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BUSINESS To Enhance Enterprising Skills

QUOTE
rowth and growth means change. Satig.{acﬁwl

passion for growth, die, ty

Success means §
stagnation, so never let your

Me?

ant!
e
. ﬂﬂfiol
£ automobile components. His factory j | o150
tment of Rs. 9.2 million in plant and ‘""d\in;: ]{ntcf

Due to recession in the domestic market, he foresees prospects of his sales going up in the pex; &"’M pecd

; . - : ibility of going international. Some of his ol =
in the domestic market. He is exploring the possibility g:’[ g In the o bl .. i

. . ] talk with one of his
B e buiness, 4 casne] g 1o d accessories in South-East Asia apg M:;: e

there is a substantial market for automobile components an ; :
East. But his friend also tells him, “Doing business internationally is not the same as carrying oyt Busing,

within the home country. International business is more complex as one has to operate under Marke
conditions that are different from those that one faces in domestic business”. Mr. Manchanda i, Moteoye,
not sure as to how he should go about setting up international business. Should he himself identify g
contact some overseas customers and start exporting directly to them or else route his products throug !‘.
export houses which specialise in exporting products made by others? '
Mr. Manchanda’s son who has just returned after an MBA in USA suggests that they should set up I
a fully owned factory in Bangkok for supplying to customers in South-East Asia and Middle Exy
Setting up a manufacturing plant there will help them save costs of transporting goods from India,
This would also help them coming closer to the overseas customers. Mr. Manchanda is in a fix asg
what to do. In the face of difficulties involved in overseas ventures as pointed out by his friend, b
is wondering about the desirability of entering into global business. He is also not sure as to whit
the different ways of entering into international market are and which one will best suit his purpose.

Introduction

Countries all over the world are undergoing a fundamental shift in the way they produce and marke
various products and services. The national economies which so far were purs;uincr the goal of sclf-mw
are now becoming increasingly dependent upon others for procuring as well as xf:pplving various kinds d
goods and services. Due to increased cross border trade and inveStmc;ts. countries are no more isolated:’
prime reason behind this radical change is the development of communication, technology, infrastd
etc. Emergence of newer modes of communication and development of faster ar‘1d more e%f'):,cicnt

others. World Trade (?rg:mjsation (WTO) and reforms carried oyt by the governments of di-
have alf‘o been a major contributory factor to the increased interactions and busi relations
the nations. We are today living in a world where the obstacles to cross i

-border movement of go°
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ually important developments are increased foreign investments and |
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r] foreign countries to come closer to foreign customers and serve
ties form part of international business. To conclude, we can say that

| pverseas prod_uction of goods and services. Companie
| and undertaking production of goods and services j
’ them more effectively at lower costs. All these activi
| international business is a much broader term and i

i s comprised of b ; i
l across frontiers. oth the trade and production of goods and services |
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Reason for International Business

The fundamental reason behind international business is that the countries cannot produce equally well or cheaply all that
they need. This is because of the unequal distribution of natural resources among them or differences in their productivity
levels. Availabi]ity of various factors of production such as labour, capital and raw materials that are required for producing
different goods and services differ among nations. Moreover, labour productivity and production costs differ among nations

due to various socio-economic, geographical and political reasons.

Due to these differences, it is not uncommon to find one particular country being in a better position to produce better
quaii{y pmducts and/ or at lower costs than what other nations can do. In other worc?s, we can say that some countries are
in an advantageous position in producing select go(jds and services which other countries cannot produce that Fﬁ’ectively and
eﬁiciently, and viceversa. As a result, each country finds it advantageous to produce those select goods and services that it can

R o ore effectively and effic iently at home, and procuring the rest through trade with other countries which the other

countries can produce at lower costs. This is precisely the reason as to why countries trade with others and engage in what is

known as international business. 3 o s e
The international business as it exists today is to a great extent the result of geographical specialisation as pointed out above.

Fundam it i me reason that domestic trade between b0 Stafcs Of Fepims “’fthm & CORMIECE takes place.
B i ooty et Speies s prodection of goolsend szl S S I
Suited. In India, for example, while West Bengal specialises in jute Prod_udfsrl ufn: m‘tanria,ln:hl'?risio::r:flgiabom is applicable at
are more involved with the production of cotton textiles. il“he Sam:b Pmﬂﬁ = :l}an:ni':;: RaR St pro?ilzlcing t
international level too. Most developing countries which e Lo e

: . : ions which
*Xporting garments. Since they lack capital and technology, they import textile machinery from the developed nations

the latter are ; ition to produce more efficiently. e - : import what is available
What is trye fomr :hzoj;tli(;i is rl:wre or less true for firms. Firms too engage l.in m:;mat;:lnalfe::lismﬂ; ﬁlﬂ;fsﬂfm the_i:-s :m
at lower prices in other countries, and export goods 1,:1 ;T:;gi:ﬁolﬁ ﬁer};us derive from international business. In a
ides Price considerations, there are several other HE s compe AT BT

: . nations an
ay, these other benefits too provide an impetus to

“——_,—_-_
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International Trade vs. Internal T g {h:,k
1. Nationality of buyers and sellers | sellers) to the business deals differs between dompeg,: polf
A i : ers and seller: o i
Nationality of the key participants (i.e., buyers |] 4 Less. both the buyers and sellers are from the same cou;"‘i } o
. e . ' ¥ 1 «stic business, o bl d
international businesses. In the case of domes ¥ r and enter into business deals. ty i
This makes it easier for both the parties to understand t:‘;h I(;:f come from different countries E:t lhmh L?ﬂ'
4 G : LA WY yers and SELCrs Ay " | 0
not the case with international business “}:.er.' oug . and business goals and practices, it become el Jo!
differences in their languages, attitudes, social customs s . |'Sc.buqint‘55 oot au‘itl? o
more difficult for them to interact with one another and finali : g

