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Opinnéaytetyon tarkoituksena oli selvittaa pienen Afrodite Oy:n mahdollisuuksia ja
syita aloittaa hius- ja kauneusalan tuotteiden maahantuonti Aasiasta. Tutkimuk-
sesta muodostui tapauskohtainen tutkimus. Opinnéytety0 ei pohjaudu yksinomaan
kirjallisuuteen, koska tapauskohtaiselle tutkimukselle on tyypillista, ettd aineistoa
keratadn itse tutkittavasta kohteesta, tassa tapauksessa Afroditesta. Tutkimuksessa
kaytettiin hyvaksi Afroditen verkkosivuja, toimitusjohtaja Sirke Sunin tietotaitoa
seka tutkijan omia kokemuksia ja tietoja yrityksesté ja sen toiminnoista.

Mahdollisiksi tuontimaiksi valittiin Hong Kong, manner-Kiina ja Etel&-Korea.
Maa-analyyseissa keskityttiin maiden kulttuurisiin, taloudellisiin, poliittisiin ja
laillisiin ominaispiirteisiin. Maat valittiin potentiaalisten yhteisty6- mahdollisuuk-
sien mukaan. Tutkittiin, minkalaisia tuotteita kukin maa tarjoaa, milla hinnalla ja
mill& ehdoilla. Havaitojen mukaan potentiaalisia yrityksia on paljon ja tuotevali-
koimat erittdin laajat. Hinnat todettiin erittdin alhaisiksi, tuotteen laadukkuuden
siita karsimatta.

Suuri osa tutkimuksesta keskittyi tullimuodollisuuksien selvittamiseen. Eri mailla
oli erilaiset tuontirajoitukset ja vaatimukset. Kiina oli ainoa néista kolmesta maas-
ta, jolla oli tuotteiden alkuperén takia tullietuus. Tuotaessa tavaraa Kiinasta tullia
ei etuuskohteluun perustuen tarvitse maksaa. Arvonlisdvero maksetaan aina.
Muista maista tuodessa kéydaan 1api normaali tullidokumentointi.

Tutkimuksessa kaytiin 1&pi my6s tavaran kuljettaminen Aasiasta Suomeen ja sen
jakelu taalla. Huolitsijan valinta on térkedd, sill& oikea valinta helpottaa kuljetus-
muodollisuuksia merkittavasti. Afroditen ei tarvitse kayttdd aikaa kuljetuksien
jarjestelemiseen, kun asiantunteva huolitsija on vastuussa niistd. Tuotteita mark-
kinoidaan Suomessa aktiivisesti ja liisauksen mahdollisuus on otettu huomioon.
Suomessa jarjestetddn messuja, joihin osallistuminen todettiin tutkimuksessa hyo-
dylliseksi uusien asiakkaiden hankkimiseksi yritykselle.

Tutkimuksessa varmistuttiin siita, ettd Afroditella on mahdollisuuksia tuoda tava-

raa Aasiasta ja ndin saada lisaa rahallista padomaa yritykselle. Aasian tuonti mah-
dollistaisi Afroditelle markkijohtajan paikan hius- ja kauneusalalla Suomessa.
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The purpose of the thesis was to find out the possibilities and reasons for a small
enterprise Afrodite to start importing hair and beauty products from Asia. The
study was a case study research. The study was not completely based on literature
since the typical method for gathering information on the case study subject is
studying the subject it self. The website of Afrodite, the expertise of the CEO
Sirke Suni and the researcher’s experiences and knowledge of the company were
exploited in the study.

For possible import countries were chosen Hong Kong, China and South Korea.
In the country analyses, the focus was on cultural, economic, political and legal
differences and similarities between Finland and these countries. The countries
were chosen according to potential co-operation possibilities. It was studied what
kind of products each of these countries had to offer, at what price and on what
terms. It was found out that there were a lot of potential companies and their se-
lection of products were very extent. Prices were proved to be extremely low with
out affecting the quality of the product.

A big part of the study focused on the customs formalities. Different countries
have different restrictions and demands. China is the only one out of these three
that gets preferential treatment based on the origin of the product. When Afrodite
Is importing goods from China, it does not have to pay duties based on the Gener-
alized System of Preferences GSP. Value added taxes have to be paid always.
Normal customs documentation procedure is applied when bringing goods from
other countries.

Transportation of the goods from Asia to Finland and distributing them here were
also covered in the study. The selection of a forwarder is important, it will help
the handling of the transportation formalities immensely. Afrodite does not have
to spend time on arranging the transportations when a good forwarder is in charge
of them. Goods in Finland will be marketed actively and the possibility of leasing
has been acknowledged. There are trade fairs in Finland in which it was found
useful to participate. Trade fairs would be a great way to acquire new customers
for Afrodite.

The study confirmed that Afrodite has possibilities in importing goods from Asia
and this way getting more capital for the company. Importing from Asia would
enable Afrodite to become the market leader in hair and beauty business in
Finland.
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1 INTRODUCTION

1.1 Background of the Thesis

Hair-, Beauty-, and Physio-Wholesale company Afrodite was chosen as the case
company. | did my practical training there and the company seemed very interest-
ing. My practical training took five months and during that time, the company
kind of sucked me in. The whole business concept is very entreating, | want to
learn more about that, and if possible, | would like to give my contribution to en-
hance it one way or another. After learning the basics of the company, one of my
tasks was to handle the correspondence with the foreign partners. | found it very
interesting to keep in touch with other people whose work includes international
business operations. | want to concentrate on importing because it has so many
interesting things to offer, such as information about new countries and interesting
products. The actual business transaction process is also interesting, it includes for
example making deals of prices and transportation.

