save time. As the consumer has already been
the consumer is not required to spend time in getting the products.

(vii) It raises the living standard of consumers.
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(viii) It provides knowledge about the new designs of the commodities to
consumers and thus consumers consume those commodities and increase
their living standard.

Disadvantages of Advertising
(i) Non-productive in Nature: Advertising does not produce any tangible

goods. But all productive work not necessarily results in tangible goods.
On the other hand, it renders a very valuable service. Services are always
intangible. The service rendered by advertising is highly necessarily,
especially when one has to choose from among the thousands of products
which are similar in most respects.

(ii) Advertising Multiplies the Needs: When a new kind of Talcum
powder is introduced, advertising will only help to shift the demand from
one product in favor of another. But this is not entirely true. Advertising
also helps in the extension of demand and it also help in comparing the
two substitutes.

(iii) It Increases the Cost of Goods: Expenses on it form a part of total
cost. Moreover, advertising effects saving on the side of distribution
costs and production costs.

(iv) The Monopoly Effects: This emphasis makes the consumer to become
a slave for a particular brand. The best answer to this argument is that it
is the age of survival of the fittest. Moreover, all could advertise. So, no
monopoly effects.

(v) Advertising Occurs Waste: People are forced to use the product as
fast as possible since new products with improvements are introduced.
The production of any product requires the use of exhausting natural
resources which are to be preserved by planned use.

(vi) Misrepresentation of Facts: Advertisements contain tall claims and
the benefits advertised are not enjoyed in full. Such products are short-
lived.

(vii) Wastage of National Resources: Advertising is that it destroys the
utility of goods before it becomes useless due to change in fashion,
improved technology, etc. It results in wastage of national wealth.

(viii) The Press is Influenced by the Advertisers: Because they provide
the major sources of revenue to the existence of newspapers and journals.
But this is also not true because pressmen are not slaves of the advertisers.

(ix) Advertising Appeals: Advertising appeals make people to use such
articles as might affect their health, e.g., liquors and cigarettes.

(x) Consumer Deficit: Consumer deficit reflects when less purchasing
power cannot afford to buy articles though the advertisement creates a
strong desire to purchase the product. This makes a section of the society
remain discontented and frustrated.
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2.14.4 Advertising Objectives
The objectives of advertising include those sets of steps and tasks that can help in
successful launch of products and can help the firm to garner maximum profits.
Just like every company has various goals and objectives to achieve, the objectives
of advertising are to help the product gain maximum success. Without proper
advertising objectives, advertising agencies won’t be able to thrive in the tough
competition and they may also fail to impress its clients. In essence, objectives of
advertising are essential for success of an advertising campaign and an advertising
program. Here, in this article, I’ll talk about various advertising objectives that are
essential for the success of a firm.

Advertising Objectives - 1: Basic Objectives of Advertising

Advertising has evolved to become one of the most important industries. The
basic objectives of advertising are to secure, develop, innovate and create
advertisements to sell a product. All advertising techniques and strategies that are
required for making a product successful stem from basic objectives of advertising.
So in essence, objectives of advertising are in line with objectives of firm’s plans
and marketing campaigns to generate maximum profits and provide quality service
to its customers.

Advertising Objectives - 2: Informative Objectives
One of the first objectives of advertising campaigns is to inform customers about
products and its development. Through informative objectives, customers are
informed about the product, its working, pricing and cost standards. Besides these,
informative advertising objectives include developing awareness about the product
and the company among consumers. Now, these objectives are achieved during
launch and re-launch of a new or an already existing product.

Advertising Objectives - 3: Persuasive Objectives
When a firm focuses its marketing strategies on very highly competitive markets, it
involves tools of persuasive marketing to go ahead of its competitor by adopting
methods of ‘comparison advertising’. This is a very common observation in day-
to-day life. Firms with same brands are often seen proving their products better
than their rival.

Advertising Objectives - 4: Reminder Objectives

Some products that have become legends are always in the mind of customers.
However, it doesn’t mean that advertising firms don’t work on advertising those
products. One of the objectives of advertising, called as reminder advertising, is
done by firms that have to retain some of their brands in the market. Such advertising
technique is used by firms like Reebok, Nike, Coco Cola, etc. to maintain their
position in the market.

Advertising Objectives - 5: Advertising Message

An appealing message to the audience is the most essential part of every advertising
campaign. Without an effective advertising message, it is impossible for any firm to
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succeed and achieve its objectives. Due to immense information that is projected
on the minds of consumers, striking and impressing the consumer is very difficult.
Hence, advertising messages become extremely crucial.

Advertising Objectives - 6: Communicate Effectively

Nowadays, just being an inexpensive product and with quality features may not
be enough for the success of a product. The product must establish an emotional
connection with the consumer. Through series of market research, it has been
proved that products that are able to influence consumers at emotional level are
always best sellers. So, the bottomline of advertising objectives is to communicate
effectively.

2.14.5 Types of Advertising Media
Advertisement media refers to the channels which help in conveying the appeal or
message to the prospective consumers. It may be television, internet media, radio,
press, outdoor media, transit media, etc.

An advertising media is any object or device that carries the advertising
message. In general, an advertising media should be capable in accomplishing
three objectives:

(i) It must reach the largest number of people possible.
(ii) It must gain attention.
(iii) It must be less expensive.
The character of the media is largely determined on the objective and factual

basis such as whether the coverage of the medium should be national, regional or
only local.

1. Press Publicity

This remains the most popular method of publicity today. Newspapers and
magazines have become a part of the cultural and artificial life of the people today.
Press publicity takes two forms: Newspapers and magazines.

(i) Newspapers

Newspapers are bought largely for their news value as such they are most
appropriate for announcing new products and new development of existing
products. Because of their frequency of publication, they are also well suited to
‘opportunity markets’.

Merits:

(a) They reach each and every nook and corner, so their coverage is high.
(b) High frequency enables speedy preparation and publication of

advertisement.
(c) Newspapers offer a lot of flexibility. According to the convenience and

necessity of the advertiser, the shape and size of advertisements could
be changed.
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(d) Advertising in newspaper is a cheap method of advertising from the
cost point of view.

(e) By inserting local advertisements (in local papers) the effectiveness of
advertising copy is tested.

(f) Visuals appeals could be created.
(g) The reputation and the choice of the newspapers are available to the

advertiser and their products.

Demerits:

(a) Visual effects may not be created in practice as papers are usually printed
on cheap newsprint.

(b) The life of newspaper is extremely short, so frequent advertising is
required.

(c) There is a waste of circulation. The advertisement is carried to places
where there is no market existing nor the possibility of creating a new
market. The effect can be avoided in local paper advertising, since they
have a concentrated coverage of a limited area.

(e) Lack of uniformity in advertising requirements, e.g., rate prescribed for
popular dailies are high, so advertisements have to be small in size.

Newspaper Advertising Sponsors

The newspaper advertising sponsors the following kinds of advertising:
Classified Advertisements: Advertisements having common themes
such as matrimonial, situations wanted to let, for sale, etc. are given
under headings. From the cost point of view, they are quite cheap.
General Advertisements: They are usual advertisements which are
published in different places creating some kind of identity.
Teaser Advertisements: This is comparatively a new form of
advertising. A series of advertisements without any sales message are
published consequently over a number of days in the same place in a
newspaper. This creates an interest among readers to follow the series
until the last advertisement appears. This method is found highly effective.
News Type Advertisements: From the outward appearance, it would
simply look like a news item. At end of the news, the word ‘advertisement’
is added to denote the purpose. Most of the speeches of the chairman
of companies are given on the basis. Hamdard’s Roohafza and
Charminar cigarettes are its other examples.

(ii) Magazines

Another medium under press publicity is magazines and journals. They also offer
good facility because magazines are read leisurely when the reader is mentally
prepared to receive advertisements.
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Merits:

(a) Better reproduction of advertisements than newspapers.
(b) Larger duration of interest, as magazines are published weekly or monthly.
(c) Magazines are highly selective in nature and so forth wastage of circulation

is avoided.
(d) Magazine advertising creates prestige, reputation, and an image of quality.
(e) Trade Magazines reach specialized groups.
(f) There is no crowded atmosphere of advertisements as in case of

newspapers.

Demerits:
(a) Low flexibility is the chief demerit.
(b) Preparation cost of magazine is high and hence advertising cost would

be high.
(c) Inelasticity coverage of the magazine and coverage of the distribution of

goods may synchronies.
(d) The advertisement cannot be brought out in times as needed by the

advertiser. Usually, the preparation of a magazine takes time and urgent
advertising cannot be undertaken.

Types of Magazines
Magazines from the point of view of the advertisers may be classified as follows:

General Magazines: The content is meant for general appeal, e.g.,
Illustrated Weekly, Blitz, etc.
Specialized Magazines: They cater to a readership with clearly defined
specific interest, e.g., Commerce for businesspeople, Famina for women,
etc.
Special Issues such as Annuals: Directories are special types of
publications which may or may not have wide coverage of varied interests,
e.g., telephone directories.

2. Outdoor Advertising or Mural Advertising

It is the oldest form of advertising and remains the most common medium even
today. Press publicity is basically indoor advertising as papers are generally read
indoor. Outdoor advertising projects the message to a large number of people of
heterogeneous interests. The products that need a wide appeal use this method.
Outdoor advertisements are meant for the moving public and provide the advantage
of reminding the people frequently about the product. It has the advantage of
repetition found in good advertisements.

Merits:
(i) Outdoor advertising is capable of gaining more attention.
(ii) It offers great selective. It could be used locally, regionally or even

nationally.
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(iii) Flexibility is present.
(iv) It is semi-permanent. Once the board is exhibited, it could be kept

there for a quite a long time.
(v) It is very good medium to stress brand names and package identity.
(vi) Coverage is greater. Every moving person comes in contact.
(vii) Low cost.

Demerits:

(i) Its brief. Detailed explanation is not possible.
(ii) It also has presenting value. The exact effect created on prospects is

very difficult to measure.
(iii) It could be used only as a supplementary form to other kinds of advertising.

Kinds of Outdoor Publicity:

Mural Advertising: It refers to posters which are often pasted on
walls. Advertising for a movie is done in this way.
Advertising Boards: These are also posters but are kept at certain
fixed places especially at joints where people frequently assemble. Bus
stops, railway stations, etc. offer good places for this kind of advertising.
Vehicular Advertising: This refers to moving advertisements. The
advertisements on moving vehicles such as buses and trains offer samples
of this. This type of advertising has very large circulation and is considered
to be effective.
Electric Displays, Neon Signs: This is the newest and most attractive
form of outdoor display. It attracts attention easily and acts as a
memorizer when it is dark all around.
Sky Advertising (Sky Writing): Notices and advertisement such as
printed balloons, etc. are distributed from aeroplanes usually near the
circus tents; a huge balloon is floated from which a board hangs down
depicting the name of the circus.
Sandwichmen: They are hired persons who move in a procession
with boards and notices and also playing musical instruments to attract
the attention of public. The cinema theatres usually arrange this kind of
advertising when a new picture is released.

3. Direct Mail

This method is direct in its approach and hence referred to as ‘Direct advertising’.
But it retains some of the characteristics of press advertising. For instance, here
also printed materials are used spread information. Direct mail may take various
forms.

Features of Direct Mail

(i) The message is directly addressed to the prospective consumers.
(ii) The message could be changed to suit different conditions.
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(iii) Advertising could be timed according to the wishes of the advertiser.
(iv) It is economical.
(v) The greatest advantage of this method is its capacity to create and

maintain personal contact.
The foremost job in such a kind of advertising is preparation of a mailing list.

Such a list should include only those who are able and likely to respond to the
advertisement. The list can be prepared from the following sources:

(i) List of present and past customers.
(ii) List prepared by salesman.
(iii) List compiled from directories like telephone directories, voters’ list,

etc.
(iv) Government records such as income tax, birth registration lists.
(v) Records of membership kept by civil and social organization.
The final step is the distribution of the printed message. This can be done by

mail, through retail stores or inside packages.

Merits:

(i) Selectivity is the greatest advantage: Through advertisement, message
can be conveyed to any part of the world.

(ii) Ability in creating a personal contract: Press advertising is meant for
larger masses whereas direct mail is intended for addresses only.

(iii) The messages that cannot be given through advertisements could be
managed through direct mail.

Demerits:
(i) It is not cheap, as postal charges are high.
(ii) The preparation of a proper mailing list is not an easy job.
(iii) It has not provided its supremacy in all fields.
(iv) Even the list prepared with utmost care would become obsolete in a

short time.
(v) It has proved to be ineffective in case of products which need personal

examination.

4. Miscellaneous Advertising

(i) Audio-visual Methods
Film Advertising
Documentary Films
Straight Advertising Films
Sponsored Advertising Films
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All these have their own merits. Their coverage is very wide. Appeal is
made to all sections of the people. They are able to explain and demonstrate the
use of product which makes the product more appealing and acceptable.

These audio-visual methods have their own limitations. The production cost
of a film is very high. Sometimes, there are restrictions against screening of films,
e.g., there is censoring. A film can be shown only to the people who come to the
theatre. Thus, large section of people are outside the scope of such advertising.
Besides, for screening films cooperation of theatres is inevitable. Crowding of
such advertisement films, which is common now, makes the audience feel bored.

Screen Slides covering advertisements are usual today. They are shown in
almost all the picture houses during the show. Radio advertising, television and
exhibitions also offer good media of advertising.

(ii) Point-of-purchase Advertising

This is a direct method because the advertising process is either undertaken by the
manufacturer direct or through the dealer. There are various forms commonly
known as ‘Store display’. It is also a powerful medium. It is observed that the
point of purchase is the exact point where the prospects are reminded finally
about the product.

The various means adopted are:
Window Display: The articles are displayed inside a glass window
which is decorated attractively. The price of the product is also attached,
and this is done through price tags ‘come and have it’ is the maxim
behind this method of advertising.
Counter Display: Products are displayed inside the shop. The attention
of the real buyers who step into the shop is directed towards the articles
displayed.
Special Displays and Shows: Putting special displays of several
products in selected stores is a good promotional device.
Showrooms: In case of certain products, personal inspection is an
important prerequisite. Mixers, washing machines, etc. are always
purchased only after a close look at the product. This is the reason why
manufacturers keep show rooms at huge expenditure. The location of
the show room is very important. It should be easily accessible.

(iii) Specialty Advertising

It is usual practice now with the manufacturers to provide various articles free of
cost of low value to the existing and prospective customers such as dairies,
calendars, ball pens, cigarette cases, paper weights, etc. bearing brief
advertisement.
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2.14.6 Different Types of Advertising

Fig. 2.15: Different Types of Advertising

(i) Mural Advertising:  Mural advertising which has a general and wide
appeal. It can attract attention of numerous people. It is good to remind
prospects. An advertiser has simple scope to use his skill and art in
advertising.
However, mural advertising has certain limitations. It cannot have a long
message. It is not useful in selective advertising or for specialized products.
It has a low retention value. Its effectiveness cannot be accurately
measured and it may lead to considerable wastage also.

(ii) Radio Advertisement: Radio uses only an audio signal. The copy can
be submitted up to air time. It has a very wide appeal. Spoken word has
greater impact than written word. However, radio cannot permit selective
advertising. It cannot give detailed information. People remember for
more of what they see than of what they hear. Its cost is high.

(iii) Television Advertisement: Television can appeal through ear as well
as eye. Product can be demonstrated with explanation. Television
reaches the audiences almost like personal face-to-face contact. To that
extent, it is just like personal salesmanship. Full opportunity exists for
product demonstration and the amplification of selling points with audio
presentation; it is really a wonderful means of mass communication for
creating market.

Different Types of Advertising

(i) Mural Advertising

(ii) Radio Advertisement

(iii) Television Advertisement

(iv) Transit Advertising

(v) Direct Mail

(vi) Advertising Specialties

(vii) Point-of-purchase Advertising
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(iv) Transit Advertising: It refers to the car-card advertising, which is
located within buses, subways, railways and outside displays, which
appear on the front sides and backs side of buses or other public transport
and at transportation terminals. Transit advertising is the lowest-cost
media. It gives geographic selectivity and seasonal selectivity. However,
non-riders are now exposed to car-cards located inside the vehicle.

(v) Direct Mail: Direct mail is the most personal and selective media. It
reaches only the desired prospects. It has minimum waste in circulation.
The advertising copy can be very flexible. It has maximum possible
personal features even without personal contact. Its effectiveness is
measurable. It can be timed as per advertiser’s will. It has maximum
personal appeal. It is not in direct competition with the rivals matter.
The results of direct mail advertising can be checked by means of an
offer incorporated in the mailing. However, direct mail is costly.

(vi) Advertising Specialties: Advertising specialties are given to advertising
targets without cost or obligation. Advertiser’s name, address, phone
number, and a short sales message are imprinted on the item. The
advertiser can choose from among 5,000 specialties in the market.
Advertising specialties are reminder type of promotion. It is hoped that
they will lead to customer’s orders and re-orders.

(vii) Point-of-purchase Advertising: Point-of-purchase advertising
represents sales promotion devices. It covers the display material used
in advertising program.

2.14.7 Role of Media in Advertising
The various roles of media in advertising are:

(i) Medium or media is indispensable:  Medium is the carrier of message
from the sender to the receiver and such it is the bridge between the
sender and the receiver. Thus, the communication cycle is completed
by the medium or media and vehicles.

(ii) It makes message more persuasive: Medium or media not only
transmits the information but it makes it more persuasive and appealing
to eyes and brain and that of heart. Thus, an ad on food or ice-cream, if
given in color is more effective.

(iii) It increases effectiveness: The media has the capacity to make it more
effective in terms of cost per reader, listener or receiver as they are
mass media, i.e., each rupee spent gives back in increased sales.

(iv) It controls the message: The coverage or the exposure is decided by
the medium or media. The advertiser has the flexibility to cover at a time
a person or thousands or millions of people.

(v) It is the informer and entertainer: Each media has the magic spell of
its own as an informer and entertainer of the message on behalf of the
advertiser.
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(vi) Media creates gainful employment opportunities: Media business
is a big business where the people with head and hearts and can make
their career. It is nice that people with potentials get employment.

(vii) It aids in better use of resources: It not only employs the talents of
people but the resources of the economy which are otherwise idle and
dormant. New and new industrial activities crop up to meet media
requirements.

Factors to be Considered While Selecting the Media in Advertising

Media planners make their choice among these media categories by considering
several variables, the most important ones being the following:

(i) Target Audience: In order to reach the youngsters and teenagers, radio
and television are the most effective media.

(ii) Product: Media types have different potentials for demonstrations,
visualization, explanation believability and colour. Women’s clothes and
accessories are best shown in color magazines.

(iii) Message: The choice of media also depends upon the message to be
communicated, e.g., a message announcing a major sale will require
radio or newspaper. On the other hand, a message containing a great
deal of technical data might require specialized magazines or mailings.

(iv) Cost: Cost is another important criterion to be taken into account while
deciding on the media type. Television is very expensive whereas
newspaper advertising is inexpensive. What counts are the cost-per-
thousand exposures rather than the total cost.

Advertising Budget

Advertisement budget refers to the financial plan of the expected expenditure on
the advertising activities of a firm. It includes budgeting for media costs, advertising
expenses, development costs, etc.

The advertising budget of a business is typically a subset of the larger sales
budget and, within that, the marketing budget. Advertising is a part of the sales and
marketing effort. Money spent on advertising can also be seen as an investment in
building up the business. In order to keep the advertising budget in line with
promotional and marketing goals, a business owner should start by answering
several important questions:

1. Who is the target consumer? Who is interested in purchasing the product
or service, and what are the specific demographics of this consumer
(age, employment, sex, attitudes, etc.)? Often, it is useful to compose a
consumer profile to give the abstract idea of a “target consumer” a face
and a personality that can then be used to shape the advertising message.

2. What media type will be most useful in reaching the target consumer?
These days, a small or mid-sized business will not only consider print,
radio, and television ads, but more importantly, perhaps the Internet as
a way of reaching customers.
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3. What is required to get the target consumer to purchase the product?
Does the product lend itself to rational or emotional appeals? Which
appeals are most likely to persuade the target consumer?

4. What is the relationship between advertising expenditures and the impact
of advertising campaigns on product or service purchases? In other
words, how much profit is likely to be earned for each dollar spent on
advertising?

Answering these questions will help to define the market conditions that are
anticipated and identify specific goals the company wishes to reach with an
advertising campaign. Once this analysis of the market situation is complete, a
business must decide how best to budget for the task and how best to allocate
budgeted funds.

Advertising Copy

Advertising copy is the written or spoken part of the advertisement; it consists of
headlines, subheads, and the text which carries the theme of the message.

The importance of a good advertisement copy can hardly be
overemphasized. All the planning, research and expense would go waste if proper
care is not taken in drafting an advertisement copy that will achieve the purpose of
advertising. The psychological aims of an advertisement are that the public must
be made to:

(i) look
(ii) like
(iii) learn
(iv) buy.
In other words, a scientifically drafted copy should: (a) attract primary initial

attention, (b) hold attention in an interesting way, awaken and stimulate interest,
(c) bring about an association of impression which will have permanence of or
memory value, (d) convince persuade, and induce to purchase the product, and
(e) suggest and lead to specific response to encourage the decision to buy. As
James Hunter puts it “The aim of advertising copy is that it shall be seen, read the
message conveyed and then acted upon.” An advertisement copy which fails in
attracting the attention of the prospects and creating an urge in their minds for
possessing the product will naturally be of no use though a large sum has been
spent lavishly on advertising the product by the advertiser.

A good advertising copy should possess the following characteristics or
qualities or values:

(i) Attention Value
(ii) Suggestive Value
(iii) Memorizing Value
(iv) Conviction Value
(v) Sentimental Appeal Value
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(vi) Education Value
(vii) Instinctive Value

(i) Attention Value

An advertisement copy must attract the attention of the potential consumers. If it
fails in this mission, the whole money and efforts will go waste though it possess all
other values because everything else follows this. So, it must have display value.
The copy should be planned, drafted and displayed so ingeniously that it may
compel even the most casual or involuntary reader to notice it and read it with
interest. It must be designed in such a fashion that the attention of a busiest person
may be drawn immediately. Various devices can be used to make the copy attractive
such as:

(a) Uses of Pictures: Picture have the immense display and attention value.
The old Chinese proverb ‘one seeing is worth thousand telling’ indicates
the place of pictures in attention value. A good sketch or photograph, if
appropriately used, will not merely attract the attention of the consumers
but also will tell everything about the product.

(b) Use of Display Type or Heading: Use of appropriate to headings
enhances the value of an advertisement copy to a great extent. To invite
attention, the heading should be brief and meaningful, made up of three
or four words and should be printed in emphatic bold display types.
The headline should, generally, be in the form of a ‘slogan’ or a ‘query’
that will compel the attention of the reader. A slogan may be an exhortation
as ‘Help Us to Help You’ issued by Indian Railways or an idealize
example: Mothers who care use ‘Dalda’ issued by Hindustan Lever
Ltd. to advertise Dalda, or even may be in the form of tempting offers or
queries.

(c) Boarder: Attractive boarder can be used to compel the attention of the
readers. The boarder must have a distinctive look so as to separate it
from the rest of setting. A full page advertisement with a very small matter
in the centre and an artistic or novel boarder will have a very great
attention value.

(d) Price Quotation: Prices should not be quoted on the advertisement
copy except when they are very low as in clearance sale or special
offers. But if an appeal is being made to high class customers who care
more for quality than for price, a price quotation should be avoided and
emphasis should be laid on quality.

(e) Reply Coupons: Reply coupons inserted in an advertisement in an
unusual setting are yet another way of attracting attention of the readers
to copy.

(II) Suggestive Value

Having attracted the attention of the reader, the next task should be to offer a
suggestion about the use and utility of the product that may remain inscribed on the
reader, the next task would be to offer a suggestion about the use and utility of the
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product that may remain inscribed on the mind of the reader even when he forget
where he really saw the advertisement. Slogans, pictures, phrases and suggestions
may be used for this purpose. They should be drafted and used as to drive home
to the reader the utility of the product in everyday situation, coffee, for example is
advertised with the slogan tired? Give yourself a cup of coffee. It is so satisfying.

(III) Memorizing Value

The copy of the advertisement should be so drafted and laid out that the product
will stick to the mind of the individual reader. Repetition of advertisement with
slogan is memorizing value. Trademarks and brand names have a considerable
amount of memorizing value. The advertiser must repeat the trade mark and brand
names and should invite the attention of the reader to it so that the consumer may
ask for the brand product whenever arises. Lux, Surf, Hamam, etc. need have
become household words only through repeated advertisements of memorizing
value.

(IV) Conviction Value

An advertisement copy can prove effective and achieve the desired end when the
suggestion contained in it is backed by convincing arguments. The advertiser must
be careful to include the statements in the advertisement copy which do not conform
to the product. He should avoid both extremes it should neither be plain notice
just to announce the availability of the product nor should it be in an exaggerated
or flowery and high flown language without giving reasons or ground to use that
product in preference to other competitive products available in the markets the
utility and superiority of the product over other rival products.

(V) Sentimental Value

Sentiments play a very important role in advertising, particularly in the case of
food articles. Sentiments reflect the personal feelings and attitudes of an individual
towards various things. They indicate reactions of a person in favor or make a
sincere attempt to make an appeal to the sentiments of as many prospects as
possible. It is even more important in case where the advertisement is directed
towards educated and cultured sections of the community. For example, ‘Be Indian,
Buy Indian’ appeal is directed towards national sentiments of the people. People
may be sentimental to local habits and customs and so they may have likes and
dislikes.

(VI) Educational Value
A good copy of advertisement must possess educative value because the object
of modern advertising is not merely to satisfy the existing demand but to create
future demand. So, a good copy of advertisement should educate the general
public about the uses of the new product or the new uses of the same product. It
will certainly increase the demand of the product and demand creation is one of
the most important objectives of the advertisement. This will require a change in
the habits of the people. A systematic and well-thoughtout advertising campaign
can mould their habits that they get accustomed to use his goods and once the
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habit is acquired, it become a second nature of man. The advertiser, in this regard
should note that man is inherently conservative and a change in habits can be
induced only gradually. Thus, by creating new habits among people by offering
new tempting products to them create demands. For example, advertisement issued
by Hindustan Lever Ltd. suggests new methods for preparing ‘palatable food with
Dalda’.

(VII) Instructive Appeal Value

Human thoughts and actions are guided by instincts and inclination. All that one
thinks or does has its roots in one instinct or the other. Instincts are the underlying
forces which compel the men to act in certain ways. The most important function
of an advertisement copy is to induce, persuade and motivate the prospects to
think’ well of a product and to take to its use. Advertising, essentially, is the motivation
of the potential consumer and for this purpose; the advertiser should attempt to
make an appeal to some basic instincts to get success in motivating the prospects.
Generally speaking, the following are the basic instincts which an advertiser should
keep in his mind:

Fig. 2.16: Instructive Appeal Value

(a) Self-preservation Instinct: Many of our thoughts and actions are
inspired by our anxiety to preserves our person, our health, our family
and our health, our family and our belongings. The sale of products like
medicines, clothes, etc. may be promoted by appeal to this anxiety.

(b) Hoarding Instinct: Banking institutions, insurance companies or other
government and non-government saving organizations serve to hoarding
instinct of the people. Slogans like ‘Up and up go your savings’ may be
used for this purpose.

(c) Parental Instinct: Parental instinct takes the form of love and affection
for the children. Those advertisers who deal in children requirements
like garments, toys, baby food, etc. may promote this instinct in parents,
i.e., motherly feelings of women or parental sentiments of men through
their advertisement copy.

(a) Self-preservation Instinct

(b) Hoarding Instinct

(c) Parental Instinct

(d) Self-display Instinct

Instructive Appeal Value
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(d) Self-display Instinct: Instinct of self-display is promoted by the
advertisers of readymade clothing, women’s dresses. Products must be
directed towards the aesthetic sense of the people by showing happy
and likeable people in dresses and jewelries that are being advertised

2.15 BRANDING

Branding in store can be very different to online branding as in store you have to
worry about positioning of products and props that can affect how a customer
experiences your brand. Branding in store is more experiential as people can walk
around and pick things up, whereas customers online are experiencing a two-
dimensional scene. Of course, certain elements of branding are consistent with
both online and in store. These include consistent imagery and logos. A unique
brand can have a huge impact on your bottom line by giving you a competitive
advantage over your rivals and helping you acquire and retain customers at a
much lower cost. In e-Commerce, where new companies (and therefore, new
competitors) are springing up every day, an established brand can be an invaluable
asset in bringing customers and generating profit.

Regardless of whether you’re investing time and effort into crafting a
compelling brand or paying no attention to it whatsoever, your business still has a
brand. However, it may be completely different to how you intended to be seen.

By carefully constructing your brand through stories, relationships, marketing
messages and visual assets, you have the opportunity of shaping your customers’
expectations and creating a unique bond that goes beyond the buying-selling
relationship.

Good branding is strategic, while marketing is tactical. When you establish
the higher objectives and clearly define your brand promise, you can start crafting
a marketing plan that’s geared towards achieving those goals.

2.15.1 Meaning of Branding
Branding is the process involved in creating a unique name and image for a product
in the consumers’ mind, mainly through advertising campaigns with a consistent
theme. Branding aims to establish a significant and differentiated presence in the
market that attracts and retains loyal customers.

2.15.2 Branding Concepts
While studying brands and branding case studies will come across various terms
and concepts relating to brands which most companies use in order to define their
strategy for branding their product or service. Some of them are explained as
below:

(i) Brand Width: It is the extension of the brand outside its original product
category.

(ii) Brand Length: It is the brand’s franchise in terms of age groups,
consumer types and international appeal.
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(iii) Brand Depth: It is the brand’s ability to create consumer loyalty by
offering variants in each element in the brand length.

(iv) Brand Weight: It is the influence of the brand in its category or market.
The Brand: Suzuki
(i) Brand Width: Motorcycles, four-wheel drive automobiles, sport and

utility automobiles, small engine parts, outboard motors and marine
products.

(ii) Brand Length: Motorcycles – Swift, Samurai, Sidekick, etc.
(iii) Brand Depth: Swift – Chevy Sprint, Geo Metro (Variations of the

Swift)

2.15.3 Characteristics of Good Brand
A good brand should suggest something about its use or benefits. Coldspot,
Beautyrest, Minute Rice and Gleem, all suggest desirable results and they are
distinctive. When possible a brand should be applicable to other products in a
line. Frigidaire is great for refrigerators and air conditioners, but leaves a little to be
desired when it comes to stoves and water heaters. Often, a brand name is not
selected from a list of possibilities until after several names are tested on a consumer
group.

The world is rapidly shrinking with the advent of faster communication,
transportation and financial flows. Products developed in one country – Mont Blanc
Pens, McDonald’s, BMWs – are finding enthusiastic acceptance in other countries.

A German businessman may wear an Armani suit to meet an English friend
at an Indian restaurant who later returns home to drink Russian vodka and watch
an American soap on a Korean television.

There are different aspects or levels of a brand, may it be of a product or
service which attract customers to build an image and an idea about that product
or service. There may be various viewpoints through which a person may perceive
the brand in a particular way.

Let’s take Mercedes Benz for example:
1. Attributes: Mercedes suggests expensive, well-built, well-engineered,

durable, high prestige, high value, fast and so on. The company may use
one or more of the attributes to advertise the car. For years, Mercedes
advertised “Engineered like no other car in the world”. This tagline served
as a positioning platform for the car’s other attributes.

2. Benefits: Customers are not buying attributes, they are buying benefits.
Attributes need to be translated into emotional and functional benefit, “I
am safe in case of an accident”.

3. Values: The brand also says something about the producer’s values.
Thus Mercedes stands for high performance, safety, prestige and so on.
The brand marketer must figure out the specific groups of car buyers
who are seeking these values.
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4. Culture: The brand may represent a certain culture. The Mercedes
represents German culture: organized, efficient and high quality.

5. Personality: The brand can also project a certain personality. If the
brand were a person, an animal, or an object, what would come to
mind? Mercedes may suggest a no-nonsense boss (person), a reigning
lion (animal), or an austere palace (object). Sometimes it might take on
the personality of an actual well-known person or spokesperson.

6. User: The brand suggests the kind of consumer who buys or uses the
product. We would be surprised to see a 20-year-old secretary driving
a Mercedes. We would accept instead to see a 55 year-old top executive
behind the wheel. The users will be those who respect the product’s
values, culture and personality.

2.15.4 International Brand
International brand refers to the brand name of a product that has worldwide
recognition. An International brand has the advantage of economies of scale in
terms of production, recognition, and packaging. While the product or brand itself
remains the same, the marketing must take into account the local market conditions
and the resulting marketing campaign must be tailored accordingly. Care must
also be taken to ensure that there is nothing offensive in terms of the name or
packaging in the various cultures and languages. A problem with International
branding is that, if problems are experienced in one country, there could be
worldwide repercussions for the brand.

The following steps may help in building International brand:
1. Make sure you have a market: “Proven success with your current

target audience doesn’t automatically mean that your new target will
connect in the same way with your products or services,” Williams says.
“Ask your new market the questions you used to build your initial business
plan.” First and most important, he says, you'll want to determine if a
market exists for your product.

2. Make sure you can deliver: Make sure you can get your product to,
or manufactured within, the new market. “Import and manufacturing
laws vary from country to country,” Williams says. “Ensure you can
make your products reliably and consistently available to your new target
markets.” Investigate the local laws. You need to make sure your
products meet the local standards for construction of components, use
of chemicals, disposal of goods, proper labeling of products, etc.

3. Re-examine your business and/or product names: In choosing a
name for your business or product, you need to be culturally sensitive if
you intend to sell in foreign markets. Make sure product names make
sense to customers in your new markets, both in English, Hindi and in
the local translation.
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Fig. 2.17: International Brand

4.  Give your logo another look: Similarly, review your logo to make
sure that you don’t use any wording or symbols that would offend in a
foreign market. Ensure that any logos or symbols you use make sense
and don’t offend. Do an international search to make sure your logo
isn’t similar to that of another international company. The best way to
understand these cultural sensitivities is to consult a branding or design
firm either a local one or an international firm that can research cultural
sensitivities.

5. Understand packaging requirements: If you’re selling a product,
you need to consider the laws and customs and packaging requirements
in your new markets before deciding on packaging for your products.
Your packaging may use a clear plastic shell that hangs from a rod, but
your competition may package their product in a box that can go on a
shelf. This may put you at a disadvantage. If you’re selling a packaged
product around the world there are incredible hurdles. Shipping food
across borders may require you to provide more nutritional information
on packaging, in more languages, and there may be laws prohibiting the
use of certain products in some markets even have a ban on Tran fatty
acid. Learn the local standards and ensure your packaging includes any
necessary regulatory information and meets transportation standards.

There are five characteristics of top international brands:
1. The same positioning worldwide. This provides a combination of

functional product quality and innovation with emotional appeal. Think
Coca-Cola and Disney.

2. A focus on a single product category. Think Nokia and Intel.
3. The company name is the brand name. All marketing dollars are

concentrated on that one brand. Think GE and IBM.

1. Make sure you have a market

2. Make sure you can deliver

3. Re-examine your business and/or product names

4.  Give your logo another look

5. Understand packaging requirements

International Brand
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4. Access to the International village. Consuming the brand equals
membership in an International club. Think IBM’s “solutions for a small
planet.”

5. Social responsibility. Consumers expect International brands to lead on
corporate social responsibility, leveraging their technology to solve the
world’s problems. Think Nestle and clean water.

2.16 PACKAGING

Packaging is the science, art, and technology of enclosing or protecting products
for distribution, storage, sale and use. It is the process of design, evaluation, and
production of packages. Packaging can be described as a coordinated system of
preparing goods for transport, warehousing, logistics, sale and end use. Packaging
contains, protects, preserves, transports, informs and sells.

Packaging means the wrapping or bottling of products to make them safe
from damages during transportation and storage. It keeps a product safe and
marketable and helps in identifying, describing and promoting the product.

2.16.1 Definitions of Packaging
According to Business Dictionary, “Packing is the preparation of product or
commodity for proper storage and/or transportation. It may entail blocking, bracing,
cushioning, marking, sealing, strapping, weather proofing, wrapping, etc.”

According to MacMillan Dictionary, “Packing is the activity of putting your
possessions into bags, cases, or boxes so that you can take or send them
somewhere.”