2. Nationality of other stakeholders Ce

i ationalities of the other stakeholde
Domestic and international businesses also differ in respect of the nati ;- Ny

. interact with business firms, Why. - bu
employees, suppliers, sharcholders/ partners and general public Whodlr;erefore relatively speaking de 1§° in the ap
case of domestic business all such factors belong to one country, an ? & A § depict Moy,

: ; 3 : - aking in international business becomes su
consistency in their value systems and behaviours; decision m g _ Mmuch
e : : count a wider set of values and aspirarj af
more complex as the concerned business firms have to take into ac Ons of d
the stakeholders belonging to different nations.
. F A
3. Mobility of factors of production el i
- ! 1 | veen countries ith;
The degree of mobility of factors like labour and capital is generally less bc;‘ : b an withip , ]
71 : e rith 1 7, 1ST vari It
country. While these factors of movement can move freely within the country, there exist various restrictions g F

their movement across nations. Apart from legal restrictions, even the variations in socio-cultural environmen
geographic influences and economic conditions come in a big way in their movement across countries, This
is especially true of the labour which finds it difficult to adjust to the climatic, economic and socioculryp)
conditions thart differ from country to country.

4. Customer heterogeneity across markets

Since buyers in international markets hail from different countries, they differ in their socio-culrural background,

Differences in their tastes, fashions, languages, beliefs and customs, attitudes and product preferences

cause variations in not only their demand for different products and services, but also in variations in their

communication patterns and purchase behaviours. It js precisely because of the socio-cultural differences that
while people in China prefer bicycles, the Japanese in contrast like to ride bikes. Similarly, while people in India
use right-hand driven cars, Americans drive cars fitted with steering, brakes, etc., on the left side. Moreover,
while people in the United States change their TV, bike and other consumer durables very frequently — within
two to three years of their purchase, Indians mostly do not go in for such replacements until the products
currently with them have totally worn out. Such variations greatly complicate the task of designing products and

5. Differences in business systems and practices
The differences in business systems and practices are considerab]
country. Countries differ from one another jn terms of their
efficiency of economic infrastructure and market support servi

Political factors such as the type of governmen, political party system, political j deology, political risks, etcs have
a profound impact on business operations. Since 3 business person s familiar with the ,Poli[iml environment of
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g, Currency used in business transactions

4pother important difference between domestic and interna
f different currencies. Since the exchange rate, je.
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piesof eher products and hedging against foreign exchange risks.

r
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: tional business is that the latter involves the use
; ’d“e price of one currency expressed in relation to that of
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Difference between Internal trade and International trade

Internal Trade

People or organisations from one
nation participate in domestic business
transactions.

(1. Nationality of buyers
|. and sellers

| transactions.

International Trade

People or organisations of different countries
participate in international business

2. Nationality of other Various other stakeholders such as
. stakeholders suppliers, employees, middlemen,
i' shareholders and partners are usually
citizens of cthe same country.

Various other stakeholders such as suppliers,
employees, middlemen, shareholders and
partners are from different nations.

e

3. Mobility of factors of | The degree of mobility of factors of

| The degree of mobility of factors of

production like labour and capital across
nations is relatively less.

| production production like labour and capital is
relatively more within a country.
4 Customer Domestic markets are relatively more
‘ hetemgenf«ity across homogeneous in nature.
. | markets

International markets lack homogeneity due
to differences in language, preferences,
customs, etc., across markets.

s are relatively

Business systems and practice
nery.

more homogeneous within a cou

P 3
Domestic business is subject t politica
risks of one single country.

5 Differences in business
*¥stems and practices

- |8 Politicyy system and
risks

system and

ct to rules, laws
e1C.s ofa

Domestic business is subje
and policies, taxation system,

Teni
Business regulations
and policies

single country.

' is used.
Currency of domestic country 1s us

Business systems and practices vary
considerably across countries.

Different countries have different forms of
political systems and different degrees of risks
which often become a barrier to international
business.
[nternational business transactions are subject
to rules, laws and policies, tariffs and quotas,
ctc. of multiple countries.
International business transactions involve

f currencies of more than one country.

use 0




Business StudiES XI - b}_ Subk.

|/

national business are as follows.

hat are tangible, i.e those that can be o
handise exports means sending t .

nal Business

hat constitute inter

Scope of Internatio
? : jons t
Major forms of business operations Merchandise means

goods t

1. Merchandise exports and imports: ¢! that while mere . :

When viewed from this perceptive: 1 -bll:’J sods from a foreign countsy mzocri! : :r:c‘ln . ey A
means bringing tangi® Sd nly tangible goods and exclude e in services

include only ibles. It is because of the iy

merchandise imports
and imports, also known as tra

2. Service exports and imports: Se!
of services that trade in services is
these include: tourism and travel, bo
professional services (such as trainin,
courier and other audio-visual services
marketing research and warehousing), :
tourism, transportation and business services are major ¢

3. Licensing and franchising: Permitting another party in 2 el : ' ;
patents or copy rights in lieu of some fee is another way of entering 1nto international business. It is under the |

system that Pepsi and Coca Cola are produced and sold all over the “'Ol'I‘d_ by lo_ca] b(_)tﬂ‘eri ; anbrr::ﬁ:S Countries,
is similar to licensing, but it is a term used in connection with the provision ot services. ViclJonaids, for instange .

fast food restaurants the world over through its franchising system.
of international business. Foreign investment ;

