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121 INTRODUCTION

In the previoustwo units you have leamt what hometradeis and how goods reach the
consumersfrom producers through variousintermediariesor channelsof distribution. In this
unit, we shdl discussthe nature of foreign trade, how it isdifferent from home trade, the
importanceaf foreign trade, documents used in foreign trade, and the procedure to be
followed by importersandexporters whileimporting or exporting goods.

122 WHAT ISFOREIGN TRADE?

Nations, like individuals, do not possess everything they need to fulfil their requirements,
Even countries like the USA, USSR and China, which arerichin natural and human
resources have to look to other countriesfor supply of some o their requirements. For
instance, consumersin USA obtain their supply of sugar and coffee from other countries,
Moreover, different countries possessdifferent types of resources. Those which have a
surplusof certain resourcesfind it beneficial to sell the surplusitems to some other countries,
and buy other items which they need. Such exchange of goodsand services between people |

across national boundariesis called ‘foreign trade' or 'international trade*.Foreigntradecan

be bilateral or multilateral. When thereis trade between peopleof any two nations, itis
bilateral: foreign tradeis multilater al when people of any country buy from and sell to
people of morethan one country.

Y ou will notice that the main difference between home trade and foreign tradeis that while
home trade takes place within acountry among people who are'citizensof that country, the
foreign trade takesplace beyond the national boundariesof two or more countries, Besides
this, thereare other differences which may be stated as follows:
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i) Thereislittlerestriction on trade between people within acountry. Butin case of
foreign trade the restrictions are numerous. A firm requires permission from
Govemment authorities before goodscan be imported or exported.

ii) In domestic trade payment made by the buyer and received by the seller of goods isin
the same units of money. In foreign trade, what the importer pays in his national
currency has to be converted intoforeign currency acceptable to the exporter.

iti) Payment can be made either in cash or by cheque on a national bank in the case of home
trade. Payment can be made only through bank in the case of foreign trade.

12.21 Types of Foreign Trade

Foreign trade can be divided into three categories. They are:

i) Import Trade
ii) Export Trade, and
iii) Entrepot Trade

When goods are sold to atrader in any foreign country, they are said to be exported to that
country and it isknown as 'export trade'. When purchases are made from aforeign
country, goods are said to be imported into the country and it is called import trade. Many
a time goods are imported from one country with the objective of exporting them to some
other country or countries; Thisis known asentrepot trade. City states like Singapore and
Hongkong are important entrepot trade centres.

1222 Importanced Foreign Trade

Production of goods and services requires different resources like men, materials, money,
machines and management. If we compare the resources possessed by nations it will be
found that no country is self-sufficient and there are differences in the quality and quantity
of domestic resources available in different .countries. Indeed, it is this difference in the
relative abundance or shortage of resources in different countries that has given rise to
foreign trade involving exchange of goods and services between countries. Through
international trade, it is possible for acountry to avail of goods which it cannot produce or
cannot produce as economically as other countries. Hence, a country's well-being is
determined to agreat extent by the nature and extent of itsforeign trade. Let usdiscuss the
importance of foreign trade to peoplein different countries.

1 Specialisation and efficiency of production: Foreign trade leads to specialisaiton in
productive activities undertaken by different countries. Depending on available natural
resources, and development of science and technology, every country can produce only
those goods and servicesfor which it has the greatest relative advantage and efficiency.
No country has facility and resources within its own boundaries for economical
production of all itsreguirements. Some countries are more suitably placed to produce
certain goods/services economically and sufficiently than other countries. Therefore,
they can speciaisein the production of such goods and get the goods they need in
exchange for those goods, For example, India has comparatively greater advantages for
the production of agrobased products such ascoffee, tea, sugar, textiles, etc. Similarly
somedeveloped countries such as USA, Japan, Britain, etc. have greater advantages for
the production of industrial machinery, automobiles etc. Some gulf countries such as
Iran, Libya, Irag, Saudi Arabia, etc. produce crude oil, petroleum, etc. in abundance.

2 Utilisation of resources: Every country possesses some natural resources. The
economic development of a country heavily'depends upon exploitation of these
resources. For example, India has adequate off-shore oil resources. But, it requires
exploitation through sophisticated machines, technology, etc. which we do not have,
Machinery and technology can be imported from the developed countries like USSR,
USA, Japan, etc. This leads to best possible use of natural resources.

3 Facilitates economic development: Rapid economic development and growth of
national income can be facilitated on the basis of exports and imports. Indeed, it ison
the basis of imports of raw materialsand export of manufactured goods that countries
like U.K., Japan etc, have achieved a high rate of economic growth.

4 Equalisation of prices: International trade equalises pricesof goods throughout the
world. Whenever the prices of commodities tend to rise in acountry, it can increase the



level of itsimportsto check therisein prices. Similarly, whenever pricesof products Procedurefor Import and
decline, the trend may be cotinteracted by exporting the same. Export Trade

5 Employment ppportunities: Foreign tradefacilitatesthe growth of agricultural aswell
asindustria activities which in turn generatesmoreemployment in the country.

6 Harmonious relationship between countries: Becauseof foreign trade every country
may have accessto goodsthat it does not produce at home. Similarly, a country with a
surplusof certain goods can make them availableto other countries experiencing
shortage of those goods. This promotesharmonious and cordial relationship among
various countries.

12.2.3 Problemsin Foreign Trade

Becaused cultural and other environmental differencesbetween variouscountries and the
distanceinvolved, foreign trade involvescertain problems which do not arise in connection
with home trade. Let us examine these problemsin detail.