2.16.2 Objectives of Packaging
The following are the objectives of packing and packaging:

1. To Provide Physical Protection

Packaging of objects insures that they are protected against vibration, temperature,
shock, compression, deterioration in quality, etc. Packing and packaging also
protect the products against theft, leakage, pilferage, breakage, dust, moisture,
bright light, etc.

2. To Enable Marketing

Packing and packaging play an important role in marketing. Good packing and
packaging along with attractive labeling are used by sellers to promote the products
to potential buyers. The shape, size, color, appearance, etc. are designed to attract
the attention of potential buyers.

3. To Convey Message
There is so much of information about the product that a manufacturer would like
to convey to the users of the product. Information relating to the raw materials
used, the type of manufacturing process, usage instructions, use by date, etc. are
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all very important and should be conveyed to the users. Manufacturers print such
information on the packages.

Fig. 2.18: Objectives of Packaging

4. To Provide Convenience

Packing and packaging also add to the convenience in handling, display, opening,
distribution, transportation, storage, sale, use, reuse and disposal. Packages with
easy to carry handles, soft squeezed tubes, metallic containers, conveniently placed
nozzles, etc. are all examples of this.

5. To Provide Containment or Agglomeration

Small objects are typically put together in one package for reasons of efficiency
and economy. For example, a single bag of 1000 marbles requires less physical
handling than 1000 single marbles. Liquids, powders, granular materials, etc. need
containment.

1. To Provide Physical Protection

2. To Enable Marketing

3. To Convey Message

4. To Provide Convenience

5. To Provide Containment or Agglomeration

6. To Provide Portion Control

7. To Enable Product Identification

8. To Enhance Profits

9. To Enable Self-Service Sales

10. To Enhance Brand Image

Objectives of Packaging
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6. To Provide Portion Control

In the medicinal and pharmaceutical field, the precise amount of contents is needed
to control usage. Medicine tablets are divided into packages that are of a more
suitable size for individual use. It also helps in the control of inventory.

7. To Enable Product Identification

Packing and packaging enable a product to have its own identity. This is done by
designing a unique and distinct package through the effective use of colors, shapes,
graphics, etc. Such identification and distinction are very essential in the present
situation of intense competition and product clutter.

8. To Enhance Profits

Since consumers are willing to pay a higher price for packaged goods, there will
be higher profit realization. Moreover, packaged goods reduce the cost of handling,
transportation, distribution, etc. and also cut down wastage and thereby increase
profits.

9. To Enable Self-service Sales

The present trend in retailing is effective display and self-service sales. Products
require effective packing for self-service sales.

10. To Enhance Brand Image

Attractive packing and packaging in a consistent manner over a long time enhances
the brand image of the product.

2.16.3 Important Aspects of Packaging
In developing the marketing plan for a product, in international market, packaging
is an important element. Packaging should be viewed from its promotional and
protectional aspects.

1. Promotional Aspect of Packaging

Packaging of a product plays an important role in promoting the product in the
international markets. With the advent of self-service starts and supermarkets, the
package of a product serves as a ‘silent salesman’. It is capable of performing
many of the salesman’s tasks.

When there is no salesman to promote the product in the stores, the package
as kept on the shelf must attract the attention of the consumer, describe the
product’s and producer’s features, project the confidence and make a favorable
overall impression. Good packaging thus leads to improved consumer acceptance
because it carries and projects various qualities of the product as well as the
manufacturer.

Good packaging must reinforce the integrated marketing concept. Brand
names occupy a dominant role in marketing which is popularized through
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advertisement. But the reminding of brand names and making brands acceptable
to customers are achieved through proper packaging.

Packaging must, therefore, support and reinforce the brand identity the
company is trying to build. In this way, good packaging creates demand for the
product and brings large-scale production and distribution gains.

2. Protectional Aspect of Packaging

The second important aspect of packaging is its protectional aspect which it provides
to the product, consumer packaging intends to offer better convenience to
consumers in use and in storage.

It protects the product from:
(a) Pilferage and adulteration – It cannot be adulterated with any other product

unless repacked.
(b) Product loss – Oil, petroleum products, etc. are lost if remain exposed.
(c) Contamination by dirt or dust, e.g., clothing, food products, etc.
(d) Moisture gain or loss, e.g., cement or sugar, etc.
(e) Chemical change.
(f) Insect attack, e.g., moth in woolen garments.
It has been estimated that good packaging increases the unit value realization

approximately three times if we are able to develop and bring about retail packs
for a large number of exportable items. It also increases the popularity of the
product.

3. Transport Packaging Protection during Transit

The basic function of transport packaging in international marketing is to ensure
that the goods will reach safely in the hands of consumers. To ensure the goods is
no excuse for not bothering for damages or pilferage in transit. Good packaging is
essential irrespective of the fact whether the goods are insured or not.

Improvements in packaging are needed to avoid transit losses due to
environmental hazards, i.e., climate, moisture, etc. and to achieve greater speed in
handling and deliveries. The materials used in packaging should be such that protect
the goods from the ill-effects of moisture, gas, light, air, etc. so that goods may
preserve its attributes, shape, weight, stability, fragility, rigidity, surface finish and
durability, etc. Thus, packaging plays an important role in the storage, preservation,
protection and distribution.

The type of packaging which ensures that the goods will be delivered in a
good condition to the foreign buyer will vary depending upon the various factors
such as:

(a) The product;
(b) The poor of destination;
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(c) The length of the journey;
(d) The climate of the place of delivery and place of destination;
(e) Eat and measure to which the goods are subjected during the voyage;
(f) The loss of the importing and exporting countries regarding packaging

of goods;
(g) Mode of handling the goods, etc.
In many cases, the packaging conditions are specified in the contract itself

and therefore the exporter should not be bothered about. He must adhere to the
conditions laid down in the contract. Even when the importer has not laid down
any condition as to packaging, it is the prime duty of the export to provide transport
packaging of the type which may ensure the safe arrival of the shipment in
merchandise condition and must adhere to the above factors.

4. Legal Provisions

The mandatory provisions as to packaging of the goods imported also have
important bearing on the packaging of goods. Most developed countries have
enacted comprehensive legislation on the type of containers, both bulk and consumer
especially for food items. For example, exports of food products to the USA must
conform in all respects to the provisions of the US Foods and Drugs Act.

Similarly, Australia bans the imports of any packing material containing
vegetable matter in order to check insect contamination of the country’s wood
resources large consignments of Indian goods were repacked at the Australian
Port of entry at the exporters’ cost. In 1978, the USA directed that all Indian
export consignments in wooden packings be first fumigated before they are
unloaded at US ports.

The laws of the importing countries may also specify the labeling requirements
to be shown on the packages imported. However, these rules may vary from
country to country.

These rules require the following information to be shown in the label:
(i) Name and address of the manufacturer/importer;
(ii) Clear description of the product’s composition;
(iii) Net weight or volumetric measurement;
(iv) Duration of the product’s life;
(v) Storage conditions required after the package has been opened;
(vi) Manufacturer’s instructions for use or preparation, if any.
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2.16.4 Functions of Packaging
The functions can be categorized into the following headings:

Fig. 2.19:  Functions of Packaging

1. Protection and Preservation

The basic function of packaging is to protect and preserve the contents during
transit from the manufacturer to the ultimate consumer.

(i) Most of the damage occurs in the handling process. The more frequently
the products are handled in the distribution process, the greater is the
need for protection. Damaged goods have to be replaced as they may
cause loss and inconvenience to the seller as well as to the purchaser.

(ii) Certain products, if exposed, may be lost. Powder, oil and petroleum
products are examples.

(iii) Pilferage.
(iv) Contamination by dirt or dust, e.g., clothing.
(v) Moisture gain and loss, e.g., cement.
(vi) Chemical change, e.g., metal corrosion.
(vii) Insect attack, e.g., moths in clothing.

2. Containment

Most products must be contained before they can be moved from one place to
another. To function successfully, the package must contain the product. This
containment function of packaging makes a huge contribution to protect the
environment. A better packaging helps to maintain the quality of the product and

1. Protection and Preservation

2. Containment

3. Communication

4. Convenience

5. Economy

6. Promotion Function

Functions of Packaging
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reachability of the product in the consumer’s hand without spillages. It gives better
image to the organization.

3. Communication

A major function of packaging is the communication of the product. A package
must communicate what it sells. When international trade is involved and different
languages are spoken, the use of unambiguous and readily understood symbols
on the distribution package is essential.

It helps in appropriate communication to the consumer about the product,
how to use it and other utility information. Packaging protects the interests of
consumers. Information includes quantity, price, inventory levels, lot number,
distribution routes, size, and elapsed time since packaging, color, merchandizing
and premium data.

4. Convenience
(i) Properly packed goods require less space.
(ii) Easy methods could be suggested to take goods out from a pack and

keep the rest intact.

5. Economy
Package provides various economies, both to the producers and the consumers.

(i) Loss in quantity is prevented thereby avoiding the monetary loss also.
(ii) Creates an opportunity to communicate with the customers.

6. Promotion Function
(i) Self-service: The package must be and capable of performing many of

the sales tasks. It must attract attention, describe the product’s features,
give consumer confidence and make a favorable overall impression.

(ii) Consumer Affluence: The prestige of a product is maintained with the
help of proper packaging. Good packaging is capable of projecting
various qualities of the product as well as that of the manufacturers.

(iii) Integrated Marketing Concept: Brand names now occupy a dominant
role in marketing. The brand names are popularized through
advertisement but the reminding of brand names and making the brands
acceptable to consumers are achieved through packaging.

(iv) Innovational Opportunity: Packaging is capable of bringing large-
scale gains.

Qualities of Good Packaging
1. Attractive appearance, i.e., attracts customer’s attraction, creates his

interest in product and creates positive image of product.
2. Convenient for storage and display including storage in lesser space.
3. Safety of goods, i.e., security or protection of goods from damage,

spoilage, breakage, insects, rodents etc.
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4. Product description be shown on package.
5. Recognizable – Package must be recognizable.
6. Eye appeal of package.
7. Transport Economies – Packaging should allow economies in transport.
8. Uniformity and Consistency.
9. Convenience in transport handling, e.g., provided with hooks, handles,

grippers, etc.
10. Able to withstand hazards of transport, e.g., tilting, throwing, pulling,

pushing, rolling, etc.
11. Amenable to quick examination of contents, e.g., in case of export,

import by customs authorities, etc.
12. Easy to dispose of after opening of goods.

2.16.5 Classification of Packaging

Fig. 2.20: Classification of Packaging

1. Family Packaging
The product of a particular manufacturer when packed in an identical way is known
as family packaging. The shape, color, size, etc. of packaging will be similar for all
his products. Family brands are made meaningful by using family packaging also.
In such cases, packaging methods, material used for packaging the appearance,
etc. will be one and the same for all the products of a manufacturer.

1. Family Packaging

2. Reuse Packaging

3. Multiple Packaging

4. Consumer Package

5. Bulk Package

6. Industrial Package

7. Dual Use Package

Classification of Packaging
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2. Reuse Packaging

Packaging that could be used for some other purposes by the consumers after the
packed goods have been consumed is known as reuse packaging. This aspect
increases the sales value of the product considerably.

3. Multiple Packaging

It is the practice of placing several units in one container. This helps to introduce
new products and increase the sales.

4. Consumer Package

It holds the required volume of a product for ultimate consumption and is within
the means of a buying household. In other words, the consumer has the option to
purchase the pack size which he considers adequate for the consumption of his
family over a length of time and which does not involve extra investment during
that period.

5. Bulk Package
It is the opposite of consumer package. It is either for the industrial consumer’s
use or for loose dispensing. The bulk package also often requires an outside package
in which it is transported and which is sometimes referred to as a transit package
or an outer container.

6. Industrial Package

This packaging provides protection to the spare parts, semi-finished and finished
products during each phase of the manufacturing process, and also during
transportation and storage.

7. Dual Use Package

It has a secondary usefulness of a package after its original contents have been
used, e.g., plastic bottles, sacks in which groceries are packed, etc.

The Problems Encountered in Packaging

Inspite of its various advantages, packaging has been subjected to criticism. One
among them is that it adds cost. To some extent, this complaint holds goods. It is
true that packaging expenses definitely increase the price. But the benefits derived
are sufficient to compensate the increase in cost. For example, some medicines
which we buy are to be consumed at once. Their preservation is very important.
Only a good package can render this service. So long as the product is capable of
absorbing the packaging cost proportionately, this criticism cannot be accepted.

In considering some of the more sophisticated uses of packaging, the
protective aspects of packaging should not be disregarded.

Attention is therefore drawn to the following hazards against which packaging
should provide a defence:

1. Insect Attack, e.g., months in clothing.
2. Mold, e.g., in canned foods, paints, etc.
3. Flavor loss or change.
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4. Chemical change, e.g., mental corrosion, coffee rancidity, etc.
5. Moisture Gain and Loss – Many products have an optimum moisture

content, e.g., cement, ceramic paints, frozen foods, etc.
6. Contamination by Dust or Dirt – Clothing, food and fine machinery are

obvious examples of products liable to damage in this way.
7. Pilferage – Loss through pilferage can be quite high, especially if there

are many handling points.
8. Product Loss – Liquids and powders are highly susceptible to loss,

e.g., powder leakage, liquid evaporation, etc.
9. Damage by Mechanical Handling – Most damage occurs in the handling

process and, the more frequently product are handled in the distribution
process, the greater is the need for protection. One of the advantages of
the liner rain and other container transport development is that they will
result in less damage through handling. Damaged goods have to be
replaced and are likely to cause loss and inconvenience to seller and
purchases. Often, slightly damaged products may not be returned, but
may inhibit repeat purchase.

Mathematical Tests to Check the Method of Packaging

There are various mechanical tests to check the method of packaging. They are:

Fig. 2.21: Mathematical Tests to Check the Method of Packaging

(i) Drop Test: This test helps to measure the ability of the container to
provide protection to its contents and to withstand rough handling.

(ii) Vibration Test: This test is used to determine the ability of the container
to withstand vibration and the protection offered by materials used for
interior packing.

(iii) Compression Test: This test is carried out, generally, on empty
containers, to measure the ability of the container to resist external

(i) Drop Test

(ii) Vibration Test

(iii) Compression Test

(iv) Inclined Impact Test

(v) Rolling Test

(vi) Drum Test

Mathematical Tests to Check the Method of Packaging
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compressive loads applied to faces or applied to diagonally opposite
edges or corners.

(iv) Inclined Impact Test: This test helps to study the extent of damage in
a way of crushing, breaking, cracking, distortion and shifting during
handling, storage and transport which occurs to the container and its
contents.

(v) Rolling Test: This test helps to evaluate the overall strength of the
container and the cushioning material provided inside.

(vi) Drum Test: This test helps to evaluate loaded shipping containers with
respect to general overall durability and the protection afforded to the
contents against certain hazards of handling and shipment.

Various climatic tests are available to check the effect of various climatic
factors on packaging:

(i) Rain Test: This test is conducted in a simulated rain condition to assess
its impact on the test area for two hours.

(ii) Sand and Dust Test: This test evaluates the resistance of a package to
the penetration of sand and dust.

(iii) Salt Spray Test: This test evaluates the resistance of a package to
corrosion by salt spray and if serves as a general standard for corrosion.

Package Forms and Materials Used
Packages are often selected on prima facie grounds of cost, common industrial
practices, type of the product, quality of product, conditions of display, likely
consumer appeal.

Packages may be in the form of tin plate cans, cardboard containers,
polythene bags, paper or cloth or gunny bags, wooden boxes, teak chests, squeeze
bottles, collapsible tubes, aerosol cans, aluminium foils, clear film wrappings, plastic
container, etc. Color may be used to identify sizes, models, flavors and qualities.

The true economy of packaging lies in the total packaging operation—filling,
sealing, storing, handling and distribution. The most common packaging materials
are metal, glass, wood, paper, cardboard, plastic, cloth, jute and cellophane.

A wide variety of packaging material is used according to the availability,
possible shortages, competition, economy, transport worthiness, and shelf life.
Packaging involves selection of materials, manufacturing, filling and handling of
finished packages.

1. Earthenware: It is an old method of preserving products of liquid nature.
2. China Jars: They are used where protection is required against light

and corrosive action.
3. Wooden Boxes: They prevent breakage due to rough handling.
4. Cardboard Containers: These are mostly used in specialist goods

which are not bulky.
5. Straw Baskets: These are meant for keeping vegetables.
6. Gunny Bags: Gunny bags are popular for packing goods like rice,
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grains, sugar, cement, white and color washing materials, etc. Gunny
bags cannot give protection to the goods.

Fig. 2.22: Package Forms and Materials Used

7. Glass: Glass is used to pack liquid products. It affords protection against
the action of most of the chemicals.

8. Tin Containers: Tin containers are used to pack liquid and solid
products. They are light and strong.

Package Forms and Materials Used

 1. Earthenware

 2. China Jars

 3. Wooden Boxes

 4. Cardboard Containers

 5. Straw Baskets

 6. Gunny Bags

 7. Glass

 8. Tin Containers

 9. Plastic Containers

10. Paper Bags

11. Cellophane Paper

12. Cushion Materials
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 9. Plastic Containers: Plastic containers are gaining extreme popularity.
Plastic containers are used to pack liquid and solid products. It involves
low cost, good appearance, convenience and ability for reuse.

10. Paper Bags: Paper bags are used to pack products which are in solid
form. They are commendable. But their limitations are that the freshness
of the product cannot be preserved.

11. Cellophane Paper: Cellophane is a good substitute for paper as
packing material. It protects the contents from moisture, but it cannot
protect the products against harmful effects of light.

12. Cushion Materials: Cushioning is that part of packaging, which protects
the article from damage due to shock and vibration.

2.17 LABELING

Labeling is any written, electronic, or graphic communications on the packaging
or on a separate but associated label.

Fig. 2.23: Labeling

1. Physical Protection

2. Barrier Protection

3. Containment or Agglomeration

4. Information Transmission

5. Marketing

6. Security

7. Convenience

8. Portion Control

Labeling
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The purposes of packaging and labeling:
1. Physical Protection: The objects enclosed in the package may require

protection from, among other things, mechanical shock, vibration,
electrostatic discharge, compression, temperature, etc.

2. Barrier Protection: A barrier from oxygen, water vapor, dust, etc. is
often required. Permeation is a critical factor in design. Some packages
contain desiccants or oxygen absorbers to help extend shelf life. Modified
atmospheres or controlled atmospheres are also maintained in some
food packages. Keeping the contents clean, fresh, sterile and safe for
the intended shelf life is a primary function.

3. Containment or Agglomeration: Small objects are typically grouped
together in one package for reasons of efficiency, e.g., a single box of
1000 pencils requires less physical handling than 1000 single pencils.
Liquids, powders and granular materials need containment.

4. Information Transmission: Packages and labels communicate how
to use, transport, recycle or dispose of the package or product. With
pharmaceuticals, food, medical and chemical products, some types of
information are required by governments. Some packages and labels
also are used for track and trace purposes.

5. Marketing: The packaging and labels can be used by marketers to
encourage potential buyers to purchase the product. Package graphic
design and physical design have been important and constantly evolving
phenomenon for several decades. Marketing communications and
graphic design are applied to the surface of the package and (in many
cases) the point of sale display.

6. Security: Packaging can play an important role in reducing the security
risks of shipment. Packages can be made with improved tamper
resistance to deter tampering and also can have tamper-evident features
to help indicate tampering. Packages can be engineered to help reduce
the risks of package pilferage: Some package constructions are more
resistant to pilferage and some have pilfered indicating seals. Packages
may include authentication seals and use security printing to help indicate
that the package and contents are not counterfeit. Packages also can
include anti-theft devices such as dye-packs, RFID tags or electronic
article surveillance tags that can be activated or detected by devices at
exit points and require specialized tools to deactivate. Using packaging
in this way is a means of loss prevention.

7. Convenience: Packages can have features that add convenience in
distribution, handling, stacking, display, sale, opening, reclosing, use,
dispensing, reuse, recycling, and ease of disposal.

8. Portion Control: Single serving or single dosage packaging has a
precise amount of contents to control usage. Bulk commodities (such
as salt) can be divided into packages that are a more suitable size for
individual households. It is also aids the control of inventory: selling sealed
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one-liter-bottles of milk, rather than having people bring their own bottles
to fill themselves.

Check Your Progress

3. Discuss various types of Advertising.
4. Explain various branding concepts.
5. Discuss the functions of Packaging.

2.18 ANSWERS TO ‘CHECK YOUR PROGRESS’

1. Product planning for International Market determines the characteristics of
product best meeting the consumer’s numerous desires, characteristics that
add sale ability to products and incorporates these characteristics into finished
products. Product planning involves the decision of elimination of unprofitable
product line so that the resources may be used to some products profitably.
Product planning includes products commercialization and sale of product
which can earn good profit for the company on one hand and satisfy the
needs of the consumers on the other. It also provides for the attractive
introduction of new products in the market.

2. (i) Differing Usage Conditions: These may be due to climate, skills,
level of literacy, culture or physical conditions. Maize, for example,
would never sell in Europe rolled and milled as in Africa. It is only
eaten whole, on or off the cob.

(ii) General Market Factors: Incomes, tastes, etc. Canned asparagus
may be very affordable in the developed world, but may not sell well
in the developing world.

(iii) Government: Taxation, import quotas, non-tariff barriers, labeling,
health requirements, etc. Non-tariff barriers are an attempt, despite
their supposed impartiality, at restricting or eliminating competition.

(iv) Financial Considerations: In order to maximize sales or profits
the organization may have no choice but to adapt its products to local
conditions.

3. (i) Mural Advertising:  Mural advertising which has a general and wide
appeal. It can attract attention of numerous people. It is good to
remind prospects. An advertiser has simple scope to use his skill and
art in advertising.

(ii) Radio Advertisement: Radio uses only an audio signal. The copy
can be submitted up to air time. It has a very wide appeal. Spoken
word has greater impact than written word. However, radio cannot
permit selective advertising.
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(iii) Television Advertisement: Television can appeal through ear as
well as eye. Product can be demonstrated with explanation. Television
reaches the audiences almost like personal face-to-face contact.

(iv) Transit Advertising: It refers to the car-card advertising, which is
located within buses, subways, railways and outside displays, which
appear on the front sides and back sides of buses or other public
transport and at transportation terminals. Transit advertising is the
lowest-cost media.

4. (i) Brand Width: It is the extension of the brand outside its original
product category.

(ii) Brand Length: It is the brand’s franchise in terms of age groups,
consumer types and international appeal.

(iii) Brand Depth: It is the brand’s ability to create consumer loyalty by
offering variants in each element in the brand length.

(iv) Brand Weight: It is the influence of the brand in its category or
market.

5. (i) Protection and Preservation: The basic function of packaging is
to protect and preserve the contents during transit from the
manufacturer to the ultimate consumer.

(ii) Containment: Most products must be contained before they can
be moved from one place to another. To function successfully, the
.package must contain the product.

(iii) Communication: A major function of packaging is the
communication of the product. A package must communicate what it
sells. When international trade is involved and different languages are
spoken, the use of unambiguous and readily understood symbols on
the distribution package is essential.

2.19 SUMMARY

Product Planning is the chief responsibility of the chief executive of the
company who coordinates the efforts of all the department executives in
taking a decision. It is a team activity and a link in development of a product
for management.
Product development occurs when a firm introduces new products to a
market in which it is well established. Product development is the introduction
of new products in the present market, e.g., new synthetic fibers for new
textile products. The firm may decide to create new products for existing
market. Product diversification occurs when a firm seeks to enter a new
market with a completely new product. Such a firm has neither market
expertise nor product knowledge. The firm may adopt a daring strategy by
creating new products for entirely new markets. The innovations are
introduced for the first time in the new markets.
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International products are those products that are marketed internationally
under the same brand name, features and specifications across countries.
International products are different from regional products or brands, which
are specific to a particular region.
Product decisions vary with each firm`s marketing arrangement. Often firms
already have a product and are willing to make some product adaptations
suitable to the tastes and conditions of the prospective market. Product mix
refers to a range of associated products that yields larger sales revenue
when marketed together than if they were marketed individually or in isolation
from others. The product life cycle is a marketing theory cycle or succession
of strategies experienced by every product which begins with a product’s
introduction, sometimes referenced as research and development, followed
by its sales growth, then maturity and finally market saturation and decline.
Product planning for International Market determines the characteristics of
product best meeting the consumer’s numerous desires, characteristics that
add sale ability to products and incorporates these characteristics into finished
products.
Product designing describes the process of imagining, creating, and iterating
products that solve users’ problems or address specific needs in a given
market. The key to successful product design is an understanding of the
end-user customer, the person for whom the product is being created.
Advertising refers to the activity of attracting public attention to a product
or business, as by paid announcements in the print, broadcast, or electronic
media.
Mural advertising which has a general and wide appeal. It can attract
attention of numerous people. It is good to remind prospects. An advertiser
has simple scope to use his skill and art in advertising. Radio uses only an
audio signal. The copy can be submitted up to air time. It has a very wide
appeal. Spoken word has greater impact than written word. However, radio
cannot permit selective advertising.  Television can appeal through ear as
well as eye. Product can be demonstrated with explanation. Television
reaches the audiences almost like personal face-to-face contact.
Branding is the process involved in creating a unique name and image for a
product in the consumers’ mind, mainly through advertising campaigns with
a consistent theme. Branding aims to establish a significant and differentiated
presence in the market that attracts and retains loyal customers. International
brand refers to the brand name of a product that has worldwide recognition.
International brand has the advantage of economies of scale in terms of
production, recognition, and packaging.
Packaging is the science, art and technology of enclosing or protecting
products for distribution, storage, sale and use. It is the process of design,
evaluation and production of packages. Packaging can be described as a
coordinated system of preparing goods for transport, warehousing, logistics,
sale and end use. Packaging contains, protects, preserves, transports,
informs and sells.
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2.20 KEY TERMS

Product Planning: Product Planning is the chief responsibility of the chief
executive of the company who coordinates the efforts of all the department
executives in taking a decision. It is a team activity and a link in development
of a product for management.
Market Penetration: It involves expansion of sales of existing products in
existing markets by selling more to present customers or gaining new
customers in existing markets. The firm can market its present products to
existing markets. This is done through a more aggression marketing mix.
Product Development: Product development occurs when a firm
introduces new products to a market in which it is well established. Product
development is the introduction of new products in the present market,
e.g., new synthetic fibers for new textile products. The firm may decide to
create new products for existing market.
Product Diversification: Product diversification occurs when a firm seeks
to enter a new market with a completely new product. Such a firm has
neither market expertise nor product knowledge. The firm may adopt a
daring strategy by creating new products for entirely new markets. The
innovations are introduced for the first time in the new markets.
Product: A product is defined as anything that can be offered to a market
for attention, acquisition, use or consumption that might satisfy a want or
need includes physical objects, services, person, places organizations and
ideas.
International Product: International products are those products that are
marketed internationally under the same brand name, features and
specifications across countries. International products are different from
regional products or brands, which are specific to a particular region.
Product Decision: Product decisions vary with each firm`s marketing
arrangement. Often, firms already have a product and are willing to make
some product adaptations suitable to the tastes and conditions of the
prospective market.
Product Mix: Product mix refers to a range of associated products that
yields larger sales revenue when marketed together than if they were
marketed individually or in isolation from others.
Product Life Cycle: The product life cycle is a marketing theory cycle or
succession of strategies experienced by every product which begins with a
product’s introduction, sometimes referenced as research and development,
followed by its sales growth, then maturity and finally market saturation and
decline.
Product Planning for International Market: Product planning for
International Market determines the characteristics of product best meeting
the consumer’s numerous desires, characteristics that add sale ability to
products and incorporates these characteristics into finished products.
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Product Designing: Product designing describes the process of imagining,
creating, and iterating products that solve users’ problems or address specific
needs in a given market. The key to successful product design is an
understanding of the end-user customer, the person for whom the product
is being created.
Advertising: Advertising refers to the activity of attracting public attention
to a product or business, as by paid announcements in the print, broadcast
or electronic media.
Mural Advertising:  Mural advertising which has a general and wide appeal.
It can attract attention of numerous people. It is good to remind prospects.
An advertiser has simple scope to use his skill and art in advertising.
Radio Advertisement: Radio uses only an audio signal. The copy can be
submitted up to air time. It has a very wide appeal. Spoken word has
greater impact than written word. However, radio cannot permit selective
advertising.
Television Advertisement: Television can appeal through ear as well as
eye. Product can be demonstrated with explanation. Television reaches the
audiences almost like personal face-to-face contact.
Transit Advertising: It refers to the car-card advertising, which is located
within buses, subways, railways and outside displays, which appear on the
front sides and back sides of buses or other public transport and at
transportation terminals. Transit advertising is the lowest-cost media.
Banding: Branding is the process involved in creating a unique name and
image for a product in the consumers’ mind, mainly through advertising
campaigns with a consistent theme. Branding aims to establish a significant
and differentiated presence in the market that attracts and retains loyal
customers.
International Brand: International brand refers to the brand name of a
product that has worldwide recognition. International brand has the
advantage of economies of scale in terms of production, recognition, and
packaging.
Packaging: Packaging is the science, art, and technology of enclosing or
protecting products for distribution, storage, sale and use. It is the process
of design, evaluation, and production of packages. Packaging can be
described as a coordinated system of preparing goods for transport,
warehousing, logistics, sale and end use. Packaging contains, protects,
preserves, transports, informs and sells.
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2.21 SELF-ASSESSMENT QUESTIONS AND
EXERCISES

Short Answer Questions
1. Give the meaning of Product Planning.

2. Define the term Product.

3. What is Product Decision?
4. What is Product Mix?

5. Give the meaning of Product Life Cycle.

6. What is International Product life cycle?

7. What is New Product Development?
8. What is Product Planning for International Market?

9. Give the meaning of Product Designing.

10. Define the term Advertising.
11. What is Branding?

12. Give the meaning of Packaging.

Long Answer Questions
1. Discuss the concept of Product Planning.

2. Explain the importance of Product Planning.

3. Discuss about Product Planning and Development Strategy.
4. Explain the importance of International Products.

5. Discuss advantages of International Products.

6. Explain various challenges of International Products.

7. Discuss about International Product life cycle.
8. Discuss stages of New Product Development.

9. Explain elements of Product Planning for International Market.

10. Discuss various factors influencing Product Designing.
11. Explain various types of Product Design.

12. Discuss about Product design for International Market.

13. Explain various types of Advertising Media.
14. Discuss important characteristics of Good Brand.

15. Explain important Aspects of Packaging.
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3.0 INTRODUCTION

International pricing is often considered the most critical and complex issue in
international marketing. The overall international pricing strategy determines general
rules for setting (basic) prices and using price reductions, the selection of terms of
payment, and the potential use of countertrade. International pricing is one of the
most challenging pieces of international marketing. To be competitive in a new
market, you must adjust your prices to the local market. And because each market
is different, you will need a different pricing strategy for each new market you
enter. These variables include the factors listed above, i.e., taxes and currency, but
also customer and cultural differences.
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3.1 OBJECTIVES

After going through this unit, you will be able to:
Describe the concept of International Pricing.
Explain in details about Factors Influencing International Price.
Discuss about International Price Quotation and Payments Conditions.

3.2 THE CONCEPT OF PRICING

Pricing is the method of determining the value a producer will get in the exchange
of goods and services. Pricing method is used to set the price of producer’s
offerings relevant to both the producer and the customer. This is the decision-
making process that goes into establishing a value for a product or service. There
are many different strategies that a business can use when setting prices, but they
are all a form of pricing. The price that’s set during the pricing process is what the
customer will pay for that product or service.

3.2.1 Definitions of Pricing
According to Prof. K.C. Kite, “Pricing is a managerial task that involves establishing
pricing objectives, identifying the factors governing the price, ascertaining their
relevance and significance, determining the product value in monetary terms and
formulation of price policies and the strategies, implementing them and controlling
them for the best results”.

3.2.2 Objectives of Pricing
The main objectives of pricing followed by different firms are as follows:

1. Target Rate of Return: Firms following this objective design their
pricing strategy in such a way that will yield desired return on total
investment (ROI). Rate of return refers to the amount of net profits
divided by investment or capital employed. This goal often leads to
cost-plus pricing. The price of a product or service is determined by
adding the expected margin of profit to the cost of production and
distribution.
In order to fix the price, the firm estimates the amount of total profit
required to earn the expected rate of return. The figure of total profit
divided by the average sales volume gives profit margin per unit. Suppose,
for instance, that a company wants to earn a return of 20% (before
taxes) on its total investment of ̀  50 lakhs. The annual sales volume on
an average is anticipated to be 50,000 units and the total cost per unit is
` 80.
The company can calculate the price as under:
Target rate of return is an important pricing objective and an increasing
number of firms follow this goal due to several reasons. Firstly, it ensures
a reasonable return to the investors. Secondly, it does not lead to public
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criticism. Thirdly, the rate of return can be used to evaluate and compare
the performance of different products of the firm. Fourthly, it provides a
measure of restraint and a guideline for judging improvement in a new
product line.
However, target return pricing may not be feasible in all conditions. This
goal can be achieved by firms which are industry leaders or which sell in
protected markets. Some firms may attempt to achieve target return on

is sufficient to cover operating costs and the desired profit.
In such cases, the rate of profit would remain the same, but the amount
of profits would vary with the number of units sold. The target rate of
return differs from firm to firm depending upon the cost of capital and
the actual market conditions in the industry.

2. Price Stabilization: This goal is adopted in industries having a few
firms. In an oligopolistic situation where one firm is very big and all
others are small, the big firm acts as the price leader and other firms
follow it. All the firms try to avoid price wars. No firm is willing to cut its
prices for fear of retaliation by other firms.
In order to avoid fluctuations in prices, they may even forgo maximizing
profits during the period of scarce supply or prosperity. This objective
is followed in case of products which are vulnerable to price wars or
which are advertised at the national level. Price stability helps in planned
and regular production in the long run. However, it may create rigidity in
pricing.

3. Target Share of the Market: In an expanding market, market share is
a better indicator of a firm’s success than the target rate of return. When
the market has a potential for growth, a firm earning the target rate of
return may, in fact, be decaying if its share of the market is decreasing.
Therefore, maintenance or improvement in the market share is a more
worthwhile objective in growing markets. Market share measures a firm’s
sales vis-à-vis the sales of its competitors.

4. Facing Competition: Under conditions of intense competition, a firm
may seek to meet or prevent competition. It may fix prices at a very low
level (even below cost) to eliminate its competitors or to prevent the
entry of new firms in the market. Some firms follow this practice while
introducing a new product. This goal is not very popular and cannot be
adopted on a regular basis. In the long run, a firm cannot survive if it
continues to charge less than the cost of the product or service.

5. Profit Maximization: Traditionally, profit maximization is considered
to be the objective of pricing. The classical economic theory suggests
the fixation of prices in such a way that the marginal cost is equal to
marginal revenue where profits are maximized. Even today some firms
are not very conscious of social responsibilities and try to maximize
profits. But in recent years, there has been a change in the philosophy of
business and profit maximization is not considered rational business
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behaviour. In practice, no firm states explicitly that profit maximization
is its pricing objective due to the fear of public criticism and government
regulation.

6. Improving Public Image: Another objective of pricing may be to
enhance the firm’s public image. The firm may launch a premium product
at a high price for this purpose. Alternatively, it may offer the new product
at a low price to appeal to the common buyer. The pricing policy should
be consistent with the established reputation of the firm. In addition to
the foregoing, business firms may design their pricing policy to achieve
the goals of full capacity utilization, market exploration, diversification,
etc.

3.2.3 Types of Pricing

Fig. 3.1: Types of Pricing

(i) Odd Pricing

(ii) Psychological Pricing

(iii) Customary Prices

(iv) Pricing at Prevailing Prices

(v) Prestige Pricing

(vi) Price Lining

(vii) Geographic Pricing

(viii) FOB Pricing (Free on Board)

(ix) Dual Pricing

(x) Administered Pricing

Types of Pricing
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Firms may choose various kinds of pricing for their various products. These are:

(i) Odd Pricing

It may be a price ending in an odd number. Bata Shoe Company pricing one of its
pair shoes at 299.95 is an example of odd pricing. Such a pricing is adopted by
the sellers of specialty or convenient goods.