4. Foreign investments: Foreign investment is another important form =
investments of funds abroad in exchange for financial return. Foreign investment can be of two types: direct and e

investments. Direct investment takes place when a company directly invests in properties such as plant and mache
foreign countries with a view to undertaking production and marketing of goods and services in those countries iy
investment provides the investor a controlling interest in a foreign company, known as Direct Investment, ie, FDl g
be in the form of joint venture on PPP. A company, if it so desires, can also set up a wholly owned subsidiary '
ma.k.ing 100 per cent investment in foreign ventures, and thus acquiring full control over subsidiary’s operations in &
g;mfn ma.rk;.-t. A Porl-ﬁ:r]io investment, on the other hand, is an investment that a company makes insbo another g X
Un]ikee ‘l;:r)eilogn az?rx.::tmi]g] jii:z nc; p;;)ﬂ_dmg loans to the Iattﬂl', a.nd earns income by way of Cll\;‘ld&‘l"lds or interest on

: . , the investor under porLfoho investment does not get directly involved into prm
and marketing operations. [t simply earns an income by investing in shares, bonds, bills, or notes in B foreigu = ::_

ve trade in intang!
nvisible trade. A wide variety of T
N iging otz and restzvrantz), S =2 and recreation, g
arding an 'tmj-lt ey and research), communication (postal, g 2
e ct.ior,l and engineering, marketing (e.g., wholesaling, retailing o
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educational and financi s
onstituents of world trade in services.

foreign country to produce and sell goods under your ¢

de in goods.
rvice exports an
also known as 1

d imports invol

providing loans to foreign business firms.

Benefits of International Trade

Benefits to Nations
1. Earnin i :
g of foreign exchange: International business helps a ¢ , et whic
o e .Y iy i Ps a country to earn foreign exchange
: apital goods . y N i
s o pital goods, technology, petroleum products, ferils
2. More effici
: ent use of resources:
ces: Every country produces select goods - : -5y
goods and services which it can P‘“‘h

most effectively and efficient] :
: : y- Gradually, it artai RN
! ;erwces, leading to efficient utilisation of resourcaésns specialisation in the production of these gomkﬂ
- Improving growth prospects :
prospects and employment potentials: Producing solely for the pufpﬂ"

domestic co i
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more competitiv ; g etc.) is i ; .
become petitive and to diversify, ) essentially a parc of their business policies to

& o ,
Y competitive domestic market drives many

Meaning and Procedure

Export Trade:

Meaning of Export Trade
Export m:idelreft:,crs t‘o‘ scllu;g gOOds.and services produced in the home country to other markets abroad.
Export trade is a function of international trade whereby goods produced in one country are shipped to another

country for sale or trade.
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’.

Steps Involved in a Typical Export Transaction

1. Receipt of enquiry and sending quotations
The prospective buyer (i.e., importing firm) of a product sends an enquiry to different exporters requesting them

to send information regarding price, quality and terms and conditions for export of goods. The exporter sends a
eply to the enquiry in the form of a quotation (called proforma invoice), which contains information about the
price at which the exporter is ready to sell the goods and also provides information about the quality, grade, size,

weight, mode of delivery, type of packing and payment terms.

2 Receipt of order or indent
In case the prospective buyer finds the export price anfl
known a5 indent) for the goods to be despatched. T}_“S lerneEricTa
to be paid, delivery terms, packing and marking details and delivery ins : : .
A : e for paymen
3. Assessing importer’s credit-worthiness and sccuﬂ.?yg;il:?}::trt:ditworii::; oF S o
- After recej i akes necessary enqul Zoirly Gt
' t of , the exporter m . . To minimise such
iy gs kt;) o}hz 01 Edl:;ytmem byp the importer once the goods Iea;hl t?tzrll:fngd?iz“;a;f;mtee e
; 3 - i ter. <
tisks, m of credit from the impor : bank of the exporter.
imPﬂrte?’:tbexplerers -den'llﬁld . le;t;;yment up toa certain amount of export bills to the P
ank that it will honou

other terms and conditions acceptable, it places an order
order contains a description of the goods ordered, prices

4. Ob L g ) .
i b sxport tieshe: Jicence before it proceeds with exports.

must have an exp . are as follows: :
. 4 rt licence . ank authorised by the
POl'tant StepS/prcrequisiteS for gert]_ng an expcérm must Opﬁn a bank account In any b al y
export nt number.

(i) Opening a bank account: The

ccou
Reserve Bank of India (RBI) and has t0 g€ 37 ;
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cwo copies of photographs attesteq by tl:aq"% he §
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bed form,
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de on colll'lCll. [iseis Dbllgamr}, {_‘01_ we

is Hrms otl : _
INC# h“.n'\' ith the appropriate. export pmmmotioﬂ council, become its member and g 10.
(iii) Registering wi : i ropriate export pro i benefits availab T The
to get registered with the a‘pp(jcrtiﬁcatﬁ (RCMC) for avatling be! . port ﬁfl‘n.s[m: of 8¢
Registmriun-cumAM‘?lt“b':rShip 't promotion councils such as Engineeri gb tPhO s fomotigy ing On
B eanotion Council (AEPC) have been sct-Up Dy RS . Oy s
(EEPC) and Apparel Export Trom t categories of pmducts- por!

to promote and develop exports of ddlf:férfill antee Corporation (ECGC): chistration with the ECGQ
iv i i i it an uar : ; : ; .
I Reglstermg with Expnrt Credi h'a renti : :
i Iy ry in ord afguard against risks of non-paymt‘.ﬂtS. Such g s on_ al .0 h |
irife ] S i banks ;U‘ld other ﬁnancm] Institutions,
firm in gettfng financial assistance from commercwl u

5. Obtaining pre-shipment finance ‘ : |
The exporter approaches his banker for obtaining pre-shipment finance to undertake export production, P

shipment finance is the finance that the exporter needs for procuring r?,:wh_matcrlals and other componey
processing and packing of goods and transportation of goods to the port of shipment. ‘
6. Production or procurement of goods

After obraining the pre-shipment finance from the bank, the exporter either produces the goods as per iy
specifications of the importer or procures them from the market.

