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			Foreword

			The globalization of the economy and production activities, which has reached significant dimensions, compels many companies to make strategic decisions to optimize their supply, production and distribution processes to reach final markets. These companies also have to manage their international purchasing and selling operations, forced by the opening of markets, competition and the division between producer and consumer economies. 

			In any case, international trade provides the company with great benefits including the following:

			
					Increases sales by accessing new international markets.

					Enhances economies through more efficient use of resources.

					Diversifies risk by operating in different markets and countries.

					Reduces exposure to market economic conditions.

					Extends product life cycle.

					Expands market segments and customer profiles as international markets evolve.

					Gains access to a broader network of suppliers and partners.

					Improves competitiveness by optimizing costs through access to purchasing in international markets.

			

			International trade allows companies to compete with foreign companies operating in the domestic market.

			However, operating in international markets not only brings benefits but also involves various types of risks, among which the following stand out:

			
					Commercial risks: non-payment or breach of contract.

					Country risks: political (war, public sector default, capital controls, etc.) or extraordinary (natural disasters that prevent operations from taking place).

					Customs risks: the operation may be hindered or temporarily delayed, or incur higher than expected costs (potentially rendering it unprofitable) due to poor customs procedures that affect nearly all foreign trade operations.

					Other risks: transportation (accidents), exchange rate fluctuations, etc.

			

			International trade operations are subject to greater risks and uncertainties than domestic ones due to linguistic and legal differences, the complexity and cost of transportation over long distances, compliance with customs formalities and requirements, and trade dynamics, among other causes.

			Given the obstacles that all of this poses to the activities of companies, and in order to facilitate sales in the international arena by applying standardized criteria that offer security and limit disputes, the International Chamber of Commerce (ICC) published the first version of the Incoterms rules in 1936. These are the ICC rules for the use of national and international trade terms. These rules allow the determination of the tasks, costs, and risks that the selling and buying parties must assume based on a sales contract (national or international) and depending on the operations carried out in its execution. In this way, Incoterms rules have the character of lex mercatoria (merchant law) and constitute one of the tools used by companies to conduct their business safely and to reduce the risk of disputes and litigation.

			The application of an Incoterms rule to the contract of sale determines:

			
					The main obligations of the selling and purchasing parties in relation to the contract.

					The costs to be borne by each party with respect to transportation and other links in the logistics chain.

					The obligation to perform customs clearance (if the transaction requires it).

					The timing of delivery and transfer of risk from the seller to the buyer.

			

			Consequently, any organization involved in an international trade operation needs to know and correctly apply these rules (which are equally applicable in the national arena), as their ability to do so depends on their capacity to:

			
					Offer prices adjusted to the costs that it must assume as the selling party (therefore, with a rule that assigns higher costs to this party, a higher price will be proposed).

					Interpret the prices of purchase offers and choose the best one in terms of costs and risks.

					Fulfill the obligations established by the agreed rule and determine those of the other party.

					Determine the time of delivery and transfer of risks of the goods during transportation.

					Negotiate and apply the appropriate rule according to the characteristics of the transaction.

					Identify the aspects not covered by the rule in question and which should be specified in the contract of sale (quality and technical characteristics of the goods, delivery time, means of payment, applicable law in the event of disputes and their resolution by court or arbitration, etc.).

			

			It follows that knowledge of the Incoterms rules is essential for the correct development of commercial activity in the international sphere, as their incorporation into a goods sales contract has implications for almost every aspect of each transaction. Hence, there is a need to use these rules appropriately and effectively to minimize the risks of operations and optimize their costs so that organizations canoperate in international markets under optimal conditions.

			Conversely, widespread ignorance of Incoterms rules and the consequences of their improper application can lead companies to use them inadequately for a number of reasons:

			
					Inertia (by accepting the terms proposed by the other party without assessing their suitability for the organization itself).

					Habit (consistently agreeing to the same rule in all operations).

					Other equally arbitrary criteria that expose companies to increased risks and costs.

			

			These situations often lead to breaches of contract, commercial disputes, duplicate cost payments, legally unfounded claims, customs issues, ineffective combinations with insurance and payment methods, and delivery delays. These issues inevitably harm the company and hinder its international expansion efforts.

			This book is a reference guide. The following pages provide an overview of international trade and its recent evolution, as well as its relationship with international transportation. It then presents the essential aspects of international logistics and the main characteristics of each mode of transportation. It also discusses the characteristics and necessity of these regulations, the main innovations of version 2020, their scope, and their relationship with transportation and insurance contracts, as well as with documentary credit.

