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Preparations for International Trade

* LEARNING OBJECTIVES

Understand the significance of making an international trade plan.

Know about the basic connotation of common used international trade laws and regulations.

Master the availability of making international plan.

Know the necessary conditions for carrying out trade.

International trade is also called foreign trade, it refers to the process of fair and deliberate ex-
change of goods or services between two or more countries. The statistics of success and failure for
people who start international trade may not been seen, but they are probably similar to the statistics
for business in general. Therefore, it is particularly important to carry out the preparatory work be-
fore doing import and/or export business. First of all, we need to be very familiar with the product
and market, find a product with good market prospects, by conducting market research to analyze
opportunities and threats, and to establish or seek to use an appropriate form of import and export or-
ganization, ultimately form a suitable international trade plan.

Second, importing and exporting are definitely business that require a broad and adequate inter-
national trade aspects of professional knowledge. In recent years, there are only few changes in the
law relating to international trade contracts, however, due to the wide application of electronic com-
merce, the rapid development of means of transportation and communication, many procedures,
rules and documents related to international trade have undergone great changes, especially the do-
cuments closely related to the Internet need to be updated in time. Therefore, we need to know the
international trade conventions, customs and national laws and regulations etc.

Finally, after we have done the above preparations, intend to carry out international trade, we

need to go through a number of procedures to obtain international trade qualifications, and for some
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International Trade Practice

goods, it is required to obtain the corresponding quota or license before doing import and/or export

business.

1.1 Designing and Making an International Plan

Can | do international trade? The question is actually the same as “can | start my own busi-
ness?” , which are millions of people’s dreams. Of the thousands of entrepreneurs who try, many
fail, many succeed in some degree, and a few people become highly successful. So start any kind of

business, we need to design and plan aspects of the preparatory work.
'1.1.1 Preliminary Considerations before Business Plan

This chapter will discuss the preliminary considerations that anyone intending to export or im-
port should consider. Before beginning to export or import, a number of considerations should be ad-
dressed to avoid costly mistakes and difficulties. Those companies that begin dong international trade
or continue to do trade without any preparations will run into problems sooner or later. Therefore it is
very important to have a solid business plan before you start your company. Such a plan will help
your business better and determine whether it is likely to be profitable. Advice on preparing business
plans is available from the Small Business Administration of Ministry of Industry and Information
Technology of the People’s Republic of China and from Small Business Development Center, books,
software, and the Internet.

Usually the contents of trade plan include the types of trade and products; potential markets,
market segments, and competition ; promotion and sales plan; organization and personnel; import/ex-
port logistics; schedule of start-up activities and so forth. To develop such a complete plan, the first
thing we should do is the preparatory work before carrying out international trade, also need to conduct
market research, and then consider how to finance, how to find a supplier and set forth the agree-

ment, understand the regulations of foreign trade, how to avoid import and export fraud and so on.
The Basic Conditions for Carrying Out Trade

Importing and exporting are definitely business that require knowledge of purchasing, marke-
ting/selling, finance, and other functions that go along with being your own boss. It is necessary to
take a course for entrepreneurs or at least to read some of the many books on how to start and manage
a small and medium business.

Doing business no doubt requires some capital. You normally need some money to register your
business and for basic office equipment, communications, and so forth. Then, if you plan to buy mer-
chandise for import or export, you will probably have to pay for it before you can sell it and collect
from your buyer, in addition, you may have to lay out cash for transportation, storage, and other ser-
vices. Even some people make a living acting as agents or brokers and do not take title to or posses-
sion of merchandise. Doing business this way limits their need for capital, but even so, they usually

set up small offices and have communication and other expenses. Also, if you plan to quit your job to
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Chapter 1 Preparations for International Trade

start this business, you will need money to live on for several months. You may be able to borrow part
of the money from bank but only if you have business experience, cash, and collateral.

Then doing international trade requires knowledge of the world. Especially the world geography,
it really helps to know where countries are located, which ones are friendly with our country, which
have strong currencies, and so forth. We can obtain these information by reading newspapers, such as
International Business Daily, or watching TV online or listening to the BBC news, etc.