1.
Ps the qu: 'lfh‘

7. Pre-shipment inspection

The government has passed Export Quality Control and Inspection Act, 1963 to ensure that only good qualiy
products are exported from the country. For this purpose, it has authorised some agencies to act as inspection
agencies. Export Inspection Council of India (EICI) is one such agency which carries out such inspectionsan
issues the “Certificate of Inspection’ after satisfying the conditions relating to quality and export—worthineswf
the goods.

The exporter needs to contact the Export Inspection Agency (EIA) for inspection of the export goods e

obtaining inspection certificate, which has to be submirted along with other export documents at the time of
CXPOII:S.

For the following exporting firms, pre-shipment
* Star trading houses

* Export houses

Inspection is not compulsory:

Industrial units set up in eXport processing zones (EPZs)
Industrial units set up in special economic zones (SEZs)
100 per cent export oriented unjcs (EOQUs)

8. Excise clearance
Excise duty is payable on the

L]

materials used I :
Excise Commissioner in the regj i : rna.n ufacturmg goods. The exporter has to apply to the cof
excise clearance. the Excise Commissioner is satisfied, he may %
However, in man
y cases the governme
manufactured are meant § § At €Xempts payment of excise dy it if the M
. Or exports. The refund of excise dury j . o later on sefndic
such exemption or refund is to provide ap ; uty is known a5 duty drawback. The main P

an incentj .
Ve to the €Xporters to eXport more and also to make #

products more competitive in the world Markegs
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.ning certiﬁcate of Origin
0_ certificate which specifies the country

2 k . i :
jficate entitles the importer to claim tarl'-lf}'WhICh the 800ods are h
C . A 1 i i
dficate is also required when there i 4 Concessiong o - €ing produced.
: er gl
s are allowed to be bmughc into the ik =Xemptions in his country.

ban
MPports of cerry;

d 8]
o lmpﬂl’ting

ﬂ‘ies' .
sll ' can b(‘ Dhm]nEd {:r

. qertificat® om the ¢y
rhis 7 ade consylage |

. e et
Reservation of shipping space cated in the exporter’ country.

4 eXpOTTing firm applies to the shipping company for provis;

- op0dS 10 be ex?orrcd, PI?Obab]e date of shipment 5 d Provision of sh;
{rr:ﬁcmenw of the application for ShiPPing i nd the
.Lm ipstruction €0 the captain of the ship tha; &
= ived on board.

n good _
COUNTEY if thege g from select countries.
are not originating from the banned

PPiﬂg space. It h .
hinng port of destination, . N
£15 Ipping company

€ specified goods, aft Issues a shipping order. A shipping order

1, be rece er their customs clearance at a designated

11, Packing and forwarding
he goods are properly packed and marked wih
. Name and address of the importer
. Gross and net weight
» Port of shipment and destination
. Country of origin

Decessary details such as:

Note
Packing st is a statement of thelnumber of cases or packs and the details of the goods contained in these packs. It gives
etails of the nature of goods which are being exported and the form in which these are being sent.

The exporter then makes necessary arrangement for transportation of goods to the port. On loading goods into
the railway wagon, the railway authorities issue a railway receipt which serves as a title to the goods.
The exporter endorses the railway receipt in favour of his agent to enable him to take delivery of goods at the

port of shipment.
12. Insurance of goods

The exporter then gets the goods insured with an i .
damage of the goods due to the perils of the sea during the transit.

nsurance company to protect against the risks of loss or

13. Customs clearance
The goods must be cleared from the customs before these can
Process of customs clearance of export goods: B rre i
() The exporter prepares the shipping bill. Shlppmgi bl.ll 1sbt‘ﬂe H‘:?:ins
customs office gives the permission for export. Shipping DIl O
*  Exporter’s name and address
*  Particulars of the goods being exported
*  Name of the vessel
*  Port at which goods are to be discharged
*  Country of final destination. :
(i) Five copies ;);the shipping bill along with the following docu
Appraiser at the Customs House:
*  Export Contract or Export Order
Letter of Credit
Commercial Invoice

be loaded on the ship.

ocument on the basis of which the
the following details:

ments have to be submitted to the Customs
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Cedoise. For obtaining such a g, . g

(}f forCign

the sanction %\ T e impo . ,
The importer is required 10 seculjf d form along with th lication, the bank sanctions the n thy \ﬂ'hi]
make an applicatiorl (in 2 prcscrlbc crutiny of the app & Ccﬁsmy Iy chsl-“
to issue foreign exchange. A&er. prope : The
exchange for the import transaction. upP
4. Placing order or indent : che !
; der or indent. -mf(,):
The importer places an import of ' pad
5. Obtaining letter of credit g g bank and forward it to the overseas supplier : e
The importer should obtain the lecter of credit Afte
i ce orter on arrival of the
> A-rranglﬂg ki ents of finance in advance t0 pay to the exp s em]ze %00ds at on
i—:c lmpjnrr nl.al\eioi_rgi:fz:ng imports is necessary 0 avoid huge demurrages (1.€., p S) on the imp‘m Lo
vanced planning
goods lying (rdeaped g the port for want of payments- _
7. Receipt of shipment advice _ A 3 E
: hes shipment advice to the imporger, A o
After loading the goods on the ship, the overseas supplier desp T:Z;b P P 4 Sh“l’rﬂm
advice contains information about the shipment of goods such as: i
* Invoice number i
* Bill of lading/Airways bill number and date £
* Name of the vessel with date ;
* Port of export '
* Description of goods and quantity AI
(a]

* Date of sailing of vessel
0

8. Retirement of import documents 3
Having shipped the goods, the overseas supplier prepares a set of necessary documents (bill of exchange
commercial invoice, bill of lading/airway bill, packing list, certificate of origin, marine insurance policy, etc) and g
hands it over to his banker for their onward transmission and negotiation to the importer. The bill of exchang j
accompanying the above documents is known as the documentary bill of exchange, which can be of two types—
sight draft and usance draft. ]
Tfh‘e accep;ance of bill of exchange for the purpose of getting delivery of the documents is known as retitemeit |

im - : : _ ; .
of import documents. Once the retirement is over, the bank hands over the import documents to the importen

