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Foreword

This book will undoubtedly be a very important instrument when in
troducing special marketing techniques, opportunities and problems to 
businessmen and others who in their work are dependent on an under
standing of Swedish people and their traditions, mentality and meth
ods. Hopefully it will serve twofold purposes that have never earlier 
been addressed — to describe to employees of Swedish subsidiaries a- 
broad how the Swedish system works and to provide people in Swedish 
organizations with some special features of the cooperation between 
head offices in Sweden and subsidiaries abroad.

Having served in an executive capacity with several Swedish subsid
iaries abroad and as an executive responsible for foreign subsidiaries 
in one of the largest Swedish industrial groups, it is my opinion that 
this book will be of great importance. As a rule, very few Swedes are 
employed in Swedish subsidiaries abroad, and it is very difficult for 
them to make comprehensive presentations of the "Swedish way” to 
local employees and business contacts. Also, Swedish executives in 
general have limited experience and understanding of the everyday 
life of a foreign subsidiary. Foreign subsidiaries have become more im
portant to the success of Swedish companies during the last few years. 
For Swedish companies operating in the industrialized countries of 
Western Europe or North America, the control of marketing efforts 
and organization has become the key ingredient in foreign expansion 
programs.

Generally speaking, Swedish companies’ foreign operations have 
proven to be successful if selling and distribution have functioned prop
erly. Products, production and financial matters are, of course, also im
portant but marketing strategies and functions have become the decid
ing factors for success.

The editor of this book, Prof. Sten Söderman, has successfully coordi
nated the work of many authors so that the individual parts actually 
point to the same goal. This has resulted in a well-orchestrated instru
ment for international business people - in Sweden and in other coun
tries. On behalf of the Swedish Trade Council, I would like to express 
my sincere thanks to Prof. Sten Söderman for his dedicated and very 
able leadership in making this book possible.

Bo Hampus Israelsson 
President
Swedish Trade Council



The editor’s preface

This book is intended for English-speaking non-Scandinavian and 
Scandinavian executives and employees of Scandinavian subsidiaries 
abroad.

Swedish industry is presently expanding faster abroad than in Swe
den. The number of employees at foreign subsidiaries belonging to 
Swedish multinational companies already constitutes more than one 
third of the total number of employees within the industrial sector in 
Sweden. This implies that Swedish multinational companies have ex
tended their network to include sales representatives and their own 
sales subsidiaries, as well as producing subsidiaries and other types of 
business activities abroad. This also means that a range of new ques
tions and problems evolves. Is it possible to coordinate a network of so 
many units, out of which businessmen with different cultural back
grounds work? Is it possible to impose typically Swedish standards, 
norms of behaviour etc on some of these subsidiary companies? How 
should the Swedish subsidiary manager explain - eg to his own for
eign colleagues in a developing country - the often blunt and direct 
approach/behaviour of the colleagues at headquarters in Sweden? Is it 
possible to develop an open and trustful working relation between par
ent companies and subsidiaries if the parent company controls and 
manages the subsidiary without understanding what the subsidiary is 
actually doing? These are some important questions, but there are also 
many others which merit close attention.

Building up a prosperous export business is to a large extent a ques
tion of developing bridge-heads and platforms outside the home coun
try. The present 25-chapter handbook is based on this view, and high
lights the interplay between the subsidiary, ie the bridge-head, and 
headquarters. It can be seen as the continuation of the opening moves 
in the internationalization of a firm. Taking the first step - the why, 
how and when to go abroad - is the focus of the book "Exporthandbok - 
en” (in Swedish), published by the Swedish Trade Council in 1982, 
which I also had the privilege to edit.

Although "How to manage your foreign subsidiaries” has long been 
a subject of interest to academicians, lack of data has often prevented 
contributions based on real experience concerning multinational com
panies. On the other hand, articles and reports published by certain 
practitioners clearly concern mainly one corporation, and they are of
ten limited to only one view.

The 29 professionals responsible for the 25 chapters in this Subsidi
aries’ Handbook have been selected with a view to their indisputable



expertise within their specific areas. Thus, the majority of the authors 
has had personal experience in managing either foreign operations at 
headquarters, or a foreign subsidiary.

This topic has mainly been approached from a direction which could 
be labelled, "away from centre - towards periphery”. The Subsidiaries’ 
Handbook presents a supplementary view as expressed in the follow
ing questions: How does the subsidiary regard headquarters? How 
should it utilize headquarters best? Which requests and requirements 
should be formulated by the subsidiary, when and why? What is spe
cial about the Scandinavian management style and the Scandinavian 
methods of developing international business? The ability to unde
rstand Scandinavian logic is of great importance to any subsidiary 
wishing to support the goals of headquarters.

The Subsidiaries’ Handbook consists of nine sections, each contain
ing one to five chapters. However, each chapter is written independent
ly, and can therefore be read separately. In general, each chapter is 
concluded with some practical advice.

The first section is a survey of Sweden’s international corporations. 
It is argued that those firms which believe; in constructing subsidiary 
networks in order to learn from the market have the best business pos
sibilities. — In section B, sales through foreign representatives is dis
cussed. How to stimulate and control them is the key question. Another 
traditional sales channel, the trading house, is also presented. — Sec
tion C deals with sales systems and turn-key plants, as well as sales of 
services and countertrade. - Section D examines the question of how 
to build up an organization abroad and how to develop your foreign 
subsidiary. International acquisition strategy is also brought into 
focus. — In section E, four different and important dilemmas are dis
cussed: subsidiary/parent company interplay in advertising, human 
resource development, public relations, and managing cultural differ
ences. — Section F considers three important aspects of the flow of pay
ments: short credits, medium and long-term financing, and credit in
surance in international business. - Section G deals with five different 
practical issues which usually involve both difficulties and expenses: 
negotiations and types of agreement, trade regulations and trade 
terms, forwarding and transport insurance,tariffs and classification of 
goods, technical restrictions for introducing new products, and existing 
international rules and frameworks. - To manage and to make use of 
the institutional environment in the home country as well as in the 
host country is the first issue in section H. The second issue consists of 
practical advice on how to obtain the best, support from the Swedish 
Trade Council. - Section I, finally, discusses business development 
and organization design, presenting first some normative statements 
on good subsidiary management. The second highlight is imaginative 
marketing, including efficient use of computer-based data. How to 
manage change in the foreign network concludes section I.

To each of the authors I wish to express my warm and sincere grati
tude for their kind co-operation, and my appreciation of the contents 
as well as the prompt submission of their contributions. The close co
operation, which was the basis for this book, has given me not only 
thorough insight into, but also respect for, the art of managing foreign 
subsidiaries. It goes without saying that this book could not have been



published without the substantial efforts made by its authors.
I would also like to direct my very sincere thanks to the various col

laborators at the Swedish Trade Council in Stockholm for their helpful 
advice and moral support during the work, especially to Bo Hampus 
Israelsson, Ove Heyman and Jan Brännström. My gratitude also goes 
to the secretarial staff at our Swiss office and Carolyn Hornfeld, Chan
tal Fluckiger, Gunilla Belouin, Karin Merazzi and to William H. Frost 
of SAI in Paris for their invaluable help in preparing the manuscript. 
Finally, I wish to extend a very special thank you to the one person 
who, in a most efficient and characteristically well-balanced way, has 
administered the whole project, Svante Blomqvist, director at the 
Swedish Trade Council.

Geneva, March 1986 
Sten Söderman
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Sweden’s international devel
opment: driving forces and 
present structure
by Gunnar Eliasson, Industriens Utredningsinstitut (IUI)

If the problems of industrial competitiveness have remained un
changed over time, the same cannot be said for the realities behind 
them. The international competitive position of Swedish industry has 
been examined many times in political discussion and in the texts of 
Royal commissions. Productivity has been too low or costs too high. 
This is an indirect way of saying that profitability is too low and that 
firms will go bankrupt if something is not done.

The question is who is to do something? If costs are too high, govern
ment and unions are thought to be responsible. If productivity is too 
low, the workers can be blamed.If profitability is unsatisfactory, man
agement is responsible.

However, there have always been crisis industries. Currently, basic 
industries are in trouble. The really bad firms close down, and the rest 
of the industry recovers. The Swedish steel industry, for instance, has 
been in crisis on and off over the last three or four hundred years, but 
has always returned in better health, although in a new shape.

In 1768, when Westerman in the first “long-term survey” of Swedish 
industry, complained about the slow work process in Swedish indus
tries compared to that of foreign business, he was only the first to print 
it. The same story has been printed many times since then.

Not even one of the main themes of this chapter - the large man
ufacturing firm as an international marketing organization — is new. 
Many Swedish firms began to expand their international subsidiary 
organizations as early as the turn of the century and have continued 
since then. The “new understanding” is that the international organi
zation of large and small, old and new firms was a key factor behind the 
successful transformation of Swedish manufacturing industries from a 
pre- to a post-oil crisis organization by the early 1980’s. Basic indus
tries were still based in a technology oriented towards cost-efficient 
factory production of relatively simple products, and had not developed 
an international marketing network of their own. Engineering indus
tries had. Swedish firms in general were more internationalized and 
more professional in global marketing than their European competi
tors, and hence, seem to have recovered and restructured faster after 
the economically troubled 1970’s.

The problem is that few have bothered to take a close look at what 
goes on within the business organization called a firm. It has always 
been thought of as a factory with large smokestacks that manufactures 
goods. This has long been a crude simplification but, for the modern 
firm of today, it is simply wrong.



This section begins by discussing the technologies and economic 
forces that explain the emergence of the modern industrial firm, and, 
in particular, how it has organized itself to cope with change. It contin
ues to describe its internationalization and the tendencies of producers 
to work closely together with customers, thus eliminating some typical 
market functions. It illustrates the modern firm as a knowledge-based 
information processor, as a dominant service producer and as a rapidly 
growing financial institution.

The section concludes by analyzing the management technologies 
necessary to run such complex entities, and to transform their internal 
structures to cope with new types of competitive pressure. How is the 
innovative function organized within a largely process-oriented busi
ness organization? Was the restructuring of the large Swedish firms 
into gigantic, international marketing organizations the result of de
liberate, strategic decisions, or did this change simply come about? Has 
direct foreign investment been a method of surmounting trade barri
ers, a vehicle for achieving economies of scale, a way of minimizing pro
duction costs or a technique of capturing global markets? Above all, 
how did a small and sparsely populated industrial nation at the north
ern end of the globe develop one of the world’s most differentiated and 
sophisticated industrial knowledge bases?

The knowledge base is the key endowment
The notion that a business firm develops through additions of 
“machine capital” and “man-hours” came about as economic doctrine 
in the 19th century, and has been imbedded in the minds of economic 
theorists and commentators since then. Without a solid base of indus
trial knowledge, no production growth will come out of more machines 
and more man-hours. (The reverse is of course also true but not nearly 
to the same extent. In today’s service-oriented manufacturing, large 
production values can be generated by unique knowledge, a small in
put of man-hours and no machines. Hardware production does not have 
to take place in the same firm, or in the same country. The main argu
ment is that the leverage from knowledge to machine and labor pro
ductivity is large, and is what matters.)

The knowledge base of a business organization, and its competence to 
survive, are embodied in its people — at headquarters and at subsid
iaries — and in its internal incentive system. Quite unlike the case of a 
ship, equipment means very little when the corporate seas are rough. 
Few would object to this conclusion; it is almost trivially true. The 
problem is how the industrial knowledge base is to be built. The natu
ral answers from members of today’s welfare society are that more 
schooling is needed. This is almost certainly wrong. Industrial knowl
edge is not created in schools. The major knowledge input in the mod
ern industrial firm seems to have been created on the job. The general 
education provided by the schooling system is supplementary not deci
sive.

The problem is that the most important knowledge on which large 
business organizations - or any complex organization - are run, can
not be described and communicated, and hence is impossible to be



taught in school. Marshall (1919) was, of course, very right when he 
emphasized “managerial knowledge” as a third and important factor 
of production, but he did not have much of an inkling of what it was 
composed — and neither do we now.

We know quite well that skilled workers — on whom manufacturing 
process efficiency has been based during the post-war period - cannot 
be efficiently taught at school. The code is too complex and has to be 
broken by thorough on-the-job training. Most engineering workshops 
are too complex to allow the knowledge base to be centralized and auto
mated. Hence, the distinction between information (the code) that can 
be communicated and taught in an abstract manner, and the know
ledge that has to be added to achieve output, is very relevant. This 
teaching, or knowledge investment problem, becomes critical when we 
reach the higher level of complexity associated with managing large 
business corporations and their subsidiaries.

As a rule, on-the-job training or learning is achieved by higher level 
managers through varied careers. In some countries, this takes place 
as part of the career, by managers moving between firms in order to 
increase their salary. This is typical of the Swedish market for manag
ers. In some very large firms, notably large US companies, career pro
grams have developed as part of the corporate tradition and culture. 
People are selected for that career as they exhibit the desired qualities 
and are moved, or pushed, within the company to achieve the varied 
and general management competence for high level positions.

During the last few years, a general awareness of the considerable 
returns on such career investments, not only for the individuals in
volved, but also for the corporation as a whole, has started an “aca
demic” discourse on how such career training programs should be most 
efficiently organized within firms. Such discourses, however, immedi
ately run into the difficulties of defining the output of the educational 
process. What should be taught? And what kind of teachers are need
ed? People in academia rarely possess the necessary experience and 
hence have little to say on this subject, and the career people are nor
mally not aware of their knowledge in such an explicit fashion that 
they can pass it on in a classroom context.

What we have found is that intensive experimentation is more im
portant than the prior setting of routines and rules that may even ap
pear efficient. For instance, we can say rather categorically that regu
lation of job openings in large international corporations, based on 
nationality rather than perceived competence, is probably very harmful 
to the overall productivity.

In many ways, it is very rewarding to take a closer look at the emer
ging modern manufacturing firm, so well represented in Sweden. One 
finds very little of the hard manual labor commonly associated with 
factory production in literature, and what does remain is rapidly disap
pearing. One finds that what matters for superior business perform
ance are the human beings and their knowledge. Firms with arms and 
feet in practically all nations of the globe, the multinationals, are knit
ting national economies more closely together, to the distress of a few 
political bodies, but to the benefit of almost everyone. And those firms 
that have been best in organizing the right teams of people are also the 
most successful performers.



Foreign marketing organizations
The first mistake we make is to talk about Swedish industry. Swedish 
manufacturing firms, in fact, operate at least 1700 production and/or 
marketing subsidiaries abroad (in 1978). On average, more than 30 
percent of their total labor force works outside Swedish borders. If we 
take the 20 largest firms, more than half of their activities are located 
abroad. They are owned predominantly by Swedes, and run mostly 
from Sweden. But they operate on an internationally available tech
nology base that only the unique competence residing within the 
organization can transform into a money-making activity. A good de
scription of the modern Swedish engineering firms that employ direct
ly and indirectly about half of the manufacturing work force in Sweden 
- and as many people abroad - is to talk of a group of giant, inter
national marketing organizations that develop and manufacture goods 
for foreign markets.

These firms, the most important of which are listed in Table 1, al
though based abroad, still dominate the domestic Swedish economy 
through export trade. Most descriptions of these companies are seen 
through the glasses of executives from corporate headquarters. Such 
descriptions, however, miss the fact that managing a viable and devel
oping business organization is a two-way affair. Targets and activities 
are coordinated from the top, but ideas and work flow from below. This

Table 1. The largest Swedish (manufacturing) exporters, 1965, 1978 
and 1981

Name of 
firm

Rank by size 
of exports

1981 1978 1965

Exports
from Sweden
(percent
of total
Swedish
goods
exported)

1965
Percentage 
of total 
employment 
in foreign 
subsid
iaries

Exports
from Sweden
(percent
of total
Swedish
goods
exported)

1978
Percentage 
of total 
employment 
in foreign 
subsid
iaries

Volvo i 1 i 5.0 Percentage 9.2 Percentage
ASEA 2 4 5 2.6 share for 3.4 share for
Saab-Scania 3 3 13 1.6 group 1-5 3.8 group 1-5
Electrolux 1 4 6 25 0.8 13.0 2.3 29.3
Sandvik 5 5 9 2.2 2.6

Ericsson 6 2 8 2.3 Percentage 4.0 Percentage
SCA 7 8 3 3.0 share for 2.1 share for
Boliden 2 8 19 18 1.4 group 6-10 1.2 group 6-10
SKF 1 9 15 6 2.5 48.8 1.5 31.3
Alfa Laval 10 11 20 1.1 1.6

LKAB 11 10 2 4.6 1.8
Stora Koppar-
berg 12 14 12 1.7 1.5

Svenska Varv 13 7 - - 2.1
Södra Skogsägarna 14 16 - 0.6 1.5
SSAB 15 13 - - Percentage 1.5 Percentage
MoDo 16 18 7 2.4 share for 1.3 share for
Bofors 17 17 21 1.0 group 11-20 1.3 group 11-20
Holmen 18 21 23 1.0 0.9 1.2 2.2
Billerud 19 — 19 1.2 (1.0)
Papyrus 20 - - 0.3 0.9

1 Including large parts of Facit 1978 and for 1981 also Gränges.
2 The reason for the large advance of Boliden in the export ranking is partly the rapid increase in relative raw materials prices from 1978 to 
Source: Eliasson, G., De utlandsetablerade företagen och den svenska ekonomin, IUI forskningsrapport nr 26, Stockholm 1984.



means that without an efficient communication system within the com
pany, based in managers at subsidiaries and at headquarters, overall 
firm efficiency will be hurt.

Profitability rests on three legs
Profitability of factory processing at home depends on product develop
ment departments at home and on the network of foreign marketing 
subsidiaries. The three legs of marketing, production development and 
goods processing form the basis of modern Swedish industry.

The largest firms are listed in Table 1. Together they dominate both 
Swedish exports and the Swedish economy , as well as representing a 
major share of R&D in Swedish industry.

The modern international firm is an engineering firm that has grad
ually taken over the earlier dominant position of basic industries. For 
a century or more, Swedish industrial growth was fuelled by the profits 
of industries based on raw materials; iron ore and forests. Fortunately 
for all Swedes today, the exploitation of these profits was slow. Profits 
could be diverted away from consumption and the public sector to form 
the financial foundation for new emerging industries.

Today’s industries are based on knowledge. The knowledge base of 
Swedish manufacturing industry is unique for such a small country,

1981
Exports 
from Sweden 
(percent 
of total
Swedish
goods
exported)

Year of 
establish
ment

Type of 
activity

10.6 1926 Automobiles, trucks etc
5.2 1883 Heavy electrical, robots
4.2 1937/1891 Trucks, automobiles, aircraft
3.6 1910 White goods etc.
2.6 1862 Tungsten carbide, tools

2.5 1876 Telecommunications
2.3 1929 Paper and pulp
1.8 1925 Metal and mining
1.6 1907 Ball bearings etc
1.5 1878 Dairy systems, centrifugal equipment

1.5 1890 Iron ore
13th Copper mining,

1.5 century steel
1.5 (1977) Ship building
1.5 1943 Pulp and paper
1.5 (1978) Steel
1.3 1873 Pulp and paper
1.2 1873 Weapons, steel, electronics
1.2 1609 Paper
1.2 1883 Paper
1.1 1895 Paper



when seen in an international perspective. This knowledge base is pre
dominantly located in marketing, product development and efficient 
production technologies. But as far as we can see, without the right 
marketing organization abroad, and without product-oriented R&D, 
factory production at home would not be profitable, and Swedish work
ers would not be well paid in comparative international terms.

Customer credibility and markets
Most foreign establishments of Swedish firms are engaged in market
ing activities. It is natural to expect this when one looks at the kind of 
products delivered by the emerging modern firm, especially engi
neering firms operating in investment goods markets. For one thing, 
there is a market premium on product sophistication, on product qual
ity and on product variation and special designs to suit the individual 
customer. This is not a special property of the large firms. Small firm 
entrants based on sophisticated product technologies appear to be 
quick to start up international marketing subsidiaries. In fact, it is 
wrong to restrict attention to “high tech” firms, meaning high tech in 
an engineering sense. Several studies demonstrate quite convincingly 
that an equally, and sometimes more important technology is “com
mercial” and has to do with the ability to design products for, find and 
deliver to and develop credibility with the right customers. The chang
ing preferences of global markets can only be sensed efficiently 
through an international marketing organization.

Complex products require not only an image of quality, but also 
service and maintenance networks, guarantee commitments and a pre
sence in the market. The customer who decides to invest considerable 
resources to learn how to use a complex Swedish investment good, 
found to be superior to that of competitors, will be to some extent a “hos
tage” to that particular knowledge. He wants some sort of guarantee 
that the Swedish producer will not leave the market, as soon as profit
ability has been bad for a few years.

Hence, the successful Swedish firm of today has taken a long-term 
view of the foreign dimension of its activities. It has often suffered loss
es for many years to build up its market position and confidence with 
customers. If successful, these losses are in fact investments, even 
though few firms I know of put them on record as such. Once estab
lished, if the market goes down this firm cannot afford to pull out. 
Rather than lowering its price, it normally invests more to protect its 
market position. When we have surveyed all the foreign activities of 
Swedish firms, analyzed the positions they have developed abroad to 
show a presence in the market, or because the local government re
quires the presence of a manufacturing facility to allow the firm to op
erate, we see that at least 75 percent of all foreign activities measured 
by employment are there for market reasons.

These firms operate in customer markets with no, or few, intermedi
ate traders. They form direct links to their customers. They instruct 
them how to use their equipment, service it, update it and replace it 
when found faulty.

When the value of the product in many cases more than doubles be
tween factory gate and final installation at a customer, this marketing



network accounts for a major part of total production activity. The de
velopment we are talking about is, in fact, the result of a profound 
change in manufacturing technology.

Product development
The new manufacturing technology emphasizes its use of information 
and knowledge. The firm has to monitor customer demands, including 
making customers aware of the potential of new products. It has to feed 
this information into R&D departments, mostly at home, to design pro
ducts and to integrate the new product designs with the factory proc
ess. Together, the international marketing organization and the do
mestic product development exercise a strong and steady demand pull 
at Swedish factories. The existence of strong, international marketing 
organizations was decisive in helping the large Swedish engineering 
firms to transform themselves into new, viable competitors in the wake 
of the 1973/74 oil crisis. We also know that, while Swedish export 
shares in world trade declined significantly in the cost crisis years of 
the second half of the 1970’s, they did not decline for the large inter
national firms, and definitely did not if one looks at their consolidated 
global sales as a percentage of world trade in manufactured goods. The 
existence of an international marketing and production organization 
also made it possible for the international firm as a whole to maintain 
profitability, despite a disastrous cost situation at home.

Service production means product development for and learn
ing from markets
Even though goods production is important in a high wage cost 
country like Sweden, goods processing cannot operate alone on its own 
merits. It is information gathering and exploiting, in particular mar
keting and product development, that constitute the knowlege base for 
domestic production in Swedish factories.

Without that knowledge base of engineers and marketing people, 
Swedish factory workers would not enjoy one of the highest living 
standards in the world. They have indeed been very fortunate that this 
knowledge existed on a broad base by the middle of the 1970’s when 
profits from Swedish forests and iron ore deposits were suddenly wiped 
out by foreign competition — and the new knowledge-based industries 
had to take over.

The technological development of knowledge-based firms is almost 
making the emerging international firm a dominant service producer. 
Most activities going on within the firm are by no means new, but the 
service activities have grown in proportion to other activities. Table 2 
gives a listing of the most important activities. Tables 3 and 4 give 
some statistical data on the relative sizes of some of the items in terms 
of cost and investment spending shares.

We find (Table 3B) that close to 40 percent of total cost applications 
in the 5 largest groups, and around 30 percent in the 20 largest groups, 
have to do with research, product development and marketing. The 
rest is dominated by factory processing which accounts for some 50 per
cent of total costs if “other items” are removed. This 50 percent figure 
is supported if one looks at investment spending. The investment data



in Table 3B are also more indicative of where the modern firm is head
ing, since they give a picture of the structure of marginal additions to 
firm activities. Product development and marketing are typical infor
mation processing activities. If we look deeper into the factory produc
tion and the other items, we find that various kinds of information 
processing are also typical there. In fact, the first six items of Table 2 
are all related to the task of coordinating or managing the entire finan
cial entity called a firm, which is a task heavily dependent on efficient 
use of information, especially in a world characterized by increased un
certainty and disorderly markets.

Table 2. Major tasks in a business organization
1. Organizational change
2. Innovative activities (business development)
3. Product development
4. Portfolio management
5. Banking
6. Insurance and risk reduction
7. Factory production
8. Marketing and sales
9. Education

10. Welfare tasks

Table 3A. Investments1 in the top 5, and the 37 largest, Swedish man
ufacturing groups, 1978. Firms have been ranked by foreign employ
ment (Percent)

The 5 largest groups The 37 largest groups
All Foreign All Foreign
group subsidiaries group subsidiaries

only only

R&D1 25 10 21 6
Machinery and 

buildings 45 41 52 42
Marketing1 30 49 27 52
TOTAL 100 100 100 100

* Investments in Marketing and R&D have been estimated from cost data.

Table 3B. Wage and salary costs in different spending categories in the 
top 5, and the 20 largest, Swedish groups, 1978. (Percent)

The 5 largest groups The 20 largest groups
All Foreign All Foreign
group subsidiaries group subsidiaries

only only

R&D 7 3 7 2
Processing and
other 63 52 70 58

Marketing and
distribution 30 45 23 40

TOTAL 100 100 100 100

Note that we have been unable to separate administrative costs, etc from production process cost data and that wages 
and salaries in marketing and distribution are probably underestimated. The “other” item should be in the neighbor
hood of 15 percent of total costs according to preliminary data from an ongoing IUI study.
Source: Eliasson, G., De utlandsetablerade företagen och den svenska ekonomin, IUI Research Report, No. 26, Stock
holm 1984.



While sales of services is a much talked about production activity, it 
is interesting to note that most services marketed in international 
trade are sold either as a quality built into the product, or as a service 
associated with the product. It adds to product value and, as a rule, is 
included in the price. The pricing of services is indeed becoming a ma
jor “industrial” know-how as the hardware content of goods diminish
es. Somehow, the traditional markets are set up to deal in goods rather 
than qualities, and the difficult task for the marketing arm of the mod
ern firm is to make customers aware of the importance of product qual
ity to the extent that it can be adequately priced. There is a world of 
difference in selling an Electrolux refrigerator, an Ericsson-made cus
tom-designed chip that can be put in your wallet, and a solid piece of 
advice how to do something. The value of the service can only be fully 
appreciated by informed customers. And it is an important part of mar
keting work to educate customers so that they can fully evaluate the 
quality of services of a Swedish-made product, installed in their work
shop. As a consequence, producers and customers tend to form a rather 
stable market marriage.

Increased global uncertainty
The previous presentation pictures the manufacturing firm evolving 
from an industrial technology based on the manufacturing of simple 
products, to a product-based technology that is heavily based on mar
keting. However, a parallel development can also be observed.

While product development is taking longer, and R&D spending on 
new products is increasing, product life, once the product has been 
launched, is becoming shorter and shorter. The risk content of the mod
ern firm is increasing on the product side.

In addition, since the mid-1970’s, predictability in foreign markets 
has decreased considerably because of a disorderly global pricing sys
tem. Inflation is one reason for this, but badly coordinated behavior of 
various national policy makers kept reinforcing the erratic price move
ments for a long time. One side of this development can be found in 
financial markets where inflation is combined with disorderly move
ments in interest and exchange rates. The illusion of the stable, 
predictable world of the 1960’s is gone, and the long-run perspective of 
company investment decisions must be viewed in a new light.

The combination of an enhanced risk position associated with the 
product-based firm, and the lowered predictability of global markets, 
has put a premium on being large as a financial unit. Economies of 
scale in financial functions (items 4, 5 and (3 in Table 2) are obvious. A 
firm that can pool resources internally for one project at a time does 
not risk its life, as a one-product firm does when developing one, pro
foundly new, product.

Economies of scale in production, marketing and product devel
opment
Economies of scale have always been the basis for various forms of 
banking and insurance activities. The high risk content of the activi
ties of the modern firm has increased the n eed for internal financing.



Hence, banking activities have been internalized in the modern firm. 
The commercial banking activities of major international firms have 
become very large, even compared to those of commercial banks. In ad
dition, the rapid development of new products in the modern firm has 
generated economies of scale in the combination of global marketing 
and large investments in product R&D. These factors together consti
tute an incentive for the growth of large firms as financial organi
zations. At the same time, the traditional economies of scale in factory 
processing appear to be on the decline in many lines of business, partly 
for technological reasons (in basic industries) and partly because engi
neering now forms the basis for the modern firm, and small scale pro
duction technology has always been practiced in engineering firms.

While economies of scale are pushing the modern manufacturing 
firms to develop large international marketing arms - and to concen
trate spending on product R&D - fragmentation has now become a 
characteristic of the input side. Parts of factory production are farmed 
out to subcontractors, and even some of the largest firms in the world 
cannot keep all the necessary specialities as in-house activities.

Specialists and subcontractors are located abroad as frequently as 
they can be found at home, in a small country like Sweden. This devel
opment pushes the firms even further in the direction of international
ization.

That foreign trade promotes economic growth has become a common
place part of everyone’s understanding of economics. This is the first 
dimension of the internationalization of business. That the interna
tionalization of production has the same growth-promoting effects has 
been a matter of dispute for some time. That the third dimension of 
internationalization - in finance - is an important vehicle for eco
nomic growth in the industrialized world is more difficult to envision. 
However, every company executive responsible for group management 
knows what negative impact on efficiency an inability to achieve a sta
ble financing of trade and investment entails.

The ability to pool large internal financial resources for high risk pro
duct R&D and marketing ventures has stimulated the development of 
larger financial business organizations, placing even tougher demands 
on the managers of the new, complex organizations. This development 
is coupled with the continuing integration of world financial markets, 
a phenomenon that equates interest rates across countries with the 
rates of return, and the ability to pay, of the marginal company per
formers.

Management practices
The knowledge of how to operate large business organizations forms 
the backbone of wealth creation in all advanced industrial economies. 
This knowledge base has always tended to be overlooked or misun
derstood. The reason is simple. Knowledge is difficult to define, observe 
and measure. And those who know are not the same as those who talk 
and write books.

Most often the knowledge problem has been presented as that of 
planning the organization. Staff people at corporate headquarters 
(CHQ) collect data from the various parts of the firm, analyze the data,



form an opinion and send it back. Then a new round of information 
gathering and analysis starts, and, after a series of rounds, a fully in
formed plan is assumed to take shape. This is the way planning is pre
sented in economics text books. It places the central planning agency 
at the top as the "master mind”. Some firms have even "tried it”.

Of course, the reality is elsewhere - even when it comes to routine 
production activities. There is no central information base on which to 
run a large business firm. And the knowledge base of all sophisticated 
business entities is distributed over the entire organization. Not even at 
the workshop level are managers fully informed about how to run the 
shop — something that has come as a surprise to many when attempts 
have been made to automate production.

Even if all information could be brought up to the top for central 
analysis, CHQ staff would not know how to do it. Furthermore, the 
time to gather and analyze data and then to decide how to act on them 
is so time-consuming that, if such academic procedures were enacted 
in seriousness, the business opportunities would be gone before the 
analysis was ready. Many firms, in fact, attempted to institute such 
planning methods in the 1960’s; the results simply contributed to the 
bureaucratization of business organizations. However, after half a dec
ade of unpredictable environmental experiences, these methods were 
generally pushed aside, or discarded by the late 1970’s. And the 1970’s 
have taught us that running large business organizations efficiently is 
the art of managing talent.

Viable structural reorganizations
The final blow to the bureaucratization of company management 
through central planning comes when we realize the importance of the 
first two or three items in Table 2. An efficient operating organization 
is of course extremely important, but the major leaps in productivity 
occur when the firm is reorganized in response to new technologies or 
to a new competitive situation. Such reorganizations are bad experi
ences for “planners” in a Western business organization because they 
disrupt their analytical process. The planners are staff people rarely 
involved in forming the new competitive structures of the future.

While many of us have learned that firms compete with price, the 
modern business organization responds rather to competitive pressure 
through upgrading its products, reorganizing its structures and doing 
something about its markets. There is a profound difference in compet
ing by adding more value to the product, compared to lowering the 
price of existing products. The development of a foreign marketing or
ganization has been the response to new competitive pressures. Swed
ish engineering firms were, in some respects, initiators of that develop
ment many years ago.

It is interesting to speculate about the reasons behind this develop
ment. Did the firms gradually develop through learning about the op
portunities in a piecemeal fashion, or did they — once upon a time - 
take a strategic decision, and then push ahead? This historical study 
has not yet been completed. We can only note that the ability to run and 
reorganize large business organizations is the essence of the industrial 
knowledge base on which advanced industrial nations thrive.



Nor does that knowledge belong to modern times only. The building 
of intimate customer relationships and international marketing, dis
tribution and "service” networks was a phenomenon of even ancient 
times. The Vikings of Scandinavia are, in fact, more appropriately 
characterized as entrepreneurs, industrialists and international trad
ers than as bloodthirsty plunderers. The Hanseatic cities of Europe 
were a sophisticated production, trade and financing network. The de
velopment of an international industrial culture and technology does 
not come about overnight, as many developing countries have learned. 
Even though it does not require a thousand years to explain why one 
country is wealthier than another, many decades are a useful mini
mum. Of the eight engineering firms among the top ten companies in 
Table 1, all started on a product idea around the turn of the century, 
and most began to grow internationally from their early days.

Delegation through improved central profit controls
The problem of top CHQ management has always been unreliable in
formation and insecurity. The notion that CHQ management have ac
cess to all necessary information on the internal life of their organi
zation is much too widespread, and often top management want to 
maintain that impression. Assessing the economic environment of the 
firm and deciding what then to do is one problem; moving the entire 
organization is another equally important and difficult one.

For one thing, top management have difficulties setting the right 
targets for the organization on items they do not understand. If targets 
are set too high, they are not taken seriously; if too low, performance 
adjusts itself downwards to these standards. Lower level management 
often tries to cheat by withholding, or biasing, information to keep 
their local autonomy. The consequences have been that lower level 
people have not been allowed very free hands from CHQ when it comes 
to making decisions about how to run lower level operations. (And 
when one wants to change the entire organization to cope with new 
environmental difficulties, consensus throughout the organization 
about both what to do, and how to do it, is critical.)

One cannot run a huge, differentiated global business organization 
without a good consensus and communication system. But new infor
mation technologies are helping to improve the transparency of large, 
diverse business organizations through the development of improved 
measurement systems, data bases and accessibility of information. For 
one thing, this has made it possible to impose more accurate and hence 
tougher profit standards on the organization and to more efficiently 
monitor performance against targets. With more efficient and reliable 
monitoring - in the view of CHQ managers - it becomes easier to al
low for more decentralized decisions on how to solve problems at lower 
levels.

Bringing the market into the large financial organizations
More efficient monitoring is only one benefit of modern information 
technology.

There is no more efficient killer of initiatives and creativity than 
worried, uninformed and not very competent central planners, preoc-



cupied with the details of production activities. And the main vehicle 
for long-lasting performance of an industrial organization is its ability 
to constantly reorganize and rejuvenate its inner life. The potential of 
modern information technology is the integration of the competitive 
market process into the administrative system of the firm, or the 
ability for small scale business to function within the large organi
zation. Top level management gets improved support in setting the 
right targets and keeps control of its prime responsibility, profitability. 
This is still a distant possibility in most firms, but technologies are 
evolving to help them in this direction. There are still great difficulties 
in most large firms to transform new ideas from the floor into invest
ment decisions, since CHQ management usually reserve the exclusive 
right to be involved in these decisions.

Schizophrenia prevails
In addition, the production organization itself has an inner drive for 
effecting efficient production flows. Large business organizations oper
ating in mature markets often achieve excellent flow efficiency all the 
way from product development to customer development. Most of the 
20 firms in Table 1 have developed such an efficient flow organization. 
An efficient and stable flow organization is exactly what is needed to 
achieve efficient information handling, monitoring and organizational 
control.

The preservation of existing structures is very much part of any cor
porate culture at all levels. The organization tends to reject new stimuli, 
such as inventions and innovations that create too many new demands 
for change. However, during economic down-turns, resistance to or
ganizational change can develop into a dangerous situation. The 70’s 
were an ordeal for most Swedish companies, including all of those in 
Table 1. Several top performers of 1965 are now off the list, and a few 
went bankrupt during the 1970’s. More would have gone under, had it 
not been for heavy government subsidies (four of the subsidized ones 
still remain on the list). Nevertheless, most firms survived on their 
own with, however, often a change in top management to enable it to 
cope with the new situation.

The human brain is constantly striving to understand and to solve 
decision problems. We do not know whether this is part of its innate 
“wiring”, or an acquired feature. Except for a few specially equipped 
individuals, the talent to constantly change the way one looks at a 
problem is missing. This is, nonetheless, required of business leaders, 
and it is a disquieting experience for most of them to realize it. The 
organization of last year may turn out to be unable to handle the situ
ation of today. It is often not possible to cope with these changes 
through the same set of persons. For one thing, executives must keep 
relearning all the time, which is difficult if the organization is run 
through simplified rules of thumb, and stability of the set of rules is 
important for flow efficiency. Even more important is that efficient 
flow management involves a personal commitment to the task that 
makes management, so to speak, associated with the current organi
zation and rule set. Hence, a turnaround under the current manage
ment regime is difficult.



The problem of achieving both short-term production flow efficiency 
and viable, long-term business development flexibility is solved 
through the organization of people and the knowledge they represent. 
Such organizational structures develop in a piecemeal fashion by trial 
and error, and cannot be presented on overhead slides or taught in 
classrooms. As a rule, they thrive on contention, in the sense that 
groups of people within the organization are in continuous, on-going 
competitive relationships, and constantly jockeying for better posi
tions.

Summing up
A few conclusions emerge from this presentation of the modern Swed
ish manufacturing firm. The first and foremost conclusion is that no 
one understands the whole of a business organization, and that the 
knowledge base invested in a successful organization cannot be taught 
at school to be repeated by somebody else. The unique competence of a 
successful business organization can only be defined as the combined 
knowledge of its individuals, and how they are organized to form a 
team. Not even the organization can be taught to outsiders. It is very 
much a question of how the members of the team communicate.

As a consequence, it is not so easy to explain how the successful firms 
have developed into huge international marketing networks that de
sign and develop and to some extent manufacture products at home. 
But we can describe the outcome, as it looks now, even in statistical 
terms.

The modern manufacturing firm is a dominant service producer, 
that uses services in the production process and sells goods with a high 
service, or quality content. It does not compete by lowering its price, 
but through upgrading its product and/or expanding its marketing ef
forts.

Almost all service production consists of the sophisticated use of in
formation, much of it related to the market.

While the modern firms develop extensive marketing networks 
within their own organization and form virtual market marriages with 
their customers, the increased demands for specialization and knowl
edge on the input side stimulate institutional fragmentation. As a con
sequence, the dividing line between the production of goods and the 
production of services gets blurred.

In fact, the creative initiation and the clever managing of such struc
tural reorganizations are the origin of fast productivity change at the 
firm level.
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Sales through foreign repre
sentatives
by Astor Wikström, Alimak AB

2

The choice of a representative for a country or an area is obviously very 
important for any Swedish company. In spite of this, very often the 
choice is more an accidental circumstance than a long-term and well- 
planned action. The reason can be that a representative has to be cho
sen fast for a certain area, and "the principal" then chooses channels 
he already knows or has been in contact with for a certain time. What 
may then be the reason for the Swedish company choosing to work 
through a representative, instead of running the marketing directly 
from the head office in Sweden? The reasons are often as follows:
1. A major contribution is necessary to reach acceptable sales figures 

for the area.
2. A local organization must exist, as the demand has increased con

siderably.
3. The competition has increased so much that marketing has to be 

intensified and, for various reasons, cannot be run from Sweden.
4. The competitors already exist in the market, and a local organi

zation is necessary to keep the sales/market shares.

What type of representative should be chosen? This depends very much 
on the product(s) which the company produces and markets. The choice 
would be between companies, which only deal with sales or distribu
tion, or a representative, who will also be able to undertake instal
lation and/or service for the products in question.

The work contribution and the control will be considerably greater 
for "the principal”, if he has to sign a special installation-and-service 
agreement. Furthermore, he has to draw the line very strictly between 
the representative (company) who sells, and the company which at
tends to installation and service. This means that the principal prefers 
a representative, who can manage sales as well as distribution, instal
lation and follow-up service.

Another very important question is the choice between a small or 
large representative. The large, well established representative has of 
course the advantage of being able to offer the principal a well orga
nized sales department, several salesmen and a well-introduced com
pany name.

The disadvantage with such a company can be that it has a too large 
"product catalogue”, i e represents a large number of principals. This 
means that the Swedish company may be one of many companies the 
representative works with and the company will get less attention.



One advantage of choosing a large representative with a well-devel
oped sales-and-service organization is if the same representative is 
covering several countries, i e a larger area where the representative 
has its own organization. The principal then has only one represent
ative to work with. With his help and advice, the market activities will 
be carried out in the same manner within the whole area. This often 
counterbalances the disadvantages mentioned earlier concerning 
large representatives. The principal’s own work does not necessarily 
have to be repeated in several countries within the market area. The 
representative’s salesmen can look for help and can get information 
from each other within the area, meaning that they do not need to con
tact Sweden in each special case.

A representative covering many countries makes the work easier 
within the organization of the principal in Sweden. Letters and telexes 
can be reproduced for several countries within the sales area. The prin
cipal’s salesmen/technicians can also coordinate their visits more eas
ily in the area. Furthermore, the principal has the opportunity at con
ferences with the representative’s salesmen to get them to act more 
openly, as they all work for the same company - albeit in different 
countries. (The openness may be a problem when the principal gets the 
salesmen together from several different representatives. It may also 
be the case where several of these representatives compete on other 
product lines).

If the principal chooses a small representative, he often has the ad
vantage that his products contribute to a large part of the agent’s sales 
program - sometimes the largest. Obviously this means that the repre
sentative’s interest for the principal is greater than in the case with 
the larger representative - as mentioned earlier. The smaller repre
sentative has, however, the weakness of not having the economic 
means to make the same sales contributions within the area, and he 
will also often cover only one or a few countries.

It is very difficult or almost impossible to establish a general rule for 
how to choose a representative. The choice must naturally be adapted 
to the type of product, country and planned sales volume.

The check-list for the principal when choosing a representative 
should include the following:
1. What contacts does the potential representative have among my fu

ture clients?
2. What knowledge have the representative’s salesmen within the 

area where my products are being used?
3. How does the rest of his sales program coordinate with my product 

assortment?

How does the principal want the representative to work?
Of course the requests vary, depending upon the sales program, compe
tition and the set targets. The targets and the strategy should be set by 
the principal and the representative together for the following reasons:
1. Automatically, a starting point is established, and at this early 

stage there can be an exchange of ideas and experiences.



2. The strategy and targets decided will be accepted by both partners 
as both have worked towards establishing them.

3. The principal as well as the representative can at this early stage 
get to know each other and the respective company’s capabilities 
and way of working.

It is important for both partners to start fast and to avoid changes in 
the beginning, which often create a certain confusion and irritation (in 
some cases leading to poor future collaboration and perhaps even to 
separation).

Collaboration between the principal and the representative should 
be fixed in an agreement which is valid for a certain period.

The principal must be prepared to meet different types of agents 
and their working methods.
One type of agent can be a company which always has several busi
nesses going on at the same time, but which never finishes any of them. 
The agent continually asks for new data. He wants alternative solu
tions, and the negotiations continue forever He forgets to close the 
deal.

On the other hand, the principal might find an agent who is totally 
the opposite. The agent who focuses all his energy on one thing at a 
time and forgets all other contacts he has, which could mean faster 
business than the one he is intently working on at present.

Further the principal must judge and guide his agent so that he 
works in as wide an area as possible, i e that he not only concentrates 
on one or two applications covering a limited number of customers, but 
also tries to place the principal’s goods within as large an area as pos
sible.

The list can be made much longer, but these examples show what 
can occur when the agreement is signed and the collaboration is work
ing. It is important that the principal sees the mistakes in time to be 
able to correct them. In many cases, the correction process can be very 
delicate. The corrections or additions must be carried out early, before 
the agent has developed bad habits.

It is therefore important that the agreement clearly defines what the 
agent shall report and that the principal has the right and possibility 
to control the agent’s marketing, including offers and order-taking. In 
this way, he may be able to see any faults or mistakes at an early stage.

In the beginning of a collaboration with a new agent, the principal 
makes a "trial agreement” for a shorter or longer time. This gives him 
a greater possibility to change agents smooth ly if he sees that the col
laborator he has chosen for a special area does not fit.

It is important for the principal and his business that a possible 
change of agent, e g after a trial period, will take place as quickly as 
possible, partly to not give the agent the opportunity to claim that he 
has worked longer than the trial period stated and that he could suffer 
financially if the collaboration stopped, and partly so that the custom
ers would not question the change of an agent seemingly well estab
lished with the principal in Sweden.



At any potential change the principal ought to visit the agent in or
der to get a clear picture of the situation.

One must realize that a separation with an agent gives extra work 
and expenses for the principal in Sweden as well as for the agent. A 
separation between the two also creates uncertainty for the customers. 
Cancellation of an agency temporarily makes it easier for competitors 
to break through and take over business. A separation may also create 
"bad will” for the agent which could affect sales of his other products.

Supporting the agent
Everybody, the principal as well as the agent, accepts how important 
it is to give the agent regular support. It has to be given continuously 
and it is very important for the principal to help the agent to close a 
deal. This latter however, must be carried out in a way which really 
supports the agent. It could damage future relations if the principal 
acts as follows: In an effort to help the agent, the principal directly con
tacts the customer and by-passes the agent. He forgets that it is the 
agent who negotiates in his name and should always do so unless the 
agent has especially asked the principal to contact the customer direct
ly. In such a case the principal should clearly tell the customers the 
reason for the business being handled this way - or that the agent in
forms the customer that the supplier wants to deal with the matter. Of 
course, the principal has to inform the agent regularly what is happen
ing and what agreements have been made.

A specification of what support is promised by the principal should 
be distributed to the key employees within the agent’s organization, in 
order to avoid uncertainty for the agent and his employees. The agent 
can take advantage of this in his planning and save expenses for the 
principal.

The agent has to look upon the principal’s participation and involve
ment as something positive for himself, something which can give him 
advantages in his work and an edge over the competitors. Well- 
planned and executed support is a help for the agent as well as for the 
principal. It also creates good grounds for fruitful collaboration, avoid
ing suspicions and misunderstandings.

Continued training
It must be in the interest of the principal as well as of the agent that the 
latter and his employees are given continued training. This training 
should not only involve the principal’s product(s) but also include infor
mation on competing product(s).

It is also important for the principal and the agent to have strong 
sales arguments. Arguments which work well in one market may be 
less useful in another market. Therefore, it is very important for the 
principal and agent to plan and approve the arguments for the differ
ent products.

It is also important that the agent clearly understands which argu
ments are selling in other markets and what policy the principal fol
lows. In some countries the agent must take advantage of the princi
pal’s tougher attitude, which might not be customary in his own mar-



ket. It is also very important that the principal gets to know the 
customer’s attitude in a particular market.

When the agent’s knowledge improves by continued training, his ac
tivity will automatically improve. Good knowledge of the product(s) 
gives the sales force more self-confidence, and this makes them at
tempt larger business targets that they hesitated to go for earlier, sim
ply owing to lack of product knowledge.

Exchange of experience between the agent and the principal gives 
the principal important information, which can be of great help when 
adapting the product(s) to the market.

Written agreement
We have earlier advised that the collaboration should start with a "tri
al agreement”, and if the collaboration devel ops well for both partners, 
it should be followed up by an agency agreement. Sometimes it is ar
gued that a written agreement is not necessary as the collaboration 
works so well; however, it must not be forgotten that the agreement is 
justified if for no other reason than should there be a future dispute 
between the partners. An agreement which clearly indicates the mutu
al targets makes the collaboration easier. The following should be in
cluded in an agreement:
1. The agent’s and the principal’s obligations towards each other.
2. Clear indications concerning reporting, prices and method of pay

ment.
3. Detailed instructions on how guarantee obligations should be han

dled.
4. Stock-keeping of spare parts (if required).
5. How the commissions should be handled in case agents from other 

market areas should be involved.
6. General outlines regarding training of the agent’s and the custom

er’s employees.
7. How advertising should be attended to, who takes the initiatives 

and pays the costs. The same goes for brochures and other sales ma
terial as well as costs for participating at exhibitions and symposi
ums.

8. Clear guide-lines regarding competition clauses, etc.
9. Product responsibility.

Sales agreements - alternative sales - and service agreements
This has already been partly covered, but the question is rather com
plicated - especially when the agent only attends to the market and 
direct sales while another company deals with installation guarantee 
and after-sales service.

If it is impossible for the agent to undertake installation and service, 
it should be clearly said in the agreement "who is doing what” and



where the responsibility ends for one and starts for another. This "slic
ing up” method requires a very precise reporting. A well organized cor
respondence can at each moment report on the responsibility situation.

As mentioned earlier, it is easier for both parties if the agreement 
can include sales as well as installation and service. If, however, a spe
cial service agreement is made with another company, the work plan/ 
reporting below should be followed:

Already during the first sales contacts, the agent indicates that an
other company will be responsible for installation and service. When 
the order is signed, the agent informs the service company when to in
stall - and a copy should be sent to the customers as well as to the prin
cipal.

With this procedure all parties should be well informed as to how the 
product will be delivered and who is responsible for guarantee service 
and where the client can order continuing service if he does not want, 
or has not the possibility, to use his own personnel. This agreement is 
similar to a direct sales agreement - a "guide” for everybody involved 
and could also be very important if for any reason the expected or al
ready good collaboration should deteriorate.

Sales material and its design
As mentioned earlier, it is important to have continuing support once 
the principal has made an agreement with his agent. Apart from how 
the collaboration is carried out, it is important that both parties are 
sensitive to each other’s suggestions and advice regarding sales mate
rial, advertising campaigns and everything else which will be used di
rectly within a market area.

Designs and layouts of advertisments, brochures and lists of argu
ments should, as mentioned earlier, be made jointly. In this way, both 
parties are informed about what is special for the product(s) in that 
particular market area: strengths, special advantages for the customer 
and advantages compared to those of the competitors. The advice and 
instructions from the agent are very important as he probably knows 
the market better than the principal.

Furthermore, for advertising material, one should aim at using en
vironments and people with whom the customer can identify, e g for 
Asia, pictures of people should show Asians rather than blond Swedes 
in typical Swedish environments - if one is not marketing a product 
where Swedish people and environments are a sales argument for the 
product in question.

A few normative statements
In order to quickly establish confidence between agent and principal, 
both parties, at all levels of their organizations, must feel that the oth
er party contributes his utmost. The agent should in every possible 
way show his interest in the products. The principal must show that he 
believes in the agent’s possibility to fulfill the expectations. Neither 
party should be involved in the collaboration for reasons of high "visi
bility” alone.

The principal’s goal should be for his product to promote the interest 
and confidence of his agent as well as of the customer so that eventu-



ally the products will become an important part of the agent’s market
ing strategy. The agent must show such an interest for the agency that 
he reaches the stipulated sales results. By doing so, he receives the es
timated profits as well as the principal’s confidence and support.

There is of course much more to be said regarding agent/principal 
relations, especially if one is aiming at a certain product or a group of 
products within a particular market. In general, the following list 
could be of some help when choosing an agent and when deciding how 
the sales should be carried out and coordinated:

1. Make as careful surveys as possible before an agreement is made.
2. Not only the principal’s and agent’s sizes are of importance - but 

also the product program which is going to be marketed.
3. The principal undertakes market research to find out if any of the 

products in the agent’s program would be competitive or conflict
ing. The agent should check whether the planned sales in any way 
could be impaired by any other products or contacts the principal 
might have with other agents in the area.

4. It is advisable for both parties to start with a trial agreement for 
a short period, a limited product range or a limited geographical 
area.

5. Try to get started as soon as possible after an agreement has been 
made.

6. Both parties have to put in all possible efforts at the start in order 
to make the running-in (test) period as short as possible.

7. Both parties must listen attentively to each other’s suggestions, 
ideas and recommendations.

8. Make sure all agreements appear in written form in order to be 
well documented in case of conflict.

9. If different companies should deal with sales and service, the 
agreements must clearly state each party’s responsibility, and fur
thermore all parties must be informed of agreements and orders.

10. Both parties must keep close contact. The business environment 
changes fast.



When to use a trading house?
by Ingmar Wendschlag, Uddeholm International AB

An analysis of the options
A person who is facing the situation of initiating an export acitivity, or 
of expanding/transforming the present export aim and direction of a 
company, should very carefully balance his possible options and his 
priorities. As always, it is a question of critically examining your own 
qualifications for acting, and to bring about a good distribution of your 
own as well as of other parties’ resources. The elementary check-list 
here below may serve as a support in this context.

1. First of all, you must choose the best possible spread of risks with 
regard to the domestic market and to export. It is, in the first place, 
a question of deciding whether at all to become involved in sales ac
tivities outside the domestic market - a major part of Scandinavia 
- before your sales opportunities there are going to be completely 
exhausted.

2. An export activity should be taken into consideration only on the 
condition that your production capacity is sufficient for keeping 
continuous supplies going both to the domestic market and for 
meeting the requirements on reliable deliveries/service to one or 
more export markets. It is then quite natural to concentrate on 
neighbouring markets in Europe - often England and Germany for 
a start - with which Sweden, for reasons of tradition and language, 
has well-established and close relations, and where, consequently, 
you would quickly get to feel "at home”. Choosing to let your own 
staff work directly upon these markets may therefore be a solution 
that lies near at hand.

3. The next step could be a widening of your market coverage to in
clude, apart from Europe, other OECD countries like the United 
States, Canada and Japan. There again, depending on your spare 
production capacity available and on the manufactured product’s 
degree of specialization, different kinds of "market mix” and conse
quently, different kinds of representation may be considered. Al
ready at an early stage, it is therefore recommendable to familiarize 
yourself with the specialization of the Swedish trading houses, with 
respect both to their market coverage and to their product catego
ries, in order to be able to consider their participation in the com
pany’s plans for marketing.



4. The suggestions above are, of course, even more applicable when it 
comes to widening the export activity to include more distant mar
kets and countries, which, for one reason or another, may be diffi
cult to work upon, e g countries with state supervised trade, oil- 
producing countries and developing countries. In this case, as well 
as in the case under paragraph 3, specialized trading houses are 
able to give particularily good support to companies that wish to 
delegate their representation for entire continents, (South America, 
for example) or for regions, like Southeast Asia, to them.

5. In return for a stipulated provision, the trading houses offer to cover 
nearly all specific costs and elements of risk connected with market
ing your product into ''difficult” areas. An estimate of such costs and 
risks must be considered in relation to the total strategy of the man
ufacturing company before any decision concerning direct involve
ment or export via a trading house can be made. If a certain market 
is intended to account for a major part of the capacity utilization of 
your production, your company must demand that the trading 
house, with respect to volume, guarantees considerable (and prefer
ably increasing) sales, over a period of several years. If guarantees 
of this kind cannot be granted, it is probably preferable to make a 
substantial market investment of your- own straight away, and 
build up a wholly-owned sales organization. This question will be 
further dealt with in a following chapter. But before getting too 
deeply into the subject, we should examine the activities of trading 
houses more closely and look at the advantages which a collabo
ration with one might offer.

What does a trading house stand for?
The trading house is a type of business which has existed for several 
hundred years and continuously been adapted to the different require
ments of changing times.

The traditional definition of a trading house is a company which 
gives firm orders for products that are to be resold. In former days, the 
trading houses often financed a company’s production by buying the 
production of an entire season. Such a system was common, in particu
lar for steel, pig iron, sawn wood and wood tar.

The trading house of today - which is also known as an export agent, 
export wholesale business, international trader or marketing company 
etc - covers a far broader field of activity. Generally speaking, the trad
ing house is specialized in export - often combined with a supplementa
ry import activity - and can be considered as the industrial company’s 
independent export department. Thus, the trading house usually takes 
over market development (through its sales office, agent or travelling 
representative), the export-administrative tasks and the economic li
ability for the transaction. In its capacity as importer, the trading 
house is sometimes in charge of the purchase of raw material and the 
completion of finished products. Today’s trading house also supplies 
the manufacturers with useful information, about different geographic 
markets.

As far as the collaboration between Swedish industry and the trad
ing houses is concerned, the last decades have witnessed a "work dis-



tribution” developing to such an extent that the concentration of the 
trading houses today is found in the markets outside Western Europe. 
It is also worth pointing out that, during the same period of time, the 
big trading houses have successively widened their specialization to 
comprise highly advanced industrial products and complete installa
tions, quite in parallel with the general development into more so
phisticated products of Swedish export.

What does export by way of a trading house imply?
A manufacturing company may delegate its entire export sales to a 
trading house. It may also - something which is even more common - 
let one or two trading houses take care of the export of one or more 
products to a number of predetermined markets.

What advantages may the manufacturers obtain by collaborating 
with a trading house?
The manufacturer reduces the risks and saves expenses
- for its "own subsidiary company/sales office” on markets with a lim

ited sales potential
- by getting started more quickly by way of established channels
- through lower expenses for developing the market (in the form of 

less travel and correspondence)
- by reducing the export-administrative expenses for transport, insur

ance, the handling of documents, etc
- by cheaper financing, payment and exchange guarantees
The manufacturer’s products are included in the wider selection of 
those of the trading house
- the trading house has a considerable clientele; the total number of 

inquiries will therefore be larger from the outset
- the sales of your product may increase when it is sold as a comple

ment to another product
- the trading house acts as a wholesaler; it is an advantage for the cus

tomer to buy several different products from one and the same 
source of supply

- many consumers limit the number of suppliers; smaller manufac
turers in particular, may by way of the trading house, get in touch 
with customers that otherwise would not be within their reach.

The business house has extensive market knowledge
- its knowledge about particularly "difficult” markets bridges over an 

otherwise necessary introduction period of several years for the 
manufacturer

- the manufacturer gets important information about the market re
quirements on product properties, packaging, etc



- the "probability” of reaching the "right” customers increases
- the manufacturer gets access to relevant executive contacts and may 

take advantage of the reputation of the trading house
The manufacturer may set aside a larger amount of his scarce manage
ment resources for that part of the exports which he deals with directly.