(ii) Psychological Pricing
The prices under this method are fixed at a full number. The price settlers feel such
a price has an apparent psychological significance from the viewpoint of buyers.
This differs from the concept of odd pricing in that the curve does not necessarily
have any segments positively inclined.

(iii) Customary Prices

Such prices are fixed by the custom. Soft drinks are priced by their customary
bases. Such a pricing is usually adopted by chain stores.

(iv) Pricing at Prevailing Prices

This kind of pricing is undertaken to meet the competition. It is also called ‘Pricing
at the market. Such a strategy presumes a market in elasticity of demand below
the current price.

(v) Prestige Pricing

Many customers judge the quality of a product by its price. In their opinion, lower
priced product is inferior, and higher priced product is superior. This pricing is
applied generally to luxury goods.

(vi) Price Lining
This policy of pricing is usually found among retailers. Technically, it is closely
related to both psychological and customary prices. Under this policy, the pricing
decisions are made only initially and such fixed prices remain constant over long
periods of time.

(vii) Geographic Pricing
The manufacturer sometimes adopts different prices in different markets without
creating any ill-will among customers. For example, Petrol is priced depending
upon the distance from the storage area to the retail outlet.

(viii) FOB Pricing (Free on Board Pricing)

Here, the buyer will have to incur the cost of transit and in the later the price
quoted is inclusive of transits charges.

(ix) Dual Pricing

When the manufacture sells the same product at two or more different prices in
the same market, it is ‘Dual Market Pricing’. This is possible only if different
brands are marketed. It is adopted in railways where passengers are charged
differently for the same journey and traveling in different classes. This is also referred
to as ‘Discriminatory Pricing’.
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(x) Administered Pricing

This applies to the practice of pricing the products for the markets not on the basis
of cost, competitive pressures or the laws of supply and demand but purely on the
basis of the policy decisions of the sellers. These kinds of price remain unchanged
for substantial periods of time.

3.2.4 Pricing Strategies in Marketing
Following are the different pricing strategies in marketing:

1. Penetration Pricing or Pricing to Gain Market Share
A few companies adopt these strategies in order to enter the market and to gain
market share. Some companies either provide a few services for free or they
keep a low price for their products for a limited period that is for a few months.
This strategy is used by the companies only in order to set up their customer base
in a particular market. For example, France telecom gave away free telephone
connections to consumers in order to grab or acquire maximum consumers in a
given market. Similarly, the Sky TV gave away their satellite dishes for free in
order to set up a market for them. This gives the companies a start and a consumer
base.

In the similar manner, there are few companies that keep their product cost
low as their introductory offer that is a way of introducing themselves in the market
and creating a consumer base. Similarly, when the companies want to promote a
premier product or service, they do raise the prices of the products and services
for that particular time.

2. Economy Pricing or No-frill Low Price

The pricing strategies of these products are considered as no frill low prices where
the promotion and the marketing cost of a product are kept to a minimum. Economy
pricing is set for a certain time where the company does not spend more on
promoting the product and service. For example, the first few seats of the airlines
are sold very cheap in budget airlines in order to fill in the airlines the seats sold in
the middle are the economy seats whereas the seats sold at the end are priced
very high as that comes under the premium price strategy. This strategy sees more
economy sales during the time of recession. Economy pricing can also be termed
as or explained as budget pricing of a product or a service.

3. Use of Psychological Pricing Strategies

Psychological Pricing Strategy is an approach of gathering the consumer’s emotional
respond instead of his rational respond. For example, a company will price its
product at ` 99 instead of ` 100. The price of the product is within ` 100 this
makes the customer feel that the product is not very expensive. For most consumers,
price is an indicating factor for buying or not buying a product. They do not analyze
everything else that motivates the product. Even if the market is unknown to the
consumer, he will still use price as a purchase factor. For example, if an ice-cream
weighted 100 gms for ̀  100 and a lesser quality ice-cream weighted 200 gms is
available at ` 150, the consumer will buy the 200 gms ice-cream for
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` 150 because he sees profit in buying the ice cream at lower cost ignoring the
quality of the ice cream. Consumers are not aware price is also an indicator of
quality.

4. Pricing Strategies of Product Line

Products line pricing is defined as pricing a single product or service and pricing a
range of products. Let us take and understand this with the help of an example.
When you go for a car wash, you have an option of choosing a car wash for ̀  200
or a car wash and a car wax for ̀  400 or the entire package including a service at
` 600. This strategy reflects a strategic cost of making a product popular and
consumed by the consumer with a fair increment over the range of the product or
the service. In another example, if you buy a pack of chips and chocolate separately,
you end up paying a separate price for each product; however, if you buy a combo
pack of the two, you end up paying comparatively less price for both, and if you
buy a combo of both in a higher quantity, you end up paying even lesser.

For the manufactures of the product, manufacturing and marketing of larger
pack is much more expensive as it does not fetch them good amount of profit.
However, they do the same to attract more consumers and keep them interest in
their products. On the other hand, manufacturing smaller packs and lesser quantity
is more beneficial and fetches more profit for the manufacturer of the product.

5. Pricing Optional Products
It is a general approach, if the companies decrease the price of a product or a
service they do increase their price for their other available optional services. Let’s
take a very simple and a common example of a budget airline. The prices of their
airfare are low however they will charge you extra if you want to book a window
seat, if you want to travel with your family and want to book an entire row together
you might have to end up paying extra charges as per the their guidelines, in case
you have too much of luggage to carry you will end up paying extra on the same,
in fact you will end up paying extra charges even if you need extra leg space in a
budget airlines. You can say that even if the price of the air fare is low you will end
up paying more for the extra yet mandatory services that you will require as you
travel.

6. Pricing of Captive Products

Captive products have products that complement the products without which the
main product is of no use or is useless. For example, an inkjet printer is of no use
without its cartridge, it will not work and have no value and a plastic razor will
have no value without its blades. If the company is manufacturing the inkjet printer,
it will have to manufacture its cartridges and if the company is manufacturing a
plastic razor it will have to manufacture blades for the same. For a simple reason
that any other company, cartridge will not fit into the inkjet printer and neither will
any other companies blade fit into the plastic razor. The consumer has no other
option but to buy the complementary products from of the same company. This
increases the sales and the profit margin of the company anyways.
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7. Pricing for Promotions

Promotional pricing is very common these days. You will find it almost everywhere.
Pricing for promoting a product is another very useful and helpful strategy. These
promotion offers can include, discount offers, gift or money coupons or vouchers,
buy one and get one free, etc. to promote new and even existing products companies
do adopt such strategies where they roll out these offers to promote their products.
An old strategy yet it is one of the most successful pricing strategies till date.
Reason of its success is that the consumer considers buying the product and service
for the offer that the consumer receives.

8. Pricing as Per Geographic Locations

For simple reasons such as the geographic location, the companies do vary or
change the price of the product. Why does location of the market affect the price
of the product? The reasons can be many well some are scarcity of the product or
the raw material of the product, the shipping cost of the product, taxes differ in a
few countries, difference in the currency rate for products, etc.

Let’s take a few pricing strategies examples. When few fruits are not available
in a country, they are imported from another country. These fruits are exotic fruits.
They are also scarce. This increases their value in the country they are imported
to. Scarcity, the shipping cost of the imported product along with its quality increase
its price, whereas it is much cheaper where it is originally grown. Similarly, the
government implies heavy taxes on a few products such as petrol or petroleum
products and alcohol to increase their revenue. Hence, such products are expensive
in a few countries or part of the country compared to the other parts. Geographic
location does create a huge impact on the pricing strategy of a product as the
company has to consider every aspect before they price a product. Hence, the
price needs to be perfect and appropriate.

9. Value Pricing a Product

Let me first be clear about what value pricing means. Value pricing is reducing the
price of a product due to external factors that can affect the sales of the product,
e.g., competition and recession. Value pricing does not mean that the company
has added something or increased the value of a product. When the company is
afraid of factors such as competition or recession affecting their sales and profits,
the company considers value pricing.

For example, McDonald’s, the famous food chain has started value meals
for their consumer since they have started facing competition with other fast food
chains. They offer a meal or a combination of a few products as a lower price
where the consumer feels emotionally content and continues to buy their products.

10. Pricing of Premium Products

Well this strategy works just the other way round. Premium products are priced
higher due to their unique branding approach. A high price for premium products
is an extensive competitive advantage to the manufacturer as the high price for
these products assures them that they are safe in the market due to their relatively
high price. Premium pricing can be charged for products and services such as
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precious jewelry, precious stones, luxurious services, cruses, luxurious hotel rooms,
business air travel, etc. The higher the cost the more will be the value of the product
amongst that class of audience.

3.3 INTERNATIONAL PRICING

International pricing refers to the equilibrium product price that results from
international trade. When a firm determines its pricing strategy, it can choose
between a static or flexible policy. A static policy consists of taking the domestic
price and adding on charges for freight, packaging, insurance, and other factors.
Any charges applicable to the product after it has left the country of origin are
added and that total becomes the selling price in the foreign market.

A flexible pricing strategy is necessitated by different costs, demands and
government regulations. This pricing strategy is more sensitive to consumer taste
and competition in the foreign market.

Firms involved in foreign trade for the sole purpose of finding an outlet for
excess production (bonus exports) tend to use a static strategy; whereas a firm
counting on foreign markets to enhance its profits is more inclined towards a flexible
strategy. Some firms use a flexible strategy to increase penetration and to build up
a clientele.

Pricing products or services in international marketing is not an easy decision.
Price is, in part, a function of cost, and the foreign exchange rate is an important
determinant of a company’s cost of production. When borrowing capital to do
business, the cost of that capital can be very influential in the price decision. Take
for example, the export of rice. Firstly, the crop has to be bought from the
producers. If we assume that the system is state owned, or administered by a
Board, money has to be raised. The money may be raised locally, say by the issue
of bills, or on the international market. The cost of capital has to be included in the
price as well as the possible effect of changes in exchange rates if the capital is
raised internationally.

The marketing manager is concerned with the revenue function of the firm.
An important variable of the revenue function is price (the other being quantity).
Moreover, this variable possesses the capacity to influence the other variable, i.e.,
the quantity sold. The economists refer to this relationship as price elasticity. It
therefore, becomes necessary for the marketing manager to manage this variable.

Pricing in international marketing is an extremely complex affair due to the
political and economic risks involved. Yet astute handling of the elements of price
can give the organisation an advantage in terms of currency gains, but this should
not be the reason why organizations should get into foreign transactions.

3.4 PRICING IN INTERNATIONAL MARKET

Although the parameters and the process of pricing remain the same, new
dimensions are added to the pricing decision when a firm starts exploiting the
international markets.



International Pricing

NOTES

Self-Instructional
162 Material

When an organization enters a new market in the international marketing
arena, it opens itself to an absolutely new set of characteristics: Thus, as each
market stands out as a separate entity, this influences the parameters of pricing.

Moreover, a product’s position on its life cycle curve and the firm’s position
on its life cycle curve no longer remain sacred, adding, more complexities to the
pricing decision.

(i) Firm Life Cycle: In international marketing operation, a firm moves
from the export marketing stage to international marketing to multinational marketing
and finally graduating to global marketing.

At each stage, the position of the firm on its life cycle curve emphasizes the
influence it will bear on the pricing decision. The influence is likely to be felt in two
ways – the marketing process it adopts and the marketing goal the firm chooses.

(ii) Export Marketing: Export marketing represents an entry mode for a
firm, in its infancy, in international marketing, process. At this stage, the firm has
neither the requisite marketing experience nor the accompanying financial clout at
its disposal. As a result of these shortcomings, it cultivates large and organized
buyers and has little commitment to the market.

Moreover, such a firm has little or no control over the distribution and
promotion functions, owing to the above shortcomings. Therefore, price becomes
the only variable that remains controllable given the product. Such a firm, therefore,
uses price as its unique selling proposition.

As already pointed out, the second influence is on the marketing goals and
through it, the process of price settings. Because the firm is committed to large
buyers, it has little involvement with the market. Therefore, the goal of such firm is
short-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 vacillates between fixed or full cost pricing vs.
variable pricing.

3.5 OBJECTIVES OF INTERNATIONAL
PRICING

It is necessary that the marketing manager decide the objective of pricing before
actually setting price. According to experts, pricing objectives are the overall goals
that describe the role of price in an organization’s long-range plans. The objectives
help the marketing manager as guidelines to develop marketing strategies. The
following are the important pricing objectives.

(i) Market Penetration Objective
In the initial stages of entering the market, the entrepreneurs may set a relatively
low price. This is mainly to secure a large share of the market. In a highly price-
sensitive market, the businessman may continue to sell his products even without
profit. He is interested in growth rather than in making a profit. In the market
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penetration objective, the unit cost of production and distribution will decrease
when the volume of sales attain a particular target. In brief, market penetration
objective is an attempt to secure a large share of the market by deliberately setting
the low prices.

(ii) Market Skimming Objective

Market skimming is the process of utilizing the opportunities in the market to reap
the benefits of high sales, increased profits and low unit costs. Some of the
entrepreneurs study the buyer’s needs and try to provide the suitable goods, but
charge them high prices. This objective is realized in those markets where the
magnitude of competition is very low. The entrepreneurs, in this situation, make
profits over a short period. The market skimming objective would not be meaningful,
when the consumer refuses to purchase the goods at the prices fixed by the
producers. This pricing objective would be suitable in the markets where the
consumers feel that costly goods are of the superior quality.

(iii) Target Rate of Return Objective
Rate of return is normally measured in relation to investment and sales. The
producers enjoying some protection may prefer to earn a target rate on investment.
This would be possible where the entrepreneur enjoys a franchise or a monopolistic
situation. But in the long run, every businessman attempts to secure an adequate
return on investment through price setting. Mostly, middleman like wholesalers,
retailers, etc. will price their merchandise to earn a particular rate of return on
sales.

(iv) Price Stabilization Objective

Frequent changes in the prices of product will harm the long-term interests of the
companies. Hence, they aim at stabilization of prices. They do not exploit a short
supply position to earn the maximum. During the periods of good business, they
try to keep prices from rising and during the periods of depression, they keep
prices from falling too low. Thus, they take a long-term view in achieving price
stability.

(v) Market Share Objective

A company may either have the objective of maintaining the present market share
or increase its share depending upon its stature. Particularly, big business houses
adopt such pricing that it enables them to retain their market share. If they raise
their market share, they may draw the attention of the government and if they shed
their share, they may lose revenues. Contrary to this, small business houses are
found interested in raising their share in the market so as to reap the benefit of
large-scale production. In few cases, firms may sell the products even at a lower
cost to capture the market. However, such practice may lead to financial crisis. As
a matter of fact, this is an objective to be adopted by new firms cautiously.

(vi) Profit Maximization Objective

Profit maximization does not mean profiteering. There is nothing wrong in this
policy if practiced over the long run. As a matter of fact, many of the enterprises
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strive to maximize their profits. Maximization of profits should be on the total
output and not on a single item. In such case, consumers do not get dissatisfied
since a particular group is not called for paying a high price. While adopting this
pricing objective, the marketers should attempt to project their image in the market
through sales promotion techniques. The marketers should watch the reactions of
the consumers. Profit maximization through price hikes should be sparingly used.

(vii) Cash Flow Objective

One of the important objectives of pricing is to recover invested funds within a
stipulated period. Generally, you find lower prices for the cash sales and high
prices for the credit sales. But this pricing objective could be implemented with
good results only when the firm has monopoly in the market.

(viii) Product Line Promotion Objective
Product line means a group of products that are related either because they satisfy
similar needs of different market segments or because they satisfy different but
related needs of a given market segment. While framing the product line, the
marketer may also include such goods, which are not popular. The intention of the
marketer is to push through all the goods without any discrimination. Thus, the
ultimate objective is to increase the overall demand of the goods. In this pricing
objective, equal prices are adopted for the entire product line.

(ix) Survival Objective

Perpetual existence of the business over a period is the indication of the sound
financial position of the enterprise. All organizations will have to meet expected
and unexpected, initial and external economic losses. These enterprises have to
pool up the resources to meet all the contingencies through appropriate pricing
strategies. Price is use to increase sale volume to level up the ups and downs that
come to the organization.

3.6 FACTORS INFLUENCING OF
INTERNATIONAL PRICING DECISION

Two categories of factors – internal and external factors – influence the pricing
decisions of any enterprise. In each of these categories some may be economic
factors and some psychological factors, again some factors may be quantitative
and yet qualitative.

Internal Factors

The firm has certain objectives, long-term and immediate, in pricing. For example,
it has certain costs of manufacturing and marketing and it seeks to recover these
costs through the price. The firm is also seeking a particular public image through
its pricing policies. It may have a basic philosophy on pricing. The pricing decisions
of the firm have to be consistent with this philosophy. Pricing also has to be consistent
with the overall objectives of the firm. All these constitute the internal factors that
influence pricing. Moreover, pricing strategy has to fit into the overall marketing
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strategy. It cannot exist independently. In this sense, overall marketing strategy is
another internal factor that influences pricing.

Further, internal factors influence the price:
1. Corporate and marketing objectives of the firm.
2. The image sought by the firm through pricing.
3. The basic characteristics of the product.
4. The stage of the product on the product life cycle.
5. Price elasticity of demand of the product.
6. Use pattern and turn round rate of the product.
7. Costs of manufacturing and marketing.
8. Composition of the product line of the firm.

External Factors

In addition to all the internal forces mentioned above, any business firm has to
encounter a set of external factors while formulating its pricing strategy. In the first
place, the nature of the economy and the nature of competition have to be reckoned
with. The purchasing power of the consumer as well as consumer behaviour, in the
larger sense of the term, also has to be reckoned with. In countries, India, the state
exercises a lot of influence on price decisions in respect of a large variety of products.
It includes direct price controls through statutorily fixed maximum selling prices as
well as indirect pressures to hold the price line at certain levels. Such external
dimensions also have to be reckoned with while formulating the pricing decision.

Further, external factors influence the price:
1. Market characteristics.
2. Buyer behavior in respect of the particular product.
3. Extent of bargaining power of major customers.
4. Competitor’s pricing policy.
5. Government controls regulation or pressures on pricing.
6. Other relevant legal aspects.
7. Societal considerations.
8. Understanding, if any, reached with price cartels.

3.7 TRANSFER PRICING

Transfer prices are significant for both taxpayers and tax administrations because
they determine in large part the income and expenses, and therefore taxable profits,
of associated enterprises in different tax jurisdictions.

Over 60 governments have adopted transfer pricing rules. Transfer pricing
rules in most countries are based on what is referred to as the “arm’s length principle”,
i.e., to establish transfer prices based on analysis of pricing in comparable
transactions between two or more unrelated parties dealing at arm’s length. The
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OECD has published guidelines based on the arm’s length principle, which are
followed, in whole or in part, by many of its member countries in adopting rules.
The United States and Canadian rules are similar in many respects to the OECD
guidelines, with certain points of material difference. A few countries, such as
Brazil and Kazakhstan, follow rules that are materially different overall.

The rules of nearly all countries permit related parties to set prices in any
manner, but permit the tax authorities to adjust those prices where the prices
charged are outside an arm’s length range. Rules are generally provided for
determining what constitutes such arm’s length prices, and how any analysis should
proceed. Prices actually charged are compared to prices or measures of profitability
for unrelated transactions and parties. The rules generally require that market level,
functions, risks, and terms of sale of unrelated party transactions or activities be
reasonably comparable to such items with respect to the related party transactions
or profitability being tested.

Most systems allow use of multiple methods, where appropriate and
supported by reliable data, to test related party prices. Among the commonly
used methods are comparable uncontrolled prices, cost plus, resale price or
markup, and profitability based methods. Many systems differentiate methods of
testing goods from those for services or use of property due to inherent differences
in business aspects of such broad types of transactions. Some systems provide
mechanisms for sharing or allocation of costs of acquiring assets (including intangible
assets) among related parties in a manner designed to reduce tax controversy.

Most tax treaties and many tax systems provide mechanisms for resolving
disputes among taxpayers and governments in a manner designed to reduce the
potential for double taxation. Many systems also permit advance agreement between
taxpayers and one or more governments regarding mechanisms for setting related
party prices.

Many systems impose penalties where the tax authority has adjusted related
party prices. Some tax systems provide that taxpayers may avoid such penalties
by preparing documentation in advance regarding prices charged between the
taxpayer and related parties. Some systems require that such documentation be
prepared in advance in all countries.

3.7.1 Meaning of Transfer Pricing
Transfer pricing refers to the setting, analysis, documentation, and adjustment of
charges made between related parties for goods, services, or use of property
(including intangible property). Transfer prices among components of an enterprise
may be used to reflect allocation of resources among such components, or for
other purposes.

3.7.2 Objectives of Transfer Pricing
The objectives of transfer pricing are as follows:

1. Maximizing overall after-tax profits.
2. Reducing incident of customs duty payments
3. Circumventing the quota restrictions (in value terms) on imports.
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4. Reducing exchange exposure, circumventing exchange controls and
restricting profit repatriation so that transfer firms affiliates to the parent
can be maximized.

5. Transferring of funds in locations so as to suit corporate working capital
policies.

6. ‘Window dressing’ operations to improve the apparent (i.e., reported)
financial position of an affiliate so as to enhance its credit ratings.

3.7.3 Types of Transfer Pricing Methods
Some important types of transfer pricing methods used in International Marketing
are as follows:

Fig. 3.2: Types of Transfer Pricing Methods

1. Transfer at Cost

Companies using the transfer-at-cost approach recognize that sales by international
affiliates contribute to corporate profitability by generating scale economies in
domestic manufacturing operations. This approach assumes lower costs lead to
better affiliate performance, which ultimately benefits the entire organisation.

The transfer-at-cost method helps keep duties at a minimum. Companies
using this approach have no profit expectation on transfer sales; rather, the
expectation is that the affiliate will generate the profit by subsequent resale.

2. Cost-plus Pricing

Companies that follow the cost-plus pricing method are taking the position that
profit must be shown for any product or service at every stage of movement
through the corporate system. While cost-plus pricing may result in a price that is
completely unrelated to competitive or demand conditions in international markets,
many exporters use this approach successfully.

1. Transfer at Cost

2. Cost-plus Pricing

3. Market-based Transfer Price

4. “Arm’s Length” Transfer Pricing

5. Tax Regulations and Transfer Prices

Types of Transfer Pricing Methods
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3. Market-based Transfer Price

A market-based transfer price is derived from the price required to be competitive
in the international market. The constraint on this price is cost. However, there is
a considerable degree of variation in how costs are defined. Since costs generally
decline with volume, a decision must be made regarding whether to price on the
basis of current or planned volume levels. To use market-based transfer prices to
enter a new market that is too small to support local manufacturing, third-country
sourcing may be required. This enables a company to establish its name or franchise
in the market without investing in bricks and mortar.

4. “Arm’s Length” Transfer Pricing

The price that would have been reached by unrelated parties in a similar transaction
is referred to as “arm’s length” transfer pricing. This approach requires identifying
an arm’s length price, which may be difficult to do except in the case of commodity-
type products. The arm’s length price can be a useful target if it is viewed not as a
single point but rather as a range of prices. The important thing to remember is that
pricing at arm’s length in differentiated products results not in pre-determinable
specific prices but in prices that fall within a pre-determinable range.

5. Tax Regulations and Transfer Prices

Since the global corporation conducts business in a world characterized by different
corporate tax rates, there is an incentive to maximize system income in countries
with the lowest tax rates and to minimize income in high-tax countries. Governments,
naturally, are well aware of this. In recent years, many governments have tried to
maximize national tax revenues by examining company returns and mandating
reallocation of income and expenses.

3.7.4 Transfer Pricing in Multinational Companies
The creation of foreign subsidiaries and bases of operation for cross-border flow
of products, services, trademarks, funding and technology is having a significant
impact on the issue of transfer pricing in today’s international business scenario.
The transfer pricing problem for multinationals is of great significance. There are
different income tax rates in different countries. So, it becomes desirable from the
viewpoint of overall corporate strategy to show higher profits in low-tax countries
and lower profits in high-tax countries. One way to do so is through transfer
prices. There are two basic issues relating to transfer prices in case of multinational
companies having divisions in different countries:

1. Income Tax Rates

Multinational companies always consider domestic and foreign income tax rates
while setting transfer prices. For instance, suppose an Indian company based in
India has a division in Australia. The Indian division manufactures a component
which is transferred to Australian division for assembly and sale of the final product.
Assume, the income tax rate in India is higher than the income tax rate in Australia.
The different income tax rates will influence the transfer price for the component.
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Suppose, the management of the company sets a lower transfer price for
the component, this will result in lower profits for the Indian division because
transfer prices become revenue for this Indian division. However, the lower transfer
prices will produce high income for the Australian division because transfer prices
will be cost for the Australian division.

Since the tax rate is lower in Australia, the overall company will save on
income tax. The company, by setting a low transfer price, tends to shift a portion
of its income to a country having lower tax rate. In some countries, there are
regulations and laws prohibiting such transfer pricing practices.

2. Import Duties

Transfer pricing policies followed by multinational companies are affected by import
duties or tariffs. These are the fees charged to an importer generally on the basis of
the reported value of the goods being imported. Consider the above example
again of a multination firm with divisions in India and Australia.

If Australia imposes an import duty on goods transferred in from the Indian
division, the company has an incentive to set a relatively low transfer price on the
transferred goods. This will reduce the duty to be paid and maximize the overall
profit for the company as a whole. Like income taxes, countries sometimes make
laws to restrict multinational firms’ flexibility in setting transfer prices to minimize
import duties payable by them.

3.8 DUMPING

Dumping is the act of charging a lower price for a good in a foreign market than
one charge for the same good in a domestic market. This is often referred to as
selling at less than “fair value”.

Dumping can force established domestic producers out of a market and
lead to monopolistic positions by the exporting nation. For example, a glut of
Chinese garlic exports in the mid-2000s forced many North American producers
to switch crops and leave the market. When the price of Chinese garlic soared in
2009, the shuttered North American businesses were unable to quickly re-enter
the local market due to barriers to entry.

A standard technical definition of dumping is the act of charging a lower
price for a good in a foreign market than one charge for the same good in a
domestic market. This is often referred to as selling at less than “fair value”. Under
the World Trade Organization (WTO) Agreement, dumping is condemned (but is
not prohibited) if it causes or threatens to cause material injury to a domestic
industry in the importing country.

The term has a negative connotation as advocates of free markets see
“dumping” as a form of protectionism. Furthermore, advocates for workers and
laborers believe that safeguarding businesses against predatory practices, such as
dumping, help alleviate some of the harsher consequences of such practices between
economies at different stages of development (see protectionism). The Bolkestein
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directive, e.g., was accused in Europe of being a form of “social dumping”, as it
favored competition between workers, as exemplified by the Polish Plumber
stereotype. While there are very few examples of a national scale dumping that
succeeded in producing a national-level monopoly, there are several examples of
dumping that produced a monopoly in regional markets for certain industries. Ron
Chenow points to the example of regional oil monopolies in Titan: The Life of John
D. Rockefeller, Sr. where Rockefeller receives a message from Colonel Thompson
outlining an approved strategy where oil in one market, Cincinnati, would be sold
at or below cost to drive competition’s profits down and force them to exit the
market. In another area where other independent businesses were already driven
out, namely in Chicago, prices would be increased by a quarter.

3.8.1 Meaning of Dumping
Dumping is an international price discrimination in which an exporter firm sells a
portion of its output in a foreign market at a very low price and the remaining
output at a high price in the home market.

3.8.2 Definitions of Dumping
According to Haberler, “Dumping is the sale of goods abroad at a price which is
lower than the selling price of the same goods at the same time and in the same
circumstances at home, taking account of differences in transport costs”.

According to Viner, “Dumping is price discrimination between two markets
in which the monopolist sells a portion of his produced product at a low price and
the remaining part at a high price in the domestic market.”

3.8.3 Objectives of Dumping
The main objectives of dumping are as follows:

Fig. 3.3: Objectives of Dumping

1. To Find a Place in the Foreign Market

A monopolist resorts to dumping in order to find a place or to continue himself in
the foreign market. Due to perfect competition in the foreign market, he lowers

1. To find a place in the foreign market

2. To sell surplus commodity

3. Expansion of industry

4. New trade relations

Objectives of Dumping
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the price of his commodity in comparison to the other competitors so that the
demand for his commonly may increase. For this, he often sells his commodity by
incurring loss in the foreign market.

2. To Sell Surplus Commodity

When there is excessive production of a monopolist’s commodity and he is not
able to sell in the domestic market, he wants to sell the surplus at a very low price
in the foreign market. But it happens occasionally.

3. Expansion of Industry
A monopolist also resorts to dumping for the expansion of his industry. When he
expands it, he receives both internal and external economies which lead to the
application of the law of increasing returns. Consequently, the cost of production
of his commodity is reduced and by selling more quantity of his commodity at a
lower price in the foreign market, he earns larger profit.

4. New Trade Relations

The monopolist practices dumping in order to develop new trade relations abroad.
For this, he sells his commodity at a low price in the foreign market, thereby
establishing new market relations with those countries. As a result, the monopolist
increases his production, lowers his costs and earns more profit.

3.8.4 Types of Dumping
Dumping can be classified in the following three ways:

1. Sporadic or Intermittent Dumping
It is adopted under exceptional or unforeseen circumstances when the domestic
production of the commodity is more than the target or there are unsold stocks of
the commodity even after sales. In such a situation, the producer sells the unsold
stocks at a low price in the foreign market without reducing the domestic price.

This is possible only if the foreign demand for his commodity is elastic and
the producer is a monopolist in the domestic market. His aim may be to identify his
commodity in a new market or to establish himself in a foreign market to drive out
a competitor from a foreign market. In this type of dumping, the producer sells his
commodity in a foreign country at a price which covers his variable costs and
some current fixed costs m order to reduce his loss.

2. Persistent Dumping
When a monopolist continuously sells a portion of his commodity at a high price in
the domestic market and the remaining output at a low price in the foreign market,
it is called persistent dumping. This is possible only if the domestic demand for that
commodity is less elastic and the foreign demand is highly elastic. When costs fall
continuously along with increasing production, the producer does not lower the
price of the product more in the domestic market because the home demand is
less elastic.
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However, he keeps a low price in the foreign market because the demand
is highly elastic there. Thus, he earns more profit by selling more quantity of the
commodity in the foreign market. As a result, the domestic consumers also benefit
from it because the price they are required to pay is less than in the absence of
dumping.

3. Predatory Dumping
The predatory dumping is one in which a monopolist firm sells its commodity at a
very low price or at a loss in the foreign market in order to drive out some
competitors. But when the competition ends, it raises the price of the commodity
m the foreign market. Thus, the firm covers loss and if the demand in the foreign
market is less elastic, its profit may be more.

3.9 INTERNATIONAL PRICING PROCESS

The task of determining prices in international marketing is a complex one. It is
complicated by fluctuating exchange rates which may bear only limited relationship
to underlying cost. So, global marketers should follow appropriate steps to
determine export price. The steps involved in pricing are:

Fig. 3.4: International Pricing Process

Step - 1: Determining Pricing Objectives
Pricing is a means to achieve certain marketing objectives. An overall goal should
aim at contributing to the company’s sales and profit objectives. However, the
other pricing objectives may include market penetration, market skimming, market
share, preventing entry of competitors, early recoupment of investment, profit
maximization, etc.

Step - 1: Determining pricing objectives

Step - 2: Analyzing market characteristics

Step - 3: Calculating cost

Step - 4: Estimating the value of incentives

Step - 5: Determining export price

International Pricing Process
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Generally, consumers do not object to price. Pricing may be based on any
objective depending upon the conditions of the marketer. But what they actually
object to is the inconsistent relationship between the price charged for the product
and its perceived value.

Step - 2: Analyzing Market Characteristics
The firm’s pricing objective must be consistent with the nature and characteristics
of markets. The characteristics, competitive conditions and the paying capacity of
different markets differ from each other. The international marketer should study
the market to determine the prices to be charged. He should find out what the
market can afford to pay. The upper limit is set by what the market can afford to
pay. The marketer should consider other factors related to the price. The margins
of various middlemen, import duty, internal taxes, insurance cost and transport
cost, etc. should also be covered by the price.

Step - 3: Calculating Cost
A careful analysis of cost is necessary for determining export prices. There is a
variety of costs to exports. Direct production costs include material, labor and
other expenses required to manufacture the goods. Materials, labor and the
expenses which are indirectly involved in producing the goods constitute production
overheads. Market and distribution costs are incurred for getting orders, handling
orders, packing the goods and sending them to customers.

Apart from these routine costs, special packaging and handling, credit and
collection, documentation for export transactions involve costs. Those costs which
are directly incurred for export purposes should necessarily be realized from the
price.

Step - 4: Estimating the Value of Incentives

The value of incentives available to the exporter should be deducted from the total
cost incurred for the export order. An exporter can claim several incentives in the
form of duty drawback, cash compensatory support, and replenishment license or
Exim scrip, premium on the foreign exchange and income tax benefits. These
incentives reduce the cost of exporter.

Step - 5: Determining Export Price

The costs as enumerated above give the lower limit for export pricing. The estimates
of the cost should be compared against the market price. Then the company should
determine whether export at the estimated market price is feasible. The excess of
market price over total costs gives profit to the exporter.

Check Your Progress

1. Discuss in details about International Pricing.
2. Explain in brief about factors influencing International Price.
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3.10 INTERNATIONAL PRICING METHODS

The important methods of pricing in international marketing:

1. Cost-plus Method

Under cost-plus method, the price of the product is ascertained by adding the
margin of profit, to the total cost of the product. In such a case, the exporter is
able to decide the amount of margin he would like to take and can thus accordingly
fix the price of the product.

Costs include all the fixed and variable costs including all the special costs
incurred in international trade such as special packing, marketing, labeling,
transportation, insurance handling, duties, taxes, etc. This method may result in
high prices for the end-users. This policy is followed in these cases where the
exporter has monopoly over the product. This pricing method is quite suitable in
case of specialized industrial machines or in the case of project exports. As a
result, this method is not very common.

2. Marginal Cost Pricing

Marginal cost pricing method is a variation of cost-plus method. In case of cost-
plus method, cost includes all the fixed and variable costs under marginal cost
pricing, price is determined by adding a certain percentage of margins to the marginal
cost. Marginal cost refers to the amount by which total costs are changed if the
volume of output of a product is changed by one unit. It means marginal cost is
additional variable cost.

Thus, marginal costing is an accounting technique which determines the
marginal cost on the basis of additional variable costs. This technique can be
applied in those cases when the fixed costs are already fully recovered on the
current volume of output and a decision is to be taken regarding pricing of the
additional production.

The firm can increase its profits by selling goods at a price which is at least
equal to the additional cost incurred in its production. The advantage is that when
the order to supply additional quality is accepted, it would result in increase in the
capacity utilization and there would be economies of large-scale production.

This would lead to reduction in the variable costs. The benefit of this reduction
would be available for the entire production and not just confined to the additional
quantity of output.

3. Differential Pricing

Differential or discriminatory pricing means charging what the traffic will bear, i.e.,
charging different prices from different customers according to their ability to pay.
The manufacturers generally try to differentiate the product prices for the same
product by slightly differentiating the features of the product.

4. Probe Pricing
A new entrant to a foreign market, who may not have full knowledge of the market
and the nature and strength of competition, tries to probe the prospective market
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by quoting price approximation relating to sales volume and value. Concessions
on invoice price may be offered to attract the customer. Cost-plus profit and
competitor’s prices usually constitute the parameters of probe pricing.

5. Penetration Pricing

Under this pricing policy, prices are fixed below the competitive level to obtain a
larger share of the market and to develop popularity of the brand. Unlike skimming
price policy, it facilitates higher volume of sales even during the initial stages of a
product’s life cycle. This policy helps in developing the brand preference and is
useful in marketing the products which are expected to have a steady long-term
market. Penetration pricing is an aggressive pricing strategy which results in lower
profits or even losses during the initial stages. But once the product is established
in the market, profit level goes up because of economies of large scale production.

6. Skimming Pricing
Under high pricing policy, higher prices are charged during the initial stage of the
introduction of a new product. The manufacturer fixes, higher price of his product
in order to recover his initial investment quickly. This type of pricing is resorted to
by an exporter who has gained a strong foothold (a near monopoly position), in a
foreign market and has acquired a highly competitive position with an image of a
dependable supplier of quality product.