Market research is vital before starting any international operations. In exporting,
it is thought to be the number one thing but it has been considered less important
when starting an import process. Understanding the differences in cultural, legal
political and economic environment is essential. One has to be able to understand
the people they do business with. Reliable and valid information should be found
about the new country. Importer needs information also about needed documents,

funding, money transfers and about other practical procedures.

There is also another reason why importing seems to have less value. This is the
mercantilist orientation to foreign trade, which means that it is believed that only
exporting brings incomes to the national economy and importing is just a waste of
resources. The modern economic theory says that exporting enables the importing
of goods that are valuable, affordable and necessary to balance the wellbeing of

the national economy. This would actually mean that exporting is only necessary



for enabling to pay for the import. In a way it could be said that both are equally

important in keeping the Finnish economy in balance. (Tuontiopas 2002, 7)

1.2 Research Method and Research Problem

1.2.1 Case Study Research

Case studies are about detailed contextual analysis of a limited number of events
or conditions and their relationships. History shows that at times case study re-
search was very commonly used and then there were times when it was com-
pletely forgotten. The earliest use of this form of research can be tracked to
Europe. The methodology in the United States was most closely related with The
University of Chicago Department of Sociology. From the early 1900's until 1935,
The Chicago School was the finest in the field and the source of a great deal of the
literature. (The case study as a research method, Introduction to case study by
Winston Tellis)

Case study includes three qualitative methods: describing, understanding, and
explaining. According to Yin the body of literature in case study research is

"primitive and limited" (The case study as a research method)

Case studies can be single or multiple-case designs, where a multiple design must
follow an imitation rather than a logical example. When there is only one case
involved the researcher is limited to single-case designs. Yin pointed out that gen-
eralization of results, from either single or multiple designs, is based on theory

and not to populations. (Introduction to case study by Winston Tellis)

There are several examples of the use of case methodology in the literature. Yin
gave several examples along with the suitable research design in every case. There
were suggestions for a general approach to designing case studies, and recom-
mendations for exploratory, explanatory, and descriptive case studies. Each of

those three approaches can be either single or multiple-case studies.



(Introduction to case study by Winston Tellis)

In exploratory case studies, fieldwork, and data collection may be undertaken be-
fore defining the research questions and assumptions. This type of study has been
considered as an introduction to some social research. However, the framework of
the study must be created ahead of time. Pilot projects are very practical in deter-
mining the final protocols that will be used. Survey questions may be added based
on the outcome of the pilot study. It is said that the selection offers the opportu-
nity to maximize what can be learned, knowing the time limit. Hence, the cases
that are selected should be easy and enthusiastic subjects. A good active case does
not have to defend its typicality. Yin recommended the use of case-study protocol
as part of a carefully designed research project that would include the following

parts:

« general idea of the project (what are the objectives and case study issues)

« Field actions (certificates and access to sites)

e Questions (questions that the investigator must keep in mind during data
collection)

o Guide for the report (outline, format for the narrative)

(Introduction to case study by Winston Tellis)

Yin identified at least six sources for making a case study.

e Archival records
e Interviews
o Direct observation
« Participant-observation
e Physical artifacts
(Introduction to case study by Winston Tellis)

Study will be based on a case company Afrodite Oy. Opinions of the CEO of
Afrodite will be included. I also have some contacts to Asian companies and will
ask what their take is on this matter. The aim is to find out how Asian people feel

about exporting to Finland.
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Information found should be both valid and reliable. Validity determines whether
the research truly measures what it was planned to measure or how truthful the
research results are. In other words, does the research instrument allow you to
measure the target of your research object? Researchers usually determine validity
by asking a series of questions, and will often look for the answers in the research
of others. (Validity; Wikipedia, Market research: benefits)

In research, the term reliability means "repeatability” or "consistency". A measure
is considered reliable if it would give us the same result over and over again. Reli-
able information can be found in the internet, but one has to be able to find the
reliable web pages. Web pages that are held by well-known authorities can be

considered to be reliable. (Validity;Wikipedia)

1.2.2 Company Analysis of Afrodite

Afrodite is a wholesale company in Pori. Afrodite imports, markets and sells hair-
dresser goods, supplies and equipment to hair salons all over Finland. Afrodite
was established in 1991. At the time, the company employed the entrepreneur
herself. During that time side business name Physio supply began its operation.
From every year on the company has steadily grown and expanded its selection of
products. In 2003, the company had grown so much that the company form had to
be changed to limited company. The name of the company was then changed to
Hair-, Beauty-, and Physio-Wholesale Afrodite Oy. Today the company has six
employees including myself. | was hired there after my practical training and now
| work there part time. (Afrodite, 2006)