Can one, in every situation, take the above listed advantages for 
granted? The answer is that these advantages will most likely only be 
obtained when the collaboration between the manufacturer and the 
trading house is well-planned. It is basically a question of creating a 
relationship and an information flow between the two parties similar 
to that normally prevailing between the manufacturer and his own 
subsidiary. In the same way, it must be seen to that
- the trading house is provided with the necessary product infor

mation and that it will get the support which it needs from the man
ufacturer’s technical experts

- the manufacturer receives complete information about the market 
requirements on his product and its competitive position from the 
trading house

- the parties agree on the market potential for the product and conse
quently on the details of the marketing efforts required

- the compensation to the trading house is in due proportion to the 
expected services

The most common criticism levelled against sales through trading 
houses is that it constitutes an intermediary which contributes to in
creasing the price of the product. Unfortunately, this argument is often 
based on incorrect calculations made by a manufacturer who considers 
the visible posts only (e g provisions), who altogether omits shared 
costs for administration and sales, and who forgets the fact that the 
sales increase is a result of the contribution made by the trading house. 
Distribution and marketing are a particularly frequent subject for un
derestimation.

It should also be remembered that, even for a well-established trad
ing house, the introductory sales work for a new product often consti
tutes a kind of investment that may not be recovered before the second 
or third year after the introduction.

If the manufacturer has chosen the "right” trading house and given 
the "right” shape to the ensuing collaboration, the advantages — in 
terms of increased sales or lower costs — should outweigh the estimated 
costs for the manufacturer getting established on the market himself.

With which markets should the trading house be entrusted?
In different parts of this book, the factors which should be the basis of 
a company’s market choice have been dealt with. In this connection, it 
is explained how the different countries are ranked, with respect to 
sales opportunities for the product in question and as to the market 
conditions (standard of living, population, climate, political stability, 
ability to pay, etc). Having made such a comparison, a company will



observe that a number of countries stand out as suitable export mar
kets for the particular product.

With the company’s own resources (export, experience, knowledge of 
languages, financing ability, liquidity, manufacturing capacity, staff 
capacity etc) as well as its objectives and plans (the projected develop
ment of the export sales, the expected economic result, etc) as a point 
of departure, a breakdown into markets for direct export and export by 
way of trading houses can be made.

The choice of distribution channels should here, as in any other case, 
be based on calculations of costs/revenues for a determined period of 
time.

Such a calculation can be made in the following way: A company 
which is considering alternative export through a trading house, 
should in the first place try to make clear what effects this alternative 
would produce in terms of costs.

In practice, the calculation is more complex since costs in connection 
with invoicing, correspondence etc, which are shared by several prod
ucts and/or activities, are often difficult to identify and estimate.

In general, production and advertising costs are not affected; the 
costs for discounts and provisions (in reality a negative revenue) in
crease, whereas the remaining costs are charged to the trading house. 
In addition, these costs are reduced, thanks to certain large-scale 
advantages obtained by several products sharing the costs for travel, 
handling of documents, etc, and as a result of the freight rates usually 
decreasing as the quantities increase.

Example: Costs for a predetermined export volume

Cost item Export through a 
trading house

Direct export

Manufacturing costs 0 0
Sales costs (salary costs for invoicing, corresponden- — +
ce, exportr-technical formalities)
Advertising costs 0 0
Discounts and provisions + -
Travel expenses - +
Salary costs for export staff 0 0
Transport and forwarding charges — +

However, even the revenues are altered: The trading house charges the 
manufacturer for its services in the form of an increase in the price, or 
as provisions, and a comparison should be made between the contribu
tions (the estimated total revenue minus the above mentioned variable 
costs) for the two alternatives. As pointed out earlier, the trading house 
may often, thanks to its knowledge of the market, get the manufactur
er a better price than would be the case if the manufacturer were to 
make the required market investment, especially if the market is lim
ited. When comparing the total costs, one should take into consider
ation the above referred to "invisible” items in the form of reduced 
risks, when introducing the product on a market unfamiliar to the 
manufacturer.



How does a trading house work?
The number of trading houses has been reduced during the last few 
years, as a result both of the general tendency to work with larger and 
less numerous units, and of the difficult business climate with in
creasing competition and narrowing margins. The trading houses pre
sent considerable differences among themselves, and it is therefore re- 
commendable first of all to familiarize oneself with the specialization 
of any trading house that one would consider for export collaboration.

The group of product specialized trading houses is dominated by 
companies that export forestry products (pulp, paper, wood products, 
etc). The market specialized trading houses usually concentrate their 
activity on one or more distant markets, or on markets which in some 
other respect are complicated to approach, e g Iran, Japan, Africa or 
groups of countries, for instance in the Far East. In these cases, a col
laboration often takes place between the offices of the trading house in 
a specific region, among other things, concerni ng technical specialists 
and for collective shipment to a regional stock.

The major trading houses work with their own subsidiary companies 
- sales offices - on the most important markets, and with agents in 
other places. They also have technical staff at their disposal. Usually 
they maintain special departments for different lines of business. As 
the trading house works for several clients/companies, a direct devel
opment even of less important markets may be carried out at a reason
able price.

More and more, today’s trading houses are working with imports. 
There are several reasons for this. The trading houses, through their 
export activities, have got to know countries which, little by little, have 
built up an industry of their own, enabling trade in both directions. 
Knowledge about local customs, contacts, etc is of importance, the ex
port customer and the import supplier are often the same person, the 
exchange costs are lower when there is an internal balance of trade, 
and (not least) the local trading house office gets more "popular” in the 
host country when it contributes to earning foreign exchange and to 
creating jobs. This applies particularly to developing countries and to 
countries with state supervised trade, which often strive for bilateral 
trade balances.

It is difficult to make any exact calculations concerning the export 
invoicing from the 50, or so, existing trading houses in Sweden, but it 
has been estimated to amount for at least 5 per cent of total Swedish 
export. In the middle of the fifties, this export amounted to 15-20 per 
cent. Improved communications, more profound knowledge about the 
market and about foreign business in general, have contributed to 
Swedish manufacturers carrying out, to an increasing extent, their ex
port business themselves.

What kind of service does the trading house offer?
Its knowledge of the market is usually singled out as its greatest asset. 
Even though the degree of knowledge varies according to special
ization and sales form (a sales office of one’s own or an agent’s), the 
trading house should be able to give information on competitive condi
tions, distribution channels, sales promoting measures, payment



practices, etc. Knowledge about a certain country’s "business culture”, 
as regards negotiation technique, informal information channels, cus
toms, etc, is often - especially as far as more exotic countries are con
cerned - a prerequisite for success in selling.

As mentioned earlier, the trading house may also take on services 
relating to export-technical formalities (shipping documents, customs 
invoices, insurance policies etc), as well as assuming the responsibility 
for the packaging, marking and means of conveyance in conformity 
with the requirements in the country of destination. In reality, this 
means that the liability for the product has been freely taken over from 
the factory or FOB. The major trading houses have very efficient ship
ping departments, something which is of utmost importance in periods 
of intense business activity, when finding cargo space is difficult.

The payment for the goods can be collected in Swedish crowns in a 
Swedish bank, whenever the business house has assumed the ex
change and credit risks as well as the responsibility for financing.

For export to Eastern Europe, there are often requirements for coun
terpurchase, which may cause the Swedish exporter not only incon
venience, but also additional expense. The trading house, in its double 
capacity of exporter and importer, is able to act as "clearing organ” in 
counterpurchase transactions, provided that it has been contacted at 
an early stage of the manufacturer’s negotiations.

The trading houses often keep inventories of spare parts, in particu
lar if they have subsidiary companies of their own abroad. Moreover, 
the better organized trading houses also have service workshops.

Especially for minor and middle-sized industrial companies, having 
trading companies with knowledge of more "exotic” languages within 
easy reach can be very valuable. In addition to being in charge of cor
respondence and direct contacts with foreign customers, the trading 
house may translate or check translated printed matter, not only from 
a linguistic point of view, but also with respect to customs, political and 
cultural values etc.

A final - but nonetheless essential — point: All communication with 
the business house may be handled by Swedish-speaking staff. Inquir
ies, complaints, etc may be tackled by way of telephone calls or visits 
to the Swedish headquarters. In general, there is Swedish-speaking 
staff at the subsidiary office abroad as well, otherwise there is at least 
local technical staff used to working with Swedish products.

How does the collaboration between manufacturer and trading 
house function in practice?
In former years, it was not unusual that the manufacturer handed over 
the products to the trading house, which then - quite independently - 
took care of marketing, pricing, etc. Today, export sales are to a high 
degree based on the close collaboration between manufacturer and 
trading house. The trading house should be considered as a part of the 
manufacturer’s export department, having the same rights and re
sponsibilities with respect to information as compared to other deci
sion-making parties within the company.

The first contact with a trading house may result in the information 
that



- The product does not fit into the assortment of the trading house, or 
into the markets which are covered by the trading house

- The capacity of the trading house does not allow for taking on fur
ther products
- The product presents a certain interest, only after some mod
ification

In the third case, the trading house, in exchange for the promise of the 
exclusive sales right on the market in question, offers to examine the 
sales opportunities for the product during a certain period of time, for 
which no charge will be made.

A manufacturer who considers collaborating with a trading house 
should inform himself on the following points:
- What reputation does the trading house have?
- What are the economic and staff resources that make the trading 

house particularly qualified to take care of the export of my prod
ucts?

- Which markets are being worked upon?
- How are market research and development carried out?
- Who will act as contact man?
- What other agencies does the company have within closely related 

fields of the manufacturer’s production?
- How do my products fit into the present assortment of the trading 

house?
- What sales volume of my products can be expected on the markets 

which the collaboration would cover?

It is only natural that discussions arise between management and 
trading house when the first achieved results are compared to the ex
pected. Very often, the parties have from the beginning put up some
what too optimistic budgets with a view to a number of obstacles that 
could not easily be foreseen. If the manufacturer is dissatisfied with 
the result, he should therefore, together with the trading house, try to 
make a very thorough study of the possible reasons for the poor sales 
picture (whether the product is appropriate to the market or not, the 
price, special difficulties concerning the market, altered conditions of 
competition).

Current collaboration between a manufacturer and a trading house 
is, for reasons of tradition, in many cases still based on a gentlemen’s 
agreement, without a written contract. Manufacturers, who have had 
some experience of export, usually have worked out "model agree
ments”, on which the negotiations for a written agreement will be 
based. In this context, we refer to another chapter of this book.

For technically advanced products, where the trading house re
quires the support of specially trained staff to market, the parties are 
recommended to negotiate an agreement covering a period of several



years (3-5 years). This guarantees a certain continuity as well as bet
ter-balanced contributions using resources of both parties especially 
during the important introduction period.

It could for this very reason be suitable for manufacturers of tech
nically complicated and service-requiring products, temporarily to 
place specialists of their own at the trading house’s subsidiary abroad, 
or, where appropriate, at their regional company. These specialists will 
then be able to offer their support to a number of markets during the 
introduction period. Another form for intensified collaboration is when 
the trading house sends staff of its own to be trained by the manufac
turer’s specialists.

A mix of subsidiaries and trading houses - a flexible solution
In this field, it is important not to be too categoric when giving form to 
an idea. For large manufacturing companies with a wide and competi
tive range of products it can be taken for granted that markets with an 
interesting potential should be developed by members of the company’s 
own staff. If the Swedish producer is a middle-sized company, or if the 
product in question could be considered simply as an interesting com
plement to a larger group of products, the idea of assuming the intro
duction and sales work yourself might be less evident. A choice of situ
ations, dependent on the assortment, market potential and company 
long-term strategy, will therefore present itself. With ambitions for re
alizing quickly significant market potential, a company may, for a cer
tain geographical region, obtain good results by combining its own sub
sidiary company (for the largest market) with a trading house 
collaboration for the smaller ones. At the same time, the manufactur
er’s subsidiary should be entrusted with a supervising and co-ordina
ting function for the region in question.

Subsidiary companies with a "trading house mentality”
The preceding section finally leads us to the question whether a certain 
amount of "trading house mentality” can be developed in the subsidi
ary, where it could contribute to creating a special kind of business at
titude as well as to increase the total business volume and profit of the 
subsidiary itself.

It is a well-known fact that the product division manager of the par
ent company usually has very little faith in the capacity of the subsid
iary company of selling so-called "alien products” (i e products not 
manufactured by the parent company). It is feared — rightly or wrongly 
that the resources of the subsidiary company, in terms of management, 
sales staff, storage space and capital, will be employed for other prod
ucts to the detriment of its "home” sales. The subsidiary probably 
claims that the "alien products” have been chosen in order to support 
the sales of the parent company, within the framework of a more 
competitive, complete "package”, or simply because one has to meet 
the product range of a key competitor. It goes without saying that deci
sions on this question can be made only after exhaustive discussions 
between the concerned parties, since no standard solution exists. How
ever, in order to accept the "trading house mentality” of the subsidiary



company, the parent company will most certainly establish that one or 
several of the following conditions are fulfilled.
- the "alien products” should provide clear synergy effects for the sales 

of the company’s own assortment
- "alien products” should be highly profitable
- "alien products” must not require any major changes in the existing 

storage arrangements
An "assortment amplification”, which is kept within strict investment 
limits, can be accepted as a legitimate trading house activity at the 
subsidiary level. It is, on the other hand, more rare that a subsidiary 
manager with a "trading house mentality” gets any response to an 
interesting business idea which does not directly concern the products 
of the parent company.

The future development of the trading houses
Already now, some fields of activity where the trading houses will play 
an increasingly important role can be observed.

For markets where the export of goods is not very profitable, license 
sales may constitute an interesting alternative. In addition to procur
ing contacts, the trading house may look after the interests of the li
censor in connection with contract establishment - as well as during 
the negotiations with the licensee. Since this kind of transaction en
tails a whole series of legal and financial problems, the trading house, 
with its knowledge of local conditions, serves an extremely useful pur
pose.

Package deliveries constitute another domain of increasing impor
tance. Here, the trading house may co-ordinate offers from a number of 
industrial companies and function as intermediary to foreign buyers. 
Package deliveries are demanded among other things by the different 
specialized agencies of the United Nations, for public purchases in the 
developing countries, and, to an increasing extent, by large private 
companies, such as shipyards and oil companies. For deliveries of com
plete industrial plants, the trading house may co-ordinate both know
how and equipment sales.

Specialization within certain customer categories or lines of busi
ness can be expected to increase (e g sales to department stores, oil 
companies, and the ship-building industry ). Because of the expense, 
these customers want to limit the number of supplier contacts; the 
trading house has a centralized product supply to offer the buyer; and 
the seller, by exploiting the trading house, may get into contact with 
certain customer categories which would otherwise be extremely diffi
cult to reach.
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Systems sales
by Jens Lindberg, Alfa Laval AB

In systems sales, the seller offers a combination of products, problem 
solutions and services which together cover a complete function or part 
of a system in the client’s business. The extent of the responsibility can 
vary from one case to another. This activity is also frequently called 
plant sales or contracting. Most of the time the sellers are companies 
in industrialized countries while companies in OPEC, COMECON or 
developing countries often are the buyers, but companies in other 
countries can of course also be buyers. The projects are in some cases 
very extensive and therefore easily attract a great deal of publicity, but 
they may also be smaller, covering partial processes in a large factory.

According to a study made at the Swedish Department of Industry 
(1977), nearly half of the projects represented a value of less than 25 
MSEK. To the picture should also be added the fact that many compa
nies are involved in their capacity as subcontractors. In 1977, systems 
sales exports amounted to about 7,000 MSEK, corresponding to about 
5 % of total exports. It was at that time anticipated that the sales would 
increase for the following reasons:
- Growing investment needs in developing countries and in countries 

with centrally planned economies
- Continued strong import trends, mainly in developing countries. 

Conditions in the buyer’s market for far-reaching demands on total 
responsibility by the contractor.

- The buyer’s technical/organizational competence was seen as being 
increasingly less adapted to project investment management (in de
veloping countries, there is a lack of project management experi
ence).

- Tough international competition requires a high level of efficiency 
at the plant site.

- The technological development leading to increasingly advanced 
systems and production processes.

However the development has not been as positive as expected, for the 
following reasons:
- The international debt crisis has resulted in debtor as well as lender 

countries becoming much more restrictive in their credit transac
tions.



- Oil prices have been exposed to a downward pressure, something 
that forced many OPEC countries to lower the level of their ambi
tions as regards development plans.

- Subsequent to the nuclear power accident at Three Mile Island, 
studies of nuclear power projects have come to a halt. A major mar
ket segment has consequently been eliminated.

- There is a greater awareness of the difficulties involved in transfers 
of technology.

Due to the above trends, many companies investing in systems sales
have had to revise their plans and reallocate their resources.

What does systems sales imply?
Some examples
The sales object is generally a combination of components (e g ma
chines), the knowledge how to combine these components to a complete 
process and various degrees of assistance in creating the equipment 
and starting up this process. The scope of the contract can consequently 
vary from a smaller partial process accompanied by the necessary 
documentation, advice and assistance in assembly and start-up, to to
tal responsibility for a turn-key deal, covering everything from ground 
planning, factory construction, etc up to and including entire respon
sibility for erection of processing machinery and service equipment 
(type steam and electricity) as well as assistance in running the plant 
for a certain period of time. The concept of systems sales thus covers 
projects worth one or a few million Swedish crowns up to others in the 
billion class. The project contractor can be a company (with various 
subcontractors) or a group of companies.

Let us return to an example. The contracted equipment is probably 
delivered at a determined price. The client takes charge of the equip
ment ex transporting ship (FOB, i e free on board). The contractor has 
probably arranged to have the equipment accompanied by documen
tation on the installation, such as foundation drawings and those 
showing connections to pipes and electricity. It goes without saying 
that the documentation also includes all those manuals which explain 
how to run the installation, its maintenance, etc. A certain supervision 
as well as start-up of the plant have also most probably been agreed 
upon in the sales contract.

Equipment guarantees and performance guarantees
In order to safeguard the client’s interest, various types of guarantees 
are usually agreed upon. The equipment guarantee implies that the 
contractor is liable to replace faulty machines or machine parts for a 
certain period of time. The performance guarantee generally stipulates 
that the contractor guarantees equipment capacity and product qual
ity. In case of deviations from the performance guarantee, the contrac
tor is likely to have to
- try to correct the defects, or



- pay indemnities at rates previously agreed upon, or
- cancel the deal.
Many performance guarantees include all the above-mentioned possi
bilities, depending on the gravity of the defect. A further fixed damages 
clause is probably also included, indicating how to compensate deliv
ery delays.

Payment and financing
The conditions of payment are generally laid down as follows:
- Advance payment amounting to about 15-30 % of the total amount.
- Payment in connection with shipping, e g through a letter of credit.
- Credit itself, e g seller’s credit.
There are naturally cases without any credit arrangements at all and 
others where the client arranges the credit himself at his own bank or 
via a so-called bank-to-bank credit.

Due to the fact that the interest rates are high (spring 1986), the to
tal interest costs involved in the project are high for the buyer. That is 
why low interests would be an important competitive argument. In 
order to avoid distorted competition, an agreement has therefore been 
made to apply internationally effective interest levels, the so-called 
consensus interests. These result in credits at lower interest, mainly to 
developing countries.

An important part of the financing solution are the financial guaran
tees. The aim of the guarantee is to protect buyer and seller if one of 
them interrupts the payment process. These safeguards are usually 
guarantees established by commercial banks or commercially operat
ing guarantee institutions. They can also be established by such state- 
organized, and subsidized, guarantee institutions as EKN in Sweden.

General sales conditions
In order to establish a certain order in the conditions of contract appli
cable at delivery, various branch associations and international 
organizations have worked out appropriate standards. One example is 
the General Conditions for the Supply of Plant and Machinery for Ex
port, standard 188, prepared under the auspices of the United Nations 
Economic Commission for Europe, Geneva, March 1953. These or other 
similar standard conditions are often attached to the sales contract. All 
other conditions applicable to the project in question are laid down in 
the sales contract.

Scope of the deal
As indicated in earlier accounts, the scope of delivery can vary substan
tially. It goes without saying that the contractor is interested in the 
area in which he claims to have specific competence and be particularly 
competitive. This basic area can then be extended more or less, depend
ing on the client’s and the contractor’s requirements. An extended



scope of the deal naturally means more business for the contractor, but, 
on the other hand, the risks are increasing at the same time as the 
average margin is likely to be reduced. This means that the contrac
tor’s responsibility becomes clearer to the client and at the same time 
the latter does not have to get involved in various coordination prob
lems. Against this stands the fact that it may be possible (at least 
sometimes) for the client to obtain these parts locally, at a lower pur
chase price.

Establishing the price
Prices are usually calculated on the basis of the costs incurred by the 
contractor’s various obligations (hardware or software). The additional 
charge is subsequently adapted to the market situation, either for the 
whole project or for various parts of it. Certain partial processes or ma
chines might take a higher additional charge.

Special difficulties in calculating a sales price for a project are 
caused by the following circumstances:
- Exchange rates. The variations in exchange rates can be consider

able. If, for example, a major part of the costs are incurred in one 
currency and payment received in another, the whole margin and 
even more may be lost if the exchange rates develop unfavourably. 
There are various methods to handle this. Basically, the objective 
should be to try to free the profitability of the project from exchange 
rate variations as far as possible.

- Inflation. During the period of sales negotiations, inflation repre
sents a threat for both buyer and seller. The seller’s estimates are 
constantly eroded by inflation and simultaneously the client feels 
that inflation pushes up prices. When the agreement has been con
cluded, it is important that the inflationary calculations be main
tained.

- Project timetable. A delay of the project (at a determined price) can 
become expensive for the contractor if staff is tied to it for a longer 
period of time than calculated, without a possibility to charge the 
client.

- Taxes and fees in the country of the client. It may be difficult for the 
contractor to know of all costs of this kind which may come about. In 
many cases legislation may also be unclear and nobody can tell in 
advance what is going to be applicable regarding a certain type of 
tax. As a rule, the contractor tries to solve this problem by adding 
taxes and various other official fees to the price or by stipulating 
that they be paid directly by the client.

- Financial costs. Various types of financial guarantees incur high 
costs, i

- "Facilitating” costs. In many countries with differing cultural pat
terns, gifts and "handshakes” may be necessary in order to promote 
a project. We may sometimes find this to be at the limit of what we 
consider as proper, but in the client’s country the custom may be re
garded in the same way as we look upon tipping.



- The clients obligations. The client has assumed a number of obliga
tions in the contract. Due to various difficulties, clients may not be 
able to fulfill some of them or may even in some cases be unwilling 
to do so. In such a case the contractor may be forced to give assist
ance with a view to avoiding a delay of the project. Such matters 
must also be taken into account when the estimates are made.

- Uncertainty. However carefully the estimates are made, there will 
always be a number of details which cannot be foreseen but will cer
tainly occur. A percentage covering unforeseen costs (contingency) 
must also be included in the calculations.

Becoming an established systems contractor
To handle systems sales means working at an international market. 
Contractors are often major industrial concerns in the western world, 
but they can also be smaller, specialized companies in one branch re
quiring sophisticated technical know-how. Somewhat simplified, one 
can say that there are four types of companies in this market:
- Components contractors who have developed into becoming systems 

contractors.
- Companies in the branch selling the know-how they have acquired 

in their own plants.
- Main contractors.
- Construction companies which have developed from building indus

trial plants to including the "inside” as well.
Somewhat simplified, it can be stated that the Swedish companies to a 
large extent belong to the first, second and last category.
The basis for the activity has probably been good technical knowledge 
or a good project management competence. The reasons why contrac
tors engage in systems sales have mainly been the following:
- It can be an effective way to work for the seller who can arrange a 

satisfactory coordination of relations between various suppliers.
- Another reason may be the expansion potential. More machines can 

be included and know-how can be sold as well.
- By delivering systems, a contractor avoids both competing only at 

the level of component sales and becoming a subcontractor to some 
other systems contractor.

- By supplying systems, a closer and more long-term relationship is 
established between contractor and buyer. Systems deals lay the 
foundation for future management agreements, service agreements, 
etc.

The client’s reasons for making a systems deal may be:
- By acquiring knowledge with the systems contract, the knowledge 

is acquired outside the client’s own company. This knowledge can be 
project management as well as technology.



- Security. The systems deal means that there is a company respons
ible for a larger unit. The client who buys the components directly
actually takes on the whole responsibility.

The first of the above-mentioned reasons concerns mainly companies 
in developing countries while the second is relevant also to companies 
in developed countries. At the acquisition of a nuclear power plant, the 
power plant company itself is not likely to take on the responsibility 
but makes the acquisition from some major contractor.

The role of the representative
The above illustrates the complexity of the sales process. A represent
ative cannot easily learn all its technical aspects; he must have under
standing and feeling for what the technology offers but more impor
tantly he must transmit to the client the impression of a reputable and 
experienced contractor with wide-reaching experience. Perhaps this 
could be called a reinforcement of the contractor’s image. However, the 
major role of the representative is found at another level. He should 
transmit knowledge about the client and the client’s world to the con
tractor. We often speak here about bridging cultural gaps e g between 
COMECON or OPEC countries and the Swedish contractor. The repre
sentative should know the client, how the client’s organization is influ
enced and how business is promoted with the client and within his 
country. These are issues relating to the specific country which an 
international systems contractor cannot know of. Without this piece 
of the puzzle, no project can materialize. Not even the most superior 
technology sells itself. To win a project is not a matter of objective tech
nical competition, but a sale which also includes many "irrational” in
gredients. It is the representative’s task to understand and handle 
them.

Consequently, the representative’s work consists largely of setting 
up a good network of contacts, to listen constantly and to interpret cor
rectly the local signals. Only then is it possible to do the right thing at 
the right time.

Moreover, when the order has been received, the representative has 
an important function in assisting the contractor in all the practical 
work to be done in order to fulfill contractual obligations. Such matters 
can concern rapid ratification of all the required documents, arrange
ment of import formalities in the local bureaucracy, organization of 
housing and transport, and many others.

In the course of the project, a number of difficult situations are likely 
to occur. It is important for the representative to understand and inter
pret the client’s requirements in the correct way and help the contrac
tor work out proposals to solve the problem.

Sales and purchase procedures
A sale of this kind is often time-consuming. The time required for the 
sale alone can stretch upwards of six years. Then comes the actual real
ization, i e construction and start-up of the plant, which may take sev
eral more years. This means that initial conditions change several 
times while the sales and implementation work are progressing.



Technical, financial and political conditions prevailing at the begin
ning of the project may change totally before completion of the work. 
The project managers may be replaced a number of times for both the 
client and the contractor. It goes without saying that this creates prob
lems, but it can also offer new opportunities for the project to be devel
oped in a positive manner.

Many of those working at the client level can be involved in project 
decisions and management only once in a lifetime. Some of the persons 
involved may therefore partially lack knowledge and experience in 
this type of business transaction. The conditions are different at the 
contractor level. However, the plant may be specifically designed for 
the needs of one particular client, so that the project itself will contain 
new features for the contractor as well.

A process expert must keep his technical knowledge up to date and 
preferably have some advance on that of his competitors. This does not 
mean to say that it is possible to experiment with various technical so
lutions when it comes to major contracts. Once a contract is concluded, 
there must be complete certainty that the technical solution will func
tion well. The consequences of possible technical problems are consid
erable, as a small, badly functioning detail may jeopardize the whole 
system. From the client’s point of view it is therefore important to find 
a contractor with reliable technology and stable finances. The conse
quences for a client who acquires a plant which does not function satis
factorily are almost unsurmountable. A client concluding a contract 
cannot get sufficient guarantees to be indemnified if such problems oc
cur. It is of importance for the client to find a contractor whose finan
cial situation is absolutely stable. If the contractor chosen by the client 
meets with financial problems while setting up the plant, this may lead 
to extensive financial damage for the client. It is difficult, if not impos
sible, for a client to find another contractor who can take on the respon
sibility for continued supplies and construction of a plant. Every con
tractor has a technology which is unique in many respects, and the 
difficulties for a new contractor to enter the project are considerable.

In summary, one can say that a project passes through the following 
approximate stages:

1. Advance study. At the outset, a rough framework for the project is 
developed i e investment size, profitability, alternative technical 
solutions, etc. This is done with varying precision from case to case. 
The advance study generally results in a formal definition of the 
project, its division into various sections and the potential listing of 
contractors and project financing possibilities and, finally, a profit
ability study.

2. Choice of contractor. Based on the information gathered in the ad
vance study, a specification is worked out and, in certain cases, de
tailed conditions of purchase as well. These documents are handed 
to a number of possible contractors, often at least three, for tender
ing. The contractors who study the project are often forced to make 
minor changes in the specification or the conditions offered. A suit
able balance must be sought in the changes. Major and too far- 
reaching alterations can make the client lose interest and too small



adjustments might force the contractor into technology or sales con
ditions less suitable to him.

3. Final negotiations. After studying the tenders as to technology and 
price, the client calls one contractor, possibly several, to final nego
tiations. Even at this stage, the client may wish to make changes in 
the technology, propose other delivery dates or put forward further 
- sometimes major — alterations such as, for example, doubling or 
halving production capacity. As such changes are very time-con
suming, this is a period of intense activity for the contractor. Paral
lel to these talks, sales conditions and prices are being discussed.

Due to the scope of the process, people with greatly varying experience 
in different areas are often participating. Examples of staff groups be
coming involved in a major project are: salesmen, process technicians, 
construction experts, draftsmen, purchasers, assembly staff, start-up 
specialists, finance experts, lawyers, etc. Correspondingly, a large 
number of various institutions are involved at the contractor as well 
as at the client level. Examples of such institutions are: banks, state 
credit guarantee institutions, subcontractors delivering various par
tial systems, branch organizations, state and municipal bodies in the 
country of the buyer, haulage contractors and forwarders. In the course 
of the process, the project center of gravity is moved from technical 
matters at the outset to matters regarding sales conditions and price 
at the end. This means that different experts are more or less impor
tant at different stages. At an early stage, marketing men and tech
nical experts are important, while negotiators and lawyers play a deci
sive role at a later stage. ________

When a project has reached the stage where the client is seriously 
interested in it, considerable contributions are required from the con
tractor. A contractor is almost always willing to put a high stake on a 
project which seems likely to be realized and where his chances as a 
contractor are good. One of the greatest problems in connection with 
systems sales is that there are projects on the market which will never 
be realized, owing to lack of financial possibilities or for some other rea
son. That is why it is important to keep the costs for processing these 
projects as low as possible while giving much support to those projects 
which offer good chances for realization. The representative has an im
portant role to play here. It is difficult for a contractor to estimate 
which projects (and potential clients) may materialize. A good rep
resentative makes a critical assessment of his clients so that the con
tractor does not work on unrealistic projects.

Personal sales work is very important. Good personal relations be
tween the leading figures at the client and the contractor level facili
tate matters considerably. The representative has an important task 
to assume here.

One interesting aspect of systems sales is that client and contractor 
are partners and counterparts at the same time. The role as counter
part is natural, the relation being client/contractor. They are partners 
in the sense that they are going to build a plant together. Obligations 
of both parties inevitably interact in such a way that a good cooper
ation is established, an absolute necessity for both of them. If this re
lation deteriorates, the two parties can "block” one another in such a



way that the project is delayed and the costs increased, to the detri
ment of buyer as well as seller.

The backgrounds of seller and buyer often differ. The differences can 
be those existing between industrialized and developing countries or 
between different cultures, implying semantic differences due to differ
ent languages or abilities to use a common language such as English. 
That is why there is a great need for far-reaching tolerance with a view 
to avoiding friction, and it is necessary to be "over-explicit” in all com
munications. A great many conflicts between buyer and seller turn out 
to be based on pure linguistic misunderstandings. The representative 
can assist in overcoming this.

The sale/purchase process is costly for both client and contractor. 
Many times it is therefore of common interest neither to complicate 
this work unnecessarily nor to delay it. Sometimes this means that a 
client wants to purchase equipment from a certain contractor but is 
forced by the government authorities into a tendering proceeding, al
most a formality in such a case when the client has already made his 
choice. A client can also always "help” the supplier he prefers to win 
the contract.

For the successful conclusion of a project, both contractor and client 
must fulfil their engagements. The prerequisite of a good business deal 
for the contractor is that the client is successful too. A successful client 
often has the following characteristics:

- There is a key person in the client organization with good contacts 
and great influence, who rapidly and efficiently can solve problems 
occurring in relations with state authorities, banks or local subcon
tractors. Sometimes it can be difficult for an outsider to assess the 
strength of the position of these key individuals.

- Around this key person there is a group including experts who can 
solve unforeseen problems and who will grow with the task. We have 
already mentioned that it might be the first and only time that the 
client makes this type of investment. It is therefore particularly im
portant that these experts are motivated and that they develop with 
the project. In countries with a centrally planned economy, it may 
sometimes be hard for the client’s management to motivate such a 
group of people. It may equally be difficult for these persons with 
expert knowledge to reach leading positions if they lack the right 
political backing.

- Good linguistic knowledge. A great deal of written and oral com
munication (project documentation and negotiations, respectively) 
is required when a project is being realized. This can of course be 
handled with the assistance of an interpreter, but interpretation 
means reduced efficiency and an increased risk of misunderstand
ing. Moreover, the possibilities of direct personal contacts between 
client and contractor are more limited in such a case.

In the course of a project it may happen that contentious issues arise, 
requiring great patience of both parties. The contractor must of course 
bear in mind that the client is actually paying for the project and there
fore must be treated with extra respect. An unhappy dismantling of a



business deal can easily affect other, future transactions. To this 
should be added that if a business deal is wound up, client and contrac
tor can block one another, with extensive damage to both as a conse
quence. An amicable arrangement is therefore nearly always to be pre
ferred. The contracts signed are likely to carry an arbitration clause. 
Very few contractors wish to be involved in arbitration, however, due 
to the bad will which goes along with it, but also for the simple reason 
that arbitration is time-consuming and inevitably expensive. It is 
probably also typically Swedish to seek a compromise and to carry on 
rather than to push the issue into a blocked position and an upsetting 
conflict. How tough negotiations are can vary a lot from one case to 
another.

Some conclusions regarding systems contractors
An internationally well-reputed plant contractor receives a great 
many inquiries from all over the world. In cooperation with the repre
sentative, it is therefore very important that he assess the possibilities 
of realizing the various projects. Projects which present poor prospects 
of realization must be sorted out in such a way that the client does not 
feel neglected. It is important to concentrate effort and only make an 
offer in cases where the prospects are reasonable. As for the other proj
ects, the client should merely be given an estimate of the project costs, 
a "ball-park” estimate. The tendering itself can be standardized so that 
the cost per tender remains low. The sales costs are involved in the next 
stage, however, with the personal sales approach, where it is necessary 
to concentrate on a few serious clients.

A client who is interested in purchasing a plant goes through a deci
sion process. For a successful systems contractor it is important to help 
the client take decisions by supplying him with the basic documents 
for the decision and also by showing willingness to assist him in the 
evaluation. It can often be advisable to make a feasibility study - pre
ferably against payment! It may also be important to assist the client 
in convincing authorities and financing institutions of the feasibility 
of the project and the client’s suitability to carry it through and to give 
proof of one’s knowledge as contractor to these institutions.

Due to the international character of systems sales it is necessary to 
have reliable contacts which guarantee that the contractor does not get 
into an unfavourable position. One important requirement is a safe 
payment mechanism with a positive cash flow which can be influenced 
as little as possible by the client as long as the contractor meets his 
obligations.



Service internationalization: 
trade in thoughtware
by LeifEdvinsson, Consultus International AB

Business transitions
Services and so-called invisibles are growing in international trade. A 
producer that has only hardware to build his business around, will find 
an ever increasing price competition. The service content in deliveries 
is increasing. This is explained by the orientation towards supplying a 
functional delivery, rather than just a hardware delivery.

The value-added of a delivery today is determined much more by the 
services around the product than by the product itself. For example in 
the pharmaceutical industry, 30 % of the value-added in 1980 was cre
ated in manufacturing, but 70 % was formed in R & D, after-sales serv
ice, training, marketing, management etc. By 1990, the part of man
ufacturing in the value-added is predicted to climb to 80 %. The conclu
sion for you is that, if you want to upgrade your ability to compete, you 
have to concentrate on the service content, or thoughtware content.

The business system of today is undergoing a drastic transition 
where the internationalization of services is a most influential factor. 
This new business environment is built on, among other things, the 
following:
- The growth of a society with thoughtware and services externalized 

from the hardware sector
- New types of business formats and business relationships with sup

plying systems incorporating new types of subcontracting and new 
intermediary organizations

- New demographical structure with new procurement groups such as 
professional buyers of services as well as the so-called yuppies 
(young professionals), as well as older wealthy people.

In this new business environment it is necessary to find ways to:
- create accessibility for the thoughtware and service content
- create relationships that will facilitate the flow of invisibles
- create commercial innovations that will give a persistent and 

widened flow of income.
It has, however, shown to be a very demanding task for product and 
hardware oriented companies to switch to the soft- and service oriented 
deliveries. Tradition is a strong counterforce. One of the largest thresh
olds is in packaging and pricing of the invisibles. Another complication



of this is also the increasing cost for the "soft” augmentations of the 
delivery, due to the cost of competence, cost of labor and the decreasing 
life cycle span for services.

International trade
International trade in services is today 25 % of the world trade and 
growing. International trade in services in 1981 was about 585 billion 
US dollars. It is strongly dominated by the developed industrial coun
tries. According to the International Monetary Fund - they account for 
85 % of the world trade in services - 93 % of all service export origi
nates from only 35 countries. The leading countries are USA, France, 
Great Britain, West Germany, Belgium and Japan.

Of the total service trade, 38 % was capital income, 23 % transpor
tation income, 17 % tourism and 22 % miscellaneous. The major deliv
ery formats for services are either across-the-border trade or so-called 
local establishment trade. A growing proportion of the future service 
trade might be linked to establishment trade and consequently be reg
istered as capital income.

The reason for the growth in international trade in services is the 
growth of domestic service industries in most countries. A growing pro
portion of GNP, consumption and employment is in the service sector. 
For the leading economies, those proportions are around 50-65 %.

However, international trade in services is not covered by any kind 
of regulation and liberalization like GATT. There are a lot of obstacles. 
According to some figures, there are around 2 000 listed trade barriers 
for service trade. Those barriers might be summarized by the following:
- difficulties for a foreigner to establish a company on a foreign mar

ket
- local discrimination against foreign service deliveries
- obstacles related to crossing the borders with services.
To liberalize the trade in services, there are strong forces advocating a 
start to negotiations around this. This is a long term process and to be 
discussed mainly within OECD, GATT and UNCTAD.

Pure service trade is very difficult owing to a lot of counterforces. It 
is invisible, difficult to evaluate, difficult to apply and use. It is complex 
to generate cash volume flow over long time periods.

Service export has, however, preassumptions to be developed from 
most areas of advanced business society. This is based on the phe
nomenon that there is a very strong generic relationship between serv
ices and goods in the overall production process. The growing service 
society is a consequence of an industrial success creating markets for 
externalized industrial services and new consumer services.

What seems to be the major asset for international trade, is, how
ever, so-called thoughtware. This means a combination of services and 
competence around hardware, capital and so forth.

Already today, it is estimated that 13 % of the turnover of the indus
try within OECD is used for external purchase of so-called industrial 
services. Consequently, a very powerful business potential and income 
source exists for trade in services in combination with hardware. The 
magnitude of this international trade development is today hidden in



the traditional national accounting system. Thoughtware is usually 
registered as hardware, if registered at all.

Competitive factors
The competitive advantages of trade in services and thoughtware ap
pear to be found in the following key factors:
- the organizational technologies such as self-service, encounter sys

tems or application centers. This is valid both for franchising chains 
such as the 6 000 McDonald’s outlets and for the 25 robot centers of 
ASEA Robotics.

- the infrastructure or service climate for supply and delivery of serv
ices such as local availability, transportation systems for infor
mation, etc. Today, it is not longer railroads or motorways that we 
need, but rather means for transportation of information and decen
tralized rapid communication, such as data highways. Efficient 
means for gathering, retrieving, transporting and upgrading of in
formation are also required. We need "software harbours” rather 
than hardware harbours, such as the Swedish space corporation for 
communication of photos from satellites.

- reference basis or touch basis for the interaction between the service 
supplier and the buyer to make the thoughtware content tangible 
and valuable. The purpose of this is to make the difficulties and ob
stacles for delivery and application of services less troublesome and 
to make the transaction and usage of information an economical en
tity.

The conclusion from this is that the cooperation between the tradition
al hardware industry and the service sector is of utmost importance. 
For success with trade in invisibles, such as administration services, 
transportation services, etc, it is necessary to have a sound industrial 
base. The industrial and the service sector are interlinked. The service 
content might be the lubricant or networking force for business out
come. The services might act as a strategic interface between compa
nies and their business environment. A key success factor therefore 
seems to be the combination of hardware and software/thoughtware.

Successful service exporters are viewing the service entity as a sepa
rate profit center and potential income source in combination with 
hardware. This type of trade is probably best developed between busi
ness partners with the same type of business society conditions and 
possibilities to apply and use the imported computer systems, building 
material technology, engineering skills, etc. This trade will probably 
reinforce the barter trade between already advanced countries such as 
the US, Japan, Western Europe and Australia. It will also reinforce 
barter trade (that already is 8 % of world trade) where the less ad
vanced countries are paying for needed technology services with com
ponent export.

This type of combination trade will also develop and, moreover, 
make the international trade in goods more service-intensive. We are 
probably going to see a lot of new companies emerge from traditional 
companies to take care of the international exploitation of thought-



ware. There are already a lot of successful examples of this in the Swed
ish service trade statistics.

The future type of service and thoughtware trade flow will probably 
be found in combinations among:
- services as complementary to goods, e g tailor-making of chips
- services based on fixed capital, e g satellite communication services 

and tourism
- services based on organization and logistics, e g security services
- services within whole turnkey projects, e g steel factory export
- services connected with financial resources, e g electronic payment 

services.

The "soft” flow
One fundamental basis for making the new business systems efficient 
seems to be how to handle information, services and networks. It is no 
longer goods alone that are being delivered between factories, but rath
er - and increasingly - soft entities, such as information. For this, we 
need new distribution channels, new organizational technology and 
new information technology - in itself a service business. This will in
fluence our existing localizing, organizational schemes, staffing, 
equipment, etc. The outcome seems to be professionalizing, speciali
zing, diversifying and externalizing some thoughtware services into 
new business units with a decentralized service production interlinked 
with large-scale technological networks. Human capital seems, how
ever, to be one of the most important factors in handling this.

The relationship between headquarters and the local subsidiaries 
will consequently shift. The critical knowledge will be a "back office”. 
To give an example, one very successful printing company in Sweden 
has been transformed from a factory into a data and communication 
company. From the pure printing technology, it has grown to what is 
called a totally integrated graphical process supplier. The new net
work technology and customer-oriented services have developed new 
competitive business relationships. One of these is an information net
work where customers have an instant on-line communication with 
the printing company’s database in the "factory” and instant customer 
communication over on-line terminals. This creates:
- new relationships
- new delivery formats
- new organizational schemes
- new value-added
- new business dynamics.

Packaging skill
The foundation for this type of successful trade is the possibility to 
package the skill around hardware to make that soft package inter
nationally accessible and to get paid not only for the time cost, but also



for the package itself. It is necessary to make the (invisible) compe
tence and the continuously growing experience more accessible to for
eign buyers through new commercial innovations, radical and progres
sive packaging for international diffusion. The basis for the future 
trade structure will be more and more dependent on methodologies for 
commercial and international handling of this kind of experience and 
information flow.

Some of the critical factors for successful packaging might be de
scribed in terms of the following key concepts:
- knowledge profile
- accessibility system
- persistance and patience
- payment capacity of the customer
- application capacity of the customer
- cultural and linguistic harmony with the customer.
The know-how that already exists and that is today more or less free 
of charge, but used as a competitive tool, has to be transformed into a 
saleable asset. Usually, competence as a strategic asset is locked in and 
inaccessible to foreign buyers. One way of overcoming these problems 
is to concentrate on a special customer segment, to package the know
how and competence for these segments and innovate new delivery for
mats.

Relationship marketing
Export of invisibles is very much dependent on the skill of building 
business relationships and social processes between supplier and buyer 
over time, borders and cultures. It might be possible to talk about ap
plied cultural meetings. This type of networking will take time, con
centration on key customers and patience. Furthermore, it is a "ven
ture” activity.

It is, for example, necessary to build networks to get impulses for 
new service business and to develop further existing business. Here, 
electronics might be an interesting "glue”. Personal contacts and trav
el can, however, never be replaced. We are today lacking words for 
these new networks between goods and services, the private and public 
service sector and the domestic and foreign service organizations.

We have to innovate and invest in building such new business rela
tionships. The relationships so generated will be the distribution chan
nels for thoughtware. This process might be described as a develop
ment cycle, a so-called service export cycle.

The first step is to establish a contact through a network. The next 
step is to be recognized and approved through negotiations. From that, 
it is possible to develop a delivery relationship to hand over the compe
tence. The most important thing is, however, the last phase, where it 
is necessary to maintain and fertilize the network to be able to supply 
more services and more competence. The future of service delivery is 
therefore very much in the hands of already existing contacts and the 
possibility to leverage these into a positive business spiral.



Strength of the subsidiary
In this context of relationship marketing, the major strength from the 
subsidiary is the local presence. To be able to interact and to make a lot 
of thoughtware tangible, legitimate and applicable for the buyer, it is 
necessary to have a local presence. Therefore, the subsidiary must inte
grate forwards to come still closer to the customer regarding:
- application of the technology
- problem solving with the customer
- networking within the customer company to establish key contacts
- maintenance of established relationships
- follow-up activities regarding retrieving application information for 

new development.
One option with this local presence is the possibility to transform the 
traditional sales office of the subsidiary into an application center, into 
a center of excellence for usage of the technology. The purpose of this 
ought to be facilitating of customer interaction and assisting the cus
tomer in usage of the technology. This center could offer, among other 
things,
- training and education
- consulting
- application development
- research and development
- feasibility studies
- information libraries
- rental offices for accessories.
It might even be possible for the application center to trade with man
agement know-how.

Getting paid for value
Just as difficult as the development of the relationship, are the forms 
for getting paid for invisibles. It is necessary to perceive the compe
tence of the strategic asset. Most companies have invested millions in 
these centers of competence. We have now to develop the format for 
generating a cash-flow from these investments. One of the obstacles in 
this approach is, however, that we have not been extensively trained 
in evaluating and pricing our services and thoughtware. Very often, 
we are receiving them as free assets or through indirect invoicing, such 
as taxes.

The starting point is how to evaluate the value in the service. The 
real value is, however, not apparent until the moment of consumption 
and application. Therefore it might be possible to say that the value 
added of the service is not developed in the production line, but rather



in the consumption line. It is necessary to generate business flow and 
cashflow based on this perception and to make them persistent over 
time. We will consequently probably see the emergence of so-called 
value pricing.

Successful invisible exports are also achieved through relations 
yielding income over a longer period of time. This requires a strategy 
permitting marketing perseverance or institutionalization of relation
ships. The implication of this is that we have to innovate forms of so- 
called establishment trade that are very much in line with federative 
organizational structures, rather than continuing with the traditional 
mother company subsidiary relationships. We have to build local net
works. Franchising and joint ventures might be examples of this. Oth
er types might be new economic federations. We have to build local net
works. This is also one way of achieving the necessary local adjustment 
of the delivery and of local application marketing.

Based on the institutionalized relationships and value pricing, we 
can form the basis for getting paid and for a financial flow over time 
for our invisible thoughtware. In this context, we should also realize 
that most fmancers of our services are probably not found in the devel
oping countries. The service trade has to follow the payment capacity 
as well as the application capacity of the buyer.

A networking program
The international takeoff for a service exporter is very much based on 
development of the accessibility of the competence and the carrier on 
the international scene. The central point is to find competence and 
thoughtware to be packaged, distributed and applied with a qualified 
"taker”. The financial success is very much dependent on institutional
ized networking and creation of international social processes with 
staff, with customers and with partners.

Export promotion therefore has to be oriented towards networking 
by building bridges and interfaces, creating formats for building social 
relationships for intangible and invisible strategic assets. Traditional 
exhibitions and distribution through agents does not work. The value 
of the services lies very much in the direct interaction between the de
liverer and taker. Intermediaries might distort this strategic value, 
unless developed into a qualified application interface.

The structure for the internationalization processes for a company 
should therefore follow a procedure to improve the accessibility, create 
local delivery systems and develop networks both short term and long 
term. It is necessary to package and make the internal competence ac
cessible abroad through commercial innovations. Having created this 
interface and generated internal confidence, the next step is to apply 
leverage to the existing contacts, and create new business through new 
applications of the packaged knowledge.

Usage of new technology
This new business evolution is very much supported by technological 
development as well as usage of this development as a critical factor 
for creating value-added in the service sector. Interesting examples of 
this are both the international currency card VISA as well as the



growth of the robotics industry. This mechanization and industriali
zation of service enterprises using new technology, such as computers, 
word processors and telecommunication systems, will probably revolu
tionize the service sector and increase both productivity and value- 
added. Another interesting implication of this scenario is that this will 
both create new service sectors and simplify international trade 
through, for example, communication networks and intercompany net
works based on data processing and satellite telecommunication sys
tems. This could, for example, be seen in automatic payment systems 
and retail banking systems. These new types of advanced service sys
tems with international applications might illustrate that service and 
thoughtware go more and more international through technology and 
electronics.

Application dimension
The theme for new business opportunities will evidently be the value 
added by thoughtware and services. Sales, profits and return on invest
ment will increase because the transactions include the value added 
not only by the product but also by the complementary functional serv
ices.

The main focus for you in this challenge ought to be application de
velopment. This will develop your strategies into, among other things,
- marketing solutions to customer problems (not merely hardware)
- providing systems of modules for augmentation of business relation

ships
- providing support services for application development such as 

training, engineering services, etc.
- providing renting and financing services as support
- supporting customer convenience by installing, maintaining and op

erating activities with the customer
- creating networks for exchange of thoughtware and information
- integrated joint development of next generation product lines
These alternatives are all built on packaging the expertise to help the 
customer to further increase his value and utility of the delivery. Cus
tomer relationship will be your critical asset, as well as the channel 
of distribution of thoughtware. This will call for a much more refined 
customer understanding and interaction to be developed and orga
nized. As a consequence of this, you will also more easily accomplish 
the next step in thoughtware business development, which is value 
pricing.

To enter this business development needs comparatively less capital 
and equipment. It is much more a mental management approach, with 
a focus of attention on the thoughtware and customer application di
mension, rather than merely the hardware.



Summarizing comments
From the subsidiaries’ viewpoint, it is necessary to observe and per
ceive:
- the transition of business environment
- the comprehension of the framework regarding services and 

thoughtware
- the development of new organizational technologies to interact with 

the customer much more closely, getting away from the traditional 
factory focus and making a shift into application focus.

This is a complex issue and therefore a gradual development process is 
necessary. These are some of the key steps in this development:
1. Increasing the awareness of the customer problem situation
2. Packaging of existing competence
3. Development of a task force for closer interaction with the customer
4. Creation of networks for closer institutionalized interaction be

tween supplier and buyer, for example, development of application 
centers, to facilitate the flow of information.

5. Upgrading of the transactions that flow by packaging and billing 
such things as training, design, problem solving, R & D etc, i e 
building a staircase of increased commercial interaction between 
the parties.

The local presence from the existing subsidiary is the key asset seen 
from the interaction viewpoint of the customer. Given that your com
pany and the Swedish Business Community are today among the lead
ing societies in the world with regard to thoughtware and services, you 
are in a fortunate position to package these assets into commercial en
tities, and upgrade your business with services and thoughtware.



Countertrade
by Lars Söderberg, HAB Mercator 6

Although we hear more and more of its growing scope and importance, 
countertrade is not a new phenomenon in international business. Be
fore money and banking were invented and gradually introduced over 
the past two thousand years, countertrade was the only way to trade. 
The term countertrade covers a variety of business arrangements 
where sale and purchase of goods, products and services are compen
sated by other means than through transfer of money.

Many efforts have been made through the years to calculate the pro
portion of countertrade in international business. However, the results 
of such calculations vary considerably because of the difficulties of 
finding reliable basic data and the lack of exact definitions of the kind 
of transactions which are to be included in the term countertrade. 
Some sources claim countertrade presently amounts to around 30 per
cent of world trade. Others have a more conservative view and do not 
calculate countertrade to be more than 5 percent. Irrespective of how 
the scope of countertrade is calculated, it is undoubtedly increasing 
from year to year.

Why is international business increasingly returning to a form of 
trade which was gradually abandonned many years ago by the intro
duction of more sophisticated ways of doing business? The practice of 
countertrade was first seriously and deliberately taken up in modern 
times by the Soviet Union after the October revolution. After World 
War II, the governments in countries within the Eastern block were 
quick to learn from the Soviets. Significant for all these countries was 
that their assets in hard currencies were out of proportion to their need 
to import. To force export progress and thereby the inflow of hard cur
rency, they turned to countertrade, the practice of which also gave 
them the opportunity to pay for imports of importance to them. In the 
opinion of Eastern countries, countertrade improves both the quality 
of exports and the motivation to deliver on time. Eastern countries also 
emphasize countertrade as a challenge for the management of their in
dustry. From a political point of view, these countries realize that coun
tertrade is important to the relaxation of international tension.

The pattern relating to the Eastern countries can now be seen in de
veloping countries. As they need imported products to build up their 
industries and to satisfy consumers to an extent which does not corre
spond to their assets in convertible foreign exchange, countertrade has 
been the only workable solution. By the use of countertrade, develop
ing countries — much like countries within the Eastern block — want 
to spread their production on the world export market faster than could 
be the case without countertrade.



The heavy debt burden of countries in the third world and in many 
socialist countries (which now for some of them has reached a level of 
technical bankruptcy) has accelerated the use of countertrade. Con- 
tinuingly high energy prices, stagnating demand for commodities and 
raw materials, still-to-be-developed infrastructure and poor marketing 
knowledge are other reasons why the importance of countertrade will 
probably increase at least in the nearest future. Not until the begin
ning of the next century can countertrade be expected to stabilize and 
eventually decline, and only then provided the serious imbalances in 
the world economy by this time have been reasonably corrected.

The subsidiary and countertrade
Subsidiary managers of Swedish companies located in the third world 
will, if they have not already done so, most certainly meet require
ments for various types of countertrade when marketing foreign prod
ucts and services in the cases where the order is of a more than negli
gible amount in relation to the value of the total country imports. 
When it comes to project sales, some sort of countertrade will be more 
or less a must in many developing countries. However, the economic 
situation in these countries often changes drastically. It is therefore 
not unusual to find countries seizing the weapon of countertrade sud
denly and unexpectedly either officially or unofficially.

Countertrade requirements can be raised in different ways. Usually 
requirements start in connection with public purchases of imported 
products, equipment and services. Orders will only be assigned by pub
lic agencies to foreign suppliers who either directly or indirectly 
through the assistance of third parties commit themselves to counter
trade. If considered necessary, the requirements for countertrade are 
extended to include also private purchases exceeding a certain amount 
of money. Import licenses will in such cases only be granted provided 
the supplier meets the requirements for countertrade.

In order to avoid being accused of limiting free trade, countries in the 
third world sometimes officially deny the imposed use of countertrade. 
Unofficially, however, countertrade offers from foreign suppliers can 
be the only way to achieve sales on a given market. Public purchases 
and import licenses which have been delayed for a long time suddenly 
come through when a proposal involving countertrade is introduced in 
the negotiations.

A request for countertrade can include one or more of the concepts 
falling under the term. The different concepts of countertrade are brief
ly explained below. Generally it is a trend among countries requiring 
countertrade not only to see it as a single business transaction to be 
fulfilled within a rather short period of time, but as an instrument to 
build up a long-term and close business relation with the parties in
volved. Previously countertrade had the character of a separate trans
action to be fulfilled by the foreign supplier in connection with each 
sales contract.

Some important concepts in countertrade
The concept of countertrade is manifold. Roughly, countertrade can be 
divided into the following categories.



Barter is the oldest and most basic form of countertrade where two 
parties, either in the same or in different countries, exchange goods for 
goods without exchanging money in payment of the deal. Nevertheless 
money is important also in barter transactions. The goods have to be 
valued before any exchange of goods can be performed. Barter deals 
are often arranged with advanced purchase from one of the parties. The 
payment for goods purchased in advance is blocked on an escrow ac
count. When the other party to the barter agreement has fulfilled his 
obligations to deliver, he is entitled to collect payment from the escrow 
account against presentation of the documents agreed upon. Although 
barter is a simple way of doing business in theory, such deals are in 
reality complex and can easily go wrong. Problems often tend to arise 
with regard to variations in quality, quantity, time of delivery and 
freight charges. Barter is mostly practised by two developing countries 
which exchange raw materials or commodities with each other.

Figure 1. Barter (advanced purchase)

3. 100% GoodsWestern Exporter Importer re
quiring barter1. 100% Goods

100% cash payment 
in convertible 
foreign exchange

2. 100% cash payment 
in convertible 

\ foreign exchange

Escrow Account

1. The Western Exporter makes an advance purchase of goods from the Importer requiring barter.

2. The Western Exporter pays for the goods purchased in advance to a blocked escrow account.

3. The goods are delivered from the Western Exporter.

4. The Western Exporter collects payment from the escrow account against presentation of the docu
ments agreed upon between the Western Exporter and the Importer.

Counterpurchase is nowadays the most common form of counter
trade. When counterpurchase takes place, the seller commits himself 
to purchase a certain percentage of the value of his deliveries from the 
purchaser in the form of goods or products manufactured in the country 
of the purchaser. Counterpurchase does not necessarily need to be ar
ranged with the purchaser as the seller. The crucial point is that the



seller, or the one the seller has assigned his obligation to, during the 
time stipulated in the counterpurchase agreement, buys goods or prod
ucts to the agreed amount. The seller delivers his products quite sep
arately from the counterpurchase commitment. The seller normally 
also receives payment from the purchaser well in advance of delivery 
of the counterpurchase goods but has to pay a penalty if the counter- 
purchase obligation is not fulfilled on time. The penalty is subject to 
negotiations and varies between 5 and 30 percent. In some cases the 
penalty can be even higher.

Figure 2. Counter purchase

Compensation. This form of countertrade means an agreement ac
cording to which the seller undertakes to receive the whole or part of 
the payment in goods or products delivered by suppliers in the country 
of the purchaser. Compensation deals differ from counterpurchase in 
such a way that the seller not only commits himself to purchase within 
an agreed period of time but actually accepts payment in goods or prod
ucts.

Figure 3. Compensation

30% Goods 70% cash payment in 
convertible foreign currency

Buy-back is a transaction where the seller accepts payment by deliv
ery from the purchaser of goods or products manufactured with the 
equipment sold to the purchaser. Buy-back is normally part of an 
agreement only when the seller undertakes to deliver turn-key proj
ects consisting of a more or less complete manufacturing plant or pro



duction line. Business arrangements including buy-back transactions 
are similar to compensation deals.

Figure 4. Buy-back
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tion from the Turn-key plant
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Clearing Agreement. This is a bilateral trade and payment agree
ment between parties in two countries requiring both parties to pur
chase goods or products for a specified amount from each other within 
a period of time expressed in the contract. All purchases, which the 
parties make from each other, are entered into a clearing account after 
having been converted to an agreed convertible currency. Balances in 
favour of any of the parties may sometimes be sold and transferred to 
third parties.