			From a practical and operational perspective, this book provides a thorough analysis of the application of the various Incoterms rules, both multimodal (EXW, FCA, CPT, CIP, DAP, DPU and DDP) and maritime (FAS, FOB, CFR and CIF). The analysis includes a general description of the terms of sale and delivery of the goods, a list of the main obligations and costs to be borne by each party, and basic considerations for their effective implementation. Special attention is paid to various aspects of contracting for transportation and determining the time of delivery, the loading and unloading of the goods, and performing customs clearance. The explanation of each rule is supplemented by illustrations and diagrams showing the allocation of costs and risks between the selling and purchasing companies.

			Also included are some inappropriate uses of Incoterms rules for Maritime transport, such as FOB and CIF rules, which are widely used in containerized (multimodal) transport operations. In these cases, the costs and risks are presented, recommending the substitution of maritime transport rules with multimodal ones in container transport operations, in line with the recommendations proposed by the ICC.

			Nevertheless, there is no single Incoterms rule suitable for all transactions. In each case, the most appropriate one must be agreed upon according to the circumstances of the sale. For this reason, this book proposes criteria to facilitate the choice of the most appropriate rule and gives precise instructions for its correct and efficient application in the contract of sale.

			Finally, to illustrate the theoretical exposition, some practical cases of application of Incoterms rules to different sales transactions are presented. In each of these cases, it is necessary to determine the offered sales prices under different conditions or to choose the optimal purchasing alternative. These cases also illustrate the allocation of risks to the selling or purchasing company in the event of incidents occurring at different points in the logistics chain, depending on the delivery moment stipulated by the agreed Incoterms rule.

			In short, this work provides criteria, guidelines, recommendations, examples and practical cases for the appropriate and effective use of Incoterms rules. Its consultation will help to minimize business risks, optimize costs related to the purchase and sale of goods, and thus consolidate operations in international markets. This book is also designed as a handbook for professionals in international and domestic trade. It will be very useful both for companies that manage the purchase and sale of goods and transportation, as well as for all those professionally related to any aspect of these fields, such banking, customs management, consulting, law, teaching, etc.





  
    
      
    
  



			Chapter 1

			International trade

			1   Introduction to international trade

			The history of civilizations can be explained primarily in economic terms. Migrations, conquests, technological developments, and other advances are, strictly speaking, due to the desire to obtain more resources to satisfy the needs of a human group. 

			From the dawn of humanity, individuals organized in clans discovered that they could increase their wealth and power by establishing relationships of cooperation and exchange with other clans, tribes, and neighboring peoples. Commercial exchange, based first on barter and later on money, has been crucial to the development of civilizations and has shaped social, political, and economic development in every corner of the planet. Trade has allowed countries that engage in it to reap benefits such as access to economies of scale and specialization in production processes, raising people’s standards of living and society’s overall progress. 

			Broadly speaking, the stages of economic history have been marked by scientific discoveries, technological advances, and commercial exchanges. These three factors have shaped the characteristics of today’s societies, which are largely influenced by international trade, economic globalization, and technological advancements in the digital age.

			1.1   Recent developments and current situation

			After the Second World War (1939-1945), the victorious economic powers imposed a new world order aimed at maintaining peace in the long term and development based on the mass production, trade and consumption of products. This new order, forged with the support of global institutions (United Nations, World Trade Organization, International Monetary Fund, etc.), coincided with the division of the world into two economic blocs with profound political undertones (the Cold War period between 1945 and 1991). The confrontation between these blocs, led by the United States and the Soviet Union respectively, led in practice to the hegemony of the capitalist system, characterized by private capital accumulation. This socio-economic system is affected by multiple crises, imbalances and social and regional inequalities. Examples include the existing inequalities between the developed countries of the First World and the underdeveloped countries of the Third World, and the crisis suffered since 2008 by the Western economies, especially the European ones, which are still in the process of recovery with many uncertainties about the consolidation of economic growth. 

			Nevertheless, since the second half of the 20th century, economic development has been undeniable, and the world economy and international trade have experienced the most prosperous and dynamic moment in their history. The technological advances made during this period have had a direct impact on the development of international trade. The advent of the container and the development of transportation increased cargo capacity, speed, and connectivity. But there have been other advances as well, such as the progress of information and communication technologies (the digital era and e-commerce), the opening of international markets, the coordination of customs procedures and the reduction of their restrictions. All this has made it possible to harmonize and streamline banking practices and financial markets, resulting in what has come to be known as “economic globalization”. 

