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Exporting & ImportingExporting & Importing

I.  Exporting and importingI.  Exporting and importing

II.  Export/import financingII.  Export/import financing

11

III.  InternationalIII.  International--trade trade 
documentationdocumentation

IV. Special assistance for IV. Special assistance for 
exporters and importersexporters and importers 11korthkorth

Exporting & ImportingExporting & Importing

 International trade offers many International trade offers many 
attractive opportunities:attractive opportunities:

22

•• ProfitProfit

•• DiversificationDiversification

•• New ideas New ideas 

22korthkorth

Exporting & ImportingExporting & Importing

 International trade is also International trade is also 
frequently (but not always):frequently (but not always):

M  M  diffi ltdiffi lt   

33

•• More More difficultdifficult, , 

•• More More expensiveexpensive andand

•• RiskierRiskier than is domestic trade.than is domestic trade.

33korthkorth
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Risks of International TradeRisks of International Trade

 Commercial riskCommercial risk

•• Risk of nonRisk of non--performanceperformance

44

 Documentation riskDocumentation risk

44korthkorth

Country Risk Country Risk (1)(1)

 Economic risk

• Recession

55

• Economic chaos

 High inflation

• FX risk

korthkorth

Country Risk Country Risk (2)(2)

 Sovereign risk

• = political risk

Transfer risk Transfer risk

 Bureaucratic interference

 Expropriation

 War & insurrection
66korthkorth
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Country Risk Country Risk (3)(3)

 Legal riskLegal risk

•• Protection of legal rights (e.g., Protection of legal rights (e.g., 
copyrights)copyrights)copyrights)copyrights)

•• Jurisdiction: What court?Jurisdiction: What court?

•• Efficiency Efficiency 

•• FairnessFairness
77korthkorth

Trade ProtectionTrade Protection

Fortunately, the market has Fortunately, the market has 
developed many tools and developed many tools and 
institutions to moderate the institutions to moderate the 

88

difficulties, expenses & risks difficulties, expenses & risks 
so that companies can take so that companies can take 
advantage of the opportunities.advantage of the opportunities.

88korthkorth

Attraction of IT for Attraction of IT for ExportersExporters

 Broader and more diverse Broader and more diverse 
marketsmarkets

99

 Diversification of marketsDiversification of markets

 Economies of scaleEconomies of scale

 Economies of scopeEconomies of scope
99korthkorth
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Exporter’sExporter’s NNeeds eeds (1)(1)

 Acceptable price & pricing termsAcceptable price & pricing terms

 PrePre--export financingexport financing

P t ti  i tP t ti  i t

1010

 Protection against:Protection against:

•• Risk of nonRisk of non--completioncompletion

•• Risk of nonRisk of non--paymentpayment

•• Transfer risk Transfer risk 1010korthkorth

Exporter’sExporter’s NNeedseeds (2)(2)

 Protection against FX fluctuationProtection against FX fluctuation

Avoiding documentation problemsAvoiding documentation problems

1111

 Avoiding documentation problemsAvoiding documentation problems

 ShippingShipping

1111korthkorth

Exporter’sExporter’s NNeedseeds (3)(3)

 InsuranceInsurance

•• CargoCargo

•• War riskWar risk

•• PiracyPiracy

1212korthkorth
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Attraction of IT to ImportersAttraction of IT to Importers

 PricePrice

 QualityQuality

1313

QualityQuality

 VarietyVariety

 ServiceService

1313korthkorth

Importer’sImporter’s NNeeds eeds (1)(1)

 Protection from Protection from risk of nonrisk of non--completioncompletion

•• WhatWhat?  The correct goods and quantity?  The correct goods and quantity

HH ?  B  ?  B  hi h ihi h i ? O  h t ? O  h t tt ??

1414

•• HowHow?  By ?  By which carrierwhich carrier? On what ? On what termsterms??