Doing import and export also requires the familiarity with foreign cultures and languages. In the
international trade, the influence of language and cultural differences should be paied attention to.
Because of the differences of thinking mode, value concept, customs and language phenomenon,
there are often obstacles in cross cultural communication. Therefore, to understand other countries’
culture, values and customs, try to use simple, clear and definite terms in communication, do not
use easy to cause misunderstanding of the ambiguous words, pun, slang, idioms, also do not use
easy to cause the other offensive words. In international trade activities, comply with international
practice and a certain courtesy. We suggest trying to learn a bit local language of the country that
you expect to do business with. If you need to employ local people as translators (for written work)
or interpreters ( for oral conversations) , please be sure that the persons are qualified, and do not use
the translation directly by computer or some website translation machine, the translation should be
checked by the qualified translator, so as to avoid making mistakes.

To be engaged in international trade, it is necessary to have some characteristics. Persistence is
usually a good virtue in business activities. Usually at the start stage, there is no order probably in a
few months or half a year, this is the time to keep calm, we must overcome the psychological anxie-
ty, calm down step by step to lay the foundation, long-term accumulation will bring harvest. On the
other hand, if you are losing money or barely breaking even, you may judge that the time has come
to change your business model or to close for a while. A word of advice here is to take stock at least
every month of customers you are working on and the status of each and decide whether, and if so
how, to continue your pursuit of them. In addition, attention to detail is also engaged in the interna-
tional trade needs of good quality. International trade is much more complex than commercial activity
in China. For example, the product from one country to another, it involves the issue of transport,
most of the transportation is by ship, then we need a boat, the management of the ship is the ship
company, shipping company will arrange the containers to the freight forwarding, we will contact the
freight forwarding to arrange the shipment. Before goods shipped out of the customs territory of one
country, we need to report to the government, so there is the customs, we need to declare to the
customs, some products also need to apply for inspection, the completion of these links need to be
careful , other matters such as understanding the needs of customers and the product itself also need
to pay attention to the details. Details can be especially critical when they relate to payment. And
also in international trade, as with any business, you have to give the buyer exactly what he or she
asks for. It is certainly possible to start an import or export business by finding an attractive product

and then looking for buyers, and this is the way it is usually done. Selling, however, is usually
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___________ International Trade Practice
much harder than buying. If you have or can find someone who wants to buy a product from you,

and will give you the specifications, you can probably find and supply the item.
Market Research

Market research is vital to carry out international trade. Even if you have some experience in in-
ternational trade, it’s unwise to rush into the market that has not been investigated. Most small busi-
ness are started with inadequate market studies or with none at all. Yet a market study is almost the
only way to support your income projections and your marketing plan. Market research can help us
analyze the realization of income, can help us complete the market research program. Market study
before trade will help to analyze how to market them and to whom to sell them.

The following figure 1. 1 is a typical outline for a report on the market for any product being ex-
ported from one country to another. If you can produce or buy this kind of information before you be-
gin, you might decide to try another product or another market. If you decide to go ahead, your
chances of success will be increased considerably. Moreover, a solid market study looks very good to

potential investors and lenders.

Basic Informations

® Product name and HS Code

® Country of origin, exporting country, importing country

Regulations

e Exporting country controls and taxes

e Importing country controls and taxes

e Import restrictions, quotas, and so forth

e Import duties

® Marketing and labeling laws

® Other regulations

Supply and Demand

® Availability of supply in the exporting country

® Domestic production less imports in the importing country (five years’ statistics)

® Imports for consumption (five years’ statistics with trend calculation)

® Percent of product for consumption that is imported

® Industry experts’ perception of current and future supply and demand in the importing country

e The perception of selected buyers with the same business scope

Competition

® Survey of producers in the importing country

e Description of selected producers

e Sources of imports ( countries) , with import market share of each

® Average FOB, CFR and CIF prices from each country

Target Market

s



Chapter 1
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® The market and market segments