Offset is a term mostly used to describe countertrade to sellers of mil
itary equipment. Defense ministries, not only in developing but also in 
industrialized countries, when buying military equipment from 
abroad, often require the seller to subcontract part of the delivery to 
subcontractors in the country to which the military equipment in ques
tion has been sold. Requirements for subcontracting are often com
bined with technology transfer to the buying country. Offset obliga
tions can also include commitment by the seller to make investments 
in the buying country in manufacturing units producing high technol-



ogy products for military or other applications. Buying countries are 
very anxious to encourage export opportunities for the domestic indus
try when requiring offset investments by the seller of military equip
ment. Of course counterpurchase in the way described above under the 
heading "Counterpurchase” may also be part of military offset. Coun
terpurchase in connection with military offset can involve both prod
ucts for defense purposes and products for civil applications.

In addition to the trend of countertrade in its various concepts devel
oping into a continuous business relation rather than a straightfor
ward and single delivery of raw materials or products, the require
ments tend more and more to involve transfer of technology and estab
lishment of production units as joint ventures between the seller and 
local partners. Countries in the third world have come to the conclu
sion that the industrialized world, having the benefit of selling prod
ucts to them, shall assist them in their industrialization by giving 
them access to technical knowledge and by helping them find export 
opportunities for their production. To satisfy these demands, foreign 
sellers may not only offer technology which is, or will be, obsolete in 
the near future, but also be prepared to give access to their high tech
nology. The same applies to joint ventures. Still it is normally accept
able to start a joint venture with assembly plants or manufacturing 
units producing only low technology components. However, the foreign 
seller must show a serious intention to gradually extend the joint ven
ture to include complete high tech, products. In the opinion of develop
ing countries, transfer of technology and joint ventures shall aim to 
meet the demand not only for the products in question on the domestic 
market but also for the export of such products, and thereby contribute 
to the creation of foreign exchange for which some of these countries 
are in desperate need. Another strong motive behind requirements for 
transfer of technology and for joint ventures is of course a rapid a- 
chievement of new employment and an increase of the technical and 
commercial skills in the country involved.

Obviously, countries in the third world are impatient when deter
mining the time schedule for technical transfer, start of production and 
export sales of foreign products. Sometimes their impatience creates 
problems which could be easily avoided if the implementation was al
lowed to be extended already from the beginning. When unexpected 
problems occur, they always cost money to solve. Such costs have a 
tendency to be far higher than the parties involved had reason to be
lieve. When it comes to the payment of unforeseen costs, disputes be
tween the parties may often arise, disturbing the co-operation which 
is necessary if the parties want to achieve the goals set up from the 
beginning.

Business opportunities connected with countertrade
Without overstatement, businessmen in the USA and in Western Eu
rope have been, and still are, reluctant to countertrade. Their attitude 
is easy to understand. Even if countertrade may seem simple in theory 
it is complex and complicated to handle. A business transaction involv
ing countertrade normally takes more time to conclude compared to 
straightforward sales and can go wrong in many ways before it is fill-



filled in all its details. Of course, businessmen who are eager to achieve 
and also pressed by high set forecasts are annoyed when they come a- 
cross countertrade requirements.

Governments in the USA and Western Europe are in principle neg
ative to international trading mechanisms which imply reciprocal long 
term commitments. In accordance with the opinion expressed by GATT 
and IMF, they (officially at least) strongly advocate the rule of free 
international trade. The current development of countertrade is con
sidered to be contrary to free trade.

Subsidiary managers of Swedish companies located abroad, and who 
for the first time report to the parent company regarding requirements 
for countertrade on their market, must be aware that the parent com
pany in most cases will see this trading form as a problem. Therefore 
subsidiary managers should analyze the requirements in detail before 
reporting home. As many developing countries have not yet identified 
clear policies and legal structures for countertrade, the gathering of 
information may be difficult.

One of the first items in analyzing countertrade requirements is to 
establish whether they are mandatory or subject to negotiations. When 
selling goods, products and services of high priority, the supplier can 
sometimes be totally released from requirements for countertrade. 
Even if the purchaser or the authorities behind him are not willing to 
release the supplier totally from countertrade, the requirements may 
be reduced substantially in such situations. Sometimes demands for 
countertrade can be reduced just by discounting the price or offering 
other favours in line with the general sales policy applied by the seller. 
On the other hand the seller must demonstrate a willingness to coun
tertrade if he notices a firm attitude from the developing country in 
question. Otherwise he may very well risk to be totally cut off from 
trading with the country for a long time.

If countertrade is mandatory, the first step for the parent company 
is to decide whether the group shall engage at all in the trading form, 
from reports based on all facts and aspects presented by the subsidiary 
manager. Should the parent company make a decision in favour of 
countertrade, it must also be prepared to give the subsidiary manager 
the necessary back-up. Otherwise the countertrade project may very 
well end with losses far higher than the profit which the sale of pro
ducts or services was calculated to give.

Having decided to enter into countertrade, the subsidiary manager 
must persuade the parent company to investigate to what extent goods 
and products offered by the purchasing country can be used as parts 
or components in the manufacture somewhere within the group, or if 
demands for transfer of technology can be wholly or partly honoured. 
In case countertrade relations cannot be established directly between 
the group of which the subsidiary in question is a member, and the pur
chaser requiring countertrade, it is advisable to obtain specialist ad
vice from competent and experienced countertrade intermediaries. 
Such advice should be sought at an early stage. It is essential to check 
that the intermediary really has the competence and experience that 
is needed when dealing with the country in question.

Because of the complex nature of countertrade, it is important not 
to exaggerate the expectations of success. Also with the most careful



planning, the best specialist assistance, full understanding and back
up from the parent company, one of the very thin links holding the 
business arrangement together might very well break because of 
reasons out of the seller’s control, resulting in disappointment and cer
tainly costs in connection with the winding up.

Countertrade - problems and working methods
As almost all the countries within the Eastern block have been using 
countertrade for a very long time, they are quite naturally far more 
experienced in this form of trading than developing and newly indus
trialized countries. This, and a higher degree of industrialization as 
well as in general terms a better functioning administrative structure, 
makes it in most cases less complicated to deal with the Eastern coun
tries.

Developing and newly industrialized countries tend to require a 
higher amount of countertrade than countries within the Eastern 
block. Unlike many Eastern countries, newly industrialized countries 
seem to offer a higher degree of finished and semi-finished products 
rather than raw-materials and commodities. Developing and newly in
dustrialized countries are more anxious than countries within the 
Eastern block to promote local employment and fulfillment of social 
needs by countertrade. The generation of hard currency is important 
but not sufficient for them, with the possible exception of the countries 
that totally lack hard currency resources - notably in Africa.

The working methods when dealing with developing countries, new
ly industrialized countries and the countries within the Eastern block 
are generally the same. The overriding principle in all countertrade is 
to become as well informed as possible about the country and its coun
tertrade requirements. Mostly, the subsidiary manager would be best 
placed to find and analyse this information often supplemented with 
outside expertise.

Because of bureaucracy, in the negative sense of the term, and some
times unclear and incomplete countertrade policies, the authorities in 
developing and newly industrialized countries may change the re
quirements previously stated with short notice and in some cases 
without any notice at all. Problems may also arise in these countries 
to procure suitable goods and products in sufficient quantities. When 
contracted goods and products are finally delivered, they do not always 
correspond to the quality standards agreed upon. Investment and tech
nology transfer programs can be over-ambitious, resulting in problems 
finding local water, energy, raw materials, transport facilities, skilled 
labour etc. These are only a few examples of problems which 
may arise in relation to countertrade with developing and newly indus
trialized countries. A complete list of all problems which may occur in 
connection with countertrade has probably little or no meaning be
cause the problems are different from country to country and vary from 
time to time. The only thing the subsidiary manager can be quite sure 
of is that he will encounter unforeseen problems in one way or another 
when arranging countertrade.

Among developing and newly industrialized countries a change in 
the practice of countertrade can be observed. From previously not hav-



ing had a particularly structured way of applying countertrade, they 
are now influenced by the industrialized countries and their increasing 
use of countertrade within the defense sector. Although being officially 
against countertrade, some industrialized countries have developed 
very sophisticated practices for military offset. The reasons behind mil
itary offset applied by these countries are in principle the same as 
those valid for countertrade requirements set up by developing and, in 
particular, newly industrialized countries. Like developing and newly 
industrialized countries, an increasing number of industrialized coun
tries consider themselves in such an urgent need of high technology 
and improved employment that they do not hesitate to widen their de
mands for military offset from year to year.

It is essential for the subsidiary manager to keep in mind that coun
tertrade always involves costs - also when not successful - and that 
these costs as far as possible should be added to the prices quoted. The 
seller cannot always expect to make up for all additional costs caused 
by countertrade requirements. Such costs include the time to collect 
information on the countertrade requirements, to structure the rele
vant countertrade transactions and to negotiate with various interest
ed parties. Freight charges, insurance and storage costs related to 
countertrade are often substantial. In addition to all other costs comes 
the fee to the intermediary consulted by the supplier to assist him in 
concluding the countertrade transaction.

Recommendations
Subsidiary managers facing countertrade requirements can respond in 
two ways, either passively or aggressively. Taking a passive approach, 
a company will only countertrade when it cannot be avoided. A com
pany selecting an aggressive strategy to countertrade uses it not only 
when it cannot be avoided but also as a competitive device. When using 
the aggressive approach, it is, however, important to first carefully an
alyse the specific situation. Considering which one of the two strate
gies to chose, subsidiary managers should keep in mind that with coun
tertrade - as with all competitive devices - if you are thinking of using 
it, your competitors are as well. However, countertrade must always 
be seen as a complementary competition device. It can never replace 
other means of competition, such as price, trade credits, quality etc.

When the seller cannot countertrade in products for use within the 
group, great care should be taken in identifying goods and products 
which can be resold on the world market without uncalculated dis
counts or losses. Further, it is advisable to be careful with all contrac
tual details in connection with the countertrade arrangement. The 
most serious mistake made by companies new in the countertrade busi
ness, is to combine the sales of goods or products with the countertrade 
obligations (what ever they may be) in the same agreement. Two separ
ate contracts should be made up, one for the sale of goods or products 
and one for the counterpurchase. If necessary, the sales contract and 
the countertrade agreement may be linked together by a protocol. The 
seller should also see to it that he always gets a letter of release when 
the countertrade commitments have been fulfilled.

A company engaging in countertrade has to organize it. Only a few



of the big multinational company groups in Sweden have chosen to es
tablish their own in-house trading companies to take care of requests 
for countertrade. In other multinational company groups as well as in 
smaller companies, countertrade is usually referred to one person or 
small unit with the responsibility to dispose of countertrading obliga
tions by the use of independent countertrade intermediaries and trad
ing houses. Generally such in-house persons or units do not have a 
right to trade on their own.

There are a number of independent, qualified and experienced or
ganizations around the world to assist in questions related to counter
trade. As far as Sweden is concerned, two such organizations can be 
mentioned here:

Sukab AB was established in 1940. It is a private, non-profit com
pany owned by Sveriges Investeringsbank and a number of Swedish 
export companies. In order to assist Swedish companies in disposing of 
countertrade obligations, Sukab has entered into bilateral trade agree
ments, for instance with countries with non-convertible currencies. 
Based on such bilateral trade agreements, Sukab arranges the linkage 
of surplus commodities of developing countries in return for Swedish 
supplies of (mostly) manufactured goods. In addition to the activity 
based on bilateral trade agreements, Sukab also assists Swedish com
panies to countertrade with countries within the Eastern block and 
with developing countries.

Handelsaktiebolaget Mercator was formed in 1984 as a joint venture 
between the two major investment companies in Sweden: Investor and 
Providentia and A Johnson & Co, with the purpose of offering services 
in the field of financial structuring of international business transac
tions, particularly involving countertrade. Unlike Sukab, Mercator 
has not the intention to base its activity on bilateral trade agreements. 
Mercator specializes in certain markets but also has the network of 
contacts to channel general countertrade requirements in the appro
priate directions. Mercator has so far concentrated on building the ne
cessary network of contacts, on an analysis of the chosen priority mar
kets and a parallel recruitment of the specialists related to the develop
ing business strategy. Mercator should become fully operational dur
ing 1985.

Sukab and Mercator have declared their intention to cooperate in 
order to offer Swedish companies the best possible assistance in all 
matters related to countertrade.

Items to remember
1. Countertrade is complex and complicated to handle.
2. When meeting requirements for countertrade, companies should 

analyze the applicable rules and practices in detail.
3. On the basis of the information collected, determine whether coun

tertrade can be avoided without openly demonstrating a negative 
attitude to it.

4. If countertrade is "compulsory”, try to identify raw materials, semi
finished products or finished products which can be used or sold in 
the ordinary cause of business conducted by the supplier.



5. Unless countertrade relations can be established pursuant to 4 
above, specialist advice from qualified and experienced counter
trade intermediaries should be obtained at an early stage.

6. Consider technology transfer already before countertrade require
ments are raised as a competitive device to establish a long term 
business relationship and sometimes to block competitors from the 
market in question.

7. Use countertrade as an aggressive competitive device without ex
cluding any other.

8. Be careful with all contractual details in connection with counter
trade agreements.

9. A company engaged in frequent countertrade has to organize it ei
ther by
- retaining the services of an independent countertrade specialist;
- creating a small unit within the company with responsibility to 

dispose of countertrade obligations without having a right to 
trade on its own; or

- establishing an in-house trading company with or without a right 
to trade also in goods not related to the company.
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Starting a subsidiary abroad
By Leif Aadde, Atlas Copco Management Consulting AB

"Do those blockheads back in Sweden actually have any idea of what 
it means to run a business in this country?”

"How can they make such preposterous demands for profit from a new
ly established company?”

"Do they imagine we can charge any prices we like? 'Swedish quality’ 
carries no kudos here.”

"Do they find it quite impossible to understand our standard specifica
tions?”

"How can anyone run a company with such meager financial resour
ces?”

"Why can’t they come up with finance to back this important deal?”

"Forbidding us to make profitable foreign exchange transactions! Do 
they think we are cretins?”

Questions such as these are sometimes asked by frustrated managers 
in Swedish overseas subsidiaries.

This chapter is not intended to provide answers to those questions 
but will, I hope, add to a better understanding between a parent com
pany and its sales subidiaries. Perhaps it could even serve as a basis 
for constructive discussion.

It was originally conceived as a "checklist” for Swedish companies 
considering establishment abroad. This slightly amended version in
cludes an additional section on closing subsidiaries.

Forming a subsidiary company may be seen as a three-stage process: 
planning, establishment and start-up.

Planning is the most difficult and critical stage. As the conditions 
vary from case to case it also tends to resist the provision of guidelines. 
Establishment is an important stage because there is so much that can 
go wrong there. However, guidelines can be drawn up with compar
ative ease and a great many are also available. Start-up is the stage 
which determines how rapidly the resources invested will show a re
turn. Where planning has been satisfactory, the start-up process will 
develop mainly as a natural consequence of it.



Two important prerequisites
1. Knowing exactly why you want to form a sales company.
Examples:
- The domestic market is too small to allow rational production. In

creased production means improved utilization of expensive 
machinery. The unit price comes down while profitability and com
petitive power increase.

- A distributor is failing to develop sales satisfactorily. Forming a sub
sidiary may prove a better alternative than looking for another dis
tributor as it provides much greater scope for management control.

- Fortunately, the opposite case is quite common. The distributor has 
reached such high sales volumes that it would be in your interest 
to take over. That could create sensitive problems; for instance, the 
distributor might begin selling competing products. The situation 
must be handled delicately. The aim must be to reach an amicable 
settlement, and this often requires great negotiating experience. For 
the distributor to become a minority shareholder in the new com
pany is often a satisfactory solution. You could argue, for instance, 
that the expected sales expansion requires additional capital and 
personnel and that you would be willing to share the cost incurred. 
Preferably, the contract with the distributor should state clearly 
from the beginning the procedure to be followed in case of termi
nation. For instance, it could include stipulations for valuation of in
ventories and other assets, turnover-related compensation for com
pany goodwill, any joint venture structure, special provisions for 
time-limited transitional periods, time-limited restrictions on com
peting business activities, etc.

- There are obvious opportunities for exporting a unique product or 
know-how. Furnisseurs manufactured by IRO and supplied to the 
weaving industry may serve as an example. The situation is one of 
urgency. Competitors with equivalent products or new techniques 
catching up is just a matter of time.

- Important clients set up subsidiary companies overseas. For in
stance, if you supply components to big forest machinery manufac
turers in Sweden and they begin production in Canada, it would 
seem eminently reasonable for you to consider forming a company 
there yourself.

- Your own business "niche” is expanding overseas. IKEA’s successes 
may be cited as an example.

- Protectionist trends are making it difficult to sell imported goods. 
So-called software often represents a large share of the total deal of
fered. Having your own sales company makes it easier to argue that 
much or most of it is actually being produced locally although the 
hardware is imported.

- Locally produced software is a prerequisite for expansion. Technical 
advisers, commissioning engineers, and personnel training, repair



and warehousing services, etc, may be required. A subsidiary may 
be the least costly or even the only solution. In addition, company 
know-how is then not divulged to outsiders and vital knowledge and 
experience generated remains within the "family”.

Irrespective of the reasons for an overseas venture they must be stated 
as exactly as possible.
2. Company formation seen as a market investment
Looking at the matter of forming a company as investing in the market 
makes thinking easier. Most people are used to setting criteria for in
vesting in, say, buildings and machinery. Similar basic rules apply to 
market investment: how much, for what purpose, what rate of return, 
when?

Sensitivity analyses are recommended, i e, calculations designed to 
show what will happen if the goals planned are not attained. It is also 
of equal importance, at least, to be clear about what will happen to the 
parent company as a result of a 100 - or 110 - per cent success rate. 
For instance, if during a period of recession in Sweden works capacity 
is far from fully utilized, a successful overseas undertaking may cause 
unpleasant financial problems when the domestic market recovers. Do 
not use short-term reasons as an argument in long-term planning.

Planning
The only thing we know with any degree of certainty is that the out
come will vary from that planned. This fact, however, does not stop 
careful planning from being a prerequisite for a successful overseas 
venture. The importance of the plan lies in its expressing an intent 
against which we can later judge the variations and the reasons for 
them.

Market research forms the basis of the planning. Risks diminish as 
market knowledge increases. What do you need to know?
- The size and development of the market measured in practical terms 

(numbers of units, money, hours, etc). Use fairly narrow market lim
its, i e, limits which match directly the company’s range of products. 
Later on when the company is in operation the horizon may be wid
ened. Do not get mixed up with rival technologies for purposes other 
than product development.

- The market structure, i e, number of potential customers, market 
size, geographical location, customer types, buying habits, etc. Inci- 
dently, buying habits are an important factor often overlooked. How 
do the potential customers actually buy? There are many examples 
of results considerably delayed as a consequence of an unwillingness 
or a lack of understanding of the necessity to adapt.

- The state of the competition, updated to the fullest possible extent. 
Who are the competitors, what are their product ranges, prices and 
discounts, market position, organization, prevalence, service level, 
etc? All relevant information is vital.

- The feasible price level. Competitor data form the basis but the com



pany’s own product range may have a plus value justifying higher 
prices. The state of the market may, of course, also indicate the 
opposite.

- The need for product modification. Are there special standards or 
regulations? What about voltage and frequency? What would it cost? 
Modifications to be made locally or at home?

- Shipping charges and customs duty in relation to competitors. Are 
there import quota or any other restrictions? Payment difficulties? 
Delivery documentation is sometimes a troublesome matter. Advice 
is probably available from the relevant chamber of commerce.

How do you obtain information about all this? There is much you can 
do yourself, at home as well as while travelling.
Some useful sources:
- Official statistics on import and manufacture, company directories 

(such as KOMPASS), customs tariffs, standard specifications, etc.
- Trade journals are quite often good sources of valuable information.
- Competitors may often provide vital information, particularly about 

other competitors. They can be contacted at trade fairs, etc. Be open 
and on the level.

- National colleagues, journalists and close customers are other vital 
sources.

- Last but by no means least, the exporting country’s trade commis
sioner who is a person of great importance to newcomers to the mar
ket.

- Using the services of a marketing consultant will save time - and 
cost money. Think through the problems and ask precise questions. 
The result depends wholly on this. Look into the chances of joining 
with others from kindred trades to carry out the research required. 
The trade commissioner may be able to point you in the right direc
tion.

Goals and strategies. Market research may have given clues to inter
esting strategies on the basis of which objectives are formulated. Or 
the objectives may be set first, followed by the strategies. Goals are the 
most uncertain factor. Be realistic. Consult the "company pessimist”.

Formulate the objectives in terms of words first and then using fig
ures. That will clarify the issues. The main objective, for instance, may 
be to achieve "a 15 per cent share of the market for new products and 
5 per cent of the market for replacements within three years and with 
a 20 per cent yield on the capital tied up”. Sub-objectives may be that 
"of the sales total product group A should cover 45 per cent, with a 
gross profit of 30 per cent, and group B should cover 30 per cent, with a 
45 per cent gross profit”; "at the end of the first year and subsequently 
maximum stocks may amount to three months’ sales”; and "average 
accounts receivable must not exceed 60 days’ sales”.

A budget couched in figures is then easily drawn up. If, on the other 
hand, you start with figures, there is a risk of encouraging cliché think-



ing in terms such as these: "of course we can flog 40 X units”; "we need 
proper sized stocks in order to sell”; "we should be able to shorten the 
customer credit period three or four days”; and so on.

Resource calculations should cover successive 12 month periods up 
to the time when the company is judged to be self-financing.

Specify requirements for staff, premises, furniture and fittings, any 
machinery and equipment, inventory, accounts receivable and cash 
available. Try to separate resources regarded as "operation related”. 
The remainder constitute the "market investment”.

Thus there are no rules for calculating the market investment. Use 
common sense. But it is clear that the investment includes all costs of 
establishing the company, such as legal fees, registration charges, 
costs of printing forms and letterheaded paper, report systems, travel, 
promotional drives and introductory discounts. Also included may be 
the costs of that part of the inventory required for starting up the 
business but actually too extensive, say, for the first year’s sales, the 
cost proportion of a mechanic strictly speaking not required, premises 
thought to be needed for an early expansion, etc. Market research costs 
should preferably not be included, being money consumed whether the 
company is formed or not.

The concept of company formation as a market investment has two 
advantages:
1. Irrespective of where they are entered, market investment costs 

may be allocated to the subsidiary as a "market asset”. Depending 
on the prevailing political, economic and market circumstances in 
the country with the subsidiary, various depreciation schedules 
may be encountered.

2. It is possible at the very beginning to assess the performance of the 
subsidiary, unaffected by the initial encumbrance, but at the same 
time to set profitability targets covering the market asset "depreci
ation”.

There are also other ways of handling the market investment concept. 
The approach is actually not very important as long you accept the ba
sic concept. Briefly stated, this means you invest financial resources 
in marketing resources which are kept in view and expected to yield 
returns.

Capital requirements are established by means of a cash flow budget 
for the first few years, based on the targets set and resources calcula
ted. Thus money is needed to build up the company assets required and 
also to cover deficits until the operation begins to generate profit. 
Where capital is something of a bottleneck, be pessimistic in your cal
culations. It happens all too often that an investment, in itself sound, 
cannot be completed due to a lack of capital.

Financing is often a problem. How much equity should be invested? 
What are the possibilities of borrowing? Should money be borrowed at 
home or overseas? Rough answers to these questions are required al
ready at this planning stage.

Generally speaking, a subsidiary should preferably be self-financing 
as soon as it is fully established. This obviously has consequences for 
dividends and for capital investment. With satisfactory profits and



solvency the subsidiary will find it easier to obtain loans locally.
The definition of an "acceptable state of solvency” varies from coun

try to country. Japanese companies often make do with less than 10 
per cent, while in the past Swedish companies were thought to need 
over 30 per cent. A rough estimate of the existing loan possibilities 
may be made on the basis of 20 per cent. Loans and credits, therefore, 
should be able to cover 80 per cent of all the estimated company assets 
(plant, equipment, stocks and accounts receivable). The remaining 
capital requirement will have to come from the parent company.

As a rule, initial borrowings are made at home, followed gradually 
by the subsidiary taking over the responsibility. Thus you should begin 
discussion with your bank at this early stage. And remember that 
clearly arranged costings facilitate matters.

Establishment
If the plan looks good and the bank is positive, the time has come to 
begin actually forming the subsidiary.
Alternatives to choose among:
- Joint venture. This may be an interesting choice, for instance, in col

laboration with a former distributor. Where legislation is no impedi
ment, the share majority should be secured. Where this is not fea
sible, the right of appointing the managing director should be se
cured by negotiation.

- Minority ownership coupled with management responsibility is a 
model applied more and more in countries where ownership restric
tions have been enacted. Such a company can, as a rule, be controlled 
as a genuine subsidiary as long as the majority shareholders receive 
a reasonable return on their capital. Managing (and to that extent 
controlling) but not owning is a possible solution often overlooked.

- Acquisition. The reason may be a desire to get a "flying start” by 
having a market share thrown in. As this is a topic dealt with 
separately in this book, only a few basic questions will be considered 
here. What companies are for sale? What prices relative to sub
stance? What are their resources? How might they serve our purpos
es? Do they have resources we do not need? Will it be possible to get 
rid of those resources, e g, some production facilities. Is the size of 
the company suitable? What is its share of the market? How may we 
be able to check it? Can we keep this market share? Will the key 
personnel stay? What are the chances of quickly making the ac
quired company an integral part of its new parent organization? 
Where this alternative is chosen, there is reason once more to return 
to the planning stage.

- From scratch. This alternative, of course, offers the greatest free
dom. The first question is: where should the company be? Market 
research provides guidance. Also investigate whether or not devel
opment grants are available in some areas. In order to sell producer 
goods a company could well be located on some suburban industrial 
estate, while consumer goods may require an urban location. Where



the operation is expected to cause noise from repair or test services,
investigate in particular the existence of relevant zonal restrictions.

Building or renting? This is the next question. Capital availability 
and the nature of the operation may determine the issue. One single 
piece of advice may be called for: stick to your own business idea! That 
is to say, do not build on speculation unless that happens to be the very 
purpose of your company. Where reasonably suitable rented premises 
are available, of course, they offer fewer risks, at least in the begin
ning.

Size. This is a matter which automatically points our thoughts in the 
direction of the size of the investment. No general advice is possible. 
However, let us kill off the myth that forming an overseas company is a 
dramatic undertaking. There are many examples showing that a "soft 
start” pays off. On the other hand, being market leaders has great ad
vantages. Where possibilities exist of reaching that position in a short 
time, the investment should follow suit. Otherwise proceed by trial and 
error.

For instance, rent one or two rooms and appoint a general manager. 
The managing director may remained stationed at home for the time 
being. In some office blocks all the other services needed, such as recep
tion, telephone exchange and secretarial, may be hired.

If everything goes according to plan, however, more staff and larger 
premises will soon be required. Depending on the line of business, per
haps also stores and a service department. In the producer goods sector 
an engineer, as a rule, is needed fairly soon. Then follows personnel for 
order processing and dispatch, sales and finance management. When 
renting premises, therefore, it is necessary to take into account any 
planned expansion, at least for the immediate future.

Existing legislation in the overseas country is one of the most impor
tant factors affecting the process of company establishment, so a good 
lawyer must be engaged. Other Swedish firms in the same country, or 
perhaps the trade commissioner, may be able to give useful tips.

The lawyer can provide information and advice on types of company, 
ownership restrictions, board membership requirements, permits re
quired, minimum share capital, valuation of assets, fiscal legislation, 
import restrictions, delivery documentation, capital transfer, etc.

Bankers. The need to contact a suitable bank should be obvious. The 
home bank is likely to have, if not its own office, at least an associate 
locally. Otherwise the home bank, lawyer, expatriate countrymen col
leagues and the trade commissioner may be able to advise. Good per
sonal relations with the bank are vital. That is why the person in 
charge of the subsidiary locally must be in on the discussions from the 
very beginning.

Share capital. A preliminary rough estimate should have been pre
pared already at the planning stage. This must now be trimmed to 
match local conditions. Apart from the matter of possible local loans, 
the new subsidiary must have some elbow-room. So avoid the temp
tation of investing too little equity.

The next question concerns the breakdown of the capital. How many 
owners are needed? Are there any restrictions so far unknown on the 
proportion of foreign capital? The lawyer and the bank will provide the



answers. Capital breakdown requirements are often a mere formality.
Financing is, so to speak, a continuous accompaniment, and the time 

will come for deciding on details. For instance, how much capital to
tally should be transferred from the home country, and by what 
method? Among factors affecting the answer are currency restrictions 
(if any), tax legislation and currency risks.

At this stage the currency restrictions should be known to you. They 
may mean, for instance, that you are forced to begin with the minimum 
share capital permitted and to transfer more money later. Otherwise 
it is better to transfer the amount of capital decided on in one go. At 
one time underinvoicing was a common method, today almost unus
able. Fiscal considerations may prevent it in either country. In addi
tion, anti-dumping legislation in the importing country is often an ob
stacle. The basic rule is that the transfer price should reflect the "real 
value” of the product. Fortunately, transfer of moneys after tax is 
normally a minor problem whether it is done in one go or step by step.

The next question is where to borrow, locally or at home. Nowadays 
currency risks play a considerably greater role than earlier. In order 
to minimize risks it is a good rule to try having as many assets and 
liabilities as possible in the same currency. This applies particularly 
to current assets. As the subsidiary company’s main assets are likely 
to consist of inventory and receivables, this supports the view that bor
rowings should as far as possible be local. At one time a subsidiary was 
usually financed partly through long-term parent company goods cred
its. From the foreign currency risk point of view, this method is today 
suspect. Currency risks also add yet another reason why consignment 
stocks should be avoided.

Clearly presented, realistic estimates facilitate successful discussion 
also with the local bank. Do not forget to investigate the possibility of 
obtaining local development grants, e g, in the form of lower interest 
rates.

Accounting. There are two basic requirements. It must be adapted 
to comply with local legislation but also be manageable for the parent 
company. Normally it is not difficult to reconcile these requirements, 
i e, the system used by the parent company may be employed. The most 
common divergence concerns asset valuation.

In the case of a first time company establishment overseas, most 
changes may affect the parent company. "Group accountancy” includ
ing elements of overseas subsidiaries is, indeed, no simple matter and 
reaches beyond the scope of this chapter. Above all it is a question of 
being consistent and aiming at simplicity. Have a word with your com
pany accountants.

Personnel is the most important of a newly established company’s 
resources. Success will stand or fall with the person charged with start
ing up the company and his ability to find able staff. One of the main 
reasons for the new undertaking is a desire to be in control. The person 
initially in charge, therefore, should normally be a national of the 
country of the parent company, with close ties to the company. The po
sition could serve as a challenge to some up-and-coming young execu
tive. In view of the need for the accounts to be compatible with those of 
the parent company the financial manager, as a rule, should also come 
from that company. After the subsidiary has become operational it



may prove convenient to appoint a competent local to one of these posi
tions, though the other should remain in the hands of a "parent com
pany man”. Also, at least in the beginning, it is necessary to employ 
engineers from the parent company. Where other subsidiaries exist, 
experts may be recruited from them. Cross-fertilization by exchange of 
staff between subsidiaries and parent company is a wise policy.

Apart from this, employ as many local staff as possible. It gives the 
company the local look it wishes to have. Local employees will also im
part knowledge of customs and habits, mentality, culture, etc, to the 
company. They also have a better command of the vernacular. Local 
employees must be able to feel there is a future for them in the com
pany. This is one reason why the number of "imported” parent com
pany nationals should be reduced gradually.

These factors have consequences for the level of wage rates. "Import
ed” staff on contract should not be paid more than is usual for their 
positions. Where wage and salary levels are low in comparison with 
those in the country of the parent company, such staff will have to be 
compensated in some other way, otherwise the future pay structure 
may be completely ruined and discord may be generated.

The board may not be an important consideration in the beginning if 
the company starts operating on a small scale. Its importance increases 
with the size of the operation. Or it may be that the company gradually 
becomes able to afford board members who actually contribute to a 
healthy development. Thus the aim should be to get an active board 
with wide experience to support the management. The board must in
clude at least a nucleus of local businessmen with a reputation for be
ing efficient and able managers and for possessing good judgment. If a 
banker and a lawyer are also included, that is an advantage. In some 
countries the board member’s titles are important. The parent com
pany must be represented, of course, and its representative often be
comes chairman. The best sources of information for the purpose of 
finding suitable candidates for membership are again the bank, the 
lawyer, expatriate colleagues and the trade commissioner. Check that 
candidates suggested do not have interests conflicting with those of the 
company.

Start-up
Now, when our lawyer has helped us find a way through all the formal
ities, the subsidiary has been formed and the start-up process can be
gin. Once more the steps to be taken depend on the company size and 
the industrial sector in which we work. The following paragraphs 
should be read as a check list of various necessary tasks to be dealt with 
sooner or later. Much of it was prepared at the planning stage; now it 
remains to check the details and give practical effect to those tasks.
Launch. We have finally arrived! Create an image from the very begin
ning. Various methods of disseminating the message. Special offers?
Customer files and priorities. Basis, checking and extent of infor
mation; practical arrangement; use.
Product range. Customer requirements. Modifications. Rate of return.



Pricing. Competitors’ prices. Evaluation. Philosophy of pricing (high- 
low-skim-penetrate). Image creation. Price systems. Discount systems.
Terms of delivery. Place of delivery (e g, FOT own warehouse). How to 
handle software? (Advice, adaptation, installation, commissioning, 
training.)
Terms of payment. Credit period. Part-payment. Price clause relating, 
e g, to exchange rate variations.
Literature. Extent. Translation. Printing.
Quotation system. Formulation. Follow-up.
Communications. Institutional publicity. Product advertising. Direct 
mail advertising. Customer get-togethers. Exhibitions. Customer 
training.
Sales. Direct salesmen and retailers. Area organization. Formulating 
targets. Training. Pay system. Motorcars.
Order processing. Routines. Linking to balance of inventory and in
voicing.
Warehousing. Products. Accessories. Spare parts. What, how many, 
where? Personnel. Routines.
Report system. Reporting what, to whom, when? Coordinate the needs 
of subsidiary and parent company.
Technical service. Customer service level. Company or contract serv
ice. Space requirement. Equipment. Personnel. Routines. Training. Fi
nancial targets. Follow-up.

Company control and management
The new subsidiary will need the control and support of the parent 
company. Developments are monitored through the board, of course, 
but contacts at lower levels are at least as important. Any departures 
from the plan? What are the consequences? What measures to be 
taken? For instance, more technical support, special quotations in 
time, avoidance of late delivery, more training. Note that the birth of 
a subsidiary will make new demands on the parent, who has become 
an export marketing concern. Personal contacts increase reciprocal un
derstanding of both companies’ situation and make co-operation eas
ier. Let experts visit the subsidiary and let its employees visit the par
ent company. The latter is just as important. Then the personnel over
seas will see they work not only for "the little subsidiary” but form part 
of a greater whole. This creates a "group spirit”.

Side effects
It is to be hoped that the subsidiary will produce the desired return. A 
series of positive side effects will also soon be apparent. For instance, 
direct feed-back from the field. Direct customer contacts. Internal staff 
mobility. Stepping stones to the next company formation. It will also 
become obvious how advantageous it is to have direct control and keep



the know-how, compared to agency arrangements. In addition, a mar
ket asset has been created even if it does not show up on the balance 
sheet.

Winding up a subsidiary company
Forming a subsidiary is something positive. It is new and exciting, it 
creates expectations. Winding up is often negative. Something has 
gone awry. There are several different reasons why closing down a 
company becomes a suitable option.

The most common reason is unsatisfactory financial returns. This in 
turn is often due to too low sales volumes, perhaps combined with too 
low price levels. Another reason may be inability or unwillingness to 
adapt the products to the requirements of the customers, and/or legis
lation and regulations. It may be that the level of service does not 
match the prices quoted. Or that there are shortcomings in the man
agement or that the state of the market is depressed.

Where the causes cannot be remedied by reasonable actions, wind
ing up the company may prove the more realistic solution. But various 
points must first be considered.
- What will the long-term effects be? Returning at a later date to the 

same market may prove very tricky. The question is particularly im
portant when the cause of the decline is a shrinking total market. 
Will it pick up again? If you succeed in hanging on while the compet
itors give up, long-term effects may prove very positive.

- Are the financial targets realistic? It is not unusual that too much is 
expected of a newly formed company. Are operation-related costs 
and market investments kept separate?

- What legal obstacles and consequences must be taken into account? 
Winding up a company can be a long-winded process in some coun
tries. Where extensive discussions with authorities and trade unions 
are required, this may result in long delays. In the end perhaps the 
company will remain — with accumulated negative publicity as a 
millstone round its neck.

- What should be the limits of the parent company’s social respon
sibility? Nobody gains from keeping a loss-making company in oper
ation, but the consequences for the employees must be considered. 
What possibilities are there of creating other jobs in the organi
zation? Can the problems of old faithfuls be solved by a severance 
payment or an early pension?

- May a merger with other companies be a solution? That might then 
have scale effects. If the answer is a yes, discussions with suitable 
partners should be initiated without delay.

- Should the company continue its activities in some other form? A 
sales volume which does not justify keeping a subsidiary may be of 
interest to a distributor. If so, keep looking for suitable candidates 
within the sector. A consideration now is to limit the negative pub
licity resulting from the close-down and, if possible, to present the 
measures taken as a customer benefit.



- Would it be enough to slim down the company? This is the usual so
lution, at least temporarily. Then it would be well to slim it down 
properly in one go. Small reductions over a longer period demoralize 
the remaining personnel. Start cutting down at management level 
and continue downwards in the hierarchy, otherwise the organi
zation easily becomes top heavy and cost reductions insufficient. 
There are always possibilities of combining work functions to form 
new departmental patterns.

If, after careful thought, a decision is taken to wind up, it is necessary 
to act swiftly and consistently.

Finally a few words about a reason different from a purely financial 
one for the end of a subsidiary: it is nationalized - or confiscated. For
tunately this is not so common but may happen more often in the 
future.

In that situation the parent company must send immediately its best 
negotiator who, with the assistance of the local board and management 
and the lawyer, will have to try to save what he can. The aim must be to 
secure continued management responsibility for the company. There 
would then be a good chance of controlling the company largely as an 
ordinary concern.

Conclusions
Forming a subsidiary company need not be a particularly dramatic e- 
vent though much has to be thought of. The most important points are 
as follows:
- making up one’s mind about what exactly is the desired purpose of 

the investment overseas;
- preparing clear and realistic estimates; and
- selecting the right staff.
In order to limit the size of this chapter it has been based mainly on 
experience of export marketing of producer goods. But the principles of 
marketing consumer goods or services are not that much different.

Industrialized countries (the OECD countries). Company establish
ment as described in this chapter refers basically to these countries. 
Outside this grouping further considerations will apply. They are as 
follows:

State monopoly trading countries. Forming a company is very diffi
cult and in most cases impossible. Very considerable experience of 
starting companies overseas is required in order to achieve success. Di
rect sales, and in some cases agency arrangements, are usually a better 
solution.

New industrialized countries (NIC) such as Mexico, Venezuela, 
Hong Kong, Singapore and South Korea. Common to these countries 
is a rapid economic expansion which makes them extremely interest
ing from an export point of view. Whether or not a subsidiary should 
be formed is a different matter. In the absence of experience nearer 
home the proposition may be rather doubtful. The expansion in itself 
means these countries do not have economies as stable as those of the



OECD countries. They may also be politically less stable, so there is 
reason to be more careful with the capital outflow and a quick return 
on capital invested to be planned for. Forming a company in one of 
these countries is often troublesome, e g, in respect of legislation on 
foreign ownership and capital transfer. It is also necessary to carefully 
investigate the existence of import restrictions and the possibility of 
new ones being introduced in the future. Special care should be taken 
to reduce the risk of foreign exchange losses.

OPEC countries. It is a characteristic of these countries that their 
economies fluctuate with oil prices. In times of high oil prices they 
normally show large surplus payments. In later years there has been 
some evidence of stagnation but the markets still attract interest. How 
interesting they are from an export point of view depends greatly on 
the investing company’s line of business, i e, whether or not it has 
products the importing country is interested in buying. With regard to 
producer goods and services the political trends and stability are deci
sive factors. Are they making a serious effort to build their own indus
try, and will this effort continue? Where it is at all possible to form a 
subsidiary in one of these countries, principles similar to those valid 
for new industrial countries apply, but even greater caution is recom
mended. Also, it must be clearly recognized that the great cultural 
differences encountered in these countries will make considerable de
mands on the company’s conduct.

Underdeveloped countries form a fairly heterogeneous group. Com
mon to them is their poverty. The export interest they arouse varies 
with the potential exporter’s line of business. The more interesting 
business is often linked to various international aid programmes. That 
kind of business normally needs no local subsidiary. The general 
advice must be not to attempt to form a subsidiary. That does not mean 
some countries may not be of interest to some industrial sectors. How
ever, previous experience of overseas subsidiaries is a prerequisite. It 
is necessary to be prepared for difficulties in recruiting suitable staff 
locally, a fact which applies to new industrialized and OPEC countries 
as well, albeit to a smaller degree.



The purchase of international 
companies
by Lars Lidén, Esselte

- The purchase of companies as an alternative to other more tradition
al forms of internationalization.

- Why has the importance of company acquisitions increased so rapid
ly in recent years?

- Which conditions should Swedish companies, in particular, take into 
consideration when deciding upon the purchase of a foreign com
pany?

- Positive and negative experiences concerning the buying of inter
national companies.

These are examples of some of the issues which will be examined in 
this chapter. This chapter describes what managers of subsidiary 
enterprises and other colleagues in Swedish-owned foreign companies 
should know about the driving forces and restrictions of internationali
zation. However, its conclusions are also useful to decision makers in 
the parent company’s home country.

Exporters of raw material and technically oriented "inventor” 
enterprises
The number of people employed in Swedish multinational subsidiaries 
located outside Sweden corresponds to more than one third of the total 
of people employed within the industrial sector in Sweden. This figure 
has increased rapidly in recent years mainly owing to acquisition of 
companies abroad. How does one explain this development?

The typical Swedish exporter was, in general, either an exporter of 
raw materials, or a technically oriented "inventor” company.

The raw material exporters were the first to appear. The forest pro
vided timber, charcoal, tar and, later, with the help of technological 
advances, it was refined into wood pulp and paper. The mines of Bergs
lagen and Norrland primarily produced iron ore and, periodically, even 
large amounts of copper, silver and gold.

Those companies that exploit the gifts of nature have essentially re
mained raw material exporters, even though they have progressively 
increased the processing of their raw material. The companies which 
have established themselves overseas have either concerned them
selves with the building of foreign sales companies or the acquisition 
of foreign raw material resources which could be exploited using tech
nology from their home country.



"Inventor” companies, the second category of Swedish export sales 
companies, have followed a different pattern of development. They ex
ported something which was technologically unique, often with its 
roots in an invention - Wingquist’s ball bearings, Ericsson’s telephone, 
Wenström’s alternating current system and the safety match. In such 
companies, the exporting of their goods commenced at a very early 
stage. In some cases, one has the impression that the rise in exports 
was due to an almost spontaneous demand for "genius articles”. This 
group includes many of the well-known manufacturing companies 
quoted on today’s Stockholm stock exchange.

The process of internationalization was, for both these categories, 
usually initiated through sales or trade agencies. Later, overseas sales 
companies were established. As a third step in this chain of develop
ment, technically oriented companies started setting up subsidiary 
production companies in certain consumer countries. The reasons for 
this could have been the distances involved (transport costs) or customs 
restrictions as well as possible demands by the authorities of the coun
try in question that local production be set up.

Despite the fact that a growing percentage of "exported” goods were 
also produced abroad, these companies remained essentially exporters 
in the true meaning of the term. This was/is, for example, clearly man
ifested in the manner in which key functions are organized. The com
panies’ specific competence in the area of patents and production know
ledge remains concentrated centrally within the Swedish parent com
pany. Technical impulses then radiate outwards to subsidiary compa
nies around the world.
A new type of export company
This was how most Swedish exporting companies looked well into the 
post-war period. Nowadays, however, this simplified categorization no 
longer applies. Even companies which do not have their origins in at
tractive raw material resources or in technically unique inventions are 
"outgrowing” the Swedish market and have started appearing inter
nationally. These companies have different prerequisites from those 
previously mentioned and therefore follow a different pattern of devel
opment. Furthermore, they can be regarded as being more genuinely 
international nowadays, since their subsidiary companies are not or
ganized as satellites to the parent country’s raw materials or research 
departments.

If one delves into the cause-effect relationship and the underlying 
decision processes, one usually finds that these companies have been 
forced to make a choice. They have found themselves in a home market 
which has stopped growing or which is predicted to stagnate. They can 
either choose to stay in their home country, in which case they will 
have to diversify and move into new fields of activity, or they can opt 
to remain in their traditional line of business, in which case they will 
be forced to expand their geographical markets.

Of these two genuinely uncertain alternatives, many enterprises 
within this category have estimated that an overseas venture has the 
greatest prospect of success.

Bad experiences in connection with diversification may explain this 
choice. Many conglomerates involved in different fields of activity and



investment companies set up in the 60’s and early 70’s proved to be 
extremely fragile in times of crisis. The grass simply was not greener 
on the other side of the fence. It may therefore be safer to stay within 
one’s area of competence or grow concentrically from a solid core of 
knowledge about a specific field. In both cases, however, one has to be 
prepared to take the step into the foreign market when the local mar
ket does not provide enough space for expansion.

Not only have large companies been faced with this choice. Even 
smaller, more specialized companies reach a stage when the local mar
ket becomes saturated. It is sufficient that the local market simply 
stops expanding within the company’s special niche for this to happen.

There may be other reasons why a company cannot expand enough 
locally. If the enterprise already has high market shares, it can be too 
expensive, or even dangerous from a competition policy point of view 
to expand further.

Even though Swedish antitrust legislation has not reached Amer
ican proportions yet, "Näringsfrihetsombudsmannen” (the Commis
sioner for Freedom of Commerce) raises a warning finger more and 
more often towards concentration tendencies which could upset compe
tition on the tight local market.

Regardless of which were the dominating motives behind their 
internationalization, this third category of Swedish "latecomers” to the 
overseas arena usually cannot expect the same pressure of demand 
that the raw material deliverers and successful "inventor” companies 
experienced when they took the step into the foreign markets. This is 
precisely why they are known as latecomers! The world is not, so to 
speak, waiting for these new products. Often, retailers are reticent 
about expanding their range with a new, competing product. If the re
tailer does agree to take on a new line during a market upswing, then 
the last (and usually less well established) supplier is likely to be the 
first to be discarded when demand weakens or the business is, for ex
ample, forced to reduce its assortment due to increased interest rates.

In short, it can be difficult for this type of exporter to expand the slow 
way through agencies or to build subsidiary companies from the 
ground up. Better instead to get a flying start by buying oneself onto 
the market through an acquisition.

The reason for taking over a suitable company within one’s own field 
of activity is not primarily to reduce a member of the competition: the 
world is full of them. Instead, one is purchasing an established sales 
organization which would otherwise have taken generations to build 
up had one decided to start from scratch. In fortunate instances, one 
may also be purchasing a well established trade-mark or product 
which naturally complements those lines which one produces in the 
home country. This can potentially lead to a world-wide specialization 
where every factory produces a few products only, using cheap, mech
anized methods of mass production.

Currency exchange controls - a restriction if one has a Swedish 
parent company
These then were roughly the motives and driving forces, grouped in 
decreasing order of natural prerequisites on a time axis, which pushed



parent companies in a small industrial country like Sweden to expand 
overseas. Today, naturally, these motives overlap each other. Never
theless, the different categories of exporting companies are still clearly 
discernible.

Since 1965, "exports” from subsidiary companies of production out
side Sweden have increased much more than the true exports from the 
home country. This development gained particular momentum during 
1974—75 when the trade unions in Sweden pushed through a rise in 
wages which largely exceeded what the most important competing 
countries were prepared to pay. This explosive rise in costs was a catas
trophe that not even Sweden’s subsequent devaluations could repair.

If we assume that this internationalization of Swedish industry is 
going to continue, which in the forseeable future seems very likely, 
how does the policy of expansion via foreign acquisition appear from 
the point of view of the internationally active manager of the subsid
iary company? What does he have to pay special attention to and which 
restrictions apply particularly to Swedish-owned parent companies?

Above all else, it is important to realize that Sweden applies cur
rency exchange controls. Simply to convince the parent company man
ager of the foreign company’s merits as a potential acquisition is insuf
ficient. The internationally active manager of the subsidiary company 
should also be aware of the rules which prevail in Sweden, particularly 
those concerning licensing of direct overseas investments and the spe
cial financing conditions.

The Central Bank of Sweden makes a distinction between direct in
vestment and portfolio investment licenses. Direct investment in
cludes not only the buying of whole companies, but also those partial 
purchases which allow effective control of a company’s administration 
or which, by other means, indicate a lasting economic alliance with a 
company. Contrary to direct investments, portfolio investments only 
suggest a capital return.

A fundamental feature of Swedish currency exchange control is the 
prohibition of overseas portfolio investments. On the other hand, direct 
investments are in theory permitted, although with certain restric
tions which have varied from year to year.

The Swedish Central Bank applies guiding principles concerning di
rect investments (those with which we are mainly concerned in this 
chapter) and these have been in practice since 1969. In order to obtain 
the necessary currency license for such an investment, the transaction 
for many years had to be judged as being potentially beneficial to a 
company’s export activities or "favourable from a balance of payments 
point of view”. Furthermore, the Central Bank demands that the in
vestment/acquisition be financed through foreign loans with a life of 
an average of at least five years. Sales enterprises and other companies 
which sell a considerable amount of Swedish export material can be 
exempted from these financing demands. Similarly, investments a- 
mounting to less than 1 million Swedish crowns, and investments in 
countries which are prime receivers of Swedish aid, do not have to meet 
these demands.

Licenses for direct investment, except for those involving in
vestments in a Nordic or a developing country, also have to comply 
with the "Höganäs” conditions. These state that the applicant has to



bind himself not to give away shares in the company he wishes to pur
chase without the Central Bank’s consent. Moreover, the applicant 
should not fund the profits of the foreign acquisition more than is rea
sonable for the activity of the company in question.

During 1981, a certain number of the conditions needed to obtain 
a Swedish license for direct investment were reduced. The balance of 
payments criterion was thus removed. Now, the application can only 
be rejected if the Swedish Central Bank finds that a direct investment 
could cause significant damage to a country’s interests.

The five-year lifetime clause, in connection with foreign financing 
nevertheless remains, although there is a possibility of exemption for 
investment involving another Nordic country.

The Swedish Central Bank has adopted special rules for the ship
ping industry and for investments concerning bank and credit insti
tutes.

At the time of writing a number of newspaper articles have appeared 
stating that final negotiations are under way within a State commis
sion known as the "Currency Committee” to review Sweden’s currency 
exchange controls. The committee’s final report has been announced 
several times but has, up to now (Aug. 1985), always been postponed 
to a future date, suggesting that there is considerable disunity between 
political parties in favour of currency regulation and those against. Re
gardless of which side draws the longest straw (which most probably 
depends on the kind of government formed after the general elections 
of 1985), it seems likely that the Swedish currency exchange controls 
will be further relaxed.

To sum up, one can observe that not even the existing controls have 
impeded the internationalization of Swedish industry to any great ex
tent. Direct overseas investments (company acquisitions) have risen 
considerably every year and amounted to approx. SEK 15 000 million 
in 1984, whereof 77 percent was financed through international loans. 
Even though the conditions for raising international loans are burden
some, most Swedish companies learn to live with the controls. In com
parison with the conditions applying in other countries, Swedish bu
reaucracy is flexible, and the Swedish commercial banks are well 
equipped to assist companies in need of foreign loans.

General experiences in connection with international acquisi
tions
Besides the rules and regulations which are tied to every particular 
country (and here it would be meaningless to try to cover any country 
other than Sweden), there are certain proven and timeless methods 
concerning the majority of acquisitions, irrespective of the country in
volved.

Ideally, the acquiring company should have a well-prepared and or
ganizationally acceptable plan of action to achieve the goals that have 
been set. This plan is usually based on, for example, the following cri
teria:
- The purchaser, by definition the one who initiates and carries out 

the transaction (it could be the management of the parent company



in the home country or, more likely, an overseas subsidiary company 
manager) judges that there are good opportunities for a profitable 
expansion and that the best method of achieving this is by a new 
acquisition.

- If the purchaser’s policy is to remain within his own field of activity 
or in the direct extension of the knowledge/competence which exists 
within his company, the choice situation is usually facilitated. Most 
companies know their colleagues and competitors relatively well, in
cluding those in foreign countries. It is usually easier for those who 
possess good knowledge about the trade to decipher annual reports 
and other available quantitative data. One is usually aware of why 
a company is for sale (impending generation shift, etc.).

- The owner of the purchasing company, i e the Swedish parent com
pany, is expected to have a reasonably clear notion of those countries 
in which the enterprise wishes to establish itself. This notion should 
be based on the appropriateness of the company’s technology, the 
growth of the market, competitive conditions, etc.

- If the purchaser has a parent company with a strong balance sheet 
but a relatively weak income statement, it may be wiser to invest 
in a profitable, but probably more expensive company, rather than 
purchasing a cheap but unprofitable company and hoping to eventu
ally turn it around.

- An extremely profitable purchaser may conversely choose to buy a 
company which is making a loss relatively cheaply, putting in new 
management and hoping that in a few years time he will have got a 
bargain.

- It also makes good sense to check if one’s own group policy allows 
joint ventures or if one should only aim to wholly own all companies. 
There may be strong arguments in favour of both alternatives, but 
it is important that the purchaser is aware of what the company 
hopes to achieve with this expansion.

The advantage of having well thought out and deeply rooted criteria is 
that it enables the subsidiary company manager, at an early stage, to 
filter out all projects which would not be convenient in a group situ
ation. It is difficult to plan the right time of purchase beforehand in the 
event than an "appropriate” project appears. But when the occasion 
presents itself, the purchaser should be capable of taking the decision 
quickly. This usually requires a good mental readiness on the part of 
both the person who initiates the purchase and those (the manage
ment/board of directors in the parent company) who have to make the 
final decision.

Questions like: who is to take the initiative, who is to contact whom, 
then become of secondary importance. In the case of companies/groups 
where expansion is taking place within the same field of activity, it is 
usually the local manager who initiates the acquisition. In companies 
which aim to move away from their original branch of industry, acqui
sition ideas usually emanate from the company’s center where one is 
less caught up in the "branch” way of thinking.



Normally, the acquiring company’s bank is brought in to collaborate 
with the parent company’s financial department at an early stage. The 
bank not only contributes to the financing of the project at a later stage 
of development, but also helps to plan and make contacts during the 
initial phase.

Accountants and lawyers are connected to the project in a similar 
fashion. These may possibly have been reached through arrangements 
within the group’s Swedish auditors and its legal department. When 
dealing with more complicated purchases, especially if they turn out to 
be "hostile take-overs”, a large number of specialists usually have to 
be brought in. In such cases, the purchaser will have to submit to play
ing the various different and highly complex games surrounding the 
stock markets of New York, London, Frankfurt, or wherever the pur
chase is being made.

Positive and negative experiences
What experiences do Swedish-owned enterprises have of international 
acquisitions which have been initiated and carried out within their 
own organizations? Are profitability expectations usually fulfilled?

Naturally, it is impossible to speak of any general or typical Swedish 
patterns of experience. The picture varies from company to company, 
from country to country and, when tendencies reappear, the conclu
sions that can be drawn are usually trivial. It finally boils down to the 
reactions and problems usually associated with any form of merger. 
These are issues which fall outside the scope of this publication. It is 
nevertheless clear that far from all acquisitions fulfill what was origi
nally expected of them at the time of purchase. John Kitching already 
noted in his classic work from the early 1970’s, "Acquisitions in Eu
rope”, that more than half of all the mergers he examined should have 
been left undone. This proportion is probably still valid today.

Some common observations:
Unsuccessful acquisitions may be blamed on the fact that the purchaser did not study 
carefully enough the conditions required for establishment (or alternatively deeper en
gagement) within the country in question. The preparatory stage is all-important. Ap
proximately two thirds of all failures are considered to be the result of insufficient 
ground work, and only one third is believed to be due to bad handling of the actual trans
action. An experienced subsidiary company manager with a good knowledge of local con
ditions can prove invaluable in both events.

It is usually unwise to establish oneself in markets which, although being potentially 
large, are already dominated by superior large-scale enterprises. Statements such as "if 
we just get one percent of the new market, we will be OK”, have caused the downfall of 
many boards of directors.

The integration between the acquired and the purchasing companies is often rendered 
more difficult by "victory complex” reactions and culture shocks which could be avoided 
through more engagement from the purchaser’s side. The acquired company’s personnel 
often reacts in a manner similar to the following: "Here comes an unknown company 
from slightly south of the Arctic Circle and bordering on the Eastern Bloc, who wants to 
buy us!”

It has become apparent that many Swedish-owned companies have encountered prob
lems controlling foreign acquisitions simply because the purchased companies are not 
used to dealing with the more informal, participatory forms of management and lead
ership practiced in Sweden.



Normally, Swedish companies are considered to exercise a progressive personnel policy. 
This does not, however, mean that employees/trade unions are ready to compromise 
their experiences, especially if the acquisition is in a country with more deeply rooted 
industrial traditions than the Swedish.

All these examples should be taken as warning signs. However, most 
experiences seem to be positive. How would one otherwise explain the 
increasing number of Swedish companies which choose to expand 
through overseas investments?

Understanding of the necessity for international expansion has also 
grown within Sweden. It was more common then than it is now for em
ployee organizations to speak of "the export of their jobs” and to main
tain that the companies should invest more in their home country in
stead. Studies suggest that the export by multinationals is consider
ably larger than it would have been, if there had not been a simultane
ous overseas production. Increased investment in Sweden is not nec
essarily an alternative to the purchase of international companies. In
vestments depend on expectations of profitability while the "cross-fer
tilization” between sister companies in different countries has proved, 
in most cases, to stimulate profitability.

Four points to remember
"Export goods” produced in foreign countries through international ac
quisitions have, in recent years, become, to an ever increasing extent, 
important alternatives to export from Sweden.

Until now, overseas expansion has mainly been open only to large- 
scale enterprises. However, it is likely that we shall see smaller, more 
specialized companies among the purchasers in future.

All foreign ventures inevitably involve an element of risk. However, 
the acquisition of existing companies and sales organizations can be 
the most advantageous course of action for the business. It is less peril
ous than depending entirely on exports from the home country and 
faster than building up one’s own companies from scratch.