•• WhenWhen?  Delivery by a certain date?  Delivery by a certain date

•• WhereWhere?  Delivery to a certain location?  Delivery to a certain location

•• For whomFor whom?  In whose name is the title??  In whose name is the title?
1414korthkorth

Importer’sImporter’s NNeeds eeds (2)(2)

 Price & acceptable pricing termsPrice & acceptable pricing terms

 FinancingFinancing

1515

 Protection against FX riskProtection against FX risk

 Avoiding documentation Avoiding documentation 
problemsproblems

1515korthkorth
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Importer’sImporter’s NNeeds eeds (3)(3)

 ShippingShipping

 InsuranceInsurance

1616

 Prompt movement of goods Prompt movement of goods 
through customsthrough customs

 Prompt access to the goodsPrompt access to the goods

korthkorth

The 4 Key IT DocumentsThe 4 Key IT Documents

 The concerns of both importers andThe concerns of both importers and
exporters are resolved or greatly exporters are resolved or greatly 
reduced by four special documents:reduced by four special documents:

1717

•• Commercial letter of creditCommercial letter of credit

•• Bill of ladingBill of lading

•• Bank draft Bank draft 

 BankerBanker’’s acceptance s acceptance 
1717korthkorth

Commercial Letter of CreditCommercial Letter of Credit ((L/CL/C))

 A bank's A bank's conditionalconditional promise to promise to 
pay when pay when all conditionsall conditions of the of the 
contract (i.e., the letter of contract (i.e., the letter of 

dit) h  b  dit) h  b  ti fi dti fi d

1818

credit) have been credit) have been satisfiedsatisfied

•• A Written agreementA Written agreement

•• Issued by a bank (the Issued by a bank (the issuerissuer))
1818korthkorth
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Commercial Letter of Credit Commercial Letter of Credit (2)(2)

•• Issued at the request of the Issued at the request of the 
importer (the importer (the applicantapplicant))

P i i  t    ifi d  P i i  t    ifi d  

1919

•• Promising to pay a specified or Promising to pay a specified or 
maximum amount to the maximum amount to the 
exporter (the exporter (the beneficiarybeneficiary))

korthkorth

Commercial Letter of Credit Commercial Letter of Credit (3)(3)

 With payment to be made to the With payment to be made to the 
exporter exporter 

At  ifi d f t  tiAt  ifi d f t  ti

2020

•• At some specified future timeAt some specified future time

•• If specified conditions have been If specified conditions have been 
satisfied satisfied completely and exactlycompletely and exactly

•• The beneficiary is informed by an The beneficiary is informed by an 
advising bankadvising bank.. 2020korthkorth

Commercial Letter of Credit Commercial Letter of Credit (4)(4)

 If those conditions are fully If those conditions are fully 
satisfied, the bank satisfied, the bank mustmust pay.pay.

E  if it i  t  th  di d t  f E  if it i  t  th  di d t  f 

2121

•• Even if it is to the disadvantage of Even if it is to the disadvantage of 
the bank!the bank!

korthkorth
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Commercial Letter of Credit Commercial Letter of Credit (5)(5)

 An L/C reduces the risks of An L/C reduces the risks of 
international trade for both the international trade for both the 
buyer and the seller.buyer and the seller.

With an L/C  the issuing bank's With an L/C  the issuing bank's 

2222

•• With an L/C, the issuing bank's With an L/C, the issuing bank's 
guarantee of payment is added to guarantee of payment is added to 
that of the importer.that of the importer.

 The exporter thus has a The exporter thus has a double double 
guaranteeguarantee..

korthkorth

Commercial Letter of Credit Commercial Letter of Credit (6)(6)

 The bank pays against The bank pays against delivery of delivery of 
documentsdocuments which are evidence which are evidence 
of satisfactory performanceof satisfactory performance——not not 
against delivery of the goodsagainst delivery of the goods

2323

against delivery of the goodsagainst delivery of the goods..

•• The L/C specifies what documents The L/C specifies what documents 
are needed for payment to be are needed for payment to be 
made.made.

•• Documentary Documentary commercial L/Cscommercial L/Cs 2323korthkorth

Commercial Letter of Credit Commercial Letter of Credit (7)(7)

 For the exporter, an L/C provides:

• Protection against:

C dit i k f th  i t

2424

 Credit risk of the importer

 Some country risk of the importer’s 
government

• Likely to be permitted even if money and capital  
controls are introduced.