1 Suitability of the product for the market: Securing information about the suitability
of productsin the foreign market isachallenging task for every international marketer.
Thisinvolvesheavy expenditure and requires special skill and knowledge. Besides, the
quality and price of goods must be more attractiveas compared with similar products
manufactured abroad. This requiresintensivemarket research on the potential sale of
goodsto beexported.

2 Changesinsupply and demand conditions: International markets are often subject to
changesin the supply and demand for particular productsdue to the entry of new
competitors,or increased competition of local producers, or becauseof changesin
buyers preferences. These changes cannot be easily anticipated by the exporters.

3 Frequent price changes: The priceof productsin the international market may be
affected by different factors. The changes may be due to changes in exchange rates of
the currencies of importing and exporting countries, higher import duties, or freight
rates. Thesefactorsincrease therisks of foreign trade agreat ded.

4 Credit risk: International trade which is generally on alarge scale involvesheavy
amountsto be paid by the importer. The exportersoften sell their productson credit and
therefore have to bear the credit risk arising from the buyer's default, bankruptcy, etc.

5 Changesin exchange rate: Anadditional risk of foreign tradeis therisk of changesin
exchangerates. The rateat which the currency of importing countriescan be converted
into the currency of exporter may cause losses to the exporter or the importer.

6 Rules, regulations and procedures: Every country imposes certain restrictionsin the
export and import of goods to protect its economic and political interests, Besides, the
rulesand regulationsdiffer from country to country®and are changed from time to time.
For example, the provisionsof Importsand Exports Control Act, 1947 changes in
export import'policy and the restrictionson trade often create complicationsand
problems for importers and exporters.

7 'Credit worthinessof importer and reliability of exporters: The valueof goods
involved in external tradeisfairly high and the exporter has to grant credit facilities to
theimporter. Since thereis no direct contact between exporter and importer, it is
necessary that the exporter must take steps to verify the credit worthinessdf the
importer and importer should check the reliability'of the exporter for supply of goods.
This may takealong time and causedelay in the availability of goods.

8 Transportation and cargo risks: International trade takes placeeither by land, air or
water transport, and goods have to be transported over long distances. Water transport
occupiesa predominant place in transporting goods across the national boundaries
because shipscan carry large volumesof cargo at low cost. In spite of all developments
in transportation, the risks of loss or damage to cargo by fire, storm, collision, leakage,
explosion, spoilage, etc. exist.

9 Timegap: Thedistance involvedis usually greater in transporting goods from. one
country to another country, and hencethe transit timeis longer. This timegap involves
exporter's capital being locked up over along period.




Marketing 10 Political and legal problems: Political risks may arise asaresult of changes in
governmentsor capture of cargo by enemies, etc. Commercia laws may be different
between the trading countries. Moreover, conducting legal proceedings in aforeign
country is complicated and expensive.

12.3 INDIA'S FOREIGN TRADE PERFORMANCE

The pre-independence scene of India's foreign trade was characterised by heavy
dependence of exportsof traditiona items. Nearly 85% of exports beforeindependence
were made up of raw materials and semi-manufactured products like foodstuffs, rav
cotton, tea, spices, tobacco, Ridesand skins and jute nianufactures. The import consisted
of consumer goods and manufactured products.The magjor partsof India's trade was
confined to Britain and itscolony. Since the post independence period, the foreign trade
has undergone aradical change in the composition and market. The exportable itemsare
shifted from traditional commoditiesto new commodities. The major items of exports
are gems and jewellery, readymade garments and cotton fabrics, agro-based products,
machinery and metal manufactures, chemicals, etc. On the import front the major items
are petroleum oil, capital goods, chemical elements, etc. which are essential for country's
economic development. The marketsfor India's export include USA. Japan, Germany,
UK, Belgium and other devel oped, developing and least developed countries. Look at
Table 12.1 which showsthe growth of India's foreign trade.

Table12.1

The Growth of India’s Foreign Trade
(Rs. in Crores)

Year Exports Imports Balance of
Trade
1950-51 606 608 -2
1960-6¢ 642 1122 480
1970-71 1535 1634 -99
1980-81 6711 12549 -5838
1990-91 32553 43198 ~10645
1991-92 44041 47851 -3810
1992-93 53688 63375 -9687
1993-94 69751 73101 -3350
1994-95 82674 89971 -7297
(Provisiond)
1995-96 74493 86064 -11571
(April-Dec)

(Provisional)

Source: Economic Survey (1995-96), Government of India, New Delhi.

Note: Thedifference between the total value of goods exported and imported is called
balance of trade.

Check Y our Progress A
1 State whether the following statements are True or False.

i) 'selling goods within the national boundariesis called home trade

ii) Exchangeof goods between two countriesis called internal trade.

iii) Exchangeof goods and services across national boundariesis
caled foreign trade.

iv) Foreign trade generates resources and employment

v) External tradeisan 'engine' for the development of economy of
anation

vi) Theelement of risk involved in foreign tradeis much less than
that of home trade.

vii) Indiaimports goods from USSR and paysitsown currency to settle
trade balances

viii) Exporters export goods without knowing the credit worthiness of
66 the importers.




ix) International trade locks up huge amount of capital in productsfor along period

X) Before Independence the major part of Indiad's foreign trade was with Britain and
itscolonies.

2 Indiapurchased Rs.! 100 crores of machinery and equipment from the USSR. Equipment
worth Rs. 20 crores was exported to Bangladesh.