			Since the 1980s, the process of globalization has become much more dynamic with the incorporation of Latin America, Eastern Europe and, above all, Asia, with China and India (the “world’s factories”) at the forefront, having doubled their exports. 

			This new situation divides the world into zones of supply, production and consumption. Companies can now consider their location and performance in international markets according to the efficiency they achieve in each one. In other words, they aim for the highest profit margin possible. Companies can strategically study the best options for sourcing, producing, and selling globally because they have the necessary tools, techniques, and resources (transportation, communication, distribution, and means of payment). Today, we work from a holistic perspective: everything is integrated into a global and constantly evolving marketplace. 

			This change in strategy has given rise to phenomena such as the delocalization of production centers, international competition among logistics chains, corporate integration, extensive outsourcing of processes not central to their operations, the development of e-commerce, the automation of logistical processes, and the widespread application of technology to the logistics chain (transportation, tracking, customs management, warehousing, transmission of information between components, big data, etc.). 

			1.2   Current trends in international trade

			1.2.1   Major trading blocs: free trade vs. protectionism

			As part of the evolution described in Section 1.1, and under the accepted premise that international trade is beneficial for all globally, in recent decades (before the 2008 crisis and the arrival of Donald Trump at the White House), there has been a proliferation of commercial approaches among various states, which have contributed to the creation and development of various blocs. These are associations of several countries that aim to increase their economic development and international influence through greater integration of their trade relations. 

			After the Second World War, economic and trade blocs were created in different parts of the world to counteract the hegemony of the United States. This led to the agreements that laid the groundwork for the European Economic Community, the current European Union, considered the most integrated economic union and the most developed trading bloc in the world, despite the internal political crises it has suffered and the exit of the United Kingdom – Brexit – from the EU. 

			There are other important trading blocs, each with different levels of integration (trade agreements, customs unions, etc.), such as:

			
					The United States-Mexico-Canada Contract, better known as USMCA, CUSMA, ACEUM, or TMEC, depending on the signatory country, replaces the previous North American Free Trade Contract (NAFTA), updated under pressure from the U.S. administration upon Donald Trump’s presidency. 

					The Trans-Pacific Partnership (TPP), was signed in 2015 by Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore and Vietnam. Although the United States was a signatory at the time, it withdrew in 2017 after Donald Trump came to power. 

					The 1991 Southern Cone Common Market (Mercosur), includes Argentina, Brazil, Paraguay, Uruguay, and Venezuela, with associated countries such as Chile, Colombia, Peru, and Ecuador. 

					The Association of Southeast Asian Nations (ASEAN), founded in 1967, includes Indonesia, Malaysia, the Philippines, Singapore, Thailand, Brunei, Vietnam, Laos, Burma, and Cambodia. 

					The Eurasian Economic Union (EEU), established in 2015, which includes Russia, Kazakhstan, and Belarus. 

			

			At present, initiatives to integrate some of these trade blocs into larger ones have been paralyzed due to the “Trump effect”. This is the case, for example, of the Free Trade Area of the Americas (FTAA), which seeks to integrate the TMEC countries (formerly NAFTA) with the rest of the American states; or the contract announced in 2013 between the United States and the European Union to create a free trade area that would have brought together almost half of the planet’s gross domestic product (GDP) and a third of world trade. This proposal was launched during the Obama era and has also stalled during the Trump era. 

			Alongside the formation of these trade blocs, large supranational organizations have been created to coordinate policies and promote economic and trade development on a global scale. Examples of these organizations are the Organization for Economic Cooperation and Development (OECD), which integrates more than thirty of the world’s leading economies, and the Latin American Integration Association (ALADI), which promotes the creation of a common Latin American market. 

			As can be seen, world trade is moving towards a dynamic dominated by trade blocs, which can be classified according to the degree of integration and commercial freedom they implement. Thus, it is possible to distinguish between:

			
					Free trade zone or area

					The member countries reduce most of their tariff barriers among themselves, but each state applies different tariffs and import measures with third countries. This is the case, for example, of the USMCA member countries, which have duty-free trade among themselves but maintain individual trade policies with third countries (in fact, the European Union has trade agreements with Mexico and Canada but not with the United States). 

					Customs Union

					Member countries do not impose restrictions on trade among themselves, but they do impose a common external tariff on imports from third countries. The European Union is a perfect example of this type of trading bloc.

					Common market

					This is a customs union that applies other freedoms, such as the free movement of people, services and capital. The European Union is an example of a common market that continues to develop by harmonizing aspects related to security, economy, social development, ecology, etc.
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