Afrodite is a well-known company among all of the hairdressers in Finland. Many
people, who work in the massage and physiotherapy industry, also buy products
from Afrodite. Afrodite also arranges a variety of educational events of which the
most popular ones are the hair extension training days held by Jari Lakka. Afro-
dite enjoys a good reputation here in Finland. In October 2005 and again in Octo-

ber 2006 Afrodite received the great honour of belonging to the most creditworthy
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companies in Finland. Only 3,46 % of Finnish companies that practice normal
business operations belong to this highest AAA-rating. (Afrodite, 2006)

Offer leaflets, which are sent out six times a year, play an important role in Afro-
dites marketing strategy. The offers are mailed to all hairdresser salons in Finland.
There are more than 8000 of them. The leaflet consists of the latest innovations,
favourites and products for professional use. There is a clear spike in sales after
the leaflets have been sent. Internet sales have also grown its popularity enor-
mously during the past year, which is no surprise since the web pages always con-
tain great special offers. At the moment Afrodite is strongly expanding sales in the
field of cosmetology. (Afrodite, 2006)

Importing is essential for Afrodite. Products that are sold in Afrodite are much
cheaper abroad that they would be here in Finland. Some products are simply not
available here in Finland so they must be imported. Afrodite sells some Finnish
products but the goal is to import everything. Importing everything would enable
Afrodite to offer more affordable prices and more variety. A foreign product can
replace almost everything. Afrodite has a good image here in Finland and import-
ing from China will add a boost to the versatility of Afrodite. Afrodite will be able
to sell unique and special products to the customers. A good logo and professional
looking web site is good to have too. (Afrodite, 2006)

1.2.3 Research Problem

Afrodite has sole sales rights to several Spanish and Italian brands, but it has be-
come more and more difficult to find product lines that do not already have repre-
sentation in Finland. Until now, goods have been exported mostly from Europe,
especially from Spain, Italy and Germany. The plan now is to enter a completely
new and different type of supply area, Asia. Afrodite has one connection to Asia,
a company that makes wigs in Indonesia. The idea is expand the import process,
since imports from Indonesia were just experimental. Two deliveries have been

received from there so far.
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Asia is such a vast area that entry requires a thorough country analysis. The study
concentrates on the People’s Republic of China, Hong Kong and South Korea;
How to find suitable companies in Asia? What kind of customs formalities there
are? What kind of products are good for the Finnish market? Economic, cultural,

political and legal environments of each country will be studied.

Obijective is to clarify what it takes for a small company to import from Asia.
Main focus will be on finding good companies, how to get the new products to
Finland (customs and transportation) and also how to market and distribute vast
amounts of goods. The whole process will be gone through even though Afrodite
already imports goods. There are several differences in importing from Asia when
compared to importing from Europe, one is that the distance from where the
goods have to be transported to Finland is far greater than ever before. Customs
formalities are different. There will be new kinds of products in large quantities.
The methods that Afrodite uses now to sell and distribute goods do not apply here.

New possibilities of selling and leasing the goods will be also sought after.

2 BUYING FROM A NEW MARKET

2.1 How to Start

First thing to do is to conduct a market research. Market research is part of strate-
gic planning since the results give an idea whether that particular market is suit-
able for the needs of the company in question. Market research is a systematic,
on-going objective collection and analysis of data about the new market. It helps
the company to minimize risks, identify opportunities, discover potential prob-
lems and helps the company to evaluate the success. A thorough cultural and eco-
nomic analysis should be made. The one who is gathering the information should
be able to understand the meaning of the cultural information. There might be

cultural differences that are too big to overlook and they might cause problems
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later on. General cultural elements are social structure, language and communica-
tion, religion, values and attitudes. Differences in individual cultural and business
behaviour are social environment, power orientation, uncertainty orientation, goal
orientation and time orientation. (Cateora 1996, 615, Griffin & Pustay 1998, 324)

Here are few examples where reliable information can be found:

e Tilastokeskus, www.stat.fi
e FINTRA- Kansainvalisen kaupan koulutuskeskus, www.fintra.fi
e Tullihallitus, www.tulli.fi

e Finpro, www.finpro.fi

(Tuontiopas 2002, 11-14)

Importing is part of the company’s acquisition process. Acquisitions can be dealt

with many ways, but there are some aspects, that always have to be considered.

¢ Finding the acquisition sources

e Requests for quotation

e Making the contracts and placing orders

e Making contracts for transportation and forwarding
e Supervision of the delivery times

e Customs formalities

e Accepting and inspecting the goods

e Handling of the invoices and reclamations

e Storage and balancing the stock

Afrodite has chosen to investigate the possibility to import hairdresser goods from
People’s Republic of China China, Hong Kong and South Korea. More specifi-
cally the products are wigs, barber chairs, massage tables and make-up brushes.
PRC and Hong Kong have vast possibilities when it comes to wigs and furniture.
South Korea has a lot to offer in the field of make-up brushes and other related

products. Afrodite already imports these products from Europe, but as it has come
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to our knowledge that some of the products that Afrodite buys are of Asian origin
It was decided to form a straight connection to Asia and import the goods directly
from there. The first and easiest step is to find out about the companies that manu-
facture these goods in Hong Kong. The CEO Sirke Suni visited a big trade fair in
Hong Kong in December 2006. It is an annual event. Afrodite visited the trade fair
for the first time. Sirke Suni was invited there by many of Afrodite’s current busi-
ness partners. Trade fair was an excellent opportunity to meet the already existing

partners and to see their latest innovations as well as meet new possible partners.

