LEA L3 

English for Business and Economics: Part 2

Lecture 1: International Trade: What is at stake?

Text 1: The Economist October 15th 2005 “To Doha’s rescue”

Text 2: TIME March 28 2005 “Trading Places”

Use both texts and the elements below to answer the following questions:

Guidelines

1 What does the WTO aim at?

2 The first text is entitled “To Doha’s rescue” what does it refer to?

3 What do you know about farm subsidies to cotton growers and sugar producers?

4 How can such a protectionist attitude be explained?

5 What is the WTO criticized for? To what extent is it justified?

Useful web links:

http://www.wto.org
· provides basic knowledge of the principles of international trade

http://news.bbc.co.uk
· provides news stories and examples of international disputes

The company looking abroad must understand the restrictions as well as the opportunities in the international system.
1 Restrictions to trade

Trade restrictions are various. The most common is the tariff (import duties) levied against certain imported products. Tariffs make imports more expensive and consumption may be discouraged.

Tariffs are used either to raise revenue (revenue tariff) or to protect domestic firms (protective tariff)

A famous example: 

In 1987 Land Rover, a maker of four-wheel-drive vehicles launched the Range Rover, a luxury version of its cross-country model, on the American market. Vehicles like the Range rover are classed as multi-purpose vehicles (MPV) in America. As the sales of such vehicles were taking off, America decided to tax the imported ones. The American customs service decided that MPVs were not cars, but light trucks, and as such subject to the 25% tariff on trucks and not the 2,5% tariff which is levied on cars, and had previously been levied on MPVs when they were imported as cars.

Land Rover complained that the Range Rover, favoured transport of Britain’s royal family, could not possibly be called a truck. American treasury officials overruled their colleagues in the customs service by declaring that provided an MPV had four doors (As the Range Rover does) it could be counted as a car, but if it had two doors (like most of the Japanese MPVs which were the real target of the tariff) it was a truck.

In 1991, America introduced a tax on luxury cars, 10% of the part of the car’s price that exceeds $ 30,000. The main effect of the tax was to increase the price of luxury Europeans cars such as BMWs, Jaguars and Mercedes. Conveniently for American producers, few of their cars sell for more than $30,000.

Again Range Rover found a loophole for its Range Rover: America’s Internal Revenue Service says “four –wheel-drive utility vehicles” are trucks. So Range Rover was happy for its Range Rover to be sold as a truck, though it still shipped them to America as cars to avoid the 25% tariff. Indeed, the luxury tax was not applied to trucks with a gross vehicle weight of more than 6,000lb. (including the maximum load a truck is allowed to carry). However, the company had to recheck its figures: before the luxury tax introduction, a Range rover maximum weight was 5,997lb. Supposedly after some changes on the model it became 6,019lb!

1.1Other discouraging dispositions include:

Exchange control: it regulates the amount of foreign currency and its exchange rate against foreign currency.
Non tariff barriers: 

discrimination against certain goods or product standards that discriminate against your products

EX: the rules imposed for the protection of the environment are often thought to be non tariff barriers in disguise, as in Germany or Japan for example.

Subsidies to home producers: governments give subsidies to home producers which discriminates against imports by making home goods cheaper, thus making it easier for them to compete against imported goods. See the case for farm subsidies in Europe, Japan and America.

Quotas: they set limits on the amount of goods that the importing country will accept in a certain product category. Recently, Chinese textile manufacturers had to face quotas on their exports to Europe.
The worst form of import quotas is the embargo: some kinds of imports are totally banned

1.2Restrictions on imports are imposed by governments to enable them to:

· raise revenue from import duties

· help employment in their own country

· help particular industries

· protect infant industries ( new industries which need time to grow until they are in a position to compete more easily with established foreign competition)

Disadvantages

When one country imposes trade restrictions, other countries might retaliate by introducing their own trade restrictions. Then, countries will not be able to obtain the full benefits of their comparative advantage. Besides, such an attitude may trigger a trade war.
For these reasons the General Agreement on Tariffs and Trade was signed in 1947 to promote free trade between countries.

The WTO was established in 1994 to organise free trade. Aim: lowering trade barriers

Develop exchanges round the world

2 Difficulties faced by exporters

Language: documents, labels and catalogues might have to be translated into foreign languages

Currency: foreign currency has to be converted into euros, which creates extra work for the exporter, especially as the exchange rates fluctuate.