Tick the correct aternativesfrom thefollowing after going through the above
statement.

i) Which one is the exporting country?
1 India
2 Bangladesh
3 USSR

ii)  Which one is the importing country?
1 USSR
2 Bangladesh
3 India

iii) Which one.is the re-exportingcountry?
1 Bangladesh
2 USSR
3 India

b) Fill in the blanks after identifying the form of trade:

i)  From USSR to Indiaiscalled................... for India.

ii) FromIndiato USSRiscaled................... for India
iii) From Indiato Bangladeshiscalled ..........c.cc.u... for India

iv) Trade among theabove nationsiscalled ...

124 REGULATIONS GOVERNING IFOREIGN TRADE

In Indig, Foreign Trade is mainly governed by Foreign Trade (Developmentand
Regulation) Act 1992, Foreign Exchange RegulationsAct 1973, and the Quality Control
and pre-shipment Inspection Act 1963. To export goodsfrom Indiaand to avail of the
export benefits, exporters have to comply with certain formalities. First of all, let us
discusssome of the important steps required to be taken by businessmen to undertake
export-import business. They should (i) obtain the Reserve Bank Code Number, (i)
Register with Export Promotion Council. etc. and (iii) Obtain the Import-Export Code
Number.

i) Reserve Bank Code Number: Commercial exportscan be undertakenby afirmin
Indiaonly after it has obtained the Reserve Bank Code Number. Thisis arequirement
under the Foreign Exchange Regulation Act (FERA).For obtaining the code number,
thefirm has to apply to the Divisional Officeaof the Reserve Bank having jurisdiction
over thearea where the firm is located. Thereis a prescribed form of applicationfor this
purposewhich is to be submitted in duplicate aong with the report from the bank where
the firm has opened a current account. The firm is to furnish detailsabout the nature of
the organisation and products intended to be exported. Besides, it requires the
permanent income-tax account number to be given. In case the firm does not have an
income-tax account number, it will be required to apply for thesame. The Reserve Bank
is to be intimated within 15 days of the allotment of the incometax account number. On
completion of these formalities, the Reserve Bank will alot the code number to the
firm, if the applicationisin order. The code number is permanent and thereis no need
to renew it. The number is to be cited invariably on export forms used for declaration of
exports.

i) Registration with Export Promotion Council ete.:The Export-Import Policy,
1992-97 makes it compulsory for exportersto get registered with any Export
Promotion Council (EPC) or specified Commaodity Boards, APEDA, MPEDA or
FIEO etc. Thisregistration isrequired for any person wishingto apply for alicence
to export or for any other benefit or concessionsavailable under the policy. An
application for membership is made to concerned authority in the prescribedform.

Procedurefor Import and
Export Trade
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Once an exporter has been registered, the registration remains valid for five years.
Export of the registered exportershaving vaid RCMC will only qualify for the
benefitsprovided in the EXIM policy. Registered exporters have to submit
monthly reportsabout exports made by them.

iii) Import Export Code' Number : Every person importing goods for commercial
purposesisrequired to obtain an Import-Export code number from the Regional
Import-Export Licensing Authority. Customs authority do not allow clearance of
goodsto an importer, unless he possessesa vaid import-export code number.
Application for allotment of the code number hasto be made in duplicate, in the
prescribed form to the Regiona I mport-Export Licensing Authority. The Code
number allotted to a person is valid for import of any commeodity by the person
subject to restrictions announced from timeto time.

125 EXPORT TRADE PROCEDURE

When goodsare exported to aforeign country, the exporter has to follow the procedure
prescribedby the government. The procedure involved in exporting goods differsfrom
country to country and dependson the existing policy of that country. The general procedure
for exportsfrom Indiainvolves thefollowing stages:

1 Recelvesenquiry

2 Receives'andscrutinises the order from importer
3 Obtainsexport licence

4 Manufactures/procures goods

5 Fulfilsexchangeregulations

6 Booksshipping space

7 Gets exciseclearanceand pre-shipment inspection
8 Backingand marking

9 Appointsclearing and forwarding agents

10 Customsformalities

11 Insuranced goodsand ECGC cover

12 Placesthe goodson board theship

13 Obtainshill of lading

14 Collects necessary documents and despatches shipment advice to the importer
15 Securespayment

16 Claimstheincentives

Receivesan Enquiry

Thefirst stagein theexport trade is the receipt of an enquiry by the exporter from an
importer or his agent. An enquiry is a request by aforeign buyer for information regarding
the specificationsand the price of the goods he intendsto purchase. The reply to an enquiry
isin theform o aquotation or proforma invoice which contains particulars like name and
address of the buyer, full descriptionof thegoodsoffered, price, and termsof sale, and other
details such as vdidity period of theoffer, ddivery schedule, payment terms, etc.

Receives and Scrutinises the Order from the Importer

When theimporter accepts the quotation, he placesan order (also called indent) with the
exporter. The exporter should take careto scrutinise the termsand conditions of sale as
they determinedl subsequent actions with regard to the export transaction. It should be
ensured that the contract has been entered into in accordance with the prevailing export
policy and foreign exchange regulationsof India, Particular attention hasto be paid to
thetermsof payment. If thetermsand conditionsof theorder are acceptable, a
confirmation in writing giving the details of the order, terms and conditions, etc, should
be forwarded to the buyer at the earliest.

Obtains an Export Licence

The development and regulation of fareign tradein Indiais governed by the Foreign
Trade (Development and Regulation) Act, 1992, This act helps in facilitating imports
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into and augmenting exports from India. Goods subject to control can not be exported Procedurefor Import and
without a valid export licence. In order to obtain an export licence, the exporter has to Export Trade
apply to the Director General of Foreign Trade (DGFT) or Regional Licensing Authority

on the prescribed form. After the Licensing Authority is satisfied; the exporter will be

issued an export licence.