With the help of a well-thoughtout promotion program, emphasizing the
value derivable from the product, higher price may be charged to maximize gain.
Vanity items or items that involve high research development expenditure for
manufacturing and marketing or items that are unique to a particular company or
country which cannot be easily copied by competitors are amenable to skimming
pricing.

7. Competitive Pricing

In international marketing, a watchful and seasoned marketer always keeps track
of the prices quoted by competitors. He tries to adjust and adapt his prices to
remain in the market. This type of pricing is known as competitive pricing. This
policy is used when the market is highly competitive and the product is not
differentiated significantly.

3.11 INTERNATIONAL PRICE QUOTATION AND
PAYMENTS CONDITIONS

Terms of sales refer to the conditions and basis of trade transactions. The basic
terms of sales are decided in advance between the buyers and the sellers as a part
of sales contract. In export trade, the pricing decision is very important which
should be clearly settled between the parties of the sales contract. A price quote is
a document or verbal communication that gives a fixed price for a project. A quote
is given to a potential buyer from a supplier and is also known as a “quotation” or
simply a “quote.” More broadly, you may have to look at different ways of
calculating the costs you use to set prices. Many new exporters use a traditional
cost-plus method, which may escalate prices into the uncompetitive range. Marginal
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cost pricing which considers the direct out-of-pocket expenses of producing and
selling products for export as a floor beneath which prices cannot be set without
incurring a loss, is a more competitive pricing method for market entry.

3.12 DIFFERENT TYPES OF QUOTATIONS IN
INTERNATIONAL TRADE

The most important types of prices that are often quoted in the international trade
are as follows:

Fig. 3.5: Different Types of Quotations in International Trade

1. Loco Price: This is the price of the goods are available at the godown
of the seller. In the course of shipment, whatever be the expenses, all
will have to be borne by the importer.

2. On-the-spot Price: This term is used for the price of goods that will be
charged for ready delivery of the goods.

1. Loco Price

2. On-the-spot Price

3. At-station Price

4. Free on Rail

5. Free along Ship (F.A.S.) Price

6. Free on Board (F.O.B.) Price

7. Cost and Freight (C&F) Price

8. Cost, Insurance and Freight (C.I.F.) Price

9. Ex-ship Price

10. Franco Price

Different Types of Quotations in
International Trade
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3. At-station Price: When the seller takes up himself the responsibility of
sending goods to the railway station of his city, it is called At-station
Price. But, the loading expenses and railway freight, etc. are to be paid
by the buyer.

4. Free on Rail (F.O.R.) Price: When the responsibility of sending the
goods to the railway station and of loading is taken by the seller, it is
called F.O.R. price. Freight is to be paid by the buyer.

5. Free along Ship (F.A.S.) Price: This price includes expenses upto
the despatch of goods to the sea port. This F.A.S. price includes cost of
goods, packing, marking, dock charges and the commission of
forwarding agent.

6. Free on Board (F.O.B.) Price: When the seller takes upon himself
the responsibility of sending the goods to the sea port and also of loading,
it is called F.O.B. price.

7. Cost and Freight (C&F) Price: This price includes apart from the
above expenses, the freight of the ship also. Insurance premium is not
included in this price.

8. Cost, Insurance and Freight (C.I.F.) Price: This price includes all
the expenses upto the shipment of the goods from the port of shipper;
the importer has to receive all the delivery of the goods in his country.

9. Ex-ship Price: This price includes besides the cost of goods the
expenses of reaching the goods up to the port of the buyer’s country. In
other words, marine insurance and other expenses connected with
shipment have to be borne by the seller.

10. Franco Price: Franco means free from all expenses. Under this price,
all the possible expenses in transit are to be borne by the seller and the
seller has to supply goods at the factory of the buyer. Therefore, the
expenses in the country of the buyer will have to be borne by the seller
of the goods.

In foreign trade, generally, such prices are not quoted, because the seller
does not have an idea about the local expenses in the country of the importer.

3.13 INTERNATIONAL PAYMENTS
CONDITIONS

In order to become successful in today’s global marketplace, exporters should
provide their customers with appealing sales terms supported by suitable payment
methods. The ultimate goal is getting paid in full and on-time for each export sale.
An applicable payment method must be chosen carefully to reduce the payment
risk while also fulfilling the needs of the buyer.

There are a variety of ways that payments can be made, including a different
level risk for collection. We will try to explain these methods from most secure to
least secure for exporters. International Payments Conditions includes the following
options:
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1. Cash-in-Advance

Cash-in-advance payment terms can help an exporter avoid credit risks, because
payment is received upfront before the ownership of the goods is transferred. For
international sales, wire transfers and credit cards are the most common used
cash-in-advance options available for importers. This presents the least risk to a
seller while having the most risk to the buyer.

However, requiring payment in advance is the least favorite option for the
buyer, because it generates an unfavorable cash flow. Especially when traders do
not know each other, buyers are concerned that the goods may not be sent if
payment is made in advance. Also, exporters who insist on this payment method
as their sole manner of doing business may lose to competitors who offer more
attractive payment terms.

2. Letters of Credit

A letter of credit, or “credit letter” is one of the most secure payment methods
available to international traders. It is a letter from a bank guaranteeing that a
buyer’s payment to a seller will be received on time and for the correct amount
and it is one of the most secure payment methods available to international traders.
The buyer sets up credit and pays his or her bank for this service. A Letter of
Credit is useful when well-founded credit information about a foreign buyer does
not exist or is difficult to secure, but the exporter is satisfied with the creditworthiness
of the buyer’s foreign bank. A Letter of Credit also protects the buyer as they do
not need to make a payment until the goods have been shipped as promised.

3. Documentary Collections

In a documentary collection process, the seller instructs their bank to forward
documents related to the export of goods to a buyer’s bank with an instruction to
present these documents to the buyer for payment, pointing when and on what
circumstances these documents can be released to the buyer. Funds are received
from the importer and transferred to the exporter through the banks involved in
the collection in exchange for those documents. Documentary Collections involve
using a draft that requires the importer to pay the face amount either at sight
(document against payment) or on a specified date (document against acceptance).
The collection letter gives instructions that specify the documents required for the
transfer of title to the goods.

Although banks do act as facilitators for their clients, Documentary
Collections offer no verification process and limited recourse in the event of non-
payment. They do not provide the same level of security as Letters of Credit, but,
as a result, the costs are lower. Unlike Letters of Credit, for a Documentary
Collection, the bank acts as a channel for the documents but does not issue any
payment covenants (does not guarantee payment). The bank that has received a
Documentary Collection may debit the buyer’s account and make payment only if
authorized by the buyer.
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4. Open Account

An open account transaction is a sale where the goods are shipped and delivered
before payment is due, which in international sales is typically in 30, 60 or 90
days. Obviously, this method is based on the trustworthiness between the two
parties and this is one of the most advantageous options to the importer in terms of
cash flow and cost, but is consequently one of the highest risk options for an
exporter.

Because of high competition in export markets, foreign buyers often press
exporters for open account terms since the extension of credit by the seller to the
buyer is more common abroad. Therefore, exporters who are not willing to extend
credit may lose a sale to their competitors. Exporters can offer competitive open
account terms while substantially mitigating the risk of non-payment by using one
or more of the appropriate trade finance techniques covered later in this guide.
When exporters offer open account terms, they can also use export credit insurance
for extra protection.

5. Consignment

Consignment is another method of an open account in which payment is sent to
the exporter only after the goods are sold by the foreign distributor to the end
customer. An international consignment transaction is based on a contractual
arrangement in which the foreign distributor receives, manages, and sells the goods
for the exporter who retains title to the goods until they are sold. Clearly, exporting
on consignment contains high risks as the exporter may not receive any payment
and its goods are in a foreign country in the hands of an independent distributor or
agent.

Consignment increases the chances of exporters to become more competitive
on the basis of better availability and faster delivery of goods. Selling on consignment
can also help exporters reduce the direct costs of storing and managing inventory.
The key to success in exporting on consignment is to partner with a reputable and
trustworthy foreign distributor or a third-party logistics provider. Appropriate
insurance should be in place to cover consigned goods in transit or in possession
of a foreign distributor as well as to mitigate the risk of non-payment.

Check Your Progress

3. Discuss various international pricing methods.
4. Explain in brief about International Price Quotation.

3.14 ANSWERS TO ‘CHECK YOUR PROGRESS’

1. International pricing refers to the equilibrium product price that results from
international trade. When a firm determines its pricing strategy, it can choose
between a static or flexible policy. A static policy consists of taking the
domestic price and adding on charges for freight, packaging, insurance,
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and other factors. Any charges applicable to the product after it has left the
country of origin are added and that total becomes the selling price in the
foreign market. Pricing products or services in international marketing is
not an easy decision. Price is a function of cost and the foreign exchange
rate is an important determinant of a company’s cost of production. When
borrowing capital to do business, the cost of that capital can be very influential
in the price decision.

2. (i) Corporate and marketing objectives of the firm.
(ii) The image sought by the firm through pricing.
(iii) The basic characteristics of the product.
(iv) The stage of the product on the product life cycle.
(v) Price elasticity of demand of the product.

3. (i) Cost-plus Method: Under cost-plus method, the price of the product
is ascertained by adding the margin of profit, to the total cost of the
product. In such a case, the exporter is able to decide the amount of
margin he would like to take and can thus accordingly fix the price of
the product.

(ii) Marginal Cost Pricing: Marginal cost pricing method is a variation
of cost-plus method. In case of cost-plus method, cost includes all
the fixed and variable costs under marginal cost pricing, price is
determined by adding a certain percentage of margins to the marginal
cost. Marginal cost refers to the amount by which total costs are
changed if the volume of output of a product is changed by one unit.
It means marginal cost is additional variable cost.

(iii) Differential Pricing: Differential or discriminatory pricing means
charging what the traffic will bear, i.e., charging different prices from
different customers according to their ability to pay. The manufacturers
generally try to differentiate the product prices for the same product
by slightly differentiating the features of the product.

4. (i) Loco Price: This is the price of the goods are available at the godown
of the seller. In the course of shipment, whatever be the expenses, all
will have to be borne by the importer.

(ii) On-the-spot Price: This term is used for the price of goods that will
be charged for ready delivery of the goods.

(iii) At-station Price: When the seller takes up himself the responsibility
of sending goods to the railway station of his city, it is called At-
station Price. But, the loading expenses and railway freight, etc. are
to be paid by the buyer.

(iv) Free on Rail (F.O.R.) Price: When the responsibility of sending
the goods to the railway station and of loading is taken by the seller,
it is called F.O.R. price. Freight is to be paid by the buyer.
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3.15 SUMMARY

Pricing is the method of determining the value a producer will get in the
exchange of goods and services. Pricing method is used to set the price
of producer’s offerings relevant to both the producer and the customer.
This is the decision-making process that goes into establishing a value for
a product or service. There are many different strategies that a business
can use when setting prices, but they are all a form of pricing. The price
that is set during the pricing process is what the customer will pay for that
product or service.
International pricing refers to the equilibrium product price that results from
international trade. When a firm determines its pricing strategy, it can choose
between a static or flexible policy. A static policy consists of taking the
domestic price and adding on charges for freight, packaging, insurance and
other factors. Any charges applicable to the product after it has left the
country of origin are added and that total becomes the selling price in the
foreign market.
Transfer pricing refers to the setting, analysis, documentation, and adjustment
of charges made between related parties for goods, services or use of
property (including intangible property). Transfer prices among components
of an enterprise may be used to reflect allocation of resources among such
components, or for other purposes.
Companies that follow the cost-plus pricing method are taking the position
that profit must be shown for any product or service at every stage of
movement through the corporate system. While cost-plus pricing may
result in a price that is completely unrelated to competitive or demand
conditions in international markets, many exporters use this approach
successfully.
Dumping is an international price discrimination in which an exporter firm
sells a portion of its output in a foreign market at a very low price and the
remaining output at a high price in the home market. Intermittent Dumping is
adopted under exceptional or unforeseen circumstances when the domestic
production of the commodity is more than the target or there are unsold
stocks of the commodity even after sales. In such a situation, the producer
sells the unsold stocks at a low price in the foreign market without reducing
the domestic price.
In international marketing, a watchful and seasoned marketer always keeps
track of the prices quoted by competitors. He tries to adjust and adapt his
prices to remain in the market. This type of pricing is known as competitive
pricing. This policy is used when the market is highly competitive and the
product is not differentiated significantly.
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3.16 KEY TERMS

Pricing: Pricing is the method of determining the value a producer will get
in the exchange of goods and services. Pricing method is used to set the
price of producer’s offerings relevant to both the producer and the customer.
This is the decision-making process that goes into establishing a value for a
product or service. There are many different strategies that a business can
use when setting prices, but they are all a form of pricing. The price that is
set during the pricing process is what the customer will pay for that product
or service.
International Pricing: International pricing refers to the equilibrium product
price that results from international trade. When a firm determines its pricing
strategy, it can choose between a static or flexible policy. A static policy
consists of taking the domestic price and adding on charges for freight,
packaging, insurance and other factors. Any charges applicable to the
product after it has left the country of origin are added and that total becomes
the selling price in the foreign market.
Transfer Pricing: Transfer pricing refers to the setting, analysis,
documentation, and adjustment of charges made between related parties
for goods, services, or use of property (including intangible property).
Transfer prices among components of an enterprise may be used to reflect
allocation of resources among such components, or for other purposes.
Transfer at Cost: Companies using the transfer-at-cost approach recognize
that sales by international affiliates contribute to corporate profitability by
generating scale economies in domestic manufacturing operations. This
approach assumes lower costs lead to better affiliate performance, which
ultimately benefits the entire organisation.
Cost-plus Pricing: Companies that follow the cost-plus pricing method
are taking the position that profit must be shown for any product or service
at every stage of movement through the corporate system. While cost-plus
pricing may result in a price that is completely unrelated to competitive or
demand conditions in international markets, many exporters use this
approach successfully.
Market-based Transfer Price: A market-based transfer price is derived
from the price required to be competitive in the international market. The
constraint on this price is cost. However, there is a considerable degree of
variation in how costs are defined. Since costs generally decline with volume,
a decision must be made regarding whether to price on the basis of current
or planned volume levels.
“Arm’s Length” Transfer Pricing: The price that would have been
reached by unrelated parties in a similar transaction is referred to as “arm’s
length” transfer pricing. This approach requires identifying an arm’s length
price, which may be difficult to do except in the case of commodity-type
products. The arm’s length price can be a useful target if it is viewed not as
a single point but rather as a range of prices.
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Tax Regulations and Transfer Prices: Since the global corporation
conducts business in a world characterized by different corporate tax rates,
there is an incentive to maximize system income in countries with the lowest
tax rates and to minimize income in high-tax countries.
Dumping: Dumping is an international price discrimination in which an
exporter firm sells a portion of its output in a foreign market at a very low
price and the remaining output at a high price in the home market.
Intermittent Dumping: It is adopted under exceptional or unforeseen
circumstances when the domestic production of the commodity is more
than the target or there are unsold stocks of the commodity even after sales.
In such a situation, the producer sells the unsold stocks at a low price in the
foreign market without reducing the domestic price.
Persistent Dumping: When a monopolist continuously sells a portion of
his commodity at a high price in the domestic market and the remaining
output at a low price in the foreign market, it is called persistent dumping.
This is possible only if the domestic demand for that commodity is less
elastic and the foreign demand is highly elastic.
Predatory Dumping: The predatory dumping is one in which a monopolist
firm sells its commodity at a very low price or at a loss in the foreign market
in order to drive out some competitors. But when the competition ends, it
raises the price of the commodity m the foreign market.
Penetration Pricing: Under this pricing policy, prices are fixed below the
competitive level to obtain a larger share of the market and to develop
popularity of the brand. Unlike skimming price policy, it facilitates higher
volume of sales even during the initial stages of a product’s life cycles.
Skimming Pricing: Under high pricing policy, higher prices are charged
during the initial stage of the introduction of a new product. The manufacturer
fixes, higher price of his product in order to recover his initial investment
quickly. This type of pricing is resorted to by an exporter who has gained a
strong foothold (a near monopoly position), in a foreign market and has
acquired a highly competitive position with an image of a dependable supplier
of quality product.
Competitive Pricing: In international marketing, a watchful and seasoned
marketer always keeps track of the prices quoted by competitors. He tries
to adjust and adapt his prices to remain in the market. This type of pricing is
known as competitive pricing. This policy is used when the market is highly
competitive and the product is not differentiated significantly.

3.17 SELF-ASSESSMENT QUESTIONS AND
EXERCISES

Short Answer Questions
1. Give the meaning of Pricing.
2. Define the term Pricing.
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3. What is International Pricing?
4. Give the meaning of Transfer Pricing.
5. What is Dumping?
6. What is International Price Quotation?
7. Define the term International Trade.
8. What is International Payment?

Long Answer Questions
1. Explain the objectives of Pricing.
2. Discuss the Pricing Strategies in Marketing.
3. Discuss the concept of International Pricing.
4. Explain in brief about pricing in International Market.
5. Discuss the objectives of International Pricing.
6. Explain various factor Influencing of International Pricing Decision.
7. Explain the objectives of Transfer Pricing.
8. Discuss various types of Transfer Pricing Methods.
9. Explain about transfer pricing in Multinational Companies.

10. Discuss various types of Dumping.
11. Explain various steps in International Pricing Process.
12. Discuss various International Pricing Methods.
13. Discuss about International Price Quotation.
14. Explain about International Payments Conditions.
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4.0 INTRODUCTION

International distribution channel is that path which includes all individuals and
institutions around the world which work to make goods reach the consumers
from producers without interruption. Distribution plays an important role in the
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implementation of the international marketing program as it enable the products
and services to reach the ultimate customer. Indirect Distribution channels are
further classified based on whether the international marketer makes use of domestic
intermediaries.

4.1 OBJECTIVES

After going through this unit, you will be able to:
Describe about International Distribution Channels.
Explain about Logistics Decisions.
Discuss in brief about selection and appointment of Foreign Sales Agent.

4.2 DISTRIBUTION CHANNELS

Distribution decisions focus on establishing a system that, at its basic level, allows
customers to gain access and purchase a marketer’s product. However, marketers
may find that getting to the point at which a customer can acquire a product is
complicated, time-consuming and expensive. The bottomline is a marketer’s
distribution system must be both effective, i.e., delivers a good or service to the
right place, in the right amount, in the right condition and efficient, i.e., delivers at
the right time and for the right cost. Distribution decisions are relevant for nearly all
types of products. While it is easy to see how distribution decisions impact physical
goods such as laundry detergent or truck parts, distribution is equally important
for digital goods, e.g., television programming, downloadable music and services,
e.g., income tax services. In fact, while the Internet is playing a major role in
changing product distribution and is perceived to offer more opportunities for
reaching customers, online marketers still face the same distribution issues and
obstacles as those faced by offline marketers.

4.2.1 Meaning of Distribution Channels
Distribution channel represents a chain of businesses or intermediaries through
which the final buyer purchases a good or service. Distribution channels include
wholesalers, retailers, distributors and the Internet. In a direct distribution channel,
the manufacturer sells directly to the consumer.

4.2.2 Definitions of Distribution Channels
According to Philip Kotler, “Every producer seeks to link together the set of
marketing intermediaries that best fulfill the firm’s objectives. This set of marketing
intermediaries is called the marketing channel.”

According to Richard Buskirk, “Distribution channels are the systems of
economic institutions through which a producer of goods delivers them into the
hands of their users.”
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According to William J. Stanton, “A channel of distribution for a product is
the route taken by the title to the goods as they move from the producer to the
ultimate consumers or industrial user.”

According to McCarthy, “Any sequence of institutions from the producer
to the consumer, including none or any number of middlemen is called a channel of
distribution.”

4.2.3 Importance of Distribution Decisions
Distribution is a very important component of Logistics and Supply Chain
Management. Distribution in supply chain management refers to the distribution of
a good from one business to another. It can be factory to supplier, supplier to
retailer, or retailer to end customer. It is defined as a chain of intermediaries; each
passing the product down the chain to the next organization, before it finally reaches
the consumer or end-user. This process is known as the ‘distribution chain’ or the
‘channel’. Each of the elements in these chains will have their own specific needs,
which the producer must take into account, along with those of the all-important
end-user. Distribution channels may not be restricted to physical products from
producer to consumer in certain sectors, since both direct and indirect channels
may be used. Hotels, e.g., may sell their services typically rooms directly or through
travel agents, tour operators, airlines, tourist boards, centralized reservation systems,
etc. process of transfer the products or services from producer to customer or
end-user.

Distribution is one of the four elements of the marketing mix, the other three
being product, pricing and promotion. This marketing mix is also referred to as the
four Ps of marketing; distribution is here called physical distribution or place. Simply
put, distribution is the process of delivering the products manufactured or service
provided by a firm to the end-user. Various intermediaries are involved in this
process. This chain of intermediaries which helps in transferring the product from
one intermediary to the next before it reaches the end-user is called the Distribution
Chain or Distribution Channel. Each intermediary has a specific role and need
which the marketer caters to.

Distribution channels are not limited to products only even the services
provided by a producer may pass through this channel and reach the customer.
Both direct and indirect channels come into use in this case. For instance, the hotel
industry provides facility for lodging to its customers, which is a non-physical
commodity or a service. The hotel may provide rooms on direct booking as well
as through indirect channels like tour operators, travel agents, airlines, etc.
Distribution chain has seen several improvements in the form of franchising. Also,
there has been linkups between two service sectors like travel and tourism which
has made services available more accessible to the customer. For instance, hotels
also provide cars on rent.
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4.2.4 Functions of a Distribution Channel
(i) The primary function of a distribution channel is to bridge the gap between

production and consumption.
(ii) A close study of the market is extremely essential. A sound marketing

plan depends upon thorough market study.
(iii) The distribution channel is also responsible for promoting the product.

Awareness regarding products and other offers should be created among
the consumers.

(iv) Creating contacts or prospective buyers and maintaining liaison with
existing ones.

(v) Understanding the customer’s needs and adjusting the offer accordingly.
(vi) Negotiate price and other offers related to the product as per the

customer demand.
(vii) Storage and distribution of goods.
(viii) Catering to the financial requirements for the smooth working of the

distribution chain.
(ix) Risk taking, e.g., by stock holding.

4.2.5 Types of Distribution Channels
There are different channels of distribution which are explained as follows:

1. Manufacturer – Consumer – Channel: This type of channel contains
different alternatives such as: (a) sale through advertising and direct
methods (mail-order selling), (b) sale through traveling sales force (house-
to-house can passing) and (c) sale through retail shops of manufacturer,
e.g., Bata Shoe company Shops.

2. Manufacturer – Retailer – Ultimate Consumer: This channel is
useful for the buyers are large retailer, e.g., a department store, discount
hours, chain store, supermarket, big mail-order house or cooperative
stores. The wholesaler can be bypassed in this trade route. It is also
suitable when products are perishable and speed in distribution is
essential. However, the manufacturer has to perform functions of a
wholesaler such as storage, insurance, financing of inventories and
transport.

3. Manufacturer – Wholesaler – Retailer – Consumer: This channel
is suitable for a producer under the given conditions: (a) He has a narrow
product line. (b) He has limited finance. (c) Wholesalers are specialized
and can provide strong promotional support. (d) Products are durable
and not subject to physical deterioration or fashion changes.

4. Manufacturer – Agent – Wholesaler – Retailer – Consumer: Under
this channel, the producer uses the service or an agent middleman such
as a sales agent for the initial dispersion of goods. The agent in turn may
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distribute to wholesalers. Many textile mills have sales agents for
distribution. In marketing manufactured goods, agent middlemen are
used by manufacturers to make themselves free from marketing tasks.
An agent middleman sells on commission basis directly to wholesaler or
large retailer.

5. Manufacturer – Wholesaler – Consumer/User: Wholesaler may by-
pass retailer when there are large and institutional buyers, e.g.,
government, consumer cooperative, hospitals, industrial buyers, etc.

4.3 CHANNEL STRATEGY

Channel Strategy is the decision about the allocation of roles within a channel of
distribution, and the way in which the channel is formally or informally managed
and administered.

4.4 DIFFERENT CHANNEL STRATEGIES

Different channel strategies are as follows:
 (i) Push Strategy: Push strategy is a manufacturing strategy aimed at other

channel members rather than the end consumer. The manufacturer
attempts to entice other channel members to carry its product through
trade allowances, inventory stocking procedures, pricing policies, etc.
Under this strategy, the communications and promotional activities by
the marketer to persuade wholesale and retail channel members to stock
and promote specific products.

(ii) Pull Strategy: A manufacturing strategy aimed at the end consumer of
a product. The product is pulled through the channel by consumer
demand initiated by promotional efforts, inventory stocking procedures,
etc. Under this strategy, the communications and promotional activities
by the marketer to persuade consumers to request specific products or
brands from retail channel members.

4.5 CHANNEL MANAGEMENT

Channel management is a term that refers to the way that a business or supplier of
products uses various marketing techniques and sales strategies to reach the widest
possible customer base. The channels are all of the various outlets by which the
product is marketed and sold to customers. When done properly, channel
management motivates those channels to sell the product and ultimately develops
a better relationship between customer and product. This is achieved by identifying
the goals for each distinctive channel and then implementing various marketing
strategies to make sure that those goals are attained, all while staying consistent to
the overall brand of the business.
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Channel management, as a process by which a company creates formalized
programs for selling and servicing customers within a specific channel. They
customize a channel management program that includes:

(i) Goals: At first define the specific goals for each channel segment.
Consider the goals for the channel as whole as well as individual accounts.
And, remember to consider the goals for both acquisition and retention.

(ii) Policies: Construct well-defined polices for administering the accounts
within this channel. Be sure to keep the unique characteristics of each
segment in mind when defining policies for account setup, order
management, product fulfillment, etc.

(iii) Products: Identify which products in offering are most suited for each
segment and create appropriate messaging. Also, determine where the
up sell opportunities lie.

(iv) Sales/Marketing Programs: Design support programs for the channel
that meet their needs, not what idea of their needs are. The standard
considerations are product training, cooperative advertising, seasonal
promotions and merchandising.

4.6 PHYSICAL DISTRIBUTION MANAGEMENT

Physical Distribution Management (PDM) is concerned with ensuring that the
individual efforts that go to make up the distributive function are optimized so that
a common objective is realized. This is called the ‘systems approach’ to distribution
management and a major feature of PDM is that these functions be integrated.

There are two central themes that should be taken into account:
(i) The success of an efficient distribution system relies on integration of

effort. An overall service objective can be achieved, even though it may
appear that some individual components of the system are not performing
at maximum efficiency.

(ii) It is never possible to provide maximum service at a minimum cost. The
higher the level of service required by the customer, the higher the cost.
Having decided on the necessary level of service, a company must then
consider ways of minimizing costs, which should never be at the expense
of, or result in, a reduction of the predetermined service level.

4.7 THE PHYSICAL DISTRIBUTION PROCESS

The distribution process begins when a supplier receives an order from a customer.
The customer is not too concerned with the design of the supplier’s distributive
system, nor in any supply problems. In practical terms, the customer is only
concerned with the efficiency of the supplier’s distribution, i.e., the likelihood of
receiving goods at the time requested. Lead time is the period of time that elapses
between the placing of an order and receipt of the goods. This can vary according
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to the type of product and the type of market and industry being considered. Lead
time in the shipbuilding industry can be measured in fractions or multiples of years,
whilst in the retail sector, days and hours are common measures. Customers make
production plans based on the lead-time agreed when the order was placed.
Customers now expect that the quotation will be adhered to and a late delivery is
no longer acceptable in most purchasing situations. Physical Distribution process
consists of the following elements:

Step - 1: Order Processing

Order processing is the first of the four stages in the logistical process. The efficiency
of order processing has a direct effect on lead times. Orders are received from the
sales team through the sales department. Many companies establish regular supply
routes that remain relatively stable over a period of time providing that the supplier
performs satisfactorily. Very often, contracts are drawn up and repeat orders are
made at regular intervals during the contract period. Taken to its logical conclusion,
this effectively does away with ordering and leads to what is called ‘partnership
sourcing’. This is an agreement between the buyer and seller to supply a particular
product or commodity as a when required without the necessity of negotiating a
new contract every time an order is placed. Order processing systems should
function quickly and accurately. Other departments in the company need to know
as quickly as possible that an order has been placed and the customer must have
rapid confirmation of the order’s receipt and the precise delivery time. Even before
products are manufactured and sold, the level of office efficiency is a major
contributor to a company’s image.

Step - 2: Inventory

Inventory, or stock management, is a critical area of PDM because stock levels
have a direct effect on levels of service and customer satisfaction. The optimum
stock level is a function of the type of market in which the company operates. Few
companies can say that they never run out of stock, but if stock-outs happen
regularly then market share will be lost to more efficient competitors. Techniques
for determining optimum stock levels are illustrated later in this chapter. The key
lies in ascertaining the re-order point. Carrying stock at levels below the re-order
point might ultimately mean a stock-out, whereas too high stock levels are
unnecessary and expensive to maintain. The stock/cost dilemma is clearly illustrated
by the systems approach to PDM that is dealt with later.

Step - 3: Warehousing

Marketing texts tend to pay more attention to warehousing. This is mainly because
of the relatively longer distances involved in distributing in India, where it can
sometimes take days to reach customers by the most efficient road or rail routes.
The logistics of warehousing can, therefore, be correspondingly more complicated
in India than in the UK. However, the principles remain the same, and indeed the
European Union should be viewed as a large ‘home market’. Currently, many
companies function adequately with their own on-site warehouses from where
goods are dispatched direct to customers. When a firm markets goods that are
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ordered regularly, but in small quantities, it becomes more logical to locate
warehouses strategically around the country. Transportation can be carried out in
bulk from the place of manufacture to respective warehouses where stocks wait
ready for further distribution to the customers.

Step - 4: Transportation

Transportation usually represents the greatest distribution cost. It is usually easy to
calculate because it can be related directly to weight or numbers of units. Costs
must be carefully controlled through the mode of transport selected amongst
alternatives, and these must be constantly reviewed. During the past 50 years,
road transport has become the dominant transportation mode in India. It has the
advantage of speed coupled with door-to-door delivery. The patterns of retailing
that have developed, and the pressure caused by low stock holding and short lead
times, have made road transport indispensable. When the volume of goods being
transported reaches a certain level some companies purchases their own vehicles,
rather than use the services of haulage contractors.

4.8 THE CONCEPT OF INTERNATIONAL
DISTRIBUTION

Distribution system mix makes it possible to reach mass markets and creates
place and time utility. On the international level, the marketer has to deal with
greater time lags. The geography and distances involved between international
markets can create a communications breakdown among a marketer’s awareness
of a consumer’s need, the setting up of distribution mix with proper channels, and
the physical delivery of the product. Setting up of effective distribution channels
takes the most time.

One example of what the marketer has to deal with is that in the Near East
wholesale and retail outlets for light industrial goods have long been sold in the
bazaar, with locations in cities, towns, and villages. Today, some activities still take
place there. In other places of the world supermarkets are displacing the specialty
stores and the market vendor. Therefore, channel-of-distribution systems selected
must fit the character of the company and the markets in which it is doing business.

Before a company decides to expand internationally, it must first determine
its strategy for entering foreign markets and the degree of marketing involvement
desired. The process of internationalization can be viewed as a gradual evolution
represented in three stages: (1) the export stage, (2) the foreign production stage,
and (3) the multinational enterprise. These stages can be classified by the following
degrees of marketing involvement: (1) none to infrequent marketing overseas,
(2) regular foreign marketing, and (3) world marketing operations. Two major
dimensions of international marketing include business activities without foreign
management and those with direct management.

Distribution plays an important role in the implementation of the international
marketing program as it enables the products and services to reach the ultimate
customer. And international marketing firm has the option of managing its distribution



International Distribution
Channels

NOTES

Self-Instructional
             Material   193

function either directly or indirectly through middleman or a suitable combination
of the two.

Due to physical distance, and also the differences in geographical, cultural
and market characteristics of the trading countries, use of middlemen is found
quite prevalent in international marketing. In fact, distribution is one such primary
functions of marketing which makes use of the services of external independent
agencies that bind the firm in a long-term relationship.

4.9 ELEMENTS OF INTERNATIONAL
DISTRIBUTION CHANNELS

Distribution has two elements, the institutional and the physical. Physical distribution
aspects cover transport and warehousing. The longer the channel the more likely
that producer’s profits will indirectly reduce. This is because the end product’s
price may be too expensive to sell in volume, sufficient for the producer to cover
costs. Yet cutting channel length may be impossible, as country infrastructure
requirements may dictate them being there.

As already mentioned international marketers have the options of organizing
distribution of their goods in foreign markets through the use of indirect channels,
i.e., using intermediaries, direct channels or a combination of the two in the same
or different markets.

Fig. 4.1: Elements of International Distribution Channels

Indirect channels are further classified based on whether the international
marketer makes use of domestic intermediaries. An international marketer therefore,
can make use of the following types of intermediaries for distribution in foreign
markets.

Gaining access to international distribution channels of products

International logistics (design and implementation of logistics processes)

Accounting for trends in the global distribution of products in international
marketing

Managing
distribution channel

in international
marketing

The choice of
organizational forms

and channels of goods
movement participants

Analysis of factors
influencing the choice

of commodity
circulation channels

The process of developing a strategy for international distribution of goods
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(a) Domestic Overseas Intermediaries

Commission buying agents
Country-controlled buying agents
Export management companies (EMCs)
Export merchants
Export agents
Piggy backing

(b) Foreign Intermediaries
Foreign Sales Representatives
Foreign Sales Agents
Foreign Stocking and Non-stocking Agents
State Controlled Trading Companies

The options available to international marketer in organizing direct distribution
include sending missionary skies representatives abroad from the headquarter,
setting up of local sales/branch office in the foreign country or for a region,
establishing a subsidiary abroad, entering into a joint venture or franchising
agreement.

Companies having long-term interest in international marketing find it
expedient to deploy their own sales force in foreign markets. This helps them in
increasing their sales volume through committed market development activities,
better control and motivation of foreign intermediaries being used, and paving the
way for smoother transition to direct distribution and marketing.

4.10 INTERNATIONAL DISTRIBUTION POLICY

The international distribution policy of a firm, according to Cateora, should cover
the following factors:

1. Question of control, size of margins, length of channels, terms of sale
and channel ownership.

2. Resource (money and personnel) commitment plans for the distribution
function management keeping profit goals in a foremost position.

3. Specific market goals expressed in terms of volume, market share and
margin requirements, to be accomplished.

4. Return on investment, sales volume and long run potential as well as
guidelines for solving routine distribution problems.

5. The relationship between long- and short-term goals, the extent of the
company’s involvement in the distribution system as well as the extent
of its ownership of middlemen.
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4.11 INTERNATIONAL PHYSICAL
DISTRIBUTION MANAGEMENT

Ever since globalization transformed the transport sector, national boundaries have
become permeable to penetration by trade, creating the need for flexible transport
solutions. Inter modals and containerization was the by-products of this era and
were poised to metamorphosize transport of “general cargo”, moving it ‘seamlessly’
through sea and land arteries. Forty years ago, the physical process of exporting
or importing goods was arduous. Goods needed to be transported by lorry to the
port, unloaded into a warehouse and then reloaded into the ship ‘piece by piece’.

The management of physical distribution of goods includes the functions as
well as costs associated with packing, order taking and processing, and inventory
control. Given the geographical distance, the associated business risks and the
variety of transportation modes available, the management of this function poses a
difficult challenge so far as the objectives of ensuring ready and regular supply of
goods, in foreign markets at the most optimal costs are concerned.

Physical Distribution Management, known as the dark continent of marketing,
offers tremendous potential in cost cutting and improving profitability. It requires
the use of a systems approach and the management of the transportation,
warehousing and inventory functions in an integrated manner.

To facilitate the performance of the tedious physical distribution activities
and procedure, international freight forwarders play an important role. The typical
functions performed by them are given below:

1. Figure costs, FAS or C&F. Develop most economic methods of shipment
to port, port charges, wharfage, handling, tollage, etc. at port of exit;
ocean freight rate and steamship services available; consular requirements
and fees, insurance costs for terms of coverage specified in sale; export
licence or import permit requirements.

2. Make steamship booking. If payment is by letter of credit, check date
shipment must be onboard and expiration date for negotiating documents.
Investigate transit time from plant to port, and free time allowed so
shipment will arrive in time and demurrage will not be incurred.