® Characteristics of important market

® Kinds of industrial users

® Main industrial users and a brief description

Produet Deseription

e Main types/varieties of the product

® Required or desired product characteristics

® Required or desired packaging and labeling

Distribution

® Normal distribution system in the importing country

® Principal importers and wholesalers

e Principal industrial distributors

Pricing

© Representative prices and markups at each level in the channel

® Price trends

® Discounts used in the trade

Promotion

® Methods of promotion used in the trade

® Promotional assistance usually provided to the exporters

e Approximate costs of this assistance

Logistics

® Steamship lines and airlines serving the route

® The usual transport mode for this kind of product

e Availability of vessels ( planes) and cost of shipping

® Shipping term normally used

® Payment term normally used

Other Considerations

® Local laws on the product, label, distribution, pricing, promotion

® The distributor’s and consumer’s attitudes of acceptance to new suppliers

® Image of exporting country in the importing country

Figure 1.1 Example of market study on an exporting product

1. 1. 2 Main Contents of Trade Plan

Issues to be Considered in Making Trade Plans

The first issue to be considered is the objectives of international trade. Why are you thinking of

starting a business? Are you interested in starting your own business and are thinking that it could be

an import and/or export business? What are your objectives? If your answer is “to make money” ,
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you should probably spend extra time on good planning with realistic financial projections. If you ba-
sically want to experiment with international trade and perhaps be better off getting more work experi-
ence, you are at a lower level of commitment and can start your business in a less formal way, even
at low salaries.

The second issue is the necessary conditions for international trade. Do you have the following
things? If you have business training and experience, capital, product knowledge, contacts with
buyers, travel experience, or foreign languages, you'll be in a much stronger position than if you
lack these things. And then make sure you plan to import, export, or both. If you just start your
business, we suggest picking one or the other, at least at first. It’s hard enough to start one business;
you don’t want to be starting two at the same time.

The third issue is the types of trade. If a company plans to import or export by itself, that is to
say, they own the self-support imports and exports rights, they can buy goods in China and sell
goods to the other countries directly. This model usually requires quite a bit of money and involves
risk. If a company plans to begin as commission agents, and they can be a selling or a buying agent
for a China or a foreign company. There is usually a formal written agreement by which the prineipal
designates a firm or individual to act his agent in return for a commission on completed transactions.
If you just try to broker, or arrange, deals between unrelated parties. You can try to collect a com-
mission from either party to the transaction, or from both. This model does not always require written
contracts. No matter what model to take, a new company should consider registering what kind of
name, whether existing in the form of company, taking which forms of company, etc. Answers to
these questions will be related to liability and taxation.

The fourth issue to be considered is to find out your target market. This is the most important is-
sue. Select a target market should have practical significance, that is a market you can identify and
contact. Instead of trying to export suitcases to anyone in the world, try selling them to department
stores in some selected countries, as they will help to sell your suitcases to the middle-income con-
sumers who like to travel around the world. Therefore you can’t put everyone in a country as your
target customer, but these people who are in the appropriate area, with appropriate income levels,
taking on the appropriate lifestyle will become your target customers. The next is how to meet the
target customers? That is, chose what kind of method for promotion, and what channel to sell the
products to the customers. Firstly, we can use some B2B platforms for promotion, such as Alibaba,
Made in China, Global Sources, etc. Secondly, we can find the potential customer by attending
trading fairs and exhibitions, such as China Export Commodities Fair ( Canton Fair for short) and
other foreign professional exhibitions. At last, we could take direct selling, avoiding the intermediate
processes, such as doing cross-border electronic commerce by using of a variety of platforms such as
Amazon, eBay, and some other local websites in foreign countries etc. Our purpose is to sell the
goods combining with the logistics and all kinds of media.

The fifth issue to be considered is the type (s) of product (s) you plan to deal in. The best

answer to this question is that you will deal in a product for which you already have a customer. If
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you can not do that try looking for a product that you like and know a lot about, that is available in
sufficient quantity, and that can be transported to and entered ( through customs) into your market
country. Whichever product you choose, you will probably find that domestic company import it, ex-
port it, or both. Almost every kind of product can be traded internationally, and you may find the
right way to carry on.