Manufactures/Procures Goods ‘

As S00n asthe export order isconfirmed, preparationsfor the production/procurement of the
goodsare started. In the case of manufacturer-exporter,adelivery note (in duplicate) is sent
to theworks manager or thefactory manager. The note should tontain the description of the
goods as has been given in theexport order, and acopy of the instructions given by the
importer. The dates by which the goods must be manufactured. the date by which necessary
formalitiesare to be completed, and the date of shipment must be clearly intimated to the
works manager. A merchant exporter has either to obtain the required goodsfrom the market
or has to get them from other manufacturers. The specificationsand instructionsto be
intimated to the supplier of goods must be in accordance with those given in the export
order.

Fulfils Exchange Regulations

Every exporter precedent to export of any goods directly or indirectly to any place
outside India other than Nepal and Bhutan has‘to furnish a declaration on the prescribed
form to the Reserve Bank of India. The declaration is made about the full valueof
exportable goods or the prevailing market valueof thegoods. Thefull value of exports
should be realised on due date for payment or within 180 days from the date of shipment,
whicheverisearlier. The documents for foreign exchange formalitiesinclude, GR form
in al shipments other than by Post, VP/COD form used for postal channel and SOFTEX
form for Computer Software.

Books Shipping Space

It isthe responsibility of the exporter to arrange transport by entering into an agreement with
a shipping company for transporting the goodsto the importer. Usudly this responsibility is
given to afreight broker or agent who specialisesin thisjob. He possessesfull knowledge of
the various shipping lines operating on the specific route and is in aposition to obtain the
lowest possible freight rates. The shipping agent on behalf of the exporter gets shipping
order from the Shipping Company. The shipping order contains instructionsto the captain of
the ship to receive the specific quantity of goodsfrom the exporter mentioned therein. If-the
consignment is very big, the exporter may charter a whole ship or amajor part of the ship.
The agreement with the shipping company isthen known as Charter Party. If it isthe
buyer's responsibility to arrange transport, he should be advised of the dates the goods
would be ready for movement.

Gets Excise Clearance and Pre-shipment Inspection

As s00n as the goods have been manufactured or procured, steps should be taken by the
exporter to obtain clearance from the excise authorities. This can be done in two ways. (i) he
can pay theexcise duty at the time of removing the export consignment from the factory and
thenfileaclaim for refund of the duty after the goods have been exported; (ii) he can secure
clearance by executing abond on such terms and conditions as the collector of excise may
decide.

At thisstage the exporter has to arrange for pre-shipment inspection to ensure conformity
with the prescribed specifications. An Inspector is deputed by the Inspection Agency to
ingpect the export consignment. If the goodsconform to the prescribed specifications,an
inspection certificate is issued.

Packing and Marking

Packing for exports is a highly specialised job. It provides adequate protectionfor the goods.
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Packed goods must bein accordance with requirementsof the buyer, shipping company and
the customs authorities. Packed goods should be marked as per the instructions of the
importer. Each package should have distinct shipping marks to identify the consignment
easily. Inaddition, the gross weight, the tare (the weight of the package itself) and the net
weight along with the measurements should be marked on the package. The marking may be
done in the form of arectangle, a square, atriangle or acircle as given below:

RST456

XYZ 0999
ABC 1234

" New York London
Tokyo

The package should also have suitable lables for different classes of goods to facilitate the
handling of goods. For fragile goods, handling instructions like handle with careor this side

up could also be marked on thepackage.

Appoints Clearingand Forwarding Agents

Sometimes, exporters appoint clearing and forwarding agents to look after all shipping and
customsformalities and actual loading of the goods on board the ship. The forwarding
agents are experts in their line of business and offer valuable services to the expoiter on
payment Of reasonable charges. In particular, they perform the following functions:

(i) negotiation of shipping contract, (ii) customsformalities, and (iii) loading of goodsin the
ship and securing the Bill of Lading. They may also undertake packing and marking of
goods and help in getting the goods insured.

Customs Formalities

Theclearing and theforwarding agent takes delivery of the consignment from the railways
and arranges for its storage in the warehouse. Thereafter, he takes necessary action to
comply with the customsformalities. He has to prepare the shipping bill which is the main
document required by the customs authorities for the purpose of granting permission for
exports. The shipping bill isadocument showing the exporter's name and address,
description of goods such as marks, numbers, quantity and value, etc., the country from
which they areexported, the nameof the vessel and the port where goods are to be-
discharged. There are three types of shipping hills: (i) for duty free goods a white shipping
bill, (ii) for dutiable goods, ayellow shipping bill and (iii) When duty drawback is
allowed, agreen shipping hill.

Besides the shipping bill, thefollowing other documents are al so required to be submitted
for customs clearance: AR-4form (regarding excise duty payment), G.R. form (declaring
value of goods), original order or letter of credit,commercial invoice, packing list (needed
for inspection of goods), and declaration form (aformal announcement by the exporter that
the particulars entered in the shipping bill are in conformity with the export order).

‘Theexporter or the clearing and forwarding agent in his belialf'is required to present the
required documents. Theexporter will be asked to pay the export duty, if any. The customs
house will then direct the examining office or the appraiser to carry out the physical
examination of the goods at the dock. After the exporter has gone through all formalities to
the satisfaction'of the customs authorities, a customs export pass or an endorsement 'l et
ship' isissued to the exporter on the duplicate copy of the shipping bill., Then the loading of

goods will take place on the board.