9. Arrival of goods

gloods are s'hippt?d by the overseas supplier as per the contract. The person in charge of the ship/airway infoms
e officer in cha.rge at the dock/airport about the arrival of goods in the j 5 He provides e
document called import general manifest. porting country. i€ p

Import general manifest is 2 document that i i
the basis of which unloading of cargo tak:s ;c;:ct:lns el the imported goods. Itisa documell“:':
10. Customs clearance and release of goods |
All the goods imported into Indig have to pass through cust
o
ei

When the ship arrives ar the i
POIT, the importer has to obtajp 5 delivery ordet/endorsement for delivery %

ba{:k Of the bIH Of [adin f(] 0

: g Ifrom tht‘ concerned Sh'pp'ng Company T orteé

PUSSCSSIOH Of th'c gOOdS 3~{th Pa?IIICIlt Of Lhe frei hlt C[h ( . hiS ordc:r entitles the imp reer ¢ :
g a.lges lf ::

Office’ levies

ms clearance after they cross the Indian bo !
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ying the dock dues, the

i
pA hich i Mporter of h
”ﬂ‘ form which is known as 'd is Cle‘ri
RB or . g ock an' n agen speci
I { pr]" ster then fills in a form 'bill of e::.r::l'lf‘ 3 : : fies the amount of dock dues in a
or

5 " by the customs office ¢ the impo ASsessment of
d'F"tL,,jg.. It has to be in triplicage and is o IS to be filled ‘::smm, i"TPOI't duty. Bill of entry is a form
o ymin" such as name and add e of the ; to the by @
o e, description of goods, quangiyy and vy, I Ul-;t_oms o

[Stoms duty pavable, : 5, Name and a:;(.ll;p' number of packages, marks on the
o ayment of the import duty, the ess of ¢

C I'!I” nf
¢ " : § entry hag tq |
" of entry and asks an eXaminer ro e i % 10 De presens
P hlﬂ[t Il of entry. The importer of hi Physically Xamine the goc :]:d'm the dock superintendent, who marks
he bi 115 .;g{.n[ [ - s |"lp0rt(_'d 'II'I : 3 F
3 resents the b - 1 he examiner gives his report
s the bill of Po
ent

) - s PO o
e Laessary charges, the port authority issues Iy to the port authority. After receiving

s the release order

1t

i, Indent
pisa document for piacmg 4n export or impon order, which ¢ 4 it _
L. naid, delivery terms, packing and i d RS descnpuun of the goods ordered, prices

o be paid, . & and marking detajls and delivery instructions

7 Letter of Credit

1 Lot Fcredit is a guarantee jss ’ : ;

4 etter ofb%Ir]cd : i ’ ;c;ssued by the importers bank that it will honour Payment up to 4 cerfain amotit
of export bills to the ban ¢ of the exporter. It is Necessary to minimise the risks of non-payment by the importer
ance the goods reach the import destination.

3. Shipping Order

The exporting firm applies to the shipping company for provision of the shipping space. On acceptance of the
gplication for shipping, the shipping company issues a shipping order.

Ashipping order is an instruction to the captain of the ship thar the specified goods, after their customs clearance

#tadesignated port, be received on board.

4. Shipping Bills

Before the goods can be loaded on the ship, customs clearance is necessary. For this, the exporter prepares the

shipping bill. P

Shjppjng bill is the main document on the basis of which the customs oF.ﬂce gives the permission for export.
B st details of the exporter’s name and address, particulars of the goods being exported,

#ame of the vessel, port at which goods are to be discharged and the country of final destination.

5. Mate’s Recei
f eceipt . : i
A mage’s feceipt is a receipt issued by the captain/ commanding officer of the ship (call:i:d m]:te )dw;;:n t’he ca.rgtz
lie., the goods) is loaded on the ship. It is a prima facie evidence that goods arc.loadef on doar .h actlzs mietlll:e
ifire handed over to the port supcrintendent. The port suPefiﬂtﬁndcmr o rzcgpt:ho eiogrt;es‘ ands ove
¢ .
v feceipts to the Clear ing and Forwarding agent O il anP 0;23; (i : bill 0[; lading) is prepared on
s feceipt is an important document because the title document of g £

€ bag; :
&1S of the mate’s receipt.

YPE& of Mate’s Recei .
: 1pts q a
O Clea Mates Rerc)e@t: The commanding officer oithc";h:i?cl;s;el:ing of the cargo. G
that and there is no defect i commanding officer of the ship is
8oods are packed properly when the g

(ij Qualified Maser Receipt: A qualified mates rcc;ltf;:clz }-:is;;?ng company does not take any responsibility of
ot satisfied with the packing of the goods, an
g€ in transit.

clean mate’s receipt, if he is satisfied
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What is DP/DAP?

- DAP terms of payment means, Documents agajng Pa
smational trade. ¥ : . 4 .

ey l1 G < Bill of Lading/Airway Bill, Invoice, Packing List, Bill of iy,

along w %

E < cation, s ]ds I}l(-qe I &
Illk. lllt SL'”(-I 5 l)lu]l‘\, l“L] k‘.]l[l At cl oc‘mntn
h

llect original shipping documents from the bank alter

It is one of the terms of payment inm

The exporter submits all required documents
the bank to send to the buyer through the buyer’s b
the buyer’s bank. The buyver's bank, then, notifies the buyer to co
necessary payment for the imports, o
Why delay to receive money from overseas buyer under DP terms:

_ : s it 1e exporters (sellers) receive money late. T
Although terms of payment under sale contract is against DP basis, some of t : Th]sha

L B, - sea shipment is more than air shj
commonly under sea mode of shipment since transit ime fo armve goods under sea shif o pment. Mg,

; : oy documents immediately from bank even after notifying by b |
under DP terms, some of the importers do not accept docur 3 ] bank He

. . : ination.
delays to accept documents from bank till arrival of goods at port of destinati

_—‘_‘~‘-_"""-

World Trade Organisation (WTO): Meaning and Objectives

Meaning

The World Trade Organisation (WTO) is an inter-
governmental orgnisation that is concerned with the
regulation of international trade between nations.
e WTO was set up on 1st January, 1995.
* The headquarters of WTO is at the Centre William
Rappard, Geneva, Switzerland.
* WIO has a global status similar to that of the
International Monetary Fund (IMF) and the World Bank.
* The WTO has 164 members and 23 observer L)
governments since 29 July, 2016. India is a founding World Trade Organisation (WTO)
member of WTO.