3. Instruct shipping department when to make shipment from plant. Notify
Steamship Company when shipment made and whether by rail, truck,
air or piggy express, giving routing, name of carrier.

4. Secure pier permit. Make arrangements for delivery to pier.
5. Prepare export declaration showing shipper, consignee, value and

commodity classification number.
6. Prepare bill of lading, checking compliance with all conditions and terms

of sale, shipper consignee, open or order notify, freight collect or prepaid,
description, etc.
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7. Present export declaration to Custom House for approval and deliver
to Steamship Company.

8. Present bill of lading to Steamship Company for execution.
9. Secure consular forms, prepare consular documents (in foreign language

if required) present to consul for visa.
10. After shipment is on board, secure signed bill of lading from Steamship

Company, paying ocean freight and charges.

4.12 TYPES OF INTERNATIONAL
DISTRIBUTION CHANNELS

The International Distribution channel describes the varieties of intermediaries
involved in moving products between countries as well as within countries. The
tasks and functions of the various intermediaries will be examined. It should be
kept in mind that certain types of intermediaries do not exist in some countries and
that the pattern of use as well as the importance of each type of intermediary
varies widely from country to country.

A manufacturer is required to make several decisions that will affect its
channel strategy, including the length, width, and number of distribution channels
to b used. For an operation to be a success, a good relationship among channel
members is vital.

Fig. 4.2: Types of International Distribution Channels

International Distribution Channels
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1. Direct Distribution Channel

This is illustrative of distribution of channel of consumer goods. In case of industrial
products, the channel will be shorter because there is no need of retailers. In fact,
in many cases, there may not be any wholesaler.

Producer  Agent  Industrial Buyer
Direct selling is employed when a manufacturer develops an overseas

channel. This channel requires that the manufacturer deal directly with a foreign
party without going through an intermediary in the home country. The manufacturer
must set up the overseas channel to take care of the business activities between
the countries. Being responsible for shipping the product to foreign markets itself,
the manufacturer exports through its own internal export department or organization.

One advantage gained in using the direct-selling channel is active market
exploiter since the manufacturer is more directly committed to its foreign markets.
Another advantage is greater control. The channel improves communication
because approval does not have to be given to a middleman before a transaction
is completed. Therefore, the channel allows the company’s policy to be followed
more uniformly. Direct selling is not without its problems. It is a difficult channel to
manage if the manufacturer is unfamiliar with the foreign market. Moreover, the
channel is time-consuming and expensive. Without a large volume of business, the
manufacturer may find it too costly to maintain the channel.

American exporters who are committed to exporting and are formally trained
in international business prefer to sell directly to end-users and utilize their own
export department. Since these exporters charge higher prices for exported
products than for sales in the domestic market, they also perform better financially.

A survey of exporting firms in the electrical machine tool builder’s food
equipment, and fluid power industries found that firms that export industrial goods
use distribution channel members identical those used at home. The export
distribution channels used most often by these industrial firms were sales
representatives and export distributors. Although respondents appeared to be
somewhat satisfied with their overall distribution system, they also showed relative
dissatisfaction with trading companies in general. In the balance, firms that have
been exporting for a while are happier with their distribution system than firms that
have relatively little exporting experience.

2. Indirect Distribution Channel
In indirect exporting, the firm delegates the task of selling products in a foreign
country to an agent or export house.

This is illustrative of distribution channel of goods. In case of industrial
products, the channel will be shorter because there is no need of retailers. In fact,
in many cases, there may not be any wholesaler.

The channels of distribution may differ from country to country, market to
market and product to product. So, the first task of the producer is to find out the
possible distribution channel through which he wants to reach the consumers on
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the foreign market, keeping in view the characteristics of his product and the
marketing strategy he wants to follow in the market.

Indirect selling, also known as the local or domestic channel, is employed
when a manufacturer in the United States, e.g., market its product through another
US firm that acts as the manufacturer’s sales intermediary (or middleman). As
such, the sales intermediary is just another local or domestic channel for the
manufacturer because there are no dealings abroad with a foreign firm. By exporting
through an independent local middleman, the manufacturer has no need to set up
an international department. The middleman, acting as the manufacturer’s external
export organization, usually assumes the responsibility for moving the product
overseas. The intermediary may be a domestic agent if it does not take title to the
goods, or it may be it domestic merchant if it does take title to the goods.

There are several advantages to be gained by employing an indirect domestic
channel. For example, the channel is simple and inexpensive. The manufacturer
incurs no start-up cost for the channel and is relieved of the responsibility of
physically moving the goods overseas. Because the intermediary very likely
represents several clients who can help share distribution costs, the costs for moving
the goods are further reduced.

An indirect channel does, however, have limitations. The manufacturer has
been relieved of any immediate marketing costs but, in effect, has given up control
over the marketing of its product to another firm. This situation may adversely
affect the product’s success in the future. If the chosen intermediary is not aggressive,
the manufacturer may become vulnerable, especially in the case where competitors
are careful about their distribution practices. Moreover, the indirect channel may
not necessarily be permanent. The intermediary can easily discontinue handling a
manufacturer’s product if there is no profit or if a competitive product offers a
better profit potential.

4.13 INTERMEDIARIES FOR INTERNATIONAL
DISTRIBUTIONS

The intermediaries for International Distributions are as follows:

1. Foreign Distributor

A foreign distributor is a foreign firm that has exclusive rights to carry out distribution
for a manufacturer in a foreign country or specific area. For example, when Don
Wood returned to Detroit, he still remembered the MG sports car he drove in
England during World War II. His letter asking MG’s chairman to sell and ship
one car to him brought the response that MG’s policy was to sell only through
authorized distributors. But MG was willing to appoint Wood its Midwest distributor
if he would order two cars instead. Wood agreed to do so and went on to become
a successful distributor.

Orders must be channeled through the distributor, even when the distributor
chooses to appoint a subagent or sub-distributor. The distributor purchases
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merchandise from the manufacturer at a discount and then resell or distributes the
merchandise to retailers and sometimes-final consumers. In this regard, the
distributor’s function in many countries may be a combination of wholesaler and
retailer. But in most cases, the distributor is usually considered as an importer or
foreign wholesaler. The length of association between the manufacturer and its
foreign distributor is established by a contract that is renewable provided the
continued arrangement is satisfactory to both.

In some situations, the foreign distributor is merely a subsidiary of the
manufacturer. Seiko, USA, e.g., is a distributor for its Japanese parent, which
manufactures Seiko watches. More frequently, however, a foreign distributor is
an independent merchant. Charles of the Ritz Group has been the US distributor
for Opium, a very popular perfume made in France. A distributor may sometimes
take on the name of the brand distributed even though the distributor is an
independent operator and not owned by me manufacturer. Brother International
Corp. is an independent US distributor of Brother Industries, Ltd., a Japanese
firm. Longines-Wittnauer Watch Co. distributes the Swiss-made Longines watch
in the US market. This distributorship is actually a subsidiary of the Westinghouse
Electric Corporation.

There are a number of benefits in using a foreign distributor. Unlike agents,
the distributor is a merchant who buys and maintains merchandise in its own name.
This arrangement simplifies the credit and payment activities for the manufacturer.
To carry out the distribution function, the foreign distributor is often required to
warehouse adequate products, parts, and accessories and to have facilities and
personnel immediately available to service buyers and users. Still, the manufacturer
must be careful in selecting a foreign distributor or it may end up with a distributor
who is deficient in marketing and servicing the product. Apple Computer now
does its own distribution in Japan because the services of Toray Industries, its
former distributor, proved inadequate.

2. Foreign Retailer

If foreign retailers are used, the product in question must be a consumer product
rather than an industrial product. There are several means by which a manufacturer
may contact foreign retailers and interest them in carrying a product, ranging from
a personal visit by the manufacturer’s representative to mailings of catalogs,
brochures, and other literature to prospective retailers. The use of personal selling
or a visit, although expensive because of travel costs and commissions for the
manufacturer’s representative provides for a more effective sales presentation as
well as for better screening of retailers for the distribution purpose. The use of
direct mail, although less expensive, may not sufficiently catch the retailers’ attention.

For such big-ticket items as automobiles or for high-volume products, it
may be worthwhile for a manufacturer to sell to retailers without going through a
foreign distributor. In fact, most large retailers prefer to deal directly with a
manufacturer. In Europe, e.g., a number of retail food chains are becoming larger
and more powerful, and they prefer to be in direct contact with foreign manufacturers
in order to obtain price concessions.
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3. State-controlled Trading Company

For some products, particularly utility and telecommunication equipment, a
manufacturer must contact and sell to State-controlled companies. In addition,
many countries, especially those in Eastern Europe, have state-controlled trading
companies, which are companies that have a complete monopoly in the buying
and selling of goods.

Hungary has about one hundred state trading organizations for a variety of
products, ranging from poultry to telecommunication equipment and for both
imported and exported products.

4. End-user

Sometimes, a manufacturer is able to sell directly to foreign end-users with no
intermediary involved in the process. This direct channel is a logical and natural
choice for costly industrial products. For most consumer product, the approach is
only practical for some products and in some countries. A significant problem with
consumer purchases can result from duty and clearance problems. A consumer
may place an order without understanding his or her country’s import regulations.
When the merchandise arrives, the consumer may not be able to claim it. As a
result, the product may be seized or returned on a freight-collect basis.

Continued occurrence of this problem could become expensive for the
manufacturer.

To solicit orders, a manufacturer may use publications to attract consumers
Many US magazines receive overseas distribution and the advertisements inside
are read by foreign consumers. Other US magazines including Time, Newsweek,
and Business Week facilitate the ordering process because they publish international
editions. Of course, an advertiser can also place its advertisement directly with
foreign publishers. This is the process many countries follow in order to promote
the local tourism industry.

5. Export Broker

The function of an export broker is to bring a buyer and a seller together for a fee.
The broker may be assigned some or all foreign market in seeking potential buyers.
It negotiates the best terms for the seller (i.e., manufacturer) but cannot conclude
the transaction without the principal’s approval of the arrangement. As a
representative of the manufacturer, the export broker may operate under its own
name or that of the manufacturer. For any action performed, the broker receives
a fee or commission.

An export broker does not take possession or title to the goods. In effect,
it has no financial responsibility other than sometimes making an arrangement for
credit. An export broker is less frequently involved in the export (shipping) of
goods than in the import (receiving) of goods.

The export broker is useful because of its extensive knowledge of the market
supply, demand, and foreign customers. This knowledge enables the broker to
negotiate the most favorable terms for the principal. The broker is also a valuable
associate for highly specialized goods and seasonal products that do” not require
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constant distribution. An export broker may be thus used on a one-time basis by
small manufacturers with limited financial resources who are selling in broad
markets.

6. Manufacturer’s Export Agent or Sales Representative
Because of the title of this intermediary, one might easily mistake an export agent
or sales representative for a manufacturer’s employee when, in fact, this is an
independent businessperson who usually retains his or her own identity by not
using the manufacturer’s name. Having more freedom that the manufacturer’s own
salesperson, a sales representative can select when, where, and how to work
within the assigned territory. Working methods include presenting product literature
and samples to potential buyers. An export agent pays his or her own expenses
and may represent manufacturers of related and non-competing products. The
person may operate on either an exclusive or non-exclusive basis.

Like a broker, the manufacturer’s export agent works for commission. Unlike
the broker, the relationship with the manufacturer is continuous and more permanent.
The contract is for a definite period of time and. the contract is renewable by
mutual agreement. The manufacturer, however, retains some control because the
contract defines the territory, terms of sale, method of compensation, and so on.

The manufacturer’s export agent may present some problems to the
manufacturer because an agent does not offer all services. Such services as
advertising, credit assistance, repair, and installation may be excluded. An export
agent may take possession but not title to the goods and thus assumes no risk –
the risk of loss remains with the manufacturer. Finally, the manufacturer relinquishes
control over marketing activities, and this can hurt a manufacturer whose volume
is too small to receive the agent’s strong support. The experience of Arthur C.
Bell, a British firm, is a case in point. James B. Beam, its previous agent in the
United States, neglected Bell because its salespeople had too many other products
to handle. Bell switched to Monsieur Henri as its new agent. However, this hardly
improved the situation because Henri also preferred to concentrate on larger
accounts. As a result, Bell was left out of Christmas catalogs or dropped by many
retailers. Bell thus contemplated acquiring a US importer to have stronger control
over its own marketing destiny.

7. Export Management Company (EMC)
An export management company (EMC) manages, under contract, the entire export
program of a manufacturer. An EMC is also known as a combination export
manager (CEM) because it may function as an export department for several
allied but non-competing manufacturers. In this regard, those export brokers and
manufacturers’ export agents who represent a combination of clients can also be
called EMCs. When compared with export brokers and manufacturers’ export
agents, the EMC has greater freedom and considerable authority. The EMC
provides extensive services, ranging from promotion to shipping arrangement and
documentation. Moreover the EMC handles all, not just a portion, of its principal’s
products. In short, the EMC is responsible for all of the manufacturer’s international
activities.
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Foreign buyers usually prefer to deal directly with the manufacturer rather
than through a third party. Therefore, an EMC usually solicits business in the name
of the manufacturer and may even use the manufacturer’s letterhead. Identify the
manufacturer’s export department or international division which is the EMC signs
correspondence and documents in the name of the manufacturer.

This may be an advantageous arrangement for small and medium-sized firms
that lack expertise and adequate human and financial resources to obtain exports.
This arrangement may be a good way for a firm to develop foreign markets while
creating its own identity abroad. The EMC, on the other hand, faces a dilemma
because of a double risk: it can easily be dropped by its clients either for doing a
poor job or for making the manufacturer’s products too successful.

8. Cooperative Exporter

A cooperative exporter is a manufacturer with its own export organization that is
retained by other manufacturers to sell in some or all-foreign markets. Except for
the fact that this intermediary is also a manufacturer, the cooperative exporter
functions like any other export agent. The usual arrangement is to operate as an
export distributor for other suppliers, sometimes acting as a commission
representative or broker. Because the cooperative exporter arranges shipping, it
takes possession of goods but not title.

The cooperative exporter’s motive in representing other manufacturers
primarily involves its own financial interests.

Having fixed costs’ for the marketing of its own products, the cooperative
exporter desires to share its expenses and expertise with others who want to sell
in the same markets abroad. Because of these activities, a cooperative exporter is
often referred to as a “mother hen,” a “piggyback exporter,” or an “export vendor”.
Examples of cooperative exporters include such well-known companies as GE,
Singer, and Borg-Warner. By representing several clients, the co-operative exporter
is regarded as a form of EMC.

The relationship between the cooperative exporter and its principal is a
long-term one. The arrangement provides an easy, low-risk way for the principal
to start marketing overseas, and the relationship should ordinarily continue as long
as unrelated or noncompetitive products are involved.

A problem may arise if the principal decides to market a new product that
competes directly with the cooperative exporter’s own product or those of the
exporter’s other clients.

9. Webb-Pomerene Association

A Webb-Pomerene association is formed when two or more firms, usually in the
same industry, join together to market their products overseas. The association
constitutes an organization jointly owned by competing US manufacturers
exclusively for the purpose of export. It may seem strange for competing firms to
cooperate, but experience has shown that joint export operations are not effective
for unrelated products. The largest such association has almost 300 members,
whereas the Northwest Dried Fruit Association has only two members.
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Basically, a Webb-Pomerene Association is an export cartel. Although cartels
are illegal in the United States, this kind of cartel is allowed to operate as long as
it has no anticompetitive impact on domestic marketing in the US market. Although
receiving no prior certification of antitrust exemption, the Webb-Pomerene Act
provides the association with a qualified exemption. The only legal requirement is
that the association must file with the Federal Trade Commission within thirty days
after its organization.

The Webb-Pomerene Association performs several useful functions. It
provides information to member firms, sets prices, allocates orders, and sell
products. It arranges shipping of the merchandise by providing for freight
consolidation, rate negotiation, and ship chartering or booking. The association
thus takes possession of goods and makes all necessary arrangements but without
taking title of the goods. As cooperative organizations, these associations tend to
operate on a nonprofit or expense basis.

There are disadvantages in this type of long-term relationship. First, this
type of arrangement is not available in the service sector because the act prohibits
service firms from joining together. Second, convenient financing is not available
because banks have not been allowed to participate in this type of commercial
venture since the 1920s. Third, as expected for most partnerships, some opposition
and disagreement among members is inevitable. If members fail to agree or
cooperate, the association’s effectiveness is seriously impaired. Finally, member
firms lose individual identity because exports are done in the name of the association,
making the arrangement somewhat more suitable for unbranded goods or
commodities. Specialized products and popular brands are able to do their own
exporting and thus do not want their brands replaced by a common association
label or trademark. An unusual but possible arrangement is for members to retain
individual identity (i.e., individual brand names); the machine-tool associations are
a prime example. These associations were formed primarily to offer technical
assistance and credit in markets too small to justify each exporter’s own facilities.

10. Purchasing/Buying Agent

An export agent represents a seller or manufacturer; the purchasing buying agent
represents the foreign buyer. By residing and conducting business in the exporter’s
country, the purchasing agent is in a favorable position to seek a product that
matches the foreign principal’s preferences and requirements. Operating on the
overseas customer’s behalf, the purchasing agent acts in the interest of the buyer
by seeking the best possible price. Therefore, the purchasing agent’s client pays a
fee or commission for the services rendered. The purchasing agent is also known
by such names as commission agent; buyer for export, export commission house,
and export buying agent. This agent may also become an export-confirming house
when confirming payment and paying the seller after receiving invoice and title
documents for the client.

The buying agent is valuable for manufacture because it seeks those-firms-
out and offers them services. However, since the agent operates on an order
basis, the relationship with either seller or buying is not continuous. This arrangement
thus does not offer a steady volume of business for the manufacturer and neither
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does it offer any reduction in financial risk. In any case, the transaction between
the manufacturer and the buying agent may be completed as a domestic enterprise
in the sense that the agent will take care of all shipping arrangements Otherwise,
the manufacturer will have to make its own arrangement.

11. Country-controlled Buying Agent
A variation on the purchasing agent is a country-controlled buying agent. This kind
of agent performs exactly the same function as the purchasing buying agent, the
only distinction being that a country-controlled buying agent is actually a foreign
government’s agency or quasi-governmental firm. The country-controlled buying
agent is empowered to locate and purchase goods for its country. This agent may
have a permanent office location in countries that are major suppliers, or the
country’s representative may make formal visits to supplier countries when the
purchasing need arises.

12. Resident Buyer
Another variation on the purchasing agent is the resident buyer. As implied by the
name, the resident buyer is an independent agent that is usually located near highly
centralized production industries. Although functioning much like a regular
purchasing agent, the resident buyer is different because it is retained by the principal
on a continuous basis to maintain a search for new products that may be suitable.
The long-term relationship makes it possible for the resident buyer to be
compensated with a retainer and a commission for business transacted.

The resident buyer provides many useful services for a manufacturer. It can
offer a favorable opportunity for a supplier to maintain a steady and continuous
business relationship as long as the supplier remains competitive in terms of price,
service, style and quality.

13. Export Merchant

The intermediaries covered so far have certain factors in common: they take neither
risks nor title, preferring to receive fees for their services. Unlike these middlemen
domestic merchants are independent businesses that are in business to make a
profit rather than to receive a fee. There are several types of domestic merchants.
Because they all take title, they are distinguished by other features such as physical
possession goods and services rendered.

One kind of domestic merchant is the export merchant. An export merchant
seeks out needs in foreign markets and makes purchases from manufacturers in its
own country to fill those needs. Usually, the merchant handles staple goods,
undifferentiated products, or those in which brands are unimportant. After having
the merchandise packed and marked to specifications, the export merchant resells
the goods in its own name through contacts in foreign markets.

In completing all these arrangements, the merchant assumes all risks
associated with ownership. The export merchant’s compensation is a function of
how product is priced. The markup is affected by the profit motive as well as by
market conditions. In any case, the export merchant hopes that the price at which
the product is sold will exceed all costs and expenses in order to provide a profit.
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An export merchant may sometimes seek extra income by importing goods to
complement its export activities. The merchant mayor may not offer a steady
business relationship for his supplier.

14. Export Drop Shipper
An export drop shipper, also known as a desk jobber or cable merchant, is a
special kind of export merchant. As all these names imply, the mode of operation
re-quires the drop shipper to request a manufacturer to “drop ship” a product
directly to the overseas customer. It is neither practical nor desirable for the shipper
to physically handle or possess the product. Based on this operational method,
the shipper’s ownership of the goods may only last for a few hours.

Upon the receipt of an order from overseas, the export drop shipper in turn
places an order with a manufacturer, directing the manufacturer to deliver the
product directly to the foreign buyer. The manufacturer collects payment from the
drop shipper, who in turn is paid by the foreign buyer.

Use of a drop shipper is common in the international marketing of bulky
products of low unit value (e.g., coal, lumber, construction materials). The high
freight volume relative to the low unit value makes it prohibitively expensive to
handle such products physically several times. Minimizing physical handling reduces
the cost accordingly.

One may question why a manufacturer does not simply deal directly with a
foreign buyer, bypassing the drop shipper and saving money in the process – the
shipping instructions would reveal the name and address of the foreign buyer. The
answer is that the manufacturer can reduce the risk while simplifying the transactional
tasks. It is a great deal easier for the manufacturer to call the export drop shipper
in the manufacturer’s own country instead of trying to sell to and collect from the
buyer in a far-away destination.

There are also good reasons why the foreign buyer may not be able to or
want to bypass the export drop shipper. The buyer may not have adequate product
knowledge or supply knowledge, and the buyer’s order may be too small to entice
the manufacturer to deal directly. The drop shipper is thus valuable because this
kind of merchant is highly specialized in knowing the sources of supply and markets.
The drop shipper also has information and advice about the needed product and
can arrange all details for obtaining it.

15. Export Distributor

Whereas export merchants and drop shipper’s purchase from a manufacturer
whenever they receive orders from overseas, an export distributor deals with the
manufacturer on a continuous basis. This distributor is authorized and granted an
exclusive right to represent the manufacturer and to sell in some or all foreign
markets. It pays for goods in its domestic transaction with the manufacturer and
handles all financial risks in the foreign sale.

An export distributor differs from a foreign distributor simply in location.
The foreign distributor is located in a particular foreign country and is authorized
to distribute and sell the product there. The export distributor, in comparison, is
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located in the manufacturer’s country and is authorized to sell in one or more
markets abroad.

The export distributor operates in its own name or that of the manufacturers
handles all shipping detail, thus relieving the manufacturer of having to pay attention
to overseas activities. In other words, the sale made to the export distributor is
just like another domestic transaction for the manufacturer. Because the export
distributor as a rule represents several manufacturing firms, it is sometimes regarded
as a form of EMC.

The export distributor usually sells the manufacturer’s product abroad at
the manufactured list price and receives an agreed percentage of the list price as
remuneration, i.e., the export distributor is either paid by commission or allowed a
discount for its purchase. The manufacturer may bill a foreign buyer directly or
may let the distributor bill the buyer to obtain the desired margin.

16. Trading Company

In international marketing activities for many countries, this type of intermediary
may be the most dominant form in volume of business and in influence. Many
trading companies are large and have branches wherever they do business. They
operate in LDCs, developed countries, and their own home markets. Half of
Taiwan’s exports are controlled by trading companies. In Japan, general trading
houses are known as Sogo Shosha, and the largest traders include such well-
known MNCs as Mitsubishi, Mitsui and C. Itoh. The nine largest trading firms
handle roughly half of Japan’s imports and exports. Even large Japanese domestic
companies buy through trading companies.

A trading company performs many functions; the term describes many
intermediaries that are neither brokers nor import merchants. A trading company
may buy and sell as a merchant. It may handle goods on consignment, or it may
act as a commission house for some buyers. By representing several clients, it
resembles an EMC, except for the fact that it: (1) has more diverse product lines,
(2) offers more services, (3) is largest and letter financed, (4) takes title (ownership)
to merchandise, (5) is not exclusively restricted to engaging in export trade, and
(6) goes beyond the role of an intermediary by engaging directly in production
physical distribution channel development, financing, and resource development.

4.14 DETERMINANTS OF INTERNATIONAL
CHANNEL TYPES

There is no single across the board solution for all manufacturers’ channel decisions.
Yet there are certain guidelines that can assist a manufacturer in making a good
decision factors that must be taken into account include legal regulations, product
image, product characteristics, intermediary’s loyalty and conflict and local customs.

1. Legal Regulations

A country may have specific laws that rule out the use of particular channels or
middlemen, e.g., prohibits the use of doors to door selling. Although private
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importers in Iraq may choose to deal through commission agents, Iraqi legislation
prohibits state enterprises form dealing with third party intermediaries (including
commission agents) in obtaining foreign supplies, Saudi Arabia requires every
foreign company with work there to have a local sponsor who receives about 5%
of any contract. Not surprisingly, many Saudis, acting as agents, have become
millionaires almost overnight.

The overseas distribution channel often has to be longer than desired. Because
of government regulations, a foreign company may find it necessary to go through
a local agent/distributor. In china, foreign firms cannot wholly own retail outlets,
and they can to engage in wholesaling activities. In addition, only fourteen foreign
retail ventures have direct import authority, forcing those without direct import
authority to add another layer of middlemen.

Channel width may be affected by the law as well. In general, exclusive
representation may be viewed as a restraint of especially if the product has it
dominant market, position. In Germany, the Federal Cartel Office may intervene
with exclusive dealing and distribution requirements. Due to the EU’s single market
program, geographic barriers between national markets have blurred, making it
possible for consumers outside national sales territories to gain greater access to
products and services.

As a matter of fact, in the case of automobiles, the Commission has
determined that exclusive distribution limited trade between the member countries
and that manufacturers thus had less incentive to price cars on a competitive basis.
It has directed the manufacturers to allow the distributors to sell to other dealers
and consumers throughout the EU.

2. Product Image

The product image desired by a manufacturer can dictate the manner in which the
product is distributed. A product with a low-price image requires intensive
distribution. On the other hand, it is not necessary or even desirable for a prestigious
product to have wide distribution. Clinique’s products are sold in only sixty-four
department stores in Japan. Waterford Glass has always carefully nurtured its
posh Image by limiting its distribution to top-flight department and specialty stores.
At one time it did not take on any retail accounts for a period of a year. Its effort
to create an air of exclusivity has worked so well that Waterford Glass commands
a quarter of the US market, easily making it the best-selling fine crystal.

3. Product Characteristics

The type of product determines how that product should be distributed. For low/
high turnover convenience products, the requirement is for an intensive distribution
network. The intensive distribution of ice-cream is an example walls (formerly
Foremast’s) success in Thailand can be attributed in part to its intensive distribution
and channel adaptation tailored its distribution activities to the local Thai scene by
sending its products (ice-cream, milk and other dairy products) into market in
every conceivable manner. Such traditional channels as wholesalers and such new
channels as company-owned retail outlets (modern soda fountains) and pushcarts
are also used. Pushcarts are supplied by the company and manned by independent
retailers (i.e., sidewalk salesmen) who keep a 20% margin.
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However, traditional channels employing wholesalers, small stores,
restaurants, hotels and schools still account for a majority of sales.

For high unit value, low turnover specially goods, a manufacture can shorten
and narrow its distribution channel. Consumers are likely to do some comparison-
shopping and will more of less actively seek information about all brands under
consideration. In such cases, limited product exposure is not an impediment to
market success.

One should always remember that products are dynamic, and the specialty
goods to today may be nothing more than the shopping or even convenience
goods of tomorrow.

Consider computers, which were once an expensive specialty product that
required a direct and exclusive channel. Since the early 1980s, computers have
become more of a shopping good, necessitating a longer and more intensive channel.

4. Middlemen’s Loyalty and Conflict

One ingredient for an effective channel is satisfied channel member. As the channel
widens, the number of channels increases and more direct competition among
channel members is inevitable. Some members will perceive large competing
member and self-service members as being unfair. Some members will blame the
manufacturer for being motivated by greed when setting up a more intensive
network. In effect, intensive distribution reduces channel members. Cooperation
and their loyalty as well as increases channel conflict Michelin has been accused
of undercutting its own dealers in the US market by not only expanding its dealer
network by 50%, but also adding a direct channel to take national accounts away
from dealers. Both actions increased price competition and reduced dealers’ loyalty.
Apple’s problems in Japan owed in part to its addition of new channels even
though it already had a big distributor.

5. Local Customs

Local business practices, whether outmoded or not, can interfere with efficiency
and productivity and may force a manufacturer to employ a channel of distribution
that is longer and wider than desired. Because of Japan’s multitier distribution
system, which relies on numerous layers of middlemen, companies often find it
necessary to form a joint venture with Japanese firm, such as Pillsbury with snow
Brand, Xerox with Fuji, and KFC with Mitsubishi Japan many layered distribution
system is not entirely unique in that part of the world, since the custom in many Far
Eastern countries is to have multiple intermediary markups on imported goods.
Yet the rule of thumb in Hong Kong is that there should be no more than two
layers between a US exporter of finished goods and Hong Kong consumers,
usually consisting of an importer agent retailer, or distributor.

Domestic customs can explain why a particular channel is in existence. Yet
customs may change or may be overcome, especially if consumer tastes change.
For example, there are some 82,000 British pubs, 50,000 of which are owned by
brewing companies; the problem they faced the trend toward beer consumption
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at home. The pubs have had to adjust by emulating trendy American bars, selling
more wine and such food as hamburgers.

6. Power and Coercion
The “least dependent person” hypothesis, mentioned earlier, states that the one
party with resources and alternatives can demand more because it needs the other
party less. As such, the least dependent member of the channel has more power
and may be able to force to the channel member to accept its plan. This hypothesis
explains why it has been difficult for Japanese and Korean semiconductor
manufacturers to recruit US distributors to reach customers who are too small to
buy directly from computer chip manufacturers. The major US semiconductor
manufacturers have long adopted a tacit policy of not allowing their distributors to
sell Japanese competitors’ products. Avnet Inc., the largest distributor in the United
States, had to stop buying chips from Japan’s NEC Corp. Samsung Semiconductor
was initially happy when Arrow Electronics Inc., the nation’s second-largest
distributor of semiconductors, agreed to sell its products. Arrow abruptly terminated
the agreement a few weeks later, citing changing business conditions.

7. Control
Manufacturers want to get closer to final customers. One study employed a model
based on transaction cost analysis to explain exporters’ vertical control selections.
Exporters of specialized products should establish channel structures that require
a greater commitment of resource. Such structures, however, require larger fixed
costs. Conversely, in the case of a relatively competitive market with large numbers
of buyers and sellers, an exporter may want to give up some control and switch to
a looser structure by contracting in the market place for the provision of marketing
functions.

Check Your Progress

1. Explain in brief about International Distribution Channels.
2. Discuss about determinants of international channel types.

4.15 THE CONCEPT OF LOGISTICS

Logistics is the detailed organization and implementation of a complex operation.
In a general business sense, logistics is the management of the flow of things between
the point of origin and the point of consumption to meet the requirements of
customers or corporations. The resources managed in logistics may include tangible
goods such as materials, equipment, and supplies, as well as food and other
consumable items. Logistics management is the part of supply chain management
and supply chain engineering that plans, implements, and controls the efficient,
effective forward, and reverse flow and storage of goods, services, and related
information between the point of origin and point of consumption to meet customer’s
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requirements. The complexity of logistics can be modeled, analyzed, visualized
and optimized by dedicated simulation software. The minimization of the use of
resources is a common motivation in all logistics fields. A professional working in
the field of logistics management is called a logistician.

Marketing logistics involve planning, delivering and controlling the flow of
physical goods, marketing materials and information from the producer to the
market. The aim is to meet customer demands while still making a satisfactory
profit. To maintain your competitive edge, you need to create an effective strategy
regarding product, price, place and promotion. These four functions of marketing
logistics help the organization to reach the target customers and deliver the products
or services sold by the organization to these customers.

4.15.1 Meaning of Logistics
Logistics refers to the overall process of managing how resources are acquired,
stored, and transported to their final destination. Logistics management involves
identifying prospective distributors and suppliers and determining their effectiveness
and accessibility. Logistics managers are referred to as logisticians.

4.15.2 Definitions of Logistics
The Oxford English Dictionary defines logistics as “the branch of military science
relating to procuring, maintaining and transporting materiel, personnel and facilities.”
Another dictionary definition is “the time-related positioning of resources”. As
such, logistics is commonly seen as a branch of engineering that creates “people
systems” rather than “machine systems”. When talking in terms of human resources
management, logistics means giving inputs, i.e., “recruiting manpower’s”, which
ultimately work for the final consumer or to delivery.

4.15.3 Fields of Logistics
Given the services performed by logistics, one can distinguish the main fields of it
as it follows:

1. Procurement Logistics
2. Production Logistics
3. Distribution Logistics
4. Disposal Logistics
1. Procurement Logistics: Procurement Logistics consists of activities

such as market research, requirements planning, make or buy decisions,
supplier management, ordering and order controlling. The targets in
procurement logistics might be contradictory – maximize the efficiency
by concentrating on core competences, outsourcing while maintaining
the autonomy of the company, and minimization of procurement costs
while maximizing the security within the supply process.
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2. Production Logistics: Production Logistics connects procurement to
distribution logistics. The main function of production logistics is to use
the available production capacities to produce the products needed in
distribution logistics. Production logistics activities are related to
organizational concepts, layout planning, and production planning and
control.

3. Distribution Logistics: Distribution Logistics has, as main tasks, the
delivery of the finished products to the customer. It consists of order
processing, warehousing and transportation. Distribution logistics is
necessary because the time, place and quantity of production differ with
the time, place and quantity of consumption.

4. Disposal Logistics: Disposal Logistics’ main function is to reduce
logistics cost(s), enhance service(s) and save natural resources.

4.15.4 Business Logistics
Logistics as a business concept evolved in the 1950s due to the increasing
complexity of supplying businesses with materials and shipping out products in an
increasingly globalized supply chain, leading to a call for experts called supply
chain logisticians. Business logistics can be defined as “having the right item in the
right quantity at the right time at the right place for the right price in the right
condition to the right customer”, and is the science of process and incorporates all
industry sectors. The goal of logistics work is to manage the fruition of project life
cycles, supply chains and resultant efficiencies.

In business, logistics may have either internal focus (inbound logistics), or
external focus (outbound logistics) covering the flow and storage of materials from
point of origin to point of consumption. The main functions of a qualified logistician
include inventory management, purchasing, transportation, warehousing,
consultation and the organizing and planning of these activities. Logisticians combine
a professional knowledge of each of these functions to coordinate resources in an
organization. There are two fundamentally different forms of logistics: one optimizes
a steady flow of material through a network of transport links and storage nodes;
the other coordinates a sequence of resources to carry out some project.

4.16 INTERNATIONAL LOGISTICS

International Logistics and Supply Chain courses cover a wide spectrum of topics
including: transportation management, lean supply chain, strategic sourcing,
warehousing, performance-based logistics, constraints management, supply chain
network design and demand management. Singapore and Dubai are both important
logistics hubs connecting globally and regionally. This provides a perfect location
for this specialization.
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International marketing is becoming more important to companies as the
world shifts from distinct national markets to linked global markets. Globalization
brings homogenization of consumer needs, liberalization of trade and competitive
advantages of operating in global markets. Companies are forced to think and act
globally in order to survive in such a dynamic environment. All these elements
have a deep impact on the development and the positioning of companies on
international marketplaces where competition is cruel. Furthermore, another
significant change concerns the customers since they are more demanding in term
of quality, lead time and order fulfillment. In this context, firms must be more and
more flexible and reactive to anticipate and to adapt to such changes. This quest
for flexibility and reactivity affects the conception and the management of firms
and more generally their logistic systems and contributes to the development of
partnership relations, to the emergence of mergers or strategic alliances between
companies. As a result, a firm can no longer be considered as an isolated entity
but as a component of a wider supply network.

International firms have begun to implement various strategies in order to
remain competitive in world market. Logistics is one of the key areas in the process
of international marketing as the delivery of goods to the buyer is as important as
any other activity in business and marketing. Quite often, the most crucial part in
International trade is the timely delivery of goods at a reasonable cost by the
exporter to the importer. In fact, the prospective buyer may be willing to pay even
higher price for timely supplies. The emergence of logistics as an integrative activity,
with the movement of raw materials from their sources of supply to the production
line and ending with the movement of finished goods to the customer has gained
special importance. Earlier on, all the functions comprising logistics were not viewed
as components of a single system. But, with emergence of logistic as an important
part of corporate strategy due to certain developments in the field of international
marketing, it has gained special significance.