Credit risks: It is more difficult to establish the credit risk of a firm based in SE Asia, for example, than one based in the UK. It is also more difficult to recover debts from foreign customers.

Delivery: longer distances are likely to make it more difficult for an exporter to state an exact time of delivery.
Transit risks: goods are transported over a long distance => increased possibility of theft or damage to goods. See also the problem of security, due to the development of terrorist attacks, which is a global concern.
Obtaining information can be made more difficult (distance and language)

Different standards and import restrictions can also complicate things. All these imply increased costs and explain why some firms prefer not to take part in foreign trade.

3 Cultural differences

Each nation has unique features that must be grasped
3.1 Economic environment

Industrial structure: it shapes a country’s product and service requirement, income level, employment level, etc.

4 types can be considered: 

- subsistence economies => based on agriculture, offer few opportunities for exporters. Ex: Bangladesh, Ethiopia.

- Raw material exporting economies => rich in 1 or more natural resources but poor in other respects. Good markets for : extractive equipment, tools, materials, handling equipment, trucks.

Ex: Chile (tin & copper) Zaire (rubber) 

- Industrializing economies : manufacturing represents 10 to 20% of the country GNP.

They import: Textile raw materials, steel, heavy machinery. Less: finished textile, paper products, automobiles.

Relying on a new rich class + a small but growing middle class both demanding new types of goods that can only be satisfied by imports.

Ex: Egypt, India, China, Brazil, the Philippines.

- Industrial economies: major exporters of manufactured goods. Rich markets for all types of goods.

Ex: The USA, the EU.

3.2 Income distribution

1/ Very low family income

2/ Mostly low

3/ Very low and very high family income

4/ Low/ medium & high

5/ Mostly medium

The market for Lamborghinis, which are very expensive cars, is very small in 1 and 2, but the largest market used to be Portugal when it was a type 3 country and one of the poorest country in the EU.

3.3 Political/legal environment

4 factors should be considered in deciding whether to do business in a particular country
- Attitude towards international buying

Some nations are very receptive and keen on attracting foreign investments by offering investment incentives and site location services while others are very hostile and investors have to face import quotas, blocked currency and stipulations that a high percentage of the management team be national.

- Political stability

Governments change hands, sometimes violently. Even without changing a regime may respond to new popular feelings.

Foreign company’s property may be expropriated, its currency holdings may be blocked, import quotas or new duties may be imposed.

Where political instability is high, international marketers may still find it profitable to do business in that country, but the situation will affect how they handle financial and business matters.

- monetary restrictions

Sometimes a government will block its currency, or forbid it from being converted into foreign currency. Normally, sellers want their profit to be in a currency they can use. Short of this, sellers might accept a blocked currency if they can buy other goods that they need or that they can sell elsewhere for a useful currency. This is called barter.
A fluctuating foreign exchange rate also creates high risks for sellers overseas.

- Government bureaucracy

Efficient customs handling, adequate market information are factors that are favourable to doing business. A common shock to western people is to see how impediments to trade disappear if a suitable payment (bribe) is made to some officials.
4 Help for exporters
Government help:

- Insurance: compensation can be paid if a customer fails to pay what is owed.

-information and help from consulates and embassies

EX: The British Overseas Trade Board (BOTB), or the French Trade Commission (poste d’expansion économique) act as an export intelligence service which gives information about trading opportunities in other countries, offers grants to help exporters to carry out market research in foreign countries, helps exporters to display their goods at foreign trade fairs and exhibitions.

Other help:

· The export department in big firms is specialised enough to be able to overcome the difficulties that arise from exporting.. Smaller firms need special help:

· Chambers of commerce are able to give advice on exporting to particular countries, provide translation services and can sign certificate of origin.

· Trade associations: (ex: the Society of Motor Manufacturers and Traders) provide the same service as those of the chambers of commerce for firms involved in the provision of similar goods or services.

· Clearing banks: provide information about foreign markets, help with the exchange of foreign currency and with the use of documentary credits for payment.
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English for Business and Economics: Part 2

Lecture 2 :  Marketing in the 21st century

Text 1: The Economist April 2nd 2005 “Power at last”

Text 2: New York Times 18 February 2006 “Beauty Around the World: it’s in the Eye of the Buyer”
Use both texts and the elements below to answer the following questions:

Guidelines

1/ How does marketing fit in the company organisation? How does it influence the company’s strategy?