Expansion through international acquisition assumes that the pur
chasing company is capable of efficiently using the expertise at its dis
posal - i e management resources which have good knowledge of local 
conditions. Subsidiary company managers and other management col
leagues in overseas-owned companies are therefore a key group when 
it comes to both the initiation of a company acquisition and the sub
sequent integration of the new resource into the organizational struc
ture.
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Subsidiary/parent company 
co-operation in international 
advertising
by Eric Österman, Anderson & Lembke

Industrial marketers often have a rather distorted idea of the sales 
process. They think that the company’s salesmen hunt out and contact 
new potential customers, define the needs of the customer, convince 
the customer about the splendid qualities of the product and then close 
the deal. In reality, this is not often the way things are done, with the 
possible exception of those lines of business which comprise only a very 
small number of customer companies. For some 70-80 per cent of all 
contacts which lead to a deal, the original initiative has been taken by 
the customer.

Industrial products are not sold - they are bought
The customer nearly always plays the active part — and the salesman 
the passive. In addition, the buyer keeps that initiative during the en
tire process. Research shows that, in the buyers’ opinion, the sales com
panies remain too passive, even when the buyer has pointed out his 
interest to buy. "When we really want to get hold of them, they vanish 
into thin air.”

This is why the most important tasks of the salesman and of the sales 
company are
to keep the market continuously informed about the field of application 
and the advantages of the products in question, as well as to convince 
the target groups about the company’s reliability as a supplier, and
to keep themselves within reach (easy to contact) when the buying com
pany starts its buying process.

It is also of great importance that the sales company should have 
informed the market by means of the channels which the buying com
pany uses first hand in order to keep itself oriented as to supply pos
sibilities.

A series of studies has been carried out in this domain, too. Inter
views with different categories of persons in the buying companies 
have produced answers to two key questions:
1. How did the buying company get the first information about the pro

duct which later on was purchased?
2. Which information sources are generally used for retrieving ideas, 

new suppliers, better purchase alternatives?
Irrespective of the line of business within which studies of this kind



have been carried out, the results are more or less the same. Thus, as 
an example we may quote the results of an investigation on building 
material, carried out by J&J, Copenhagen:
92 % of the key people in the buying process consider the trade press 

an essential or fairly important source of information
57 % give the same opinion on daily newspapers
54 % find that brochures and sales letters (direct mail) are very im

portant or fairly important sources of information
36 % are of the opinion that sales calls are important
36 % point out the importance of trade fairs, industrial exhibitions 

etc.
The buyer and the seller are often of different opinions as to which in
formation channels are the most important.
- The buyers are thus of the opinion that, in order to keep themselves 

informed about goods and services, advertising and direct mail are 
more important than sales visits.

- The sales companies usually nourish the idea of the salesmen consti
tuting by far the most important means for transferring infor
mation.

For the buyers, publicity and other mechanized information constitute 
the most important source of information in the initial stage of the buy
ing process. The sales companies often have blind confidence in the 
ability of their salesmen to "cover the market” — while all other means 
of information are quite undervalued.

However, the old rule of how to succeed in marketing is valid in this 
domain, too: you have got to adapt yourself to the requirements of the 
customers, as well as to the search process of your potential customers. 
The sooner the industrial companies realize the value of publicity, and 
the sooner they find the right balance and co-operation between mech
anized and personal selling - the faster the sales success will material
ize.

The exchange of goods and services between companies is - and al
ways will be - a buying process rather than a sales process. No matter 
how many and how aggressive the salesman may be, this situation can 
hardly be changed. It is the customer who defines the requirements 
and makes the first move. The purchase initiators are usually to be 
found in the depths of the buying company’s organization. They go 
about looking for their firsthand information on alternative products 
and suppliers by means of channels other than the supplier’s sales 
corps. They get in touch with the companies they know. Only then do 
the salesmen get a real chance to attain some results.

The salesman needs all the help he can get in order to stand a 
fair chance
The salesman needs help, in particular if the sales company has to find 
new customer categories and develop new markets. Advertising is,



practically speaking, the only possible and economically sensible 
means for a sufficiently wide and deep introduction of oneself to new 
markets and new customer categories.

If you were to put your salesmen to this task without granting them 
a certain advertising support, it would first of all cost too much money 
in terms of sales hours used. Secondly, today’s customers and sales 
would suffer. Thirdly, the process as such would be extremely slow. 
Fourthly, the scale, in which the salesmen manage to reach those indi
viduals in the buying company who actually use the product, would be 
quite negligible compared with sales hours used. In the fifth place, the 
possibilities of the salesman knowing in advance which potential cus
tomers on the market would at this very moment need the kind of prod
uct in question would be extremely small.

This way, the work of the salesman would too extensively consist of 
a kind of detective work, which seldom gives the company and the 
salesman a reasonable economic exchange.

Most potential buyers in the market place are not in a purchase situ
ation at this very moment.

It is a waste of time for the salesman to devote his working hours to 
those who, for the time being, do not need the product. There are more 
economical ways of presenting oneself to this group of customers.

But there is a small part of the market which needs to take immedi
ate or short-term decisions on purchases and on the choice of supplier. 
This tiny group exists in each given moment and it is actively looking 
for information on product alternatives and suppliers. This part of the 
market reacts immediately on the retrieved information, not least on 
advertising. If the information is given a professional design and man
ages to reach the potential customers, these will respond - and then 
the time has come for the salesman to step in and try to close a deal.

This distribution of work between publicity and personal selling 
gives the highest cost efficiency when you intend to widen your market 
and enter new market segments. It is above all a question of reaching 
the upper result limit of the salesman compared to the invested time. 
Working according to this principle, the salesman knows
- where the new, potential customer is to be found
- whom he shall contact
- that the customer has been well-informed in advance and that he is 

really interested in quickly getting down to facts
The conclusions are thus the following:
1. You must keep potential customers continuously informed about 

your products and your company. This is most efficiently and most 
inexpensively done by means of advertising.

2. It must be interesting for the customer to contact you. This is best 
achieved by giving an account of in what way your product and your 
company can facilitate the working conditions for the buyer.

3. You must make it as easy as possible for the customer to contact you. 
Use coupons and reply cards as often as the advertising and infor
mation material allows for it.



4. You must be able to give quick answers to all customer inquiries. 
When somebody addresses you with a coupon or by telephone, you 
must assume that he is serious.

5. You must provide the person making the inquiry with detailed in
formation. Give him enough material and samples for him to make 
a decision to buy your product. You should, however, remember that 
the buyer is in a sales situation, too. He is doing business using the 
money of his company and has to motivate his purchase before other 
persons within the company. You should therefore always design 
your material with the aim of making it easy for the customer to sell 
your products and his own choice to his own company.

Let in the first place the cheapest and the quickest information medium 
(advertising) make your company known, take care of the introductory 
presentation of the product and secure a visitors’ register (by means of 
response) on primarily interested customers.

Let in the follow-up stage the expensive but efficient personal sales 
concentrate on its main task - the closing of deals. If the salesmen first 
of all follow up the potential customers who have responded to the pub
licity, they will obtain excellent working conditions for themselves:
- They will be received with great interest by the customer company 

(there is already a certain interest for the offer).
- They will get to meet the most important persons in the company’s 

decision-making group (the customer has in general arrived at quite 
an advanced stage in the company’s internal decision-making proc
ess concerning the purchase in question).

- The closing rate per contribution unit (in terms of time and work) 
will be high - the net contribution per sales hour increases.

- Thus the salesman obtains both self confidence and references, two 
things which are equally important for continuing the work after 
having made the most of the register on customers which was ob
tained by the initial advertising.

This way, you will quickly find and develop the markets for your pro
duct. The productivity of the salesmen in relation to the invested time 
and work will increase.

These are two equally important matters, as most sales companies 
are forced to dispose of their resources so that they give the best pos
sible profit during the budget year. To work for a foothold for one’s 
products in new customer categories and market segments involves 
some risk-taking for the sales company. On the one hand, you risk los
ing control over your old customers, on the other, you do not know if 
and in how much time it will pay off to go after the new market seg
ments.

As a consequence, the export company (here called "the parent com
pany”) will have to offer an introductory financial support, which mini
mizes the elements of risk for the sales company. Otherwise you must 
normally take into account an unacceptably slow market development 
process — just because of the sales company having to give priority to 
projects more profitable than the "detective work” concerned with new 
customer categories.



Industrial advertising which is not used
On an average, a fourth of all Nordic industrial advertising expendi
ture is intended for the export markets, ie a total of about one thousand 
million Swedish crowns. Of all industrial investments, this money is 
handled most inefficiently.

Most people who have worked with international advertising are 
quite familiar with the following problem.

The advertising department of the parent company, together with 
one or more advertising agencies, put an enormous effort and large 
sums of money into preparing a campaign material to offer to the sales 
companies. The sales companies receive the material, use some of it, 
alter other parts of it and let the rest of the material return unused to 
the printed matter files or go directly into the dustbin. None or only 
some very exceptional sales companies carry through the advertising 
campaign according to the plans of the persons in charge of it at the 
parent company. If you ask the sales companies why they have not 
used the material, you often get the following answers:
- "A typically Nordic campaign. It does not work on our market 

place.”
- "We don’t use such selling methods here.”
- "We can’t afford investing that much money on advertising. Besides, 

we’ve already fixed this year’s budget.”
- "We have already prepared sufficient advertising material our

selves. You were too late with presenting yours, as usual.”
In this way, hundreds of millions of Swedish crowns spent on publicity 
are wasted.

What causes this problem?
The sales companies do not see their job as a problem of advertising, 
but as a problem of results. As long as they cannot understand the role 
of the publicity, proposed by the parent company, in the selling work 
as a whole, the advertising costs will stand out as a big and doubtful 
investment to them. The sales companies are quite right, too. No doubt 
the sales companies do need advertising, and the parent company may 
certainly continue to send out advertising material to be used as the 
sales companies think best. There are, however, infinitely more ef
ficient ways of using the money intended for advertising.

Advertising can be made into an instrument which acts upon the 
whole organization - parent company and sales company - to make a 
co-ordinated move at the same time and in the same direction. When 
it comes to improved sales results, increasing market shares etc., the 
results are often sensational.

A good way for the sales company and the parent company to join 
forces is to start an advertising project together.

Every sensible sales company is interested in getting advertising 
support. If the sales company is allowed to participate in planning an 
advertising campaign on their own market and, in this context, bene-



fitting by the experts and the resources of the parent company, then 
you may count on a very appreciated corporate activity. What’s more, 
if the project is carried out in the right way, you may obtain a nearly 
perfect co-ordination of the marketing contributions. You win in terms 
of power distribution, quality and, last but not least, results. Moreover, 
the costs for the carrying out of the project will be lower for all parties, 
in comparison to the costs when each party works independently.

For simplicity’s sake, one could divide international industrial ad
vertising into three levels:
1. International corporate advertising
2. Local activities in the various countries
3. Basic material

Level 1 : International corporate advertising
The purpose of international corporate advertising is in general to po
sition a company, a division or certain kinds of products, over several 
countries at the same time.

Corporate advertising is usually paid for as a whole by the parent 
company. Normally, it is a matter of advertising in the international 
trade press. The contribution is gratefully received by the sales com
panies - as long as the quality of the material as such is internationally 
acceptable.

The effects in the form of sales results are not quite as manifest as 
the results of product advertising. In spite of this, corporate advertis
ing is often a necessary and very efficient marketing tool. The reason 
for its efficacy is that when two or more suppliers offer the same or sim
ilar products, the most well-known supplier generally stands a far bet
ter chance to be chosen. The customer is even prepared to pay a higher 
price for a product which comes from a well-known supplier. From the 
point-of-view of the customer, it is quite simply a question of minimiz
ing the risk. Buying from a well-known company is considered to min
imize the risks for incorrect purchases.

In broad outlines, the problems of risk may be illustrated as follows:
The risks for incorrect purchases are considered small if the supplier 
lives up to the following characteristics:
- An established supplier and product
- A domestic company
- A well-known company
- A big company
- Competent salesmen and technicians who are able to present the of

fer intelligibly
- A good reputation as a company - good references
The risks for incorrect purchases are considered big if the supplier cor
responds to the following characteristics:



- A new supplier, a new product
- A foreign company
- An unknown company
- A small company
- Indistinct selling appeal, bad sales presentation
- Bad or no image at all - no valid references
The normal behaviour of people in the buying process is to try to min
imize the potential risks for incorrect purchases.

Most companies find themselves within the high risk zone as soon as 
they start venturing into new markets, segments of markets and new 
customer categories. This implies, for instance, that the foreign sales 
company has to meet with a high buyer’s resistance. The results of the 
efforts made for the launching of a new product, or for the launching of 
an old product onto a new market, can turn out to be quite small - 
whereas the investment costs, such as sales hours in the initial phase, 
often are large. This is why corporate advertising is a necessary tool in 
the marketing process.

Level 2: Local activities in the various countries
Local activities by countries refers to eg product advertising, often in 
the form of a campaign, which is produced by the parent company and 
offered to the sales companies to be used for their local markets.

At this point things start getting tricky. First of all, this is where the 
problems of collaboration between the parent company and the sales 
company reach their peak. Secondly, at this level, most parent compa
nies could improve their advertising considerably. The basic rule for 
the venture turning out a success is that the parent company and the 
sales company should join forces to draw up an activity plan, which all 
involved parties believe in and are willing to make their contribution 
to.

It is usually advantageous to call an initial meeting for all involved 
sales companies. The more companies and persons you have to deal 
with, the greater the requirements on the competence of the conference 
leader. However, such a meeting is a means of saving time and improv
ing the quality of the planning. The exchange of experiences between 
the different companies is usually by itself a good enough reason for 
calling a meeting. The prerequisite of a joint meeting is that the differ
ent sales companies could be considered having more or less the same 
point of departure (even if initially the companies themselves are not 
of that opinion), with reference to the customers’ product evaluation, 
the purchasing process, market legislation, and the sales company’s 
relative position on the market. It goes without saying that the cam
paign product in question must have the same specifications and fields 
of application on all the involved markets.

If a neutral person can be appointed as the leader of the conference, 
this is generally of advantage. The conference leader could for instance 
come from the advertising agency of the parent company. A neutral



leader diminishes the risks of the participants in the conference dwell
ing mainly on internal criticism and to a lesser extent on efficient mar
ket planning.

Firstly, it is easier for the consultant from for instance the advertis
ing agency to make the participants in the meeting keep to the subject. 
Otherwise, especially at planning meetings with sales companies, you 
risk getting stuck in discussing small internal matters, which usually 
have not got anything to do with marketing.

Secondly, an outsider is likely to look more objectively at both prob
lems and possibilities, thus helping the analytical parts of the plan
ning to lead to interesting, new ways of thinking.

Thirdly, the consultant, if the right person has been appointed, may 
contribute with experiences originating from other companies and 
lines of business. You will then be spared having to invent the electric 
bulb all over again, so to speak.

Irrespective of who is leading the conference, the work should be car
ried out according to a carefully laid-down agenda, otherwise you risk 
having to witness the conference ending up in utter confusion. The list 
of matters to be considered, or the planning model, may be in almost 
any form at all - as long as it both covers the essentials concerning the 
working up of the market and provides a simple and "creative” work 
model.

The check-list presented below has been well-tried in practice and 
functions satisfactorily if dealt with in the right way. The idea is that 
it could be used as an agenda at a planning meeting.

By using this model as a point of departure for the discussions, work
ing through it matter by matter, you will usually secure both an ef
ficient meeting and a satisfactory marketing and advertising plan to 
which both parties agree.

The participants in the meeting should all be directly concerned key 
persons from the parent company as well as from the various sales com
panies and the advertising agency, ie both persons who may contribute 
to the discussions with important information, and persons who will 
eventually be responsible for the carrying-out of the project. It is a de
finite advantage to have "all” key figures participate in the conference. 
Otherwise you run the risk of getting a lower planning quality and de
laying the project because of a slow and complicated decision proce
dure.

The meeting is best opened by the person responsible for or the initi
ator of the project giving a brief orientation of the reasons for and the 
purpose of the meeting. The introductory briefing should among other 
things stimulate the participants to their "maximum level of creativi
ty”.

Level 3: Basic material
The concept basic material refers to eg catalogues, information sheets, 
price lists, spare part catalogues, technical descriptions, research re
ports etc, which in a more or less complete form are produced by the 
parent company and placed at the disposal of the sales companies. Usu
ally, the sales companies are charged a major or minor part of the costs 
for the number of copies that are ordered.



A planning model for market activities
1. Marketing goals
At the planning stage, which is done together with the sales companies, 
it is usually advantageous to let the sales companies state their objec
tives after having agreed on the activity plans. It may even be quite 
a good idea to start out with some rather sweeping statement of the 
objectives, thus avoiding to provoke discord among the participants 
straight away, for despite being extremely general, such statements of 
objective will usually lead to the intended result: A marketing plan to 
which all parties are prepared to contribute, as well as marketing ob
jectives in the form of volume, market shares, budget, which everybody 
believes in.
2. The product examination
The description of the product should be adapted to the buyer and the 
user.

In the actual planning work, it is very important that the sales com
panies be convinced of the commercial competitiveness of their own 
product, ie gain confidence in the sales argument.

It may sound strange, but the fact is that parent companies have of
ten neglected to inform and train their own sales companies when it 
comes to the argumentation technique needed for selling their own 
product.

According to our experience, the information exchange between the 
product experts and the sales organization out in the field is not always 
altogether perfect.

As far as technical descriptions are concerned, the sales organization 
has usually been provided with more than sufficient material. In this 
domain, there is seldom anything missing. But when it comes to 
compiling convincing commercial descriptions where all screws, nuts, 
circuits and diagrams are presented with the aim of pointing out the 
customer advantages, this has often been neglected.

The following are examples of important questions to take up in dis
cussion:
What is the reason for a company turning to us instead of to its usual 
supplier?
Will the buying company get higher revenues with us as its suppliers? 
If this is the case, then why and in what way?
Will the buying company reduce their production costs and/or render 
more effective their production? If this is the case, then why and in 
what way?
Will the buying company be able to minimize the risks with us as its 
suppliers? If this is the case, then how?
Are there any other considerations which make the buying company 
want to substitute us for its present supplier? If this is the case, then 
what are those considerations?
The next points on the agenda are:



3. Market segmentation
To whom are we able to sell? To whom would we like to sell?
a) Kinds of market segments/companies/size of companies/company 

departments.
b) Geographical areas.
Within which types and sizes of company, and within which geograph
ical areas are the primarily most interesting prospective customers to 
be found? In other words, where are the companies which to us repre
sent the biggest potential and which at the same time might be/ 
become primarily interested in us?

4. The target group
Who are the persons that decide on and influence the choice of supplier 
and products?
a) Who on the buying side takes the initiative to discuss a purchase?
b) With whom does he/she speak - and who are the persons likely to 

influence him/her to take sides for or against the purchase in ques
tion?

c) Who decides on/signs the purchase?
What are the desired ends for those persons when they start a purchas
ing process? And how can we meet the requirements better than our 
competitors?

5. Competition
With what/whom do we compete? A definition of the directly competing 
products/services/systems/companies and any existing substitutes. As 
far as the field of application is concerned, the advantages/disadvan
tages should be considered both from the buyer’s and the seller’s point 
of view.

6. The marketing situation
What does our marketing situation look like? Where are we powerful, 
where are we weak at the moment? How may we market our forte, how 
are we to compensate for our weak points and improve our situation? 
What will the marketing situation look like in the future - and in what 
way can we influence the development?

7. Product and company profiles 
Analysis/decision:
This is what we would like to inform the market about, what we will 
concentrate on and use marketing resources for within the nearest fu
ture:
a) ...
b) ... 
etc.



In addition, this is what we shall concentrate on and develop in the 
long run:
a) ...
b) ... 
etc.

8. The media
a) What education and information material do we need for training 

the sales corps and other affected personnel within the organi
zation?

b) What field facilities are needed by salesmen, dealers etc for making 
the largest possible number of deals in the shortest possible time - 
ie for increasing the productivity per invested sales hour?

c) What advertising media do we need to reach our target groups, to 
inform and influence them?

d) What other media (advertising in the trade press etc) could we gain 
access to in order to propagate our message?

e) What other persons, authorities, organizations etc could we get to 
support our cause?

9. Marketing tactics
How can we penetrate the market in the most efficient way possible?
a) What is the most efficient way to use our sales resources?
b) What kind of support does the sales organization need? And what 

resources are required?
c) How and when and to whom should we direct our advertising? And 

how shall we design the sales package in order to provide the best 
possible support for the salesmen? What can we do in order to get 
the right number of responses/inquiries from our advertising in
vestments — and, moreover, the right response quality, so that the 
salesmen get a useful register of prospective customers to follow up?

d) What kind of support must the parent company provide the sales 
companies with?

In the planning work, you must always remember that advertising by 
itself does not have any intrinsic value. Its value lies in its function as 
a means of work and support for the sales corps. At the planning, your 
point of departure should therefore be the working conditions of the 
salesmen and the sales time made available for the product in ques
tion.

This, in its turn, will form the basis for decisions on presentation ma
terial, sales facilities and mass media investments, which are both nec
essary and worth their price.

The determining factor influencing the sales result and the market 
development is the degree to which you are able to train and arouse 
enthusiasm in the salesmen, provide them with working and support



material and get them to agree with the campaign tactics and objectiv
es and the follow-up.

No matter how creative and outstanding your advertising may be, if 
the sales corps is not convinced of its own role in the project, you may 
be sure of a fiasco. If the sales corps, on the other hand, knows what the 
project is about and believes in it - then advertising may contribute to 
work wonders.

10. Timing of the activities
When shall we start the intended activity?
For how long should the activity go on?
How should we prepare ourselves in order to get the greatest possible 
impact, co-ordination, efficiency and results from the job?

11. Determining the marketing objectives
If the planning meeting has been dealt with in the right way (and if the 
product has proved itself sufficiently competitive), at this stage most 
participants will be quite enthusiastic.

And what’s more, all participants have got a very good insight into 
the project as such. This facilitates the co-operation, simplifies the car
rying out of the project and pays for itself in the form of better results.

Together, maybe for the first time, you have created a marketing 
plan which everybody believes in.

This is where the parent company enters to ask how much each sales 
company respectively figures it can sell by means of the intended cam
paign.

At this stage it is much easier for each company respectively to esti
mate the results of the intended activity. The statement of the objec
tives will then seem much more realistic, something from which all 
parties will benefit.

12. Methods for following up the results
How should we best follow up the intended activities, in order to meas
ure whether they are a success or a failure?
Which means of directing the sales corps are needed?

13. The budget
What will be the costs for this outlined marketing activity?
Are the costs reasonable compared to the expected outcome — taking 
both a short-term and a long-term view?

14. Delegation of tasks
The project plan consists of the distribution of tasks between the parent 
company and the sales company.



The subsequent working steps

A. The parent company makes a synthesis of the activity plans agreed 
upon

The document is returned to the involved sales companies for check-up 
and approval.

B. The parent company works out the campaign material

C. The parent company presents the campaign material to the involved 
sales companies

A feed-back to the jointly prepared plan.
Going over thé proposed advertising, information and sales material. 
A discussion of the practical details.
If the material has been correctly based on the joint plan, problems of 
decision-making or non-productive subjective advertising "talk” are 
not likely to occur.

D. Presenting the campaign to other sales companies
The absolutely best method is to call the sales companies to some kind
of "Market Conference Europe” or something on those lines.
- Give an explanation of the reasons for, the objectives and the tactics 

of the campaign
- Present the campaign material
- Give an account of the methods of follow-up and measurement of re

sults
- Let the involved sales companies give their more detailed account of 

the carrying out of the campaign on their respective markets
- Invite the other sales companies to participate in the campaign and 

to use the campaign material

E. The parent company produces the campaign material and delivers it 
to the sales companies for carrying out the campaign

If necessary, the parent company must help the sales companies to car
ry out the campaign.

F. Follow up the participating companies’ campaign performances and 
campaign results

Provide all sales companies with success reports: "This is how our peo
ple in France succeeded...”, "Tips from our English company how to...”



International coordinated advertising presents several advan
tages
1. Lower total advertising costs

The parent company can carry out a major part of the advertising 
work at once and in one single place, instead of several sales com
panies individually investing time and money in planning and pro
ducing advertising material. If most of the work is carried out under 
the management of the parent company, considerable large-scale 
advantages may be gained, which implies that the individual sales 
company will get advertising material at a lower cost than would 
have been the case, had it produced the material itself.

A quite common way of dividing the costs is to have the parent 
company responsible for the initial stages including the costs for all 
material ready for printing, whereas the costs for translations, 
printing, advertising space and postage are paid by each sales com
pany respectively.

2. A higher advertising quality
The parent company usually has larger resources available for 
planning, creative design and production of the material than the 
individual sales company. This also guarantees that the advertising 
conforms with the general market planning and the current com
pany policies.

3. Reinforced product and company profiles
By running similar advertising activities on several markets, you 
get certain reinforcement effects, especially thanks to the inter
nationally wide-spread trade magazines and people’s increased mo
bility over the frontiers.

4. Increased solidarity between parent company and sales company 
The parent company gains better insight into the working condi
tions of the sales companies and often sees new ways of putting the 
export sales into better working order. The sales companies gain 
better insight into and comprehension of inter-company policy, 
ways of thinking and working methods. And all parties benefit from 
the sales improvement.



Human resource develop
ment, subsidiary personnel 
policy and career planning
by Catharina Sundin, AB Sandvik International

When establishing any organization (eg subsidiary company, sales of
fice etc) outside Sweden, it is important to take the question of person
nel into consideration at an early stage of development.

At present, personnel costs represent a considerable part of a com
pany’s budget whether it is established within or outside Sweden. It is 
therefore important to carefully analyze what type of organization and 
which categories of personnel are neeeded to staff the company. Should 
the organization, for example, employ local personnel or expatriates?

The decision should, regardless of how the staffing is finally organi
zed in the subsidiary company, be taken by the parent company. But 
who has the right to decide business questions? Who informs whom 
about which questions? Who should report to the parent company and 
what should the reporting include? Who decides about personnel poli
cy, appointments, salaries, the introduction of pension plans, insur
ance questions etc?

If a company intends to participate in a joint venture, or in a project 
together with a foreign company or organization, it is even more im
portant to clarify (already in the introductory negotiations with the 
partner in question), who is to be in charge of choosing staff and who 
is to be responsible for personnel costs. If the company is to employ ex
patriates, aspects concerning working conditions and residence and 
work permits as well as housing and recreational possibilities should 
be studied carefully.

Local personnel or expatriates?
Normally, it is best to employ local personnel in a local organization 
whenever this is possible, the major reasons being that locally em
ployed know the country, its market and language, and how to deal 
with the country’s bureaucracy efficiently. Employment costs for local 
labour are usually lower than those for expatriates, and continuity is 
better (as expatriates tend to stay for only 3-4 years before returning 
home or moving to a third country).

However, costs of employing expatriates are not necessarily higher 
in all countries. In the USA, for example, recruiting is generally done 
through special recruiting companies or "head-hunters”. As a result of 
this, recruiting costs can often be compared with the costs required to 
move somebody from Europe to the USA. In Germany, the cost of ad
vertising a job is comparable with that of moving from Sweden to Ger
many. Nevertheless, salaries and social costs tend to be higher for ex
patriates than for locally employed personnel.



Locally employed personnel
Conditions concerning locally employed personnel should, of course, 
comply with the laws, agreements and customs practiced in the coun
try. It is important to examine local salaries and terms of employment 
before introducing a policy. If one has not carefully analyzed the conse
quences of introducing a bonus system or a pension plan, for example, 
it is extremely hard to correct mistakes afterwards.

The best way to learn how to handle personnel questions in the coun
try is to appoint a reputable accounting firm to gather information 
about, among other things:
1. Recruiting. Is recruitment done through advertisement in the local 

press, by special recruiting agencies or in some other way? What 
does the recruiting cost?

2. Salaries and other conditions of employment. What salaries are 
paid to the type of personnel that one needs? Does it happen that 13, 
14 or 15 monthly salaries are paid? Do bonus systems exist and, if 
so, how are they designed? Is it normal that the company provides 
its employees with cars? If that is the case, which categories of em
ployees does this concern, and under what conditions are the cars 
provided?

3. Social insurance systems. How are sickness benefits, medical ex
penses, pensions and other insurances treated? Does the employer 
pay for all or part of the expenses? In certain countries, the employ
er takes in all expenses for the employee and his family. One should 
also note that the definition of a family may differ from the one gen
erally accepted in Sweden. In certain cultures, the term family in
cludes not only mother, father and children, but also sisters, broth
ers, cousins etc. Thus, the employer could end up being econom
ically responsible for more people than he originally intended.

4. Salary revision. When should the readjustment of salaries be done? 
Is it normal to compensate for inflation? Note that in certain coun
tries, laws have been created to regulate the readjustment of sal
aries, eg indexing. Follow the local salary development. Do the re
sults of local salary negotiations represent the total increase in sal
ary, or is it possible to receive additional pay due to, for example, 
merit or age?

5. Working hours, leave and holidays.
6. Labour-market legislation, eg protection against dismissal and 

rules about compensation for dismissal or retirement.
It is important to let the locally employed personnel know the working 
procedures and organization of the company as well as its future plans. 
People in 'key positions’ should be trained in such a way that they grow 
familiar with the organization. This can be done by, for example, on- 
the-job training, training within the parent company, or by visiting the 
parent company to establish personal contacts and to update one’s in
formation about the company’s future plans.

Decision making in Swedish companies is often done on a decentral
ized basis. This may imply that a technical specialist has the right to 
make decisions on his own about a product application, or that finan-



cial questions may be treated independently by specialists from the de
partment of finance. It is important that clear directives about who is 
to do the decision making are given to the local organization. Other
wise, irritation may arise both within the local labour force, who may 
insist on consulting the managing director in every individual case, 
and among the staff concerned within the parent organization, who 
may feel bypassed.

Reporting procedures in a Swedish company may differ from those 
used in other countries. Often, reports concerning, for example, eco
nomics may be given directly to the financial manager rather than to 
the managing director. Similarly, reports concerning technical mat
ters may be given directly to the production manager, and so on. Re
porting procedures should be defined clearly to avoid any misunder
standings.

Many countries may find it hard to accept the "Swedish Model” 
which strives for mutual agreements and compromises through discus
sions and negotiations, often performed at several different levels. This 
labour-market legislation is regarded as inflexible and bureaucratic. 
Furthermore, it demands that the employer gives his employees a fair 
amount of influence.

In many countries, the manager gives the orders, and his subordi
nates execute them. A locally employed manager who has difficulty, or 
simply is not interested, in adapting to the parent company’s ways of 
thinking and working may find it hard to realise the profits that the 
parent company expects of him. The local manager who categorically 
says "I want it my way, not your way” should have strong arguments 
in favour of "his way” to get personnel from the parent organization on 
his side.

Expatriates
In certain cases, the parent company may wish to place a Swede or a 
TCN (Third Country National, for instance, an Englishman employed 
by a Swedish company working in Japan) in one of its subsidiary com
panies or foreign sub-organizations.

The motives for a company to employ an expatriate in a certain posi
tion may be:
— Difficulty in finding skilled labour. This is particularly true for de

veloping countries where the technological level generally is low.
— Experience and knowledge of the company’s products and organi

zation (including the knowledge of who is in which position) as well 
as the transfer of this knowledge to the new organization are essen
tial conditions for a smooth operation.

— In companies with technologically advanced means of production 
and/or special products, a long training period for personnel who are 
to work within production or marketing is needed. Usually, all re
search and development of new products is done in the parent 
organization. One or a few specialists consequently have to be sent 
over to the subsidiary organization with the important function of 
transferring know-how about new production methods and prod
ucts.



— It takes a long time for a locally employed manager to become famil
iar with the parent company’s ways of thinking and working.

— Job-rotation — development of personnel, ie the company has, as 
part of career planning, established a more or less well-developed 
system in order to give its personnel broader experience through 
work in a foreign country.

— The parent company can, through its own detached personnel, be 
responsible for information, follow-up, and control. In cases involv
ing the establishment of a subsidiary company in a new country, it 
is particularly important to inform the locally employed about the 
company’s organization, products and way of thinking. This is best 
done by detaching personnel from the parent company. Similarly, 
follow-up and checking that the enterprise follows the major guid
ing principles, rules and objectives of the company are most ef
ficiently done on location by expatriates.

The object of sending expatriates is that they will, during a given pe
riod, carry out certain assignments and, when finished, they either re
patriate or leave to work for another group company. An expatriate 
who is not willing to repatriate or move to another country will eventu
ally adapt to his local surroundings to such an extent that he will find 
it difficult to readapt to both the company’s organization and the soci
ety in his home country. It is important that the company does not for
get its foreign service employees in its personnel planning, as it is espe
cially hard for them to follow the development within the parent com
pany at a distance.

Personnel planning for human resource development
Personnel planning is a part of the company’s business planning and 
an important part of the administrative system.

Personnel planning should be adapted to local conditions and its 
goals should be to:
— fulfill the company’s demand for skilled labour.
— give employees job security.
— give employees the possibility of developing their skills and knowl

edge.
The employment and promotion of a person should be done on the basis 
of professional qualifications and personal qualities. The goal is to em
ploy the right man in the right place. Familiarity with the country/- 
market and its conditions are important factors when choosing an ap
propriate employee. The candidate’s potential qualities and interest in 
an international career should also be taken into account. It is every 
manager’s responsibility to guide and encourage his employees in such 
a way that they develop optimally.

In connection with the setting up of a budget, a personnel budget 
(personnel plans) should be prepared. Long term plans, eg 4-year 
plans, can also be made if necessary. The company determines the re
quired labour force for the coming year, taking into account any 
planned organizational changes. Special attention should be given to 
key positions where particular knowledge and experience are usually



required. Are vacancies expected to arise? Identifiable vacancies such 
as employees due to retire are easy to anticipate. But what other resig
nations are expected? Do substitutes exist for employees in key posi
tions? If not, plans for the education/training of somebody who has the 
potential to take up the duties of a key position should be arranged for.

It is recommended that all heads of department carry out an individ
ual planning discussion annually with every one of their employees. 
This provides an opportunity to discuss the employee’s performance 
during the past year, what could be achieved the coming year, his diffi
culties (does the employee need any specific training), his long term 
expectations etc.

Human resource development can be achieved in several different 
ways, eg:
- education/training (in, for example, languages and budgeting).
- specialization. The employee improves his knowledge within his 

own area of work.
- growth. The employee expands his knowledge beyond his own area 

of work, usually into related professional areas (a salesman may, 
for example, receive a new product to market)

- job-rotation. The employee is given the opportunity to try other ar
eas of work by temporarily working in one or more different profes
sional environments.

- replacement. The employee acts as a substitute for another person, 
usually a manager, in order to try a more challenging position.

Certain positions in the subsidiary organization may be of particular 
interest to the parent organization. When planning for these positions 
(or individuals), the parent company and its subsidiary organization 
should consult each other.

Check list
1. The organization must be based upon the business strategy and 

business plans, which should be made clear to the employees con
cerned.

2. Information should be provided to the employees about the com
pany’s (department’s) long-term and short-term objectives.

3. Work out and establish goals. Check the result. If the result is posi
tive, what could be done even better next year? What went wrong? 
What to do about it?

4. Establish and inform about the procedure of communication (re
porting and feedback). Do not forget about the importance of infor
mal communication.

5. Establish and inform about the responsibility of decision-making. 
Who decides about what? Should written guidelines be worked 
out?

6. Is the company’s benefit package competitive? (Salary structure, 
social and pension insurances, etc) The company’s market situ



ation, labour policy in the country concerned and the company’s 
competitive power should be analyzed.

7. What are pros and cons of recruiting local employees or expatri
ates?

8. Annual individual discussions with subordinates gives the man
ager information about the employee’s interest and expectations. 
Do the manager’s and the employee’s views of the employee’s per
formance and potential development correspond?

9. Work out personnel plans. Where are the strong and weak points 
in the organization? If a key position becomes vacant, who could 
fill it immediately in case of unforeseen vacancy (for example 
death)?

10. Work out development plans: Education/training, job-rotation, 
international assignments, etc.



Subsidiary public relations
by Hans Ingvar Hanson, Relationskonsult ABIStrategiskt 
Centrum

"Total-Communication”
Among marketing people, ”total-communication” is a commonly used 
term for companies’ ambitions to reach their customers in many differ
ent situations and with different means at the same time.

The word is used to stress the importance of timing in the marketing 
activities of companies, and, in that connection, it can be useful to de
scribe it further. Good marketing communications should support, and 
not counteract, each other. They should be used in the knowledge that 
they will be strengthened by known economic, political or social tend
encies. It is especially important to avoid the companies’ search for con
tacts being counteracted by other, anticipated communications. As the 
customers are moving around in different worlds, the company should 
try to communicate with them often, in different ways, with varying 
messages and with different emphases. This is one desired meaning of 
the concept of "total-communication”.

But there is something tricky about the word. It promotes the idea 
that a company, if it has large enough resources, can control much 
more of the creation of public opinion in the world around it than that 
which is practically possible and appropriate. In large companies with 
extensive export activities, this attitude can be expressive of a strong 
centralization of marketing and of the PR-activity of the subsidiaries. 
Then, "total-communication” becomes synonymous with the standard
ized communication.

The ways, means and arguments for promoting products and serv
ices, which have been shown to be successful in the domestic market, 
head office normally desires to communicate also to other parts of the 
world. Sometimes this is a reasonable policy, but not, by any means, in 
every case. Its weaknesses can be observed especially in PR-questions, 
that is, when it is concerned with the company’s relations to the state 
and community, to trade associations and central authorities, to the 
mass media and general public opinion. Here, so many factors are in
volved in the attitudes other than straight forward business relations. 
Even very large companies - and probably first of all, the multination
al giants which are often depicted as representing economic imperial
ism, have learned that there is not only one approach to be put forward 
by the parent company to PR-problems in other countries and cul
tures. Generally, the approach entails adaption to local current atti
tudes and customs.



A chosen profile
On the other hand, an internationally active company, large or small, 
can not always trim its sail to every changing wind. The deviations it 
eventually makes, away from a given main policy, to become accepted 
on one market, will soon be known on other markets and then there 
will be demands for special treatment. International PR-work is to a 
great extent a question of balance. The adaptions to the host-countries’ 
demands and practices concerning the description of goods and trade
marks, the principles of accounting, demands of the trade unions, envi
ronmental questions, etc must be made, and communicated, in such a 
way that they are in line with the style and values of the parent com
pany and with its chosen international profile.

The management of the subsidiaries must be well informed of exact
ly what creates this profile - company philosophy, tradition, ethics, in
formation policy etc - and must also have such channels to the parent 
company that they can, without loss of time, get that information and 
the general outlines which are needed to make quick decisions, some
times in controversial situations.

Export and activities abroad are often started as part of an offensive 
strategy, and with the help of planned PR-contributions, such as press 
information, symposiums, participation in fairs and so on. The 
pioneers are usually unwilling to develop strategies to meet un
comfortable situations where the reliability of their products is ques
tioned, or where the company’s plants are being criticized by environ
mental groups or groups of employees, situations when the company 
activity should be explained or defended. However, the subsidiary’s re
sponsibilities lie as much with the management of a defense situation 
as with that of a drive for market share.

Policy steering
The managing director of the subsidiary, in both of the above situ
ations, should be able to rely on a coherent information policy - parti
cularly on one which he or she has personally helped to develop.

Such a policy should:
- make clear the basic values of the company, its goals and main strat

egies.
- describe the desired profile of the company.
- state the division manager’s rights and duties on questions of infor

mation.
- state what means, such as annual financial reports, newpapers, 

press material etc, the company places at the disposal of people re
sponsible for information dissemination.

PR abroad has for many companies been equivalent to advertising in 
the specialized press, exhibiting and participating in fairs, arranging 
receptions and sponsoring. Even a subsidiary manager has usually re
garded PR-activity as part of marketing. Therefore, at least some of his 
time has been taken up with this, assuming he has no specialist to 
whom he can delegate either the administrative or the representative



duties. It is only in recent years, owing to a more complex trade situ
ation, (import restrictions, EEC questions, debates around subven
tions, etc) that subsidiary managing directors have learned that public 
relations is an ever-present part of their job.

Consequently, explicit information policies, emanating from the 
parent company, have sometimes been drawn up on their request.

Everyday work
However, PR - or "relationics” - is much more than the presentation 
of the company and/or saving its face in critical situations. One used to 
say that "relationists are more useful before they are needed”. It is the 
unglamorous background work which lays the foundation for a good 
company reputation, by its everyday activities as well as the infor
mation it disseminates around it.

To manage this everyday work, the subsidiary needs, at least in the 
beginning, consulting help from the information department of the 
parent company. The PR-work should comprise:
- a study of social trends
- establishing goals
- press programs
- creating means of communication 

Social trends
The three main ingredients of a survey of social trends are
- a mapping of institutions and groups influencing the reputation of 

the company, forming an opinion of, and even taking decisions as to, 
the limits within which the company should act.

- a study of the communication possibilities (suitable media for inter
nal and external information, channels for specialized information, 
etc).

- an attempt to evaluate the market climate for the company’s prod
ucts - threats and possibilities.

This preparatory work can vary from a few days’ desk work and consul
tations to in-depth market and attitude research.

The amount of work which is required is decided partly by the way 
the parent company works with marketing studies, and partly by its 
willingness to share its findings.

One can find examples of large companies disposing of international 
attitude studies who have 'forgotten’ to communicate the results to 
their subsidaries.

The more thoroughly the marketing study is done, the better the 
company will manage later on with both offensive and defensive meas
ures. The planning should, among other things, come up with lists of 
names of companies and particulars with whom it can be important to 
maintain contact. They should be divided into categories according to 
the interests and expectations of the company, so that issuing press re



leases, forwarding annual reports and rectifying "Monday deliveries”, 
etc can be quickly carried out. But one effect, at least as important, of 
this planning is that management is able to see in what opinion circles 
and in which network the company profile is developing, and exactly 
what it is, apart from the quality of products and services, that decides 
the company profile.

Establishing goals
This concerns the development of two essential elements:
- the desired company profile, and
- the desired scope and depth of the external contacts to be made by 

the company.
If there is a carefully thought out policy of information in the parent 
company, with strict routines for internal and external information 
and with a graphical program for the production of printed documents, 
the drawing up of goals is rarely a problem. Then the profile is probably 
also formulated, and, for the subsidiary, it is only a question of deciding 
with what means the profile can be realized on its own market.

A reminder: the question of profile is not only a matter for managers. 
The way one wants one’s company to be regarded should be discussed 
with everyone representing the company to the outside world - sales
men, service people, administrators.

This raises the question of how Swedish or Scandinavian one’s com
pany ought to be. Does the "Swedish flair” add anything to the repu
tation of the product? Or is the contrary true? The production distribu
tion in different countries has determined the choice of style for many 
companies. One can hardly draw attention to the "parent” country if a 
great deal of the production is performed outside this country. The 
trend has been , for some years, to tune down the "blue and yellow” 
and instead to talk about client advantages, unique properties of the 
product, reliability in delivery, quality, and so on.

There are few rules of thumb. That which makes a positive impres
sion on one market is inefficient, or even negative on another market. 
The people who can look upon Sweden, their own country and their 
own products from an international point of view are usually those able 
to make the best judgements.

Meeting the press
On the other hand, it does not pay to try to conceal the company’s coun
try of origin. The customers may not think about the country of origin 
when they are buying the merchandise. But within other groups - 
among the officials in the local community, in the editorial offices of 
the specialized press, at the administrative centres of the authorities 
and trade unions - one is more interested in placing the companies on 
the map. They seldom see misfit between being a good local citizen and 
recognizing one’s roots.

Moreover, the company is deprived of the possibilities of publicity 
when it ranks itself amongst the other international companies. If the 
subject is interesting to the newspapers and is located in Sweden at a



Swedish plant, it is natural to invite the press to that place.
With the above, we are touching the main points in regular PR- 

work: press relations. The short written message, the press release, is 
the first among the communications means, of greater importance 
than trips and tours. The specialized press values a continuous news 
distribution and is more likely to publish news which comes from the 
local company than the internationally spread information issued by 
the parent company. Timely action by the subsidiary means, among 
other things, that the newspapers can have access to, and follow up, 
the given information more easily and quickly.

Press trips
When planning press trips to the head office or to one of the company’s 
Swedish plants, the company should first contact the closest chamber 
of commerce, or the press attaché at the Swedish embassy. They often 
know the key persons at the most important newspapers in the coun
try, and can give hints about the choice of persons and how to make an 
invitation. Generally, they also know if any press trips have recently 
been arranged and therefore when to time the next one. Too many invi
tations at the same time can be inefficient; the best results are ob
tained with a group of 3-5 persons. Also one should not count on keep
ing the journalists any length of time, 2-3 days at the most. Nor are 
attempts to keep the journalists busy exclusively with your company’s 
activities particularly fruitful. Time should be set aside for a general 
program or a joint one with other companies which have interesting 
news to offer. One should also count on paying the travel and living 
expenses for the journalists.

An alternative to a Swedish press trip is an invitation for Swedish 
experts to visit the subsidiary and to arrange a whole day’s seminar 
around a topical subject. Each visit by a general manager, a chairman 
or some other prominent representative of the parent company, can be 
suitable grounds for a press contact - but then interview exclusivity 
should be given to a single newspaper. Press conferences are preten
tious occasions which are only justified when momentous news is given 
equally to many media, i e the acquisitions, mergers or the closing of 
companies.

Using other means of communication
The press service is essential in almost all PR-activity, even if each 
branch has a different view of what is newsworthy. To get an even flow 
of company information, complementary means of communication 
should be used. A good rule is to choose means which can be varied 
without losing their character and, with that, the profile effect. Typical 
examples are the annual report, half-yearly report, client newspaper, 
newsletter, symposium, participation in fairs.

"One-off” communications are more difficult to motivate econom
ically, but, of course, receptions, special printed matter and limited in
stitutional campaigns can serve a rational purpose, for example, in the 
launching of new products.

In other words, in the subsidiary, exactly as in the parent company, 
it is necessary to have an information plan.



Information plan
This should include:
- the main messages to be sent out during a certain period
- media for profiling the company
- events to observe for information
- emergency matters
- the budget
Let the plan establish goals where one can measure results with the 
help of attitude research, press monitoring or in other ways. See to the 
fact that the PR-department of the parent company gets to know the 
results. The reports to the home office have a twofold mission, to de
scribe the situation, and to act as a reminder of the subsidiary’s need 
for information.

My experience as a consultant is that the people at home often feel 
uncertain about the choice of news which is to be sent to the companies 
abroad. The subsidiaries which are themselves prolific in their report
ing home, get the best service. They have an established basis for their 
press releases, and when visiting Sweden, they are not looked upon as 
visitors when sightseeing the plants, but as performers in internation
al relationics.

The reports home
To report home is often felt as a burdensome task. To add regular PR- 
reports to sales reports, economic reports, statistics regarding person
nel and purchase reports, can appear to be an unnecessary effort. 
Therefore, it is important that one decides from the beginning upon 
short reports, not more than one foolscap page.

What should be reported:
- personal contacts during the period (press, authorities, research, 

politicians)
- publicity during the period, not only mentions of one’s own company, 

but also articles and news items about competitors and current trade 
questions

- internal information during the period
- issues and trends
The last point - the registration of questions which can be a threat or 
an opportunity for the company — is only mentioned in an occasional 
report during the year, but it is an important issue. If the subsidiary 
can be ahead of the news agencies or correspondants with information, 
and this gives head office time to prepare itself for new demands or 
business opportunities before the competitors, the desire for continu
ous relations between the parties grows. The head office increases its 
strength in this "issues response” activity. The subsidiary thus plays a 
visible role in the strategic information system.



Culture and management
by Hermann Fluckiger, Stellram SA

New business environment
A "Handbook” on managing foreign business without a reminder of 
how important culture is in corporate life is almost equivalent to giv
ing the newly appointed subsidiary manager a passport to failure.

At the beginning of the century, international trade started its mod
ern expansion. From a relatively simple bi-pole trade (Europe-USA) 
essentially, we moved onto a highly complex and competitive trans
national activity. Too many nations are still playing a catch-up game 
in this interwoven product/labor/knowhow and profit distribution. In
deed, many leading international firms no longer just trade outside 
their home country; to be more competitive and cost effective, decen
tralized research, production and/or assembly are common practice. 
Today, we refer to this as "globalization” of industry. This experience 
(often acquired through failures) is part of a company’s culture. New
comers to the game of international business can steepen their learn
ing curve by calling for external help; the difficulty here is to select the 
appropriate consultancy firm experienced in geographic interrelation
ships.

The products we create, manufacture and market become specific in 
their applications and often complex and highly know-how oriented. 
Emphasis thus moves from how to make to how to use at client’s level. 
These new functions are people-oriented.

Mark Twain wrote that life should be experienced by being born at 
eighty and gradually come to 18 years of age. For those of us in the 
middle of this span, nothing could be more true. Experience, know
ledge and wisdom are essential in face of the new, complex business 
environment of the eighties. We cannot change a person’s character, 
but we all know that an aggressive leader stands to run into many 
more difficult situations in transnational activity than the wise and 
forceful one, feeling at ease with himself and his new assignment. He 
can then be the efficient problem solver his company expects him to be.

Computers will take care of the numbers pushing, but problems fix
ation, and realization of objectives are human-related.

In our view, the hard working manager must spend time outside his 
office to get front line information. Just as important however are (1) 
the listening and communicating functions with people and (2) setting 
the tolerance level needed to work with his subordinates. Let us re
member that this is the reason why his subordinates do not have his 
job. These two elementary conditions are amplified considerably when 
away from headquarters, in a different culture.



Not all good managers become good subsidiary managers, or at least 
not immediately. Success is team work. The manager that tends to con
duct his business as if he were in his homeland will expect reactions 
to his style and behavior that are simply not there. This ethnocentric 
behavior will isolate him (and his expatriate team) from the rest of the 
workforce. As a consequence, only "ordinary” results can be expected 
from that subsidiary. Awareness to the impact of culture can thus 
never be stressed in strong enough terms.

The many facets of culture and management
A French popular saying is that a forewarned person is worth two. In
deed, understanding the problems the new manager will face should 
avoid the rejection phenomenon we have so often witnessed in inter
national management structures.

Here is a schematic view of the interrelated cultures he will face:

At Swedish headquarters

Individual culture

Company culture •

National culture •<

Let us analyze each one of these conditions

At subsidiary abroad 

Individual culture 

Company culture 

National culture

Individual culture
In the above figure, we already notice that individual culture interre
lates also with company and national cultures. For the purpose of this 
analysis, we shall concentrate on the negative aspect that individual 
culture can have with regards to transnational business activities. The 
fact is that personal chemistry between people, whether working face 
to face in an office, or remotely with the help of modern communication 
systems, provides a basis for synergy effects when this chemistry is 
harmonious.

The manager will have to pay special attention to areas where per
sonal conflicts destroy this synergy. If at the subsidiary level he can 
afford to live with some personnel friction, he cannot tolerate any of 
it in either direction between HQ and the subsidiary. Despite modern 
communication technologies, the last link (spoken, written or other
wise visually displayed information) transmitted to and from the sub
sidiary must neither be misinterpreted, nor treated with the wrong pri
ority, nor prejudged.

We recommend to the newly appointed manager to establish person
al contact with as many workers at headquarters as possible. Then, 
when established abroad, make sure that his key people (expatriate or 
indigenous) get the same opportunity to work with, and have a max
imum amount of personal contact with, headquarters personnel and 
with other subsidiaries’ employees.



Headquarters shall have a direct contact that is responsible within 
the company for the foreign activity. This organizational structure has 
a twofold aspect: (1) It will simplify communications, and place an am
bassador defending the subsidiary’s interests and constraints perma
nently inside headquarters, and (2) it will identify quite rapidly 
through this concentration whether the said correspondent does his job 
correctly or not!

Personal culture also refers to communication. Why send a Swedish 
telex to an English-speaking Indonesian colleague? Worse yet, ignore 
the local impact of messages in a language that only an "elite” in the 
company understands. Such practices, besides slowing down action, 
are often culturally discriminating, and even insulting.

Company culture
No successful business is without a company culture. This culture is 
often the extension of the personal culture of the original founder of 
the company. Today, many firms and/or chief executive officers use in
side or outside help to perpetuate the company culture. Many business 
leaders envy Japan for its advantage in this field. In western cultures, 
we tend to guard more jealously our personal freedom. In fact, we be
have as individualists. But by the same token, the spirit of being a 
team player (sense of belonging) is equally desired. This feeling of be
longing to the team makes people work for a common cause. It is often 
the lack of power to do something about an inefficent situation that 
demoralizes employees - not their lack of interest in their job. Disinter
ested employees anywhere in the organization destroy the entrepre
neurial spirit. Company culture is there to satisfy the sense of belong
ing, extend one’s entrepreneurship and finally collectively succeed.

Large transnational corporations spend a great deal of effort in de
veloping and maintaining a corporate culture. The business venture 
can only succeed with that motivation that results from synergy (the 
little extra) created and/or furnished by the company’s team players.

The subsidiary manager will have to fully embrace the corporate 
culture. The task is tough because of his direct responsibility to trans
late it to the off-shore company whilst integrating it with the two other 
cultural currents (personal and national). Indeed, in our experience, 
the company culture is the vehicle through which goals and corporate 
strategies distribute themselves around the world network of a trans
national company. Probably less than 2% of company employees for
mulate these criteria and willingly take responsibility for implement
ing them; this is a leadership function.

National culture
"In Sweden (or in country X) we do it this way.” To this statement 
comes the first question: in what part of the country? Can one operate 
the same way in Göteborg as in Luleå? Certainly not.

The clever manager will never be taken in by this syndrome if he 
wants to move ahead. It will take him too many decades to train his 
operating area to become little Sweden. . . say, in Tanzania!

If, on the other hand, he spends a great deal of time researching the 
things that worked well - and those that failed - in his own training



ground, and transpose them into workable systems taking into account 
the national culture as one variable, he may well be a very successful 
man.

One can change personnel, revise strategies, but so far perhaps only 
Coca-Cola, Levi jeans and pop music have slightly dented national cul
tures in the "global village”. Time is too short in the subsidiary manag
er’s mission for him to attempt it.

More important, we have seen many cases where companies, blend
ing into the national culture have experienced success, gained local re
spect, and thus socially contributed to the development of mankind. 
We cannot but stress again how important it is to blend in with the 
local (national) culture. When in Rome, do as the Romans do; yes, but 
doing it better is ok too! This being said, national culture must be capi
talized upon for transmitting the specific advantages or particularities 
of our business, product or mission. As an example, the Swiss have for 
decades effectively promoted their craftmanship reputation coming 
from the precision watch industry, or the beauty of their country locat
ed in the Alps region, by distributing wall picture calendars. There are 
excellent arguments and contributions to be developed by almost all 
nations or regions of the world.

From the many elements we have touched upon thus far, we have 
formulated a non-exhaustive guideline for the manager called over
seas. We certainly hope that these suggestions will assist him/her in 
the important task ahead.

Guidelines to cross-cultural considerations

Social practice
Each country, each population or ethnic group differentiates itself 
from another through its social practices. The manager’s role is to 
know and respect those of the host country as he would expect any alien 
to respect them in his own homeland.

Importantly, social practices are sources of opportunities for prod
ucts and business in the specific local markets. Ignoring such facts will 
lead to business difficulties for the subsidiaries.

At headquarters’ level, failure to recognize social practices can lead 
to loss of business opportunities. As an example, we would never con
sider manufacturing an automobile without ashtrays, yet not every 
driver smokes.

Language and communications
Host countries usually have different tolerance for tourists than for 
business people. Knowing somewhat the local language always has 
positive effects. Internally, indigenous workers appreciate being able 
to converse with expatriates in their local tongue. On the other hand, 
the manager risks being misled or handicapped in the exercise of his 
duty when his subsidiary colleagues recognize his communication gap: 
contact with the local community is non-existent - a basic error.

In written communication to and from headquarters, our experience 
shows that the use of a language common to the largest number of com
municators is strongly recommended. The purpose of communication



is to serve daily business, not to be confined to some elite group belong
ing to a special cast.

Behavioral training
People respect leadership. A boss who makes behavioral errors in his 
host area will quite rapidly cast a shadow upon his whole organization. 
As an example: we Westerners have a great deal of difficulty working 
with another notion of the value of time, which to some people is totally 
irrelevant.

The manager needs much preparation for this: his own character 
will often be in conflict with the adjustments he will have to make.

Politics
Knowing local politics is very important. Culture is reflected in the 
way people govern themselves. The practice of politics is the business 
of the citizenry of the host country. The subsidiary manager will guard 
his company from becoming a local political amphitheater, in order not 
to jeopardize his company’s position, particularly so in areas of the 
world where many functions are delegated to local authorities.

Economic systems
Here again, the foreign company is not an Embassy. The subsidiary is 
ruled by local laws and must adapt itself to the economic system in use 
in the country.

At headquarters, special attention and support will have to be given 
to those managers running an operation in areas in which the legal, 
economic and fiscal systems differ substantially from the practice at 
home, cultural aspects included.

Advance training
The importance of the points raised in this chapter will vary according 
to whether the foreign business is newly established or a going concern 
totally immersed in the community.

Advance training, in all cases we know of, has been highly reward
ing for both the candidates and the business. In our view, it is mandato
ry to invest a few weeks’ time to prepare oneself for what is often a 
major responsibility in overseas assignments. In so doing, the cultural 
aspects should be included.

Conclusions
A good manager is knowledgeable and experienced. Experience, as we 
know, is acquired mainly by making mistakes. In this competitive 
world environment, errors must be reduced to a strict minimum 
through advanced training and rigorous preparation for the future job.

Business knowlegde is available inside the company. Cultural 
knowledge has to be acquired from outside the company. The best 
teacher is often the manager’s predecessor; he may have learned via 
the "trial and error” method. If feasible, spend as much time as possible 
learning from him before taking a new assignment.
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Cash management, cash flow, “I O 
liquidity and foreign currency ^ 
management
by Göran Elenbring and Marie-Louise Kuttenkeuler, Skandinaviska 
Enskilda Banken, SEB International

Inter-company transfers of funds - either within a country or on a 
cross-border basis - together with the supply and management of cred
it in various forms, have always been part of the principal functions 
of the banks. In recent years, however, fresh demands have been made 
on the banks, especially in the field of electronic information services 
- or electronic banking, as it is usually called. This development is a 
logical consequence of the steadily gro wing interest on the part of com
panies in cash management. Other systems and services have also 
been developed by the major banks in this field, not least, consulting 
services.

This chapter will deal, first of all, with the traditional issues relating 
to payment transfers and will be followed by a description of the range 
of services developed in recent years to assist companies in their liquid
ity management. The wide variety of services available will give some 
idea of the opportunities that can be exploited in this field. For obvious 
reasons, a description of this kind cannot provide detailed information 
and conditions of the services available in every country. Thus, only 
the broad general outlines are presented.