Insuranceof Goods and ECGC cover

Generally, the shipping companies refuse to carry the goods unless they are insured for loss
or damagein course of transit. Similarly, the commercial banks refuse to finance.or discount
the bills of exchange, unless they are accompanied by the insurance policy. Hence, before
the goods are despatched, they must be insured for the various types of risks involved in'
transit by the exporter. Usually goods are insured for an amount which covers not only the
value of the goods but also a reasonable profit. The commercial and political risks, like
insolvency of the buyer, rebellion or civil war in theimporting country can be covered by
insuring the shipment with the Export Credit Guarantee Corporation (ECGC). Thiswill hep
the exporter in securing export financefrom banks.



,Placesthe Goodson Board the Ship

Once thecustoms export passis secured, the exporter may deliver his goods directly to the
dock or theship. If theexporter delivers goods to the dock, adock receiptis given for the
goods. When goods are loaded directly in the ship, the Mate (captain's assistant) of the ship
issues a receipt in acknowledgement of the goods after examining the packing and counting
o the packages. This receipt is called the 'mate's receipt'. The mateissuesaclean receipt if
he is satisfied with the packing of the goods. If heis not satisfied he will make aremark to
the effect of the mate's receipt. A mate's receipt with such aremark is considered a 'foul'
or 'claused receipt'. Thisremark istransferredto the bill of lading when the exporter getsit
in exchangefor the mate's receipt. The exporter should, therefore, take proper care in
packing the goods so as to avoid any remarks on the mate's receipt.

Obtains Bill of Lading

A hbill of lading isa document by which the shipping company acknowledgesthe receipt of
goodson board the ship. It contains the termsand conditionson which goods are to be
dedlivered to the port of destination. It servesas an evidence of the termsdf the contract of
afreightment between the exporter and the shipping company. The bill of ladingisthe
document of titleto the goods, without which goods cannot be claimed. Thus, when the
goodsarrive at the foreign port, the bill must be produced before they can be claimed. The
hill can be made out to a certain person only, of, to order, when it can be endorsed and
passed on, to transfer ownership of the goods to another. However, it is not negotiable,
because the bearer's claim to the goods can never be better than theclaim of the person who
pabsed on the bill to him. If abill were stolen before being passed on, it would not confer a
legal right to the goods.

Thebill of lading mentions whether the freight has been paid or yet to be paid. When the
freight is paid by the exporter, the bill of lading is marked freight paid. When thefreight is
payable by theimporter of the goods, the bill of lading is marked freight forward.

Collects Necessary Documents and Despatches Shipment Adviceto the Importer

After the goods are placed on board, the forwarding agent returns the following documents

to the exporter: (i) A set of 'clean on board' bill of lading, (ii) a copy of invoiceduly attested -
by the customs authorities, (iii) copies of the shipping bill, (iv) export order in original

(v) letter of credit inoriginal (vi) duplicate copy of the AR-form and (vii) duplicate copy of
GR form,

As soon as theexporter receives the above documents, he sends a shipment advice to the
importer, dong with the following documents: (i) commercial invoice (ii) insurance policy,
(iii) copies of the hill of lading which are not negotiable, and (iv) the packing list.

Taking the possession of these documents, theimporter or hisclearing agent arrénges for the
clearanceof goodsfrom the customs office in whose custody the goods lie after being
unloaded from the ship. The importer or hisclearing agent approaches the shipping
company, pays thedues, if any, and gets the possession of goods after submitting the bill of
lading and other documents needed by the shipping company. The commercial invoiceis the
bill stating what goods have been sent, their weights, markings, pricesand values. The
importer needs theinvoice to see what he owes and to check it with his copy of theindent.
He mugt have the bill of lading to claim the gpods and insurance policy toenable him to
claim from the insurance company thevalue of damage, if any, suffered by the goods during
the voyage.

Secures Payment

Therearea number of alternative methods of securing payment of export dues from the
importer. The method of payment is however, determined by the contract between ¢
exporter and the importer. The two most common methods are described below:

iy Documentary billsof exchange: By drawing a‘bill of exchange' on theimporter, the
exporter gets a promiseof payment. Theexporter sends the necessary documents to the
importer along with a bill of exchange drawn on him with specific ihstructions that the
documents would be released to theimporter only when he accepts the bill of exchange
or paysit. If the documents are released against payment, the arrangement is known as
documents against payment (DIP). If the documentsare to be released against
acceptanceof the bill, the arrangernient isknown asdocuments against

Procedure for Import and
Export Trade
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acceptance (b/A). Normally, under the D/A hillsthe exporter waitsfor payment till the
bill is finally paid for. This may take time. But the negotiating banks are very often
willing to discount the bills. This enables the exporter to receive payment immediately

after shipment of goods.

If the exporter wants to get the amount immediately, he can discount the documentary
bills with thelocal branch of his bank. For this purpose, he has to issuealetter of
hypothecation to the bank. A letter of hypothecationis aletter addressed to a bank
along with the bill drawa on theimporter, by an exporter for the goods shipped by him.
The exporter authorises the bank to sell the goodsin case of dishonour of thebill by the
importer.

Documentary credit under letter of credit: A safer and quicker method of obtaining
payment isthat of documentary credit whereby theimporter arrangesfor a benk to
open aletter of credit in favour o the exporter. In aletter of credit, theimporter's bank
branch givesa written undertaking to the exporter that if the exporter presentscertain
documentsrelating to the shipment of the goods within afixed period, the bank will
honour the hill of éxchange drawn under the credit upto the amount specifiedin the
letter of credit. In both the cases, the necessary documentsalong wifhthe bill of
exchange drawn on the importer are sent to the importer through the exporter's bank.
The negotiating bank scrutinises the documentsand thereafter sendsthe hill of
exchange, bill of lading, insurance policy and other documents to the importer's bank
for dischargeof payment. If the bill is payable at sight, the exporter receives his money
immediately. If it is payable certain number of daysafter sight or date, the bank accepts
it and the exporter discountsit.