• Facilitates pre-export financing
korthkorth
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For the Importer For the Importer (1)(1)

 An L/C provides:

• A source of credit which makes the 
import possible

2525

p p

 Pre-payment is not needed.

 Especially important for small

korthkorth

For the Importer For the Importer (2)(2)

 L/C offers protection against fraud 

 However, an L/C is n L/C is notnot a guarantee a guarantee 
b  th  b k f th  t ’  b  th  b k f th  t ’  

2626

by the bank of the customer’s by the bank of the customer’s 
satisfaction of the underlying satisfaction of the underlying 
transaction.transaction.

• The bank does not inspect the 
shipment!!!

korthkorth

For the BankFor the Bank

 A commercial L/C offers:A commercial L/C offers:

•• FeesFees

2727

•• Sometimes Sometimes collateralcollateral (e.g., deposit)(e.g., deposit)

•• Loans, if the importer wants  Loans, if the importer wants  
financing until the goods are soldfinancing until the goods are sold

2727korthkorth
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Commercial Letter of CreditCommercial Letter of Credit

 Major varieties of import L/Cs:Major varieties of import L/Cs:

•• Irrevocable vs. revocableIrrevocable vs. revocable

2828

•• Confirmed vs. unconfirmedConfirmed vs. unconfirmed

•• Revolving vs. nonRevolving vs. non--revolvingrevolving

2828korthkorth

IrrevocableIrrevocable Letter of CreditLetter of Credit

 Can be neither modified nor 
cancelled without the approval 
of all parties

2929

of all parties.

• Most L/Cs are irrevocable 

korthkorth

RevocableRevocable Letter of CreditLetter of Credit

 Any party to the L/C can either 
modify or cancel it.

3030

• Provides no credit-risk protection

korthkorth



9/21/2009

11

Unconfirmed Unconfirmed Letter of CreditLetter of Credit

 Only the issuing bank’s (and 
importer’s) guarantee protects 
the exporter

3131

the exporter

korthkorth

Confirmed Confirmed Letter of Credit Letter of Credit (1)(1)

 A 2d bank, one which is more 
acceptable to the exporter, adds 
its guarantee to that of the 

3232

its guarantee to that of the 
issuing bank.

korthkorth

Confirmed Confirmed Letter of Credit Letter of Credit (2)(2)

 Confirmation protects the 
beneficiary against both:

C dit i k  th  ibl  f il  f 

3333

• Credit risk: the possible failure of 
the issuing bank to pay

• Sovereign risk: the possibility that 
a government might prevent the 
payment

korthkorth
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NonNon--Revolving L/CRevolving L/C

 A separate L/C is required for 
each transaction. 

M t L/C   l i

3434

 Most L/Cs are non-revolving.

korthkorth

Revolving L/CRevolving L/C

 An L/C facility is established by 
the bank for the benefit of the 
importer.

3535

• The importer is able to demand 
several or many L/Cs from the 
bank, without the need to 
renegotiate the L/C terms for 
each L/C. 

korthkorth

Bill of LadingBill of Lading ((B/LB/L) ) (1)(1)

 The document issued by the The document issued by the 
carriercarrier to the to the shippershipper (i.e., the (i.e., the 
exporter)exporter)

3636

exporter)exporter)

3636korthkorth
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Bill of Lading Bill of Lading (2)(2)

 Always a Always a receiptreceipt for merchandise for merchandise 
(from the carrier to the shipper)(from the carrier to the shipper)

Al   Al   t tt t ( t f ( t f 

3737

 Always a Always a contractcontract (cost of (cost of 
shipping, destination, latest date shipping, destination, latest date 
for delivery, and conditions for for delivery, and conditions for 
release to recipient)release to recipient)

korthkorth

Bill of Lading Bill of Lading (3)(3)

 Also, the B/L often serves as Also, the B/L often serves as 
titletitle for the merchandise.for the merchandise.