Current accounts
For daily transactions in the form of incoming payments from custom
ers and outgoing payments to suppliers, inter-company payments, tax 
payments, etc, transaction accounts are required. In certain countries, 
these are called "Current accounts”, in others "Demand deposit ac
counts”, etc. Their function is also to act as a liquidity reserve.

In all situations — whether the account shows a credit or debit bal
ance — it is important to bear in mind the following:

Booking day Value date Interest date Day of advice

The booking day is the day on which the transaction is processed by the 
bank and is shown on the account. From an information and reconcili
ation viewpoint, a booking day as early as possible in relation to the 
value date is, as a rule, of great value. Thanks to developments in elec
tronics, rapid information about existing balances and transactions in 
the banks can be obtained via a computer terminal or a personal com
puter.

However, transactions can be booked to the account and exhibit a



positive balance without the funds being available to the account-hold
er: no value date has so far been applied to the funds. In some countries, 
these funds are known as "uncleared funds”. Liquidity planning is faci
litated by the firm knowing in advance exactly what funds will become 
available.

A deposit or a withdrawal on a transaction account is assigned a 
value date, which determines the calculation of interest and, in the case 
of deposits, the availability of the funds. Achieving the best possible 
value date - as early as possible in the case of deposits and as late as 
possible in the case of withdrawals - thus exerts a direct effect on the 
costs of utilizing an account.

The interest date represents the first and the last day, respectively, 
on which interest is calculated.

One of the most important steps in operating current accounts is to 
maintain the total balance at an optimum level, since the opportuni
ties for earning interest on credit balances are limited. One of the most 
effective methods of doing this is to receive advices from the banking 
system about receipts as early as possible. It is in this field that elec
tronic banking plays such a large role.

In some countries, it is the practice for firms to maintain only one 
transaction account, while in others upwards of ten transaction ac
counts are kept with different banks. One reason for this is that the 
supply of credit may be limited so that it is necessary to maintain bank
ing relations with a number of banks.

The maintenance of several transaction accounts may mean loss of 
interest for a firm. Accounts with one bank may indicate credit balanc
es while accounts with other banks may, on the same occasion, indicate 
debit balances as a result of credit utilization in the form of overdrafts. 
Transfers between the accounts most often result in lost interest days. 
The monitoring of bank balances of several transaction accounts may 
also be more complicated than if only a small numer of accounts - or at 
best, only one account - need to be followed up. In addition, there is a 
constant need for supervision of the accounts and for disbursements to 
be used as means of equalizing the balances between the accounts. One 
aim should, therefore, be to analyse the number of transaction ac
counts at regular intervals.

Apart from such matters as the most effective combination of bank 
accounts, this field covers, for example, value-dating conditions in con
nection with deposits and withdrawals. It also includes a knowledge of 
the banks’ cut-off times for the collection of cheques, and the processing 
of incoming foreign payments as well as the firm’s own routines for 
how fast cheques are presented in the banking system, etc.

The ways in which banks are paid for their services vary consider
ably. In certain countries, the float is an acknowleged form of compen
sation. In others, there is a wide variety of fees. Interest and commis
sion are added to these. In certain cases, compensating balances are 
required. Also, the factors mentioned in the previous paragraph are 
examples. It is, therefore, essential to obtain a clear picture of how the 
banks operate in each country.

In most countries, credit facilities can be granted on transaction ac
counts in the form of overdrafts. This type of credit is, for the most part, 
a very effective form provided that the incoming flow of payment has



a direct impact on the balance, and that the calculation of interest on 
the amount utilized takes place on a day-to-day basis. This type of cred
it is dealt with under the heading "Liquidity management”.

Payment systems
Efficient systems for domestic payments exist in many countries today. 
Examples are the various giro systems which exist within the banking 
and postal systems. In other countries, the payment systems in use are 
very much slower. An example of this is payments by cheque. In the 
absence of a nation-wide banking system like that in the USA - or of a 
centralized clearing system which is fairly unusual - the use of 
cheques may be rather time-consuming.

The time taken between the issuance and mailing of a cheque and 
the final debiting of the remitter’s account may, in the USA, still be up 
to 10 days. In such countries, cheque payments represent interest 
gains which can thus be utilized by the remitters. This is known as 
"playing the float”. The float normally refers to the period during 
which the money is not available either to the remitter or to the benefi
ciary.

In the case of cross-border payments, complications naturally in
crease as a result of the fact that two or, in certain cases, even three, 
countries’ banking systems may be involved in one and the same pay
ment, that is, when payment is made in a third-country currency. If a 
country’s domestic payments service is slow, it is very likely that for
eign payments may be slower. Each country’s banking system has its 
traditions, opportunities and limitations. In certain countries, the for
eign exchange control regulations may impose certain obstacles in this 
context.

In the relations between parent company and foreign subsidiaries, 
rapid and precise transfers to avoid interest losses in the international 
banking system are important. However, matters relating to the pro
cessing of domestic payments in the subsidiary’s country of origin are 
equally important.

Domestic payments
As regards domestic payments, the existing clearing system plays an 
important role. In a country with a centralized clearing system, a pay
ment transaction would appear as follows:

Clearing
process

Seller

Buyer’s bank Seller’s bank



In other countries with regional clearing centers, a payment transac
tion would appear as follows:

Regional
clearing

Regional
clearing

Seller

Buyer’s bank Seller’s bank

In connection with a payment of this kind, two regional clearing cen
ters are involved. The new component here is the date when the benefi
ciary’s bank will be credited through the clearing process. This may 
mean a delay of several days. Correspondingly, the remitter of the pay
ment will quite often be debited later. In other words, the remitter 
stands to gain by utilizing the accounts in different clearing centers.

On the other hand, there are interest days to be gained from routing 
funds to accounts in the major customers’ banks, or to accounts in the 
same clearing center, provided, of course, that the procedure does not 
give rise to too many transaction accounts.

The way in which a country’s clearing system operates is, therefore, 
of decisive importance as regards the opportunities for the various 
banks to offer customers favourable value-dating in respect to the vari
ous cash flow transactions.

International payments
In the case of payments between foreign subsidiaries and the parent 
company in Sweden, the way in which these payments are processed 
by the firms, and in the international banking system, is of great im
portance. In this context, considerable interest losses can be avoided in 
connection with intra-Group payments, if they are given special treat
ment. Even in the cases of payments to non-Group companies, gains 
can be made if payment processing is efficient.

Bank remittances
Bank remittances are the dominant instruments for international pay
ments. The remitter - the buyer of goods or services - instructs his 
bank to transfer a certain sum of money to a beneficiary abroad. The 
bank then requests the seller’s bank to transfer the amount to the sel
ler’s transaction account, or foreign currency account. Normally, the 
buyer’s account will be debited in conjunction with the processing of 
the payment by the bank.



Depending on how quickly the payment is to be made available to 
the beneficiary, a bank remittance can be airmailed or remitted by 
SWIFT Normal. Alternatively, it can be remitted as an express pay
ment via SWIFT Urgent, or effected as a telex transfer. In this latter 
case higher charges will be levied.

SWIFT - the Society for Worldwide Interbank Financial Telecom
munication - is a computer-based tele-network for transferring pay
ment instructions between banks in different countries. The advan
tage of a SWIFT payment is that it is possible to obtain exact details 
- even up to the minute - of the time the beneficiary’s bank received 
information about the funds. In case of a possible dispute between the 
customer and supplier regarding a particular payment, any delays can, 
therefore, be easily monitored. The transfer time between the banks 
can also include possible value-dating days.

Example of a payment transaction as handled through the SWIFT 
system:

Payment Processing SWIFT Processing Value-date of
initiated time by transfer time by beneficiary’s

remitting beneficiary’s account
bank bank

Remitter Beneficiary
debited credited

As a rule, the remitter’s account is debited on a value basis on the day 
the bank remits the payment to its correspondent bank abroad. In cer
tain countries, the account is back-valued on the banking day prior to 
the processing day.

In addition to reduced transfer time, an express payment in the form 
of SWIFT Urgent, or a telex transfer, means that the payment will be 
given priority treatment by both the remitting and the receiving 
banks.

Cheques
A bank cheque is purchased from the bank and is remitted to the bene
ficiary or the beneficiary’s bank. The cheque may be remitted directly 
by the remitter, or by the bank.

In certain countries, foreign exchange control regulations permit
ting, the use of company cheques is common. With the aim of gaining 
interest days, cheques are sent to suppliers abroad drawn on the remit
ter’s own account. In this case, the remitter’s account is not debited un
til the cheques are returned to the remitter’s own bank, which, in cer
tain cases, may take up to several weeks.

For the beneficiary, one drawback of this procedure is the delay in 
the crediting of the proceeds of the cheques since the cheques must be 
first sent to the drawee bank abroad for collection. Only then will the 
collecting bank have funds at its disposal and can credit its customer.

As will be seen from above, a wide variation exists with regard to



float in the case of international payments. This still applies in spite of 
the fact that the SWIFT system has become more frequently used.

In conjunction with internal payments services, firms should not 
hesitate to have in-depth discussions with their banks regarding the 
most appropriate form of payment, especially where payments to par
ent companies, and also to other large suppliers, are concerned. Large 
sums can be earned from a careful analysis of existing international 
payment flows.

In the choice of a suitable bank for payments within the Group, it 
should be remembered that a payment can be effected more rapidly if 
the banks involved maintain account relationships with one another.

Forms of payment
In the case of exports, the choice of the form of payment - payment un
der letter of credit, payment against documents or open credit - may 
often be just as important as the length of the credit period. No descrip
tion will be given here of the technique involved in payment against 
documents or letter of credit transactions. Instead, these forms of pay
ment will be illustrated from the viewpoint that the funds should be 
made available to the exporter in the shortest possible time.

Letters of Credit
A letter of credit is an excellent instrument for obtaining prompt pay
ment. If the documents are in order, the exporter will receive payment 
when he has delivered the approved documents to the bank. However, 
it must be borne in mind that the terms of reimbursement agreed upon 
by the buyer and seller at the time of the sale can be amended only 
with difficulty later on. A correctly prepared letter of credit can provide 
opportunities for gaining many interest days.

One should endeavour to get the letter of credit made payable in the 
exporting country. Responsibility for checking the documents lies with 
the bank in the country in which the letter of credit has been made 
payable. If the letter of credit is payable abroad, the documents for pay
ment should be sent to the bank abroad where the letter of credit is 
payable. The documents are checked in that country. A letter of credit 
payable in the exporting country may mean that payment is made sev
eral weeks earlier.

Indicate in the contract and on the order confirmations that the let
ter of credit is to be advised via the exporter’s bank. Several interest 
days can be gained in this way, too.

Payment against documents
Payment against documents means that the exporter instructs his 
bank to deliver against certain documents which give the buyer title 
to the goods. In contrast to what applies in the case of payment under 
a letter of credit, the initiative for making payment is in the hands of 
the foreign buyer. Thus, a payment against documents depends on the 
payment routine and the payment capacity of the foreign buyer. The 
seller will have to wait for payment until the buyer has settled with his 
bank and the latter has accounted to the seller’s bank for the proceeds.



Where large sums are involved, an express remittance in connection 
with the statement should be demanded.

It may, therefore, be profitable for the seller to calculate whether it 
is worthwhile for him to bear the additional cost of a letter of credit as 
compared to payment against documents. Should an amendment in the 
form of payment be possible in the line of business or in the exporting 
country?
Paperless Collection
Within the field of documentary payments, a new procedure has been 
developed. With today’s rapid forms of transport, it often happens that 
the goods arrive before the corresponding documents reach the buyer’s 
bank. This means that the goods will have to remain unclaimed; that 
the buyer cannot obtain title to the goods promptly enough; that stor
age costs will be high, etc. A number of banks have now designed a 
simpler and faster documentary procedure known as "Paperless collec
tion”.

The goods are sent directly to a bank address while the documents 
are dispatched by the seller directly to the buyer. The buyer will not be 
given access to the goods until he has effected payment, and the bank 
releases the goods. This new routine means - in addition to the fact 
that the importer obtains earlier access to the goods ordered - an op
portunity for the exporter to receive payment more promptly than be
fore.
Liquidity management
The various forms of investment and financing employed by a firm are 
dependent on the domestic market and the opportunities for operating 
on external markets. As regards the external markets, restrictions are, 
of course, imposed by the country’s foreign exchange control regula
tions. But, local restrictions depending on minimum amounts, etc exist 
as well.

The alternatives vary, depending on how interest is calculated and 
on terms and conditions in general. Examples of certain main groups 
are given below.

Common financing forms are fixed term credits, overnight credits, 
bill discounting and foreign financing in conjunction with export and 
import business. In addition, there are credits granted directly on the 
transaction accounts, so-called overdrafts. In Europe, overdrafts are 
the most common form of working capital. Since these overdrafts are 
the most widespread, we shall concentrate on them, even if, in other 
countries, they are much less common.

In the case of short-term investments, the most common forms are 
fixed-term investments, at-call deposits and other financing instru
ments, all of which vary according to the market rules in different 
countries. Developments on the money and capital markets have re
sulted in the creation of completely new instruments. The markets 
have become more flexible, a fact which calls for specialist know-how 
in order to make best use of existing opportunities.

Since transaction account credits and short-term investments are, 
strictly speaking, merely two sides of the same coin, they will be treat
ed together under this heading.



Overdrafts
The cost of an overdraft may vary quite considerably between different 
countries. Basically, there is a credit limit that is granted by the bank. 
Within this limit, day-to-day drawings are possible. For the most part, 
a fee is to be paid on the lines of credit.

Interest is calculated on the amount utilized. Often, this rate of 
interest is tied to the official discount rate or some other reference rate 
of interest, for example, "Base rate” in the United Kingdom, or "Taux 
de Base Bancaire” in France. Interest can be charged monthly, quar
terly or, in some cases, half-yearly.

In addition to interest, a wide variety of charges exist, which means 
that the effective cost may be much higher than the nominal cost. To 
illustrate this, we can take an example from France as regards charges 
on a transaction account for a credit granted.

In addition to ordinary interest, an additional charge amounting to 
0.05 per cent of the maximum debit balance during the month is 
charged. The annual percentage rate, in the case of constant utili
zation, will thus be 0.6 per cent. In extreme cases, if the utilization is 
concentrated to one day per month, the effective rate of interest will 
rise to 18.25 per cent. The percentage rate is negotiable. Good custom
ers can settle for an 0.6 per cent increase in the nominal rate of interest 
instead of this additional charge. Furthermore, a fee of 0.025 per cent 
on the aggregate debit transactions is charged. This fee is rarely open 
to negotiation.

In those cases where the banks pay interest on transaction accounts, 
this is mostly done at a low rate. The reason for this is, among other 
things, that the banks partly charge for their services in this way. One 
or two per cent on the minimum balance during the month is not un
usual. Therefore, credit balances should be reallocated to more inter
est-earning accounts or investments. Here, the banks can often provide 
assistance with automatic transfers of balances.

However, it is not unusual for firms to be uncertain as to the state of 
the balance in the immediate future. For this reason, they may decide 
not to invest - for safety’s sake, since the rate of interest charged on 
the utilization of overdrafts may be considered to be high in view of the 
current interest rate. However, the overdraft can be used as a means 
of making fixed term investments while earning a high rate of interest. 
A temporary utilization of credit as a result of the investment may 
prove profitable.

Let us assume that the overdraft interest is 14 per cent and that an 
investment can be made during the month at 11 per cent. This invest
ment should give a profit, if the credit is utilized for 23 days or less. 
The calculation can be made using the following formula.

Deposits

D = Number of Days 
P = Period of investment 
I = Investment interest 
O = Overdraft interest



If we insert the figures in the example: 30 ^ = 23

If it is thought that the overdraft will be utilized for less than 23 days, 
then this investment should accordingly be made during this one- 
month period.

Foreign currency management
Following the breakdown of the system of fixed exchange rates at the 
beginning of the 1970’s, foreign currency management became impor
tant. An increasingly important task in the development of a foreign 
currency policy is calculating a firm’s risk exposure and determining 
how the risk, which is always present in trading in foreign currencies, 
is to be dealt with. A transaction which, at first, appears to be profit
able may not, in the end, be so on account of changes in foreign ex
change rates during the course of the transaction. These problems did 
not arise when fixed exchange rates were in force.

As a result of uncontrolled changes in foreign exchange rates, many 
firms now wish to avoid sharp fluctuations in reported earnings. The 
opportunities available to firms to eliminate their exposure to foreign 
currencies are either to invoice in their own currency or make use of 
domestic suppliers. However, this is not always easy to do.

A firm’s financial risk exposure covers the period from the time the 
order is placed until the foreign currency has been exchanged for its 
own currency. A means of minimizing a foreign currency risk is thus 
to reduce the time between the contract of sale and the date of payment. 
For example, a short-term credit - in the case of purchases in strong 
currencies - may also be profitable from a risk viewpoint.

The main features of a firm’s foreign currency management are the 
following:
- Formulate foreign currency policy
- Measure foreign currency exposure
- Minimize foreign exchange risks
- Decide how to deal with the remaining risk
- Evaluate the outcome
First and foremost, a foreign currency policy is required. The manage
ment must decide what policy the firm is to adopt. This can vary from 
"do nothing” to "cover everything”. The policy can also be speculative.

Several international banks supply systems for measuring a firm’s, 
or a Group’s total foreign currency exposure.

Possible ways of reducing currency risk are to incorporate foreign 
currency clauses in business agreements, or to make attempts to 
change the invoicing currency. The latter alternative may prove diffi
cult in view of the prevailing conditions of competition.

Short-term foreign financing, ie credits in foreign currencies, en
ables assets and liabilities to be offset in foreign currency. In addition, 
interest rates on such credits may, from time to time, be competitive 
compared to overdrafts.



In addition, matching, ie, collecting export receivables in foreign 
currencies on foreign currency accounts, may prove advantageous. The 
currencies are then held on the accounts pending outgoing payments. 
By means of this procedure, costs in connection with currency ex
change are reduced.

Subsidiaries in a country can make further gains by making use of 
each other’s liquidity in foreign currencies. We shall revert to this in 
the section "Cash management systems”.

The most usual method of reducing foreign currency uncertainty - 
and thereby potential foreign exchange fluctuations, especially for an 
import firm - is for the firm to conclude an agreement whereby curren
cies are covered under a forward contract. However, with the passage 
of time, the cases of forward covering of foreign exchange risks that 
have proved advantageous and those that proved less advantageous 
appear to cancel each other out. Nevertheless, the forward covering of 
foreign exchange risk is of considerable value. The firm avoids an un
desirable uncertainty in foreign exchange terms, and the cost of cover
ing currencies under a forward contract must thus be viewed as a type 
of insurance premium.

A technique adopted by multinational Groups for reducing foreign 
currency risk is so-called "leading and lagging”. This involves a shift 
in time — settling payments earlier or later. Subsidiaries in a country 
whose currency is feared to depreciate should make their payments to 
the parent company in the form of invoice payments, dividends, loan 
repayments, etc earlier, while companies in countries whose curren
cies are expected to appreciate should make their payments later. In 
this situation, the former companies should, instead, increase their 
domestic borrowing.

Utilization of the opportunities that are available to a multinational 
group — for example, leading and lagging, netting or reinvoicing, pre
sumes the existence of centralized foreign currency management. With 
major Groups, the trend is in this direction. There are several reasons 
for this. A centralized function dealing with foreign currency matters 
provides greater opportunities to devote special attention to them. 
Foreign currencies should, therefore, all be pooled with the parent 
company. This procedure gives further opportunities for matching of 
outgoing and incoming payments in the same currency. The subse
quent foreign currency transactions can be effected on more advanta
geous terms since larger sums are involved. The Group has become a 
larger customer with the bank.

If a Group is to achieve the best possible result from centralized for
eign currency management, active participation is required — 
amongst other things, from the reporting viewpoint — of all the sub
sidiaries having a foreign currency exposure of their own.

Cash management
The term Cash Management was coined at the end of the 1960’s and at 
that time it only involved questions of how the float in the American 
banking system for firms could be handled effectively. During the 
1970’s, when banks in many countries were short of money, and the 
degree of self-financing declined in firms, the concept was widened. It



was discovered that a firm’s own internal routines could constitute an 
internal source of financing. Interest in cash management has since 
steadily increased.

Cash management is a collective term for a wide range of steps 
whose aim is to increase the corporate rate of return on working capi
tal. This is done by releasing capital from the flow of funds and by plan
ning liquidity and foreign currencies. The fields normally included in 
cash management are the following:
— Collections
— Disbursements
— Employment of surplus cash
— Short-term financing
— Cash flow forecasting
— Foreign currency management
— Bank services and relations
This section will consider working capital and measures whose aims 
are both to increase the return on this capital and to make use of the 
internal routines as a source of financing. The funds made available 
reduce the need for working capital and thereby the utilization of fi
nancial resources.

The impact of effective cash management routines on a firm’s rate of 
return is now obvious to most firms. There is much greater awareness 
of it than there was a few years ago. At present, every firm operates a 
more or less advanced system of cash management. The considerable 
interest in cash management is a result partly of the steadily increas
ing level of interest rates and the fluctuations in foreign currencies 
during the latter part of the 1970’s, and partly of the business cycle 
problems which have affected the pattern of investment.

It has become more and more profitable to make money out of 
money. Many Groups, and also private firms, have, with this aim in 
mind, centralized certain parts of their cash management activities 
into the head office financial department.

For firms, cash management enables them to select and utilize those 
bank services which, from the viewpoint of interest rates and cash 
processing, provide the most effective return on working capital and 
also manage the firm’s own internal routines with the least possible 
delay.

Added to this are the various steps which should also be taken at 
regular intervals to increase staff awareness of the value to the firm of 
effective cash management.

The external float
Interest in cash management thus arose in connection with banking 
routines. The float within banking systems in some countries is still 
large today. It might be normal for a week to elapse between the issue 
of a cheque and the debiting of the issuer’s bank account.



Let us look at an example of what ineffective routines for collection 
and disbursement can mean:
A firm with annual sales of SEK 100 million is perhaps not making use 
of every opportunity for effective cash management. For example, by 
constantly failing to make use of the quickest banking system for in
coming payments and at the same time failing to make maximum use 
of the most effective system for outgoing payments, a delay — very 
conservatively estimated at one banking day with respect to both col
lections and disbursements — will occur. This means that the firm un
necessarily ties up capital of upwards of SEK 800,000 - and suffers an 
annual interest loss of approx. SEK 100,000 calculated at a rate of 13 
per cent.
Speeding up by one day the collection and disbursement flows:
Sales SEK 100,000,000
Capital released SEK 800,000 
Annual interest gain SEK 100,000
The demands for a still more effective banking system have therefore 
grown. The banks have increasingly adjusted their offers of services 
over the years to meet firms’ needs within this sphere of cash manage
ment.

An example of new services of a typical cash management nature 
includes the following:
Specific cash management services:
- Group cashpool account system
- Group foreign currency account system
— New investment forms
— Electronic banking
- Balance reporting
— Consulting services
The SWIFT system has already been considered under the heading 
"Payment systems”. Other services are described under the heading 
"Cash management systems”. Aspects of relations with the banks are 
dealt with in the section "Relations with the banks”.

A firm’s own internal routines
As far as the banking system is concerned, there are, as a rule, condi
tions for creating more effective cash management routines within 
firms. A considerably bigger potential for releasing capital (and there
by making interest gains) exists, however, as a rule within the firm’s 
own administrative routines - such as invoicing and dunning routines 
and cash forecasting.

The size of this potential varies from firm to firm and from country to 
country. For the average firm, the following breakdown is not unusual 
between the fields: banking system, invoicing, dunning routines and 
miscellaneous.



Miscella-Banking
system

Invoicing Dunning
routines

The Figure indicates 
potential capital.
The results are based on 
studies carried out at 
a number of firms 
within and outside 
Europe.

Example of cash management measures
A firm’s individual business situation is all-decisive as regards its op
portunities for achieving more effective cash management by the adop
tion of different measures. A list of the more general measures which 
could be employed by the majority of firms is given below.

- Minimize the time between possible and actual invoicing
- Process the invoicing material promptly
- Give priority to invoicing routines in connection with computer 

runs
- Invoice on a regular basis
- Specify the due date of the invoices
- Indicate clearly the payment instructions on the invoices
- Introduce an effective dunning routine
- Employ penalty interest where feasible
- Pay at the right time - on the due date
- Avoid keeping balances on non-interest-earning transaction ac

counts
- Investigate the possibilities of cash pooling
- Ensure that daily statements are received from the banking system 

as regards transaction accounts



Cash management at country and global levels, respectively
Cash management activities must be conducted both locally, and cen
trally. Much of the capital released is taken from the individual com
pany, while there are several intra-group systems which are dealt with 
at a central level. Therefore, interaction between subsidiaries and the 
decentralized treasury and/or finance function is important.

Multinational Groups operate with cash management on at least 
two separate levels. On the one hand, the individual subsidiary han
dles cash management matters within the firm. We can call this field 
Cash management at country level. On the other hand, the parent com
pany handles cash management at country level and also central cash 
management matters covering the entire group. This latter area we 
will call Cash management at global level.

Later in this chapter an overview will be provided of the functions 
which ought to be included in the subsidiary’s and the parent com
pany’s cash management activities.

Cash management at country level
As a rule, the greater part of a subsidiary’s cash flow is handled on a 
decentralized basis. Activities which normally concern the following 
fields usually include cash flow and thereby the cash management 
field at country level:
— Collections
— Disbursements
— Employment of surplus cash
— Short-term financing
— Cash flow forecasting
— Foreign currency management
— Local bank relations
In the case of subsidiaries, various types of cash pool systems, which 
are described under the heading "Cash management systems” below, 
are one example. Electronic banking and balance reporting, which are 
of interest to both subsidiaries and parent companies, are also consid
ered.

The degree of decentralization within the Group naturally affects 
the extent to which the cash management fields mentioned above are 
dealt with locally. This means, for example, that, foreign currency 
management may be dealt with by both subsidiary and parent com
pany.
Cash management at global level
Coordination of matters common to the Group is often carried out by 
the parent company’s financial function. An example is given below:
— Liquidity control
— Financing



— Foreign currency strategies
— Global cash management
— Expertise
Here, the term "global cash management” means routines of the type 
multilateral netting or reinvoicing systems. A more detailed presen
tation of these techniques is given in the section "Cash management 
systems”.

Cash management systems
The development of different systems for more effective cash manage
ment is proceeding rapidly, and new opportunities are being created. 
This means that, to a larger extent than before, subsidiaries can be per
mitted to exercise a degree of responsibility without any loss incurring 
in the overall position. For this reason, the rest of the chapter will be 
devoted to some of the cash management services which have been de
veloped within the banking system.

Electronic banking
Development in electronics has resulted in excellent opportunities to 
create cash management systems in banks.

The systems must meet the demands for rapid and continuous infor
mation flow to the different units of a group of firms whose demands 
are that the systems must also provide them with the most effective 
and profitable handling of accounts.

Balance reporting
There is an obvious trend in the field of cash management for matters 
relating to information - balance reporting - to become increasingly 
significant. The sooner a firm receives particulars of its transactions - 
especially collections - the greater the opportunity for direct invest
ment of the proceeds in the most profitable manner.

Considerable interest gains may be lost if a firm must always wait 
for mailed statements of collection before decisions can be made re
garding the proceeds.

The transfer of information via, for example, a terminal system can 
offer real advantages. The firm that can obtain from its bank real-time 
electronic information directly into its own terminal system has the 
best conditions for an effective handling of its funds.

Even information regarding international transaction flows, which 
is outside the firm’s domestic banking system, should be made avail
able in a fully-comprehensive system for balance reporting. Such op
portunities have been in existence for a few years, and they are offered 
by the major international banks.

Cash pooling
Another opportunity open to firms making up part of major groups is 
provided by the cash pool account, whereby the firms make use of each 
other’s surplus liquidity.



Irrespective of the number of subsidiaries a group has within a coun
try, all incoming and outgoing payments are routed via the firm’s own 
accounts to a common cash pool. Groups and enterprises with many 
subsidiaries can, in this way, combine liquidity while the different 
companies’ accounts are still reported separately.

A matching of supply and demand for capital takes place. Companies 
can borrow money from each other instead of making use of the credit 
market. From the profitability viewpoint, it is often better to concen
trate incoming and outgoing payments to one account. Unnecessary 
interest losses in connection with transfer of funds between accounts 
disappear. In connection with an investment, the Group will, as such, 
have much larger capital funds at its disposal than an individual com
pany and, as a result, obtain a better rate of return.

Accounts of this kind thus provide Groups with an opportunity to 
effectively "pool” all liquid funds, but still report the funds locally.

In many countries, these cash pool accounts are designed so that 
they can offer flexible solutions as regards number of accounts, levels, 
opportunities for internal interest calculation, internal credit limits 
and output data to the account-holders, all of which are received both 
by mail and via appropriate data media.

From the profitability viewpoint, it is better to concentrate transac
tion funds than to have them split up among several banks or in a 
number of different accounts. Developments have also resulted in a re
duction of the number of transaction accounts per company. In this 
way, unnecessary interest losses which would otherwise arise are a- 
voided.
Cash pool accounts:
— Pooling of debit and credit balances means lower interest costs
— Reduced credit lines give lower charges
— Pooled surplus funds provide opportunities for better interest rates
— Improved information

Cash pooling in foreign currencies
In countries outside the USA, it is common for the settlement of export 
and import transactions to take place in foreign currencies. However, 
it is less common for a firm’s foreign transactions to be effected in the 
same currency in both directions.

Nevertheless, in a major Group, it is possible to reach a greater de
gree of correspondence between incoming and outgoing payments in 
the same currency.

For these Groups, an opportunity has been created in a number of 
countries to achieve gains through domestic cash pool accounts in for
eign currencies.

The principle here is that a company’s surplus funds are utilized for 
the benefit of another Group company’s payments in the same cur
rency. The following advantages accrue from this system:
Cash pool in foreign currencies within a country:
— Matching of incoming and outgoing payments in foreign currencies 

within the Group



- Lower total balance in foreign currencies
- Reduced foreign exchange risks
- Lower costs for currency exchange
- Improved liquidity and foreign currency planning
- Opportunity for automatic internal return rate calculation

Netting system
Multilateral netting is a system for reducing currency flows in a group. 
Each intercompany payment in a Group in different countries involves 
both transfer and exchange charges — and thereby the risk of foreign 
exchange losses. During the period when funds are en route from the 
remitting company to the beneficiary company, a loss of interest oc
curs. Many Groups with extensive intra-Group flows have introduced 
a system for systematic netting of payments between Group compa
nies, so-called multilateral netting. Both the volume of the payments 
flow and the number of transactions involved are reduced; this is illus
trated in the Figures below. The total payments flow here is reduced 
from 2700 to 500 at the same time as the number of payments is re
duced from 11 to 5.

Fig. 1. Prior to netting
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Fig. 2. After netting
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Multilateral netting reduces both the volume of the payments flow and 
the number of transactions.

The advantages of multilateral netting are as follows:

Centralization of foreign currency trading
As a rule, each company participating in the netting is allowed to pay 
its net amount and receive payment in domestic currency irrespective 
of the invoicing currency. This means that a central unit - the netting 
center — makes all the necessary currency exchanges.

Although currency exchanges for the Group are considerably re
duced by means of the netting arrangement, it is most likely that the 
netting center’s remaining foreign currency transactions will be larger 
than those of the individual companies on the basis of their non-net 
transactions.

Matching of receipts and payments in the same currency
In this way, the Group’s currency exchange costs are reduced. The net
ting center can sometimes avoid executing a currency exchange since 
a payment in one currency can be matched by a receipt in the same 
currency in some other part of the Group.



Third-party payments
In addition to inter-Group payments, payments to non-Group compa
nies can be included in certain circumstances. In this case, it is usually 
payments for imports from foreign suppliers that are involved. Inte
gration of such payments in the netting system provides opportunities 
for further foreign currency matching.

Reduced interest costs
The reduced float reduces interest costs. Intra-Group payments en 
route in the international banking system often give rise to large inter
est losses. As a result of the way in which payments are arranged in 
the netting system, and since net payment paths are carefully defined 
in advance, the intra-Group payments float can, as a rule, be consider
ably reduced.

Administrative simplifications
These will result from the fact that all Group companies apply the 
same payment routines, which, in addition, through the netting sys
tem, will be largely automated and more easily supervised.

Payments discipline
Payments discipline will be better since the entire Group will have a 
common settlement day, for example, a particular day each month, 
which is very valuable, especially from the viewpoint of the individual 
subsidiary.

Short-term liquidity planning
Short-term liquidity planning is made easier and more reliable thanks 
to the structured and fixed method of effecting payment.

Reinvoicing
A properly designed reinvoicing system has the advantages of a multi
lateral netting system. In addition, foreign currency risks are central
ized within the Group to the reinvoicing company.

A reinvoicing company acts as an intermediary between the various 
manufacturing units of a Group and sales companies in different coun
tries. The reinvoicing company buys goods from the manufacturing 
Group companies (or other suppliers), and reinvoices the products to 
other companies, often sales companies, or directly to independent cus
tomers.

As shown in the Figure below, the manufacturing company in the 
UK invoices the reinvoicing company in domestic currency. The rein
voicing company invoices the two sales companies in their domestic 
currencies, FRF and DEM, respectively. In this way, foreign currency 
risks are centralized to the reinvoicing company.

Reinvoicing provides the following advantages. First and foremost, 
foreign currency risks are centralized. In addition, opportunities for 
handling liquidity and financing matters effectively improve, while



Fig. 3. Reinvoicing
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the opportunities for making use of leading and lagging increase. Alto
gether, the system provides much better financial control.

The technique involved in reinvoicing has been in operation much 
longer than the system for multilateral netting in spite of the fact that 
the latter is much easier to set up.

Consulting
For a number of years several of the major international banks have 
offered consulting services in the field of cash management. These so- 
called cash management studies are carried out at both parent com
panies and subsidiaries. Analysis of the money flows at home is often 
supplemented by a similar exercise at the foreign subsidiaries. On the 
surface, there would appear to be no difference between the collection 
and disbursement cycles between firms in different countries, perhaps, 
but, in practice, considerable differences do exist.

Cash management studies result in capital being released in firm’s 
payment flows. The amount of the capital released varies, depending, 
of course, on the earlier degree of awareness of the handling of money 
flows.

In spite of the fact that most firms have implemented cash manage
ment measures in one form or another, there is always room for im
provement. Small changes in routines can provide considerable inter-



est gains. But, without assistance from consultants, it may prove diffi
cult to make these changes. It may prove very profitable to make use 
of the services of consultants in these contexts. The cost involved is 
slight in relation to the experience that is made available and the 
interest gains that result.

Relations with the banks
The various terms and charges made to a client by his bank obviously 
make up an important aspect of his relations with the banks. These 
relations also include the attention paid by the banks to customers. 
How often does a customer receive a telephone call from his bank? Are 
the only occasions that he hears from his bank those when new charges 
for services are planned? Does the bank present him with new ideas 
and plans for improved services?

Bank services have become increasingly complicated and significant 
for firms. We have touched upon some of the wide variety of new serv
ices within the field of cash management that the banks nowadays pro
vide. Firms must be kept informed of what the banks have to offer so 
that they can determine whether their own banks are making rational 
services available. Less competitive cash management services often 
mean interest losses and the need for more administrative measures 
by the firm. For this reason, firms should constantly review their own 
banks’ offers of services within this field.

The following points are of interest in assessing relations with a 
bank:

- Is the bank aware of the needs of the firm?
— Is the bank willing to improve its existing services?
- Are new services being developed by the bank?
— Has a special "Account Manager” been appointed?
Some banks have arranged for every corporate customer to be allotted 
an "Account Manager”. This Officer is responsible for developing and 
improving relations with the customer at the same time as he monitors 
the corporate customer’s total commitments with the bank.

The way in which banks charge for services varies considerably. The 
terms vary from country to country, from bank to bank, and perhaps, 
too, from customer to customer. It is important, therefore, to determine 
how the banks’ terms are fixed. The terms change with the passage of 
time and it can, therefore, prove interesting to follow them up.

In some countries, the banks issue standard terms which are always 
negotiable to some degree. In this case, terms should and must be nego
tiated since this is a normal feature of the banking system in these 
countries. Examples of such countries are West Germany, Italy, and 
France.

A piece of general advice: Do not hesitate to make demands on the 
banks. Experience shows that demands by customers in their endeav
ours to create effective cash management routines also increase the 
banks’ awareness of the firms needs in these matters.

It may also be a good idea to discuss different routines within the



field with colleagues in other Swedish firms’ subsidiaries in the same 
country. Make use of the experience other companies have gained in 
the field.

In conclusion, we would like to make the following comments on the 
basis of experience we have obtained during our assignments abroad. 
Make use of the support that representatives of the parent company’s 
financial function can provide in negotiations with the local banks re
garding existing and future relations. The influence that can be exert
ed by the multilateral parent company by reason of its size is, in this 
way, of advantage to the local subsidiary.



Medium and long term export “I A 
financing A
by Carl-Otto Beckvid, Svenska Handelsbanken

Export financing - frequently the subsidiary’s own problem
When the question arises on how to solve an export financing problem 
of a subsidiary, it is often apparent that the subsidiary has to find the 
solution by itself. There are certainly instances when support from the 
parent company can be obtained and used to solve collateral problems, 
but central bank regulations in various countries often make support 
of this kind impossible.

When it comes to export financing, it is not only a question of compe
tition between different companies, but another dimension is added, ie 
competition between countries, and then the parent/subsidiary rela
tionship becomes a less important element. Competition between coun
tries can easily be observed in the differences in the state subsidized 
export finance systems.

Based on the statement above, it may be assumed that a detailed 
description of the Swedish state subsidized export credit system lacks 
interest in this context. Thus, greater emphasis will be put on a more 
general description of the problems and questions that become rele
vant in connection with export financing, regardless of its country of 
origin. The description that is connected with the Swedish state subsi
dized export credit system is intended to give a very broad illustration 
of the system and of its possibilities. Since most large exporting coun
tries support their own export activities in a similar way, the descrip
tion can also serve as starting point for discussions with export-pro
moting institutions in the subsidiary’s country of origin.

When does medium or long term export financing become relevant?
A very important question for a buyer as well as a seller in any 

business transaction is that of financing. The larger the transaction, 
the more importance the question assumes. And if the buyer cannot 
solve his financing, there can be no transaction, unless the seller is so 
keen on concluding the transaction that he contributes to the solution 
of the financing problem, for instance by granting the buyer a credit 
himself, a so-called "supplier’s credit”. For a seller to grant such a cred
it is very common, especially when it comes to reasonably large a- 
mounts, reasonably long credit periods and buyers whose credit worth
iness can be easily judged by the seller.

In those instances where the business transaction involves capital 
goods - machinery, buildings, vessels, factories, etc - with a long de
preciated life, the buyer often wishes to spread the payment over a con
siderable period of time, so that the proceeds derived from exploiting



the purchased asset can contribute to the liquidation of the credit that 
the buyer was granted for the transaction. Since the seller, on the other 
hand, most often badly needs his working capital for production and 
marketing, it is, from his point of view, not so attractive to tie it up in 
medium or long term supplier’s credit. The seller then tries to find the 
answer to the financing problem by turning to the one whose task it is 
to handle the financing, ie the bank.

Medium and long term export financing is thus relevant for those 
export transactions involving export of capital goods or large projects 
and when the buyer requests an installment type of approach, based 
on the desire to spread the payment of the goods over their lifetime in 
order to keep as closely as possible in line with the depreciation.

Financing forms
In principle two different types of export financing can be distin
guished.

Supplier’s credit, which means that the exporter grants credit to the 
buyer.

Buyer’s credit, which means that someone, normally the exporter’s 
bank, grants the buyer such credit terms that enable cash payments to 
be made to the exporter (bank-to-buyer-credit). The buyer’s credit can 
also be granted to the buyer’s bank (bank-to-bank-credit), who, in turn, 
grants the buyer a similar credit by means of which the buyer can 
make cash payments to the exporter.

Supplier’s credit
If the parties agree on supplier’s credit, the payment conditions can 
state that, for instance, 10 % of the contract value is paid on signing 
the contract, 5 % of the value of each delivery is paid against presen
tation of shipping documents and 85 % of the contract value is paid in 
10 equal, consecutive, semi-annual installments, the first payable six 
months after the last substantial part delivery. On any outstanding 
credit amount, the buyer has to pay interest at the rate of 10% p a, pay
able semi-annually in arrears. The credit payments, including inter
est, are guaranteed by the buyer’s bank.

If the exporter considers keeping the credit in his own books, the 
above payment conditions are, in principle, sufficient. The exporter’s 
contractual claim can be secured by an export credit guarantee. If the 
exporter, on the other hand, wants to refinance his claims — this is the 
most common case - he should prescribe that the credit installments 
be documented in separate debt instruments, normally bills of ex
change, or drafts. (This may be recommended even if the exporter 
keeps the credit in his own books.) The interest should be covered by 
bills of exchange, or drafts, as well. Either the interest can be added to 
the principal amount, or special interest bills of exchange/drafts can be 
issued. If the exporter is prudent, he arranges for the bills of exchange/- 
drafts to be guaranteed by the buyer’s bank, either by endorsement 
draft or by a separate guarantee.

The usual procedure is that bills of exchange/drafts, drawn on the 
exporter, are deposited with the exporter’s bank after being accepted 
by the buyer. When the exporter can prove that final delivery has tak-



en place - normally through shipping documents - the exporter’s 
bank inserts the maturity dates (which are based on the shipping date 
of the last delivery) and hands over the bills of exchange/drafts to the 
exporter, (the bills of exchange/drafts are thus released).

The buyer and the seller can, of course, agree on other times for re
lease, for instance when 50 % of the contractual value has been 
shipped, or gradually during the delivery period as soon as the deliver
ies amount to a certain specified value.

As soon as the bills of exchange/drafts are released, they are avail
able for financing. This can be done by discounting or by endorsement 
without recourse to the bills of exchange/drafts. The term "discount
ing” usually refers to refinancing with full recourse against the export
er, while an "endorsement without recourse” involves refinancing 
where the bank accepts the bills of exchange/drafts without recourse 
to the exporter, or with recourse only for that part of supplier’s credit 
not guaranteed by export credit. For traditional discounting, the inter
est until the maturity date is deducted at the discounting.

The bank is often prepared to take over fully or partly without re
course the exporter’s claim based on a bill of exchange/draft. If the cre
dit is guaranteed by an export credit guarantee, the bank regularly re
leases the exporter from his responsibility for the part of the credit se
cured by such a guarantee. The exporter can thereby credit his books 
for the amount for which he has been released.

In Sweden, a supplier’s credit can be refinanced under the export 
credit system with subsidized interests provided that the conditions re
garding credit amounts, repayment periods, and type of goods, etc are 
met.

A Swedish exporter can be granted credit from AB Svensk Export
kredit ("SEK”) with the bills of exchange/drafts as security or - pro
vided acceptor/guarantor or the security offered is first class — assign 
the bills of exchange/drafts to SEK without recourse. In the first case 
— discounting - the exporter has his claim on the buyer as well as the 
credit from SEK on his books. In the second case - endorsement 
without recourse — greater demands are made on security, but the ex
porter avoids a debit on his balance sheet. This possibility of refinanc
ing supplier’s credits is available not only in Sweden but also in most 
other exporting countries within the export credit system of the coun
try in question.

Buyer’s credit
Instead of parties agreeing on supplier’s credit, which has to be consid
ered the traditional credit form, the exporter, in agreement with his 
bank, can offer a buyer’s credit. The payment conditions in a contract 
can then state that 15 % of the contract value has to be paid on signing 
the contract, and that 85 % of the value of each delivery is paid against 
presentation of shipping documents. This latter part of the contract 
value can be financed through credit granted by the exporter’s bank to 
the buyer’s bank. A so-called "bank-to-bank credit” has thereby been 
established, and the conditions are set out in a separate credit agree
ment between the banks. This implies that the exporter does not be
come directly involved in the export credit, but often has to accept cer



tain responsibilities vis-à-vis his bank. This may involve a guarantee 
for a certain part of the credit and — if the credit is secured by an export 
credit guarantee — assuming the currency exchange risks and default 
interest in case of delayed payment in connection with settlement un
der an export credit guarantee.

The credit agreement between the banks should i.a. include stipula
tions concerning
- credit amount
- currency
- disbursement period
- disbursement procedure
- documents necessary for disbursements
- collateral security
- repayment conditions
- interest terms
- fees and commissions
as well as payment of other costs such as
- legal fees
- travel expenses
- possible future costs for debt collection etc
- consequences of delayed payments
- deterioration in the creditor’s financial status.
When credit from the exporter’s bank is granted directly to the buyer, 
the credit is, as mentioned above, called a "bank-to-buyer-credit”. 
Credits of this kind are currently and commonly used in instances 
when the exporter is dealing with a so-called "official” buyer, ie a buyer 
who cannot for legal reasons be declared bankrupt, for instance, minis
tries, other state entities, etc. "Bank-to-buyer-credits” can also be used 
in the case of a buyer subject to normal bankruptcy laws. In such a 
case, it is assumed not only that the buyer has a good credit rating, but 
also that the buyer’s obligations according to the credit agreement are 
jointly and severally guaranteed by a bank whose guarantee can be 
accepted by the exporter’s bank, ie the lender.

In other respects, the construction of a "bank-to-buyer-credit” fol
lows what has been mentioned above on "bank-to-bank credit”, and the 
result of a buyer’s credit is thus that the exporter is paid cash on deliv
ery, and that the exporter’s bank obtains a claim on the foreign buyer 
or on the foreign buyer’s bank.

Supplier’s credit or buyer’s credit
There is no general answer to the question which alternative an ex
porter should choose - supplier’s credit or buyer’s credit. Supplier’s 
credit is a flexible and commonly used form. It is, however, probably



wise to remember that the risks for disturbances are larger in an ex
port transaction than in sales within the country. The distances, lan
guage and cultural differences, etc can cause misunderstandings and 
misjudgements. The risks connected with such misunderstandings or 
misjudgements can, to a large extent, be reduced in a buyer’s credit 
agreement, while the creditor in a supplier’s credit has to rely on the 
content of the bills of exchange/drafts or the promissory notes which he 
may possess. The bills of exchange/drafts have a stated maturity date 
and prior to that date neither the drawer nor his assignee can ask for 
payment if he discovers that the financial situation of the debtor is de
teriorating. A credit agreement, correctly phrased, contains, on the 
other hand, a clause that gives the creditor the right to redeem the loan 
for immediate payment in such a situation. Credits that are not too 
large should be structured as supplier’s credits to good debtors, but for 
larger, complicated export transactions, prudency calls for buyer’s 
credits.

Export financing at market conditions
State support for export credits in the form of subsidized interest rates 
can, as mentioned in a previous chapter, only be given in connection 
with credits with a maturity of at least two years, while credits with 
shorter maturities have to be granted on market conditions. Short 
term credits, ie those with maturities of less than a year, have been 
described previously. Credits with maturities of six months or more 
can be financed on market conditions by SEK, by the banks, or in some 
of the other ways described below. It should be noted that state support 
given for financing Swedish exports is more restricted when it concerns 
credits to industrialized countries, and hence a number of those credits, 
in spite of a maturity of 2 years or more, must be financed at market 
conditions.

Granting credits at market conditions has, during the last few years, 
become an increasingly important part of SEK’s activity because of the 
attraction of market conditions in co mparison with those of the Swed
ish state subsidized export credit interest rates. Credit at market rates 
from SEK can often be a good alternative for the exporter who wishes 
to avail himself of export credit at a fixed interest. Maximum maturity 
for this type of credit is 20 years. The majority of Swedish export credits 
granted have a maturity of 5-8 years. Credit can be granted in Swed
ish currency (Swedish kronor) as well as in foreign currency. The inter
est rate for credits at market conditions is quoted currently by SEK. If 
the exporter requests a binding financing offer, a commitment fee of 
0.6 % pa for an offer denominated in Swedish kronor and 0.5 % pa for 
an offer in foreign currencies is added. The credits granted by SEK al
ways have to be covered by "adequate securities”.

Leasing and factoring in connection with exports
The financing alternatives which have previously been described in 
this chapter have been those which can be arranged by the exporter 
directly or in co-operation with the exporter’s bank. This section will. 
describe the services with which the Swedish financing companies can 
assist in financing exports of Swedish capital goods. When using the



concept "leasing”, we include both export leasing as well as leasing in 
co-operation with foreign leasing companies.

Export leasing
Export leasing implies that a Swedish leasing company places an as
set, for instance a machine, with a lessee abroad. For financing such a 
transaction, the Swedish leasing company - provided that the transac
tion qualifies for an export credit in accordance with the Swedish ex
port credit system - can refinance itself with SEK and, if it so wishes, 
apply for an EKN guarantee. In this context, it should be mentioned 
that in the case when refinancing with SEK within the state subsidized 
system as above, takes place, a condition is that the lessee makes a 
down payment, a first leasing fee, of at least 15 % of the sale price. In 
the case where the leasing company arranges the financing in normal 
conditions, ie not in co-operation with SEK/EKN, there are no precon
ditions as regards down payments, maturity, etc and the financing can 
be arranged to best suit the lessee’s requirements.

Leasing in co-operation with foreign leasing companies
Some of the Swedish leasing companies have, in one form or another, 
established themselves abroad. The primary reason for this is, natur
ally, to be better equipped to assist Swedish exporters with financing 
solutions in markets other than the domestic one. It is also natural that 
a leasing company first tries to arrange financing within its own group 
of companies. If this would not be possible due to lack of representation 
in any given country, and if it is not possible to lease directly from Swe
den, then leasing companies can, by membership in different inter
national leasing chains, still arrange for a potential customer to find a 
leasing alternative. The advantage of transferring a transaction to a 
leasing company in the lessee’s own country is that the lessee, in this 
way, can obtain a lease in his own currency, and specific local legal 
requirements can be taken into account.

Leasing financing means to the exporter that he is paid immediately 
by the leasing company, while his customer is granted the financing 
he desires.

Factoring at medium term credits
The factoring service that Swedish financing companies can offer ex
porters is called "time factoring”. Time factoring or "forfeiting”, which 
is the international term used for this financing service, implies that 
the financing company buys an exporter’s claims without recourse and 
at a fixed interest rate. This presupposes that the supplier’s credit 
granted by the exporter is documented in some form, usually bills of 
exchange/drafts, and that these documents are freely transferable. The 
financing company buys the documents — the bills of exchange — from 
the exporter, ie accepts the bills without recourse and deducts interest 
until maturity of the credit. This system implies a discounting proce
dure, and the exporter will, when discounting, receive a net amount



after which the transaction is concluded as far as he is concerned. All 
risks - with the exception of possible guarantees for corrected delivery 
- are transferred to the finance company who thus becomes responsi
ble for commercial risk as well as possible political risk, interest risk 
and currency exchange risk.

The prerequisite for the financing company’s willingness to buy the 
bills in the manners described above is normally that a bank guar
antee is added to the transaction, or that the buyer’s bank has avalized 
the bills. Forfeiting allows the exporter to grant the maturity the buyer 
requests without having to tie up working capital in receivables or to 
assume long term risks which are difficult to evaluate.

Transactions suitable for forfeiting are primarily those that, for one 
reason or another, do not qualify for the subsidized export credit 
system, due either to competition, or to the maturity of the credit. 
Swedish financing companies co-operate with numerous foreign for
feiting institutions and can, through these, often arrange forfeiting 
transactions in a number of different currencies.

Advance payments and advance-payments financing, financing 
of local costs, etc
According to the Consensus rules, the buyer in an export transaction 
has to pay 15 % of the commercial contract value at, or prior to, the 
starting point of the export credit in order to qualify for state support. 
The signatories have agreed not to subsidize this cash portion for the 
commercial contract value.

More and more often, however, it has been observed that foreign 
buyers also wish to finance the cash portion of the commercial contract 
value by credit, and this can be done according to the Consensus rules, 
provided that such financing is arranged on normal market conditions, 
ie outside the subsidized export credit system. The arrangement is 
then that the buyer requests the exporter’s bank, which is simultane
ously arranging the export credit, to arrange a credit on the inter
national money market, the so-called "Euro-market”, at market condi
tions. In Sweden, the bank has to apply to the central bank - Sveriges 
Riksbank — for permission to participate in such international credit, 
and, after having been granted such a permission, the bank can either 
arrange credit itself, or form a consortium of banks which grants the 
foreign buyer his credit. The number of banks in such a consortium, as 
well as the conditions for the credit, will naturally depend on i.a. the 
size of the credit amount, the borrower’s credit worthiness and the pre
vailing market situation. A Swedish exporter has excellent possibili
ties to offer financing of 100 % of the commercial contract value by uti
lizing credits granted, or refinanced, by SEK — either with state subsi
dized interest rates or at market conditions - for 85 % of the commer
cial contract value, in combination with financing the down payment 
representing the remaining 15 % on the Euro-market. The financing 
is straightforward for the exporter, as the whole arrangement is han
dled by his bank.

Arrangements as described above can, of course, be made in most 
larger export countries, under the prevailing local systems.



International financing sources
The Euro-market
As was mentioned above in connection with down payment financing, 
subsidized export credits may be supplemented with bank credits refi
nanced in the international market, ie the Euro-market. Bank credits 
of this kind may also be suitable when, for any reason (for example ma
turity or amortization pattern), export credits are not available. The 
credits are arranged in the international market at an interest rate 
based on the deposit rates between banks, the so-called London Inter
bank Offered Rate or LIBOR. This rate is regularly established for per
iods of 1, 3, 6 or 12 months, and the cost for such a credit is the current 
LIBOR-rate plus a margin which is dependent on the credit worthiness 
of the debtor.

The LIBOR rate varies from day to day and even during the day, and 
the level is different for different currencies and for different maturi
ties. A medium term credit refinanced on the Euro-market can thus 
have a maturity of 5 years with an interest rate fixed every 6 months 
and a margin over LIBOR of 0.5 %—2 %, depending on the bank’s as
sessment of the debtor’s credit worthiness. Maturities of up to 10 years 
are not uncommon, while longer maturities are rare.

Local banks
For financing large export transactions, for example a construction 
project abroad, financing for certain local costs is frequently requested. 
Such financing can often be partly arranged by a bank in the exporter’s 
country and in a currency different than that of the purchasing coun
try.

Local financing in local currency must often be arranged in agree
ment with the buyer. Local development banks, among others, ie 
those that are responsible for promoting economic development in the 
country, can be contracted for this kind of local financing, and, at 
times, even for financing in foreign currencies.

International development banks
Numerous institutions handle the financing of development projects in 
developing countries. Apart from the World Bank, it is worth mention
ing regional development banks such as the Interamerican Develop
ment Bank, the Asian Development Bank, the African Development 
Bank and the Nordic Investment Bank. The banks borrow funds on the 
capital market and lend it at a fixed interest rate, which can be some
what below market rate, as these banks do not demand any real return 
on paid capital. A number of development banks have been established 
in the same manner in the Arab countries.

The international development banks have in common that they de
cide on their loans in agreement with the borrowing country. For this 
reason, they cannot be influenced to any noticeable degree by expor
ters, but, to some extent, by the importer/buyer.

The development banks normally further stipulate international 
tendering as a condition for the procurement of equipment and goods. 
From the Swedish exporter’s point of view, it is thus a question of com-



peting with other countries’ exporters for deliveries to such projects. 
The advantage with a development bank credit is that the exporter 
gets immediate payment without any request for credit, and, often un
der a letter of credit with payment guaranteed by the financing devel
opment bank.

The Swedish state subsidized export credit system
The prerequisites and conditions for the Swedish state subsidized ex
port credit system, which are of direct interest to Swedish exporters, 
have been outlined since 1981 in the decree on state subsidized export 
credit financing. (SFS 1981:665).

Prerequisites for granting an export credit with Swedish state sup
port are
that the transaction concerns financing a Swedish company’s export 

sale of goods and/or services of Swedish origin,
that it can be assumed that competing non-Swedish exporters can of

fer especially favourable credit conditions based on foreign export 
subsidies,

that the Swedish export credit subsidy is necessary in order for the ex
port transaction to be concluded,

that the export transaction concerns goods and/or services, with the 
exception of shipping services,

that the export transaction concerns capital goods (export credit with 
state support may be granted on sale of raw materials or consum
er goods "only if special reasons call for it”,

that the credit shall have a repayment period of at least two years and
that the export transaction in regard to type of goods or services, credit 

maturity and payment conditions is such that an export credit 
guarantee can be granted.

To the statements above, it should be added that SEK, however, ac
cepts state subsidized financing of local costs on construction projects 
up to a maximum level corresponding to the minimum advance pay
ment to be made by the buyer, ie 15 % of the amount of the commercial 
contract.

In summary, it can be said that the purpose of the Swedish state sub
sidized export credit system is to finance Swedish exports. The defini
tion of "Swedish goods” is, in this context, the same as that described 
in the tariffs of the Swedish customs.

It is of crucial importance, for any commitment taken by SEK in 
granting a state supported export credit as mentioned above, that the 
conditions linked to the export transaction are such that export credit 
guarantees can be provided. The decision on these issues rests with the 
state institution, the Export Credits Guarantee Board (EKN), whose 
activities are described in another chapter. Here, it should be empha
sized only that the decree on state supported export credit specifies that 
one condition for credit is that an export credit guarantee can be grant-



ed, not that it is actually granted. Thus it is possible to arrange export 
credits against other security acceptable to SEK - a bank guarantee, 
an insurance policy — provided the transaction is such that EKN could 
be willing to grant a guarantee, should the question be raised with 
EKN.

The conditions for Swedish state supported export credits are in ac
cordance with the "Consensus” agreement.

The state support granted under the state subsidized export credit 
system has two main parts: a) different repayment periods for credits, 
depending on the nature of the export transaction and the status of the 
purchasing country based on different categories, described in another 
chapter, and b) the fixed interest rate established until the final matu
rity of the credit subsidized by the Swedish government.

However, the current conditions (September 1985) of the state sup
ported export credit system differ further and substantially from the 
Consensus rules, especially as regards interest rate conditions. In or
der to decrease the impact on the Swedish budget of export credit subsi
dies, the Swedish government has prescribed that state subsidized 
Swedish export credits will be granted at a rate that is 0.75 % above 
the Consensus rate, if the credit is granted in currencies other than 
Swedish kronor, and at a rate of 2.25 % above the Consensus rate if the 
credit is granted in Swedish kronor. The interest rate increases have 
been added mostly during the early 1980’s, and the extent of the addi
tions may be changed at some point in the future. In addition, SEK 
charges a commitment commission of 0.5 % p a for state supported ex
port credits from the time of the duly signed purchase agreement (in 
case of supplier’s credits) and duly signed credit agreement (in case of 
buyer’s credit) until disbursement of the agreed amount. The commis
sion is calculated on the unused portion of the promised credit at any 
given time.