2/ What does “Customer orientation” really imply nowadays due to the development of the Internet?
3/ What key elements make China such an attractive country to Western companies?

4/ Many world companies have done their best to adapt their products to local tastes. Can you think of any examples?

5/ Is adapting products to the local culture enough for a company to be able to win market shares? What else is necessary?

Useful links :

http://www.marketingprofs.com/ea/qst_question.asp?qstID=3322 (about marketing blunders)

http://www.economist.com/index.html (the business section has articles about Marketing Issues)

http://oase.uci.kun.nl/~driessen/journals.html (gives you access to online academic publications about marketing. Includes articles about cultural differences in advertising)
1 Introduction

The need for developing global Marketing is linked to the development of the middle class worldwide.

In Brazil, Eastern Europe, India or China, a vibrant middle class is quickly emerging, due to the development of market economies and the loosening of state control (China, Eastern Europe) from a controlled or centrally planned economy to a free economy.

A new revolution is under way, like in the 19th century, when the industrial revolution changed the world because it triggered the emergence of the middle class in western Europe.

In the 21st century, the fact that more people share the wealth will transform the world. The phenomenon is due to the development of telecommunications and cable & satellite TV.

Because of that, the emerging middle class can clearly see what the western middle class has, and they want the same

Example: Asia has a 5% to 8% economic growth

The expectations are a middle class of 700 million people by 2010, which represents $9 trillion in spending power, which is 50% more than America nowadays.

But other countries are also developing fast: Latin America, Eastern Europe, Russia, even post Apartheid South Africa.

It is estimated that ¼ of the world can be classified as middle class.

How can we define the middle class?

One parameter is Household income

But even when the average income varies dramatically (in Bombay it is six times higher than in China), there are differences in purchasing power: rent and electricity are subsidised in China. So Chinese consumers have more spending power than the one their modest salaries may suggest, which shows that income is not a good parameter.

Another parameter is Aspirations

The middle class is no longer concerned by daily survival => turn to luxury goods, TV and cars, like in China. The global middle class are more and more looking, living, even talking more or less like each other, and share common features: the need for information and entertainment and the need to get their children the best education money can buy are widely shared among the world’s middle class.

That means that the world economy faces a tremendous challenge. How can it face it?

We can say that the global middle class is the target of international marketing. That also means a change in the company organisation. The company is said to be market-led, or market oriented, or market orientated because it aims to develop products or services in order to fill a gap in the existing market.

2 What is marketing?

An anecdote: the story of the mousetrap
· an organisation based on production orientation

2.1 Production orientation

Gives primacy to the product, rather than the consumer

· producing a better product

· producing a product at a lower cost 

ex: Henry Ford: they can have any colour of car they like – so long as it is black

2.2 Sales orientation

Aggressive selling advertising and promotion is seen as a means to penetrate the market

Levitt “selling tries to get the customer to want what the company has, marketing on the other hand tries to get the company to produce what the company wants”

2.3 Financial orientation

Focus on the company’s financial assets: aim at generating the maximum amount of cash that can be produced from a given asset base.

2.4 Customer orientation

= the marketing concept

The marketing concept states that a business is most likely to achieve its goals when it organises itself to meet the current and potential needs of customers more effectively than competitors.

1 and 2 sell “what they make”

The customer orientation is based on customers’ needs and wants, not products.

3 Needs – Wants – Demand – Product - etc.
3.1 Needs: a basic requirement that an individual wishes to satisfy.

(Food, Shelter, Affection, Esteem and self development.)

· universal

· determined by human biology and the fundamental nature of social relationship.

3.2 Wants: a desire for a specific product to satisfy the underlying need.

They are shaped by social and cultural forces. Wants can be influenced. Thinking that tastes cannot be influenced is a mistake

EX after the war, Nescafé was told it was useless to try and tap the British or Japanese market because the people there were tea drinkers. Today, the British drink more coffe than tea. Another example is the development of pizzerias and spaghetti houses in England. 

Starbucks coffee, the American Seattle based coffe-shop has successfully opened more than 35 shops, and even a small outlet in a souvenir shop in the Forbidden City, a symbol of Chinese pride. It had to overcome two obstacles: the Chinese are devoted tea drinkers, and anti Americans.