ClaimstheIncentives

An exporter is entitled to claim certain benefitslike duty drawbacks, excise rebate;
specia import licences; tax concessions etc. These incentives are offered by the
government to promote exports. The last step in export procedure isto claim these
incentivesfrom the government.

Check Your Progress B
Fill in the blanks.
i) Exportof goods from India is subject lo control under the ...................

i} Taking the whole ship or major part of the ship from the shipping company o export . |
the goods is called ...ouuirrrrennas '

ili) The Mae issues ......cococvvueee, when he is satisfied with packing, etc. of thegoodsto be
exported.

V) e, is given when an exporter deliversgoods directly a the dock.

v) Preshipment inspection and quality control of the goodsaredone by .................
vi) When the freight is paid by the exporter the bill of lading ismarked ..................

126 IMPORT TRADE PROCEDURE z

Import trade procedure differs from country to country depending upon the sstisfactory
requirements and trade practices inforce. The general procedureof import trade in India

involves the lollowing stages:
Trade Enquiry

Obtainsan Import Licence
Obtains Foreign Exchange
Places the OrderlIndent
ArrangesL etter of Credit
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6 Gets Shipping Documents Procedure for Import and
7 Clearsthe Goods Export Trade
8 Makes Payments

Trade Enquiry

The intending importer makes trade enquiry from the possibleexporters. His enquiry is
based on the detailsof the goods required by himviz., quality, design, size, etc. and seeks
information regarding the availability of goads, the priceat which they would be available
and the terms and conditionsregarding delivery and payment. In response to hisenquiry, the
importer may receive a number of quotationswhich will contain particularsasof the goods
availablein ready stock, their quality, size, design, etc. Thedifferent quotationswill also
specify the price & which the goods should be availableand the terms and conditions o

sde. Once quotationsfrom different suppliers have been received, a thorough comparison
should be made of the various quotations before taking the decision to import.

Obtain an Import Licence

In order to obtain an import licence, the intending importer makes an application in the
prescribed form, tothe Licencing Authority. When the licensing authority is satisfied
with the claims, he issuesthe licence. The import licence is issued in duplicate. The first
copy is presented by the importer to the customs authority at the time of clearanceof
goods and the second copy is used for obtaining foreign exchange from Reserve Bank of
India. Although raw materials, intermediates, capital goods and other items announced
by the central government may be imported freely under Open General Licence (OGL)
scheme.

Obtains Foreign Exchange

After obtaining the import licence, the importer makes arrangementsfor obtaining the
necessary amount of foreign currency. In India, the ReserveBank of India(RBI)is
authorised by the Government to regulate the use of exchange. Every importer hasto
produce import licence along with the prescribed application form under the Exchange
Control Act. Theexchange bank of the importer endorsesand forwards the application to the
Exchange Control Department of RBI. The RBI sanctionsthe releasedf the amount of
foreign exchange to the importer after scrutinising the application on the bass of the

existing Government policy.

Placesthe Order/Indent

After obtaining theimport licence and requisite amount of foreign exchange, the next stepis
to place the order or indent for import of the goods. An indent is aform of order sent abroad
for goods to be imported. The indent contains Ful details regarding the goods to be imported
and the termsand conditions regarding price, shipment, delivery, the method of payment,
efc. Anindent may be ‘open’, 'closed’ or ‘confirmatory’. When the selection of goods and
other detailsareleft to the agent's discretionin theforeign country, itis called an'open
indent'. A closed indent containsfull particularsof theexact goods required. When an
order is placed subject to the confirmation by the importer's agent, it iscalled confirmatory
indent. Every importer isfree to place the order directly or through the intermediaries,
specialised in such trade. These specialised agenciesare called indent houses. Anindent
house refers to an import agent or import fi rmwhich impons goods on orders received from
importers. The indent house serves as middlemen between the importersand exporters. They
charge certain percentageof commission for their servicesfrom the importer. If the importer
wants to make useof services of an indent house, he hasto enter into an agreement with the
indent house for the supply of specified goods. For this purpose thereare certain special
forms which the indent housefills up and theimporter signs, In India many of the big indent
houseshave their officesin port'towns like Bombay, Madras, Calcutta, etc.
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Arranges Letter of Credit

Depending upon the terms of payment, the importer may have to arrange aletter of credit to
be issued by his bank in favour of the exporter. All the terms and conditions agreed upon
between theimporter and exporter are generaly spelt out in the letter of credit. The
importer's bank issuestheletter of credit authorising the correspondent bank in the
exporter's country to buy the bill drawn by the exporter on the importer, or to accept the bill
drawn on the bark itself. The importer's bank may reguire adequate amount to be deposited
by the importer S0 as to cover the amount for which the letter of creditis issued. But sucha
deposit may not beindgsted upon if theimporter isan established person or afirm well
known to the bank or it maintains a satisfactory deposit account with the bank.

A bank may issueany of thefollowingtypesd letter of credit.

y) Revocableletter of credit: It can be withdrawn or altered or revoked a the diseretion
of theissuing bank without the prior consent o the exporter.

if) Unconfirmed irrevocablelettersof credit: It cannot be cancelled or altered or
withdrawn by the issuing bank prior to the date of expiry, without the consent of the

exporter and is thus much safer.

iii) Confirmed irrevocable letters of credit : The irrevocable letter of credit shall be
moresafe if it is confirmed or guaranteed by a bank. With a confirmed irrevocable
credit, the bank must pay the exporter, whatever happensto the importer or the

foreiqn bank.

