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Part 1

Preparations for International Trade

E|bR5E By s A%

v

4

To ensure success in doing international trade, you must plan your business strategy carefully.
You s hall g et eno ugh inform ation about your company and th e mark et before planning your
business strategy. Thus, you shall undertake a SWOT analysis and a m arket research. And then
you can make an appropriate international trade plan and strategy.

At the same ti me, you shall be well up in the legal system of intern ational trade, including
international c onventions, international trad e customs and practices, n ational business laws and
regulations, etc.

Moreover, if you plan to import or export by youself, you need to go through all the procedures

and formalities of obtaining the international trade qualification and necessary trade quota or license.

il 5

AEITZRRT EXFREGT HZWEZNESEIE, 2201 AL HE
5. THRARNK HREFRRT H7 X #HAT SWOT 247, st T ik 477 HiAAF.
H R BRI FR B, BRERYT S EEKE. BRI HE2TRABARE
ARt O B AR A TR S,

ABNELRE—FFE_F, ERF—F. ABF ZF KA Tt ko
Dl AH, MBI TRIEAE R ok S et o0 RILE A (Geita ek
R 7 b o P4 B ) REARF ZFTHREGES A, FIAREFES
ZFHAR.



Chapter 1

Designing International Trade

Plan and Strategy

iy $§i%ﬁ%ﬁiﬂ%%ﬁ%ﬁ%Zﬁﬂ%ﬁﬁ%ﬁﬁ%%ﬂ%ﬁ%ﬁél
4"F IR E—ANEH R H1E4% (Setting a General Mission ). T ﬁﬁ’%/'f: R &R 5 RiE
R 57 N ( Learmng about Different Trade Channels and Forms ). #4T SWOT 447
( Undertaking a SWOT  An alysis ). # 4 5F i A4 B # /£ 7 3 ( Selecting and
Researching Potential Countries and Markets Abroad ). #&4% P 5k IR 6943 & 4| & E = {
5+t X #= R 5 & 9% ( Preparing International Trade Plan and Strategy ) % A .

1.1 Setting a General Mission

Setting a general mission here refers to write down your tentative ideas, which outlines in
very ge neral term s whaty ou plan to do ab out international tr ade. Th is writte n m ission
essentially serves as y our interim objectives and will be revised later once you have done your
market research and when you are preparing your trade plan. In this mission, you would better:

1. Indicate your reasons for doing international trade.

. Indicate what your major deliverable or favourite commodity will be.

2

3. Indicate where and when you want to export or import the commodity.

4. Indicate what kind of trade terms and what kind of measures you want to use.
5

. Indicate how much money you will need to achieve these tasks.

Bear in mind that this statement shall be adjusted continually according to the information
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you will gather during market research. And it will be replaced by your final trade plan.

1.2 Learning about Different Trade Channels and Forms

There are m any trade ¢ hannels and forms in international trade p ractice. The e xporter/
importer shall learn about different trade channels and forms that exist, so that they can decide
which channel or form is right for them.

1.2.1 Trade Channels

Channels are sets of i nterdependent organizations ( called in termediaries) i nvolved i n
making the product availabl e for consumption. Trade channels are the approaches that co mpanies
use to enter the market with their products or needs. The traditional channel goes from supplier,
manufacturer, distributor, w holesaler an d retailer. Whil e m any a pproaches exis t, t hey have
changed over the years because of the Internet and global sales.

Basically, there are two approaches or channels of exporting/importing—direct or indirect.
Direct exporting/importing is the process whereby the exporter/importer becomes fully involved
in and totally committed to the process of exporting/importing on a proactive basis. Depending
on the industry and product, direct distribution channels have become more prevalent because
of the Internet. Indirect ex porting/importing is the process of s elling/buying g oods o verseas
through a third party, thereby relinquishing control of the selling/buying process of the goods.
The indirect channel is us ed by com panies who do not sell their goods directly to consumers.
This is an attractive mode of trade for a small- to m edium-sized enterprise as a first ste p to
selling/buying in the international trade market.

In practice, many or ganizations use a m ix of different channels. In particular, they may
complement a direct sales-force, cal ling on the lar ger ac counts, with agents, covering the
smaller cus tomers and prospects. In a ddition, online reta iling or e-commerce is le adingto
disintermediation. Retailing via smartphone or m-commerce is also a growing area.

The exporter’s marketing department or the im porter’s purc hasing d epartment needs to
design th ¢ most suitable cha nnels for the ir exporting or im porting bus iness, the n select
appropriate ¢ hannel members or int ermediaries. Som etimes, the e xporters/importers nee d to
train staff of intermediaries and motivate the intermediary to sel 1/buy the sp ecified pro ducts.
The ex porters/importers sh ould monitor the channel’s performance over time and modify the
channel t o e nhance performance. T o motivate intermediaries th e ex porters u sually a dopt
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positive actions, such as offering higher margins to the intermediary, special deals, premiums
and allowances for advertising or display. On the other hand, negative actions may be necessary,
such as threatening to cut back on margin, or hold back delivery of product.