Big European and Asian companies were represented there, so it was an ideal
place to make new contacts. This is the best way to see the sellers and their prod-
ucts. There are usually hundreds of different companies in these kinds of fairs so
it is impossible to see them all. Sirke Suni planned who she wanted to meet and
why. She made some appointments with some European distributors. It is good to
meet the people you do business with face to face at some point. When the tickets
were bought to the fair, she received a list of the companies that are going to be
there and she got a map of the fair area. She concentrated on the companies that

could offer what Afrodite needs.

One can find out a lot about the company just by looking at the display of the ex-
hibitor. The stand and the atmosphere should be appealing, the products should
look like they are of high quality and elegant. She collected as much information
about the companies as she could. Even companies that right now do not seem to
be all that interesting when it comes to their products, should be considered since

one never knows what lies in the future.

She was there with her husband Arto Suni and all of the exhibitors assumed that
the husband was the CEO of the company. It was a bit of a shock for the Asian
people that the woman was the CEO. They all tried to approach Mr. Suni but he
kindly explained that Mrs. Suni was in charge and pointed them towards her.
They made some good contacts and found many interesting products. They col-
lected leaflets and brochures. They handed out business cards and after two
weeks, we started to receive e-mails from the exhibitors who seem to be interested

in doing business with Afrodite.
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2.2 Value Chain

Acquisitions, research and development, production, transportation and sales
should not be dealt as separate operations. In a successful company, all of these
operations are connected and therefore the whole purchasing process should be
integrated. Vital aspects such as quality, cost efficiency, customer service and
customer orientated call for the integrated acquisition process. (Tuontiopas 2002,
8)

Acquisitions, marketing and distributing the goods is the logistic process. Along
with the logistic, the emphasis will be on information, equity management and co-
operation with the interest groups. Value chain based thinking will enhance profits
by getting more benefits and value on customer service. Choosing the best sup-

plier enables the best possible product for the customer. (Tuontiopas 2002, 9)

The power that starts the value chain thinking is the customer. Customers’ needs
should be acknowledged at all times. What the customer wants, he should get. The
company’s responsibility is to make that happen with reasonable costs. The com-
pany must know its’ abilities and the frames where it can work in. (Tuontiopas
2002, 9)

Asian products are very cheap but that does not necessary guarantee massive prof-
its. The order quantities are big so the demand in the Finnish market must in pro-
portion to that. The risk of the goods staying in the stock for an excessively long
time should be avoided. Goods that stay in stock tie capital and cause additional
costs. Afrodite should have buyers for the goods already when they are ordered. It
is important to now before hand that the new products can be sold here in Finland,
therefore they should be marketed in advance. Products should be unique but not
too different from what there already is in the market. The products should be

easily approachable for the potential customer.
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2.3 Hong Kong

The whole Asia would be too big of an area to import from. There will be some
general information about Hong Kong, China and Korea. There will also be in-
formation about economic, cultural, political and legal environments in each

country.

2.3.1 Economic Environment of Hong Kong

Hong Kong is China's richest region, has one of the world's most liberal econo-
mies and is a major international centre of finance and trade. Hong Kong is an
immensely rich city with a GDP per capita rivalling Western nations. The GDP of
Hong Kong is HKD 284,743 which is about US$ 37,400. Main export partners are
China 45%, US 16.1%, Japan 5.3% (2005). The population of Hong Kong in-
creased markedly during the 1990s, reaching 6.86 million in 2005. About 96% of
Hong Kong's population are of Chinese descent, the majority of which are Can-
tonese. Population is continuously growing due to immigration of approximately
45,000 per year from mainland China. Tax rates are relatively low in Hong Kong.
The forever-changing laws and the protocol about accounting and auditing can
make it hard to find proper information about the companies. (Hong Kong,
Wikipedia, Economy Hong Kong) The four economic corner stones of Hong
Kong are: trade and logistics (27.6% of GDP in terms of value added in 2004),
tourism (2.9%), financial services (12.2%), and professional services and other

producer services (10.5%). (Economic & Trade Information on Hong Kong)

2.3.2 Cultural Environment of Hong Kong

Hong Kong is a place where East meets West. People in Finland as well as people
in Hong Kong enjoy shopping, nightlife, and dining. Hong Kong has a lot offer
for shoppers. Latest European fashion is cheap there and even cheaper replicas are
also in the market. Old-fashioned stores that sell Chinese herbal medicine can be

found in every district. The biggest problem for shoppers is to find the right stores
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in this extremely polluted city. They can be far a part and one will need an inter-
preter in a taxi when moving around the city. The language barrier is not a prob-
lem, since most of the people in Hong Kong speak English. This helps a lot with
the business actions. It is easier to make contracts and to go over the general de-
tails if both parts speak the same language. (Hong Kong:maaprofiili 2006, Suun-

nitelmallisuutta kansainvalistymiseen 1/2006)