Aside from the above mentioned export credit interest rates and 
commissions, there are fees that the handling Swedish bank charges 
for its participation (regarding the bank’s participation, see below). 
These fees — commissions — normally consist of a flat fee for the bank’s 
participation in connection with the arrangement of the export credit 
(management fee) and a yearly commission payable for the bank’s 
handling of the credit until maturity (agency fee). The size of these 
commissions is normally decided as a function of the credit amount, its 
complexity and the number of banks involved in the financing. If the 
bank decides to carry part of the risk on the debtor (more about this 
below), it charges in the usual way a risk premium, possibly a commit
ment fee for assuming the risk. Thus, if the disbursements under the 
export credit in question are not imminent, or if they can be anticipat
ed to extend over a longer period of time, some commission is due.

The role of banks
The decision on commitment for a state supported export credit is tak
en by SEK. The export credit system does, however, build on the pre
mise that the arrangement of the export credit, from the first customer 
contacts, and those with the applicants for credit, through to the sign
ing of the credit agreement, the disbursement of the export credit and



the collection of interest and amortizations until the full repayment of 
the credit is handled by the commercial banks. SEK either obtains the 
rights and obligations in the export credit agreement set up with the 
bank as lender while maintaining the lending bank as agent, or refi
nances the lending bank’s credit by granting credit to the bank. In cas
es where the export financing is arranged in another way than by uti
lizing a state subsidized export credit, the finance transaction is also, 
evidently, arranged by the exporter’s bank.

Based on the above procedure for export credit handling, it is of ut
most importance that the exporter, at as early a stage as possible, con
tact his bank to get the advice and assistance that it can offer based 
on its knowledge and experience. The bank, when contact between the 
exporter and the bank has been established, assists the exporter with, 
amongst other things

- the submission of applications for a state supported export credit,

- contacts with the export credit guarantee agency to obtain a com
mitment for an export credit guarantee,

- possible arrangements of acceptable collateral security other than 
an export credit guarantee, eg a guarantee issued by a guarantee 
syndicate,

- discussions about the assumption, fully or partly, of the part of the 
credit for which export credit guarantee can not be obtained when 
this is possible with consideration to the regulations of the guar
antee institute,

- the drafting of suitable payment conditions for the commercial con
tract in order that the needs of the guarantee agency, the exporter, 
the lender and the bank are fully covered,

- receipt of the lender’s proposal and of the guarantee commitment 
from the guarantee agency,

- assuring that the credit offer and the guarantee commitment re
main valid,

- drafting of credit proposals for buyer’s credits as well as handling 
bills of exchange/drafts under supplier’s credits, provided the latter 
are to be refinanced,

- negotiations of credit agreements at buyer’s credits,
- acceptance of credit offers on behalf of the borrower when commer

cial contracts and credit agreements have been signed,
- collection of amortizations, interest, fees and premiums from the 

debtor and the exporter,
- apportionment of amortizations, interest and fees as well as premi

ums for the lender, guarantors, etc involved,
- all other responsibilities incumbent on the bank as agent or as lend-



The possibility, suggested above, for allowing a bank to take on the 
credit risk in an export credit that is not guaranteed by an export credit 
guarantee, where the regulations of the guarantee agency so permit, 
is, of course, of particular importance to the exporter. Such an assump
tion of the credit risk is naturally combined with a cost for the exporter, 
but the advantage for him is that, if he has transferred the credit risk 
without recourse, he then can totally disregard it.

In connection with the drafting of the export credit agreement, a side 
agreement is normally signed between the exporter and the bank, 
where all those details are covered which relate to such parts of the 
credit agreement which have proven impossible to get the borrower to 
accept, and which the exporter is prepared to assume in order to get 
the credit agreement and the related export transaction concluded.

Some simple but crucial pieces of advice
The commercial banks have a central role in the export financing proc
ess. By introducing the bank at an early stage in his proposed export 
transactions, the exporter gains both access to the financing expertise 
needed to solve the financing questions, and a partner with whom he 
can discuss various financing and pricing alternatives.

The exporter is thus advised to contact his commercial bank at an 
early stage and thereafter to keep his contact person at the bank con
tinuously informed of the development of the transaction. Above all, 
the exporter must remember that he should never reveal to his buyer 
any credit or special payment conditions whatsoever until he has first 
talked to the financing experts at the bank that is to assist with the 
export credit.

The exporter will, by discussing these questions with the bank prior 
to offering any credit, be able to suggest alternatives, which can be de
cisive for the completion of the transaction. To act independently may 
in the worst case have very unfortunate consequences for the less ex
perienced exporter.

When it comes to export credits the advice is thus to
- contact your commercial bank as early as possible
- discuss with the bank what different financing alternatives exist
- use also the bank’s other experience concerning the country of im

port
- keep the bank informed on a continuous basis of the development of 

the transaction
- contact the bank rather too often than not often enough.



Export credit insurance
by Jan Frykholm, Swedish Trade Council

Examples of when export credit insurance is needed
The three cases below illustrate the usefulness of export credit insur
ance:
Cash against documents in Norway
A Swedish exporter sells 100,000 NEK worth of consumer goods to a 
Norwegian client. The sales conditions are CAD (Cash against docu
ments).

The exporter is not entirely certain that the client is able to pay cash 
when the documents arrive, so he insures against the risk of not being 
paid. He does this with EKN, the Swedish Export Credits Guarantee 
Board, or with Svenska Kredit.
180 days’ acceptance credit in Spain
A Swedish exporter sells 40,000 USD worth of paper products to a 
Spanish buyer. The conditions for the transaction are 180 days’ accept
ance credit.

The exporter is not worried that the buyer will be unable to find the 
dollars after 180 days. However, he wants to be able to discount the 
amount as soon as possible. Thus he insures the business with EKN or 
with Svenska Kredit. He can also turn his contract over to a factoring 
company.
2 years’ credit for Kenya
A Swedish exporter sells machinery to a Kenyan client for 500,000 
SEK. The sales conditions are 20% upon receiving the order, and 80% 
credit payable in 4 equal half-yearly installments.

The exporter judges the credit worthiness of his client as entirely 
satisfactory. However, as he feels unable to foresee the developments 
in Kenya over the next two years, he insures the transaction with 
EKN. The EKN guarantee makes it easier for the exporter to finance 
the credit with the Swedish Export Credit Corporation (SEK) for a 
Swedish bank.

Different kinds of risks and insurances - a summary
1. All exporters should see to it either that they are insured against 

possible losses in connection with the transport of the goods, or that 
the buyer assumes these risks. But the exporter should also assess



other possible risks for losses, especially so-called political and com
mercial risks (explained later in this chapter).

2. The political risk depends primarily on the political and economic 
situation in the buying country and its relations to other countries. 
Approximately 80% of Swedish exports go to the OECD area where 
exporters, as a rule, can assume that the political risk is too small 
to merit an insurance.

If, however, export transactions are being planned for Eastern 
Europe or a developing country, an insurance is often worthwhile 
since it is difficult to assess the political risks, especially for transac
tions stretching over many years.

3. An exporter can protect himself against the political risks in one of 
the following ways:
- Insurance with the Swedish Export Credits Guarantee Board 

(EKN);
- A bank in Sweden guarantees payment or takes over the export

er’s claim without recourse;
- A bank in another country guarantees the payment or takes over 

the claim without recourse;
- The claim is transferred to a Swedish or foreign finance company 

such as a factoring company;
- Insurance with a Swedish or a foreign insurance company.

4. The commercial risk depends on who the buyer is and what kind of 
security he is prepared to put up for his payment obligation to the 
exporter (such as surety from owner or parent company, or payment 
guarantee from a bank in the buying country).

5. An exporter can protect himself against commercial risks in the fol
lowing ways:
- Insurance with EKN. Except for the OECD countries this can 

only be done in combination with an insurance against political 
risks;

- Insurance with Svenska Kredit which does not cover political 
risks;

- A bank in Sweden guarantees payment or takes over the export
er’s claim without recourse;

- A bank in the buying country, or elsewhere, guarantees the pay
ment or takes over the exporter’s claim without recourse;

- The claim is transferred to a Swedish or foreign finance company 
such as a factoring company;

- Insurance with a foreign insurance company.
6. Even when the exporter considers the political and/or commercial 

risk too small to merit an insurance, he may still need one in order



to obtain refinancing in a bank or from the Swedish Export Credit 
Corporation (SEK). This procedure is described elsewhere in this 
book.

7. If an exporter wants to cover himself against the political and/or 
commercial risks in a certain transaction, he must try to evaluate 
which of all alternatives available will be the most advantageous 
for him. A summary of the alternatives is found below.

It is not possible to state a priori which alternative is the most 
favourable. Not only the costs - usually referred to as premium or 
risk provision - but also the conditions may vary substantially. 
EKN, as well as the private insurers, normally does not cover 100% 
of a risk, but requires that the exporter take a certain risk himself, 
usually 10 to 30%.

Summary of the different alternatives available for the exporter 
to cover political and/or commercial risks
- EKN
- Bank in Sweden
- Bank outside of buyer’s home country
- Financing company in Sweden or outside buyer’s home country
- Finance company in buyer’s country
- Svenska Kredit
- Swedish or foreign insurance company
Note: The different alternatives can of course be combined so that 
EKN covers the political risk, and Svenska Kredit, or a bank/fin
ance company, the commercial risk. For large projects, it can even 
be necessary to split the risks between different institutions. EKN 
may cover half of the guaranteed amount, and one or more banks 
the other half.

8. It is very important for the exporter to take the necessary contacts 
with EKN, banks, insurance companies, etc. as early as possible. 
Addresses and telephone numbers are given below:
Skandia
Sveavägen 44, S-103 50 Stockholm 
Telephone: 08-788 10 00. Telex: 19347 skandias

Svenska Kredit AB
Norrmalmstorg 4. P.O. Box 7435, S-103 91 Stockholm 
Telephone: 08-22 10 60. Telex: 10124 svenska s

Swedish Agency for International Technical and Economic 
Co-operation (BITS)
Fredsgatan 22, S-lll 52 Stockholm 
Telephone: 08-24 53 90. Telex: 13091 swedcom s

Swedish Export Credit Corporation (SEK)
Biblioteksgatan 11. P.O. Box 7535, S-103 93 Stockholm 
Telephone: 08-14 48 00. Telex: 12166 sek s



Swedish Export Credits Guarantee Board (EKN) 
Norrlandsgatan 15. P.O. Box 7334, S-103 90 Stockholm 
Telephone: 08-23 58 30. Telex: 17567 ekn s

Trygg-Hansa
Fleminggatan 18, S-106 26 Stockholm 
Telephone: 08-785 10 00. Telex: 19887 hansa s

Defining political and commercial risks
A political risk refers primarily to the risk that a payment made by the 
buyer in the currency of the buying country is not transferred to the 
seller in the agreed currency, mostly due to the fact that the buying 
country lacks foreign exchange. Losses caused by war, revolution and 
similar events in the country which prevent the buyer from receiving 
the merchandise and/or from fulfilling his payment obligations, are 
considered political risks. Obstacles due to unforeseen regulations of 
imports or foreign exchange in the buying country are also included in 
this category.

As commercial risks, we consider mainly the risks of the buyer being 
unable to fulfill his payment obligations due to insolvency or bank
ruptcy. A situation when there is no insolvency, but when a certain 
period of time (normally six months) has elapsed since the due date - 
and the buyer has not paid in spite of reminders - is considered a pro
tracted default. In such a case, EKN and Svenska Kredit will pay an 
indemnification as for a commercial risk.

The Swedish Export Credits Guarantee Board
Risk coverage and extent of cover
The Swedish Export Credits Guarantee Board (EKN) is a public insti
tution which is run as a commercial entity. Its activities should not 
constitute a Government subsidization of exports. To this end, EKN 
charges premiums which, in principle, cover administration costs as 
well as indemnities.

Despite its name, EKN does not extend credits, but only issues insur
ance cover in order to protect exporters and banks against losses in con
nection with export transactions. The insurance cover is called a "guar
antee” in accordance with international practice.

In addition to its role as guarantee institute, EKN has been given 
the task to supervise Sweden’s acting in accordance with its inter
national obligations in the field of export credit. At government level, 
the extent of public support in the competition for export contracts has 
become limited, especially through the so-called Consensus agreement 
which is described in another chapter.

EKN is a member of the Berne Union - the International Union of 
Credit and Investment Insurers - which groups guarantee institutions 
of some 30 countries, including all major industrial countries. In the 
Berne Union, agreement has been reached on recommendations as to 
appropriate credit lengths for certain kinds of goods, etc.

EKN ensures that normal credit practice is followed, as appropriate 
also for "u-krediter” or mixed credits. The final decisions on such cred



its are made by BITS after consultation with EKN, SEK and sometim
es SIDA (the Swedish aid agency).

For export to private buyers, EKN guarantees political risks or both 
political and commercial risks. Guarantees for commercial risks can 
only be extended for buyers in the OECD countries.

A public debtor is a buyer or a borrower who cannot become bank
rupt because of his legal status. A government or a municipal author
ity are examples of public debtors. In market economies, companies 
owned by the Government are normally considered as private buyers 
with respect to conditions, but for premiums, they are considered as 
public buyers. For export to public entities, only a combination of polit
ical and commmercial risks are accepted.

EKN has issued general conditions with which the insurer must 
comply in order for the guarantee to be valid, for example, in a situ
ation of payments delay or outstand ing claims. In case these conditions 
are not fulfilled, EKN may consider the guarantee invalid.

As is the case for automobile insurance, EKN always requests a cer
tain risk on the part of the exporter. For political risks and risks to 
public entities, EKN normally covers 90% of a loss, so that the exporter 
has a risk of 10%.

For short-term transactions of maximum one year maturity, it is 
rare that the cover is less than 90%. Guarantees in favour of lenders 
for buyers credits are normally covered to 95% for political risks and 
public entities.

For a number of countries which are considered too high a risk, EKN 
does not extend any gaurantees. For other countries, EKN finds itself 
obliged to guarantee only short-term transactions up to one year.

For many countries, EKN has lowered the extent of coverage below 
90%, usually down to 80 or 75%. The reason for this is that these coun
tries are considered too risky and/or that EKN already has assumed 
considerable guarantee undertakings there. As has already been ex
plained, EKN may limit its guarantee commitments for very large 
projects to a part of the total amount. The remaining part must then 
be covered by a bank, or several banks, and/or insurance companies.

For commercial risks, EKN normally covers 85%. But EKN may also 
refuse to cover any commercial risk, if the foreign buyer is not consid
ered strong enough - or may lower the coverage to 60%.

If the buyer provides a payment guarantee from a public institution 
or a commercial bank in the buying country accepted by EKN, or in 
case the exporter has a comprehensive guarantee agreement with 
EKN, coverage for commercial risk may be increased to 90%.

EKN’s different guarantees
EKN not only insures credits - i e payments which are disbursed a cer
tain time after delivery - but also other payment commitments by the 
buyer in favour of the exporter, such as payments due a certain time 
before delivery, or upon delivery. On the other hand, EKN normally 
does not cover payments to the exporter which are already secured by 
other means, for example, through an irrevocable letter of credit con
firmed by a Swedish bank.



EKN guarantees which may be granted to a Swedish exporter for mer-
chandise exports
Kind of transaction Type of guarantee from EKN

Covers risk after shipment for a specific 
export transaction (does not cover e- 
vents occurring between the signing of 
contract and shipment).

Guarantee for loss on claim for exporter.

Covers risk for current exports by a com
pany up to a certain amount for a cer
tain buyer or a certain country. Can only 
be obtained for transactions involving a 
maximum of 12 months of credit from the 
day of shipment.

Credit limit guarantee.

Covers the exporter’s risks for loss on 
claim and production for specific export 
transactions. Granted only for goods 
which are manufactured for a specific 
contract.

Guarantee in favour of exporter against 
loss on claim together with production 
risk cover.

Special guarantees in favour of Swedish exporters for export of goods 
or services
Kind of transaction Type of guarantee from EKN

Covers risks for exporter’s warehousing 
abroad being seized, destroyed or dam
aged due to political events.

Guarantee for the holding of stocks a- 
broad.

Covers exchange rate losses on payments 
due more than two years after the con
tract if the exchange rate in relation to 
SEK (Swedish currency) has fallen by 
more than 3%. Currently granted only for 
transactions in USD.

Exchange rate guarantee.

Covers risk for unfair calling of bonds is
sued on the exporter’s behalf for the ex
port transaction.

Guarantee for loss on bonds.

EKN guarantees in favour of banks (Swedish or foreign) or other 
financers of Swedish exports
Kind of transaction Type of guarantee from EKN

Covers risk that the foreign borrower will 
not fulfill his obligations.

Guarantee in favour of lender.

Guarantee in favour of exporter for pro
duction risk and, where relevant, loss 
on claim and guarantee in favour of lend
er for loss on claim, both guarantees re
ferring to risks in connection with specific 
export transactions.

Combined guarantee.

Application for guarantees
The application should be made at an early stage, and in every case, 
before EKN is to assume any risk. Once an application for guarantee 
has been accepted, EKN issues a guarantee offer without cost to the



exporter, i e an offer by EKN to cover the transaction. For extensions 
of such offers for transactions of longer duration than one year, EKN 
charges a fee. The offer, which can be revoked by EKN only if EKN 
considers that the risk for loss has increased substantially, makes it 
possible for the exporter to negotiate the contract, knowing that a 
guarantee will be issued for the transaction.

For large transactions, it is not always possible for an exporter at an 
early stage to give all the information required for a guarantee appli
cation. In such cases, the exporter can describe the intended transac
tion in a short letter to EKN asking for an advance ruling as to wheth
er EKN is in principle willing to cover the transaction.

Guarantee commitments are issued by EKN when then risks cov
ered by the guarantee start, i e as a rule, at the time of the signing of 
the contract, shipment day or similar event. This is when the premium 
should be paid.

Premiums
The premium is calculated on the highest amount of loss under the 
guarantee in which EKN includes the total credit amount as well as 
all interest to be paid by the buyer on the export credit, provided that 
the exporter wants to insure the interest (which is normally the case), 
and depends on the time period to be covered. This period begins on the 
day when the guarantee comes into force -eg the day of shipment - 
until due day for the last payment due under the guarantee. The size 
of the premium also depends on the kind of risks to be covered and on 
the importing country.

Currently, EKN has grouped all countries into four premium cate
gories. The first category comprises most industrialized countries, the 
second some less developed industrialized countries and a few state 
trading and OPEC countries. The third category consists primarily of 
developing countries, whereas the fourth category comprises some 
state trading countries and a large number of developing countries. 
Category 1 has the lowest premiums which are gradually increased for 
the other categories, the highest being for category 4.

EKN also grants special guarantees which take into account Swed
ish national interest and/or development assistance aspects - S/U 
guarantees - for which, in some cases, an additional premium of 10% 
of the normal premium is charged. Under these guarantees, higher 
risks are accepted.

Conditions of payment as requested by EKN
According to EKN practice, the credit length for exports of raw mate
rials, semi-finished and consumer goods should not be more than six 
months. For durable consumer goods, EKN usually permits a credit 
period of one year, sometimes even somewhat longer.

For exports of light capital goods, EKN accepts two years maturity 
if the contract amounts to at least 100,000 SEK, three years for con
tracts of at least 250,000 SEK, four years for 350,000 SEK and five 
years if the value is 1,5 million SEK or more.

For exports of large projects - of at least 15-20 million SEK - or con
tracting works - of at least 40-50 million SEK, EKN may accept ma-



turities of 7-8 years. Maturities may be up to 10 years for very large 
contracts to developing countries.

EKN may also accept maturities of more than five years in some oth
er cases, if it can be proved that a foreign competitor offers a longer 
maturity with government support - so-called matching, a fairly com
mon practice. EKN defines credit length in the following way: Gener
ally speaking, the credit period starts at the time of shipment. For such 
capital goods which are sold in units that can be used separately (such 
as lorries), the credit period starts at the mean date or actual dates 
when the buyer takes possession of the goods in the importing country. 
For complete plants, the credit period is normally counted from the day 
when the buyer is supposed to take possession of the plant. If the sup
plier is also responsible for start up, the credit period is counted from 
the day of commissioning.

Everything paid by the buyer up to the start of the credit period is 
considered as down payment by EKN. For credits of over 18 months, 
the down payment should amount to at least 15% of the contract value. 
Also for transactions of 12 to 18 months, EKN requires that the buyer 
makes a down payment, although not necessarily as much as 15%. For 
credits of maximum 12 months, no down payment is normally re
quired. In the case of guarantee for loss on claim together with produc
tion risk cover, EKN normally requires that part of the down payment, 
normally 5%, is paid when the contract enters into force.

Security required by EKN for the obligations of the buyer
EKN often requires security for the obligations of the buyer, and ac
cording to the contract, in the form of transfer guarantees issued by the 
central bank of the buying country and/or a payment guarantee from 
a bank of the buying country. As a rule, such guarantees should in 
principle cover all payments due once the EKN guarantee has come 
into force and should be available before the issuing and entering into 
force of the EKN guarantee.

Guarantees for foreign sub-contracting
In principle, EKN grants only guarantees for Swedish goods, but ex
ceptions from this rule are made. For export of capital goods, espe
cially, the Swedish exporter frequently buys part of the equipment 
from foreign sub-contractors. Such sub-contracts may be covered by 
EKN, if they originate from a country which has agreed to treat Swed
ish goods in a similar way. The coverage is limited to maximum 30% 
(40% for deliveries from Finland and Norway) of the transaction’s con
tract value calculated on the purchase price of the foreign products. 
EKN has concluded such agreements with guarantee institutes in 
Austria, Belgium, Denmark, Finland, France, Great Britain, Italy, 
Japan, the Netherlands, Norway, Switzerland and West Germany.

Due to the fact that many of these foreign guarantee institutes have 
applied the 30% rule in a rather restrictive way, EKN has also become 
more restrictive. It is nowadays not unusual that EKN refuses to cover 
goods and services of foreign origin which are parts of a large transac
tion.

If the foreign share exceeds the 30% limit, coverage for the entire



transaction can sometimes be arranged by each country’s guarantee 
institute covering that part of the contract which refers to delivery 
from the country concerned (co-ordinated guarantee). Such a proce
dure is only possible if the main supplier sells to the final buyer on firm 
account, and if the main supplier, according to his contract with the 
foreign sub-contractors, is committed to pay them only if (and to the 
extent) he receives payment from the debtor (an "if-and-when” con
tract). With the exception of the Nordic guarantee institutes, most 
foreign institutes have been reluctant to participate in co-ordinated 
guarantees for buyers’ credits. Thus, such guarantees usually can be 
arranged only for suppliers’ credit.

Indemnification
The most common reason for indemnification caused by political 
events is when the amount paid by the buyer in the local currency on 
the due date, or shortly thereafter, is not transferred to the guarantee- 
holder in the agreed currency. Indemnities are normally paid only if 
the transfer delay amounts to at least four months.

Among commercial risks, the most common reason for indem
nification is that the debtor has become insolvent or been declared 
bankrupt. In such cases EKN indemnifies the guarantee-holder as 
soon as he has proved his right to claim under the guarantee. If a cer
tain time (normally six months) has elapsed since payment was due, 
and the buyer has failed to fulfill a contractual payment obligation de
spite the exporter’s demand for payment, EKN pays indemnities even 
if the buyer’s insolvency has not been proved (protracted default).

Indemnities are always paid in Swedish currency, regardless of 
whether the contractual commitments are made in another currency. 
The additional loss which may occur as a result of fluctuations in the 
exchange rate in relation to Swedish kronor is not covered by normal 
EKN guarantees. Indemnification of claim which is expressed in a 
foreign currency is paid at the nominal buying rate prevailing for that 
currency on the maturity date of the claim. This is also the case when 
the exchange rate for the foreign currency has gone up. However, EKN 
will not use a conversion rate which is higher than 110% of the rate 
applied on the day when the guarantee was issued. If, for example, the 
rate of the USD was 8 SEK when the guarantee was issued, EKN 
would base its indemnification on a rate of 8.80 SEK per dollar at max
imum.

If an exporter considers that the "110% exchange rate cover” is in
sufficient, he can, to a certain extent, get cover for the increased ex
change rate risk up to 200% at an additional premium.

Assignment of EKN guarantees
A guarantee-holder may assign his rights under the guarantee. This is 
often done when an export credit is refinanced by a bank. However, the 
guarantee-holder may not assign his own risk to another party without 
the consent of EKN.

For guarantees in favour of the lender, the bank, in its capacity as 
guarantee-holder may either assume the self risk itself, or request 
surety or other security from the exporter covering this risk. Nowa



days, the bank often assumes at least part of the risk at a fee.
Particularly for large transactions, most exporters try to arrange for 

buyer’s credits directly from a bank to the foreign buyer or his bank, 
since this gives the exporter the possibility to transfer his own risk dur
ing the credit period to his bank.

Investment guarantees
EKN may grant guarantees for investments by Swedish companies in 
some developing countries. Such guarantees were introduced already 
in 1968, but they have not yet been used.

Investment guarantees cover only political events (risk for national
ization, calamity and transfer), and they are granted only for direct in
vestments with positive development effects.

The investment guarantees are primarily intended for projects in 
those developing countries which receive Swedish development assist
ance, but other developing countries are also eligible, provided their 
development strategy is in line with the objectives of Swedish aid poli
cy.

Risks in connection with investments abroad can, to a large extent, 
be insured in the private insurance market. Contrary to EKN, such 
guarantees may be granted for all countries and also for already exist
ing investments. The leading broker in this field is Investment Insur
ance International (Managers) Ltd., Lloyds Chambers, 1 Portsoken 
Street, London El 8DF, tel.: 1-480 4000, telex: 8884 633.

Svenska Kredit
Svenska Kreditförsäkrings AB or Svenska Kredit does not cover polit
ical risks, only commercial risks, primarily pertaining to buyers in in
dustrial countries. The risks are then insured with a large number of 
insurance companies over the world. These companies in turn reinsure 
part of their commercial risks with Svenska Kredit.

Through the International Credit Insurance Association (ICIA), 
Svenska Kredit co-operates with some 40 foreign credit insurers. This 
co-operation is not limited to reinsurance, but also involves exchange 
of ideas, experience and information.

An export credit insurance with Svenska Kredit entitles the export
er to receive indemnity for loss caused by a debtor’s bankruptcy or in
solvency during the guarantee period. Svenska Kredit also covers so- 
called protracted default. Like EKN, Svenska Kredit requires that the 
exporter assumes part of the risk himself, normally 25%. As a rule, 
Svenska Kredit does not cover single transactions. In principle, it re
quires that the exporter insures his export transactions to all major 
clients in the industrialized countries with credit volumes exceeding 
an agreed minimum amount.

An exporter may also, however, insure only certain categories of 
claims: on buyers in a certain country or countries, or for certain 
products or certain categories of buyers.

The premiums are set separately for each exporter and determined 
by such factors as the total volume insured by the exporter, the "quali
ty” of the buyer, the sector of industry, payment conditions, etc.



The banks
As has already been indicated, it is nowadays customary for a Swedish 
or foreign bank to assume the political, as well as the commercial, risk 
for an export credit. The bank may extend the credit to the foreign buy
er or his bank (a buyer’s credit) without insuring it with EKN or else
where. The bank may also assume the exporter’s claim on the foreign 
buyer without recourse.

For the exporter, it is often advantageous if a bank takes the risk for 
an export transaction since the bank, as a rule, assumes the entire risk 
without requiring the exporter to assume a certain amount himself - 
as is the case with EKN and the insurance companies. In the case of 
indemnification, the exporter avoids the interest loss which is a conse
quence of EKN’s and the insurance companies’ rules on waiting per
iods. Naturally, the banks charge a risk fee from the exporter to be paid 
normally once a year.

The finance companies
Swedish, as well as foreign, finance companies assume export claims 
without collateral at a fee. This applies mainly to claims where the 
credit period does not exceed 12 months. For these claims, export 
factoring has become more and more usual, especially for exports to 
industrialized countries. This enables the exporter to sell most of the 
political, as well as the commercial, risks to a finance company. Claims 
with longer maturities can be sold in the so-called à forfait market.

Foreign insurance companies
Good possibilities exist for covering political and, to a certain extent, 
also commercial risks in the international insurance market. The 
international market often offers tailor-made insurance combinations 
for different types of transactions:
- the international market, which offers a direct alternative to EKN
- as a complement to EKN for such types of risks which are not cov

ered by EKN guarantees
- instead of an EKN guarantee when EKN will not insure a certain 

risk or part of it.
The premiums are not fixed in advance but decided from case to case. 
Thus, the premium for a certain transaction may differ considerably 
from what EKN would have charged. A comparison with the EKN pre
miums must take into account the differences in risk coverage between 
guarantees from EKN and those obtained in the international market.

Advice to managers of Swedish subsidiary companies abroad
1. As already mentioned, the subsidiary should, in the first place, 

make use of locally available finance for its business activities as 
well as for its export transactions. Other chapters in this book show 
that the Swedish system of government supported export credits 
and credit guarantees is relatively restrictive in comparison with



corresponding systems in other industrialized countries. Also in 
some developing countries such as Brazil and South Korea, it is 
possible to obtain credit at lower interest rates than in Sweden, and 
sometimes also to cover higher risks.

2. A requirement by most government supported export credit and 
credit guarantee systems is usually that the products to be exported 
are manufactured in the country. Subsidiaries with local production 
and subsidiaries which have the possibility to use local sub-contrac
tors should draw the attention of their parent companies to the fact 
that, for some transactions, it may be advantageous if all or at least 
part of the production is placed with the subsidiary. By making use 
of the local export credit schemes, the corporation may find itself in 
a position to offer more competitive credit terms than would be the 
case if the Swedish export credit scheme alone were used.

3. The subsidiary should also watch all possibilities to make use of dif
ferent development aid schemes to finance export transactions to 
different developing countries. Some large Swedish corporations 
have in this way obtained considerable contracts. In a similar way 
it may be possible to make use of mixed credits extended by the 
country of operation.

4. For larger projects - especially in developing countries - different 
forms of joint financing arrangements are required. Such arrange
ments are facilitated if the Swedish corporation places parts of the 
deliveries with one or more of its manufacturing subsidiaries so 
that these can make use of the export credit system in their respec
tive countries of operation. However, using more than two or three 
state financed export credit systems for the same transaction often 
becomes very complicated since the rules are different for each sys
tem. As a result, it becomes difficult to offer the foreign buyer uni
form credit conditions for the whole transaction.

5. In such cases, it may be better to arrange export financing at mar
ket conditions with the help of one or more commercial banks, and 
to let the banks assume the major part of the risks connected with 
the credit. The alternative is to have the risks covered by private 
insurance companies which do not attach any importance to the 
country of origin of the insured product.

6. As a conclusion, it should be noted that the rapid development in 
the field of export credit, nationally as well as internationally, 
strongly favours a far-reaching co-operation between the Swedish 
parent company and its foreign subsidiaries in order to make use 
of all available export credit possibilities (including risk coverage). 
Such co-operation should result in a larger volume of exports for the 
parent as well as for the subsidiary company. This increase in ex
ports may be especially valuable for the subsidiary, since the 
authorities in many countries require that the companies export a 
successively increasing share of their production.
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International negotiations 
and agreements
by Uno Alfredeen, Assista AB and Hans Bagner, Advokatfirman Vinge

The first part of this chapter, written by Uno Alfredeen, aims to lighten 
the burden of international negotiations by illustrating some of the au
thor’s personal experiences. These experiences are gathered from es
tablishing small and medium-sized firms in Europe, North America, 
Japan, Australia and certain developing and newly industrialized 
countries.

The type of negotiations dealt with are intended to lead to some last
ing relation between the parties involved. Much of what is said can also 
apply for example, to civil case suits and company’s "divorce-negoti
ations”.

The discussed issues are:

- How do I prepare a negotiation?

- Who should negotiate?

- What is a good negotiation result?

- How to become a good negotiator?

How do you prepare negotiations?
Negotiations will always remain a game between people where the ne
gotiator’s own feeling for, and capability to make use of, the dynamic 
negotiation process is at least as decisive to the final success as the par
ties’ relative strength of position prior to actual negotiations. Because 
as human beings we are so different, it is also natural that we need 
different degrees of preparation.

A few of us are good improvisors, but most people need at least some 
form of preparation. One needs to be sufficiently prepared to feel "com
fortable” before the negotiations start.

The following is a list of suggestions to be considered before negoti
ations:

- Think carefully through and identify clearly both parties’ "business 
content”.

Proceed concretely and make, for example, checklists which deal 
with certain business flows (cash, licence fees, one time payments, 
stock dividends, etc) desires and intentions.



- Create flexibility.
Construct several different "acceptable” solutions and establish a 
hierarchy of priorities among them.

The priority should be made on the basis of the total business 
value for your own part. It should not be confused with the ambition, 
for example, of obtaining the greatest possible sales volume, but is 
a question of getting the best possible balance between all factors 
involved.

- Have some alternative.
Try to have some reasonable alternatives to the issues at hand dur
ing the negotiations. To have an alternative solution is something 
which has to be handled with an extreme delicacy and differently in 
different countries.
In North America, for example, you can be very open in these ques
tions, while you have to be more careful to expose such thought in 
certain Asian countries, where the counterpart could easily be of
fended. It is always clever to ask a local company lawyer about ques
tions of different attitudes.

- Try to imagine yourself in your counterpart’s situation. Identify log
ical objections and create counter-arguments.
The more you can understand his real motives and incentives, the 
greater your chances are for success. One way to learn this is to let 
some experienced businessman act as your counterpart in a negoti
ation game by becoming a "sounding board” to your arguments.

- Prepare the presentation material especially for the occasion.
It is well invested money to adapt your material to the local circum
stances. The material concerns both selling arguments, technical 
specifications as well as the local language. A translation to Serbo- 
Croat or Portuguese, for example, shows above all a "respect for the 
surroundings where you are considering to establish yourself

- Direct your own concessions to areas which you have already decid
ed are acceptable.
I myself go about this in the following approximate way:
a) I identify parts of an upcoming agreement where I should reach 

my goals: mostly it is a question of a rather small part of the 
whole substance of the agreement. See the Figure below: "Strate
gically important substance of agreement” is a very small part of 
the "content of agreement”.

b) Thereafter, I consider the parts where I should be able to give in 
under pressure from the counterpart, and put them in the order 
of importance they represent to me as so-called "negotiable cur
rency” or bargaining cards.

c) Concerning the other parts, I decide to follow the counterpart to 
a great extent, in order not to be stuck in some kind of prestige 
thinking, with the risk to take home the "wrong victory”.



The methodology is illustrated below:

k Strategically important 
I substance of agreement

Content of agreement

bargaining cards
Negotiable currency or

- Think ahead how the relation is going to develop in the long run.
- Learn something of the foreign country in question.
- It is an asset to have some topics of conversation outside the negoti

ation area. It shows your interest and respect, and this increases 
your confidence capital.

- "Program yourself ” in order to both give and take during the negoti
ation.

Who should negotiate?
To start with, I would like to call attention to two things:
- The management should be active, not such that the managing 

director is required to accomplish all negotiations, but it is impor
tant always to show his engagement.

- The negotiator should be good in what really counts - the ability to 
negotiate.

Very often I have seen "men of the slide-rule”, burdened by technical 
expert arguments, losing themselves in too much detail, unnecessarily 
getting the worst of the negotiation.

Then one can speculate whether one should use outside help or not. 
This is a very sensitive question where you cannot give any general 
advice. An important factor is, of course, what kind of people are ac
cessible inside the organization. Another factor is what "milieu” is con
cerned: language, culture, and so on.

My practical experience has shown that external help is most com
mon in the following cases:
a) When it is a matter of drawing up a negotiation strategy.
b) When it is a matter of carrying through a negotiation in more spe

cialized and/or distant business environments.
Sometimes it can be both suitable and desirable to employ a negotiator 
who is not a part of the daily company management. The effects which 
can be reached are:
- One can assume that the person concerned is more relaxed and often 

more trained in negotiation work.



- The person concerned can if he is acting wisely project a certain im
age of objectivity as he seldom has any economic gain from the re
sults of the negotiation.

- The person concerned can influence the speed of the negotiations 
and, by referring to the home organization, obtain time delays when 
this should be tactically favourable.

The negotiator can also be "used up” during the negotiations, if these 
should take a course where one has to start from scratch to reach a re
sult.

I have not said anything about the role of a company lawyer, as this 
will be done in a special section. However, I would finally like to stress 
that I very seldom enter negotiations without active support from a 
knowledgeable lawyer. I do not necessarily have this person along dur
ing the negotiations, but I do have active support during strategically 
important discussions, and never enter an agreement without prior le
gal scrutiny.

Where should I negotiate?
Many people are certain to say that you should choose the home- 
ground.

I, myself, have, to a great extent, another opinion and I will develop 
some of my point of view below.

It feels often to me more offensive to negotiate on foreign ground. I 
take the initiative by being the one who is visiting and put the counter
part in a slight debt of gratitude. However, the deeper reasons are more 
concrete.
— It is important to learn about the environment where the business 

is going to take place.
- One has legitimate reasons to delay decisions, when this is tactically 

favourable.
— One has a similar possibility to force through decisions when this is 

desirable.
- One gets acquainted with the organization of the counterpart and 

gets to know the people who later are going to do the job.
With this, I have not said that all negotiations are to be done on an 
"away” ground, but merely at least half.

What is a good negotiation result?
It is too easy to say a good agreement.

I think that a closed agreement makes up only part of the result. 
Concerning the agreement itself, I believe it is very important that
— the agreement contains fair business volume for both parties so that 

nobody feels cheated in the long run,
— the agreement is not too complicated and too hard to interpret for an 

"ordinary human being”,



- Ijudge also as an important result of a negotiation the discussions 
themselves and the "confidence capital” which has been built up, es
pecially as all discussions about conceivable conflicts and the role 
games have provided good practice for handling future problems, 
foreseen and unforeseen.

How do you become a good negotiator?
You must have certain qualifications, but, as is the case in all profes
sions and skills, you must have training. And you should be allowed to
fail sometimes, but not too often.

I shall not try to give an exhaustive analysis of this subject, but to
conclude, I will briefly give some of my thoughts in this area:
-You should have a feeling for business.
-You have to have a keen ear - to know how to listen.
— You ought to have a great interest in people — "feelingability”.
-You must have a fair amount of self-confidence and must not be pres

tige sensitive.
-You have to respect different ways of looking at problems and envi

ronments.
— You must have a fair business generosity. I have assisted in cases 

where it seemed more important to lessen the advantages for the 
counterpart than to achieve additional advantages for oneself.

— You have to appreciate the counterpart and have a sense of both let
ting him win and saving his face.

— You have to have knowledge about, and respect for, your own life 
rhythm, ie to take into consideration the variations of your mood 
and biocycle.

-You have to train yourself.
-You should have an intuitive feeling for the timing of the negoti

ation, and you must enjoy negotiation work. The most facinating as
pect of negotiation work is that you never become good enough at it.

A business lawyer’s viewpoints and experience
The second part of this chapter - written by Hans Bagner - intends to 
highlight some of the disturbing and frustrating issues that might 
arise when conducting international business negotiations, with the 
aim to conclude a contract. Since 1979 the author has been serving as 
Senior Resident Partner in the London branch office of the Swedish 
law firm Vinge.

The main subjects that will be covered are
— different types of agreements
- the drafting of agreements



- the significance of "peripheral” contract conditions of agreements
- the business lawyer’s role
An "international” negotiation/agreement, ie where the parties are of 
different nationalities, differs in many respects from an equivalent 
domestic situation. The negotiations are conducted and the agreement 
concluded in a foreign language, but the pattern of behaviour and the 
traditions are also different. Misunderstandings may easily occur, ei
ther leading to the negotiations altogether going astray or causing ar
guments regarding the interpretation or the validity of the agreement 
concluded.

At the outset one must accept that an "international” relationship is 
more difficult to establish than an equivalent domestic relationship, 
due to the fact that none of the parties is especially willing to give in 
where the different national systems clash, for example which coun
try’s legal system shall govern the agreement between the parties. 
This issue, which might seem insignificant, could turn out to be most 
important, because it is the applicable legal system which "supple
ments” the contract where it is silent, it is the applicable legal system 
which defines terms and concepts used in the contract and supplies 
trading practices and customs to the parties unless otherwise stipulat
ed in the contract.

Letter of intent
At an early stage of a negotiation, there might be a proposal that the 
parties shall exchange a document referred to as a "Letter of Intent”, 
"Memorandum of Intent”, or some similar expression. Such a docu
ment is usually rather short and presupposes that the parties will at a 
later date conclude a complete contract provided that certain condi
tions are met during an intermediate period. The intent and usefulness 
of such a document of course depends on its contents and the circum
stances around which it has been drafted, but usually such a document 
will spell out the parties’joint intentions and it will also grant one of 
the parties the opportunity to make additional investigations and in
quiries during a transition period. If the investigations turn out suc
cessfully, the party having spent money and time, knows that he may 
complete the transaction specified in the "Letter of Intent”.

Is the other party bound to stand by his commitments stated in the 
Letter of Intent? If the document as such does not specify such a com
mitment, there is no legal obligation for the committed party, but he 
might be held liable to reimburse the reasonable expenses incurred by 
the other party.

Option agreement
In many instances the contents of a "Letter of Intent” may resemble an 
option agreement, ie an agreement which grants rights to one party 
and imposes obligations on the other. One should then be aware of the 
fact that an option agreement is not a universally valid document. Ac
cording to the Anglo-American common law systems in force in many 
countries - England, USA, Canada, Australia, Hong Kong, and other



ex-British colonies, a binding agreement must be reciprocal, ie both 
parties must perform. To meet the option granted by one party, the oth
er party must pay a token amount (eg one Swedish Krona) to achieve 
the desired effect of making the option a legally binding undertaking.

Drafting the contract
Many Swedish businessmen might be surprised by the length of the 
proposed agreement presented by the foreign party, especially if that 
party originates from a common-law country. An agreement which in 
Sweden would have been covered by a few pages, can easily result in a 
document of 30—40 pages. The Swedish party should not be discouraged 
by such a document, nor should he take it as an expression of distrust 
from the other party. The explanation is simply due to the different 
legal approach.

"Self-regulating” agreements
Instead of being horrified, one ought to take advantage of the occasion 
to check and regulate "in advance” a number of questions which one 
otherwise might have overlooked. This process imposes upon the par
ties the necessity to spell out their intentions and expectations regard
ing the agreement. There are "positive” effects of an extended version 
of the agreement. An issue which usually is controversial during the 
negotiations, namely which national law shall govern, becomes less 
important the more "self-regulating” the agreement has been drafted. 
Moreover, nowadays there is a tendency in international business a- 
greements to "lift” the agreement above any particular national legis
lation. The draft might even expressly refer to "international customs 
and business practice”. There is, however, no "international law” in 
the field of commercial law. Each agreement, even if it is international 
in its character, will at the end be governed by the legal system of a 
specific country.

"Peripheral” contract conditions
In most international negotiations a certain weariness will be noticed 
when the parties and their representatives have resolved the impor
tant questions, i e the commercial core of the agreement. When they 
thereafter should regulate matters such as the applicable law and the 
handling of disputes, they do not wish to unnecessarily disturb a re
lation which is just about to commence. Disputes and questions about 
applicable law seem most peripheral. Frequently, these questions will 
therefore be resolved rather hastily, without sufficient reflection on ei
ther part.

Arbitration clause
During the last ten years it has become an established and well-accept
ed feature to include an arbitration clause in international business 
contracts. Even if there normally are good reasons to include an ar
bitration clause of one kind or other, one should be careful not to do so 
slavishly. There will be instances, due to costs and/or enforcement 
where it would be advisable to refer to a court of law.



What are the advantages of arbitration proceedings rather than a 
court procedure? There is an instinctive unwillingness in most inter
national agreements to accept the jurisdiction of the court in the home 
country of the other party. An arbitration tribunal, particularly if it is 
sponsored by an international organization, is considered more neu
tral, and in almost every respect more experienced and preferable to 
handle the dispute. Another factor in favor of the arbitration proceed
ings is the time element. The arbitration procedure is the first and the 
last instance, while a court procedure would have to pass two or three 
court instances.

If a party is anxious that the existence of a dispute shall be kept se
cret, or that the documents and information being presented before the 
tribunal shall be treated confidentially, arbitration is preferable. Last 
but not least, the possibility to enforce the decision will be quite differ
ent if there is a court judgment or an arbitration award. A court judg
ment is as a rule only enforceable in the country of the court, while an 
arbitration award may — as a rule — be enforced in most countries.

Applicable law
If the parties have agreed which country’s law shall govern the agree
ment, such a reference will be respected by the courts or the arbitration 
tribunal authorized to try a dispute between the parties. But if the 
parties for whatever reason have not agreed upon the question of appli
cable law, the court/the tribunal will have to decide which law shall 
apply. This decision will be taken via the application of the conflict-of- 
law regulations in the country of the court/the tribunal. Each country 
has its own rules regarding conflict-of-law. Consequently, a Swedish 
court will apply Swedish conflict-of-law rules which will establish 
whether Swedish or any other country’s substantive laws shall govern 
the dispute, provided there is no agreement between the parties on this 
point. It is to be noted that the Swedish court very well could reach the 
conclusion that the laws of another country shall regulate the agree
ment, even if the dispute will be handled and decided by a Swedish 
court.

An arbitration tribunal operates in the same manner. If the parties 
have decided upon the place for the arbitration proceedings, the con
flict-of-law rules of the country where the arbitration takes place will 
decide which country’s substantive law shall be applicable to the dis
pute. If the parties have not stated the place for the arbitration pro
ceedings, the arbitrators will decide the place for the proceedings and 
which conflict-of-law rules shall be applied, etc.

Hence, if the parties have decided to include an arbitration clause it 
is important to select not only the place for the proceedings, but also 
the form of the proceedings. In the latter respect one can choose an 
established arbitration institution, such as the International Chamber 
of Commerce, the American Arbitration Association, the London Court 
of Arbitration, etc. These institutions have well defined rules for their 
arbitration proceedings, otherwise one may use an "ad hoc” proceed
ing, where the parties themselves establish the form for the procedure.



The role of the business lawyer
A difficult, but not insignificant factor to take into consideration in 
international negotiations, is whether and at which phase a party 
should introduce his legal adviser. From the previous remarks it is ob
vious that a company might, more easily than would be the case in 
domestic dealings, fall into traps. An experienced business lawyer 
should be able to avoid these traps. He can either act as an adviser be
hind the scene or take part in the negotiations with the other party. In 
the latter case it is important that the other party is informed thereof 
in advance.

Even if the Swedish foreign subsidiary acts within its national 
framework, the agreements concluded might have repercussions on 
the Swedish parent company. Its guarantee might be required or the 
agreements require its approval. The subsidiary manager might then 
be confronted with the cultural and conceptual differences touched 
upon in this presentation.



Foreign trade regulations and 
trade terms: theory and prac
tice
by Rune Henäng, Swedish Trade Data Management AB 
revised by Bengt Olov Näslund, Swedish Trade Council

Export regulations in Sweden
The Swedish authorities make certain requirements in connection 
with exports. The majority of products may be exported without any 
restrictions whatever. The primary conditions to be fulfilled are that 
full payment must be demanded for the goods and that the mode of pay
ment is subject to the directions of the Bank of Sweden (Riksbanken). 
This implies that the payment must be made by way of an exchange 
bank, in practice a commercial bank or a major savings bank.

Certain items require a special export licence from the Swedish au
thorities, like iron and steel scrap as well as other metal scrap, means 
of payment, military equipment and some strategically significant 
products: aerial photographs and maps, narcotics, uranium and simi
lar metals, some plant seeds and, finally, antiques. The authorities 
which grant such licences are, for industrial products the Swedish 
Board of Commerce (Kommerskollegium), for agricultural products 
the Swedish Board of Agriculture (Jordbruksnämnden), for means of 
payment the Bank of Sweden (Riksbanken), for antiques the Central 
Office of National Antiquities, and for military equipment the Trade 
Department of the Ministry for Foreign Affairs (Utrikesdepartemen
tets handelsavdelning).

Customs entry
Swedish authorities require that every single export transaction be re
ported to the Customs Department. The exporter, or his represent
ative, does this by handing in the Customs Entry in duplicate to the 
customs authorities when export is to take place. Special forms are to 
be used for this purpose. There are two main reasons for requiring this 
information. For one, the Customs Entry constitutes a means for the 
customs authorities of controlling that Swedish export regulations are 
followed. The other ensures that statistics on export are based on infor
mation provided by the Customs Entry. If the requirements accounted 
for above are met, the product may be exported. However, some prod
ucts are subject to further regulations such as quality control (see un
der "Product requirements” below).

Service to the importer
The authorities of the importing country often apply import regula
tions which may be difficult to follow if the importer cannot count on 
the exporter for help. It is in the interest of the exporter to provide his



client with the necessary import documents, as well as to see to it that 
the requirements are met concerning the product itself. Good service 
in this domain is an investment which normally gives good returns.

Import restrictions
Practically all countries have regulations which aim at limiting the 
import of goods. These regulations may concern all products, or certain 
products only. The application of the regulations may also depend on 
the country from which the products are bought.

It is, of course, of great importance to find out what import restric
tions are in force in the importing country, as some kinds of restriction 
may be very difficult to handle. If, for instance, a country allows import 
of a certain product up to a maximum value, this means in practice that, 
once the quota is complete, import prohibition will be applied.

The invoice
Most countries impose duties or import charges on imported goods. 
These charges are generally calculated on the value of the product. The 
authorities of the importing country consequently need a basis for es
tablishing the value on which duties and other charges are to be calcu
lated. The ordinary commercial invoice is such a document, but for it to 
be accepted as the basis for an assessment of duties, the authorities of 
the importing country often demand that its contents and/or formu
lation adhere to certain rules.

In many cases, it is required that the exporter’s signature is preced
ed by a declaration which states that the value of the product is correct 
and that its country of origin is Sweden (for instance). Some countries 
go even further and demand that the invoice be issued on a special 
form, a so-called customs invoice, which is signed by the exporter. The 
reason for such a requirement may be complicated regulations of evalu
ation of duty in the importing country, but there may also be other fac
tors to account for such rigour. Canada and Nigeria can be mentioned 
as examples of countries which demand special invoices.

Certification of origin
For trading across frontiers, some sort of proof of the goods’ origin is 
required. The reason for such a requirement may be purely economic, 
ie the goods may be cleared through the customs at a lower rate of duty, 
if the origin can be established as a certain country or as a certain 
group of countries. This is the case, for instance, in the USA, in Canada 
and in a number of other countries. The same economic function is per
formed both by the Movement Certificate, EUR.l, which is used in the 
Common Market/EFTA trade, as well as by the Common Market 
Equivalence.

Another reason for requiring a certificate of origin may be the appli
cation of import restrictions which are aimed at imports from some par
ticular countries. A certificate of origin can be decisive for whether or 
not the product in question may be imported or not. A final reason for 
requiring a certification of origin may be explained in terms of statis-



tics. It is desirable to ensure that the information given by import sta
tistics is verified by a certification of the product’s origin.

The requirements as to the type of certification of origin vary consid
erably. Some countries consider it sufficient that the exporter’s invoice 
states the origin of the product. This is the case in countries which re
quire a special customs invoice. The invoice forms include a decla
ration form concerning the origin of the product.

The authorities of the importing country often require that the cer
tificate of origin is verified by an authorized organization. Usually, a 
certificate of origin issued by a local chamber of commerce in the ex
porting country is then required. In some cases, it may be sufficient 
that the chamber of commerce confirms the exporter’s statement in the 
ordinary invoice. As an alternative to the certificate of origin issued by 
the chamber of commerce, the certificate of origin issued by the cus
toms authorities may be used.

As mentioned earlier, for trade between the members of EFTA as 
well as between the Common Market and EFTA, a special certification 
of origin is required in order to benefit from the preferences established 
in the agreements. There are two types of certificates, the so-called 
Movement Certificate, EUR.l, and the form, EUR.2. The latter is an 
elementary certificate for consignments of originating goods only, the 
value of which does not exceed a specified maximum, at present 25,000 
SEK. In other cases, the Movement Certificate EUR.l is to be used. 
This document should, in principle, be issued by a Swedish customs au
thority, but the customs authorities have to a large extent authorized 
the exporters to issue the certificates themselves, according to a sim
plified procedure agreed on by EFTA and the Common Market.

Within the Common Market, there is also a kind of "certificate of 
origin” in use, which is issued by the customs authority in the place 
of dispatch of a country which belongs to the Common Market. This 
document performs, on the whole, the same function as the Movement 
Certificate EUR.l in the trade between the Common Market and 
EFTA, ie it proves that the product in question has Common Market 
status and is free of duty for trade between members of the Common 
Market. It is not, however, a certificate of origin in the strict sense of 
the word, since a product is automatically conferred Common Market 
status when it has been cleared through the customs in a country 
which belongs to the Common Market.

For trade between the Common Market and a number of other coun
tries - mostly developing - with which the Common Market has associ
ation or trade agreements, a certificate of origin in the strict sense of 
the word is required. In several of these agreements, a document with 
the designation EUR.l is used. It is almost identical to the goods cer
tificate which is used in trade between the Common Market and 
EFTA, and which bears the same designation.

Special certificates
In international trade, many products require special sanitary certifi
cates, eg live animals, plants and parts of plants, foodstuffs, medica
ments, etc. For products of this kind, a sanitary certificate is prac



tically always required. The certificate is issued mainly by public 
health and plant protection authorities.

Preshipment inspection
Under certain circumstances, a buyer may have his doubts that the ac
tual quantity and quality of a product are that which he has ordered. 
The buyer then wants a neutral inspection company to certify that the 
delivery, in every respect, is in accordance with the sale contract. Spe
cial inspection companies, usually with an international network, may 
be engaged for such control. Before the certificate can be issued, the 
goods must undergo inspection. Until then, packing may not take 
place.

Product requirements
In some cases of international trade, the product itself is subject to cer
tain requirements, usually with respect to marking. Sometimes, it is 
also a question of manufacture, materials, etc. The Swedish authori
ties require quality control for export of a limited number of products, 
eg fish and tinned fish, meat, live animals, margarine and certain fats, 
potatoes, butter, eggs, etc.

Country of origin marking
Most importing countries have extensive regulations for the marking 
of products. In order to avoid that products are marked in a misleading 
and inaccurate way, practically all countries have introduced a prohi
bition of false description of geographical origin of goods. Going one 
step further, many countries have also introduced regulations for how 
the origin of a product is to be marked.

In the USA it is prohibited to import products which have not been 
marked with the name of the country of origin. The mark must be easy 
to see and as distinct and durable as possible. This implies that a Swed
ish product - by product the article itself is intended, and not the pack
age - which is exported to the United States, must practically always 
be marked with the word "Sweden”. It is often recommendable to use 
the expression "Made in Sweden” consistently, since this is required 
marking in some cases where the word "Sweden” by itself is considered 
insufficient as an indication of country of origin. It may be an advan
tage to use the longer expression, since several other countries which 
require marking to indicate the country of origin consider it generally 
acceptable. Usually, only some specific products are subject to require
ments concerning the indication of their country of origin. For such 
products, it is sometimes stipulated exactly how and where the product 
must be marked for the marking to be accepted.

What will be the consequences if one happens to deliver an article 
which is not marked according to the prevailing regulations? In princi
ple, such an article must not be brought into the importing country. 
It is sometimes possible to mark the article under customs control, or 
otherwise take it out to a free port for marking. This is, however, a diffi
cult and expensive procedure.

In many countries, there are regulations about articles and their



marking where the marking is not directly a question of origin. Elec
trical equipment, as well as other types of products for which special 
instructions for use are needed, are often subject to such requirements. 
Regulations for foodstuffs and medicaments are particularly complica
ted, extensive and, in addition, considerably different from one country 
to another. The exporter of such products must be meticulous about 
finding out which requirements are made by the importing country.

Marking of shipping cases
The account of regulations for the marking of products given so far in 
this chapter has been concerned with the marking of the product itself. 
Countries which have regulations for the marking of cases are excep
tions to the rule, like Uruguay, where it is stipulated exactly how the 
case is to be marked in order that the product may be imported. In this 
context, an international recommendation should be mentioned, pub
lished by the United Nation’s Economic Commission for Europe (the 
ECE), which is concerned with the marking of goods. It is called "Sim
pler Shipping Marks” and contains a recommendation which shows 
how the marking of goods may be done in an uncomplicated and clear 
way.

Marking to comply with consumer protection legislation
An increasingly common kind of marking requirement refers to con
sumer packed products, ie to articles which are to be sold to the con
sumers in the same package in which they were imported. Such pack
ages are usually subject to special marking requirements as to con
tents, quality, quantity, manufacturer, etc. As an example of this kind 
of legislation can be mentioned the "Fair Packaging and Labeling Act” 
in the USA (which is by no means unique, as corresponding laws have 
been introduced in many other countries). Some countries combine 
regulations of this kind with regulations for standardized package size, 
ie only packages which conform to certain stipulated norms are al
lowed. Within the Common Market, this kind of legislation is current.

Regulations for wooden packing cases
Some countries have introduced special regulations concerning wood
en crating, as fears exist that this kind of packaging could contain in
sects damaging to the forests in the importing country. The regulations 
usually imply that remnants of bark on the wood, or visible insect at
tack, are not allowed. Examples of countries which apply such regula
tions very strictly are above all Australia and New Zealand. However, 
it does occur that the authorities in the United States also intervene 
against packaging which shows signs of insect attack.

The risk, if using an infested wooden crating, is that the goods be 
stopped at the border, and repackaging will be required, which, for the 
importer, is both a costly and complicated procedure. In Australia, 
there are special regulations for wooden packaging arriving in 
containers which are intended to go directly to the consignee. The rea
son for the authorities applying such regulations is to obtain guaran
tees that noxious insects are not imported, without having to open the 
containers and inspect the wood.



General information on terms of delivery
Nearly all agreements between seller and buyer contain some kind of 
delivery term (trade term). A delivery clause is usually an abbrevi
ation whose signification both parties believe themselves to be familiar 
with. Sellers who enter into agreements with buyers abroad are not 
always aware of what the unambiguous delivery terms actually mean. 
This often results in expenses for resolving problems at the very last 
moment. At this stage, the general lack of time forces the seller to ac
cept (unnecessary) additional expenses, or to interpret the delivery 
clause to his own advantage, hoping that the client will not react neg
atively. Usually, the seller is better off paying than complaining, since 
at this stage he cannot afford straining the relations with the client. 
Acting in this way is quite possible, and it is a common way of proceed
ing, although inconvenient, expensive and not very rational. It is 
therefore desirable that the selling unit of a company try to master the 
points of this issue (it is, of course, equally important that the buyer 
have a good grasp of delivery terms).