3838korthkorth

Bill of Lading Bill of Lading (4)(4)

 However, the B/L does However, the B/L does notnot offer offer 
a guarantee to the importer of a guarantee to the importer of 
the actual shipmentthe actual shipment

3939

the actual shipment.the actual shipment.

•• The carrier does The carrier does notnot inspect closed inspect closed 
containers.containers.

 [& the bank does not inspect it either[& the bank does not inspect it either——
caveat emptor!!!]caveat emptor!!!]

korthkorth
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DraftDraft

 A written (or electronic) order A written (or electronic) order 
from one person to a 2d person from one person to a 2d person 
to pay a designated 3d person to pay a designated 3d person 
a specified amount at a a specified amount at a 
specified timespecified time

4040

specified timespecified time

•• 11stst person: ?person: ?

•• 2d person: ?2d person: ?

•• 3d person: ?3d person: ? 4040korthkorth

Sight DraftSight Draft

 Payment is due at Payment is due at ““sightsight””

 Occurs when all of the documents Occurs when all of the documents 
ifi d i  th  L/C h  b  ifi d i  th  L/C h  b  

4141

specified in the L/C have been specified in the L/C have been 
perfectly satisfied and presented perfectly satisfied and presented 
to the issuing bankto the issuing bank

korthkorth

Time Draft

 Payment is due at some time 
after “sight” [for example, “90 
days sight”]

4242

days sight ].

korthkorth
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Payment Against a Draft

 When the bank acknowledges 
“sight,” it assumes unconditional
obligation to pay the exporter.

4343

• Sight draft: Immediate payment

• Time draft: Deferred payment—
bankers’ acceptance

korthkorth

Bankers’ Acceptance (B/A) (1)

 Letter of credit: conditional
promise of a bank to pay an 
exporter

4444

 Bankers’ acceptance: unconditional
promise to pay 

korthkorth

Bankers’ Acceptance (2)

 Acceptance: Formal guarantee
to pay

A l l bli ti  f th  b k

4545

• A legal obligation of the bank

 Unconditional: The exporter (or 
other owner) of the B/A has no 
need to provide documents 

korthkorth
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Bankers’ Acceptance (3)

 The exporter can hold the B/A 
until maturity (e.g., “90 days 
sight)

4646

 But the B/A is a negotiable (i.e., 
marketable)--it can be sold.

• Money-market instrument 

korthkorth

Bankers’ Acceptance (4)

 Money-market instruments are 
generally sold at a discount.

• P = (Face value) / [1+ i (n/365)]

4747

P  (Face value) / [1+ i (n/365)]

P = $100,000 / [1 + 0.04 (91/365)] 
= ~ $99,013

korthkorth

Bankers’ Acceptance (5)

 Implicit interest is paid instead 
of explicit interest.

•• The discount decreases as the The discount decreases as the •• The discount decreases as the The discount decreases as the 
maturity date approaches. maturity date approaches. 

•• The full face value (minus any The full face value (minus any 
fees) is paid at maturity.fees) is paid at maturity.

4848korthkorth
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Bankers’ Acceptance (6)

 The B/A is generally, a very 
attractive form of financing.

It  di t t  i  d t i d 

4949

 Its discount rate is determined 
by the credit-rating of the 
issuing bank—not that of the 
exporter.

korthkorth

InternationalInternational--Trade Trade 
DocumentationDocumentation

 Four groups of documents are Four groups of documents are 
commonly required with L/Cscommonly required with L/Cs

C i l d tC i l d t

5050

•• Commercial documentsCommercial documents

•• Bank documentsBank documents

•• Transportation documentsTransportation documents

•• Government control documentsGovernment control documents
5050korthkorth

Commercial Documents Commercial Documents (1)(1)

•• Sales Sales contractcontract / / purchase orderpurchase order

•• Commercial Commercial invoiceinvoice: document : document 
giving giving the details for the the details for the 

5151

giving giving the details for the the details for the 
entire entire shipmentshipment: merchandise, : merchandise, 
quantityquantity, , total total cost, terms of cost, terms of 
sale sale & & shipping shipping requirementsrequirements

korthkorth
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Commercial Documents Commercial Documents (2)(2)

 Packing listPacking list: document listing the : document listing the 
contents of contents of each individual containereach individual container
(e.g., a separate list for each box)(e.g., a separate list for each box)

 Certificate of inspectionCertificate of inspection:: document  document  

5252

 Certificate of inspectionCertificate of inspection:: document  document  
affirming purity, weight, technical affirming purity, weight, technical 
specifications, etc.specifications, etc.