Despite its population density, Hong Kong is said to be one of the greenest cities
in Asia. Hong Kong is as of 2006 the fourth most expensive city in the world to
live in. The majority of people live in flats in high-rise buildings. The rest of the
open spaces are mostly parks and forests. Hong Kong is known as the centre of
trade, however the most famous export ‘products’ are probably the martial arts
stars Bruce Lee and Jackie Chan ( Hong Kong, Wikipedia)

Most people in Hong Kong take feng shui very seriously. Feng shui is an ancient
Chinese way of designing the cities, architecture and interior design. It is based on
Chi- life energy. Living environment is designed to induce mental and physical
well-being. There are professional feng shui instructors who help people design
their houses and offices accordingly. Some people think feng shui to be magical.
Houses should not have windows in order to keep Chi inside and mirrors made of
pieces is said to break the whole picture of a person. (Feng Shui)

2.3.3 Political Environment of Hong Kong

The head of state is Donald Tsang. Tsang was nominated to his temporary posi-
tion in 12.3.2005 after Tung Chee-hwa announced his resignation. The biggest
parties are Democratic Party, Democratic Alliance for the Betterment of Hong
Kong and the liberal party, which is for the benefits of business life. Next parlia-

mentary election will in 2008. (Hong Kong:maaprofiili 2006)

China leased Hong Kong to Great Britain in 1842 after the opium war. The Hong
Kong handover ended in 1.7.1997 after a 99-year long lease ended. Today Hong

Kong chares a border with China but is an independent state and their independ-
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ence day is 1.7. (Hong Kong:maaprofiili 2006). Hong Kong is one the two special
administrative regions (SARSs) of the People's Republic of China. Hong Kong will
have an autonomic status at least until year 2047. Hong Kong has its own legal
system, police force, monetary system, customs policy, immigration policy whilst
the Central People's Government handles the territory's defence and foreign af-

fairs. (Hong Kong, Wikipedia)

2.4 People’s Republic of China

2.4.1 Economic Environment of People’s Republic of China

In 2005, the volume of Chinese exports ranked third in the world, making up 7.3
per cent of the world's total volume. The sheer size of the area is an opportunity.
Low import prices of People’s Republic of China creates opportunities for Afro-
dite. Afrodite is able to buy more goods and that way increase revenues.

( Economy of the People’s Republic of China; Wikipedia)

The economy of the People's Republic of China is the fourth largest in the world
when measured by nominal GDP. Its per capita GDP in 2005 was approximately
USD 1,709, still low by world standards, but rising rapidly. The economic growth
is generally more rapid on the coastal provinces than in inland provinces. As of
2005, 70% of China's GDP is in the private sector. The smaller public sector is
dominated by about 200 large state enterprises concentrated mostly in utilities,
heavy industries, and energy resources. The government has emphasized raising
personal income and consumption and introducing new management systems to
help increase productivity. The government also has focused on foreign trade as a
major vehicle for economic growth. (Economy of the People’s Republic of China;
Wikipedia)

China's global trade exceeded USD 1.758 trillion at the end of 2006. It first broke
the 1 trillion mark in 2004, more than doubling from 2001. At the end of 2004,
China became the world's third largest trading nation behind the United States and
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Germany. The trade surplus however was stable at USD 30 billion. China's pri-
mary trading partners include Japan, U.S., South Korea, Germany, Singapore,
Malaysia, Russia, and the Netherlands. (Economy of the People’s Republic of
China; Wikipedia)

2.4.2 Cultural Environment of People’s Republic of China

The culture of China is the result of over 5,000 years of artistic, philosophical,
political, and scientific development. Though regional differences offer a sense of
variety, similarities in language and religion connect a culture famous by such
contributions as Confucianism and Taoism. Confucianism was the official phi-
losophy throughout most of Imperial China's history, and traditional Chinese cul-
ture is strongly influenced by it. The Culture of the People's Republic of China is
a mixture of traditional Chinese culture with communist influences, and lately,

Western consumer culture. (Culture of People’s republic of China; Wikipedia)

Cultural Revolution began in 1966, due to this all forms of traditional cultures,
both Chinese or Western, were buried. The Red Guards attacked temples and
churches; Confucian morality was frowned upon; and a cult of personality sur-
rounding Chairman Mao Zedong was actively forced. The Quotations from Chair-
man Mao Zedong achieved sancticity comparable to a holy text as part of Mao-
ism, or "thoughts of Mao Zedong", which became the national ideology. Simpli-
fied Chinese ideograms were also officially introduced at the time, though many
such simplified characters have existed for hundreds of years. (Culture of People’s
republic of China; Wikipedia)

Most languages in China belong to the Sino-Tibetan language family, spoken by
29 ethnicities. There are also several major "dialects” within the Chinese language
itself. The most spoken dialects are Mandarin (spoken by over 70% of the popula-
tion), Wu, Yue (Cantonese), Min, Xiang, Gan, and Hakka. Non-Sinitic languages
spoken widely by ethnic minorities include Zhuang (Thai), Mongolian, Tibetan,

Uyghur (Turkic), Hmong and Korg. They have to be able to speak English in or-
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der to do business with the western world. E-mailing and writing up documents

are done in English. (Culture of People’s republic of China; Wikipedia)