1.2.2 Trade Forms Options

1. Agency

The agency in trade, also called principal-agent relationship, means a relationship in which
the parties have agreed that the agent is to represent the principal in negotiating and transacting
business; that is, the agent is employed to make contracts or enter similar business transactions
on behalf of the principal.

The principal-agent relationships are formed by the m utual consent of a principal and an
agent. An agent is the party who agrees to act on behalf of another. And a principal is the party
who employs another person to act on his or her behalf. The narrow definition of “agent” in
international trade practice is that he is a party who acts for the exporter or importer, and the
exporter or importer is ¢ alled the principal. In international trade practice, agents usually are
intermediaries that act on behalf of the producer but do not take title to the products.

Any person who has the capacity to ¢ ontract can appoint an agentto acton his or her
behalf. But persons who lack contractual capacity cannot appoint an agent, e.g., insane persons
and minors. And the agent does not make a profit but is paid a commission on all transactions
secured.

1) The duties of agents and principals

Duties of an agent to his/her principal mainly are: (1 The agent owes a fiduciary duty of
good faith(117) and utmost loyalty(£55) to the principal. @ Duty of obedience, which means
agent must generally obey any reasonable directions that the principal provides and the agent is
liable for any loss if he deviates. But, if the instructions are illegal, immoral or against public
policy, the agent may deviate the instructions. (3 Duty of care, which means the agent must use
reasonable skill and care i n conducting the principal’s business. 4 Duty of accounting, which
means the agent’s individual property must be kept separate from the principal’s property and
all property and funds belonging to the principal are required to be accounted for adequately.
® Duty of ¢ ommunication, whi ch m eans the agent must com municate t o the principal al 1
relevant information and notices he receives in the course of performing the principal’s business.

And d uties of an principal t o h is/her a gent m ainly are: (O Duty to pay commission.
@ Duty to reimburse and indemnify, which means, if the agent is acting within the scope of
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authority, the principal has a duty to reimburse the agent for ex penses; to i ndemnify the age nt
for losses. However, if expenses or losses are caused by the agent’s fault, the principal will not
reimburse or i ndemnify the agent. (3 Duty to keep accounts, which means the principal has a
duty to keep records by which the commission due the agent can be determined.

2) Main types of agents

(D General agent: This is an agent who has the principal’s unlimited authority to carry out
contracts on behalf of the principal without recourse to the principal on each and every point in
a transaction. A general agent in international trade has authority to do all the acts related to
business or trade in the interest of his principal. A general agent has an implied authority to bind
his principal by doing various acts necessary for carrying on the business of his principal.

@ Universal agent: Uni versal a gent is practically a general agent with very e xtensive
rights. We rarely find universal agents in business world today.

(3 Sole agent: A sole ag ent is an e xclusive a gent. The age ncy rela tionship e ndows the
agent exclusive rights to sell a product or service in a particular territory for a specified period.

@ Co-agents: This h appens w hen a pri ncipal a ppoints tw o or m ore person as agents
jointly. It i mplies th at al | ¢ o-agents concur i n th e ex ercise o fthe ir au thority unless th eir
authority is fi xed or unless circumstances reveal any intention to the contrary. But when their
authority is several, any other of the co-agents can act without the concurrence of the other.

® Special agent: This is an agent who has been appointed to carry out only a designated
task. On co mpletion o fthe task, the agency terminates. The agency in such cases lasts for a
specific period for a particular type of job or work. For instance, a broker, a forwarding agent, a
clearing agent, a commission agent, an indenting agent, an auctioneer, etc.

A broker is a special type of mercantile agent who acts as a middleman between the buyer
and t he se ller. We c an s ay th at he/she is em ployed to bri ng a bout co ntractual r elationship
between t he principal a nd t he th ird p arty. He/s he u sually g ets commission fo r th e wor k
performed. His/her function ends when he/she brings the two parties together. He/she is never in
possession of the subject, therefore does not have possession of the goods at the time of sale and
cannot exercise the right of lien.

A commission agent is generally appointed for selling or buying goods on behalf of his/her
principal. He/she tries to secure buy ers for a seller of goods or secure sellers for a buyer of goods
and receives a commission in return for his/her work on the actual sales price. For example, an
indenting agent is a c ommission agent w ho procures a sale or purchase on behalf of h is/her
principal with a merchant abroad for a commission at the rate mentioned in the indent. He/she is