•• Certificate of analysisCertificate of analysis

•• Certificate of qualityCertificate of quality

korthkorth

Bank DocumentsBank Documents

 Letter of creditLetter of credit

5353

•• DraftDraft

 Bankers’ acceptanceBankers’ acceptance

5353korthkorth

Transportation DocumentsTransportation Documents

 Bill of ladingBill of lading

5454

 Insurance documentsInsurance documents

korthkorth
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Government Control Documents Government Control Documents (1) (1) 

 Export licenseExport license

•• (or) (or) import licenseimport license

5555

 Export declarationExport declaration: monitors : monitors 
compliance with exportcompliance with export--control control 
regulations and provides regulations and provides 
statistical data for the statistical data for the 
governmentgovernment

5555korthkorth

Government Control Documents Government Control Documents (2)(2)

 Certificate of originCertificate of origin (e.g., “Made in (e.g., “Made in 
Mexico”)Mexico”)

 Certificate of healthCertificate of health (or of purity, (or of purity, 
lit   it ti )lit   it ti )

5656

quality, or sanitation)quality, or sanitation)

 Customs invoiceCustoms invoice: document issued by : document issued by 
the consulate of the importing the consulate of the importing 
country for its own customs country for its own customs 
purposespurposes

korthkorth

Special ExportSpecial Export--Import AssistanceImport Assistance

 Many institutions, both Many institutions, both 
government and private, offer government and private, offer 
assistance that is acceptable assistance that is acceptable 

5757

assistance that is acceptable assistance that is acceptable 
to GATT / WTO and economicto GATT / WTO and economic--
integration groupsintegration groups

5757korthkorth
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AcceptableAcceptable Varieties of IT AssistanceVarieties of IT Assistance

 Information and adviceInformation and advice

 Marketing promotionMarketing promotion

5858

 Facilitation servicesFacilitation services

 Guarantees or insuranceGuarantees or insurance

 LoansLoans
5858korthkorth

Government Assistance for Government Assistance for 
ExportersExporters

 Information and adviceInformation and advice

•• Information on exportingInformation on exporting

5959

Information on exportingInformation on exporting

•• Educational programs for exportingEducational programs for exporting

[Governments are generally much [Governments are generally much 
less helpful to importers.]less helpful to importers.]

5959korthkorth

Government Marketing PromotionGovernment Marketing Promotion

 Print and Internet advertisingPrint and Internet advertising

 Trade fairsTrade fairs

6060

 Marketing officesMarketing offices

 Marketing researchMarketing research

 Trade missionsTrade missions 6060korthkorth
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Government Facilitation ServicesGovernment Facilitation Services

•• ForeignForeign--trade zonestrade zones

•• Rebate of Rebate of indirect taxesindirect taxes

6161

 Not Not direct taxesdirect taxes

 Not Not subsidiessubsidies

6161korthkorth

Export Export Credit Insurance Credit Insurance (1)(1)

 Governments of at least 35 Governments of at least 35 
countries offer countries offer export credit export credit 
insuranceinsurance

6262

•• The U.S. government does not, but The U.S. government does not, but 
does support a private association does support a private association 
that does: that does: Foreign Credit Insurance Foreign Credit Insurance 
AssociationAssociation ((FCIAFCIA))

6262korthkorth

Export Export Credit InsuranceCredit Insurance (2)(2)
 CoversCovers

•• Commercial riskCommercial risk (90% to 95%)(90% to 95%)

6363

 = = Credit riskCredit risk

•• Political risk (95% to 100%)Political risk (95% to 100%)