China's overall population is more than 1.3 billion (2006), about one-fifth of the
world's population, making it the most populous nation. The one child policy has
an affect on the demographs, China is now one of the fastest aging countries in the
world. (Economy China) While over a hundred ethnic groups have existed in
China, the government of the People's Republic of China officially recognizes a
total of 56. The largest ethnic group in People’s Republic of China is the Han.
(Kiinan maaraportti 2006)

2.4.3 Political Environment of People’s Republic of China

Today, the Republic of China continues to exist on Taiwan, while the People's
Republic of China controls the Chinese mainland. The PRC continues to be domi-
nated by the Communist Party, but the ROC has moved towards democracy. Both
states are still officially claiming to be the sole legitimate ruler of all of "China".
The ROC had more international support immediately after 1949, but most inter-
national diplomatic recognitions have shifted to the PRC. The ROC representative
to the United Nations was replaced by the PRC representative in 1971. (Kiinan
maaraportti 2006)

The head of state is President Hu Jintao. He was elected by the parliament in
2003. He was nominated as the chairman of the communistic party in 2002. Wen
Jiabao is the prime minister, he was elected in 2003. The next presidential and
parliamentary elections are in 2008. There are 23 provinces, five cities that are
under the central government and five autonomist areas. (Kiinan maaraportti
2006)
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2.4.4 Legal Environment of People’s Republic of China

Efforts to modernize the legal system were started by the Qing Empire in the very
early part of the twentieth century. It became clear that some aspects of the legal
system, such as the severity of criminal procedure and the lack of commercial law
rendered China’s law primitive in comparison to legal systems of other nations.
One initiative started in 1904 was the creation of a Law Reform Bureau in 1904,
instilled with the task of translating foreign codes and drafting new laws. Another
move in the modernization direction was the spreading of an Imperial Constitu-
tional Outline in 1908. Oings Empire was overthrown before any of the new laws
passed. Nevertheless, the following governments made some laws that were par-
tially based on the draft laws of the Qing reform movement. (A brief introduction
to the legal system of China 2002) The living standards have improved very much
and people feel more free to make their own decisions, however the political con-
trols are still tight. (Introduction China)

The Communist Party of China (CPC) was established July 1, 1921. Soon after
the CPC was founded, a politically chaotic period referred to as the “New Democ-
ratic Revolution” won three important struggles that the CPC got involved in.
Included in this period were the Second Revolutionary Civil War (1927-37), the
War of Resistance against Japan (1937-45), and the Third Revolutionary Civil
War (1945-49). In 1949, the CPC founded the People’s Republic of China (PRC).
(A brief introduction to the legal system of China, 2002)

2.5 South Korea

2.5.1 Economic Environment of South Korea

Korea is located on the Korean Peninsula in North-East Asia. Two countries and
three seas surround it. Korea has been divided in two from the end of 1940s.
North Korea is an independent communist state, which is completely outside of

the capitalist system. South Korea on the other hand is a developed economic
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state. It is very unlikely that the states would emerge any time soon since the po-
litical and economic situations are totally different in South and in North. (South
Korea;Wikipedia)

South Korean economy has developed rapidly since the 1950s and is now the 11th
largest economy in the world. Technology is very advanced in South Korea and
digital connections are in the top ten of the world. It has the fourth highest broad-
band Internet connections per capita among OECD (Organization for Economic
Cooperation and Development) countries and is a global leader in electronics,
digital displays, shipbuilding and mobile phones. South Koreas largest trading
partner and export market today is China. It is one of the East Asian Tigers along
with Hong Kong, Taiwan, Singapore, and it has achieved rapid economic growth
through exports of manufactured goods. Moderate inflation, low unemployment,
an export surplus, and fairly equal distribution of income are typical for this econ-

omy. (South Korea;Wikipedia)

2.5.2 Cultural Environment of South Korea

The contemporary culture of South Korea originates from the traditional culture
of Korea, but since the 1948 division of Korea, it has developed separately from
North Korea's culture. The industrialization and urbanization of South Korea have
changes many things in the way Korean people live. In the past, most people lived
in small rural areas. Young people have moved to cities like Seoul to find new
opportunities, there are more jobs in the cities. In the past, it was not uncommon
for several generations to live under one roof; today South Koreans are moving

towards having a nuclear family. (South Korea;Wikipedia)

A highly homogeneous ethnic group, the Koreans, who speak a distinct language
called Korean, populates Korea. A minority of ethnic Chinese (about 20,000) live
in South Korea. The combined population of the two Koreas is about 72 million.
Korean is the official language in South Korea, and is widely spoken in Korean

communities abroad. (South Korea;Wikipedia)
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2.5.3 Political Environment of South Korea

South Korea is a liberal democracy based on a presidential republican system.
Power is shared between the president, legislature and judiciary. Since 1948, the
constitution has undergone five major adjustments, with each demonstrating a
new Republic. The current Sixth Republic began with the last major constitutional
revision in 1988. (Etel&d-Korea: maaprofiili 2006)

The head of state and head of government is the President, who is elected by di-
rect popular vote for one five-year term. Current president is Roh Moo Hyan. The
next presidential election will be in 2007. In addition to being the commander-in-
chief of the armed forces, the president also has extensive executive powers. The
president appoints the Prime Minister with the approval of the National Assembly,
as well as appointing and presiding over the State Council of chief ministers.
(Etela-Korea: maaprofiili 2006)