Logistics has gained importance due to the following trends:
Raise in transportation cost
Production efficiency is reaching a peak
Fundamental change in inventory philosophy
Product line proliferated
Computer technology
Increased use or computers
Increased public concern of products
Growth of several new, large retail chains
Reduction in economic regulation
Growing power of retailers
Globalization
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4.17 RELEVANCE OF LOGISTICS
INTERNATIONAL MARKETING

Logistics is some time referred as other half of marketing. Marketing experts have
recognized that for developing a position of sustainable competitive advantage, a
major source is superior logistics performance. Thus, it can be argued that instead
of viewing distribution, marketing and manufacturing as largely separate activities
within the business, they need to be unified, particularly at the strategic level. One
might be tempted to describe such an integrated approach to strategy and planning
as ‘Marketing Logistics’. Business can only compete and survive either by winning
a cost advantage or by providing superior value and benefit to the customer.

In recent years, numbers of companies have become aware that the market
place encompasses the world, not just the India. As a practical matter, marketing
managers are finding that they need to do much work in terms of conceptualizing,
designing, and implementing logistics initiatives to market effective globally.

Following are the reasons behind the extension of logistics activities at global
level to do business internationally. The magnitude of global business is:

Increase in the magnitude global business.
Business is relying on foreign countries to provide a source of raw
materials and markets for finished goods.
Fall of global trade barriers.
Increase in global competition.

A perspective change in business and marketing urged the necessity of
integrating logistics in marketing activities. Increasingly, the power of the brand is
diminishing as technologies of competing product converge, making product
differences less apparent. Faced with situations, the customer may be influenced
by price or image perceptions, but overriding these aspects the availability of product
in stock may become the major consideration. A second change is that the customer’
expectations of service have increased. The customer is now more demanding
and more sophisticated. Industrial buyers are more professional in their approach.

4.18 FOREIGN SALES AGENT

Appointing a sales agent or distributor in an overseas market or region is an effective
way to reach international customers without having to establish your own
international sales operation. An agent is a representative you hire to find you
customers and in some cases they will even negotiate and conclude the final sales
contract. They will charge commission at a pre-arranged rate for every customer
they find that you end up selling your offering to. This will typically take between
2.5% and 25% of the money earned by your offering in the market. A distributor
is an entity that you sell your product to for them to then sell onto their own
customer base. They will add their own margin to cover their costs but they will
use their greater in-market resource marketing, export documentation, stocking
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and labelling among other things to sell your product. A distributor will usually take
between 25% and 60% of the money made from sales of your product in the
market.

4.18.1 Meaning of Foreign Sales Agent
Foreign sales agent is an entity or person acting as a foreign representative for a
local business. An individual or firm serves as a foreign representative for a domestic
supplier and seeks sales in the foreign country for the supplier. This is an individual
who knows your target market is a resident of that market and has experience in
driving sales on behalf of that organization.

4.18.2 Selection and Appointment of Foreign Sales
Agent

Selling a product through an overseas agent is a very successful strategy. Sales
agents are available on commission basis for any sales they make. The key benefit
of using an overseas sales agent is that you get the advantage of their extensive
knowledge of the target market. Sales agent also provides support to an exporter
in the matter of transportation, reservation of accommodation, appointment with
the government as and when required. It is, therefore, essential that one should
very carefully select overseas agent.

Companies engaging foreign distributors or agents to assist with foreign
sales growth, whether venturing to a foreign market for the first time or expanding
to a new foreign market can benefit from some simple best practices and strategies
that have proven successful across various industries and business sectors and
across various markets and continents. Here are some golden rules to consider
for your own company practices:

1. Be the Selector, Not the Selectee

The calls we get from clients with difficult foreign distributor or agent legal issues
often involve situations that originate with the company using an agent or distributor
that contacted the company and convinced the company to engage the agent or
distributor for sales in the foreign territory. Sometimes the company will even
confess that at the time, with few international sales, management felt “something
was better than nothing” so the company was willing to take a chance. The first
thing to remember is that international sales have the real potential to exceed
domestic sales, and very serious consideration and effort should go into mapping
a strategy for international sales growth.

2. Pick the Right Market
This is the “real first step”. If you select the distributor first you have a strong
potential to completely miss or overlook the best first (or next) international market
for international sales growth. Especially for companies focusing on just meeting
orders from Nevada, let alone the Netherlands, the best first market is the best
market that will ensure smooth success right from the start. Things like markets
with ready demand, ease of adapting the product or service to regulatory and
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legal requirements in the territory, language capability, transparency, rules of law,
whether there are import tariffs or export controls, etc. will factor in to the
determination. By way of example, for a first-time exporter with a disability
accessibility product, iti s great that you have interest in your product from a potential
distributor in China. However, considering the fact that Canada and most provinces
passed a law similar to the Americans with Disabilities Act, there are fewer language
barriers, a stronger rule of law, lower shipping costs, fewer export controls risks,
easier access to records to conduct due diligence on potential distributors, etc.

3. Keep Your Mind on the Goals

Decide your long-term goals; build strong incentives for appropriate goals. In
negotiating terms for relationships with the foreign agents or distributors, try to
focus clients on long-term company goals and then build incentives in the contracts
I draft for those goals to be achieved. One example is the measure of compensation.
If the company’s long-term goal is to expand the product line and attract new
customers in the territory, not just repeat sales, then commission or discount
arrangements with foreign agents and distributors need to be formulated to
incentivize achievement of that goal over time.

4. Strive for a Good Ending
At the start, both foreign distributor or agent and the company have the hopes of
a stable long term relationship. No one wants to start new relationship thinking
about how the parties can ruin the relationship. That’s the role of experienced
international trade counsel.

5. Be Smart. Protect Your Intellectual Property

Finally, we strive, based on past experience, to avoid having our clients repeat
mistakes and avoid problems when the fact set indicates high risk for certain legal
issues to arise. Just like experienced heart surgeons, experienced international
trade counsel knows that being as healthy as possible going into surgery is important,
and once you venture into new territory fixing anything likely to cause problems in
the future is the best recipe for a healthy outcome.

4.18.3 Merits of Appointing a Foreign Sales Agent
There are various types of merits associated with appointed a sales agent for
export purpose are as follow:

1. Sales agent avoids the recruitment, training, time and payroll costs of
using own employees to enter an overseas market.

2. An agent is a better option to identify and exploit opportunities in overseas
export market.

3. An agent already have solid relationships with potential buyers. Hence,
it saves the time of the exporter to build own contacts.

4. An agent allows an exporter to maintain more control over matters such
as final price and brand image – compared with the other intermediary
option of using a distributor.
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4.18.4 Demerits of Appointing a Foreign Sales Agent
There are also certain disadvantages associated with appointing a sales agent for
export purpose which are as follows:

1. After-sales service can be difficult when selling through an intermediary.
2. There is a risk for exporter to lose some control over marketing and

brand image.

4.18.5 Important Points While Appointing a Foreign Sales
Agent

Appointing right sales agent not only enhance the profit of an exporter but also
avoid any of risks associated with a sales agent. So, it becomes important for an
exporter to take into consideration following important points before selection an
appropriate sales agent for his product.

1. Size of the agent’s company.
2. Date of foundation of the agent’s company.
3. Company’s ownership and control.
4. Company’s capital, funds, available and liabilities.
5. Name, age and experience of the company’s senior executives.
6. Number, age and experience of the company’s salesman.
7. Other agencies that the company holds, including those of competing

products and turnover of each.
8. Length of company’s association with other principal.
9. New agencies that the company obtained or lost during the past year.
10. Company’s total annual sales and the trends in its sales in recent years.
11. Company’s sales coverage, overall and by area.
12. Number of sales calls per month and per salesman by company staff.
13. Any major obstacles expected in the company’s sales growth.
14. Agent’s capability to provide sales promotion and advertising services.
15. Agent’s transport facilities and warehousing capacity.
16. Agent’s rate of commission; payment terms required.
17. References on the agents from banks, trade associations and major

buyers.

Check Your Progress

3. Explain about Logistics Decisions.
4. Discus about selection and appointment of Foreign Sales Agent.
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4.19 ANSWERS TO ‘CHECK YOUR PROGRESS’

1. International distribution channel is that path which includes all individuals
and institutions around the world which work to make goods reach the
consumers from producers without interruption. Distribution plays an
important role in the implementation of the international marketing program
as it enables the products and services to reach the ultimate customer. Indirect
channels are further classified based on whether the international marketer
makes use of domestic intermediaries. Distribution decisions focus on
establishing a system that, at its basic level, allows customers to gain access
and purchase a marketer’s product. However, marketers may find that
getting to the point at which a customer can acquire a product is complicated,
time consuming, and expensive.

2. (i) Legal Regulations: A country may have specific laws that rule out
the use of particular channels or middlemen, e.g., prohibits the use of
doors to door selling. Although private importers in Iraq may choose
to deal through commission agents, Iraqi legislation prohibits state
enterprises form dealing with third party intermediaries (including
commission agents) in obtaining foreign supplies, Saudi Arabia requires
every foreign company with work there to have a local sponsor who
receives about 5% of any contract. Not surprisingly, many Saudis,
acting as agents, have become millionaires almost overnight.

(ii) Product Image: The product image desired by a manufacturer can
dictate the manner in which the product is distributed. A product with
a low-price image requires intensive distribution. On the other hand,
it is not necessary or even desirable for a prestigious product to have
wide distribution.

(iii) Product Characteristics: The type of product determines how that
product should be distributed. For low/high turnover convenience
products, the requirement is for an intensive distribution network.

3. Logistics is the detailed organization and implementation of a complex
operation. In a general business sense, logistics is the management of the
flow of things between the point of origin and the point of consumption to
meet the requirements of customers or corporations. The resources managed
in logistics may include tangible goods such as materials, equipment and
supplies, as well as food and other consumable items. Logistics management
is the part of supply chain management and supply chain engineering that
plans, implements, and controls the efficient, effective forward, and reverse
flow and storage of goods, services, and related information between the
point of origin and point of consumption to meet customer’s requirements.
The complexity of logistics can be modeled, analyzed, visualized and
optimized by dedicated simulation software. The minimization of the use of
resources is a common motivation in all logistics fields. A professional
working in the field of logistics management is called a logistician.
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4. Selling a product through an overseas agent is a very successful strategy.
Sales agents are available on commission basis for any sales they make.
The key benefit of using an overseas sales agent is that you get the advantage
of their extensive knowledge of the target market. Sales agent also provides
support to an exporter in the matter of transportation, reservation of
accommodation, appointment with the government as and when required.
It is, therefore, essential that one should very carefully select overseas agent.
Companies engaging foreign distributors or agents to assist with foreign
sales growth, whether venturing to a foreign market for the first time or
expanding to a new foreign market can benefit from some simple best
practices and strategies that have proven successful across various industries
and business sectors and across various markets and continents.

4.20 SUMMARY

Distribution channel represents a chain of businesses or intermediaries
through which the final buyer purchases a good or service. Distribution
channels include wholesalers, retailers, distributors and the Internet. In a
direct distribution channel, the manufacturer sells directly to the consumer.
Distribution is a very important component of Logistics and Supply Chain
Management. Distribution in supply chain management refers to the
distribution of a good from one business to another. It can be factory to
supplier, supplier to retailer, or retailer to end customer. It is defined as a
chain of intermediaries; each passing the product down the chain to the
next organization, before it finally reaches the consumer or end-user.
Channel Strategy is the decision about the allocation of roles within a channel
of distribution, and the way in which the channel is formally or informally
managed and administered.
Push strategy is a manufacturing strategy aimed at other channel members
rather than the end consumer. The manufacturer attempts to entice other
channel members to carry its product through trade allowances, inventory
stocking procedures, pricing policies, etc.
A manufacturing strategy aimed at the end consumer of a product. The
product is pulled through the channel by consumer demand initiated by
promotional efforts, inventory stocking procedures, etc. Under this strategy,
the communications and promotional abctivities by the marketer to persuade
consumers to request specific products or brands from retail channel
members.
Channel management is a term that refers to the way that a business or
supplier of products uses various marketing techniques and sales strategies
to reach the widest possible customer base. The channels are all of the
various outlets by which the product is marketed and sold to customers.
Physical Distribution Management (PDM) is concerned with ensuring that
the individual efforts that go to make up the distributive function are optimized
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so that a common objective is realized. This is called the ‘systems approach’
to distribution management and a major feature of PDM is that these functions
be integrated.
The International Distribution channel describes the varieties of intermediaries
involved in moving products between countries as well as within countries.
The tasks and functions of the various intermediaries will be examined. It
should be kept in mind that certain types of intermediaries do not exist in
some countries and that the pattern of use as well as the importance of each
type of intermediary varies widely from country to country.
A foreign distributor is a foreign firm that has exclusive rights to carry out
distribution for a manufacturer in a foreign country or specific area.
Logistics refers to the overall process of managing how resources are
acquired, stored, and transported to their final destination. Logistics
management involves identifying prospective distributors and suppliers and
determining their effectiveness and accessibility. Logistics managers are
referred to as logisticians.
International Logistics and Supply Chain courses cover a wide spectrum of
topics including: transportation management, lean supply chain, strategic
sourcing, warehousing, performance-based logistics, constraints
management, supply chain network design, and demand management.
Singapore and Dubai are both important logistics hubs connecting globally
and regionally. This provides a perfect location for this specialization.
Foreign sales agent is an entity or person acting as a foreign representative
for a local business. An individual or firm serves as a foreign representative
for a domestic supplier and seeks sales in the foreign country for the supplier.
This is an individual who knows your target market is a resident of that
market and has experience in driving sales on behalf of that organization.

4.21 KEY TERMS

Distribution Channel: Distribution channel represents a chain of businesses
or intermediaries through which the final buyer purchases a good or service.
Distribution channels include wholesalers, retailers, distributors and the
Internet. In a direct distribution channel, the manufacturer sells directly to
the consumer.
Distribution Decisions: Distribution is a very important component of
Logistics and Supply Chain Management. Distribution in supply chain
management refers to the distribution of a good from one business to another.
It can be factory to supplier, supplier to retailer, or retailer to end customer.
It is defined as a chain of intermediaries; each passing the product down the
chain to the next organization, before it finally reaches the consumer or
end-user.
Channel Strategy: Channel Strategy is the decision about the allocation
of roles within a channel of distribution, and the way in which the channel is
formally or informally managed and administered.
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Push Strategy: Push strategy is a manufacturing strategy aimed at other
channel members rather than the end consumer. The manufacturer attempts
to entice other channel members to carry its product through trade
allowances, inventory stocking procedures, pricing policies, etc.
Pull Strategy: A manufacturing strategy aimed at the end consumer of a
product. The product is pulled through the channel by consumer demand
initiated by promotional efforts, inventory stocking procedures, etc. Under
this strategy the communications and promotional activities by the marketer
to persuade consumers to request specific products or brands from retail
channel members.
Channel Management: Channel management is a term that refers to the
way that a business or supplier of products uses various marketing techniques
and sales strategies to reach the widest possible customer base. The channels
are all of the various outlets by which the product is marketed and sold to
customers.
Physical Distribution Management: Physical Distribution Management
(PDM) is concerned with ensuring that the individual efforts that go to make
up the distributive function are optimized so that a common objective is
realized. This is called the ‘systems approach’ to distribution management
and a major feature of PDM is that these functions be integrated.
International Distribution Channels: The International Distribution
Channel describes the varieties of intermediaries involved in moving products
between countries as well as within countries. The tasks and functions of
the various intermediaries will be examined. It should be kept in mind that
certain types of intermediaries do not exist in some countries and that the
pattern of use as well as the importance of each type of intermediary varies
widely from country to country.
Foreign Distributor: A foreign distributor is a foreign firm that has exclusive
rights to carry out distribution for a manufacturer in a foreign country or
specific area.
Logistics: Logistics refers to the overall process of managing how resources
are acquired, stored, and transported to their final destination. Logistics
management involves identifying prospective distributors and suppliers and
determining their effectiveness and accessibility. Logistics managers are
referred to as logisticians.
International Logistics: International Logistics and Supply Chain courses
cover a wide spectrum of topics including: transportation management, lean
supply chain, strategic sourcing, warehousing, performance-based logistics,
constraints management, supply chain network design, and demand
management. Singapore and Dubai are both important logistics hubs
connecting globally and regionally. This provides a perfect location for this
specialization.
Foreign Sales Agent: Foreign sales agent is an entity or person acting as
a foreign representative for a local business. An individual or firm serves as
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a foreign representative for a domestic supplier and seeks sales in the foreign
country for the supplier. This is an individual who knows your target market
is a resident of that market and has experience in driving sales on behalf of
that organization.

4.22 SELF-ASSESSMENT QUESTIONS AND
EXERCISES

Short Answer Questions
1. What is Distribution Channel?
2. Give the meaning of Distribution Channel.
3. What is Channel Strategy?
4. Give the meaning of Channel Management.
5. What is Physical Distribution Management?
6. Give the meaning of International Distribution Policy.
7. Give the meaning of Logistics?
8. What is Business Logistics?
9. What is International Logistics?

10. Who is Foreign Sales Agent?

Long Answer Questions

1. Discuss the importance of Distribution Decisions.
2. Explain various functions of a Distribution Channels.
3. Discuss various types of Distribution Channels.
4. Explain the concept of International Distribution.
5. Discuss the elements of International Distribution Channels.
6. Explain the International Distribution Policy.
7. Discuss various types of International Distribution Channels.
8. Explain the determinants of International Channel Types.
9. Discuss the concept of Logistics.

10. Write note on: International Logistics.
11. Discuss the relevance of Logistics International Marketing.
12. Explain the selection and appointment of Foreign Sales Agent.
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5.0 INTRODUCTION

Export-import trade can be defined as the trading of different types of goods
between one country and another country. Export-import trade has assumed
significance as it is vital for a country’s prosperity. The more the export of goods,
more is the revenue earned and the chances that the country can progress
economically. ‘Imports’ means, bringing into India, of goods from a place outside
India. In other words, it refers to the goods which are produced abroad by foreign
producers and are used in the domestic economy in order to cater to the needs of
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the domestic consumers. India includes the territorial waters of India which extend
up to 12 nautical miles into the sea to the coast of India. Similarly, ‘exports’ of
goods means, taking goods out of India to a place outside India. It refers to the
goods which are produced domestically and are used to cater to the needs of the
consumers in other countries. The country which is purchasing the goods is known
as the importing country and the country which is selling the goods is known as the
exporting country. The traders involved in such transactions are importers and
exporters respectively.

5.1 OBJECTIVES

After going through this unit, you will be able to:
Discuss about Indian Import-Export Policy and Practice.
Analyze about the steps of commencement of an Export Business.
Describe about exporting pricing and export finance.

5.2 INDIAN IMPORT-EXPORT POLICY

In India, exports and imports are regulated by the Foreign Trade (Development
and Regulation) Act, 1992, which replaced the Imports and Exports (Control)
Act, 1947, and gave the Government of India enormous powers to control it. It
has empowered the Central Government to make provisions for development
and regulation of foreign trade by facilitating imports into, and augmenting exports
from India and for all matters connected therewith or incidental thereto.

The Central Government can prohibit, restrict and regulate exports and imports,
in all or specified cases as well as subject them to exemptions. It authorizes the
Central Government to formulate and announce an Export and Import (EXIM)
Policy and also amend the same from time to time, by notification in the Official
Gazette. It provides for the appointment of a Director General of Foreign Trade by
the Central Government for the purpose of the Act. He shall advise Central
Government in formulating export and import policy and implementing the policy.
Under the Act, every importer and exporter must obtain a ‘Importer Exporter Code
Number’ (IEC) from Director General of Foreign Trade or from the officer so
authorized. The Director General or any other officer so authorized can suspend or
cancel a licence issued for export or import of goods in accordance with the Act.
But he does it after giving the licence holder a reasonable opportunity of being heard.

5.3 EXPORT TRADE

Export trade is a function of international trade whereby goods produced in one
country are shipped to another country for future sale or trade. The sale of such
goods adds to the producing nation’s gross output. If used for trade, exports are
exchanged for other products or services. Exports are one of the oldest forms of
economic transfer, and occur on a large scale between nations that have fewer
restrictions on trade, such as tariffs or subsidies.
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5.4 PROCEDURE OF EXPORT TRADE

The procedure of export trade consists of the following elements:

1. Market Survey
The first step for an exporter is to carry out a survey of the International market to
identify suitable markets for the goods he wants to export. Alternatively, he could
study a specific market to identify the goods suitable for export to that particular
market. He should also study the present competition and future prospects. The
following are some sources of data/information can be tapped for carrying out
such studies:

(i) Export Import Data Bank of Ministry of Commerce.
(ii) Foreign Trade Performance Analysis.
(iii) Directorate General of Commercial Intelligence and Statistics.
(iv) India Trade Journal.
(v) Directory of Indian Exporters.
(vi) EXIM Bulletins.

2. Familiarization with Policies, Procedures and Agreements
It is very important to be familiar with all the policies, regulations and procedures
governing foreign trade, as well as foreign trade agreements between India and
other countries and international trade organizations, before embarking on a venture.
Assistance of Indian Commercial Missions abroad can be sought to gain desired
information about the regulations, standards and trade data of the countries of interest.

Exporters must also be aware of Non-tariff Measures (NTM), which are
all measures other than normal tariffs namely trade related procedures, regulations,
standards, licensing systems and even trade defence measures such as anti-dumping
duties, etc. which have the effect of restricting trade between nations. With the
lowering of tariffs across the globe, NTMs have come into prominence with
Members using these measures to erect entry barriers for goods and services.

3. Registration
Before commencing business, this needs to register with the Directorate General of
Foreign Trade (DGFT) and obtain Importer Exporter Code Number. IE Code is
unique 10 digit code issued by DGFT to Indian companies. This is a mandatory
requirement to carry out import from or export to India. Exporters also have to
obtain PAN based Business Identification Number (BIN) from the Directorate
General of Foreign Trade prior to filing of shipping bill for clearance of export goods.

3. Exploring Export Opportunities
The Government actively assists exporters by through Trade Promotion Programs
and Schemes and by providing Trade Promotion Assistance. These include
programs for enhancing bilateral trade by entering into agreements with countries
or trade blocks such as the CIS and ASEAN. While selecting the goods to export,
it is important to ascertain that it meets the quality and other specifications laid
down in the chosen country/countries. It must meet the standards laid down by



Indian Import-Export
Policy

NOTES

Self-Instructional
226 Material

Bureau of Indian Standards or Agmark as applicable, besides other International
certification bodies.

4. Export Licence
Majority of goods are allowed to be exported without obtaining a licence. Export
licenses are only required for items listed in the Schedule 2 of ITC(HS)
Classifications of Export and Import items. An application for grant of Export
Licence for such items must be submitted to the Director General of Foreign
Trade (DGFT). The Export Licensing Committee under the Chairmanship of Export
Commissioner considers such applications on merits for issue of export licenses.
Export of Special Chemicals, Organisms, Materials, Equipment and Technologies
(SCOMET) items are also permitted under a licence or prohibited altogether.

5. Export of Samples
Export of samples up to specified limits are allowed free. The exporter is required
to be registered with the appropriate Export Promotion Council to avail of this
benefit. Samples with permanent marking as “sample not for sale” are allowed
freely for export without any limit.

6. Processing of Shipping Bill
In case of export by sea or air, the exporter must submit the ‘Shipping Bill’, and in
case of export by road, he must submit ‘Bill of Export’ in the prescribed form
containing the prescribed details such as the name of the exporter, consignee,
invoice number, details of packing, description of goods, quantity, F.O.B. value,
etc. Along with the Shipping Bill, other documents such as copy of packing list,
invoices, export contract, letter of credit, etc. are also to be submitted. There are
five types of shipping bills:

(i) Shipping Bill for export of duty free goods. This shipping bill is white in
color.

(ii) Shipping bill for export of goods under claim for duty drawback. This
shipping bill is green in color.

(iii) Shipping bill for export of duty free goods ex-bond, i.e., from bonded
warehouse. This shipping bill is pink in color.

(iv) Shipping Bill for export of dutiable goods. This shipping bill is yellow in
color.

(v) Shipping bill for export under DEPB scheme. This shipping bill is blue in
color.

The Bills of Export are:
(i) Bill of export for goods under claim for duty drawback
(ii) Bill of export for dutiable goods
(iii) Bill of export for duty free goods
(iv) Bill of export for duty free goods ex-bond
(v) Exporters can check and track the status of Shipping Bills online.
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7. Let Export Order
After the receipt of the goods in the dock, the exporter may contact the Customs
Officer designated for the purpose and present the checklist with the endorsement
of Port Authority and other declarations along with all original documents. Customs
Officer may verify the quantity of the goods actually received and thereafter mark
the Electronic Shipping Bill and also hand over all original documents to the Dock
Appraiser, who may assign a customs officer for the examination of the goods. If
the Dock Appraiser is satisfied that the particulars entered in the system conform
to the description given in the original documents, he may proceed to allow “let
export” for the shipment.

5.5 REQUIRED INFORMATION FOR BOTH
IMPORTER AND EXPORTER

Information for Importers
Import of goods helps to boost the economy by providing capital good for
infrastructure or industrial development, meeting shortages and improving quality
of production. It also helps improving living standards by making available good
and products not produced in the country. With the rise in disposable incomes in
India, the marked for imported goods is growing. Starting a business of importing
goods can be a profitable venture, but requires that the rules and regulations
governing such trade and the markets in respect of both the countries, and the
trade agreements with the country of interest, are studied and understood well.

Information for Exporters
Export may be simply defined as selling of goods to a foreign country. As per
Section 2(e) of the India Foreign Trade (Development and Regulation) Act (1992),
the term export may be defined as “an act of taking out of India any goods by
land, sea or air and with proper transaction of money”.

Exporting a product is a profitable method that helps to expand the business
and reduces the dependence in the local market. A primary reason for export is to
earn foreign exchange, which not only brings profit for the exporter but also benefits
the economy of the country. International trade also keeps an exporter more
competitive and less vulnerable to the market.

Government of India supports exporters through incentives and schemes to
promote Indian export as well as by entering into beneficial trade agreements with
governments of foreign countries and international trade organizations.

5.6 STEPS OF EXPORT TRADE

The various steps of Export Trade are:

Step - 1: Receipt of an Order
The exporter has to get him registered with various authorities like RBI, income
tax authorities, etc. In addition, he has to appoint agents or distributors for collection
of orders from foreign countries. Exporter receives an order from importer directly
or through Indent House.
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Step - 2: Obtaining License and Quota
After obtaining order, exporter has to secure export license from the government.
For this, he has to apply to the Export Trade Control Authority and obtain the
valid license. Quota is the total quantity of goods that is permitted for exports.

Step - 3: Letter of Credit
Exporter demands letter of credit from importer or sometimes importer may send
it himself along with the order.

Step - 4: Fixing Exchange Rate
Exchange rate means the rate at which the currency of one country is exchanged
for the currency of another country. It fluctuates from time to time. Hence, the
exporter and importer fix the exchange rate mutually.

Step - 5: Foreign Exchange Formalities
Here, the exporter has to undergo certain foreign exchange formalities as laid
down under exchange control regulations. According to FERA (Foreign Exchange
Regulation Act of India), every exporter has to furnish a declaration in the form
prescribed for this purpose. The declaration states:

(i) Foreign exchange earned by way of exports will be disposed in the
manner and within the period specified by RBI.

(ii) Negotiations of shipping documents will be through authorized dealers
in foreign exchange.

(iii) The payment for goods exported will be collected only through approved
method.

Step - 6: Preparation for Executing the Order
The exporter makes necessary arrangements for executing the order. In this respect,
he performs the following activities:

(i) Packing and marking of the goods as per the specifications of the
importer.

(ii) Arranging the pre-shipment inspection by the Export Inspection Agency
and getting the inspection certificate from it.

(iii) Securing insurance policy from the Export Credit Guarantee Corporation
(ECGC) to get protection against the credit risks.

(iv) Obtaining a suitable marine insurance policy, consular invoice and
certificate of origin, if required.

(v) Appointing a forwarding agent for handling the customs and forwarding
activities.

Step - 7: Formalities Done by Forwarding Agent
The Forwarding Agent completes the following formalities:

(i) He obtains the Customs’ Permit from the Customs Department for
exporting goods.

(ii) The Forwarding Agent discloses the details of the goods such as their
nature, size, quantity, weight, etc. to the shipping company.
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(iii) The Forwarding Agent prepares a Shipping Bill.
(iv) The Forwarding Agent prepares two copies of the dock challans and

pays the dock dues.
(v) The Captain of the ship gets the goods loaded on the ship on the basis

of the Shipping Order in the presence of customer officers.
(vi) When the goods are loaded on the ship, the Mate (Vice Captain or the

Captain) issues a receipt called Mate’s or Captain’s Receipt.

Step - 8: Bill of Lading
The exporter approaches the shipping company, presents the Mate’s Receipt and
in exchange receives a document called Bill of Lading. It is an official receipt given
by the shipping company as an acknowledgement of the receipt of goods to be
transported to the port of destination. It is also a contract for the carriage of
goods. It gives full description of goods loaded on the ship, name of the port of
destination, etc.

Step - 9: Shipment Advice to Importer
The exporter sends Shipment Advice to the importer informing him about the
dispatch of the goods. He sends a copy of packing list, commercial invoice and a
non-negotiable copy of the Bill of Lading, along with the Advice Note.

Step - 10: Presentation of Documents to the Bank
The exporter confirms that he has secured a complete set of the shipping documents
namely, the Bill of Lading, Marine Insurance Policy, Certificate of Origin, the
Consular Invoice and the Commercial Invoice. He then draws a bill of exchange
on the basis of the commercial invoice. The bill of exchange accompanied by
these documents is called Documentary Bill of Exchange. Such a bill may be a
D/P (Documents against payment) bill or D/A (Documents against Acceptance)
bill. The exporter hands over the documentary bill to his bank.

Step - 11: Realization of Export Proceeds
For realization of export proceeds, the exporter has to undergo certain banking
formalities. Generally, he receives payment in foreign currency by bill of exchange
or by bank draft.

Step - 12: Follow-up
After the sales, exporter should always have a follow-up to find out buyer’s reactions
towards the goods. Such follow-up builds goodwill and the exporter can get more
and more orders in future.

5.7 DOCUMENTATION OF EXPORT TRADE

Export procedure describes the documents required for exporting from India.
Special documents may be required depending on the type of product or destination.
Certain export products may require a quality control inspection certificate from
the Export Inspection Agency. Some food and pharmaceutical product may require
a health or sanitary certificate for export.
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Shipping Bill
Shipping Bill/Bill of Export is the main document required by the Customs Authority
for allowing shipment. Usually, the Shipping Bill is of four types and the major
distinction lies with regard to the goods being subject to certain conditions which
are mentioned below:

(i) Export duty/cess
(ii) Free of duty/cess
(iii) Entitlement of duty drawback
(iv) Entitlement of credit of duty under DEPB Scheme
(v) Re-export of imported goods
The following are the export documents required for the processing of the

Shipping Bill:
(i) GR forms (in duplicate) for shipment to all the countries.
(ii) 4 copies of the packing list mentioning the contents, quantity, gross and

net weight of each package.
(iii) 4 copies of invoices which contains all relevant particulars like number

of packages, quantity, unit rate, total F.O.B./C.I.F. value, correct and
full description of goods, etc.

(iv) Contract, L/C and Purchase Order of the overseas buyer.
(v) AR4 (both original and duplicate) and invoice.
(vi) Inspection/Examination Certificate.
The formats presented for the Shipping Bill are as given below:
(i) White Shipping Bill in triplicate for export of duty free of goods.
(ii) Green Shipping Bill in quadruplicate for the export of goods which are

under claim for duty drawback.
(iii) Yellow Shipping Bill in triplicate for the export of dutiable goods.
(iv) Blue Shipping Bill in 7 copies for exports under the DEPB scheme.

5.8 DOCUMENTS REQUIRED FOR POST-
PARCEL CUSTOMS CLEARANCE

In case of Post Parcel, no Shipping Bill is required. The relevant documents are
mentioned below:

(i) Customs Declaration Form: It is prescribed by the Universal Postal
Union (UPU) and international apex body coordinating activities of
national postal administration. It is known by the code number CP2/
CP3 and to be prepared in quadruplicate, signed by the sender.

(ii) Despatch Note: This also known as CP2. It is filled by the sender to
specify the action to be taken by the postal department at the destination
in case the address is non-traceable or the parcel is refused to be accepted.

(iii) Prescriptions Regarding the Minimum and Maximum Sizes of
the Parcel with its Maximum Weight: Minimum size: Total surface
area not less than 140 mm × 90 mm.



Indian Import-Export
Policy

NOTES

Self-Instructional
             Material   231

Maximum size: Lengthwise not over 1.05 m. Measurement of any other
side of circumference 0.9 m/2.00 m.
Maximum weight: 10 kg usually, 20 kg for some destinations.

(iv) Commercial Invoice: Issued by the seller for the full realizable amount
of goods as per trade term.

(v) Consular Invoice: Mainly needed for the countries like Kenya, Uganda,
Tanzania, Mauritius, New Zealand, Burma, Iraq, Australia, Fiji, Cyprus,
Nigeria, Ghana, Zanzibar, etc. It is prepared in the prescribed format
and is signed/certified by the counsel of the importing country located in
the country of export.

(vi) Customs Invoice: Mainly needed for the countries like USA, Canada,
etc. It is prepared on a special form being presented by the Customs
authorities of the importing country. It facilitates entry of goods in the
importing country at preferential tariff rate.

(vii) Legalized/Visaed Invoice: This shows the seller’s genuineness before
the appropriate consulate/chamber of commerce/embassy. It do not have
any prescribed form.

(viii) Certified Invoice: It is required when the exporter needs to certify on
the invoice that the goods are of a particular origin or manufactured/
packed at a particular place and in accordance with specific contract.
Sight Draft and Usance Draft are available for this. Sight Draft is required
when the exporter expects immediate payment and Usance Draft is
required for credit delivery.

(ix) Packing List: It shows the details of goods contained in each parcel/
shipment.

(x) Certificate of Inspection: It shows that goods have been inspected
before shipment.

(xi) Black List Certificate: It is required for countries which have strained
political relation. It certifies that the ship or the aircraft carrying the goods
has not touched those country(ies).

(xii) Weight Note: Required to confirm the packets or bales or other form
are of a stipulated weight.

Manufacturer’s/Supplier’s Quality/Inspection Certificate
(i) Manufacturer’s Certificate: It is required in addition to the Certificate

of Origin for few countries to show that the goods shipped have actually
been manufactured and are available.

(ii) Certificate of Chemical Analysis: It is required to ensure the quality
and grade of certain items such as metallic ores, pigments, etc.

(iii) Certificate of Shipment: It signifies that a certain lot of goods have
been shipped.

(iv) Health/Veterinary/Sanitary Certification: Required for export of
foodstuffs, marine products, hides, livestock, etc.
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(v) Certificate of Conditioning: It is issued by the competent office to
certify compliance of humidity factor, dry weight, etc.

(vi) Antiquity Measurement: Issued by Archaeological Survey of India in
case of antiques.

(vii) Trans-shipment Bill: It is used for goods imported into a customs
port/airport intended for trans-shipment.

(viii) Shipping Order: Issued by the Shipping (Conference) Line which
intimates the exporter about the reservation of space of shipment of cargo
through the specific vessel from a specified port and on a specified date.

(ix) Cart/Lorry Ticket: It is prepared for admittance of the cargo through
the port gate and includes the shipper’s name, cart/ lorry number, marks
on packages, quantity, etc.

(x) Shut-out Advice: It is a statement of packages which are shut out by a
ship and is prepared by the concerned shed and is sent to the exporter.

(xi) Short Shipment Form: It is an application to the customs authorities
at port which advises short shipment of goods and required for claiming
the return.

(xii) Shipping Advice: It is prepared in aligned document to be used to
inform the overseas customer about the shipment of goods.

5.9 DIRECTION OF INDIA’S EXPORT TRADE

Direction of foreign trade means the countries to which India exports its goods
and the countries from which it imports. Thus, direction consists of destination of
exports and sources of our imports. Prior to the Independence when India was
under British rule, much of our trade was done with Britain.