3.3 Demand: a want for a specific product, supported by an ability and willingness to pay for it (purchasing power)

Companies can try to influence demand by designing their products to be attractive, to work well, to be affordable and readily available.

They can communicate these features through advertising and communication.

3.4 Product: anything a firm offers to satisfy the needs or wants of customers.

Physical object: car, soft drink, cereals.

Service: haircut, holiday, course.

Customers never buy a product, but for the needs and wants they can satisfy. Companies can offer a choice of products to meet consumers’ needs:

A woman needs to look attractive: she may choose from a variety of products: cosmetics, new clothes, a haircut, s suntan, or cosmetic surgery….

If a person in a hotel wants food, he /she can be offered a product choice:

The hotel restaurant, a pub (in England) a restaurant near-by, or to buy a snack in a shop…

Sometimes there’s no choice

In the China of Chairman Mao, the need for clothes was met by identical plain cheap cotton shirts, but what the Chinese wanted was Levi Jeans, Nike shoes, Lacoste shirts and pretty dresses.

Customers are looking for the best value: while people may prefer Porshes, they buy Ford or Renault.

A product does not last forever: the life cycle of a product is the time period from when it is first purchased until the end of its usefulness. Product development concerns the activity of making the product gradually better and more adapted, more advanced. A product is first launched, reaches maturity (it is then fully developed, then may start to decline.)

3.5 Customers: in a context including the competition, government policy and regulation and the economic, social, cultural and political forces that shape the evolution of global markets.

3.6 Brands: People do not just buy products, they also buy an image which is conveyed by the brand.

When people buy Nike clothes, they also buy an aesthetic and a life style that the brand connotes.

A young man called Alexander Capito was once travelling to Niketown to buy his girlfriend a pair of Nike sneakers. He was wearing a Nike cap, a Nike basketball jersey, Nike warm-up pants and Nike shoes and told the journalist asking him about his devotion: “It’s the brand: it makes me feel good”. Wearing Nike says something about who you are. It’s being part of a club. Your brand speaks for you. This is called corporate tribalism.

In the world’s poorest parts, when given a chance and a bit of money, people buy branded products instead of the unbranded products they were used to consuming.

This shows that brands bring something that people think is better that what they had before. That also explains that generics – products that do not carry a trademark and is known by a general name rather than the manufacturer’s name - can only threaten a well known brand when it is much less expensive.

Brands can be seen as a form of consumer protection, they provide a guarantee of reliability and quality.

Consumers buy a book from the Amazon brand, a bottle of Evian mineral water because they trust it.

However, as global companies struggle with a slowdown in consumer spending, one segment of their industry is showing strong growth: private–label products, also known as own-label, own brand or store–brand products are rapidly stealing market shares from established brands.

The reason for it is that own-brands products are usually priced well below their branded equivalent, but the quality of these products has improved, so they are more attractive to the cost conscious customer.

3.7 Price: price is an important element of a marketing strategy. 
A company pricing strategy is the system of prices it sets for the goods it produces or the service it provides. Pricing can be competition- based, cost-based, market orientated, or the company may set a penetration pricing.

Competition based pricing is the policy of setting a price for goods or services based on the price charged by other companies for similar goods or services.

Cost-based pricing is the policy of setting a price for goods or services based on how much it costs to produce, distribute and market them.

Market-based pricing is the policy of setting a price for goods or services based on an analysis of the market and consumers

Penetration pricing is the policy of setting a relatively low price for goods or services in order to encourage sales.

If you talk about the market price or the market value of a product, you mean that its price or value depends on how many of the items are available, and how many people want to buy them. 

The list price of something is its official price, before any discounts are included.

The price has a psychological impact and must be carefully thought out. 

When the Euro was introduced, most European consumers said it had led to significant price rises. But it is very difficult to measure the reality of the fact because they are simply not familiar with the currency. Price psychology in Euro has still to be built.

Low prices rarely provide a sustainable basis for competitive advantage, but higher prices depend upon offering superior perceived quality to both consumers and resellers.

Some questions related to price: does the price reflect the product’s quality? Is the price competitive? What type of discounts (trade, cash, quantity) should the firm offer its international customers? Should the price differ with the market segment? Is demand in the international market elastic or inelastic

4 Marketing and business organisation

Hewlettt-Packard’s chief executive

“Marketing is too important to leave it to the marketing department”

Marketing is so basic that it cannot be considered a separate function within the business, on a par with others such as manufacturing or personnel. Marketing requires separate work and a distinct group of activities. But it is first a central dimension of the entire business. It is the whole business seen from the point of view of its final result, that is, from the customer’s point of view.