2.5.4 Legal Environment of South Korea

The South Korean legislature is the National Assembly, a unicameral body in
which members serve a four-year term of office. Today this legislature has 299
seats, of which 243 are elected by regional vote. The remainder are distributed by

proportional representation. (Eteld-Korea: maaprofiili 2006)

The South Korean judiciary is largely independent of the other two branches. The
highest judiciary body is the Supreme Court, whose justices are appointed by the
president with the approval of the National Assembly. The independent Constitu-
tional Court also goes through questions of constitutionality. (Etela-Korea:
maaprofiili 2006)

2.6 Cultural Differences between Finland and Asian Countries

Various differences can be detected in almost all areas of life. They way people
live their daily life, conduct business or just how they think is different in Asian
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and Finnish culture. Different origins have developed different cultures and dif-
ferent customs. On one hand, this can be a good thing because in a way they com-
plete each other. When balancing some good aspects from each culture, together

they can create beautiful and beneficial things. (Cultural Dimension)

In the business world, there are some clear-cut differences. Asian people are more
patient than Finnish people are. Finnish people are very aggressive and want to
get to the point straight away, while Asian people are still thinking of the hierar-
chy. Trust and personal relationships are important to Asian people. This means
that we have to be patient and very interested in their companies when making
contracts and setting up the rules. In East the oldest person is usually on the top of
the ladder and there fore has to be respected, which means that there is a large
power distance. This person is always a man as well and since the CEO of Afro-
dite is a woman, it might be a bit confusing for the Asian. There might be some

respect issues when it comes to this. (Cultural Dimension)

They are also very formal. In Finland there is a small power distance; people feel
equal, the interaction is informal and at a horizontal level. In Finland people are
more individuals and ‘I’ comes first, they are less concerned about the groups’
interests than Asian people where the “We’ identity takes major prominence. At-
tention is on what will benefit the group. On the other hand, Chinese people do
not understand the meaning of privacy. They can talk to strangers in the street,

especially foreigners. (Cultural Dimension)

2.7 Company Analysis of the Seller

A thorough company analysis should be made. It would be wise to try to find
maybe two or three medium-size enterprises that can offer many different types of
products, and import from those about two three times a year. It might not be a
good idea to try to get bits and pieces from several different companies. That
would be expensive and very complicated with all the customs and regulations.
There are risks when it comes to business operations between small and big com-
panies. Surely, they can offer a lot to a company like Afrodite but they also re-

quire a lot. They demand bigger orders, sometimes too big.
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The next step is to find out about the companies. There are several things that
Afrodite needs to find out about the companies. If there already are some contacts
in Asia, it is good, because they might be able to offer valuable information about

the companies.

General information is available on the web site of the company:

e Company ID and other basic information
e Size of the company and the field of operations

e Business concept

When a company has something interesting to offer and Afrodite wants to now
more about them and the products, they should be contacted via e-mail. The per-
son in charge of the inquiries should start by telling them about Afrodite, the

business idea, the field it operates in and from where and what they import.

There are things that have to be found out about the new companies such as cata-
loque of the companies’ products, price list and minimum order quantity (MOQ)

and bulk and trade discounts

Since Afrodite is a wholesaler, it always tries to get sole sales rights to new prod-
uct lines. That has to be asked and the key to getting the sole sales rights is to
make Afrodite sound like a very good and productive company. They have to be
convinced that Afrodite is in it for the long haul and is able to market and distrib-
ute the goods to buyers all over Finland. There are many companies that are will-
ing to give Afrodite sole sales right of their products, because Afrodite operates in
such specific field and the market opportunities are relatively big in Finland when

it comes to the amount of hair salons.

2.7.1 Product Analysis

Quality of Asian products varies a lot. There are products of both high and poor

quality. The trick is to find the good ones. This can be difficult since their cata-
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logues are often very plain and amateur like. Of course, some catalogues are ex-
tremely good and these companies have good web sites as well. One can find out
a lot of the possible new products by looking at the companies web site. There are
pictures of the factory and of products and sometimes there are pictures of the
manufacturing process. Reliability of the images is totally in the hands of the
viewer. On a good website, they tell a lot about the company, management, em-
ployees and have a good web catalogue. The point is that if the company is big
hence successful then most likely the products are good too. New products must
be able to adapt to Finnish culture. Their appearance should be somewhat similar
when compared to Finnish products. They should look interesting but not too
weird. (Aij61997, 111-112)

Asian products come with Asian and sometimes English labels. Finnish law says
that all products sold in Finland have to have Finnish instructions of use. There-
fore it has to be ensured that the exporting company is able to give English manu-
als for all of their products. Afrodite has had problems with a certain German
company, which did not give any instructions in English, only in German, conse-
quently the workload was immense when all the manuals had to be translated

from German to Finnish.