Therefore, UK used to hold the first position in India’s foreign trade. However,
after Independence, new trade relationships were established. Now, USA has
emerged as the most important trading partner followed by Germany, Japan and
UK. India is also making efforts to increase the exports to other countries also the
direction of India’s exports and imports.

During the period 2009-10 (April-September), the share of Asia and
ASEAN region comprising South Asia, East Asia, Mid-Eastern and Gulf countries
accounted for 55.0% of India’s total exports. The share of Europe and America in
India’s exports stood at 21.4% and 15.3% respectively of which EU countries
(27) comprises 20.0%. During the period, United Arab Emirates (14.4%) has
been the most important country of export destination followed by USA (11.5%),
China (5.1%), Hong Kong (4.5%), Singapore (4.3%), Netherlands (3.7%), UK
(3.7%), Germany (3.1%), Saudi Arabia (2.7%) and Belgium (2.1%).

Asia and ASEAN accounted for 61.3% of India’s total imports during the
period followed by Europe (19.1%) and America (9.4%). Among individual
countries the share of China stood highest at 12.0% followed by USA (6.0%),
UAE (6.0%), Saudi Arabia (5.5%), Iran (4.5%), Switzerland (4.4%), Germany
(3.8%), Kuwait (2.9%), Nigeria (2.5%) and Iraq (2.3%).
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5.10 IMPORT TRADE

Import trade is the trade procedure under which goods or services are brought
into one country from another. An import in the receiving country is an export from
the sending country. Importation and exportation are the defining financial
transactions of international trade.

5.11 PROCEDURE OF IMPORT TRADE

Import trade refers to the purchase of goods from a foreign country. The procedure
for import trade differs from country to country depending upon the import policy,
the statutory requirements and customs of different countries. In almost all the
countries of the world import trade is controlled by the Government.

The objectives of these controls are proper use of foreign exchange,
restrictions on imports of non-essential and luxury goods, development of indigenous
industries, etc. In India, the following steps are involved in importing goods from
any foreign country.

Steps in Import Trade
Following steps are taken in import trade:

(i) Trade Enquiry: First step in import trade is to make trade inquiries
asking for details of goods, price, terms of sales, etc.

(ii) Procurement of Import License and Quota: An Import license is
essential to import goods from a foreign country. A license is issued
under import policy announced every year by the government.

(iii) Obtaining Foreign Exchange: After getting import license, foreign
exchange is obtained from RBI. An application in a prescribed form is
submitted giving details of exchange required.

(iv) Placing the Indent or Order: An order is placed with the exporter
for the supply of goods.

(v) Dispatching a Letter of Credit: To ensure payment the exporter asks
for a letter of credit from the importer. The issuer of this letter guarantees
the payment as per terms.

(vi) Obtaining Necessary Documents: The exporter sends necessary
documents giving details of goods dispatched.

(vii) Customs Formalities and Clearing of Goods: After receiving the
necessary documents, importer has to receive the goods. He receives
delivery order, pays dock dues, fill in the bill of entry, pay custom or
import duty, etc.

(viii) Making the Payment: The payment is made as per the terms agreed
earlier.

(ix) Closing the Transaction: If the goods are as per the satisfaction of
the importer, then the transaction is closed.
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5.12 DOCUMENTATION OF IMPORT TRADE

The following documents are required at importation:
(i) Invoice: An invoice is a commercial document issued by a seller (exporter)

to the buyer (importer), indicating the products, quantities, weight and
agreed prices for products or services the seller has provided the buyer.

(ii) Packing List: A packing list is prepared by the exporter and it commonly
includes all the details of the package contents, number of packages,
carton numbers, net weight and gross weight and may or may not include
customer pricing.

(iii) Bill of Lading: A Bill of Lading (sometimes referred to as a BOL, or
B/L) is a document issued by a carrier, e.g., a ship’s master or by a
company’s shipping department, acknowledging that specified goods
have been received on board as cargo for conveyance to a named place
for delivery to the consignee who is usually identified.

(iv) Bill of Entry: A Bill of Entry also known as the Single Goods
Declaration is the electronic declaration accepted and assigned with a
number by the Customs Department. It is a proof that goods have been
received for export and/or import.

(v) Insurance Certificate (if applicable): An insurance certificate is a
representation of the insurance policy taken out by the importer or the
exporter (depending on the Incoterms) for a shipment.

(vi) Certificate of Inspection (if applicable): A certificate of inspection
is required by some importers and/or importing countries. It is sometimes
also referred to as the “Pre-shipment Inspection” (PSI) certificate and
is issued by an independent third party confirming the buyer’s
specifications, quantity and value of goods prior to shipment.

(vii) Certificate of Origin: The Certificate of Origin indicates the country
in which the goods are manufactured. There are two types of certificates
of origin:
(a) Non-preferential Certificate of Origin: Non-preferential

Certificate of Origin attests the origin of the products and do not
confer any tariff preferences.

(b) Preferential Certificate of Origin: Preferential Certificate of
Origin attests that the goods originate from a country with which a
trade agreement has been signed and the goods are eligible for tariff
preferences. The following certificates of origin are accepted by
Customs Department and goods are granted preferential access:

1. COMESA Certificates of Origin
2. SADC Certificates of Origin
3. IOCC Certificates of Origin
4. EUR-1 Certificates of Origin
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5.13 INDIAN IMPORT-EXPORT POLICY AND
PRACTICE

The Government of India, Ministry of Commerce and Industry announced New
Foreign Trade Policy on 27th August, 2009 for the period 2009-2014, earlier this
policy known as Export-Import (EXIM) Policy. After five years, foreign trade
policy needs amendments in general, aims at developing export potential, improving
export performance, encouraging foreign trade and creating favorable balance of
payments position. The Export-Import Policy (EXIM Policy) or Foreign Trade
Policy is updated every year on the 31st of March and the modifications,
improvements and new schemes becomes effective from April month of each year.

Highlights of New Foreign Trade Policy 2009-2014

1. Higher Support for Market and Product Diversification
(a) Incentive schemes have been expanded by way of addition of new

products and markets.
(b) 26 new markets have been added under Focus Market Scheme. These

include 16 new markets in Latin America and 10 in Asia-Oceania.
(c) The incentive available under Focus Market Scheme (FMS) has been

raised from 2.5% to 3%.
(d) The incentive available under Focus Product Scheme (FPS) has been

raised from 1.25% to 2%.
(e) A large number of products from various sectors have been included for

benefits under FPS. These include engineering products (agricultural
machinery, parts of trailers, sewing machines, hand tools, garden tools,
musical instruments, clocks and watches, railway locomotives etc.), plastic
(value added products), jute and sisal products, technical textiles, green
technology products (wind mills, wind turbines, electric operated vehicles
etc.), project goods, vegetable textiles and certain electronic items.

(f) Market Linked Focus Product Scheme (MLFPS) has been greatly
expanded by inclusion of products classified under as many as 153
ITC(HS) Codes at 4 digit level. Some major products include
pharmaceuticals, synthetic textile fabrics, value added rubber products,
value added plastic goods, textile made ups, knitted and crocheted
fabrics, glass products, certain iron and steel products and certain articles
of aluminium among others. Benefits to these products will be provided,
if exports are made to 13 identified markets (Algeria, Egypt, Kenya,
Nigeria, South Africa, Tanzania, Brazil, Mexico, Ukraine, Vietnam,
Cambodia, Australia and New Zealand).

(g) MLFPS benefits also extended for export to additional new markets
for certain products. These products include auto components, motor
cars, bicycle and its parts and apparels among others.

(h) A common simplified application form has been introduced for taking
benefits under FPS, FMS, MLFPS and VKGUY.
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(i) Higher allocation for Market Development Assistance (MDA) and
Market Access Initiative (MAI) schemes is being provided.

2. Technological Upgradation
(a) To aid technological upgradation of our export sector, EPCG Scheme

at Zero Duty has been introduced. This Scheme will be available for
engineering and electronic products, basic chemicals and
pharmaceuticals, apparels and textiles, plastics, handicrafts, chemicals
and allied products, and leather and leather products (subject to
exclusions of current beneficiaries under Technological Upgradation Fund
Schemes (TUFS), administered by Ministry of Textiles and beneficiaries
of Status Holder Incentive Scheme in that particular year). The scheme
shall be in operation till 31st March, 2011.

(b) Jaipur, Srinagar and Anantnag have been recognized as ‘Towns of Export
Excellence’ for handicrafts; Kanpur, Dewas and Ambur have been
recognized as ‘Towns of Export Excellence’ for leather products; and
Malihabad for horticultural products.

3. EPCG Scheme Relaxations
(a) To increase the life of existing plant and machinery, export obligation on

import of spares, moulds, etc. under EPCG Scheme has been reduced
to 50% of the normal specific export obligation.

(b) Taking into account the decline in exports, the facility of Refixation of
Annual Average Export Obligation for a particular financial year in which
there is decline in exports from the country, has been extended for the 5
year policy period 2009-14.

4. Support for Green Products and Products from North East
Focus Product Scheme benefit extended for export of ‘green products’; and for
exports of some products originating from the North East.

5. Status Holders
(a) To accelerate exports and encourage technological upgradation,

additional Duty Credit Scrips shall be given to Status Holders @ 1% of
the F.O.B. value of past exports. The duty credit scrips can be used for
procurement of capital goods with Actual User condition. This facility
shall be available for sectors of leather (excluding finished leather), textiles
and jute, handicrafts, engineering (excluding iron and steel, and non-
ferrous metals in primary and intermediate form, automobiles and two-
wheelers, nuclear reactors and parts, and ships, boats and floating
structures), plastics and basic chemicals (excluding pharmacy products)
[subject to exclusions of current beneficiaries under Technological
Upgradation Fund Schemes (TUFS)]. This facility shall be available up
to 31st March, 2011.

(b) Transferability for the Duty Credit scrips being issued to Status Holders
under paragraph 3.8.6 of FTP under VKGUY Scheme has been
permitted. This is subject to the condition that transfer would be only to
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Status Holders and Scrips would be utilized for the procurement of
Cold Chain equipment(s) only.

6. Stability/Continuity of the Foreign Trade Policy
(a) To impart stability to the Policy regime, Duty Entitlement Passbook

(DEPB) Scheme is extended beyond 31st December, 2009 till 31st
December, 2010.

(b) Interest subvention of 2% for pre-shipment credit for 7 specified sectors
has been extended till 31st March, 2010 in the Budget 2009-10.

(c) Income Tax exemption to 100% EOUs and to STPI units under Section
10B and 10A of Income Tax Act, has been extended for the financial
year 2010-11 in the Budget 2009-10.

(d) The adjustment assistance scheme initiated in December 2008 to provide
enhanced ECGC cover at 95%, to the adversely affected sectors, is
continued till March 2010.

7. Marine Sector
(a) Fisheries have been included in the sectors which are exempted from

maintenance of average EO under EPCG Scheme, subject to the
condition that Fishing Trawlers, boats, ships and other similar items shall
not be allowed to be imported under this provision. This would provide
a fillip to the marine sector which has been affected by the present
downturn in exports.

(b) Additional flexibility under Target Plus Scheme (TPS)/Duty Free
Certificate of Entitlement (DFCE) Scheme for Status Holders has been
given to marine sector.

8. Gems and Jewelry Sector
(a) To neutralize duty incidence on gold jewelry exports, it has now been

decided to allow Duty Drawback on such exports.
(b) In an endeavour to make India a diamond international trading hub, it is

planned to establish “Diamond Bourse(s)”.
(c) A new facility to allow import on consignment basis of cut and polished

diamonds for the purpose of grading/certification purposes has been
introduced.

(d) To promote export of Gems and Jewelry products, the value limits of
personal carriage have been increased from US$ 2 million to US$ 5
million in case of participation in overseas exhibitions. The limit in case
of personal carriage, as samples, for export promotion tours, has also
been increased from US$ 0.1 million to US$ 1 million.

9. Agriculture Sector
To reduce transaction and handling costs, a single window system to facilitate
export of perishable agricultural produce has been introduced. The system will
involve creation of multi-functional nodal agencies to be accredited by APEDA.
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10. Leather Sector
(a) Leather sector shall be allowed re-export of unsold imported raw hides

and skins and semi finished leather from public bonded warehouses,
subject to payment of 50% of the applicable export duty.

(b) Enhancement of FPS rate to 2% would also significantly benefit the
leather sector.

11. Tea
(a) Minimum value addition under advance authorization scheme for export

of tea has been reduced from the existing 100% to 50%.
(b) DTA sale limit of instant tea by EOU units has been increased from the

existing 30% to 50%.
(c) Export of tea has been covered under VKGUY Scheme benefits.

12. Pharmaceutical Sector
(a) Export Obligation Period for advance authorizations issued with 6 APA

as input has been increased from the existing 6 months to 36 months, as
is available for other products.

(b) Pharmacy sector extensively covered under MLFPS for countries in
Africa and Latin America; some countries in Oceania and Far East.

13. Handloom Sector
To simplify claims under FPS, requirement of ‘Handloom Mark’ for availing benefits
under FPS has been removed.

14. EOUs
(a) EOUs have been allowed to sell products manufactured by them in DTA

up to a limit of 90% instead of existing 75%, without changing the criteria
of ‘similar goods’, within the overall entitlement of 50% for DTA sale.

(b) To provide clarity to the customs field formations, DOR shall issue a
clarification to enable procurement of spares beyond 5% by granite
sector EOUs.

(c) EOUs will now be allowed to procure finished goods for consolidation
along with their manufactured goods, subject to certain safeguards.

(d) During this period of downturn, Board of Approvals (BOA) to consider,
extension of block period by one year for calculation of Net Foreign
Exchange earnings of EOUs.

(e) EOUs will now be allowed CENVAT Credit facility for the component
of SAD and Education Cess on DTA sale.

15. Thrust to Value-added Manufacturing
(a) To encourage Value-added Manufactured export, a minimum 15% value

addition on imported inputs under Advance Authorization Scheme has
now been prescribed.

(b) Coverage of Project Exports and a large number of manufactured goods
under FPS and MLFPS.
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16. DEPB
DEPB rate shall also include factoring of custom duty component on fuel where
fuel is allowed as a consumable in Standard Input-Output Norms.

17. Flexibility Provided to Exporters
(a) Payment of customs duty for Export Obligation (EO) shortfall under

Advance Authorization/DFIA/EPCG Authorization has been allowed
by way of debit of Duty Credit scrips. Earlier, the payment was allowed
in cash only.

(b) Import of restricted items, as replenishment, shall now be allowed against
transferred DFIAs, in line with the erstwhile DFRC scheme.

(c) Time limit of 60 days for re-import of exported gems and jewelry items,
for participation in exhibitions has been extended to 90 days in case of
USA.

(d) Transit loss claims received from private approved insurance companies
in India will now be allowed for the purpose of EO fulfilment under
Export Promotion schemes. At present, the facility has been limited to
public sector general insurance companies only.

18. Waiver of Incentives Recovery on RBI-specific Write-off
In cases, where RBI specifically writes off the export proceeds realization, the
incentives under the FTP shall now not be recovered from the exporters subject to
certain conditions.

19. Simplification of Procedures
(a) To facilitate duty free import of samples by exporters, number of samples/

pieces has been increased from the existing 15 to 50. Customs clearance
of such samples shall be based on declarations given by the importers
with regard to the limit of value and quantity of samples.

(b) To allow exemption for up to two stages from payment of excise duty in
lieu of refund, in case of supply to an advance authorization holder (against
invalidation letter) by the domestic intermediate manufacturer. It would
allow exemption for supplies made to a manufacturer, if such manufacturer
in turn supplies the products to an ultimate exporter. At present,
exemption is allowed up to one stage only.

(c) Greater flexibility has been permitted to allow conversion of Shipping
Bills from one Export Promotion scheme to other scheme. Customs
shall now permit this conversion within three months, instead of the present
limited period of only one month.

(d) To reduce transaction costs, dispatch of imported goods directly from
the Port to the site has been allowed under Advance Authorization scheme
for deemed supplies. At present, the duty free imported goods could be
taken only to the manufacturing unit of the authorization holder or its
supporting manufacturer.

(e) Disposal of manufacturing wastes/scrap will now be allowed after
payment of applicable excise duty, even before fulfilment of export
obligation under Advance Authorization and EPCG Scheme.
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(f) Regional Authorities have now been authorized to issue licences for
import of sports weapons by ‘renowned shooters’, on the basis of NOC
from the Ministry of Sports and Youth Affairs. Now, there will be no
need to approach DGFT (Headquarters) in such cases.

(g) The procedure for issue of Free Sale Certificate has been simplified and
the validity of the Certificate has been increased from 1 year to 2 years.
This will solve the problems faced by the medical devices industry.

(h) Automobile industry, having their own R&D establishment, would be
allowed free import of reference fuels (petrol and diesel), up to a
maximum of 5 KL per annum, which are not manufactured in India.

(i) Acceding to the demand of trade and industry, the application and
redemption forms under EPCG scheme have been simplified.

20. Reduction of Transaction Costs
(a) No fee shall now be charged for grant of incentives under the Schemes

in Chapter 3 of FTP. Further, for all other Authorizations/licence
applications, maximum applicable fee is being reduced to ̀  100,000
from the existing ̀  1,50,000 (for manual applications) and ̀  50,000
from the existing ̀  75,000 (for EDI applications).

(b) To further EDI initiatives, Export Promotion Councils/Commodity
Boards have been advised to issue RCMC through a web-based online
system. It is expected that issuance of RCMC would become EDI
enabled before the end of 2009.

(c) Electronic Message Exchange between Customs and DGFT in respect
of incentive schemes under Chapter 3 will become operational by 31st
December, 2009. This will obviate the need for verification of scrips by
Customs facilitating faster clearances.

(d) For EDI ports, with effect from December ’09, double verification of
shipping bills by customs for any of the DGFT schemes shall be dispensed
with.

(e) In cases, where the earlier authorization has been cancelled and a new
authorization has been issued in lieu of the earlier authorization,
application fee paid already for the cancelled authorization will now be
adjusted against the application fee for the new authorization subject to
payment of minimum fee of ̀  200.

(f) An Inter-Ministerial Committee will be formed to redress/resolve
problems/issues of exporters.

(g) An updated compilation of Standard Input Output Norms (SION) and
ITC(HS) Classification of Export and Import Items has been published.

21. Directorate of Trade Remedy Measures
To enable support to Indian industry and exporters, especially the MSMEs, in
availing their rights through trade remedy instruments, a Directorate of Trade
Remedy Measures shall be set up.
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5.14 STEPS OF COMMENCEMENT OF AN
EXPORT BUSINESS

The description of these steps is given as follows:

1. Setting the Organization
Setting the organization involves the important decision of either forming a
partnership, sole proprietary organization, or a company.

2. Selecting the Mode of Operation
Refers to the fact that an exporter can act as either a merchant exporter or
manufacturer exporter, as explained in the following points:

(i) Merchant Exporter: Refers to the exporter who buys the goods from
the manufacturer and then sells them to foreign customers.

(ii) Manufacturer Exporter: Refers to the exporter who manufactures
goods for the exporting agent who acts on behalf of the seller and charge
commission.

3. Naming the Organization and Selecting the Product
Acts as an important step as it influences an export organization to a large extent.
The name of the organization should be attractive and meaningful.

In addition, the trade name and logo of the organization should reinforce its
image in the minds of its customers. The product to be exported should be selected
after full analysis. It should be ensured that all governmental policies are adhered
while selecting the product.

4. Selecting the Markets
Refers to deciding the target markets to export products. Various factors, such as
political stability, demand stability, tariff and non-tariff barriers, language issues,
and transport issues, need to be considered for selecting the markets, etc.

The information regarding the international market can be collected from
the export promotion councils, Indian Institute of Foreign Trade (IIFT), foreign
embassies and research documents.

5. Selecting the Buyers
Implies targeting the customers for selling products. The information about
customers can be taken from the export promotion councils, international yellow
pages, trade research journals and international magazines. The customers can be
attracted by organizing trade exhibitions, and providing advertisement in newspapers
and magazines.

6. Selecting the Channels of Distribution
Selecting the channels of distribution implies opting the best distribution channel
for the effective delivery of products.
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Check Your Progress

1. Discuss about Indian Import-Export Policy.
2. Explain the required information for both Importer and Exporter.

5.15 EXPORT PRICING

Price fixed for the export products or services which the exporter intends to sell in
the overseas market is called export pricing. Export price of a given product is
determined by many factors. There are a number of methods used for the purpose
of costing in exports. These methods are divided into three groups.

5.16 IMPORTANCE OF EXPORT PRICING

Price is one of the important elements in marketing mix and this is a delicate area
of export marketing. It is rightly treated as an important factor in successful export
strategy. The importance of export pricing can be summarized as follows:

1. Consumers are extremely sensitive about quality and price of the product.
If the price is not properly set, success of the firm in the international
market becomes doubtful.

2. The volume of sales and market demand depends on pricing policy.
3. Competitive capacity in foreign market depends on the price fixed.
4. It decides the success and failure of export efforts.
5. Export pricing builds goodwill in the market.
6. Export pricing helps in capturing foreign market.
7. Develops brand image and product differentiation.
8. Pricing helps in penetration of market by keeping them low initially and

gradually raising them.
9. Pricing not only helps in increasing profit and raising revenue, but also in

enhancing market share of the product.
10. Pricing helps by having good profitability to undertake diversification,

research and development, etc.

5.17 EXPORT FINANCE

Export finance refers to financial assistance extended by banks and other financial
institutions to businesses for the shipping of products outside a country or region.
An exporter should first gain understanding of some documents commonly required
by export finance institutions. These documents are mandatory requirements for
most types of export finance assistance. Export finance assistance is extended at
various stages of exports. Loans or advances are granted by financial institutions
to exporters for financing the purchase, processing, manufacturing or packing of
goods prior to shipment which is known as pre-shipment credit.
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5.18 TYPES OF EXPORT FINANCING

The export finance is being classified into two types:
A. Pre-shipment Finance
B. Post-shipment Finance

A. Pre-shipment Finance
Pre-shipment is also referred as “packing credit”. It is working capital finance
provided by commercial banks to the exporter prior to shipment of goods. The
finance required to meet various expenses before shipment of goods is called pre-
shipment finance or packing credit.

Financial assistance extended to the exporter from the date of receipt of the
export order till the date of shipment is known as pre-shipment credit. Such finance
is extended to an exporter for the purpose of procuring raw materials, processing,
packing, transporting and warehousing of goods meant for exports.

Importance of Finance at Pre-shipment Stage
(i) It helps to purchase raw material, and other inputs to manufacture goods.
(ii) To assemble the goods in the case of merchant exporters.
(iii) To store the goods in suitable warehouses till the goods are shipped.
(iv) To pay for packing, marking and labeling of goods.
(v) To pay for pre-shipment inspection charges.
(vi) To import or purchase from the domestic market heavy machinery and

other capital goods to produce export goods.
(vii) To pay for consultancy services.
(viii) To pay for export documentation expenses.

Forms or Methods of Pre-shipment Finance

1. Cash Packing Credit Loan
In this type of credit, the bank normally grants packing credit advantage initially on
unsecured basis. Subsequently, the bank may ask for security.

2. Advance against Hypothecation
Packing credit is given to process the goods for export. The advance is given
against security and the security remains in the possession of the exporter. The
exporter is required to execute the hypothecation deed in favor of the bank.

3. Advance against Pledge
The bank provides packing credit against security. The security remains in the
possession of the bank. On collection of export proceeds, the bank makes
necessary entries in the packing credit account of the exporter.

4. Advance against Red L/C
The Red L/C received from the importer authorizes the local bank to grant advances
to exporter to meet working capital requirements relating to processing of goods
for exports. The issuing bank stands as a guarantor for packing credit.
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5. Advance against Back-to-back L/C
The merchant exporter who is in possession of the original L/C may request his
bankers to issue Back-to-back L/C against the security of original L/C in favor of
the sub-supplier. The sub-supplier thus gets the Back-to-back L/C on the basis of
which he can obtain packing credit.

6. Advance against Exports through Export Houses
Manufacturer, who exports through export houses or other agencies can obtain
packing credit, provided such manufacturer submits an undertaking from the export
houses that they have not or will not avail of packing credit against the same transaction.

7. Advance against Duty Drawback (DBK)
DBK means refund of customs duties paid on the import of raw materials,
components, parts and packing materials used in the export production. It also
includes a refund of central excise duties paid on indigenous materials. Banks
offer pre-shipment as well as post-shipment advance against claims for DBK.

Schemes in Pre-shipment Stage of Finance

1. Packing Credit Sanction of Packing Credit Advances
There are certain factors, which should be considered while sanctioning the packing
credit advances, viz.,

(i) Banks may relax norms for debt-equity ratio, margins, etc., but no
compromise in respect of viability of the proposal and integrity of the
borrower.

(ii) Satisfaction about the capacity of the execution of the orders within the
stipulated time and the management of the export business.

(iii) Quantum of finance.
(iv) Standing of credit opening bank if the exports are covered under letters

of credit.
(v) Regulations, political and financial conditions of the buyer’s country.

2. Foreign Currency Pre-shipment Credit (FCPC)
The FCPC is available to exporting companies as well as commercial banks for
lending to the former. It is an additional window to rupee packing credit scheme
and available to cover both the domestic, i.e., indigenous and imported inputs.
The exporter has two options to avail him of export finance: (i) to avail him of pre-
shipment credit in rupees and then the post-shipment credit either in rupees or in
foreign currency denominated credit or discounting/rediscounting of export bills
and (ii) to avail of pre-shipment credit in foreign currency and discounting/
rediscounting of the export bills in foreign currency. FCPC will also be available
both to the supplier EOU/EPZ unit and the receiver EOU/EPZ unit. Pre-shipment
credit in foreign currency shall also be available on exports to ACU (Asian Clearing
Union) countries with effect from 1st January, 1996.

Eligibility
PCFC is extended only on the basis of confirmed/firms export orders or confirmed
L/Cs. The “Running account facility will not be available under the scheme.
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However, the facility of the liquidation of packing credit under the first in first out
method will be allowed. Banks should not insist on submission of export order or
L/C for every disbursement of pre-shipment credit, from exporters with consistently
good track record. Instead, a system of periodical submission of a statement of L/
Cs or export orders in hand, should be introduced.

Sharing of FCPC
Banks may extend FCPC to the manufacturer also on the basis of the disclaimer
from the export order.

B. Post-shipment Finance
Post-shipment finance is provided to meet working capital requirements after the
actual shipment of goods. It bridges the financial gap between the date of shipment
and actual receipt of payment from overseas buyer thereof, whereas the finance
provided after shipment of goods is called post-shipment finance.

Credit facility extended to an exporter from the date of shipment of goods
till the realization of the export proceeds is called Post-shipment Credit.

Importance of Finance at Post-shipment Stage
(i) It helps to pay to agents/distributors and others for their services.
(ii) To pay for publicity and advertising in the overseas markets.
(iii) To pay for port authorities, customs and shipping agents charges.
(iv) To pay towards export duty or tax, if any.
(v) To pay towards ECGC premium.
(vi) To pay for freight and other shipping expenses.
(vii) To pay towards marine insurance premium, under CIF contracts.
(viii) To meet expenses in respect of after-sales service.
(ix) To pay towards such expenses regarding participation in exhibitions and

trade fairs in India and abroad.
(x) To pay for representatives abroad in connection with their stay board.

5.19 FORMS OF POST-SHIPMENT FINANCE

1. Export Bills Negotiated under L/C
The exporter can claim post-shipment finance by drawing bills or drafts under
L/C. The bank insists on necessary documents as stated in the L/C. If all documents
are in order, the bank negotiates the bill and advance is granted to the exporter.

2. Purchase of Export Bills Drawn under Confirmed Contracts
The banks may sanction advance against purchase or discount of export bills
drawn under confirmed contracts. If the L/C is not available as security, the bank
is totally dependent upon the creditworthiness of the exporter.

3. Advance against Bills under Collection
In this case, the advance is granted against bills drawn under confirmed export
order L/C and which are sent for collection. They are not purchased or discounted
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by the bank. However, this form is not as popular as compared to advance
purchase or discounting of bills.

4. Advance against Claims of Duty Drawback (DBK)
DBK means refund of customs duties paid on the import of raw materials,
components, parts and packing materials used in the export production. It also
includes a refund of central excise duties paid on indigenous materials. Banks
offer pre-shipment as well as post-shipment advance against claims for DBK.

5. Advance against Goods Sent on Consignment Basis
The bank may grant post-shipment finance against goods sent on consignment
basis.

6. Advance against Undrawn Balance of Bills
There are cases where bills are not drawn to the full invoice value of gods. Certain
amount is undrawn balance which is due for payment after adjustments due to
difference in rates, weight, quality, etc. Banks offer advance against such undrawn
balances subject to a maximum of 5% of the value of export and an undertaking is
obtained to surrender balance proceeds to the bank.

7. Advance against Deemed Exports
Specified sales or supplies in India are considered as exports and termed as
“deemed exports”. It includes sales to foreign tourists during their stay in India and
supplies made in India to IBRD/IDA/ADB aided projects. Credit is offered for a
maximum of 30 days.

8. Advance against Retention Money
In respect of certain export capital goods and project exports, the importer retains
a part of cost goods/services towards guarantee of performance or completion of
project. Banks advance against retention money, which is payable within one year
from date of shipment.

9. Advance against Deferred Payments
In case of capital goods exports, the exporter receives the amount from the importer
in instalments spread over a period of time. The commercial bank together with
EXIM bank do offer advances at concessional rate of interest for 180 days.

5.20 SCHEMES UNDER OPERATION IN PRE-
SHIPMENT FINANCE

1. Deferred Credit
Consumer goods are normally sold on short term credit, normally for a period up
to 180 days. However, there are cases, especially, in the case of export of capital
goods and technological services, the credit period may extend beyond 180 days.
Such exports were longer credit terms (beyond 180 days) is allowed by the
exporter is called as “deferred credit” or “deferred payment terms”. How the
payment is received? The payment of goods sold on “deferred payment terms” is
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received partly by way of advance or down payment, and the balance being payable
in instalments spread over a period of time.

Period of Financial Credit Support: Financial institutions extend credit
for goods sold on “deferred payment terms” (subject to approval from RBI, if
required). The credit extended for financing such deferred payment exports is
known as Medium-term and Long-term Credit. The medium credit facilities are
provided by the commercial banks together with EXIM Bank for a period up to
5 years. The long-term credit is offered normally between 5 years to 12 years,
and it is provided by EXIM Bank.

Amount of Credit Support: Any loan upto ̀  10 crore for financing export
of capital goods on deferred payment terms is sanctioned by the commercial bank
which can refinance itself from Exim bank. In case of contracts above ̀  10 lakhs
but not more than ̀  50 crore, the EXIM Bank has the authority to decide whether
export finance could be provided. Contracts above ̀  50 crore need the clearance
from the working group on Export Finance.

2. Rediscounting of Export Bills Abroad (EBRD) Scheme
The exporter has the option of availing of export credit at the post-shipment stage
either in rupee or in foreign currency under the rediscounting of export bills abroad
(EBRD) scheme at LIBOR linked interest rates. This facility will be an additional
window available to exporter along with the exiting rupee financing schemes to an
exporter at post-shipment stage. This facility will be available in all convertible
currencies. This scheme will cover export bills upto 180 days from the date of
shipment (inclusive of normal transit period and grace period). The scheme envisages
ADs rediscounting the export bills in overseas markets by making arrangements
with an overseas agency/bank by way of a line of credit or banker’s acceptance
facility or any other similar facility at rates linked to London Inter-bank Offered
Rate (LIBOR) for six months. Prior permission of RBI will not be required for
arranging the rediscounting facility abroad so long as the spread for rediscounting
facility abroad does not exceed 1% over the six months LIBOR in the case of
rediscounting ‘with recourse’ basis and 1.5% in the case of ‘without recourse’
facility. Spread should be exclusive of any withholding tax. In all other cases, the
RBI’s permission will be needed.

3. Finance for Rupee Expenditure for Project Export Contracts (FREPEC)
This program seeks to Finance Rupee Expenditure for Project Export Contracts,
incurred by Indian companies. To enable Indian project exporters to meet Rupee
expenditure incurred/required to be incurred for execution of overseas project
export contracts such as for acquisition/purchase/acquisition of materials and
equipment, acquisition of personnel, payments to be made in India to staff, sub-
contractors, consultants and to meet project related overheads in Indian Rupees.

Indian project exporters who are to execute project export contracts
overseas secure on cash payment terms or those funded by multilateral agencies
will be eligible. The purpose of the new lending program is to give boost to project
export efforts of companies with good track record and sound financials. Up to
100% of the peak deficit as reflected in the Rupee cash flow statement prepared
for the project. EXIM Bank will not normally take up cases involving credit
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requirement below ̀  50 lakhs. Although, no maximum amount of credit is being
proposed, while approving overall credit limit, creditworthiness of the exporter-
borrower would be taken into account. Where feasible, credit may be extended
in participation with sponsoring commercial banks. Disbursements will made in
Rupees through a bank account of the borrower company against documentary
evidence of expenditure incurred accompanied by a certificate of Chartered
Accountants. Repayment of credit would normally be out of project receipts.
Period of repayment would depend upon the project cash flow statements, but
will not exceed 4 (four) years from the effective date of project export contract.
The liability of the borrower to repay the credit and pay interest and other monies
will be absolute and will not be dependent upon actual realization of project bills.

5.21 EXPORT-IMPORT BANK OF INDIA (EXIM
BANK)

Export-Import Bank of India was set up in 1982 by an Act of Parliament for the
purpose of financing, facilitating and promoting India’s foreign trade. It is the
principal financial institution in the country for coordinating the working of institutions
engaged in financing exports and imports. EXIM Bank is fully owned by the
Government of India and the Bank’s authorized and paid-up capital are ̀  10,000
crore and  ̀  2,300 crore respectively.

Exim Bank lays special emphasis on extension of Lines of Credit (LOCs)
to overseas entities, national governments, regional financial institutions and
commercial banks. Exim Bank also extends Buyer’s credit and Supplier’s credit
to finance and promote country’s exports. The Bank also provides financial
assistance to export-oriented Indian companies by way of term loans in Indian
rupees or foreign currencies for setting up new production facility, expansion/
modernization or upgradation of existing facilities and for acquisition of production
equipment or technology. Exim Bank helps Indian companies in their globalization
efforts through a wide range of products and services offered at all stages of the
business cycle, starting from import of technology and export product development
to export production, export marketing, pre-shipment and post-shipment and
overseas investment.

The Bank has introduced a new lending programme to finance research
and development activities of export-oriented companies. R&D finance by EXIM
Bank is in the form of term loan to the extent of 80% of the R&D cost. In order to
assist in the creation and enhancement of export capabilities and international
competitiveness of Indian companies, the Bank has put in place an Export Marketing
Services (EMS) Program. Through EMS, the Bank proactively assists companies
in identification of prospective business partners to facilitating placement of final
orders. Under EMS, the Bank also assists in identification of opportunities for
setting up plants or projects or for acquisition of companies overseas. The service
is provided on a success fee basis.

EXIM Bank supplements its financing programmes with a wide range of
value-added information, advisory and support services, which enable exporters
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to evaluate international risks, exploit export opportunities and improve
competitiveness, thereby helping them in their globalization efforts.

5.22 OBJECTIVES OF EXPORT-IMPORT BANK
OF INDIA

The various objectives of Export-Import Bank of India:
(i) To translate national foreign trade policies into concrete, action plans;
(ii) To provide alternate financing solutions to the Indian exporter, aiding

him in his efforts to be internationally competitive;
(iii) To develop mutually beneficial relationships with the international financial

community;
(iv) To initiate and participate in debates on issues central to India’s

international trade;
(v) To forge close working relationships with other export development

and financing agencies, multilateral funding agencies and national trade
and investment promotion agencies;

(vi) To anticipate and absorb new developments in banking export financing
and information technology;

(vii) To be responsive to export problems of Indian exporters and pursue
policy resolutions;

(viii) To ensure the provision of financial‚ technical and administrative
assistance in the export-import sectors;

(ix) To make the planning‚ promotion‚ development and financing of export
oriented concerns;

(x) To ensure the undertaking and financing research‚ surveys and techno-
economic studies in connection with the promotion and development of
foreign trade.