The company unit in charge of delivery must, of course, master the 
delivery term issue, as it is responsible for effecting the agreements 
made by the selling unit. The persons in charge in sales usually have 
a better grasp of the problems, but complications often set in when it 
comes to interpreting agreements which do not clearly stipulate how 
the delivery is to be effected. The delivery unit would like to have ac
curate and unambiguous answers to these questions, as early as pos
sible in the transaction. If this can be accomplished, deliveries would 
stand a better chance of being effected swiftly and accurately, thus con
tributing to continued good commercial relations between the seller 
and his client.

The following paragraph is primarily intended as a recommendation 
of Incoterms, which are an interpretation of fourteen different trade 
terms by the International Chamber of Commerce. The present terms 
should be quite sufficient for the needs of most companies. The follow
ing is an account of the origin and the development of these trade 
terms.

Difficulties concerning universal interpretation
To regulate such a limited question as the interpretation of common 
trade terms by means of an international agreement might seem a rel
atively easy task. However, a closer examination shows that interpre
tations vary considerably, not only from one country to another, but 
also from one locality to another within the same country. In addition, 
the interpretation of trade terms is subject to considerable conserva
tism. Up to the present, these factors have constituted insurmountable 
difficulties for the regulation of trade terms by means of an inter
national agreement.

The investigation work of the International Chamber of Com
merce
As a result of increasing international trade, a need for the trading 
parties to know the interpretation of different trade terms in different



countries (ports included) was generated. The regulations for domestic 
trade are usually written into the national laws, even though they are 
by no means always complete. In order to shed light on this situation, 
the International Chamber of Commerce in Paris decided to codify 
trade terms used in different countries and to give an account of them 
in a handbook. This work was presented in 1923 and is found in a book
let called "Trade Terms - Termes Commerciaux”.

International definitions by the International Chamber of Com
merce
The important work carried out by the International Chamber of Com
merce in the study "Trade Terms - Termes Commerciaux” led to a gen
erally felt need for international definitions of trade terms. Even if it 
was not possible to solve all problems by means of legislation, it was 
still considered useful that the International Chamber of Commerce 
should be able to exert a positive influence by means of recommenda
tions. In the beginning of the 1930’s, a proposal with this intent was 
made by the German National Committee of the International Cham
ber of Commerce. After three years work in the International Chamber 
of Commerce, the parties came to an agreement, and a second revised 
edition of this collection of trade terms, Incoterms (International Com
mercial Terms), was published in 1953, "Incoterms 1953”. It includes 
the following nine clauses: Ex-works, FOR-FOT, FAS, FOB, C&F, CIF, 
Freight or carriage paid to, Ex-ship and Exquay.

Ever since the revised version "Incoterms 1953” was published, the 
International Chamber of Commerce periodically has been continuing 
the work of revision. Thus, in 1967, two new trade terms were pub
lished, "Delivered at frontier. . . (named place of delivery at frontier)” 
and "delivered. . . (named place of destination in country of import
ation) duty paid”. In 1976, the parties agreed to publish yet another 
clause, "FOB airport”, intended for the ever-increasing transport by 
air. At the end of the 1970’s, finally, an extensive revision was carried 
out, the results of which were published in 1980. The results consist of 
the following two new clauses, "Free carrier. . .” and "Freight or car
riage and insurance paid to. . .”. In addition, the clause "Freight or car
riage paid to. . .”, which is included in the 1953 edition, was revised so 
that it can be applied irrespective of means of conveyance. The main 
purpose of the 1980 revision of Incoterms is to overcome some of the 
problems which that have resulted from the rapid development of the 
transport industry, and which are connected with the choice of delivery 
terms. The compilation of delivery terms, included in the recommen
dation of the International Chamber of Commerce, constitutes a pos
sibility for trading parties to ensure that there is no ambiguity as to 
the interpretation of the term used. By using an appropriate term for 
each special case, companies can avoid the traditional problems of 
interpretation.

All elaborated terms have now been published by the International 
Chamber of Commerce in a booklet with the title "Incoterms 1980”. 
There is one English - French version and one English - German ver
sion.

In this context, it should be pointed out that the Incoterms are not



an international law applied in any situation, nor are they intended to 
serve as a basis for an international convention. Instead, the interpre
tation of the trade terms concerned constitutes a recommendation to 
serve the trading parties when concluding a sales contract. It is useful 
for the trading parties to have access to recommendations of inter
national acceptance such as these.

A reference to Incoterms in a contract between seller and buyer en
sures both parties a full guarantee as to the signification of the agree
ment. Such a reference is therefore a "must” in an offer, an order con
firmation, a contract, etc, for ensuring that the interpretation of the 
clauses of the agreement will be applied according to Incoterms.

The need for definitions of a number of trade terms has made itself 
felt in other parts of the world as well. This explains the existence of 
another compilation of rules made like the Incoterms. They have been 
elaborated by a number of organizations in the USA and are called the 
Revised American Foreign Trade Definitions, 1941. They include 
interpretations of eleven different delivery clauses. On closer exami
nation, some of these clauses differ considerably from the Incoterms. 
This is the case particularly for some of the six included FOB clauses. 
The Revised American Foreign Trade Definitions are widely used not 
only on the American continent, but also in those parts of the world 
which are dominated by American trade. This fact, as well as the con
siderable differences between European and American standards, are 
reasons for familiarizing oneself with the American trade terms.

In connection with the revision of the Incoterms in 1980, the Amer
ican organizations behind the Revised American Foreign Trade Defini
tions decided to abandon their own compilation of rules and to recom
mend the Incoterms instead. In the long run, this is a very important 
step forward, since it implies that there will be only one compilation of 
rules deeply rooted in the business world. In those parts of the world 
where they have gained ground, the Revised American Foreign Trade 
Definitions will most certainly be applied for a considerable time to 
come. This is another reason for referring to the Incoterms wherever 
possible.

The question of legal conflict
When a dispute about a contract is to be settled in court, the question 
of which country’s law or usage to be applied always arises. A number 
of countries found a solution to this problem when a convention about 
this matter was approved in the Hague in 1955. This convention 
brought about the Swedish law paragraph entitled “On applicable law 
concerning the international sale of goods”, which came into force on 
September 1, 1964. The convention has also been ratified by Belgium, 
Denmark, Finland, France, Italy, Norway and Switzerland. In Swed
ish court proceedings concerning international purchase, the law of 
1964 is applied irrespective of the nationality of the foreign party.

The convention stipulates that the law to be applied is that of the 
country " . . .where the seller has his domicile at the time when he re
ceives the order or, if the order is received at one of the seller’s perma
nent places of operation, the law of that country. The law of the country 
where the seller has his domicile, or where he has a permanent place



of operation, and to which the order is made, shall be applied in case 
the seller, or his representative, receives the order in that country”.

There is no guarantee that countries which have not ratified the con
vention will apply its rules. In that case, the rules of the country where 
the court proceedings are held will be conclusive. When entering into 
a contract with such countries, it becomes even more important to 
make an accurate reference to the Incoterms clause, instead of risking 
a dispute, which, apart from being expensive, may lead to losing the 
client.

Summary
The aim of the account given above is to provide a basis for building up 
correct relations with clients by avoiding disputes on delivery terms. 
Export companies are first of all recommended to use some of the four
teen trade terms defined in the Incoterms. These should be sufficient for 
the needs of most companies, but, if some sort of modification is re
quired, this should be made in agreement with the client, so that both 
parties are informed of the signification of the delivery term applied, 
and only after having consulted an expert. If the client insists on apply
ing a term according to the Revised American Foreign Trade Defini
tions the seller must first familiarize himself with its signification.

Finally, it should be pointed out that it is quite possible to use any 
delivery terms even if they are not connected with the Incoterms or 
with the Revised American Foreign Trade Definitions, provided that 
both the seller and the buyer know the signification of the delivery terms 
applied. It is both practical and rational to make use of internationally 
defined and published trade terms.

Study the Incoterms, decide on a policy for delivery terms which re
fers to the Incoterms, and try to work according to your established 
trade term policy.



Forwarding
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Introduction
During the last 10-15 years, the importance of transport in inter
national trade has been brought into focus in a new way. Well-func
tioning transport has, of course, always been a prerequisite for trading, 
but the latest research has been oriented to examining in depth the 
cost of related activities, like, for example, storage.

For many years, most efforts were concentrated on cutting down 
costs in the production phase. Improved production methods and the 
development of large-scale production were two of several means 
which allowed for considerable cost reduction. After a while, this devel
opment led to a situation of high rationalization, where further meas
ures gave only a marginal effect in economic terms.

For several years, distribution costs were allowed to grow so that, for 
certain types of goods, they corresponded to more than half of the total 
price of the product. By acknowledging the relation between, on the 
one hand, production, and on the other hand, storage and distribution, 
we can tackle the question of costs in a different way. In this context, 
the forwarding agent as intermediary has an important function. It is 
also important to be familiar with the conditions in the country of des
tination. This is where the subsidiary’s help can often be invaluable.

The freight forwarder/carrier
The carriers are those who in physical terms perform the actual goods 
transfer, eg firms of haulage contractors (road carriers), railway com
panies, shipowners and airline companies. The freight forwarders are 
those who act as intermediaries in procuring the services of the former 
and coordinating the transport in case there are more than one means 
of conveyance involved. Especially in the context of combined means 
of transport, where the aim is to use the best features of each means 
respectively, the freight forwarder has come to play an increasingly 
important role. One consequence of these sometimes very extensive 
forwarding commissions is that the exporter now seldom comes into di
rect contact with those who effect the actual transport, ie the carriers. 
Due to this "invasion” by the freight forwarders, in many cases the 
transport companies have abandoned the marketing of their services 
and left it to the freight forwarders.

It is sometimes rather difficult to determine whether a company 
should be classified as a freight forwarder or a transport company. In 
addition, the forwarder and the carrier are often the same person, a 
fact which might give rise to further confusion. It may be tempting to 
think that the distinction between forwarder and carrier is of little or



no importance, the main thing being that there is somebody to give 
advice on transport questions and that the transport is carried out at a 
reasonable price. Unfortunately, this is too often a typical way of rea
soning, often leading to increased transport costs.

The General Conditions of the Nordic Association of Freight 
Forwarders
The legal relation between the freight forwarder in Sweden and his 
customer is regulated by "The General Conditions of the Nordic Associ
ation of Freight Forwarders (Nordiskt Speditörförbunds Allmänna Be
stämmelser)”, in force since January 1, 1985, and published by the 
Nordic Association of Freight Forwarders. In the preface to these stipu
lations, the concepts liability as carrier and liability as intermediary 
(without liability as carrier) are explained. Liability as carrier implies 
that the freight forwarder accepts responsibility for the transport, irre
spective of whether or not the goods are carried by his own means of 
conveyance or not.

The freight forwarder has liability as carrier in the following situ
ations:
1. When he issues his own B/L or Waybill
2. When the freight forwarder markets the carriage of goods as his 

own product, eg cargo consolidation
3. When he undertakes international carriage of goods by road.
The forwarding agent has liability as intermediary in the following 
situations:
1. When he undertakes to procure carriage by sea, air, rail or multimo

dal transport in circumstances other than those mentioned under 
liability as carrier above

2. When he undertakes to perform departure clearance and arrival 
clearance, ie where the freight forwarder has agreed to dispatch or 
receive goods without liability as carrier

3. When the freight forwarder, as agent for the carrier, issues the car
rier’s transport documents

4. When it is agreed, or when the customer has ordered, that a specific 
carrier is to be used.

It is important to distinguish between these two liability concepts, 
since the liability rules are not the same. The customer’s right to 
indemnity by the freight forwarder, eg in case of damage, is conse
quently regulated in different ways.

Forwarder’s documents
When a forwarder undertakes a commission for a client, there is a se
ries of forwarder’s documents which can be issued:
- FIATA FCT (Forwarder’s Certificate of Transport)
- FIATA FBL (Combined Transport Bill of Lading)
- FIATA FCR (Forwarders Certificate of Receipt)



These forwarder’s documents have been drawn up by the forwarders’ 
international organization, FIATA (Fédération Internationale des As
sociations des Transitaires et Assimilés).

The FIATA FCT document has a special rank compared to the oth
er forwarder’s documents. In certain situations, it assumes the char
acteristics of a negotiable document, like the traditional bill of lading. 
This implies that the document does not need to have a specified con
signee, but is put to the operator’s order, as it were. The document may 
then change hands several times, and the goods will only be handed 
over to the person who holds the FCT-original.

When the forwarder issues the document FIATA FBL, he automat
ically assumes liability as carrier. This transport document is issued, 
as its name suggests, in combined transports, ie when several means 
of conveyance are involved in the transfer of the goods from their place 
of dispatch to their final destination.

The FIATA FCR document confirms that the goods due for transport 
have been received by the forwarder and that they will be delivered to 
the named (specified) consignee. Only the person holding the original 
document can change the commission (assignment) to the forwarder.

The transport dealer in the parent and the subsidiary company 
respectively
It is almost impossible for anyone but the forwarder to have insight in 
the manifold transport solutions available today.

Not only are transport and distribution a question of how the contact 
between forwarder and customer functions, but there is also a number 
of other factors which influence the transport economy of a company. 
In-transport of raw materials, internal distribution, packing, storage, 
out-transport, etc. Here the main task will be to study how these activi
ties influence one another, and then to tie them together in a well-func
tioning package at the lowest possible cost.

A common mistake is to seek advice and experience only in the coun
try of dispatch, ie Sweden. Much useful experience and information 
can be provided by the subsidiary company abroad. Good advice, for all 
transport planning concerned with exports, is to initiate an exchange 
of information with the subsidiary company at an early stage. Export
ers should become familiar with the particularities of the country in 
question (customs procedure, transport structures, etc), by making 
good use of the experience of the personnel at the subsidiary level.

Solutions to transport questions are often based on negotiations con
ducted with an established forwarder in the importing country. The so
lution which is about to take shape should be discussed with an exper
ienced member of staff at the importing company. There is, of course, 
nobody better equipped to provide the information needed than those 
who are established in the country in question.

When purchasing forwarding services, the company must keep in 
mind which parts of the forwarding work one can carry out oneself and 
which should be commissioned to the forwarder. If the company is wil
ling to pay, almost everything can be commissioned to the forwarder. 
One should, however, know that the more operative procedures in the



forwarding and transport work one assigns to others, the less one can 
count on being able to control the transport procedures.

Packing
As mentioned above, several functions have to be tied together within 
the company in order to give a satisfactory result in terms of transport 
economy. The questions of packing can often assume an important role.

A good point of departure is to study the combination packing/means 
of transport. It is always difficult to make a qualified estimation of the 
packing if the means of transport is going to be changed under way. A 
container might be opened and the goods transshipped. The packing 
conditions at the start are then no longer valid, and new estimations 
must be made.

In order to get as good a basis as possible for the choice of packing, 
there is a series of questions which should always be considered:
- Will the goods be loaded on a container or transported as general 

cargo? Are there any regulations as to the maximum dimensions 
and the gross weight of the package?

- Which final destination?
- What are the place and duration of storage and the climatic condi

tions?
- What are the marking regulations?
It might turn out to be necessary to adopt a different, perhaps more 
expensive, form of packing than that which seems motivated from the 
point of view of the consigner. The consigner must turn to the subsidi
ary company for important information from the field, thus learning 
how and where to economize further. The final choice of packing should 
be the result of a combination of relevant factors. The packing must be 
considered not only as a protection of the goods, but also as an integra
ted part of the entire transport chain, from the consigner to the receiv
er.

The terms of delivery and their influence on the costs of trans
port
Transport costs can often be reduced by choosing the terms of delivery 
with care. Let us, for instance, compare the two Incoterm clauses FOB 
(Free on Board) and CIF (Cost, Insurance, Freight). In the case of FOB, 
the exporter pays for the transport of the goods to the ship in the port 
of loading. The freight to the port of discharge and the domestic trans
port in the country of destination is paid for by the buyer. In the case 
of CIF, the exporter pays for all transport costs to the discharge port in 
the country of destination. By consistently trying to get terms of deliv
ery which include the transport all the way to the country of desti
nation, the company can better control the transport process. The pos
sibilities of reaching a favourable agreement increase if as much as 
possible of the company’s flow of goods can be reserved for its own for- 
warder/carrier.

When choosing the terms of delivery, it is, however, equally impor
tant for the seller to conduct an open dialogue with the buyer. Valuable



points of view from the field are very likely to modify the criteria for 
the choice of suitable terms of delivery. In certain situations, it might 
be better that the transport costs are assumed by the consignee.

Transport insurance
When choosing the terms of delivery, the company is always faced with 
the following question: Who should be responsible for the insurance of 
the cargo, the seller or the buyer?

Insurance terminology might seem rather confusing. For a start, it 
is necessary to distinguish between the carrier’s liability for the goods 
which he transports, on one hand, and the risk for damage, which 
changes hands from seller to buyer, on the other. Exactly where this 
passing of risk takes place should be made clear from the terms of de
livery upon which seller and buyer have agreed.

The concept of liability as carrier only regulates the carrier’s re
sponsibility for the goods carried, and has nothing to do with the re
sponsibilities concerning the so-called passing of risk, which buyer and 
seller have vis-à-vis one another.

The liability as carrier is regulated by the conventions for the vari
ous means of conveyance, and implies that certain indemnities (de
pending on the mode of transport) will be paid out to the owner of the 
goods, if it can be established that the carrier has been lacking in re
sponsibility. The indemnity will be paid out by a certain sum per 
weight transported and is independent of the value of the goods. Usu
ally this indemnity proves insufficient, and in some cases disastrously 
insufficient. In addition, the carriers can often free themselves from 
liability and, in this case, no indemnity at all will be paid out.

Seller and buyer should preferably rely upon a cargo insurance for 
the goods in question. As mentioned earlier, the choice of the terms of 
delivery decides who is responsible (seller or buyer) for which phase 
of transport, and, consequently, who has to insure. The insured value, 
covered by this insurance, usually consists of
- the value of the goods
- the transport costs
- the insurance cost
- 10 % trading profit (calculated on the three preceding values).
Further information on the details of this insurance will be provided 
by the insurance company.

One should be aware of the fact that some countries apply insurance 
discrimination, which implies that the insurance policy must be drawn 
up in the country of destination. The terms of delivery should then be 
chosen with care after consulting the subsidiary company, so that in 
case of damage, indemnities will not fail.

Summary - 10 points to keep in mind
1. With whom do you as transport buyer negotiate? Find out if the 

other party is a forwarder, a carrier or both.
2. What significance does "The General Conditions of the Nordic As



sociation of Freight Forwarders” have for the position of the trans
port buyer vis-à-vis the forwarder?

3. Who is the carrier of the transport which is undertaken on your 
behalf?

4. What is the capacity of your own company to undertake some of 
the forwarding work? What should you leave to the forwarding 
company?

5. Do you need a major full-service forwarding company or is there 
anybody smaller with a specialization which corresponds to your 
particular needs?

6. Try out a new forwarding company for a small commission before 
signing any extensive contract.

7. Request the forwarder’s offer in an uncomplicated form with as few 
items of costs as possible (easier to compare with other offers).

8. Get references. Try to make use of the experience of other export
ers, and consult your subsidiary company about the proposed for
warding company or their agent.

9. Make sure that the validity of the forwarding contract is specified. 
(Normal validity is approximately one year.)

10. Request new offers from other forwarding companies well before 
the contract in question expires.



Tariffs and related matters
by Bengt Olsson, Swedish Trade Council

Introduction
Do trade barriers really shrink the trade deficit of any given country? 
Will such measures save jobs in threatened industries, or even help en
hance jobs in strong industries? Economic theories abound, but most 
experts believe that protectionist measures, at least over time, will 
harm trade.

As long as trade has existed there have been trade barriers - and 
there always will be. Individual countries will always seek to influence 
their economic transactions with foreign countries in order to further 
national priorities and to protect themselves against balance of pay
ment distortions. Such trade barriers are known as tariff barriers or 
non-tariff barriers (import restrictions, product requirements, docu
ment requirements, administrative import regulations, etc).

Tariffs are, above all, a market disturbance, caused by raising the 
cost of goods and work against international allocation of labour. The 
domestic industry’s competitive position is strengthened by the in
crease of the cost of foreign goods that tariffs cause. The individual 
country can influence the composition and growth of its economy 
through a system of tariffs differentiated according to product and to 
the degree of "value-added” in manufacture. When the domestic indus
try applies duty on imported raw materials, costs increase and the 
country’s competitive position becomes less favourable.

Import restrictions may consist of imports being barred, or that im
port is permitted only in specific cases, or that a maximum import 
quantity is fixed for a certain period.

Other barriers are often less obvious. They may be national pref
erences in public procurement, discriminatory product requirements 
or troublesome customs formalities and document requirements. The 
proceedings are such that it is considerably more difficult, compared 
with lending tariffs and quantitative import restrictions, to decide 
whether they are of a protectionist nature or not. Simultaneously, suc
cessful imports (eg import which threatens the existence of domestic 
industries) tend to be met by new trade barriers. Furthermore, many 
countries have, from time to time, taken special measures (import de
posits, import duties, currency restrictions) for balance-of-payments 
reasons.

In addition, government intervention in trade will increase because 
of increased awareness of the need to care for the environment, to pro
tect health and to respect consumer’s rights.



Tariff negotiations in GATT
GATT (The General Agreement on Tariffs and Trade) was founded in 
1947 to reduce international trade barriers. It now has about 90 mem
bers. Some 30 additional countries apply GATT whilst waiting for final 
decisions concerning their future trade policies. The GATT-countries 
include all the important trading countries except for a few state trad
ing countries.

The purpose of GATT is to promote economic development by remov
ing barriers to international trade. The agreement gives detailed di
rectives for the conduct of individual GATT-countries with respect to 
tariffs, quantitative restrictions and subsidies. The agreement also 
contains regulations for the negotiation of reductions in the general 
tariff level.

The regulations for the member states’ application of tariffs and oth
er restrictions against each other are based upon the so-called most
favoured-nation principle. This means that whatever relief one coun
try gives another will have to be extended to include all other GATT 
countries. Exceptions are customs unions and free trade areas, provid
ed that trade barriers between member countries are entirely removed 
and that the cumulate trade barriers against outside countries do not 
exceed what they were in any of the individual countries before the 
trade area was formed. Within GATT, there have been seven general 
trade and tariff negotiations. The negotiations have provided far- 
reaching results. More stringent trade policy regulations and reduc
tions of non-tariff barriers are other important results.

The most recent round of GATT-negotiations, the Tokyo round, took 
place during 1973-79. The most important results were tariff reduc
tions in the developed countries by, on average, one third. The reduc
tions have been carried out in yearly steps since 1980 and should be 
fully achieved by January 1, 1987. During the Tokyo round, several 
agreements were made concerning non-tariff barriers.

The question of whether a new GATT round should take place has 
been discussed during 1985. However, the major trading countries are 
not yet in agreement as to the key objectives of a new round of negoti
ations.

Economic blocks and preferential tariffs
The purpose of economic blocks is to stimulate development within the 
block. An agreement to create such a block always contains a number 
of political trade regulations. These reduce the possibility for outside 
countries to compete in the block. Also, abolishing tariffs between the 
member countries creates a preference for continuing purchase within 
the block.

The psychological effects of block formation provide much the same 
result, and the rules of origin which have to be met for tariff preferen
ces to be enjoyed are always stimulating to internal block trading.

The ambition levels behind the creation of blocks vary from aiming 
only for certain preferences between the countries involved, to having 
the ambition to create a common market with important internal con
nections. These ambitions concern trade as well as policies for agricul
ture, industry, labour market, etc.



Western Europe
Western Europe, ie the EC and the EFTA-countries, form today the 
world’s most important free trade area. In this free trade area, the EEC 
is one party and each individual EFTA country another. Free trade be
tween the parties includes almost all manufactured goods, while most 
agricultural goods are excluded. Products have to be of area origin in 
order to qualify for free trade. Identical rules of origin are used to de
fine how goods may qualify. The rules of origin also include a require
ment for the exporter to certify the origin of the goods at each delivery. 
This is done by way of a movement certificate, EUR. 1, or a declaration, 
EUR. 2.

The European Communities (EC) is based on three key ingredients:
The European Coal and Steel Community (ECSC) was founded in 1951 
and became effective in 1952. The agreement means that a common 
market has been formed for coal, steel, iron ore, coke, pig iron and 
scrap.

The European Economic Community (EEC) was founded in 1957 and 
became effective in 1958. The intention is a gradual union of the eco
nomic assets of the member countries.

The European Atomic Energy Community (Euratom) was founded in 
1957 and became effective in 1958. The purpose is to build up an indus
try for peaceful application of atomic energy within the member coun
tries and also to carry out certain research work.

The original member countries in the EC were Belgium, France, Italy, 
Luxembourg, The Netherlands and West Germany. Denmark, Ireland 
and Great Britain became members in 1973. Greece became a member 
in 1981, Spain and Portugal in 1986. The free trade between Spain and 
Portugal and the rest of the Western European countries is not yet in 
full effect. Tariff reductions, etc will be carried out gradually during a 
transition period of several years.

From a tariff point of view, EC is a customs union. This implies that 
all products are free of duty within the EC area, and a common tariff 
is applied on imports to the area from outside countries. (This is not yet 
totally in force for Spain and Portugal.)

The European Free Trade Association (EFTA) emerged from the so- 
called Stockholm convention and became effective in 1960. Before the 
collaboration with EC, which started in 1973, EFTA formed a free 
trade area of its own. The members of EFTA are now Austria, Finland, 
Iceland, Norway, Sweden and Switzerland. Denmark, Portugal and 
Great Britain, now members of the EC, were previously members of 
EFTA. Besides the fact that duties on primarily all industrial products 
have been abolished between them, the EC/EFTA collaboration has 
also meant that almost all quantitative import restrictions have been 
eliminated, and no further ones have been introduced.

As to indirect taxation, most EFTA and EC members have replaced 
former purchase tax systems with a value-added tax. This has a posi
tive effect on internal trade since the value-added tax affects home-pro
duced goods and imported goods in an equal manner.



Finland, Greece, Iceland and Switzerland have not yet changed over 
from purchase tax to value-added tax.

The value-added tax is collected when goods are imported and the 
same tax rates apply as those used for domestic transactions.

Other blocks
In Southeast Asia, six countries (Brunei, the Philippines, Indonesia, 
Malaysia, Singapore and Thailand) have formed ASEAN (Association 
of South east Asian Nations). The purpose of the association is to pro
mote economic, social and cultural collaboration between member 
countries.

In South America, LAFTA (Latin American Free Trade Association) 
was founded in 1961, including Argentina, Brazil, Chile, Mexico, Para
guay, Peru and Uruguay. Later Bolivia, Colombia, Ecuador and Vene
zuela became members. The aim of the collaboration was to establish 
a common Latin American market before 1985.

In the beginning of 1980, the so-called Andean pact was formed 
within the LAFTA-framework, including Bolivia, Colombia, Ecuador, 
Peru and Venezuela. In 1981, LAFTA was remodelled to LAIA (Latin 
American Integration Association).

Further examples of blocks are the countries around the Persian 
Gulf, which in 1981 formed the so-called Gulf Cooperation Council and 
SEV, the economic collaboration organization of the Eastern Bloc 
countries.

Tariff advantages for exports from developing countries
Most of the developed industrial countries accord imports from devel
oping countries tariff advantages within the framework of the so- 
called GSP (General System of Preferences). This is the result of the 
United Nations’ Second World Trade Conference (UNCTAD 2) in New 
Delhi in 1968, when the developed countries took on the responsibility 
to provide such advantages.

The EC gives tariff reductions to many countries in the third world 
even outside the GSP. These advantages are given within the frame
work of special agreements which have been made with these 
countries (eg Israel, Malta, Cyprus) or with groups of countries (ACP 
states or OCT countries).

Classification of goods
Customs tariffs are often very extensive, with many different tariff 
levels and often different types of duties (ad valorem duty, weight duty, 
unit duties, etc). They are expressed in product catalogues, where cur
rent duties are stated for each type of product. Under such circum
stances, it is easier to use a customs tariff if the products are systemat
ically ranked. Customs cooperation becomes easier if countries use the 
same system for their customs tariffs.

The CCC-nomenclature and the Harmonized System
Some decades ago, an international classification system for customs 
tariffs was introduced, the so-called Brussels-nomenclature, later re-



named the CCC-nomenclature (CCC stands for Customs Co-operation 
Council). From 1988, a new, more detailed system, the so-called Har
monized System, will replace the CCC-nomenclature. The Harmonized 
System is based on the CCC-nomenclature.

The USA and Canada are among the countries which do not apply 
the CCC-nomenclature. Both intend, however, to change over to the 
Harmonized System.

The CCC-nomenclature is made up of about 1000 base positions (the 
Harmonized System has about 5000). Each product may be classified 
in one of the base positions. Each base position is characterized by a 
four digit (in the Harmonized System six digit) number and is defined 
by a description of which products are included. The base positions of 
the CCC-nomenclature are divided amongst 99 chapters, which in 
their turn are divided into 21 divisions. The Harmonized System has 
97 chapters and 21 divisions.

Other nomenclatures
As mentioned above, the USA does not apply the CCC-nomenclature. 
The customs tariff of the USA (Tariff Schedule of the United States An
notated, TSUSA) has until now been based upon a nomenclature 
unique to the USA. The tariff includes about 5000 positions (items), 
each identified by a five digit number.

The TSUSA-nomenclature is, like the CCC-nomenclature and the 
Harmonized System, logically designed in relation to the type of goods.

Canada has also continued to use a tariff nomenclature of its own. 
The positions are generally identified with a six digit number and are 
defined with a product description. The positions are divided amongst 
twelve groups according to the composition of the goods. The design of 
the nomenclature is completely different from those of the CCC-no
menclature and the Harmonized System.

The Soviet Union has its own tariff classification system. Countries 
which have the same tariff rate on all, or most, goods (e g Kuwait and 
UAE) have no tariff classification system. This also applies to Hong 
Kong where almost all goods are free of duty.

Methods for calculation of duties
Duties can be applied as a certain percentage of the value - ad valorem 
duties - or a certain amount per unit - specific duties. There are also 
combinations between these two possibilities.

Ad valorem duties are set at a percentage of "the value of the goods”. 
The duty base value may be the CIF-value or the FOB-value. Also oth
er bases of calculation occur in some countries.

Specific duties usually are set at a certain amount of money per 
weight or volume. As bases for the calculation of the weight of the 
goods, the gross weight, the net weight or net weight + inner wrapping 
may be used.

An ad valorem duty and a specific duty are also sometimes com
bined -combined duties- eg "20 cents per kilogram +25 % ad valorem”. 
There are also alternative duties, eg "10 cents per kilogram though not 
less than 15 % ad valorem”.



Special tariff regulations
Normal tariff regulations have in most countries been supplemented 
by special regulations.

Inward processing
Many countries apply regulations which mean that imported goods 
which will be exported after repair, after further processing or as part 
of exported goods, are not liable to duty. In some countries, such a bene
fit will be given only if an approval is deemed to be of general interest 
for that country.

Outward processing
In many countries, tariff relief is granted for the reimportation of goods 
which have earlier been exported and which have been repaired or 
processed abroad. Tariff relief is also granted for imported goods which 
have been produced abroad from material which earlier has been ex
ported from the country in question. Some countries will only grant the 
relief on an ad hoc basis, whilst other countries accord general relief.

Temporary import
Most countries have special regulations for temporary imports (goods 
for exhibitions, trade samples, testing goods, goods imported for repair, 
etc). Under certain conditions the importer is not required to pay duty 
or other import taxes for temporary imports. The definition of tempora
ry imports varies from country to country. In most cases the benefit is 
given only when a bond is posted, or a deposit made.

Some 40 countries have adopted the so-called ATA-convention. For 
temporary imports into these countries of certain goods (professional 
equipment, goods for exhibitions and shows, trade samples, advertis
ing films, etc), customs handling is simplified if the goods are listed on 
a pass, the ATA-carnet.

Some countries grant a special type of benefit for, eg building and 
construction equipment when these are intended to stay in the import
ing country for a limited period of time. The benefit means that only 
part of the duty for the goods has to be paid. The amount of duty de
pends on how long the goods will remain in the country.

Temporary export
It is common practice that goods which have been exported and reim
ported within a certain time and which have not been altered, should 
not be liable to duty.

Customs drawback
In some cases, duties which have been paid at import can be refunded. 
This applies for example when a faulty article has been supplied or 
when the article does not correspond to specifications. In such cases, 
most countries allow refunds to be made.

The duty may also be repaid when the goods are not allowed to be



imported, sold or used due to the country’s laws or regulations, eg se
curity regulations, health protection, etc. and it therefore is necessary 
to return the goods (or possibly destroy them under control of customs 
authorities). Repayment of duties is usually called drawback.

Quantitative import restrictions
Tariff levels in different countries vary and so does the application of 
quantitative import restrictions. Some countries have no quantitative 
import restrictions, whilst others control all import in detail. Most 
countries fall somewhere between these extremes.

Import quotas can either be free for all until the quota is filled, or 
the quota could be distributed in advance among certain selected im
porters.

An import quota can be defined either as a quantity calculated by 
weight, volume, number, etc, or as a certain total value.

When applying import quotas for a certain line of goods from a cer
tain country, it is common that the importing country negotiates a to
tal export limit with the exporting country for the line of goods in ques
tion until a certain agreed level has been reached. This is common 
practice for imports of textiles from developing countries. This practice 
allows for better production planning in the exporting country.



Technical barriers to trade
by Per Högberg, Swedish Trade Council 20

Introduction
World trade has always been disturbed by different kinds of barriers 
to trade. At the same time as the importance of traditional trade barri
ers has been reduced (eg high duties), new barriers to trade have come 
into being. One kind of barrier to trade, which for export companies 
represents an increasing inconvenience, is the technical barrier.

Along with technical development, the number of technical regula
tions and standards has multiplied and reached a level where, for the 
single company, they have become difficult to assess.

Technical regulations and standards are not necessarily barriers to 
trade in themselves, but the fact that they are adopted on a national 
basis may well make them into very real trade barriers indeed. Vari
ous standards and rules may result in a product having to be changed 
before it can be put on the market in a country other than the one 
where it is manufactured. The more numerous the countries in which 
the manufacturer wishes to sell his product, the more the product itself 
has to be modified.

In some cases of export, the modification of the product is not suf
ficient. Prototypes to be checked by the national testing authorities 
might be required by the importing country. Naturally, this may con
stitute a real barrier to trade for many products. This development is 
counteracted by the international agreements in this domain, such as 
the recent GATT Agreement.

Technical regulations and standards
Technical barriers to trade may be in the form of technical regulations, 
at times combined with test requirements, or standards.

Technical regulations are usually compulsory and they are issued by 
a country’s authorities. The Swedish safety requirements for cars or 
the S-marking of electrical domestic equipment can be mentioned as 
examples. The technical regulation may also be connected to a test and 
certification of the product. In the two examples mentioned above, this 
is actually the case. In Sweden, cars are tested and certified by the 
National Road Safety Office and electrical domestic equipment is ap
proved by the SEMKO.

In general, the application of standards is formally voluntary, but in 
reality, one is often forced to adhere to prevailing standards in order to 
be able to sell one’s product on the market.



Which products are affected by technical barriers to trade?
Practically all products are, to some extent, affected by technical barri
ers to trade - from advanced machines and equipment, which are sub
ject to technical requirements, to concrete pipes, which also have to cor
respond to certain standards. There are naturally some fields of pro
duction which are more exposed to technical barriers to trade than 
others, like electrical equipment and cars.

It is very important to be aware of all the requirements which might 
be made on a product. There may be requirements as to electrical 
safety and worker’s protection, as well as requirements on the con
struction being in conformity with certain standards.

Different countries and different product requirements
As already mentioned, the technical requirements made on products 
vary greatly. In some countries, the product may be sold with the same 
design as in Sweden, whereas other countries may require drastic mod
ifications of the product. The product requirements - bearing in mind 
the costs for modifying, testing and certifying a product - should con
stitute one of the factors which exert influence on the choice of export 
market.

The GATT Agreement on technical barriers to trade
The GATT Agreement, which dates from 1979, states that technical 
regulations, standards or systems of certification may not be worked 
out, accepted or applied, with the intention of creating barriers to 
international trade. In the same way, imported products may not be 
discriminated against for the benefit of domestically manufactured 
products. If suitable international standards exist, these should be 
adopted as a base for national technical regulations and standards. Ex
ceptions are allowed, for example, if the international standard is not 
appropriate, and the health and safety of human beings are at stake, 
or if the international standard has become technically obsolete. The 
GATT Agreement also comprises a commitment by all parties to parti
cipate in the work for standardization carried out by the international 
body, each party according to its resources. In addition, the agreement 
includes certification rules for product authorization.

In the GATT Agreement, technical regulations and standards are 
outlined as follows:

Technical regulations
Technical compulsory specifications: technical specifications may 
establish rules concerning technical design, eg quality level, perfor
mance, safety, measurements, etc. A technical specification may also 
include, or merely take up for discussion, terminology, symbols, testing 
and testing methods, requirements on packaging, marking or labelling 
for the product in question.



Standards
Technical non-compulsory specifications have been established by an 
official bureau of standards (in Sweden, the SIS; in West Germany, the 
DIN; etc).

Rules for introducing new technical regulations and standards
In those cases where the contents of a proposed technical regulation 
or standard do not correspond to a relevant international standard in 
substance, and if the proposed technical regulation or standard is like
ly to have a substantial influence on the trade of other parties, this 
must be communicated, both by a notice in a national publication and 
by informing other parties in the agreement through the GATT secre
tariat. The notification must give information on which products the 
technical regulation intends to cover, as well as a brief report of inten
tion and background. Interested parties will, by these means, be in
formed about the proposed technical regulation and given a possibility 
to comment on it in writing. All proposed technical regulations and 
standards must be published. A reasonable period of time shall be as
signed between the publication and the coming into force of the new 
regulation or standard, so that the producers will have sufficient time 
for adapting their products to the new requirements.

In so-called "urgent cases”, i e when urgent problems concerning 
safety, health, environment or national safety arise or threaten to ar
ise, the requirement of a reasonable period of time between the publi
cation and the coming into force is no longer in effect.

Testing and certification of products
The general rule for testing and certification (ie for the issuing of a dec
laration, in the form of a certificate or a label, which states that a prod
uct adheres to a certain technical regulation or standard) is that im
ported products must not be discriminated against to the benefit of 
domestic products. In order to facilitate international trade, test re
sults from other countries should be accepted.

Information functions
The GATT Agreement gives exporters the possibility, at an early 
stage, to be informed about new technical regulations and standards 
in other countries.

The agreement stipulates that each country shall set up one (or 
more) information centre(s), which provides information both on ap
proved and proposed technical regulations, standards and certification 
systems, and on references to the notices of proposed new regulations 
which are to be published according to agreement.

The Common Market
Because of its size, the Common Market represents a trade partner of 
special interest to Sweden. The harmonizing work was initiated in the 
beginning of the sixties, and it has resulted in a large number of coun
cil directives, which, for the members of the Common Market, have



constituted the basis for legislation, eg in the technical domain. In the 
beginning, the program was exceedingly ambitious, and the whole 
time scheme has had to be revised several times. Up to the present, the 
dominant working method has been that the Council of the Common 
Market issues a council directive, which, within the time specified, the 
members are obliged to accept as their national regulation. In the last 
few years, attempts at eliminating technical barriers to trade have 
been reflected in a closer collaboration between the Common Market 
and EFTA, and the Common Market and CEN/CENELEC, among oth
er things.

EFTA
Technical regulations
Since 1974, there has been an EFTA-procedure for the notification of 
plans for new technical regulations or modifications of technical regu
lations in force, which may have a certain importance for trade within 
EFTA circles.

The reason for requiring a preliminary notification is to give the var
ious governments ample time for considering the significance of the 
new regulations for the trade of their respective countries, and to give 
them a possibility to comment on, and modify, the proposed regulations 
before they are finally laid down.

Standards
In the domain of standards, the EFTA policy has always been to en
courage the application of the most frequent international standards.

Mutual recognition oftest results, etc
At the meeting of ministers in London in 1968, EFTA passed a resolu
tion to promote arrangements for mutual recognition. Since then, a 
program of considerable proportions has been carried through, aiming 
at effecting mutual recognition between the participating authorities 
or conventions between governments concerning the products below. 

Agreement on mutual recognition:
— Pressure vessels
— Ship’s equipment
— Gas appliances
— Agricultural machines and tractors
— Lifting equipment
— Heating equipment, driven by liquid fuels
— Reports on pharmaceutical products 
Conventions on mutual recognition:
— Control and labelling of products made of precious metals
— Procedures of inspection for the manufacture of pharmaceutical 

products



International standardization bodies
The international standardizing work takes place on a global basis 
within ISO (the International Standard Organization) and IEC (the 
International Electrotechnical Commission).

A large amount of this work is carried out by the European regional 
organizations, the ECE (the United Nations’ Economic Commission for 
Europe) and the CENELEC (the European Committee for Electrotech
nical Standardization). In special domains, extensive collaboration is 
pursued; eg where building products are concerned, the ECE has a spe
cial committee, the "Working Party on Building Industry”. In the 
Nordic countries the collaboration takes place in the NKB, Nordiska 
Kommittén för Byggnadsbestämmelser, (the Nordic Committee for 
Building Regulations).

Information sources
Information on various countries’ regulations and standards is usually 
given by the expert authorities and standardizing bodies in each re
spective country.

For a complete picture of all product requirements, an information 
retrieval, in which the exporter and the importer join forces, is of great 
importance.

In Sweden, the problems of information retrieval for the exporter 
have been largely reduced by the coming into being of the Technical 
Export Service (Teknisk Exportservice), which is a coordinating 
agency for technical competence and expert knowledge and made up of 
fourteen different organizations and authorities in Sweden.

The Technical Export Service, whose secretariat is located at the 
Swedish Trade Council, offers exporting companies professional serv
ices on a commission basis. Some of these concern:
- Extensive knowledge about regulation systems, standards and offi

cial requirements
- Retrieval of any relevant information and requisition of foreign doc

uments which stipulate the product requirements for the prod
uct/products in question

- Translation of product regulations and of all other foreign infor
mation

- Interpretation of written regulations and their practice
- Mediation of contacts with foreign authorities, testing and 

standardization bodies
- Application for foreign authorizations or licences and preparation 

of the technical documentation to accompany such applications
- Testing of products in Sweden according to international require

ments as well as delivery control services.



Some advice for the introduction of a new product
- Examine the product requirements already at the market research 

stage
- Make use of all the resources available both at the parent company 

and at the subsidiary. Certain information on product requirements 
may well be retrieved in Sweden, but it should always be verified 
by the subsidiary or the importer

- Make use of existing international agreements, eg the GATT 
Agreement about technical barriers to trade

- If the product does not meet the product requirements, or if the 
product requirements do not adhere to international standards, or 
in some other way constitute a technical barrier to trade, make use 
both of the Swedish authorities, e g the Swedish Board of Com
merce, and of the possibility as an importer to influence your own 
authorities and standardization bodies.





H. Getting the most out of 
trade promotion

21. Rules, regulations and the foreign sub
sidiary 233

22. How best to use the Swedish Trade 
Council 240





Rules, regulations and the 
foreign subsidiary
by Carl-Johan Bouveng, Nordbanken

During the last decades, the extent of government intervention in the 
working conditions of economic life has grown rapidly. As a conse
quence, the competitive position and the profitability of a company 
may change drastically - for better or for worse - by variations in pub
lic interventions. In practice, the institutional environment of a com
pany may be just as important as the basic economic one.

The effects of public rules and regulations may be difficult to evalu
ate. Already the fact that an advantage or an obstacle may be elimi
nated or created overnight by a political decision creates increased un
certainty. A drastic example of such a decision is the prohibition, 
adopted some years ago in Sweden, of the use of cadmium. This reg
ulation was a careless, and eventually modified, political decision 
which completely disrupted the working conditions of a large number 
of companies. A decision of far-reaching economic impact in the short, 
as well as in the long, run is, for example, Spain’s accession to the EEC.

In conclusion, it is in the interest of any company to make a careful 
survey of those public measures which are likely to stimulate or ham
per business activity. Also public rules and regulations are of impor
tance not least for the relationship between parent companies and for
eign subsidiaries.

Business conditions for subsidiaries
The business conditions of a subsidiary are rarely the same as for the 
parent company; and rarely are the activities of the subsidiary iden
tical to those of the parent company. The situation is instead, as a rule, 
the opposite: The activities are different because the business condi
tions differ. Very often, this is the essential reason for the existence of 
the subsidiary. Awareness of the fact that these differences constitute 
the principal reason behind the existence of subsidiaries in different 
countries is a good basis for better mutual understanding and efficient 
and harmonious development of the co-operation between parent and 
subsidiary.

Studies on the motives behind investments abroad show a great 
number of "purely” economic reasons for the establishing of foreign 
subsidiaries. Some such reasons are supplies of energy and of raw ma
terials, certain costs, especially direct or indirect labour costs, or the 
nearness to a market for goods which, for different reasons, are difficult 
to transport. However, in most cases, the decisive motive for the estab
lishment and especially the choice of a certain site, is the existence of 
different kinds of public rules and regulations.



Customs duties and other trade barriers, regional policy incentives 
of different kinds, finance opportunities, tax structures, public fees, etc 
are evident factors. Also, a closer examination of the "purely” economic 
factors shows that they often depend on the rules and the policies of the 
country, the region and the local authorities.

These "motives for establishment abroad” once formed the basis for 
the economic calculation which led to the decision to found a subsidi
ary, and, over the years, also to any changes in its structure and policy. 
Conditions change rapidly in today’s world - both abroad and in Swe
den - and it may be worthwhile to look once more at the motives for 
establishing subsidiaries, especially the motives and conditions re
lated to the framework of public rules and regulations.
- Why does the subsidiary exist?
- What are the differences between the subsidiary and the parent 

company?
- What conditions in the environment are different?
- Which of these are directly dependent on public rules and public pol

icies?
- In which respects are the public rules and regulations especially im

portant?
- From the point of view of profitability and business development 

in general?
- Because they are similiar to the conditions of the parent com

pany?
- Because they are different from the conditions of the parent com

pany?
All this may seem obvious. The risk is, however, that the obvious is 
taken for granted instead of being scrutinized. The premises of an eco
nomic trade policy of purely political nature change quickly and often. 
They may be difficult to uncover, but like the consequences of the 
changes, they must be given special attention every now and then. A 
"political sensitivity analysis” can often prove rewarding for the busi
ness.

There are good reasons to analyse closely the political institutional 
conditions which may increase or decrease the overall competitive po
sition of the subsidiary and the parent company, and also influence the 
interplay between the two.

The institutional environment
Governments in all countries want to improve the competitivity of 
their own economy. To the extent that this is done through general 
economic policy means that through general credit policy, fiscal policy, 
social policy, labour market policy, etc, the effects, as a rule, emerge in 
the basic competitive and profitability evaluations. On the other hand, 
it is not certain that the impact of those direct public interventions 
which distort competition will be visible.

These interventions appear under such general concepts as, for ex
ample,



- industrial policy (transport subsidies, subsidies to investments in 
R&D, etc)

- regional policy (localization subsidies, education assistance, tax re
bates, etc)

- export promotion (inexpensive market information, public support 
for participation in fairs and exhibitions, etc)

- export financing and insurance
- trade policy (customs duties, indirect barriers to trade, export sub

sidies, etc)
- different kinds of laws and regulations of a social and technical na

ture.
The measures may have as a direct aim to promote export or counteract 
import, or they may only have such effects in practice. They may be 
general or concern only specific branches, companies, products or re
gions.

Such interventions take place in Sweden as well as abroad. They can 
be quite decisive for the company’s business conditions: for example, a 
prohibition to export or import can strongly affect profitability, and the 
same is true for access to location aid or export financing. They influ
ence the cost and thus the activities themselves. In order to penetrate 
an interesting market, where extensive public aid is extended to a cer
tain branch of industry, the company may find export impossible and 
be forced instead to establish local production.

In industrial countries, fields where interventions are favoured are, 
for example, conditions for public procurement, special support for es
tablishment and production in certain regions, grants for research and 
development and, to a large extent, public support for export promotion 
and export financing.

In centrally planned economies, all decisions and priorities are polit
ical and, consequently, rapidly changing. In these countries, market 
know-how in reality means knowing the institutional environment in 
the form of the country’s plans and priorities, how the bureaucracy 
works, etc. In most developing countries, irrespective of the level of de
velopment and wealth of the country, trade barriers, finance possibili
ties, establishment and tax conditions for local and foreign companies 
are determined and changed depending on which industry sectors and 
projects are being favoured. The company must know these politically 
decided working conditions.

It is thus fundamental to examine the institutional environment in 
one’s own country in order to find out
- which advantages offered by the home country authorities are not 

available to the parent company and to foreign competitors, or to a 
lesser extent,

- which obstacles/difficulties, more or less visible, created by the au
thorities are not encountered to the same extent by the parent com
pany and the competitors.

The examination should refer to the current situation as well as to the 
risk that this situation can be changed overnight by a political deci
sion. It should also pay attention to the relative importance of the ad



vantage/obstacle for the overall competitive position of the company 
and its relationship to the parent company. Not least important is to 
examine if advantages exist which have not been used in order to 
strengthen the competitive situation.

As the institutional interventions increase in number, they must be 
given more attention. The intention of the authorities is to influence 
competition. One cannot rule out the possibility that certain measures 
also have that exact effect!

Rules and regulations in Sweden
An analysis of the advantages - and of the difficulties - offered by the 
Swedish authorities provides a starting-point and a reference frame
work which defines the situation of the parent company. The purpose 
here is not to give a complete picture, but to indicate a way of thinking.

With reference to the examples of public interventions mentioned 
above, it seems natural to first of all examine what Swedish export pro
motion has to offer.

The central organization is the Swedish Trade Council. There are 
reasons to examine, for example,
- the economic, trade policy, legal, etc, information offered by the 

Trade Council
- the sales promotion activities for groups of companies being organ

ized
- in what forms and connections state aid can be obtained for export, 

for example, for tendering procedures, marketing or R&D
- the locations of Swedish trade offices specialized in export promotion
- if the Trade Council arranges contacts with suitable and experi

enced business partners in Sweden or abroad.
Generally, the need for financing, as well as the payment risks, are 
more extensive for export than for domestic sales. Therefore, a second 
important task for the company should be to examine what special con
ditions Sweden - like practically all other countries - offers in the form 
of export financing and export credit guarantees.

International competition in this field is wholly determined by offi
cial interventions. It is therefore necessary to find out the conditions 
applied by the Export Credits Guarantee Board (EKN) and the Swed
ish Export Credit Ltd for the products and markets in question. Such 
information can be obtained from the banks. It is, of course, of special 
interest for the subsidiary to know the possibilities to obtain a guar
antee and/or a government supported credit for those parts of the deliv
eries which are of foreign origin. In case the conditions in the country 
of the subsidiary are more favourable, more export should be chan
nelled from there, if this is possible.

The framework of public rules and regulations may offer further pos
sibilities. The company may work within a branch or a region or belong 
to a category, for example, as regards size, which the state, for industri
al, regional or other reasons, has decided to grant special favours. In
formation can be obtained from the National Swedish Industrial Board



(SIND) or the regional development funds. See the latest edition of the 
"Handbook of Incentives” (Stödhandboken, issued by SIND). It may for 
example be possible to obtain a considerably lower unit cost for one’s 
export products by locating the production in a region with few employ
ment opportunities.

Finally, in this list of examples, the company should find out if the 
relations with certain markets are governed by special bilateral agree
ments. Such agreements may cover trade policy and trade barriers, 
transport conditions, tax conditions, etc which may have a direct influ
ence on the profitability and the competitive situation. The Swedish 
prohibition on investments in South Africa is one such example. 
Maybe Sweden has other cases of special trade or co-operation agree
ments, special committees or other bodies with the task to promote and 
support co-operation - or counteract it.

Through an examination of this kind, the parent company may ar
rive at a substantially revised picture of its initial position and a new 
assessment of the role and the possibilities of the subsidiary. The com
pany’s sensitivity to changed institutional conditions should be as
sessed and the "political risk” for a more or less rapid change of e g the 
employment aid to certain regions should be investigated.

The institutional set-up in the home country of the subsidiary
The market conditions of the subsidiary must be examined in a similar 
way. Through this procedure the competitive advantages in relation to 
the parent company will emerge.

The first thing to do is to check existing trade barriers, which have 
often been one of the main reasons for subsidiary establishment. The 
so-called tariff barriers are especially well-known, and a survey is rel
atively easy to make. As a consequence of international agreements, 
there exist also within this field a number of rules of conduct which 
guarantee a certain stability and continuity, at least within the group 
of industrial countries.

In developing countries, current trade obstacles should be examined 
with more scepticism. Small trade barriers may be a sign that a prod
uct is in demand and that domestic production is insufficient. Is pro
duction being started up inside the country by somebody who in the 
future might receive protection against foreign competition? Or per
haps the company should consider local production and discuss the ex
tent of protection with the authorities. But also initially high trade ob
stacles may be commercially interesting since they may prevent export 
and provide incentive for local production in a protected environment. 
The risk is that the protection can disappear suddenly in the event of 
political change.

Most developing countries and even some industrial countries, like 
Australia, deliberately erect trade barriers and streamline establish
ment conditions in order to assure national production in certain bran
ches and product areas. National authorities and export promotion or
ganizations are usually ready to provide information on this.

The company must, however, evaluate the trade and industrial pol
icies of the country in a wider perspective. Are the trade obstacles like
ly to increase or decrease? Will import of necessary components and



equipment be allowed? How long will it take before the required mini
mum share of locally produced components is increased?

Institutional factors must always be evaluated when a company en
gages in, or intends to establish, more permanent export or production 
in a market. This is especially important for countries outside the 
industrialized world. It may be helpful to compare the development of 
a certain industrial sector or product group in other countries of a simi
lar standard of living and potential. International consultancy studies 
may exist which especially focus on such economic and institutional 
inter-relationships. The World Bank and related institutions, as well 
as different UN agencies, have produced many interesting studies of a 
more forward-looking nature.

To identify non-tariff trade barriers/production conditions is a more 
difficult task. Such so-called invisible barriers increase in importance 
in all countries because of the growing number of rules and regulations 
of a technical, social, sanitary, safety, etc nature. Such barriers may be 
the result of obligatory or voluntary agreements on standardization, 
they may consist of specifications for substances allowed in foodstuffs, 
etc.

These regulations constitute trade barriers. They protect the local 
production and they are of central importance to profitability. The ex
istence of such barriers may jeopardize the whole viability of the activ
ity in question.

As a second step, the company should examine the industrial and 
regional policy conditions. A specific branch of industry or region may 
receive some kind of aid or support which makes foreign competition 
difficult. But regional aid is sometimes accessible also for foreign com
panies who want to establish a subsidiary. On the other hand, export 
obstacles may create good possibilities for local production or licensing. 
France, Ireland and Italy are examples of countries which have active
ly encouraged foreign investment by granting different kinds of 
atttractive conditions.

Does the subsidiary make use of all the possibilities? Certain coun
tries - at varying levels of development - make efforts to stimulate for
eign establishments in certain geographical regions or within certain 
branches. The support offered is often extensive, but always limited in 
time. In the short run, the competitive situations, as well as the profit
ability prospects, are often considerably distorted, and it is therefore 
essential to translate the different forms of public and municipal inter
ventions into economic terms for a given period of time. Several foreign 
companies, which had established themselves in the south of Italy, dis
covered that once the favourable conditions during the start-up period 
had ceased, the natural "additional costs” in the region made it very 
difficult to reach profitability without government support.

As a third step, it is very important also to look at the range of serv
ices offered locally for export promotion as well as export credit guar
antees and financing. Available export incentives may prove of great 
importance for the production in a certain country, especially since the 
Swedish conditions in this respect are less generous.

Some European countries have extensive trade promotion activities 
directed to their former colonies. Through a foreign subsidiary, a Swed
ish company may be able to enjoy certain advantages offered as part of



these activities. In a similar way, the financing and guarantee condi
tions may be of interest. Those conditions may be of interest also when 
a Swedish exporter works together with a foreign company on deliver
ies to a third country. It may be of interest for the company which 
wants to penetrate a market in the former French colonies or in Latin 
America to use the special conditions which may be offered concerning 
deliveries from France or Spain. Here motives for establishment or for 
local partners may exist.

Summary
1. The basis for the teamwork between parent company and subsidi

ary must be that conditions and activities are different. Are these 
differences used in an optimal way?

2. The framework of public rules and regulations - trade policy, indus
trial policy, credit policy, fiscal policy, etc - which have led to the 
creation of the subsidiary, often change. What do the conditions 
look like today?

3. In which respect are the similarities and the differences in rules and 
regulations today essential for the interaction between parent com
pany and subsidiary?

4. Make a "political sensitivity analysis” by evaluating the company’s 
dependence on advantages or obstacles, and the probability that 
these will suddenly be changed by political decisions.

5. Does the subsidiary profit from the special advantages offered by 
the local market? If not, why not?

6. Always pay attention to the fundamental differences which often 
exist between industrial countries, state trading countries and de
veloping countries.

7. Especially for developing and state trading countries, try to evalu
ate the stability of the market conditions in a wider political, trade 
policy and industrial policy perspective.



How best to use the Swedish 
Trade Council
by Bo Hampus Israelsson, Swedish Trade Council

Sweden of today is more dependent on its exports than most other coun
tries. Its industry has developed know-how and manufacturing capac
ity of a magnitude that exceeds by far the Swedish market potential. 
Several raw materials have been exported for centuries — ever since 
the earliest days of international trade — and have provided and still 
provide important income for the country. New services and new soft
ware products have become new income-generating items.

It is no exaggeration to say that Sweden has the resources — raw 
materials, industry and people — to continue on a successful path as an 
exporting nation. In an integrated society like the Swedish one, re
sponsibility for accomplishing this lies in many hands. There are many 
decision-makers in industry, government, civil service departments 
and other areas of the Swedish economic life who co-operate to create 
the necessary prerequisites for successful export. The degree of success 
in this process influences the well-being and future of industries and 
individuals, not only in Sweden but also in many other countries 
around the world.

The internationalization of Swedish industry has certainly led to its 
being closely tied with foreign markets, businesses and individuals. 
The Swedish economy of today has created extensive interdependen
cies with commercial activities in many countries.

Export - comprehending the uniqueness of foreign markets
The importance of successful Swedish export cannot be overdrama
tized. To export is a natural ingredient in the business plans of most 
Swedish commercial enterprises. Success depends on how well we can 
understand the characteristics of a foreign market - its traditions, val
ues, political system, language etc. - matters that are not so easy to 
learn without living there. However, a lot can be learned and under
stood from studies and shorter visits, open-mindedness and alertness 
and - most important — by listening to those who know better. To real
ize the necessity of taking advice is important not only to newcomers 
to a market, but also to many of those who may think they know - but 
do not. I believe many managers of Swedish subsidiaries abroad, and 
other importers of Swedish products, will agree with me that Swedish 
industry would be more successful in its export ambitions, and many 
problems could be avoided, if we Swedes could listen more carefully to 
those who really have the knowledge and experience of the unique re
quirements and prerequisites of doing business in a foreign market.