Peter Drucker

Customer orientation is mostly based on MARKET RESEARCH

Market research is the activity of collecting and studying information about what people want, need and buy.

So people conduct/ carry out, or do market research to collect data:

EX/

Henri Nestlé 130 years ago when launching the Maggi cube also put his name and address on every pack, inviting customers to contact him for tips and advice.

.

Nowadays the company is implementing a new strategy: by creating nestle en direct and le club Nestlé, the company encourages and provide personal data. These data are used to segment Nestlé’s consumers in order to identify those of highest potential value and to tailor one-to-one promotional and marketing activity Then the company can send mailings including product information, recipes and other tips, vouchers and cross promotion.

The data thus collected is called primary data, because it is collected first hand. Secondary data is information about a subject that has already been published. This type of research is also called field research, because it is research that is carried out in a real, natural environment, and not theoretical (desk research)

Market research will determine what the customers want.

5 Communication decisions

Advertising is the activity of creating advertisements – ie an announcement in a newspaper, on television or on a poster -  and making sure that people see them

Today there is a great deal of activity to make advertising campaigns truly global. This is made possible as new concepts such as product culture emerge: marketers now consider “youth culture” rather than ethnic culture or national culture, on the basis that 18 year olds in Paris are more in common with 18 year olds in NY than with their parents, as they appear to buy the same products, watch the same films, listen to similar music and drink the same colas.

People everywhere want value, quality, the latest technology made available and affordable.

Global branding means economies of scale in advertising, and improved access to distribution channels The list of products going global is increasing and includes disposable diapers, watches, shampoos, scotch whisky and jeans….

Coca Cola and Nescafe are global brands, however for the latter the product formulation and the message vary to suit cultural differences.

It is important to make a difference between

WHAT ONE SAYS => the selling proposition

HOW IT IS SAID => the creative presentation

If the selling proposition is: fun and pleasure, the creative presentation will be : showing people having fun with the product.

Selling propositions are easy to transfer. “Top quality” transfers very well, and also “low price” “value for money”.

But creative presentations do not travel well. The idea of how to have fun does not transfer easily. The obstacles are cultural, communicative and legislative.

The meaning of colours varies across cultures: white means death in Asia, intimate scenes between a man and a woman are in bad taste in many countries.

That means that many advertising campaigns are tailored specifically to local markets and countries (i.e made suitable for a particular person or purpose by changing parts of it)
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English for Business and Economics: Part 2

Lecture 3: Green Trade/ Ethical trade
Text 1: The Economist October 8th 2005 “Sea change”

Text 2: TIME September 19, 2005 “The Coffee Widows”

Use both texts and the elements below to answer the following questions:

Guidelines

1/ Is there a difference between Green Trade, Fair Trade, Ethical Trade? What do these concepts involve?

2/ Why do companies tend to develop an ethical attitude nowadays?

3/ Does fairer trade mean better trade?

4/ What big issues are linked to ethics in business?

5/ Can you think of current examples of companies involved in Fair Trade? How would you assess them?

Useful links:

http://www.oxfam.org/en/
http://www.oxfam.org.uk/
http://www.maxhavelaar.ch/en/
http://ecolo.asso.fr/textes/20020313equiang.htm (about criticism of Fair Trade)

http://unfccc.int/essential_background/convention/items/2627.php (concerns the Kyoto agreement)
Green Trade/ Ethical trade
A new trend has been developing fast corporate social responsibility (CSR) = the explicit adoption by companies of economic, environmental and social goals, as opposed to merely making profit.

1 It wins customer support
A survey conducted in 1997 by Cafod and Mori indicated that 92% of British consumers wanted a minimum standard of working conditions to be enforced in developing countries. 

Most consumers seem really concerned about being certain that their sport shoes, exotic rug or electronic goods do not represent the sweat and toil of underfed, underpaid and overworked children.

An example: Patagonia

A high priced brand for surfing and mountaineering outfit. 

The company is devoted to protecting the environment, and customers are ready to pay more because of it.