 Risk of Risk of moral hazardmoral hazard
6363korthkorth
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Export Export Credit InsuranceCredit Insurance (3)(3)

 Used to facilitate:Used to facilitate:

•• Issuance of L/Cs on an importer's Issuance of L/Cs on an importer's 

6464

•• Issuance of L/Cs on an importer s Issuance of L/Cs on an importer s 
behalf (usually by a foreign bank)behalf (usually by a foreign bank)

•• Sales on Sales on open accountopen account by the by the 
exporter, in lieu of L/C financingexporter, in lieu of L/C financing

korthkorth

ExportExport--Import Bank of Import Bank of thethe U.S.U.S.
((EximbankEximbank) ) (1)(1)

 Many governments, including 
the U.S., offer special financing 
to encourage international 

6565

g
trade by its companies.

 Despite its name, the Eximbank 
has never financed a single 
import.

korthkorth

Eximbank Eximbank (2)(2)

 Loans and Loans and guaranteesguarantees (which offer (which offer 
the same protection as insurance)the same protection as insurance)

•• For For capital goods onlycapital goods only----not not 

6666

•• For For capital goods onlycapital goods only----not not 
commodities or consumer goodscommodities or consumer goods

•• Directly to foreign importers Directly to foreign importers 

•• (Or) to foreign banks that offer import (Or) to foreign banks that offer import 
financing for U.S. exports (e.g., L/Cs)financing for U.S. exports (e.g., L/Cs)

6666korthkorth
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EximbankEximbank (3)(3)

 Export credit insurance (to U.S. Export credit insurance (to U.S. 
exporters)exporters)

E i b k h   i l E i b k h   i l kiki

6767

 Eximbank has a special Eximbank has a special workingworking--
capitalcapital loan program for small loan program for small 
businessbusiness

 However, Eximbank is primarily However, Eximbank is primarily 
identified with big companies. identified with big companies. 6767korthkorth

Foreign Freight ForwarderForeign Freight Forwarder

 Assists Assists exportersexporters by handling by handling 
many of the routine export tasksmany of the routine export tasks

D t tiD t ti

6868

•• DocumentationDocumentation

•• Arranging shipping and insuranceArranging shipping and insurance

•• Advancing shipping expensesAdvancing shipping expenses

6868korthkorth

Customhouse BrokerCustomhouse Broker

 Helps bring an Helps bring an importer’simporter’s goods goods 
through customsthrough customs

6969

 Often the same company that Often the same company that 
serves as a foreign freight serves as a foreign freight 
forwarderforwarder

6969korthkorth
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Other Sources of IT Help

 International trading companiesInternational trading companies

7070

 Insurance companiesInsurance companies

 QualityQuality--control inspectorscontrol inspectors

korthkorth

Protection for Both Exporter & Protection for Both Exporter & 
ImporterImporter

 Due diligenceDue diligence

 Pricing in own currency or Pricing in own currency or hedginghedging
against FX riskagainst FX risk

7171

against FX riskagainst FX risk

 Letter of creditLetter of credit

 Careful choice of courts or Careful choice of courts or arbitrationarbitration
for the settlement of disputesfor the settlement of disputes

7171korthkorth

Protection Against Protection Against 
Exporter’sExporter’s RiskRisk

•• Payment in advancePayment in advance

7272

•• Credit insurance or guaranteesCredit insurance or guarantees

7272korthkorth
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Protection Against Protection Against Importer’sImporter’s RiskRisk

 Due diligenceDue diligence––careful analysis careful analysis 
of the supplierof the supplier

L  f diL  f di

7373

 Letter of creditLetter of credit

 Certificate of inspectionCertificate of inspection

7373korthkorth

Protection Against Protection Against 
Documentation RiskDocumentation Risk

 Know the laws and policies Know the laws and policies 
thoroughlythoroughly

7474

 Importer: Structuring the Importer: Structuring the 
purchase order and letter of purchase order and letter of 
credit carefullycredit carefully

 Exporter: Preparing the Exporter: Preparing the 
documents carefullydocuments carefully 7474korthkorth