Gets Shipping Documents

After receiving order and the letter of credit, the exporter ships the goods and intimates the
importer thet the goods have been despatched. The exporter draws a hill of exchange on the
importer's bank for thefull value of goods payableto him. The bill of exchange,
accompanied by dl the shipping documentsviz. commercia invoice, bill of lading,
insurance policy, and thecertificate of origin (if needed), are forwarded to the importer's
bank by theexporter's bank. Under the letter of credit arrangement, the importer's bank will
handover the documentsto the importer who would take steps for getting the goods cleared
from the customs authorities. In the absencedf aletter of credit, the bank will follow the
instructionsof the exporter in the matter of delivering the documentsto the importer. If the
bill of exchangeis marked D/A (documentsagaingt acceptance), the documents will be
delivered to theimporteron the acceptance o the hill. If the bill is marked D/P (documents
against payment), the documents will be deliveredto theimporter only on payment of the
amount of the bill.

Clear the Goods

After taking possessond the documents of title to the goods, the importer waits for the
arrival of theship. When the ship arrives at the port of destination, the importer arranges
clearanced the goodsfrom the customs officein whose custody the goods lie after being
unloaded from the ship. This requires a number of formalitiesto be completed. The importer
may appoint aclearing agent for that purpose. Clearanceof goods requiresthe following
steps to betaken: (i) get the bill of lading endorsed by the shipping company for delivery of
the goods or adelivery order issued by the shippingcompany (ii) pay the necessary amount
of port trust dues representing the cost of servicesrendered by the dock authoritiesin
connectionwith the loading of goods (iii) fill upa'bill of entry' containing all paticulars
relating to the imported goodsand the customsduty to be paid. After import duty hasbeen
paid, the importer hasto submit the 'bill of lading’ 'port trust duesreceipt' and *bitl of
entry' to the shipping company for release of the goods. In case theimporter isnotin a
position to pay thecustomsduty in full immediately, he may apply to the customs
authoritiesto get them placed in thebonded warehouse. The importer can pay duty for part
of the goods as and when he wantsto get delivery.

Makes Payments

Themoded payment for import depends upon the agreement between the importer andthe
exporter. If the documentshave been received against acceptance (D/A bills), theimporter ‘
hasto honour the bill of exchange on the due date. After the bill is paid, the importer
transactioncomes to aclose. In case of documentsagainst payment (D/P bills), the importer
pays immediately or within a short period after presentation, because the importer gets
possessiondf the documents of title to the goods only on payment of the hill.




Check Your Progress C
. Procedure for Impert and
1 State whether the following statements are True or False. Export Trade

i)  Import,trade procedure does not differ from country to country.

ii) RBI issuesforeign exchange in our country.
iii) Anindent isan order to import goods.

iv) Anindent house serves as middleman between the importer and
exporter.

v) Letterof creditisissued by the bank only when bill of exchangeis
produced.

vi) Inthe absenceof letter of credit, the bank follows the instructions of
the exporter to deliver the documents.

vii) On dutiable goods, the duty is paid immediately and on bonded goods
theduty is not paid in instalments.

viii) Certificate of originissent to theimporter to take the possession of goods
imported.

iX) Revocableletter of credit cannot bealtered or cancelled without the
consent of the exporter.

x) Clearingagents and indent houses perform similar functions.

127 LET USSUM UP

Exchanged goods and servicesacross nationa boundariesis called 'foreign trade' or
‘international trade’. The main difference between home trade and foreign tradeis that the
people involved in the former are citizensof the same country, whereasthose involvedin
the latter are of different nationality. Besides, there islittle restrictionon trade between
people within a country. But there are numerous restrictions on foreign trade. In domestic
trade, payment is made and received in the same unitsd money. Inforeign trade, what the
importer pays in his national currency hasto be converted into the currency acceptable to the
exporter. Moreover, payment can be made in hometradeeither in cash or by chequeor a
national bank. In foreign trade payment can be made only through a bank,

Foreign trade can be divided into three categories: Import trade (purchase madefrom a
. foreign country), Export trade (goods sold to aforeign country), and Entreport trade (goods
imported from one country for export to other countries).

The importanceof foreign trade to peoplein differentcountriesmay beattributed to

(i) specialisationand efficiency of productive activitiesof different countries (ii) utilisation
of natural resources in different countries, {iii) economic development on the basis of
exports and imports (iv) equalising the prices of goodsall over theworld (v) creating
employment opportunities and harmonising relationship betweendifferent countries.

The problems o foreign trade are (i) difficulty of securing information about the suitability
of productsin theforeign market, (ii) difficulty of anticipating changesin supply and
demand conditionsabroad, (iii) risks of frequent changesin pricesin international markets,
(iv) credit risk to be borne by the exporter, (v) risk of fluctuationin exchange rates

(vi) differencesin the rules, regulationand procedures in differentcountries, (vii) ensuring
thecredit worthinessof importer and reliability of exporter, (viii) ri sks of lossor damage to
cargo in courseof transportation, (iX) time gap betweenexport and receipt of payment, and
(x) political and legal problems.

Before Independence, India was largely an importer of manufactured goodsand exporter of
raw materials. With industrial development since Independencelndia’s foreign trade has
undergonearadical changdinitscompositionand is nolonger confinedin Britain and its
colonies.