WTO is the principal international body concerned with solving trade problems between countri®
and providing a forum for multilateral trade negotiation

12 ; _ ; s. It helps promote international pei€
and facilitates international business. All disputes between me

2 mber nations are settled with md
consultations. ¥

Objectives
The basic objectives of WTO are raising standards

of living and i . expa
production and trade, and optimal use of the worl & and incomes, ensuring full employment,

d’s resources. WT iecti i £
s. WTO obje £ the idea of S

e ; : ctives e 1ded

development’ in relation to the optimal use of the world’s resources s J g

of the environment. 4 8

to ensure protection and prese

The following are the major objectives of WTO: '
1. To ensure reduction of tariffs and other tr :
ade barriers i ; e

2. To engage in such activities which improve the szanda:mposed v diffegen oS

ds of living, create employment, in¢r®

3
4. To promote an integrated, more viable and durable trading syst
em.

2

Wo N WP WLNE

e e
Shbpo



.onal Trade: Concept and Benefits
e " nal trade COMPises exports and impory
|ntern3ib!e, items of visible trade include machin
e Be 5 Nations ery,
[ gen Jrning of foreign exchange
| L = efficient use of resources
L roving growth prospects and empl

s of

merchandis
€ (good
electronjc s) only. It is als o

800ds, gold ang silver, c(':mg:llliigl VIS::bie R R
§ s, etc,

| t8 oyment :
- ::ﬁeased standard of living Potentials

| & T o Business Firms

ts for higher profits

: |ncr935ed capacity utilisation

 Wayout to Intense competition in domestic market
' prospects for growth

: improved business vision

mternational vs. Domestic Business

| conducting anfi managing international business operations is more

| inthe nationality of parties involved, relatively less mobility of fact complex thafj undertaking domestic business. Differences

\ariations in business prat‘._tices and political systems, varied busln:rs of prOt?uthon, Custpwer heterogeneity across markets,

re the key aspects that differentiate international businesses fmmf'zreguiapo.-,s and policies, and use of different currencies

make international business much more complex and a difficult acmi;mesm: business. These, moreover, are the factors that

gxport Trade: Meaning and Procedure :

l;:;:t:i::::zgglii:aei?oftxsfg::dalii refers to selling goods and services produced in the home country to other markets abroad.
1. Receipt of enquiry and sending quotations

Receipt of order or indent

Assessing importer’s credit-worthiness and securing a guarantee for payments

Obtaining export licence

Obtaining pre-shipment finance

Production or procurement of goods

Pre-shipment inspection

. Excise clearance

. Obtaining certificate of origin

. Reservation of shipping space

. Packing and forwarding

Insurance of goods

Customs clearance

Obtaining mate’s receipt

Preparation of invoice

i Payment of freight and issuance O
. Securing payment : 2 =

The starting point in an export transaction IS the receipt of a_n_enq;lj?;;f;::r;;:fr;:sex

Prepares an export quotation — called proforma invoice, A tab

tonditions of export. In case, the importer finds the quotamntﬁ;fwegroceeds wit

Itirc:it issued from his/her bank to the expo! gist,aﬁgn-cum-membership - _

ce from the Director General of Foreign d product. In cas& the exporter requires funds, he/she can avail
Promotion council looking after the export of the concerned P s with the production o procurement of the goods and gets

ne
Pmspec

e B e

(¥,

T R Y - AL S VTR

= et 3 ea
SR LERBES

f bill of lading

—
o

buyer. In response, the exporter
port goods and the terms and
le, he/she places an order or indent and gets a letter of
h the formalities related to obtaining an export

ertificate from the export

i cee .
of pre-shipment finance from a bank. The exporter then ILFZ s mporter, the exporter approaches the foreign consulate for
them inspected from Export Inspection Council. If require ¥ uota concessions at the time of clearance of cargo

L iffofq .

Pkaini i er to claim tariff of 40 i insuri ods against
Wining the certificate of origin to enable the import ment, for reserving space on the ship and insuring €0 s ag

5 n, makes Ly ' rned port for customs clearance. Since customs

t e Il"n Ts] . g
rt r, the - i
port destination. The exporte rance, g0ods are sent 10 the conc  raparation of various PR

transit nari ‘ 2 » iy
nsit perils, After obtaining the excise cle2 for availing theif services in
tearance i B oloy C&F agents

ce is a tedious process, exporters often emp

d
OCuments and getting the goods customs cleared.
h--...________
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: ight charges to the Shipping ¢
rities and freight & :  com \
charges t© the port guth;)his mate’s receipt is subfmtted to Ehe Shlpﬂingm 'mnﬁ
s receipt. the shipping company issues a bill of Iading, w:l%"i !
pany. Once the goods are diSPaTChEd,the Ith ‘_
of invoice, bill of lading, packing lst, i Mgy |
such a hrough his/her bank to release a cerky Fang,

i rter t
e to the imPO Rt nd the pa Rl
he export transaction is Overa payment has beep, rem»;:

dock
and payment of ;
After customs clearance P " of the ship

are loaded on the ship. The captal s
office for the payment of freight. After receu;l:e 2oods b
document of contract relating to shipment Ofdocuments,
prepares an invoice and sends the neces_sal'vd il of exchang
policy, certificate of origin, letter of credit an D ertifles tht
payment. Certificate of payment document that ¢