5.23 FUNCTIONS OF EXPORT-IMPORT BANK
OF INDIA

The main functions of the EXIM Bank are as follows:
(i) Financing of exports and imports of goods and services, not only of

India but also of the third world countries;
(ii) Financing of exports and imports of machinery and equipment on lease

basis;
(iii) Financing of joint ventures in foreign countries;
(iv) Providing loans to Indian parties to enable them to contribute to the

share capital of joint ventures in foreign countries;
(v) Helping to undertake limited merchant banking functions such as

underwriting of stocks, shares, bonds or debentures of Indian companies
engaged in export or import; and
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(vi) Ensuring to provide technical, administrative and financial assistance to
parties in connection with export and import.

5.24 EXIM FINANCE

Projects involve activities like engineering, procurement, construction (civil,
mechanical, electrical or instrumental), including provision of all desired and
specified equipment and supplies, construction and building materials, consultancy,
technical know-how, technology transfer, design, engineering (basic or detailed),
commissioning with other all such related services as are needed by the existing or
new projects/plants/processes involving international competitive bidding (thus
including even Multilaterally Funded Projects in India). Project exports occupy an
important place in India’s export portfolio. The contracts secured in the recent
years have been quite diverse in nature, indicating the growing versatility and
technological capabilities of Indian project exporters.

EXIM Bank extends funded and non-funded facilities for overseas turnkey
projects, civil construction contracts, technical and consultancy service contracts
as well as supplies.

Turnkey Projects are those which involve supply of equipment along with
related services like design, detailed engineering, civil construction, erection and
commissioning of plants and power transmission and distribution

Construction Projects involve civil works, steel structural works as well as
associated supply of construction material and equipment for various infrastructure
projects.

Technical and Consultancy Service contracts, involving provision of know-
how, skills, personnel and training are categorized as consultancy projects. Typical
examples of services contracts are project implementation services, management
contracts, and supervision of erection of plants, CAD/CAM solutions in software
exports, finance and accounting systems.

Supply contracts involve primarily export of capital goods and industrial
manufactures. Typical examples of supply contracts are supply of stainless steel
slabs and ferro-chrome manufacturing equipments, diesel generators, pumps and
compressors.

5.25 FUNDED FACILITIES

1. Pre-shipment Credit
Pre-shipment Credit in Indian Rupees and Foreign Currency provides access to
finance at the manufacturing stage – enabling exporters to purchase raw materials
and other inputs. The facility also enables provision of Rupee/FC mobilization
expenses for construction/turnkey projects. Exporters can also avail Foreign
Currency Pre-shipment Credit facility to import raw materials and other inputs
required for export production.
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2. Post-shipment Credit
Post-shipment Credit finances the export bill after shipment has been made. This
facility enables Indian exporters to extend term credit to importers (overseas) of
eligible goods at the post-shipment stage. Construction/turnkey projects. Exporters
can also avail Foreign Currency Pre-shipment Credit facility to import raw materials
and other inputs required for export production.

These facilities are extended by EXIM Bank individually or in participation
with commercial banks on a case-to-case basis.

Eligibility
Indian manufacturers and project exporters can take advantage of these facilities
to support their export trade financing requirement. The facilities cover Indian
capital and engineering goods and related services. One of the following securities
is taken by EXIM Bank: cash collateral; corporate guarantee; shareholders and/
or directors’ guarantee; landed property; charge on fixed and/or floating assets of
customers; assignment of insurance policies, agreements, contract proceeds, rights
and benefits; any other security acceptable to the bank.

3. Export Project Cash Flow Deficit Finance (EPCDF)
Export Project Cash Flow Deficit Finance (EPCDF) is provided to Indian Project
exporters executing project export contract overseas. The facility (INR/FC) enables
project exporters to take care of temporary deficits in their cash flow during contract
execution period.

Eligibility
Indian companies executing contracts within India, but which are financed by
multilateral funding agencies, or contracts for which deemed export benefits are
available under Foreign Trade Policy, can avail of credit under our Finance for
Deemed Exports facility, aimed at helping them meet cash flow deficits.

Non-funded Facilities
Indian companies can avail of these facilities to secure and facilitate execution of
export contracts or deemed export contracts:

1. Advance Payment Guarantee (APG)
Issued to project exporters to secure a project mobilization advance as a percentage
(10-20%) of the contract value, which is generally recovered on a pro-rata basis
from the progress payment during project execution.

2. Performance Guarantee (PG)
IPG for up to 5-10% of contract value is issued valid until completion of maintenance
period and/or grant of Final Acceptance Certificate (FAC) by the overseas
employer/client.

3. Retention Money Guarantee (RMG)
This enables the exporter to obtain the release of retained payments from the
client prior to issuance of Project Acceptance Certificate (PAC)/Final Acceptance
Certificate (FAC).
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4. Other Guarantees
For example, in lieu of customs duty or security deposit for expatriate labor,
equipment, etc.

Eligibility
Indian project exporters securing overseas or deemed export contracts.

5.26 COMMERCIAL BANKS

A commercial bank is a profit-seeking business firm, dealing in money and credit.
It is a financial institution dealing in money in the sense that it accepts deposits of
money from the public to keep them in its custody for safety. So, it deals in credit,
i.e., it creates credit by making advances out of the funds received as deposits to
needy people. It thus, functions as mobilizer of savings in the economy. A bank is,
therefore, like a reservoir into which how the savings, the idle surplus money of
households and from which loans are given on interest to businessmen and others
who need them for investment or productive uses. Commercial bank being the
financial institution performs diverse types of functions. It satisfies the financial
needs of the sectors such as agriculture, industry, trade, communication, etc. That
means they play a very significant role in a process of economic and social needs.
The functions performed by banks are changing according to changes in time and
recently they are becoming customer centric and widening their functions. Generally,
the functions of commercial banks are divided into two categories, viz., primary
functions and the secondary functions.

Definition of Commercial Bank
According to Crowther, “A Commercial Bank is an institution which collects money
from those who have it to spare or who are saving it out of their income and lends
this money out to those who require it.”

Meaning of Commercial Bank
Commercial bank refers to a bank that lends money and provides transactional,
savings, and money market accounts and that accepts time deposit. A commercial
bank is a type of financial institution and intermediary. Commercial banks engage for
providing documentary and standby letter of credit, guarantees, performance bonds,
securities underwriting commitments and other forms of off-balance sheet exposures.

Significance of Commercial Banks
Banks play a vital and dynamic role in the economic life of the nation as they keep
the wheels of trade, commerce and industry always revolving. They mobilize the
dormant funds into a productive channel. The economic importance of the
Commercial Banks can be summarized as follows:

(i) Capital Formation: Banks facilitate capital formation by promoting
savings.

(ii) Innovation: Bank credit enables the enterprises to innovate and invest
and thus uplift economic activity.
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(iii) Monetary Policy: A well-developed banking system is required to
promote economic development by controlling a period of inflation and
deflation.

(iv) Credit Creation: Credit creation enables the expansion of business
and mitigation of unemployment, and raises production.

(v) Encouragement of Trade and Industry: Banking system encourages
trade and industry by providing long-term loans to traders and
industrialists at low rates.

(vi) Promotion of Habit of Thrift: Banks encourage savings habit by
accepting, deposits and giving interests on it.

(vii) Volume of Production: Production volume can be increased by
expansion of credit by banks.

Role of Commercial Bank in EXIM Policy
(i) Implementation of Monetary Policy: The central bank of the country

controls and regulates volume of credit through the active cooperation of
the banking system in the country. It helps in bringing price stability and
promotes economic growth within the shortest possible period of time.

(ii) Monetization of the Economy: The commercial banks by opening
branches in the rural and backward areas are reducing the exchange of
goods through barter. The use of money has greatly increased the volume
of production of goods. The non-monetized sector (barter economy) is
now being converted into monetized sector with the help of commercial
banks.

(iii) Export Promotion Cells: In order to increase the exports of the country,
the commercial banks have established export promotion cells. They
provide information about general trade and economic conditions both
inside and outside the country to its customers. The banks are, therefore,
making positive contribution in the process of economic development.

5.27 FOREIGN EXCHANGE MARKET

The foreign exchange market is actually a series of different markets, each exchanging
the currency of one nation for that of another nation. A foreign exchange market sets
the price of one currency in terms of the other; a price termed the foreign exchange
rate, or simply exchange rate. The impact of government exchange rate policies,
including fixed exchange rates, flexible exchange rates, and managed flexible exchange
rates, can be illustrated using the foreign exchange market.

The foreign exchange market is a market that trades the domestic currency
of one nation for the domestic currency of another nation. A relatively active foreign
exchange market, e.g., trades US dollars and British pounds. The global economy
is actually comprised of a series of foreign exchange markets. US dollars are also
traded for Japanese yen, Mexican pesos, Canadian dollars, and a host of other
currencies in assorted foreign exchange markets.

Like any market, the foreign exchange market works with two variables price
and quantity. The quantity exchanged is one of the two currencies and the price is
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then specified in terms of the other currency. In the foreign exchange market for US
dollars and British pounds, British pounds are the quantity exchanged and the price
is then specified as US dollars per British pound. Alternatively, this market can be
viewed from the other side of the exchange such that US dollars are the quantity
exchanged and the price is specified as British pounds per US dollar.

The exchange of currencies through foreign exchange markets is needed, in
part, to facilitate the international trading of goods and services. When nations
import and export goods and services, they also need to exchange domestic
currencies for foreign currencies. The import purchase of a Japanese car by a US
consumer requires that US dollars the currency used by the US consumer for the
initial purchase be exchanged for Japanese yen the currency used to pay Japanese
resources for the production.

However, in addition to international trade, foreign exchange markets also
facilitate the flow of capital investment among countries. Should a Japanese investor,
e.g., seek to purchase or construct capital goods in the United States, then Japanese
yen needs to be exchanged for US dollars.

Meaning of Foreign Exchange Market
The foreign exchange market is a market that trades the domestic currency of one
nation for the domestic currency of another nation. The foreign exchange market
assists international trade and investment by enabling currency conversion. For
example, it permits a business in the United States to import goods from the
European Union member states especially Euro zone members and pay Euros,
even though its income is in United States dollars.

Meaning of Foreign Exchange Rate
Foreign exchange rate refers to an exchange rate between two currencies at which
one currency will be exchanged for another. It is also regarded as the value of one
country’s currency in terms of another currency. Exchange rates are determined in
the foreign exchange market, which is open to a wide range of different types of
buyers and sellers where currency trading is continuous 24 hours a day except
weekends.

Objectives of the Foreign Exchange Rate Policy
Monetary policy strategies have been implemented within a flexible exchange rate
scheme that is governed by intervention rules with the following objectives:

(i) To maintain an adequate level of international reserves that will lessen
the economy’s vulnerability to external shocks, both in the current and
capital accounts.

(ii) To limit excessive volatility of the exchange rate in the short term.
(iii) To moderate excessive appreciation or depreciation of the nominal

exchange rate that could jeopardize the achievement of future inflation
targets, as well as the economy’s external and financial stability.

Foreign Exchange Regulation Act, 1973
The origin of the Foreign Exchange Regulation Act dates back to the year of
Indian independence, 1947. At that time, it was legislated as a temporary measure
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to regulate the inflow of foreign capital in the form of branches and concerns with
the substantial non-resident interest, and the employment of foreigners and later in
1957, it was placed permanently. Gradually, there arose the need to conserve
foreign exchange owing to the rapid industrialization in the country. Consequently,
The Foreign Exchange Regulation Act, 1973 was passed with some important
changes in the old version which contained very harsh laws. Every offence under
the act was made punishable with imprisonment. Thereafter, FERA 1973 was
amended in order to remove unnecessary restrictions in respect of companies
registered in India and to simplify the regulations regarding foreign investment in
order to attract better flow of foreign capital and investment. Finally, Foreign
Exchange Management Act (FEMA) was enacted in 1999 to replace the Foreign
Exchange Regulation Act, 1973.

Foreign Exchange Management Act, 1999
The Foreign Exchange Regulation Act of 1973 (FERA) in India was repealed on
1st June, 2000. It was replaced by the Foreign Exchange Management Act
(FEMA), which was passed in the winter session of Parliament in 1999. Enacted
in 1973, in the backdrop of acute shortage of Foreign Exchange in the country,
FERA had a controversial 27-year stint during which many bosses of the Indian
Corporate world found themselves at the mercy of the Enforcement Directorate
(ED). Any offense under FERA was a criminal offense liable to imprisonment,
whereas FEMA seeks to make offenses relating to foreign exchange civil offenses.

FEMA, which has replaced FERA, had become the need of the hour since
FERA had become incompatible with the pro-liberalization policies of the
Government of India. FEMA has brought a new management regime of Foreign
Exchange consistent with the emerging frame work of the World Trade Organization
(WTO). It is another matter that enactment of FEMA also brought with it Prevention
of Money Laundering Act, 2002 which came into effect recently from 1st July,
2005 and the heat of which is yet to be felt as “Enforcement Directorate” would
be investigating the cases under PMLA too.

Unlike other laws where everything is permitted unless specifically
prohibited, under FERA nothing was permitted unless specifically permitted. Hence,
the tenor and tone of the Act was very drastic. It provided for imprisonment of
even a very minor offence. Under FERA, a person was presumed guilty unless he
proved himself innocent whereas under other laws, a person is presumed innocent
unless he is proven guilty.

5.28 FOREIGN EXCHANGE MANAGEMENT
POLICY IN INDIA

Independence ushered in a complex web of controls for all external transactions
through a legislation, i.e., Foreign Exchange Regulation Act (FERA), 1947. There
were further amendments made to the FERA in 1973 where the regulation was
intensified. The Policy was designed around the need to conserve Foreign Exchange
Reserves for essential imports such as petroleum goods and foodgrains.
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The year 1991 was an important milestone for the economy. There was a
paradigm shift in the Foreign Exchange Policy. It moved from an Import Substitution
strategy to Export Promotion with sufficient Foreign Exchange Reserves. The
adequacy of the Reserves was determined by the Guidotti Rule1, though the actual
implementation of the rule was modified to meet our requirements.

As a result of measures initiated to liberalize capital inflows, India’s Foreign
Exchange Reserves (mainly foreign currency assets)2 have increased from US$6
billion at end-March 1991 to US$270 billion as on 9th November, 2007. It would
be useful to note that the Reserves accretion can be attributed to large foreign
capital inflow that could not be absorbed in the economy. This has been as a result
of shift of funds from developed economies to emerging markets like India, China
and Russia.

Control to Management
In the 1990s, consistent with the general philosophy of economic reforms a sea
change relating to the broad approach to reform in the external sector took place.
The Report of the High Level Committee on Balance of Payments (Chairman: Dr.
C. Rangarajan, 1993) set the broad agenda in this regard. The Committee
recommended the following:

1. The introduction of a market-determined exchange rate regime within
limits;

2. Liberalization of current account transactions leading to current account
convertibility;

3. Compositional shift in capital flows away from debt to non-debt creating
flows;

4. Strict regulation of external commercial borrowings, especially short-
term debt;

5. Discouraging volatile elements of flows from non-resident Indians; full
freedom for outflows associated with inflows (i.e., principal, interest,
dividend, profit and sale proceeds) and gradual liberalization of other
outflows;

6. Dissociation of Government in the intermediation of flow of external
assistance, as in the 1980s, receipts on capital account and external
financing were confined to external assistance through multilateral and
bilateral sources.

The sequence of events in the subsequent years generally followed these
recommendations. In 1993, exchange rate of rupee was made market determined;
close on the heels of this important step, India accepted Article VIII of the Articles of
Agreement of the International Monetary Fund in August 1994 and adopted the
current account convertibility. In June 2000, a legal framework with implementation
of FEMA was put into effect to ensure convertibility on the current account.

1. The Guidotti Rule says that usable foreign exchange reserves should exceed the scheduled amortization of foreign
currency debts during the following 12 months. However, this was amended to meet the Indian requirement.

2. Reserve Bank of India Weekly Statistics Publication (16th November, 2007).
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Capital Account Liberalization Approach
Globalization of the world economy is a reality that makes opening up of the capital
account and integration with global economy an unavoidable process. Today capital
account liberalization is not a choice. The capital account liberalization primarily
aims at liberalizing controls that hinder the international integration and diversification
of domestic savings in a portfolio of home assets and foreign assets and allows
agents to reap the advantages of diversification of assets in the financial and real
sector. However, the benefits of capital mobility come with certain risks which should
be categorized and managed through a combination of administrative measures,
gradual opening up of prudential restrictions and safeguards to contain these risks.

Current Scenario
The main objectives in managing a stock of reserves for any developing country,
including India, are preserving their long-term value in terms of purchasing power
over goods and services, and minimizing risk and volatility in returns. After the East
Asian crisis of 1997, India has followed a policy to build higher levels of Foreign
Exchange Reserves that take into account not only anticipated current account deficits
but also liquidity at risk arising from unanticipated capital movements. Accordingly,
the primary objectives of maintaining Foreign Exchange Reserves in India are safety
and liquidity; maximizing returns is considered secondary. In India, reserves are held
for precautionary and transaction motives to provide confidence to the markets,
both domestic and external, those foreign obligations can always be met.

The Reserve Bank of India (RBI), in consultation with the Government of
India, currently manages Foreign Exchange Reserves. As the objectives of reserve
management are liquidity and safety, attention is paid to the currency composition
and duration of investment, so that a significant proportion can be converted into
cash at short notice.

Exchange Rate Determination
Numerous factors determine exchange rates and all are related to the trading
relationship between two countries. Remember, exchange rates are relative, and
are expressed as a comparison of the currencies of two countries. The following
are some of the principal determinants of the exchange rate between two countries.
Note that these factors are in no particular order; like many aspects of economics,
the relative importance of these factors is subject to much debate.

1. Differentials in Inflation
As a general rule, a country with a consistently lower inflation rate exhibit a rising
currency value, as its purchasing power increases relative to other currencies.
During the last half of the twentieth century, the countries with low inflation included
Japan, Germany and Switzerland, while the US and Canada achieved low inflation
only later. Those countries with higher inflation typically see depreciation in their
currency in relation to the currencies of their trading partners. This is also usually
accompanied by higher interest rates.

2. Differentials in Interest Rates
Interest rates, inflation and exchange rates are all highly correlated. By manipulating
interest rates, central banks exert influence over both inflation and exchange rates,
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and changing interest rates impact inflation and currency values. Higher interest
rates offer lenders in an economy a higher return relative to other countries.
Therefore, higher interest rates attract foreign capital and cause the exchange rate
to rise. The impact of higher interest rates is mitigated. However, if inflation in the
country is much higher than in others, or if additional factors serve to drive the
currency down. The opposite relationship exists for decreasing interest rates, i.e.,
lower interest rates tend to decrease exchange rates.

3. Current Account Deficits
The current account is the balance of trade between a country and its trading
partners, reflecting all payments between countries for goods, services, interest
and dividends. A deficit in the current account shows the country is spending more
on foreign trade than it is earning, and that it is borrowing capital from foreign
sources to make up the deficit. In other words, the country requires more foreign
currency than it receives through sales of exports, and it supplies more of its own
currency than foreigners demand for its products. The excess demand for foreign
currency lowers the country’s exchange rate until domestic goods and services
are cheap enough for foreigners, and foreign assets are too expensive to generate
sales for domestic interests.

4. Public Debt
Countries will engage in large-scale deficit financing to pay for public sector projects
and governmental funding. While such activity stimulates the domestic economy,
nations with large public deficits and debts are less attractive to foreign investors.
A large debt encourages inflation, and if inflation is high, the debt will be serviced
and ultimately paid off with cheaper real dollars in the future. In the worst case
scenario, a government may print money to pay part of a large debt, but increasing
the money supply inevitably causes inflation. Moreover, if a government is not
able to service its deficit through domestic means (selling domestic bonds, increasing
the money supply), then it must increase the supply of securities for sale to foreigners,
thereby lowering their prices. Finally, a large debt may prove worrisome to
foreigners if they believe the country risks defaulting on its obligations. Foreigners
will be less willing to own securities denominated in that currency if the risk of
default is great. For this reason, the country’s debt rating (as determined by Moody’s
or Standard & Poor’s, for example) is a crucial determinant of its exchange rate.

5. Terms of Trade
The ratio comparing export prices to import prices, the terms of trade is related to
current accounts and the balance of payments. If the price of a country’s exports
rises by a greater rate than that of its imports, its terms of trade have favorably
improved. The increasing terms of trade shows greater demand for the country’s
exports. This, in turn, results in rising revenues from exports, which provides
increased demand for the country’s currency (and an increase in the currency’s
value). If the price of exports rises by a smaller rate than that of its imports, the
currency’s value will decrease in relation to its trading partners.

6. Political Stability and Economic Performance
Foreign investors inevitably seek out stable countries with strong economic
performance in which to invest their capital. A country with such positive attributes
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will draw investment funds away from other countries perceived to have more
political and economic risk. Political turmoil, e.g., can cause a loss of confidence
in a currency and a movement of capital to the currencies of more stable countries.

Types of Exchange Rates
In the foreign exchange market, at a particular time, there exists, not one unique
exchange rate, but a variety of rates, depending upon the credit instruments used
in the transfer function. Major types of exchange rates are as follows:

1. Spot Rate: Spot rate of exchange is the rate at which foreign exchange
is made available on the spot. It is also known as cable rate or telegraphic
transfer rate because at this rate cable or telegraphic sale and purchase
of foreign exchange can be arranged immediately. Spot rate is the day-
to-day rate of exchange. The spot rate is quoted differently for buyers
and sellers, e.g., $1 = ` 15.50 for buyers and $1 = ` 15.30 for the
seller. This difference is due to the transport charges, insurance charges,
dealer’s commission, etc. These costs are to be borne by the buyers.

2. Forward Rate: Forward rate of exchange is the rate at which the future
contract for foreign currency is made. The forward exchange rate is settled
now but the actual sale and purchase of foreign exchange occurs in future.
The forward rate is quoted at a premium or discount over the spot rate.

3. Long Rate: Long rate of exchange is the rate at which a bank purchases
or sells foreign currency bills which are payable at a fixed future date. The
basis of the long rate of exchange is the interest on the delayed payment.
The long rate of exchange is calculated by adding premium to the spot
rate of exchange in the case of credit purchase of foreign exchange and
deducting premium from the spot rate in the case of credit sale.
If the spot rate is £1 = $ 2.80 and the rate of interest is 6%, then on 30
days bill, $ 0.014 will be added per pound in case of credit purchase
and deducted in case of credit sale of dollars.

4. Fixed Rate: Fixed or pegged exchange rate refers to the system in
which the rate of exchange of a currency is fixed or pegged in terms of
gold or another currency.

5. Flexible Rate: Flexible or floating exchange rate refers to the system
in which the rate of exchange is determined by the forces of demand
and supply in the foreign exchange market. It is free to fluctuate according
to the changes in the demand and supply of foreign currency.

6. Multiple Rates: Multiple rates refer to a system in which a country adopts
more than one rate of exchange for its currency. Different exchange rates
are fixed for importers, exporters, and for different countries.

7. Two-tier Rate System: Two-tier exchange rate system is a form of multiple
exchange rate system in which a country maintains two rates, a higher rate
for commercial transactions and a lower rate for capital transactions.

Foreign Exchange Settlements
Foreign exchange settlement is a type of currency transaction that involves two
countries. Generally, a foreign exchange transaction involves conversion of currency
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of one country with that of another. Foreign exchange transactions encompass
everything from the conversion of currencies by a traveler at an airport kiosk to
billion-dollar payments made by corporate giants and governments for goods and
services purchased overseas. Increasing globalization has led to a massive increase
in the number of foreign exchange transactions in recent decades.

The conversion of currency in a foreign exchange transaction can be
performed through:

1. Buying or selling of goods and services on credit;
2. Borrowing or lending funds.
A foreign exchange transaction is usually carried out in foreign exchange

markets. An example of a foreign exchange transaction is where a person buys
dollars and sells pounds.

The following is an example of a federal statute defining foreign exchange
transaction:

Pursuant to U.C.C. 2-103(i), “Foreign exchange transaction” means a
transaction in which one party agrees to deliver a quantity of a specified money or
unit of account in consideration of the other party’s agreement to deliver another
quantity of a different money or unit of account either currently or at a future date,
and in which delivery is to be through funds transfer, book entry accounting, or
other form of payment order, or other agreed means to transfer a credit balance.
The term includes a transaction of this type involving two or more moneys and
spot, forward, option, or other products derived from underlying moneys and any
combination of these transactions. The term does not include a transaction involving
two or more moneys in which one or both of the parties is obligated to make
physical delivery, at the time of contracting or in the future, of banknotes, coins, or
other form of legal tender or specie.

Various Modes of Foreign Exchange Settlements
Methods of payment assume importance because of the complexities and risks of
international trade. The five principal means of payment in international trade,
ranked in order of increasing risk to the exporter are:

(i) Cash in advance
(ii) Letter of Credit
(iii) Bills of Exchange
(iv) Consignment
(v) Open account.
(i) Cash in advance requires the importer to pay in advance of the shipment

of goods by the exporter, i.e., payment is to be made before the delivery
of goods by the exporter. This is the most desirable method for the
exporter, but very uncommon in international trade.
Cash terms are insisted upon when there is political instability in the
importing country or when the buyer’s creditworthiness is doubted.

(ii) A letter of credit (L/C) is a letter of payment, usually formalized in a
printed form, issued by the banker of the importer at the behest of the
importer in favor of the exporter informing him that the issuing banker
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undertakes, under certain terms and conditions, to accept the bills drawn
in respect of exports made to the importer specified therein. An L/C is
routed through a bank in the exporter’s country.
An letter of credit offers several advantages to the exporter:
(a) Certainty of payment
(b) Exchange security
(c) Credit facilities
(d) Discounting facilities
(e) Guard against pre-shipment risk such as order cancellation.
A letter of credit offers advantages to the importer too:
(a) Purchases without cash
(b) Payment after satisfying conditions
(c) Better terms of trade
(d) Cheaper than other alternatives

(iii) A bill of exchange also known as a draft is a written unconditional order
signed and addressed by the seller to the buyer, requiring the buyer to pay
to the exporter or order, a certain sum of money on demand or at a fixed
date in future. It has three parties: (a) the exporter, i.e., the person who
draws the bill; (b) the importer, i.e., the person on whom the bill is drawn;
and (c) the payee, i.e., the person who is entitled to receive the payment.
Normally, the drawer (exporter) and the payee are the same. A bill of
exchange serves the following important functions in international trade:
— Provides written evidence of obligations
— Is a negotiable and unconditional instrument
 — Enables both parties to potentially reduce their costs of financing.

(iv) Consignment method, goods may be shipped or consigned to the foreign
importer, who receives the goods but makes payment to the exporter
only as and when the goods are sold. The ownership of unsold goods
remains with the exporter. This is based on principal-agent relationship.

(v) Open account method, the exporter and importer agree to settle the
claims/payments once in a month or every three months or at some
agreed period of time after the dispatch of goods. The exporter sends
the goods along with the freight and insurance documents to the importer
so that he may take possession of the goods when they arrive and send
the remittance. This arrangement is known as trading on open account
and is the opposite of cash in advance. This kind of arrangement works
only when there is strong, sound and continuous relationship between
the exporter and importer.

Check Your Progress

3. Discuss importance of Export Pricing.
4. Explain various types of Export Financing.
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5.29 ANSWERS TO ‘CHECK YOUR PROGRESS’

1. Export-import trade can be defined as the trading of different types of goods
between one country and another country. Export-import trade has assumed
significance as it is vital for a country’s prosperity. The more the export of
goods, more is the revenue earned and the chances that the country can
progress economically. ‘Imports’ means, bringing into India, of goods from
a place outside India. In other words, it refers to the goods which are
produced abroad by foreign producers and are used in the domestic
economy in order to cater to the needs of the domestic consumers. India
includes the territorial waters of India which extend up to 12 nautical miles
into the sea to the coast of India.

2. Information for Importers: Import of goods helps to boost the economy
by providing capital good for infrastructure or industrial development,
meeting shortages and improving quality of production. It also helps
improving living standards by making available good and products not
produced in the country. With the rise in disposable incomes in India, the
marked for imported goods is growing. Starting a business of importing goods
can be a profitable venture, but requires that the rules and regulations governing
such trade and the markets in respect of both the countries, and the trade
agreements with the country of interest, are studied and understood well.
Information for Exporters: Export may be simply defined as selling of
goods to a foreign country. As per Section 2(e) of the India Foreign Trade
(Development and Regulation) Act (1992), the term export may be defined
as “an act of taking out of India any goods by land, sea or air and with
proper transaction of money”.

3. The importance of export pricing can be summarized as follows:
(i) Consumers are extremely sensitive about quality and price of the

product. If the price is not properly set, success of the firm in the
international market becomes doubtful.

(ii) The volume of sales and market demand depends on pricing policy.
(iii) Competitive capacity in foreign market depends on the price fixed.
(iv) It decides the success and failure of export efforts.

4. (i) Pre-shipment Finance: Pre-shipment is also referred as “packing
credit”. It is working capital finance provided by commercial banks
to the exporter prior to shipment of goods. The finance required to
meet various expenses before shipment of goods is called pre-
shipment finance or packing credit.
Financial assistance extended to the exporter from the date of receipt
of the export order till the date of shipment is known as pre-shipment
credit.
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(ii) Post-shipment Finance: Post-shipment finance is provided to meet
working capital requirements after the actual shipment of goods. It
bridges the financial gap between the date of shipment and actual
receipt of payment from overseas buyer thereof, whereas the finance
provided after shipment of goods is called post-shipment finance.

5.30 SUMMARY

In India, exports and imports are regulated by the Foreign Trade
(Development and Regulation) Act, 1992, which replaced the Imports and
Exports (Control) Act, 1947, and gave the Government of India enormous
powers to control it. It has empowered the Central Government to make
provisions for development and regulation of foreign trade by facilitating
imports into, and augmenting exports from India and for all matters connected
therewith or incidental thereto.
The Central Government can prohibit, restrict and regulate exports and
imports, in all or specified cases as well as subject them to exemptions. It
authorizes the Central Government to formulate and announce an Export
and Import (EXIM) Policy and also amend the same from time to time, by
notification in the Official Gazette. It provides for the appointment of a
Director General of Foreign Trade by the Central Government for the purpose
of the Act.
Export trade is a function of international trade whereby goods produced in
one country are shipped to another country for future sale or trade. The sale
of such goods adds to the producing nation’s gross output. If used for trade,
exports are exchanged for other products or services. Exports are one of the
oldest forms of economic transfer, and occur on a large scale between nations
that have fewer restrictions on trade, such as tariffs or subsidies.
Import of goods helps to boost the economy by providing capital good for
infrastructure or industrial development, meeting shortages and improving
quality of production. It also helps improving living standards by making
available good and products not produced in the country.
Exporting a product is a profitable method that helps to expand the business
and reduces the dependence in the local market. A primary reason for export
is to earn foreign exchange, which not only brings profit for the exporter but
also benefits the economy of the country. International trade also keeps an
exporter more competitive and less vulnerable to the market.
Import trade is the trade procedure under which goods or services are
brought into one country from another. An import in the receiving country is
an export from the sending country. Importation and exportation are the
defining financial transactions of international trade.
Export finance refers to financial assistance extended by banks and other
financial institutions to businesses for the shipping of products outside a
country or region. An exporter should first gain understanding of some
documents commonly required by export finance institutions.
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Pre-shipment is also referred as “packing credit”. It is working capital finance
provided by commercial banks to the exporter prior to shipment of goods.
The finance required to meet various expenses before shipment of goods is
called pre-shipment finance or packing credit.
Post-shipment finance is provided to meet working capital requirements after
the actual shipment of goods. It bridges the financial gap between the date of
shipment and actual receipt of payment from overseas buyer thereof, whereas
the finance provided after shipment of goods is called post-shipment finance.
The foreign exchange market is actually a series of different markets, each
exchanging the currency of one nation for that of another nation. A foreign
exchange market sets the price of one currency in terms of the other; a
price termed the foreign exchange rate, or simply exchange rate. The impact
of government exchange rate policies, including fixed exchange rates, flexible
exchange rates, and managed flexible exchange rates, can be illustrated
using the foreign exchange market.
Foreign exchange rate refers to an exchange rate between two currencies
at which one currency will be exchanged for another. It is also regarded as
the value of one country’s currency in terms of another currency. Exchange
rates are determined in the foreign exchange market, which is open to a
wide range of different types of buyers and sellers where currency trading
is continuous 24 hours a day except weekends.

5.31 KEY TERMS

Export Trade: Export trade is a function of international trade whereby
goods produced in one country are shipped to another country for future
sale or trade. The sale of such goods adds to the producing nation’s gross
output. If used for trade, exports are exchanged for other products or
services. Exports are one of the oldest forms of economic transfer, and
occur on a large scale between nations that have fewer restrictions on trade,
such as tariffs or subsidies.
Information for Importers: Import of goods helps to boost the economy
by providing capital good for infrastructure or industrial development,
meeting shortages and improving quality of production. It also helps
improving living standards by making available good and products not
produced in the country.
Information for Exporters: Exporting a product is a profitable method
that helps to expand the business and reduces the dependence in the local
market. A primary reason for export is to earn foreign exchange, which not
only brings profit for the exporter but also benefits the economy of the
country. International trade also keeps an exporter more competitive and
less vulnerable to the market.
Bill of Lading: The exporter approaches the shipping company, presents
the Mate’s Receipt and in exchange receives a document called Bill of Lading.
It is an official receipt given by the shipping company as an acknowledgement
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of the receipt of goods to be transported to the port of destination. It is also
a contract for the carriage of goods. It gives full description of goods loaded
on the ship, name of the port of destination, etc.
Import Trade: Import trade is the trade procedure under which goods or
services are brought into one country from another. An import in the receiving
country is an export from the sending country. Importation and exportation
are the defining financial transactions of international trade.
Export Finance: Export finance refers to financial assistance extended by
banks and other financial institutions to businesses for the shipping of products
outside a country or region. An exporter should first gain understanding of
some documents commonly required by export finance institutions.
Pre-shipment Finance: Pre-shipment is also referred as “packing credit”.
It is working capital finance provided by commercial banks to the exporter
prior to shipment of goods. The finance required to meet various expenses
before shipment of goods is called pre-shipment finance or packing credit.
Post-shipment Finance: Post-shipment finance is provided to meet
working capital requirements after the actual shipment of goods. It bridges
the financial gap between the date of shipment and actual receipt of payment
from overseas buyer thereof, whereas the finance provided after shipment
of goods is called post-shipment finance.
EXIM Finance: Projects involve activities like engineering, procurement,
construction (civil, mechanical, electrical or instrumental), including provision
of all desired and specified equipment and supplies, construction and building
materials, consultancy, technical know-how, technology transfer, design,
engineering (basic or detailed), commissioning with other all such related
services as are needed by the existing or new projects/plants/processes
involving international competitive bidding.
Foreign Exchange Market: The foreign exchange market is actually a
series of different markets, each exchanging the currency of one nation for
that of another nation. A foreign exchange market sets the price of one
currency in terms of the other; a price termed the foreign exchange rate, or
simply exchange rate. The impact of government exchange rate policies,
including fixed exchange rates, flexible exchange rates, and managed flexible
exchange rates, can be illustrated using the foreign exchange market.
Foreign Exchange Rate: Foreign exchange rate refers to an exchange
rate between two currencies at which one currency will be exchanged for
another. It is also regarded as the value of one country’s currency in terms
of another currency. Exchange rates are determined in the foreign exchange
market, which is open to a wide range of different types of buyers and
sellers where currency trading is continuous 24 hours a day except
weekends.
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5.32 SELF-ASSESSMENT QUESTIONS AND
EXERCISES

Short Answer Questions
1. What is Export Trade?
2. Give the meaning of Import Trade
3. What is Import-Export Policy?
4. Give the meaning of Exporting Pricing.
5. What is Export Finance?
6. What is EXIM Finance?

Long Answer Questions
1. Discuss about Indian Import-Export Policy.
2. Explain the procedure of Export Trade.
3. Discuss required information for both Importer and Exporter.
4. Explain various steps of Export Trade.
5. Discuss the procedure of Import Trade.
6. Explain about documentation of Import Trade.
7. Explain steps of commencement of an export business.
8. Discuss the importance of Export Pricing.
9. Explain types of Export Financing.

10. Discuss the functions of Export-Import Bank of India.
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