The Swedish export structure - experience to recognize and to 
capitalize on
There are roughly 20,000 exporters — companies of all sizes, if we 
count every transaction. Some 7 000 of these export products for a min
imum of SEK 1 million annually or are registered for a minimum of 16 
consignments per annum. 450 companies account for close to 85 %, and 
10 companies for almost 40 % of total Swedish exports. The largest ex
porters use large numbers of sub-suppliers in Sweden - Volvo, ASEA, 
SAAB, Ericsson and others. They actually represent thousands of 
small Swedish companies in foreign markets.

There are, of course, many companies of smaller dimensions that sell 
their products very successfully in foreign markets - through their 
own foreign subsidiaries, independent distributors, importers or other 
types of representation abroad. The largest companies have estab
lished their own foreign subsidiaries — often manufacturing ones - 
and have made substantial investments in this way. More than 60 % 
of Swedish export to the industrialized countries finds its way to such 
subsidiaries. Many smaller companies achieved their export share 
through the foreign operations of the largest companies.

Experience indicates that success demands in-depth knowledge, of
ten substantial market investment, co-operation between exporters 
(provided they have a strong leader) and some other competitive ad
vantages. It is to a very large extent with this knowledge and back
ground in mind that Sweden as a country has established its system 
for trade promotion and trade supporting activities - in which the 
Swedish Trade Council plays a dominating role.

Volume of merchandise exports distributed by country area 
(percentage share)

EFTA 18.3

Eastern Europe 2.5

Latin America 2.2
EC 47.9Africa 3.2

Asia 9.8

Oceania 1.3

North America 12.6-------------
Remaining Western Europe 1.8



Volume of merchandise imports distributed by country area 
(percentage share)

EFTA 18.0
Remaining 
Western Europe 1.6

Eastern Europe 5.7

EC 52.8
Africa 1.3

Asia 8.5

Oceania 0.4

North America 8.6

Latin America 2.9

Volume of exports distributed by merchandise groups 
(percentage share)

Semi
manufactures
22.0

Engineering 
products 44.1Foodstuffs 2.8

Other
manufactured 
products 7.6

Chemical 
products 6.2

Raw material 
and fuel 17.1



Volume of imports distributed by merchandise groups 
(percentage share)

Other
manufactured 
products 12.4

Foodstuffs
7.1 Engineering 

products 33.7

Raw material 
and fuel 23.8

Semi
manufactures
13.3

Chemical
products
9.3

The Swedish Trade Council and other official and semi-official 
trade promotion institutions
The Swedish Trade Council was established in 1972 as a joint venture 
between industry and government. Financing, as well as represen
tation on the Board of Directors, was decided to be organized on an 
equal basis between the two partners.

The Swedish Trade Council has become the central and coordinating 
organization for trade promotion and support activities. It provides ex
pert and specialized knowledge in all areas of foreign trade, with spe
cial emphasis on export from Sweden. The goal of the Swedish Trade 
Council is to be efficient and easily accessible - based on in-depth and 
unique knowledge. Its dominating objective is to support and develop 
export from Sweden.

There are several other organizations in and outside of Sweden that 
offer promotional and supporting services. However, through the head 
office of the Swedish Trade Council in Stockholm as well as through its 
Trade Offices and the commercial departments of Swedish Embassies 
around the world, a complete supply of government-supported services 
can be made avaible. The Trade Council also co-operates closely with 
local Swedish Chambers of Commerce in countries where they exist. 
These too, provide certain assistance to Swedish exporters.

Companies involved in Swedish export — exporters in Sweden as 
well as Swedish subsidiaries abroad and other foreign representation 
of Sweden companies - can gain substantial benefits, and often addi
tional resources and increased capacity, by informing themselves 
about and using the Trade Council’s range of services. Even large and 
respected exporting industrial groups often know very little about the 
Trade Council and its international organization.



It must always be remembered that the only objective of the Swedish 
Trade Council is to work for increased Swedish export. There is very 
often a communication gap between this semi-official Council and its 
potential users. The Trade Council has developed an extensive infor
mation system that also promotes its products and services, but there 
is still limited knowledge and misconceptions about what is available 
and how it can be used.

In particular, Swedish subsidiaries abroad quite often forget or do 
not understand how they could make use of the Swedish Trade Council 
organization. It is their organization. Their parent companies pay 
membership fees and support it in many other ways. The exporters 
need their Trade Council, and the Trade Council in Sweden and abroad 
needs strong and active co-operation with Swedish companies and 
their international organizations.

Financing of the Trade Council
The financing that comes from industry consists of several items. 3 500 
companies in Sweden pay an annual membership fee in order to gain 
access to the services provided by the Council. (Non-members have 
only limited and initial access. They have to pay a higher price than 
the members when using the Trade Council.) The member companies 
account for more than 90 % of Swedish export. Foreign subsidiaries of 
Swedish companies have access to the Council’s organization in Swe
den or abroad on the same basis as their head offices, or parent compan
ies, in Sweden.

Assignments or service tasks which are less time-consuming are 
provided by the Council on a free-of-charge basis. More demanding 
consultancy work is carried out and paid for on an hourly, or project, 
basis.

An important part of the financing also comes from sales of publica
tions, such as market guides, handbooks, export forms and other export 
documents.

Government financing is decided upon annually by Swedish Parlia
ment. These funds are, to a large extent, provided as general financial 
support for the activities of the Swedish Trade Council but are partly 
earmarked as support for certain products, industries or markets. The 
Government has made special funds available for support of smaller 
exporters — in 1985 defined as companies with exports of a value below 
SEK 11 million.

Organization of the Trade Council
The organization consists of staff in Sweden and staff abroad - the 
field organization. In Sweden, there are around 200 employees - in
cluding management, administration and experts on various export 
matters. Abroad, there are around 300 employees at 30 trade offices 
- each headed by a Swedish Trade Commissioner. These offices are 
established and organized in such a way that they can meet the special 
requirements of the individual markets. In addition, the Swedish 
Trade Council supervises and co-ordinates the commercial activities of 
Swedish Embassies in some 70 foreign countries.

The organization in Sweden includes experts on various export mat-



ters — market information, marketing and distribution, export re
quirements and trade restrictions, legal advice, patents, financing, etc. 
The best way to contact the Trade Council in Stockholm is either to 
write or to phone. The switchboard or the Customer Service Depart
ment will assist in finding the right contact in the organization.

The field organization — trade offices or embassies - can best be con
tacted directly or through the Trade Council in Stockholm.

Service for each user category
One ambition of the Swedish Trade Council is to develop the range and 
the quality of its services and products that are not easily available 
elsewhere. The needs of support vary with the competence of the user.

The manager of a Swedish subsidiary abroad is usually the expert 
in those fields that relate to the marketing of its products. Or he can 
always rely on the knowledge and experience available in his own or
ganization. However, in other product areas, he does not necessarily 
have the knowledge within the company. Nor would he have the capac
ity to make a feasibility study for products other than his own. Some
times he may want to do some fact finding without revealing his name 
— or he may want to contact authorities on an official basis.

The large Swedish export companies usually have the required oper
ational resources within their organizations. However, there may be 
questions on legal implications or restrictions, contacts to be made on 
the highest possible level, trade shows or conventions, when the 
"Swedish flag” would support the efforts of individual companies. The 
smaller companies often lack the competence and resources to explore 
and develop their own exports. The Swedish Trade Promotion and 
Trade Support System can provide these companies with assistance in 
a variety of export matters. It is important that there is a great deal of 
understanding and confidence between the companies and the 
representatives of the Trade Council — and of other trade promotion 
organizations — about how the services can be used and what can be 
expected of the co-operation.

The service supply in general
The range of services of the Swedish Trade Council attempts to
- promote and support Swedish exports in a general way
- increase the knowledge and competence of Swedish industry in ex

port matters and foreign markets
- support the establishment of subsidiaries on foreign markets
- increase the sales volume of the exporting companies.
These products or services include a large number of individual items:
- joint trade exhibitions, trips, visits, etc
- publication of catalogues, handbooks, magazines, newsletters, mar

ket guides, statistical reports, etc



— market investigations, feasibility studies, product tests
— participation in trade shows
— checking of competition, agents, quotations
— answering product or market enquiries, providing addresses and in

formation on distributors, importers, brokers, etc
— seminars and conventions, lectures, education, meetings for export

ers
— marketing programs, consulting on export sales matters
— information on export financing and credit guarantees
— advisory services on customs duty and transport matters, including 

export documents
— choice of market setup, program for Swedish businessmen’s visits to 

export markets and for foreign visits to Swedish companies
— office work (secretary, telex, mail box, etc) for Swedish companies 

abroad, e g when starting up a subsidiary
— "Export Manager for Hire” in Sweden, and "Marketing Manager” 

in the foreign market. Capable individuals can be hired either as 
part or full-time employees.

— market introduction techniques
— executive search
— patent and licensing matters
— foreign acquisition of companies
— translation, interpretation
— legal work
Employees of the Swedish Trade Council are usually hired from Swed
ish industry and are expected to rejoin an exporting firm at some point 
in time. The Swedish Trade Council should be considered a recruiting 
ground for people specially trained in export and international mat
ters.

Specialized services for each category of customer
It is essential that both Swedish businessmen who are involved in ex
port and foreign operations, and management and marketing people in 
Swedish subsidiaries outside Sweden, familiarize themselves with the 
competence and products of the Swedish Trade Council which they 
could use to advantage. A continuous two-way communication be
tween the companies and the Trade Council representatives will se
cure the best results in this co-operation.

The following are some examples of joint efforts that can be applied 
to most companies involved in Swedish foreign trade.



The large exporting company
It is assumed that this kind of company has developed the knowledge 
and organization it needs for its exporting activities. Trade Council 
services to be especially considered include:
— contacts with the authorities on trade-related matters
— "opening doors” on high levels in the country concerned
— organizing visits by important people (customers, opinion leaders, 

etc) to Sweden
— organizing visits by important people in Sweden to foreign markets
— obtaining specialized and confidential information that otherwise 

would not be available
— analyzing trade and commercial statistics — published and unpub

lished
— search in computerized data bases and interpretation of findings
— continuous gathering and distributing of information on trade rules 

and restrictions
— qualified training of export management people
— searching and processing of information in internationally financed 

projects
— arranging risk sharing on large international projects
— recommending appropriate and available export financing
— a continuous presence and follow-up of development on markets 

where the large company does not have its own subsidiary
— providing joint Swedish participation in trade shows or conventions 

when it is deemed of interest to appear under the Swedish flag.

Smaller and medium sized companies
Most Swedish exporters cannot afford to develop their own competence 
in all fields of internationalization and export marketing. The Trade 
Council in Sweden, with its field organizations outside Sweden, is the 
natural partner in various foreign trade-related matters. There should 
be no limitation on the scope of this co-operation, and the following are 
only some examples that could be considered:
— market information in the form of publications and library service
— education about international business matters
— information about trade restrictions and rules
— transfer of market enquiries and maintenance of customer contacts
— assistance in market choice
— market investigations and feasibility studies



- assisting in choice of sales channels
- sales promotional activities — campaigns, seminars, trade shows, 

customer visits, etc
- translation and interpretation services
- legal advice
- patents and licensing
- export planning, product comparisons and adjustments
- test marketing
- office services — office, secretary, "marketing manager for hire”, 

etc.

Swedish consulting companies
Consultants sell their own services and often co-ordinate the supply of 
several Swedish companies to large projects. They account for an in
creasing share of the Swedish role in international business. The fol
lowing are examples of the opportunities provided by co-operation with 
the Swedish Trade Council that should be considered
- the Swedish Trade Offices and the Swedish Embassies follow and 

continuously report details of business opportunities available on 
the large international project market

- giving advice on project financing
- arranging visits by individuals and groups in both directions - to 

and from Sweden. Delegation visits are important, especially in 
business dealings with developing and East European countries

- finding local partners, especially on large construction projects
- organizing groups of companies that can co-operate in exporting 

complete systems for special purposes, i e mining, waste handling, 
road building, etc

- sharing the cost for extensive quotation work
- providing translation and interpreting
- giving legal advice

Swedish subsidiaries abroad
The following also applies to joint ventures outside Sweden between 
Swedish firms and one or several non-Swedish partners:

There is generally little knowledge among employees of Swedish 
subsidiaries that the Swedish trade promoting and supporting system 
is available and can provide important services. They usually concen
trate their competence on daily operative requirements and cannot af
ford to develop resources that are not so frequently needed (or repre
sent marginal needs) even though they can often be very important.



Considering the tremendous importance that these Swedish subsidi
aries represent for Swedish trade, we can say that it is of paramount 
interest that co-operation between them and the Trade Council’s field 
organization functions well.

It is extremely important that both parties exchange information on 
subjects that are critical for the development of Swedish trade and that 
personal and official contacts are established. Experience shows that a 
relationship built on confidence can contribute actively to the progress 
of both the individual company, and Swedish export in general.

The following are examples of areas of co-operation that should be 
especially considered:
- the official status of the Trade Offices - and Embassies - can be 

used in marketing plans when it is of interest to "show the Swedish 
flag”

- the Swedish establishment - comprising all or several subsidiaries 
— can be organized for joint appearances

- lobbying and "door opening” with an official or neutral stamp
- investigation of the market opportunities for new products
- temporarily increasing the competence and capacity of a marketing 

organization
- temporarily or continuously improving the flow of information 

about markets, risks, business intelligence, etc
- providing contacts with lawyers, banks, insurance companies, ad

vertising agencies, executive search and auditing firms, customs 
brokers etc.

- assistance and advice on demands for countertrade compensation 
business, barter arrangements

- help in broadening the product or service range

Trade promotion systems of other countries
All industrialized countries have export-supporting organizations of 
some kind. It is difficult to compare individual systems since ambitions 
and objectives vary among countries, as do their financial and structu
ral set-ups.

Even among the Nordic countries the differences are quite exten
sive. In Finland, the trade promotion system is by far the most gen
erous, closely followed by Denmark. Industry in Sweden contributes 
more, through subscriptions and direct compensation for work done. 
Norway is financed on an export fee basis. The Swedish Trade Council 
exchanges information with its sister organizations in several coun
tries.

One special problem is the relationship between Swedish subsidiar
ies and the trade promotion organization in the country where they are 
located. As each subsidiary or joint venture is a tax paying corporation 
in the country where it is established, it is important that the subsidi



ary management informs itself about its rights and responsibilities as 
far as trade promotion activities in that country are concerned. There 
may be additional resources and possibilities for assistance available, 
especially in situations when the subsidiary is an exporter. This mat
ter cannot be dealt with in a general way but must be investigated in 
each individual country.
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Good subsidiary management: O O 
ten statements
by Berndt Karsten, OY Management Services Scandinavia AB, and 
Sten Söderman, Nesa Indevo SA

To an importer and an exporter, even when belonging to the same cor
poration, the driving forces for business development may be quite dif
ferent. The headquarters can be regarded as an exporter and the sub
sidiary as an importer. As a result, the two entities develop differently 
and react differently to changes in the business environment.

Two kinds of driving forces
One can categorize export business, and consequently the reasons for 
the establishment of subsidiaries and the prerequisites for their suc
cess, according to the main driving forces behind them. We shall distin
guish between an import-creating "pull”, and an export-driving 
"push”. Both these phenomena are of interest for corporate headquar
ters. Let us consider some examples which could help in the develop
ment of an appropriate export for the corporation.

Examples of driving forces for subsidiaries/''importers”.
- The relative — home/foreign - development of costs for an estab

lished production becomes unfavourable. Textiles, ready-made 
clothing and shoes in "high salary countries” are good examples of 
this. The depletion of national raw material resources has the same 
effect.

- Attractive products, superiour in quality and technology, are devel
oped abroad. One can find examples of this within several special
ized product groups with small international market niches.

- The product does not exist in the home country, but a natural mar
ket is starting to grow more quickly than the domestic industry can 
adapt to it. This is, for example, the case in several developing coun
tries where the imbalance is regulated by import and foreign ex
change restrictions.

- Domestic distribution companies need a full line of goods within 
certain product groups. When the number of ambitious, and intern
ally competing distributors is greater than the number of domestic 
producers, a situation arises which can be difficult to deal with from 
the point of view of the national economy. Examples of this can be 
found in:
— car imports
— the large amount of agricultural and earth-moving equipment 

in Sweden, Norway and Finland



— leisure products and consumer goods, such as domestic applian
ces, bicycles and outboard motors.

- The ambition of the multinational company to create economies of 
scale in production through a centralized sub-contracting agree
ment. Within the furniture business, IKEA is a good example of 
this.

- Distributors often need to confront a dominating local supplier with 
imported goods in order to achieve a better negotiating position. 
The problem is the same for the producing company, which can be 
forced to import some components to develop a better competitive 
position for purposes of risk diversification.

- Several "life-style” products should be imported. The country of ori
gin is part of the business idea. For example, American jeans in 
Sweden and Swedish crispbread in Germany.

- Interesting and strong import needs are often created by structural 
changes within an industry. Bankruptcies, strategic changes in the 
line of products, company acquisitions, etc often lead to situations 
where importers and distributors suddenly find themselves with 
well-developed customer contacts, service organizations etc, but 
without a supplier. A similar situation may arise when a private 
person, with valuable business contacts within a certain trade, 
changes his employer or starts to run his own business.

Examples of driving forces for headquarter si" manufacturing export
ers”. Five examples are presented:
- Bulk products, sensitive to economic fluctuations and with high 

capital production costs, are often sold in strategically less import
ant export markets, at prices which are calculated on marginal 
costs. A well-known example is Canadian newsprint, which is sold 
at very low prices in Europe whenever the main market in the USA 
is in the negative cycle.

- Companies depending on the domestic market often try to balance 
the threat of price competition from neighbouring countries by 
striving for a small but strategically important market share in the 
domestic market of the competitor.

- The incentives for aggressive export may be a desire to expose one
self to clientele more demanding than the domestic one, in order to 
"improve” in the domestic market. The reason can also be to get to 
know the new market and prepare for an eventual local estab
lishment. In both these cases, the export is generally unprofitable.

- Because of government interventions to promote exports, several 
countries finance their exports with the help of export credits and 
indirect subsidies; this enables the foreign supplier to offer better 
conditions than the domestic ones.

- Imbalance in bilateral trade may often create export pressure as a 
consequence of external factors. A typical example is Finland’s in
creasing export to the USSR as a consequence of the price increase 
on oil.



Based on this list, it is obvious that a basic understanding is needed of 
the two principal kinds of driving forces, including the industry logic 
of the two parties. It seems that, almost by necessity, conflicts are in
herent in subsidiary — headquarters relationships. No easy solutions 
exist to this relationship dilemma. But unless one is aware of these 
driving forces, controlling one’s subsidiary and making reasonable de
mands on headquarters become increasingly difficult tasks.

Based on our practical work we have made several observations, 
some of which are summarized in the following ten statements.

Ten statements
Statement 1. The motives behind the first step out are of crucial import
ance.

There are few entrepreneurs who, after being sent abroad and find
ing the original home-grown success formula inapplicable to local con
ditions, have been given a free hand to develop whatever other busi
ness they find appropriate. This is obviously possible only in organi
zations which can afford to use key management resources in this way 
and support them both psychologically and financially. Clear motives 
must accompany the first step out, and these must be set by headquar
ters.
Statement 2. It is difficult for a sales company to grow out of its original 
sales role.

Well-established subsidiaries in foreign markets are normally both 
unwilling and less geared to develop new, corporate-related business 
outside their established product market area. Even local market stud
ies which are outside their normal business area tend to be of poor 
quality. In most cases, demands for new business development from 
headquarters only disturb their ordinary performance. This is the case 
even if they promise to do everything in order to help other divisions 
or managers take their first steps in their particular foreign market.
Statement 3. Management responsibility should be coherent with vest
ed authority.

A common source of tension and conflict is the misuse of the profit 
centre concept. Subsidiaries abroad are frequently defined as profit 
centres, with responsibility for the entire business performance, both 
short and long term. However, at the same time, a number of restric
tions and psychological pressures are put on them, so that responsibili
ties and scope for action are limited to an extent much greater than 
would have been necessary with regard to the initial business require
ment.
Statement 4. Inter-company social contacts are of great importance.

A well-functioning social network is not only an asset, in many cases 
it is also a prerequisite to mirror and support the formal organization. 
People who like to work together also tend to find solutions to complex 
business problems in an international network. Without these rela
tionships, people are not prepared to endanger their position either by 
acting against formal instructions or by taking direct "horizontal” con
tacts, when these are proscribed.



Statement 5. It can be dangerous to blindly reproduce the core business 
idea abroad.

Only very few corporations have such unique competence and thor
ough understanding of the global business logic that they can apply a 
proven success formula in a foreign market. Many companies believe 
they have these intangible assets without due regard for the fact that 
"the match is played abroad, according to local rules and conditions”. 
Not only does this belief make failure probable, it also makes the sub
sequent interpretation of the reasons for failure meaningless. Thus, 
those involved are even prevented from learning something useful 
from past mistakes.
Statement 6. If one manages to start up abroad and operate successful
ly, new organizational challenges must be faced.

We have learned how difficult it is in multi-business corporations to 
find a compromise between administrative efficiency and the drive to 
develop business at the subsidiary level. When should there be a joint 
subsidiary, representing all the businesses of the corporation? In most 
cases where attempts have been made to place several businesses un
der one umbrella, and an "administrator” in charge of the subsidiary, 
the result has been a clear disaster. The Managing Director of a subsid
iary must have at least some real business responsibility in the market 
area concerned.
Statement 7. Understand the subsidiary role from the headquarters’ 
viewpoint as well as from that of the subsidiary manager.

It makes a great difference whether the subsidiary is considered as 
an important customer, or only the marketing instrument of the par
ent company. It also makes a great difference whether headquarters is 
seen as a monopolistic supplier of random quality goods and services, 
or as an important resource pool. Many operational problems can be 
explained by the misfit of the "accepted” roles of the parties.
Statement 8. It is important to perceive these roles in the same way.

One of the most intricate issues in parent/subsidiary relations is the 
devopment of a joint vision between corporate and subsidiary manage
ment as to what role the subsidiary should play in the corporate strate
gy. Very few subsidiary managers ask themselves what they could do 
for the corporation in strategic terms. Based on a few observations on 
this particular issue, a concept leading to a "strategic contract” can be 
developed. See Figure 1 below as a simple four-field table to identify 
typical position-taking: "Isn’t it enough that we make a profit?”.

The subsidiary regards itself as

a marketing instrumentan important customer

a monopolistic supplier an important resource pool

Headquarters regards its subsidiary as



Statement 9. Decide how common perceptions should be established.
International companies tend to have quite different conceptions of 

the controller function and the controller network. One can observe 
anything from sophisticated intelligence operations to strategically i- 
dentified and supporting structures. We have found that the American 
method of reporting to headquarters and thus the role of the controller 
network, is very different from that of Scandinavian corporations. In 
comparatively young international organizations built up over only a 
few years, different views on the controller question, its role and contri
bution to corporate success, tend to create internal tension.
Statement 10. Identify the driving forces behind import and export in 
order to clarify the perceptions to both parties.

The descriptions above do not claim to be a complete picture of the 
export concepts, since they are based on only several successful sys
tems within the export trade. Their purpose is to show the abundance 
of variety in business logic and, at the same time, to inspire unbiased 
export thinking at a conceptual level.



Market mapping: making use 
of information sources
by Bengt Rubin, Digital Equipment AB

Introduction
In international marketing, large amounts of data are handled, from 
order confirmation and delivery details to price quotations and infor
mation on competitors and clients. In certain situations, the need in
creases for an exhaustive information analysis both of the company it
self and of the various parts of its distribution network (eg its subsidi
ary companies, distributors, sellers, etc). This kind of information a- 
nalysis is of particular interest when the company’s international ac
tivities undergo some form of change. This can be the case when new 
branches are set up, or new products introduced, in response to changes 
in economic trends, and when market conditions suddenly fluctuate 
with price freezes or import suspensions. Many internationally active 
companies carry out systematic and regular analyses of market infor
mation, notably in connection with budgeting and market planning for 
each financial year.

This chapter consists of the following four sections:
The role of market information
This is an introduction to externally available information and its role 
in the overall activities of a company. It also presents certain aspects of 
time and cost, often ignored when a market mapping is to be realized.
Market mapping
Here an indication of the layout of a market report and other essential 
conditions are taken into account.
Information sources
A brief account of, and commentary on, different categories of infor
mation sources is provided.
Data bases
This develops the concepts of on-line information retrieval.

The role of market information
In principle, all information retrieved has the function of assisting in 
the management of the company, ie in the "managing process”. This 
information constitutes a basis for decision-making related to setting 
company objectives.

A number of managing and decision-making tasks are conferred 
upon the company. To deal with such tasks, the decision-makers need:



— information on current conditions in the environment, ie competi
tors, clients, etc.

— information on their own company, ie sales development, new objec
tives, etc.

Roughly speaking, we can list three types of decision-making situ
ations which the company must confront.

Fig. 1. The decision-making situation of a company

Type of decision Formulation of question

Strategic Which products and services should the company offer and 
in what quantity?

Resource-oriented or 
tactical

Which resources are needed to carry out the decisions? How 
are these resources developed and organized?

Operative To whom should the products and services be sold and in 
which way? Which is the most efficient way of using the re
sources?

For each of these decision-making levels, a different kind of infor
mation is required. The strategic process phases consist of the formula
tion of the strategy and the objectives of the company, the development 
of resources and production, and finally management control of the 
process.

The organization of companies of a certain size often reflects the dif
ferent levels of decision-making. The strategic decisions are made by 
the group or the division management, whereas the operative deci
sions are made by the line management. The controlling function, 
though, is practised on all levels.

The different decisions have varying time horizons. Strategic deci
sions aim at objectives three to five years ahead in time. In addition, 
the time horizon may vary greatly from one line of business to another. 
Resource-based decisions often need a time horizon of about two years, 
whereas operative decisions concern an objective one year ahead or 
less.

A schematic account of decision-making levels, time horizons, need 
for information, different types of plans as well as formulations of ques
tions, is given in Figure 2 below.

The kind of information needed depends on the specific state of busi
ness of a company. The position in the decision-making hierarchy re
flects how detailed is the information required.

Four aspects of the information retrieval can be said to influence its 
results:
- the degree of detail required, which increases the more the infor

mation influences the daily operative activity
- the time aspect, ie the maximum time available for the information 

retrieval



Fig. 2.

Strategic Resource-
based

Operative Control

Organization
level

Group
management

Division
management

Line
management

All levels

Task Adapt the or
ganization to 
changes in the 
environment

Adapt products 
and services ac
cording to the 
strategic plan

Carry out the 
tactical plan

Retrieve infor
mation and 
compare with 
plans

Documentation Strategic plan Product/division
plan

Budget Statement of ac
counts

Time horizon Approx. 5 years Approx. 2 years Approx. 1 year Current
Information
Requirement

Macro-
economic, polit
ical and techno
logical 
development

Market condi
tions, on the 
line of business 
and on competi
tors’ technology

Information on 
clients, compet
itors, production 
technology, etc

Accounts, sales 
status, and inter
nal data

Key questions What is our ob
jective?

Which resources 
are required and 
how are they to 
be obtained?

How to imple
ment?

How does it 
happen? Where 
are we now?

— the maximum costs allowed for the information retrieval; the more 
details and factors of current interest required and the shorter the 
time margin, the higher will be the costs for the information retriev
al

— the availability of the information decreases according to the degree 
of detail and current interest desired

Macro-economic surveys, political information and such are relatively 
easy to obtain, whereas information on the plans of the competitors and 
on potential buyers for the products or the services in question may be 
very difficult to find. Figure 3 below illustrates the concepts discussed

Fig. 3.
Availability and

Level of planning type of information Cost

Strategic \ Macro (political, 
social, economic)

/ Low

Tactical \ Line of business, /
technology, resources /

Medium

Operative \ Client, competitor / High

Time of sale \ Client, needs / Very high



above, namely the degree of detail, the time aspect, costs and avail
ability of the information.

Market mapping
A market mapping often includes a description and evaluation of:
— one’s own industry or line of business
— the size of the market
- competitors, suppliers and the final consumers
- other factors which influence the market and the line of business

Line of business analysis
The expression "a line of business” refers to companies which produce 
or offer similar articles and/or services. Lines of business should gener
ally be considered in a global perspective, where actors of several dif
ferent kinds play their role. The line of business to which a company 
belongs is naturally an exceedingly important factor as far as the de
velopment of the company is concerned. An equally important factor is 
where in the development cycle of the line of business in question the 
company stands. To analyze the line of business, there is a series of 
important factors to consider, particularly if an international business 
development is contemplated. Some of these questions will be dealt 
with in the following paragraph.

The market mapping should be started with a definition of the di
mensions of the line of business. There are great differences in line of 
business definitions between different countries, despite the globality 
of the approach (eg when it comes to questions of affiliation and delin
eation between the different lines of business). Each line of business 
has its own development as to background, degree of maturity and 
trends. To the general picture of the line of business, which the market 
mapping attempts to draw, should be added a commentary on restruc
turing now under way, and examples of unsuccessful drop-out compa
nies. It is then recommendable to give an account of companies within 
the line of business which differ from the norm by eg their assortment, 
production technique, pricing or product distribution.

The market mapping should also comment on new products and 
services within the line of business which have enjoyed a noticeable 
success and might influence competing products. Other important 
questions are: Where are the products used and what is the expected 
development of the fields of use? Another important aspect to consider 
is that the technological development advances at high speed, result
ing in an increasing degree of mechanization and automation within 
an increasing number of lines of business.

Market analysis
This part of the mapping should include information on the size of the 
total market in terms of volume and value, and its development over 
the last three to five years, as well as the corresponding values for the 
particular products in the line of business. The total market means the



internal consumption: domestic production plus import minus export. 
The estimation of values depends on where in the distribution chain 
the data are taken: at consumer, wholesale or import level. The degree 
of detail, therefore, depends on the line of business itself, the infor
mation need and the budget available for information retrieval.

Competitor analysis
A market mapping without a proper survey of the competitors may 
prove to be disastrous. At the same time, too many details of this kind 
are undesirable. When purchasing a company, or when introducing a 
new product into a totally new market, the company must make the 
competitive analysis meet special requirements; these, however, will 
not be discussed further here. The normal procedure is first to identify 
the competitors, their inter-relationships and distribution network, 
concentrating on the major competitors and their market shares. If 
possible, this basic information should be completed with historical in
formation on the competing companies and their development over a 
longer period of time.

The description of the competitors can be made in many ways, de
pending on the time- and cost-budget of the market mapping. The com
petitors are described with respect to
- their sales development, both as a whole and per product, preferably 

stated in volume as well as in value
- development of market shares per company
- their management, organization, production processes, etc.
- possible uniqueness with regard to products or organization

The consumers!end-users
The importance of the client as an object of interest in the market map
ping depends on whether the products/services which are about to be 
marketed will be sold directly to the consumer or whether semi-fin
ished goods are delivered. Many local studies present useful surveys of 
the consumer market, but forget to examine the future possibilities for 
a certain product or service. There are several examples which show 
the importance of being open to new chains of reasoning. Instead of the 
product itself, it might be the company’s production technology that 
would be interesting to sell - and in that case, for a variety of applica
tions.

Other factors which affect the line of business
Special factors might exist which are likely to affect the market, but 
which do not necessarily emerge when the company analyzes the re
trieved information. Questions of legislation or other regulations, own
ership or the development of new technologies should all be dealt with 
separately. There is no precise heading or title under which to deal 
with these factors, however, they must not be omitted in a full market 
mapping for a certain product or group of products.



Information sources
Before starting the actual information retrieval, the company must 
have considered what kind of information it should seek. What does 
management need to know and why? How much time and what re
sources are at its disposal? By having a clear idea of the information 
required for dealing with its marketing questions, it will, of course, be 
in a better position to carry out a systematic information retrieval.

It is advisable to make a quick and broad information retrieval at an 
early stage, to find out what others may have written about the market 
in question. By consulting different data-bases, one can now carry out 
this information retrieval both quickly and at a reasonable price. (In
formation retrieval in data bases will be further discussed later in this 
chapter.)

There are major differences both between countries and between 
lines of business, as far as the availability of information is concerned. 
The availability of market statistics varies greatly from one country to 
another; equally varying are the possibilities of finding key figures on 
particular companies. The reliability of the available information and 
statistics is also subject to variations.

- For information on the line of business and its development, consult 
trade organizations, periodicals, annual reports, etc. A newspaper 
and periodical search may prove very valuable indeed. By consult
ing data-bases, one can easily and quickly select relevant period
icals and articles.

— For information on the market and on competitors, one can find pre
viously published articles on market research which could prove 
useful. Several good surveys of such research are available. Here, 
as in the case of information on the line of business, data-base re
trieval will be of help in identifying relevant material. Information 
on competitors, suppliers or potential clients is to be found in much 
of the daily, weekly and scientific press. But even within this field 
there are specialized, usually national, registers of companies. An
nual reports, brochures and other material, published by the par
ticular company, are also very valuable for successful information 
retrieval. A series of organizations draws up market reports more 
or less regularly. Some of the most well-known are:

- The Economic Intelligence Unit, London
- Predicast Inc, Cleveland, Ohio
— The US Department of Commerce, Washington DC.

Apart from these market reports written in English, there are usually
— at least for the industrialized countries - several market reports in 
the local language.

Statistical material can be retrieved from the different statistical 
central offices. In addition, some private organizations have special
ized in gathering and compiling public statistics. For macro-economic 
data concerning a series of countries, sources like the OECD and the 
IMF are invaluable.



However, it should be emphasized that most companies have access 
to much of the required information within their own structures, in 
company archives or within the sales organization. Before turning to 
external information, the company’s own sources should be well ex
ploited. Once more, there are good reasons for stressing that the qual
ity and the reliability of statistics may vary greatly from country to 
country. Information about particular companies, their financial 
status and ownership structure, is sometimes difficult to obtain, as 
much relevant data does not always have to be published.

Information retrieval by means of data bases
Information retrieval for international marketing, or for the market
ing of a new product on an already covered market, has always been a 
very time-consuming activity. The rapid development of computer 
technology during the seventies and eighties has paved the way for 
completely new information retrieval methods. Registers, reference 
records, periodicals, expert reports, books, even entire desk studies, 
have been compiled in machine-readable registers, while programs for 
the retrieval and processing of all registered material have been devel
oped and greatly simplified.

This section will give a brief commentary on:
- the terminology and the type of data bases used
- the suppliers which appear on the market and examples of compa

nies which offer data base services
- examples of how a particular company may use data bases for infor

mation retrieval as well as examples for the individual user

Terminology and definitions
A data base in this context is a systematic collection of data or infor
mation in "machine-readable” form. "On-line” search indicates that 
the user of the data base reaches the computer where the data base is 
accessible, usually by means of an ordinary telephone line or a dedica
ted line.

Today (1986) there are approximately 2000 public data bases which 
are used internationally for information retrieval in such disparate do
mains as chemistry, aviation, politics, and economics. The names and 
contents of these data bases may be found in a number of bibliogra
phies published yearly.

In principle, there are two types of data bases
A. Reference data bases, which refer to published books, reports and 

articles in periodicals
B. Fact data bases, which include information on the financial status 

of existing companies, tables related to international/national 
economics, statistical material, etc.

The fundamental difference between the type A and type B data bases 
can be described in terms of user approach. Whereas the type A infor
mation must first be procured, then read through and finally judged 
useful or not useful, the type B information is directly applicable, such



as information on companies’ profits and their profit development, last 
week’s price development for well-defined types of raw material, infor
mation on the times of departure and flight fares for a certain destina
tion, etc.
Figure 4 below describes the parties involved in the data base business:

Fig. 4.
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Note that
- a particular data base is often available through several data base 

hosts.
- less experienced users of data bases are advised to consult so-called 

"information brokers”, ie libraries, consulting firms and others 
which have extensive experience with information retrieval and 
processing by means of data bases.



There are far too many data bases to give a complete and detailed ac
count of them all here. We have therefore chosen to mention some 
internationally well-known and frequently consulted data bases, toge
ther with short notes as to their contents, the data base hosts and 
where they are accessible.

Data base Contents Data base host

ABI/Inform reference data base DATASTAR/U.K. 
SDC/ORBIT/USA, etc.

BI/DATA; Forecast facts, time series DIALOG/USA

Cronos-Eurostat statistics DC/DATACENTRALEN/
Denmark;
CISI/Belgium

Disclosure II bibliography DIALOG/I P Sharp
E.A.I. bibliography Belindis/Belgium;

DIALOG/
Fintel (Financial bibliography DATASTAR/
Times Comp Info) full text BRS/
Harfax company information DATASTAR/

DIALOG/
IFS (International macro economic I P Sharp
Financial Statistic IMF) statistics
PTS/PROMT reference data base DIALOG; DATASTAR
Textline reference data base Finsbury Data Services/U.K.

As this list gives a limited picture of existing data bases as a whole, a
few supplementary remarks should be made:
- Many internationally accessible data bases have commands, query 

languages and references in German, French and Italian as well as 
in English.

- Today there are some ten data base hosts of a certain importance, 
DIALOG with 140 data bases, SDC and ESA/IRS with 40 data bases 
respectively, and eg I P Sharp with 130 time series data bases.

- For reasons of competition, language obstacles or other restrictions, 
many data bases are available in one country only; in Sweden there 
are about 100 public data bases, of which several are in Swedish. 
The conditions in countries like Italy, Finland and France are very 
much the same.

For those who like to use data bases themselves or prefer to consult an
information broker, a check list is given below.
- Analyze the information need. Decide whether you are primarily 

looking for pure facts or references to books, newspaper articles etc, 
which might deal with your problem.

- Invest in the training for information retrieval by means of data 
bases. Invest in manuals and try to get a good grasp of the structure 
of the data bases in which you are interested.



- Make investigations about the availability of the system which you 
intend to use, ie find out how many hours per day the system is 
open, what training is offered by the data base host, whether there 
is any "help desk” (hot line) which you can phone, or if the data base 
host is represented in your own country.

- Calculate the costs. Find out what technical equipment is needed 
(terminal, modem, subscription, etc) and what are the fixed costs 
(monthly subscription, minimum monthly fees, etc).

The development of data bases takes place mostly in the fields which 
correspond to the need for economic and financial information in the 
business world. The increasing number of users who are not qualified 
computer specialists or documentalists makes greater demands on 
data base producers and data base hosts who have to adapt query 
languages, nomenclatures, manuals and log-in procedures to the new 
group of users.

Summarized advice
- Obtain and use the company’s internal information about the mar

ket in question. Let the sellers — either continuously or else in con
nection with the budget planning once per year — sum up the mar
ket situation, the sales of the competitors, etc.

- All information retrieval involves expenditure; the greater the de
gree of detail and current interest, the higher the price for the infor
mation. The expenses for information retrieval should therefore be 
considered as part of the marketing costs.

- Verify the data. Try to get two independent sources to answer the 
same question.

- Make a judgement of the reliability of figures and estimates. What 
source has been consulted, how have the values been estimated, are 
other data from the same source reliable?

- Data base information retrieval often provides relevant infor
mation from less evident sources, as well as references to already 
existing reports and surveys, produced by institutions or consulting 
firms which have better resources and more adequate local knowl
edge.

- Don’t count on the consultant or the information broker knowing 
your line of business. Be explicit in defining the question, but be 
prepared to accept a broad view and to relate your perhaps "odd” 
market segment to a bigger more well-known segment which is 
likely to influence your own activities.



Development paths of subsidi- O K 
ary networks **
by Staffan Gullander, Atlas Copco MCT AB

In this chapter, we shall discuss a number of problems arising within 
more mature groups of companies where the presence of several for
eign subsidiaries has been established for a long time. This situation 
concerns a great number of multinational companies, many of which 
are listed on the Swedish Stock Exchange.

Furthermore, we shall permit ourselves to speculate about likely 
long-range trends in the parent/subsidiary company relationship.

The designation "parent company” will be used to cover parent and 
division management, as a combined name for the closest hierarchical 
supervising entity to which a subsidiary company belongs. In a few 
cases, the discussion demands that we treat three separate entities: 
parent, division and subsidiary; in these cases, this distinction will be 
explicitly mentioned.

Resistance to change
The first kind of problem we shall address concerns the difficulty to 
motivate, in a mature group of companies, a willingness to change at 
a rate satisfactory to the other party. This concerns both the parent 
company’s opinion that the subsidiary is slow in changing, and vice 
versa. The slowness can concern different things: the subsidiary’s tard
iness to take in new products launched by the parent company, to find 
new distributors, to improve the competence of its sales-force, - as well 
as the parent company’s slowness to offer products suitable for the 
needs of the particular subsidiary, to realize the need for adaptation of 
normal sales-supporting material, etc.

The role of the subsidiary
A ready definition of the cause of this resistance to change is to consid
er the problem a consequence of an unclear group strategy, especially 
one which concerns the distribution of roles between the parent com
pany and the subsidiary. The parent company regards the subsidiary 
as its "extended arm”, with the role to sell the products which the par
ent company has developed and manufactured. On the other hand, the 
subsidiary can see its role, within its own country, in establishing as 
large a sales and profitability record as possible, in the name of the 
whole company group.

The subsidiary looks upon itself as a part of a global sales network, 
which shall be furnished with products, and considers that this net
work is the "raison d’être” of the group. Such an opinion is reinforced 
by the fact that within many company groups, most of the employees



are engaged in selling, (even if they are not all sales or marketing men) 
working abroad often very independently for a long time.

To bring the question somewhat to a head, one can ask if the sales 
network (of subsidiaries) is there for the production, or the other way 
around. The answer is, of course, that both parties are necessary com
ponents in the total business. One conclusion is also that, on this pure
ly descriptive level, we do not gain any insight into really solving the 
problem of mutual resistance to change. We shall therefore attempt to 
deepen our insight by suggesting some possible explanations.

Consequences of growth
In multinational Swedish companies, the most usual historical devel
opment is that the Swedish product, sales-wise, successively extends 
itself globally via distributors, who when they have reached a certain 
size, are acquired or become reorganized as partners, with the Swedish 
parent company as a controlling part-owner.

From the beginning, we have thus a clear-cut strategy for the given 
products to find a market abroad, and this promotes the development 
of profit and growth of the company group.

With time (we assume) the business in the country will develop more 
and more successfully. Out of the small subsidiary, a company with 
several hundred employees will finally emerge in large and impres
sive, multinationally standardized office buildings. There are not 
many people left of those who were there from the beginning - and def
initely none in the management - as they, being part of the company’s 
mobile pool of personnel, become subjects for career development 
transfers throughout the world. A possible consequence is that, within 
these foreign sales companies, it becomes difficult to produce and 
maintain a deeply rooted sense of solidarity with the company group. 
The individual subsidiary tends to focus on its business situation in an 
overly narrow sense, and ensuing decisions are not necessarily the best 
for the company group. Thus we find the well-known problem of sub- 
optimization. An equivalent set of problems probably would not affect 
the growth of a Swedish subsidiary as easily, as the proximity of the 
parent company would make it possible for the representatives of the 
two organizations to meet often, regularly or ad hoc, and an exchange 
of opinions would produce new ideas, opinions and policies for the re
spective parties, out of a common frame of reference. The foreign sub
sidiary would, however, associate itself more and more with the local 
surroundings and would tend to isolate itself from undesired disturb
ances from the parent company. Many people will certainly claim that 
this is a superficial picture of reality, but the author’s opinion is that 
elements of this view of the relationship between the parent company 
and subsidiary exist for certain countries over certain periods. This 
constitutes a major difficulty in developing an efficient relationship be
tween the parent company and the network of subsidiaries.

Increased need for distributor sales
Another complementary explanation for the resistance to change can 
be expressed by the following:

Many subsidiaries have started their existence with a group of sales



men who have sold directly to a final customer. This has proved a good 
system for such products characterized by a relatively low technolog
ical level, a new method to solve an old problem - or a similar situation. 
With time, this system becomes generally known and the product grad
ually becomes "standardized”. The competition from similar products 
increases. With this, the need arises to reduce the costs of reaching a 
final customer by using a middle-man, distributor or agent. The sale 
through the latter puts forward quite new demands on the subsidiary. 
Distributors will then have to be identified, analyzed, selected and con
vinced that the company’s products are suitable to be part of the distri
butor’s line of goods. Sales supporting material must be worked out, 
"distributors’ meetings” and campaigns must be arranged, the financ
ing and the stock of spare parts must be adapted to the new situation, 
and so on.

Thus quite new demands are presented to the subsidiary. These de
mands cannot easily be met by specific support from the parent com
pany, partly because the selling by a distributor, in its exact form, can 
vary greatly from country to country, and therefore is not known to the 
parent company.

Moreover, a complete transition to distributor selling can psycho
logically be regarded as a step backwards in the life cycle, in that the 
subsidiary started its enterprise by taking over a distributor.

Specialist salesmen
Another change in the demand to sell the parent company’s products 
can arise from the fact that the products - contrary to the situation 
above - become more complex and sophisticated. In small markets, it 
becomes difficult to support the cost of salesmen who have specialist 
competence. Probably, such a specialist must be financially supported 
by several countries together, or perhaps he is available only at the 
parent company. The role of the subsidiary’s salesmen becomes, on 
basis of a superficial knowledge of the product, that of identifying a 
potential client, and calling in the specialist - who later carries 
through the deal. The subsidiary salesman is functioning here as a 
kind of "finder”, being motivated for his achievement by some form of 
commission.

The reward system
A further explanation for the slowness of the organization to change 
can be found in the salary structure for key personnel within the par
ent company and the subsidiary. A change caused by the introduction 
of new products, the establishing of new distributorships and so on, is 
costly and leads, in the short term, to a decrease in profitability. With 
a reward system based on bonus for (often short term) results and em
ployment periods of 3-4 years, both within the parent company and the 
subsidiary, the tendency easily is to avoid risk and change. One obvi
ous solution here is to create a more long term-oriented and all-encom
passing reward system, i e more developed both in time and scope, and 
/or to agree on sharing the investment costs between the parent com
pany and the subsidiary. In addition, a long term strategy can be estab
lished between the parent company and the subsidiary, expressed in



specific short term actions needed to reach mutually accepted strategic 
objectives.

Need for new/additional products
A final explanation for the slowness of change of the parent compa
ny/subsidiary can be that the subsidiary thinks it does not get exactly 
the kind of products it considers necessary. This may concern anything 
from the need for rebuilding/adapting an existing (world) standard 
product to the demand for completely new products. From the parent 
company’s point of view, this is a difficult decision point, either because 
the total quantity of the special variant is not considered to be large 
enough - even if the product could be sold in several countries - or be
cause limited resources within central R & I) do not allow for priorities 
for satisfying such "special needs”.

The solution to this problem is to improve communication between 
the subsidiary and the parent company, aiming towards the under
standing of the other party’s situation and an awareness that all deci
sions taken together are for the good of the group, due consideration 
given to the limitations of resources. Communication can be improved 
by different means, for instance, through exchange of personnel, long 
term employment within the group but at different companies, etc.

The discussion of the problem of resistance to change has not devel
oped a universal solution. However, the author suggests that through 
insight into a number of attendant problems, and their step-wise solu
tion, one can obtain a satisfactory solution to the whole issue.

The subsidiary’s competence profile and organizational devel
opment
We have, in the first part of this chapter, touched upon the changed 
demands which can be put upon a subsidiary as a consequence of the 
development of the company and its products. A subsidiary which has 
been concentrating purely on direct sales can be forced to build up a 
complementary distribution network, or, on the contrary, to observe 
that the parent company directly, or regionally, takes over the contact 
with a final client. How shall a subsidiary react to confront these 
changes? Are they altering its role? These and related questions we 
shall try to answer below.

As background, it may be suitable to try to analyze what competence 
a "mature” sales company has, what "competence profile” it possesses. 
It is beyond the scope of this chapter to make an exhaustive profile cat
egorization, but for the sake of reference, the following extracts can be 
presented:
The mature sales company - can create business within "its own”

country
- has built up contact networks within different 

groups (customers, banks, trade unions, authori
ties, etc)

- manages imports of products from the parent 
company

- can sell and execute service on complicated prod
ucts and handle spare part organization.



New demands
As a consequence of an enlargement of the company’s product line and 
the successive maturing of the products over the product life cycle, new 
demands are placed on the competence of the subsidiary. If we take the 
case that a complementary selling channel has to be built up, all the 
above mentioned competences will not be used, as in the case of a direct 
sale. Larger distributors may, for example, take care of the service ac
tivity themselves and also handle the stocking of products and spare 
parts. New demands will be put upon the subsidiary to give sales sup
port and financing — to the distributors, for example.

If the parent company takes over the sales of a product because it 
has become too complex, the subsidiary will continue to play a role as 
an importer of the product and may also provide certain services to the 
customer and keep a stock of spare parts.

A "menu” of competences
We notice, thus, that on the one hand new demands are put upon the 
subsidiary, and, on the other, parts of the competence profile are still 
valid. One could generalize from these examples by regarding the com
petence profile of the subsidiary as a kind of "menu” of competences 
from which the parent company and the subsidiary, in agreement, se
lect necessary components to create an interesting "meal”. This is in 
contrast to the present situation, where the subsidiary can be said to 
offer only a ready-made standard "meal”.

With this way of looking at things, greater flexibility in the subsidi
ary’s capability is created to offer just those individual competences 
which are needed for the introduction of a new product. The dialogue 
between the parent company and the subsidiary will not be a question 
simply of using the entire competence profile of the sales company. In
stead, the parties design together a new competence package for the 
whole company group, whereby parts from the parent company, and 
parts external to it, complement the competence package provided by 
the subsidiary.

In this way, one can find optimal group solutions for new products 
such that the subsidiary continues to play a role in the country, instead 
of being bypassed because the parent company does not receive orders 
from the subsidiary outside the "standard meal”. This adds alterna
tives to the solutions of declining to sell in the country altogether, or 
relying completely on external solutions.

From this point of view, one can recognize at a given point in time, 
a subsidiary which
- is responsible for the direct sales of product one
- is selling product two as an agent for the parent company and gets a 

commission for this
- stocks spare parts and carries out certain service activities for prod

uct three, which is sold by the distributors with direct delivery from 
the parent company

- is the global application center for product four
- is in charge of supervising a given global competitor



A partner rather than an ”arm”
We have here created dynamics in the relations between subsidiary 
and parent companies - a partnership of a much deeper kind than the 
standard relationship of today. The subsidiary becomes less the length
ened “arm” of the parent company in performing sales and more the 
partner of the parent company by planning sales together with the par
ent company - with possible support from external partners.

The new character of the subsidiary
The role of the subsidiary attains a greater complexity in a number of 
previously standard procedures, such as budgeting, inventory control, 
etc, and places new demands on the management in both the sales and 
parent company. Each subsidiary has the possibility to become more 
specialized than before, and the differences between the sales compa
nies tend to increase.

This, among other things, entails new tasks for the subsidiary’s 
board. These must be carried out with the participation of representa
tives who are well-informed about the business and are familiar with 
the market plan which has been chosen for the country in question. 
In concerns which involve a parent company, divisions within it and 
common subsidiaries serving all of these, the board tasks are likely to 
be delegated from the parent company to division management. The 
parent company, at the same time, concentrates mainly on financial 
control of the whole company group.

The division exerts direct influence on the board of the subsidiary 
and can therefore influence other external board members (banking 
representatives, industrialists, etc) from the subsidiary’s country. One 
can avoid a typical problem - the so called triangle drama - where

- the subsidiary MD and board
- the parent company and
- division management

in successive bilateral contacts - and often in vain - attempt to resolve 
issues of overriding importance.

This downward delegation of the board work to division manage
ment leads to further advantages, as for example, the development of 
experience of board work in general, and the assumption of total re
sponsibility for a subsidiary. This creates better opportunities for re
cruiting and developing good international staff within the divisions.

Another advantage is that it creates better possibilities for develop
ment of a strategic plan for the subsidiary, given the active partici
pation of the division, which guarantees the consistency of the divi
sion’s own strategic plan. With that, a basis for the yearly budget will 
evolve during contacts between the subsidiary and division manage
ment, and this work can then be concentrated upon resource allocation 
in order to fulfil the aims of the strategic plan. One can avoid wasting 
expensive time on discussions regarding unclearly formulated, long
term goals, put forward by each party on an ad hoc basis.



The strength of being a focal point in a network
The diagram of the multinational company which we discuss here, de
picts the fact that every subsidiary (su) and parent company (pc) is a 
focal point in a network of different relationships, see Figure below.

SU

su = subsidiary 
pc = parent company

Through the manner in which the company has likely developed, ie 
products have been flowing from the parent company to the subsidiary, 
an ethnocentricity of the relationship parent company-subsidiary be
comes prevalent. Not only products, but also know-how, information 
and decisions flow from the parent company to respective subsidiaries. 
A different mechanism introduces interlocking directorates, eg the MD 
of one subsidiary sits on the board of another.

Learning from colleagues
One strength in this network concerns the mutual relationships be
tween the sales companies, bilateral, or as a group. One result of such 
a relationship can be to transfer knowledge about how a distributor’s 
network can be built up and maintained, from experience from a coun
try which has strong competence in this area, to a country which has 
similar prerequisites, but not the experience. Not only may the parent 
company not possess an equally extensive experience, but developing 
contacts between two or more sales companies may also achieve added 
competence, both by localizing expert knowledge, and by having this 
knowledge communicated by colleagues from in-group companies. 
Through the common line contact of these colleagues with the custom
ers, a common base of understanding is created which can facilitate 
knowledge transfer. Here, the same phenomenon can be found in the 
introduction of a new product from the parent company, namely to cre
ate references in the form of successful introductions in at least one 
subsidiary before making a more global introduction.

It is important that these inter-subsidiary contacts take place spon
taneously, meaning that the parent company should not intentionally 
direct them. The parent company can contribute by ensuring that rep
resentatives within the managements in respective subsidiaries have 
sufficient occasion to get to know, closely and personally, their col
leagues in corresponding positions in other sales companies. This can 
be done by management directors’ conferences, meetings on introduc
tions of new products and different theme-meetings, with the assist
ance of several representatives of the subsidiaries.



There is an abundant supply of information which can be trans
ferred between subsidiaries. Other examples concern

- application experiences for a given product
- ideas for new products and services
- identification of appropriate measures to meet competition from a 

regionally common competitor.

The strength in the network will naturally not be perfected before all 
avenues of approach in the network are open and function in both di
rections. We could then expect an effective feedback about (for exam
ple) market demands that will reach the parent company. Competitors’ 
behaviour within the network can be reported to the parent company, 
where it will be processed and result in a policy of counter-measure in 
a selected subsidiary. An international customer’s dealings with a sub
sidiary can lead to a homogeneous handling of the same customer by 
other subsidiaries.

A further development of the network intended to balance the par
ent company’s strong central role can also be effected if certain subsidi
aries with common product needs, (and with the approval of the parent 
company), start their own R & D or production. Such tendencies can 
also be promoted by external forces, such as, for example, demands for 
local production in countries like India, Brazil and Mexico, where, 
through the creation of production units, a regional "solidarity” is 
brought about through a common source of supply.

An important conclusion to the above network model is that it em
phasizes the fact that the total strength of a number of subsidiaries is 
larger than individual subsidiary’s own isolated strength, as a conse
quence of the strong positive synergy developed within the network.

Conclusions
In this chapter, we have devoted some time to issues arising in mature 
multinational companies concerning the network of subsidiaries.

We have noted the importance of maintaining the sales appetite and 
spirit at a level of importance relative to that prevailing during the 
early days of the subsidiary. Too many efforts are easily wasted by 
internal "friction”, in endless discussions which mirror tensions built 
up between different parties in the group.

These tensions result from changes both within and outside the mul
tinational company itself. Internal changes concern changes of person
nel, products becoming more mature, increasing number of products 
sold, divisionalization introduced at parent/division level without cor
responding change at subsidiary level, and so forth.

External changes cover, for instance, change in the competition 
structure, development of new distribution means, technological 
change. The responsibility to overcome this situation rests with all 
parties, the parent company, the division and the subsidiary. Through 
creative efforts two things may materialize: the specific issue will be 
resolved, and, by a problem-solving process, a new spirit may develcp



that will lead to a revitalization of the relationship between the parent
company and its subsidiaries.

To this end we would like to provide some pertinent observations:

1. Allocate top-management time to maintain strong company unity 
in the parent/sales company relationship.

2. Over large time spans in the life of an individual subsidiary, people 
and products change, and require finding new means to develop 
sales further.

3. Large subsidiaries possess many different competences, which in 
sales of new products may not all be needed, and some might have 
to be complemented from the parent or external sources. This might 
create a new breed of subsidiaries focussed on a partnership basis 
with the parent, rather than on the traditional sales outlet role.

4. Subsidiaries tend to become more varied over time, creating a het
erogeneous network. This results in a sales organization that is 
more business oriented, although more complex to manage.

5. Promote development of inter-subsidiary contacts in the sales net
work by planned transfers of people, interlocking directorates, con
ferences, meetings and the like.
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head-hunters 125
high tech 22, 79
Hong Kong 98, 198, 221
hostage 22
hostile take-over 106
human resource development 5, 125-130

I
Iceland 219, 220
ICIA (International Credit Insurance As

sociation) 188
IEC (International Electrotechnical Com

mission) 228
IFS (International Financial Statistic 

IMF) 266 
IKEA 88, 254 
IMF 263
import-creating "pull” 253 
import
- quota 90
- restrictions 203, 217, 223
- temporary 222 
incentive system 18 
Incoterms 208, 209, 210 
indemnification 187



indemnified 61 
Indevo 253 
Indonesia 220
Industriens Utredningsinstitut (IUI) 17 
industry
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Ireland 219 
IRO 88
iron ore 100
ISO (International Standard Organi

zation) 228 
Israel 220
Italy 165, 186, 209, 219

J
Japan 42, 47, 66, 67, 186, 193 
J & J 112
job rotation 128, 129 
joint venture 92

K
knowledge investment 19 
knowledge-based industries 23 
KOMPASS 90 
Kuwait 220

L
LAFTA 220
LAIA (Latin American Integration Asso

ciation) 220 
Latin America 241, 242 
launch 95 
law 209, 235
- applicable 200 
learning 23-25, 27, 274 
leasing
- export 172
- financing 172 
legal conflict 209-210 
letter of credit 57 
letter of intent 198 
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This book will undoubtedly be a very important instru
ment when introducing special marketing techniques, 
opportunities andproblems to businessmen and others 
who in their work are dependent on an understanding 
of Swedish people and their traditions, mentality and 
methods.
The editor, Prof Sten Söderman, has successfully 
coordinated the work of many authors so that the indi
vidual parts actually point to the same goal. This has 
resulted in a well-orchestrated instrument for interna
tional business people — in Sweden and in other 
countries.

Bo Hampus Israelsson 
President
Swedish TYade Council

Swedish Trade Council