Import Trade: Meaning and Procedure sispdhat
In international trade, ‘import trade’ refers to buying

ther country.

s and services from ano

port licenceand obtaining an IEC

Umpe,

procurement of im

Steps involved in import procedure ). i
1. Trade enquiry 4. Placing order of indent
3. Obtaining foreign exchange 6. Arranging for finance
5. Obtaining letter of credit g Retirement of import documents
fi; et of shipment advice 10. Customs clearance and release of goods
9. Arrival of goods alities. The process starts with a search for export firms ang Making,

The procedure to import is also beset with seve ral form

i ing selected an export firm ;
trade enquiry about the product, its price and terms and conditions of exports. Having p , the iMporte,

ivoi importer, then, proceeds ;
asks the exporter to send him/her a formal quotation called proforma ]'HVG';"::Q;?;GI;?TF}' gl l?nport Ex;zrit-tam !_he
import licence, if required, from the office of the Directorate General ForEignb r THES Tiamber & reqirc i memi:ensmg
Authority. The importer also applies for the Import Export Codf! (IEC) e the importer has S ;?Edlnn
most of the import documents. Since payment for imports requires foreign currency, PPlicatigy

i i ary foreign exchange.
to a bank authorised for sanction of the necessary 8 orter for supply of the specieg

; : . . q indent with the exp
After obtaining an import licence, the importer places an import order or in : |
products. If required as per the terms of contract, the importer arranges for the issuance of a letter of credit to the eXporter

from the bank. Having shipped the goods under shipment advice to the importer, the i seh.ds a set Qf necessary
documents containing bill of exchange, commercial invoice, bill of lading/airway bill, packing list, cer‘aﬁn?ate.of OTIgIN, maring
insurance policy, etc., to enable the importer claim title to the goods on their arrival at the port of deshnahon. The exporte
sends these documents through his/her bank to the importer. The bank presents these documents to the importer and after
obtaining his/her acceptance of the bill of exchange, delivers the documents to the importer. After the arrival of the goods
in the importing country, the person in charge of the carrier (ship or airway) prepares import general manifest to inform the
officer in charge at the dock or the airport that the goods have reached the ports of the importing country. The importer or
his/her C&F agent pays the freight (if not already paid by exporter) to the shipping company and obtains delivery order fromit
which entities the importer to take the delivery of the goods at the port. At this time, port dock dues are also paid anda port
trust dues receipt is obtained. The importer, then, fills in a form ‘bill of entry’ for assessment of customs import duty. After
the payment of the import duty, the bill of entry has to be presented to the dock superintendent for physical examination of
the goods. The examiner gives his report on the bill of entry. The importer or his agent presents the bill of entry to the port
authority for issuance of the release order,
Documents Involved In International Trade
1. Indent: !_t isa qocument for placing an export or import order, which contains a description of the goods ordered, prices
: totttne paflg, d;lwir}f terms; packing and marking details and delivery instructions.
- Letter of Credit: A letter of credit is a guarantee issued by the importer’s bank it wi to a certain
amount of export bills to the bank of the exporter. that iewill honeisiE S
3. Shipping Order: A shipping order is an instruction to th i i [
e captain of the : ustoms
clearance at a designated port, be received on board. 7 SR et these goods, aftee iy
4. Shipping Bm;.: Shipping bill is the main document on the basis of which the cust ice gi ission for export
5. Mate’s Receipt: A mate’s receipt is 3 receipt issued by the captain/ g office gives the permission ok
the cago (., the goods) s laaded o g e Ptain/ commanding officer of the ship (called ‘mate’)
WTO: Meaning and Objectives
WTO was set up on 1st January, 1995, i
! ¥ » 1335, replacing the General Agreement : iberalise
international t i : on Tariffs and Tra ises and libe
al trade by reducing trade barriers including tariffs and eliminatin de (GATT). It somessig i

other trade barriers imposed by different countries

(b) To engage in such activities which i
ch improve the stand ivi s
demand and facilitate higher production and trade ot M e =eloment, Inre el -

(c) To facilitate the optimal use of the WOrld's resources
(d) To promote an integrated, more viable and durable t

for sustainable development
rading system. :

—————




UNIT 10: International Trade

tional trade comprises exports and

rna :
lf::ds are tangible. Items of visible trade incl
‘ ernation! business=Manufacturing andt

impons of
mer,
ude machinery, - 2"9i5€ (800ds). It is also calleq ‘visib
ed ‘visible trade’ because -
il

ery, elect,

rade fonic go

pusiness: beyond the houndafi: 0ds, gold and silver, chemicals, etc. |
s of one’s own country is known as international :

fers to selli
ort trade e Ng goods an
c:rﬁﬁcate of origin — This is a cert‘iﬁtaf:ir:ices Produced in the hom
rway gill - Like a bill of lading, an airway bfﬁh Mol | Country i: ::ht:n:,w to other markets abroad.
il ;
IS a doclurnent Wherein an airl:.m::h: s Sk
ompany gives its official receipt of the

board its aircraft and the sa
! me
t for delivery. document BIves title to the goog
800ds which as such is fr
eely transferable by the