Toexport goods from Indiaand to avail of the export benefits, exporterswere to comply
with certain formalities like: obtaining the Reserve Bank Code Number, registration with
Export Promotion Council, and obtainingthe Export-mport Code Number.

The general procedure involved in connection with exports from Indiaare: receiving

enquiry; receipt and scrutiny of theorder from the importer; obtaining export licence; :
manufacturing or procuring goods; fulfilling exchangeregulation; booking of shipping 75
space; getting excise clearance and pre-shipment clearance; packing and marking;
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appointing clearing and forwarding agents; completing customs formalities; insurance of
goodsand ECGC cover; placing goodson board the ship; obtainingthebill of lading;
collection of necessary documentsand despatch of shipment advice to the importer;
securing payment either by meansof documentary bills of exchange or documentary
credit under letter of credit; and claiming the incentives for export from government
authorities.

The procedurefor import trade in Indiaconsistsof: making trade enquiry from exporters;
obtainingimport licence; securingsanction and releaseof foreign exchange; placing the
order or indent; arranging letter o credit; receipt of shipping documents; clearing the goods
after getting the bill of ladingendorsed by the shipping company and delivery order issued,
payment of port trust duesetc. filling up the bill of entry; and making payment against the
exporters bill and accepting the bill to obtain the documentsaf title to the goods.

12.8 KEY WORDS

Bill of Entry: A document showingthedetails of goodsimported. The custom authorities
determinethe amount of import duty on this basis.

Bill of Lading: A document issued by the shipping company acknowledging the receipt of
goods m board the ship and containing the terms and conditionson which goods are to be

taken tothe port of destination.

bgnded Warehouse: An agreement between shipping company and the exporter for
transportation o goods to another port.

Certificate of Origin: A document showing placecof origin sent to the importer in order to
enable him to take advantageof preferential treatmentas regardscustomsduties.

Commercial Invoice: The bill prepared by the exporter showing details of their weights,
markings, prices and val ues, despatched viz., together with any other charges that may be
due to theexporter such asfreight and insurance premiumspaid by him.

Charter Party: A contractof affreightmentfor charteringa wholeship or amgjor part of it.

Contract of Affreightment: An agreement between shipping company and the exporter for
the transportation of goodsto another port.

D/A: A method of recelving payment from the importer whereby the documents are released
to theimporter on acceptanceof abill of exchange.

Documentary Credit: A method of receiving payment from theimporter whereby the
importer arrangesfor a bank to issue aletter of credit in favour of the exporter.

D/P: A method of receiving payment from the importer whereby the documentsare to be
released by the bank to the importer on payment of the account due.

Dock Receipts. A documentissued by the dock authorities when the exporter delivers
goods directly to thedock.

Drawback: Getting refund o import duty.
Entrepot Trade: Import of goodshy one country for exporting to another country.

G.R. Form: A form prescribed by Reserve B K of Indiato ensurethat theforeign
exchange receiptsin respect of exportsarereceived in Indiawithin 180days of the
shipment.

Indent: An order sent abroad for theimport of goods.
Indent House A firm which arrangesthe import of goods on behalf of variousimporters.

L etter of Credit: A documentor order issued by a banker authorising some other banker to
pay upto the amount stated in the letter to a party named therein or his order.




Letter of Hypothecation: A letter signed by the exporter authorising the bank to deal with Prooed”refoé l;"cﬁf%tr;gi

the goods in case the importer fails to accept or honour the hill.

Mate's Receipt: A document issued by the captain/mate (captain's assistant) when an
exporter loads goods directly in the ship.

Shipping Bill: A documen. showing the description o goods, the country from which they
areexported, the name of the vessel and the port where goods are to bedischarged.

Shipping Order: A document 1ssued by the shipping company containinginstructionsto
the captain of the ship to accept goods mentioned therein for shipping from the exporter.
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12.10 ANSWERS TO CHECK YOUR PROGRESS

A 1 (i) True (ii) False (iii) True (iv) False  (v) True
(vi) False  (vii) False  (viii) False (ix) True (X) True

2 @33 (i) 3 (iii) 3
(b) (i) export trade (it) import trade (iii) re-export trade
(iv) foreign trade
B (i) Import Export Controls Act (ii) Charter Party

(iii) clean receipt (iv) dock receipt (v) inspector from the inspection agency
(vi) freight paid

C (i) False (ii) True (iii) True (iv) True (V) True
(vi) True (vii) True  (viii) False (ix) False  (X) False

2 1 TERMINAL QUESTIONS

Defineforeign trade. How doesit differ from home trade?

=

2 "Foreigntradeisan engine of economic growth in acountry.” Discuss this statement
keeping in view the Indian context and state other advantagesdf theforeign trade.

3 Indias foreign trade has undergone aradical transformation since Independence.Do
you agree with this view? Substantiateyour view with facts.

4 What isa Letter of Credit? How doesit help'infinancing foreign trade?Name the
shipping documents required to be submitted along with a documentary letter of credit?

5 What documents must accompany an export shipment?Describe them briefly.

Distinguish between

a) Bill of Ladingand Shipping Bill

b) Bill of Lading and Charter Party

c) Mate's Receipt and Shipping Order

7 Explain thestages through which an export transaction has to pass and describe the .
various documents involved.

8 Describethe procedure for import of goods. 77
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9 Statethefunctions performed by clearing and forwardingagentsin relation to import
and export of goods.

L0 Write short notesan:
a) Bill of Entry
b) Documentsagainst Payment.
c) Documentsagaingt Acceptance
d) Certificated Origin

Note: These questions will help you to understand the unit better. Try to write answers for them. But do
not submit your answers to the university. Thesearefor your practice only.
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