Products are high quality, created with respect for the environment in making or using them. It founder and co-owner Yvon Chouinard was an early proponent of “clean climbing”. Since 1985, he has been levying a 1% “earth tax” – more than Patagonia spends on advertising – and devoting it to green causes.

1993: the company introduced fleece shirts made of recycled soda bottles

1996: they decided to use only organic cotton

· sales  and profits have grown steadily ever since to $170 million.

Says Christina Miller of Sportago, an outdoor clothing store in California:” I have a great deal of respect for Patagonia’s ideals, and that make me more passionate about selling it”

Patagonia can afford to ignore fashion, discount stores and its detractors.

Ex: Bodyshop, a British firm known for its ecologically sensitive beauty products that are not tested on animal has created a favourable attitude and enjoys high brand loyalty.
Customers are ready to pay more for feeling good when buying products

Ex: the Nike case, Indian Muesly, Peruvian coffee, chocolate from Belize, Thai rice: fair trade labels ( Oxfam, Traidcraft) provide a guarantee that production has taken place under non-exploitative conditions and reflect consumer concern that producers are properly rewarded for their work.

2 The Shell example: having it both ways

The gap between corporate public relations and market practices

In its advertising campaign, Shell sets out its commitment to human rights and the environment. (see examples)

But the company has been involved in a controversy over the suppression of peaceful demonstration in Ogoniland where 80 people were killed, and environmental damage in the Niger Delta.

Like Shell, big corporations have seen the market opportunities created by ethical consumerism, but far from creating a new world trade order, much of it is purely cosmetic. 

Supermarkets want an ethical image, but the cheap vegetables we get from Kenya only benefit to a few Kenyan that get work picking them. Indeed, suppliers have been diverting water from local food producers, thus triggering the decline of food production and environmental degradation.

3 Obstacles to the development of fair trade

Under the rules of the WTO, goods cannot be differentiated or subjected to statutory labelling requirements on the basis of how they are produced. Environmental concern cannot override commitment to free trade because of concern over particular production methods, thus challenging a number of international environmental treaties – including the Montreal Protocol on ozone depletion and the Convention on International Trade in Endangered Species- which depend on trade restrictions for enforcement.

The origin of consumer items is often difficult to trace. It is almost impossible to be sure that everything we buy has not involved the exploitation of another human being at some point.

Ex: the official ball of the Rugby World Cup is alleged to be produced by child labour, but even the company that produces the ball in the UK was unaware of connections to sweatshops.

4 Criticism of fair trade

· It promotes policies that are welfare reducing, because it raises costs and prices. Some countries cannot afford it.

· It favours additional regulations and demand common international standards on labour practices, pollution, etc; which may not be a good idea especially for the poorest countries which may not be able to support them economically. 
· It limits competition, worsening the performance of the global economy as a whole, and putting developing countries at a particular disadvantage.

5 Current Issues
Genetically modified Food

Pb with countries in Africa: offered food aid from America, risk losing their Europeans customers.
Local air and water pollution:

In Morocco: adverts: being a good citizen means taking care of water cleanliness. When asked if they would be ready to pay 10% more for a greener cleaning product 2/3 of the respondents in Venezuela and ½ of those in China India and Egypt agreed strongly. (1/5 in France, Britain& Japan)
Toxic waste

Millions of tons of chemicals are spewed out everyday into the environment, ultimately endangering the consumer’s health.
In July 2000 the European court of justice fined a EU member state (Greece) for the first time for refusing to comply with EU law. This served as a deterrent against other countries which might be thinking of ignoring EU regulations about toxic wastes.
6 Solutions
Measures to protect the environment are no longer seen as a luxury. They are increasingly regarded as a necessity. However, solutions are not easy to implement, either for economic, social or political reasons (GM food in Africa). A good solution sometimes brings about unexpected side effects.

· Polluting less often means producing less, which means risking job losses.

· The system in which we live is a system in which we produce huge amount of polluting surpluses (mass production, advertisement urging people to consume) and changing it is not easy.

· Many poor countries have other priorities and cannot afford the extra cost involved in taking care of the environment.

Fair trade labels: The Fair Trade Foundation which has offices in 17 countries helps small farmers and producers to work together in order to remain price competitive, and ensures that a percentage of profits are spent on the welfare of workers and their families.

Label to be found on products such as coffee, honey and chocolate.

Nothing of the kind exists for “clean clothes” at the moment, although several organisations are in operation round the world.