A
oads on
endorsemen

indemnity is a letter b i
Leﬂer of in : Y which the
pavme"t from the importer along with acgrui‘cliﬂ?rttEr undertakes to indemnify the bank
nterest, ank in the event of non-receipt of

rt trade refers to buying goods and services fr.
om a

jmport general manifest is a document that conta;
which unloading of cargo takes place_ e

nother country.
he detail i
s of the imported goods. It is a document on the basis of

pock challan = While paying the dock dues, the import
£y ; ' er i i
challan or ff?fm which is known as 'dock challan'. T Ce ARy specifies the AMOLIGARERER NI
indent — It is a. document for placing an export or import
B s 0 be paid, delivery terms, packing and e Zetai?srdezi :h';“:h contains a description of the goods ordered,
Al Ty and delivery instructi
Letter of Credit — A letter of credit is a guarantee j . e
. : tee iss i ’ i
L ain amount of export bills to the bank of the expol:tic: by the importer’s bank that it will honour payment up to a
Shipping order is an instruction to the captain of t i ifi
R vor, be bt o b he ship that the specified goods, after their customs clearance at a
inping bill is the mai i :
::;pg‘;:;go;sth:ex acl)r:ttic:’r;ur:]ent on the basis of wh_lc'n the customs office gives the permission for export. It contains
: p ‘ me and address, particulars of the goods being exported, name of the vessel, port at
which goods are to be discharged and the country of final destination. ;
Mate’s receipt is a receipt issued by the captain/ commanding officer of the ship (called ‘mate’) when the cargo (i.e.,

the goods) is loaded on the ship.
World Trade Organisation (WTO) is an inter-governmental orgnisation that is concerned with the regulation of

international trade between nations.

quired for obtaining an export license? (Choose the correct alternative)

1. Which of the following documents is not re
(a) IEC number
(b) Letter of credit
() Registration-cum-membership
(d) Bank account number certificate
2. Which of the following documents is not required in connectio
(a) Bill of lading
(b) Shipping bill
() Certificate of origin
(d) Shipment advice

3. Which one of the following is N

n with an import transaction? (Choose the correct alternative)

d to fulfil the customs formalities?  (Choose the correct alternative)

ent relate i
ot a docum (b) Export licence

(@) Shipping bill performa invoice
() Letter of insurance < - (Choose the correct alternative)
4. Which one of the following is not a part of export docu"}::;tséerﬁﬁcate of origin
(@) Commercial invoice (d) Mate’s receipt
o

(c) Bill of entry
i e SRR




AR
{ 5. A receipt issued
!
|
|
[

w

10.

11.

12.

87,

30.
L,
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e the ship is known a
o is loaded on s
p when the carg (Choose the Correet

by the commanding officer of the shi
(a) Shipping receipt
(b) Mate’s receipt

(c) Cargo receipt foh ;

. d by the exporter and includes details o tl e cafgp '”tt:rmsofthe '!
spared by the € » yvehicle carryin e cargn? DW;

Which of the following documents is prep bill. port of destination, name of the ch Ying A Bo? :

name, the number of packages, the shipping bill, P 0ose the correct Ofterw

{a) Shipping bill

(b) Packaging list

(c)] Mate's receipt

L honour drafts drawn on it by an exporter is

The document containing the guarantee of a bank to (ChOCJSE’ the correct af{ernml

®

{a) Letter of hypothetication
(b) Letter of credit
{c) Bill of lading

(d} Bill of exchange .
' rue/False? Gij

International business is more than international trade. Give regsgy,
i : ’ True/False? Gj

A letter of credit is a guarantee issued by the importer’s bank. /False? Give reason,

True/False? Give regspn

Obtaining pre-shipment finance is necessary to undertake export production.
True/False? Give reason

Pre-shipment inspection is obligatory for all exporting firms.

In case of sight draft, the documents are delivered to the importer against his/her acceptance of the bill of exchange,
True/False? Give reason

True/False? Give reason. |

In India, all foreign exchange transactions are regulated by the Central government.
True/False? Give reason.

A change for services of dock authorities is called customs duty.
Which is the most appropriate and secure method of payment adopted to settle international transactions? ;

What is the purpose of pre-shipment finance?
Why is it necessary for an export firm to go in for pre-shipment inspection?
Why does an importer ask the exporter to send a ‘Certificate of Origin’?

What is IEC number?
From where the exporter of goods can obtain the ‘Certificate of Origin’?

What is carting order?

Name any one method of sending an enquiry to different exporters for quotations by an importing firm.
Why do most exporters demand a letter of credit from the importer?

What is pre-shipment finance?

Why is advanced planning for financing imports necessa ry?

What information does performa invoice contain?

Why should the indent be carefully drafted?

What do you mean by ‘customs drawback’?

Itis an instruction to the captain of the ship that the specifi ated P"'“
ecifi i i
S et i pecified goods after their Custom clearance at a design. _

It acts as a proof that goods have actuall i
ts . y been manufactured i
certificate is highlighted in this statement? 'n the country from, where the export is taking place-
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poee .-..._..--—---—-"'""“memu.ﬁ_ﬂ kets as well as engaged in ey, |
R ing to domestic mar : di Portg

Q3 ITC Ltd. is an Indiad s mtcr:ngcs of trade that ITC Ltd. is engaged in on any fiyap | .
between the two ¥P his](;

nations. Differentiate _
d International trade.

[nrernal trade an

ypes of trade - |
YE International Traq,

Ans. ITC Ltd. is engaged in both the .
| Internal Trade -
| Pcnplc or organisations of d‘ﬁemnt 3

participate in international busines“ran Untri,

i 1 T onc
organisations from
g

y s ers | Peo sle K
| 1. Nationality of buy I . domestic L

and sellers | nation participate
transactions. i o — —
ot e 1e degree of moblllwh
[he deg Y of factors of progus

- B s : w2y SR
Mahilice of - TR ilicy of factors O
2 ilicy [ The degree of mobility ) ; ; ] i g

2. Mobility of factors e deg e Jabour and capital is like labour and capital across i
production like labour 4 ; ; tiogg )
: relatively less. s

of production lat :
relatively more within a country.

| ifferent countries ha\?\\

Dif dlfferent Forms -

e S SR slitical
. Political system and | Domestic business is subject t0 polit o iy g d diffe
! | costem and risks of one single country. politica systems and ditferent degrees of i
! which often become a barrier to interﬂaﬁumi
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