The sixth issue includes the sources of supply companies and countries. Both importers and ex-
porters usually try to deal with companies that produce merchandise, rather than buying from inter-
mediaries. Middlemen have a role to play, but each one has a profit and costs that increase the price
to the consumer. Therefore, how to find manufacturers in China and abroad is also the knowledge we
need to master. Some factors to consider in selecting a country from which to buy are its reputation
for quality, its cost structure, transportation to China, and customs duties.

The seventh issue is the methods of shipping. There are several different methods of shipping.
Small items can be handled by couriers. You might use airfreight for larger shipments and sea or
land for still larger ones, but the decision also varies with such factors as the value and fragility of
the cargo. Intermodal shipments are very common, for example Chinese Fuling Pickled mustard from
China to Indonesia might be moved to its destination by truck, ship, train, and possibly oxcart to
some small stores. In international shipping there are a number of standardized terms such as FOB
and CIF. It is important that you understand these. The main ones are explained later in this book.

The eighth issue to be considered is the method of international payment you plan to use. Inex-
pensive and secure payment is vital to any business. In international transactions there is an extra e-
lement because money must cross international boundaries. Different countries use the different mo-
netary system, currency exchange rates will also change frequently, so it is essential to adopt appro-
priate and safe payment methods. In addition to the traditional payment methods such as letter of
credit and document against payment, etc. , we also should pay attention to and master the new pay-
ment methods such as PayPal, international Alipay, etc. Unfortunately, in every country there may
be profiteers who try to order merchandise from overseas and not pay for it.

The ninth issue is the regulations of Chinese and foreign government. The international trade
operators are subject to the laws of multiple jurisdictions, including the national and local laws and
regulations of the exporting and the importing countries. There are also bilateral and multilateral a-
greements that come into play with regard to many transactions. The main regulations are explained
later in this book and the information about how to find out about many of the others are given.

The tenth issue to be considered is having a certain business premises. Many people start busi-
ness in their homes, and that has become easier and more acceptable in the Internet Era than it used
to be. Equipping a home office is not difficult, a computer and several office equipment including
telephone, fax machine, printer, and so on, but also it can save a lot of money on rent expense.
But this is only applicable to those small company that just have started, it is too close to the family,
which may bring some annoyance.

The eleventh issue to be considered is how to select the service companies. You may want to
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use the services of an accountant and/or an attorney to help set up your business. Then you will
need a bank, an Internet provider, a telephone company, and an insurance broker. When you start
doing business, you will need a freight forwarder and perhaps a customs broker, a courier service,
and others. When your business is done to a certain extent, you might also want to look for help and
guidance from a number of professional organizations or industry associations.

The twelfth issue to be considered is the source of your capital investment as well as the source
of income and profitability. No matter how you start the business, you will have to make some in-
vestments, including start-up costs, such as equipment investment, the cost of your time and opera-
ting costs before you start to make a profit. Once you have a bottom-line number, you will know
whether you have enough money. If you don’t have enough money, you can determine how much
money you need and can look at possible source. After you figure out the start-up costs, you should

project sales and then project your income and your expenses.
Making Trade Plan

As mentioned before, it is very important to make a useful and reliable business plan before
starting a business. Such a plan will help you plan your business better and determine whether it is
likely to be profitable. The preparatory work before carrying out the international trade is a very com-
plicated process. It involves a lot of research and analysis about their company and target markets.
The following figurel. 2 is a suggested outline for an import/export business plan, with some annota-

tions. We can find other outlines in books on business planning and on Internet.

Cover Page
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Executive Summary ( This should give the highlight of each of the sections that follows. Most people who read business plans look

through the summary and then read other sections only as needed for clarification or additional details. )

Narrative Section ( This section of the plan describes in words, with graphs if you wish, how your business will be set up and ope-

rated. It can be from 12 to 15 pages in length. )

e Type of trade and products

Whether you plan to import or export and your sources of supply, types of products, and product characteristics including packa-

ges, labels, and brands.

e Potential markets, market segments, and competition

Figure 1. 2 ( continued)

A description of the likely consumers of your product, the channels of distribution through which you will reach them, and your

main competitors.

® Promotion and sales plan

Your anticipated strategy with regard to pricing, promotion and selling, that is, how you actually cause your customers to buy your

product.

® Organization and personnel