EX: Students Against Sweatshops in the USA and the Netherlands’Clean Clothes.

Companies claim that the production conditions in their supply chain are fair and above average in relations to the areas of the world in which they are provided.

In the UK: the Ethical Trading Initiative (an alliance of big companies, non-governmental organisation and trade unions to promote an ethical code)

The Internet: a campaign on university campuses in the US to outlaw sweatshirts and caps made in sweatshops.

But: buying ethical products means paying 20 or 30% more for a given product.

72% of French consumers say they are ready to pay more.

71% say they are ready to outlaw a non ethical product.
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English for Business and Economics: Part 2

Lecture 4: Transport

Text 1: “the ministerial conference on International Transport Security. Tokyo, Japan 12-13 January 2006” http://www.mlit.go.jp/sogoseisaku/kokusai_e/minister_e.html 26/02/2006
Text 2: “50 years and still a pioneer” http://www.transportjounal.com 26/02/2006
Use both texts and the elements below to answer the following questions:

Guidelines

1 What type of goods would you send by air? Justify.

2 How do you explain the development of road transport in the EU?

3 What are the consequences of world terrorism on international transport? What makes the issue a major one?

4 What makes the Bill of Lading such an important document?

Useful reading:

The key issue in transport today seems to be the development of low cost airlines worldwide. Articles about the issue can easily be found in The Economist, Time, The International Herald Tribune, etc.
1 Introduction

1.1 Importance

Just in time manufacturing depends on the global supply chain => importance of transport

For firms

· brings raw material and semi-finished goods to manufacturers

· delivers finished goods to wholesalers and retailers

· allows employees to reach places of work

For consumers

· enable them to obtain a wide variety of goods

· opens the world market, which implies mass production and cheaper prices

· countries, regions and firms can specialise, which implies cheaper and better quality goods.

1.2 Deciding on a form of transport

When deciding on a form of transport, a firm should consider:

· the nature of the goods (bulky=large and difficult to carry: grain, heavy : steel, expensive : diamonds, fragile : china, or perishable : fruit)

· urgency (medical supplies)

· cost (air more expensive than sea)

· quantity

· destination

· distance

· reliability

2 Road transport

The major form of inland transport in the EU. The firms involved in the road transport industry range from the large road haulage firms to smaller local carriers which operate only in a small geographical area.

2.1Advantages

- cheaper over short distances .

- faster over short distances

- provides door to door service => less handling of goods => reduces risk of theft and damage.

- more flexible

- Motorways: speed up road haulage and reduce costs.

- can carry wide or abnormal loads: aircraft parts.

2.2 Disadvantages

· slower than rail over long distances

· not suitable for carrying bulk goods over long distances

· limitations to size and weight of lorries and loads

· risks of congestions and delays

· sensitive to weather conditions

· cost high if no return load

· pollution: social costs

2.3 Own fleet operation

2.3.1 Advantages

· can be cheaper than using transport firms

· quicker reaction, quicker delivery

· carry free advertising for the firm

· reduced risk of theft and damage.

2.3.2 Disadvantages

· more capital needed

· more expensive if not fully used

· additional costs for servicing, employment of drivers, garaging and licensing the vehicles

3 Rail transport

3.1 Advantages

· Faster on long journeys

· Cheaper for sending bulk goods over long distances

· Less likely to be disrupted by weather conditions

· Safer for dangerous products

· Offers specialist facilities: rail tanker for oil or freightliner service for containers.

3.2 Disadvantages

· slower over short distances

· more expensive over short distances

· road vehicles still needed at some stage: can be slower for firms not near a railway

· transfer of goods increases the risk of damage or theft

· not flexible (timetables)

4. Air Transport

4.1 Advantages

· saves time => goods arrive faster, in a better condition and can be sold quicker over long distaneces

· suitable for medical supplies for emergencies, perishables, spare parts for a machine, if the cost of sending the spare parts are covered from the profits made by the machine which is quickly repaired, high value, low bulk goods which can bear the high cost of transport.

· Insurance tends to be cheaper as consignments spend less time in transit.

4.2 Disadvantage

· the main one is that it is expensive

· limited size and weight capacity

5 Documentation

Road and rail use consignment notes
Air transport uses waybills
These documents are receipts, and not documents of title as a bill of lading might be. This means that ownership of the consignment note or waybill does not give ownership of the goods. They cannot be bought, sold, transferred by the consignor (the person sending the goods) to the consignee (the person receiving the goods).

Freight carriers can only be held responsible for the goods if they are negligent, so if the goods are lost or damaged, the consignor must prove the carriers were negligent, otherwise they cannot obtain compensation from them.

6 Containers

Represent a major development in transport. A revolution in world trade, they helped facilitating world trade. Containers are filled at, for example, the manufacturer’s warehouse, then they are sealed and not opened until they reach their final destination.

6.1 Advantages

· Increased speed

· Can be transferred quickly between different forms of transport

· Lorries carrying containers can drive directly on to a ship without the containers being unloaded => roll-on/roll-off system (RO/RO is a term which covers any type of transport where the cargo in driven on/ driven off a ship. It is not necessarily a container system)

· Increased speed through customs (TIR system)

· Reduced costs

· Increased safety: less risk of theft or damage because the containers are sealed

· Easy storage: containers can be stacked: reduces the need for warehousing

· Specialized containers: some are refrigerated and are suitable for perishables (meat)

6.2 Disadvantages

In the present world context, containers pose security problems as they serve as shelters to carry terrorists to their destination. They are also used to smuggle drugs, contraband and illegal immigrants.

Dilemma: increased security => reduced efficiency

7 Sea transport

7.1 Advantages

· Much cheaper than any other means of shipment

· suitable for carrying bulk goods over long distances
7.2disadvantages

· slower than the other means of transport

· transfer of goods needed on departure and arrival, except for roll-on/roll-off facilities, combining road and maritime transport.

·  Damage to goods is quite frequent

7.3 Shipping organisation

The exporter can choose to use a company which is a member of the Shipping Conference, or one listed on the Baltic Exchange

The Shipping Conference

International organisation of ship owners who meet periodically to fix prices for hiring their vessels => the same price is quoted by all members. ( For airlines: International Air Transport Association)

The Baltic Exchange

Offers facilities to exporters to charter ships and planes through brokers who work on a commission and have a knowledge of the movements of ships and the most competitive rates at any one time.

7.4 Documents

7.4.1 The indent

The importer informs the exporter of the goods required by sending an indent (order)

description of the goods

quantity

price agreed as stated in the quotation

shipping instructions

address for delivery

date for delivery

7.4.2 Shipping note, dock receipt and mate receipt

The exporter sends

· a shipping note with the goods to the dock. This note contains details of the goods, name of the ship etc. and is handed to the port authorities which issue

· a dock receipt (or wharfinger’s receipt) as evidence that the goods have been received. If the goods are delivered directly to the ship, a mate’s receipt is sent instead.

7.4.3 Freight note

Sent to the exporter by the shipping company: details of the freight charges

7.4.4 Bill of lading

A very important document

- a receipt to show that the goods have been received on board. (dirty bill of lading= damaged goods/ Clean bill of lading= good conditions)

- evidence of the terms of the shipping contract between the shipping company and the exporter.

- It is a quasi-negotiable document of title to the goods: it allows the importer to claim ownership of the goods stated on the bill and can be transferred to another person or firm.

7.4.5 Export invoice

Gives details of the transaction between the exporter and the importer.

7.4.6 Certificate of insurance

Or insurance policy: details of insurance cover for the goods being transported

7.4.7 Consular invoice

When goods enter a country ad valorem duties may have to be paid, based on the prices shown on the export invoice. If the prices are set deliberately low then some evasion of duty will occur. A consular invoice overcomes this because the consul of the importing country who is resident in the exporting country will certify on a consular invoice that the prices shown are correct.

Copies: exporter, customs authorities of importing country.

7.4.8Certificate of origin

Chamber of commerce of exporting country

Needed because

· the rate of duty levied on imports varies according to the country of origin of the imports

· an embargo may have been placed by one country on trade with another country

7.4.9 Import licence 

A document which is necessary before goods are allowed in any country

7.4.9’ Customs entry and specification

Customs authorities in the importing country require a customs entry to be completed while the customs in the exporting country require a customs specification. These documents list the goods being traded so that the customs can assess duties payable.

7.4.9’’ Ship’s manifest and report

Full details of cargo and dutiable articles are included in the ship’s manifest and must be presented to port and customs authorities for ships leaving the country. The equivalent document for ships entering the country is the ship’s report.