2.7.2  Minimum Order Quantity (MOQ)

There must be a team prepared to analyze the information about the companies.
There should be a contact person for the companies. There is one disadvantage
with Asian companies. They are usually so big that the minimum order quantities
(MOQ) are often too big for Finnish companies. They require at least a thousand-
piece order per item, which are impossible for small companies to distribute and
sell here in Finland. Some companies have an MOQ of a 20ft container. Meas-
urements of a 20 foot container are (6,1 X 2,44 X 2,44m) . The container has to be
filled up but usually they allow the container to be filled with mixed items. There
are several cargo definitions for container transport. Most important ones are FCL
(Full Container Load) which means that the seller stuffs the container and delivers

it to the buyer. LCL (Less than Container Load) means that the seller ships the
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goods to the port where they are stuffed into a container, unloaded at the port of
destination and delivered to the buyer. (Pehkonen 2000,121)

Most of the companies say that the first order can be small, but after that, they
expect to get big orders. However, the prices are about 80 % lower when com-
pared to similar European products. In this case, a deal should be made with the
selling companies. Afrodite should try to arrange so that they could order maybe
500 pieces and pay more for the products. Let us say that a European hair clipper
device costs for Afrodite about EUR 110 and the Chinese hair clipper costs about
EUR 10, If Afrodite offers to pay the double for the Chinese, meaning EUR 20 ,

it would still be cheap.

It is difficult to understand how Asian products can be so cheap, but one has to
understand that the labour costs are extremely low in Asia and that they have all
the necessary parts produced there, hence there will not be any added expenses

that would come if they would have to import some parts of the device.

3 CUSTOMS FORMALITIES

3.1 General Information

Customs clearance is required with goods that are brought from the third countries
outside the EU. The goods are to be presented immediately after arriving to
Finland or a general declaration is made to give out information about the items.
The goods (sea transported) must be cleared within 45 days after the general no-
tice and in 20 days when used another transportation mode. This is done by the

buyer or the forwarder. (Tuonti kolmansista maista)
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The goods will always be set to a customs procedure. There are several proce-
dures, but the most common is to set the goods in customs procedure. Most com-
monly, this is done with a Single Administrative Document form that can be ei-
ther on paper or in the electronic form. Usually goods are released for free circula-
tion. If we are talking about a cash customer, the duties and taxes have to be made
before the goods are released. To a registered customer, who has given a customs
bond against the value added tax and duties, the goods can be released before
payment. Usually the forwarder is registered so they get the goods right after the
clearance. Forwarder will charge a certain percentage of the credit amount they
have given to the buyer. When goods have been cleared in one EU country, in this
case Finland, they can be moved freely inside the community (Tuonti kolmansista

maista)

3.2 Required Documents

There are several documents needed for the customs:

e Commercial Invoice and packing list or Proforma Invoice

e Single Administrative Document, SAD

e Transportation documents; Charter Party, Bills of Lading and SMGS contract
(in chapter 4)

e Documents of the duty allowances, Certificate of Origin

e Other document, such as health certificate

e Declaration of the custom value, D.V.1, if the value exceeds 10 000€

For the customs, Afrodite needs SAD, commercial invoice, transportation docu-
ments and sometimes the custom value declaration. A certificate of origin is

needed when bringing goods from China.
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3.2.1 Commercial Invoice and Proforma Invoice

Commercial invoice is a bill for the goods from the seller to the buyer. Without
this document the deal is not valid. Customs requires the Commercial Invoice for
customs, which categorizes the merchandise so that duties and taxes can be accu-
rately paid. Perfect Commercial Invoice should include the following items, so the
buyer has to ensure that the invoice is actually valid. See appendices 2 and 3.

seller's contact information

e buyer's contact information

e invoice date

e unique invoice number

o terms of delivery

o terms of payment

e price and currency used in sale

o Total of quantities and description of merchandise (unit price and total
price). Product descriptions should be consistent with the buyer's purchase
order. Including the Harmonized System commodity codes can be helpful,
especially in countries that are WTO members.)

o certification that the invoice is correct

A Proforma Invoice is an advance copy of the final invoice. It is different from a
quotation. The Pro Forma invoice is often used by the importer to apply for a
Documentary Credit (D/C). It is also needed to express the value of samples.

(Commercial Invoice)

In some cases when the buyer pays for the goods before they even leave the seller,
Proforma Invoice is used as an invoice that the seller sends to the buyer. The
buyer pays for it and when the goods arrive there will be the actual commercial

invoice, or it will arrive by post. (Commercial Invoice)
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3.2.2 Single Administrative Document (SAD)

‘Goods are transported to mainland Finland under the internal transit procedure.
A customs declaration for the goods is submitted on the SAD form, for VAT levy.
If needed, an excise tax declaration is also submitted.” (Tuonti kolmansista ma-
ista)

The Single Administrative Document (SAD Form C88) enables importation, ex-
portation and transit (across the EU) of goods. The SAD form is fairly complex
and lengthy, requiring several pages of data entries. Correct and full completion is
extremely important. New exporters may consider employing a freight forwarder
to complete the form on their behalf. SAD forms can be obtained from Customs
and Excised or individually printed, as long as they conform to the official speci-

men. (Tilastoluokitukset)

3.2.3 Documents for Duty Allowances

China is one of the Generalized System of Preferences (GSP) countries. It is one
of the most developed of the developing countries and there fore the benefits are
gradually diminished. Hong Kong and South Korea belong to the General agree-
ment of Tariffs and Trade, GATT. When goods are imported from GSP-countries,
Form-A is used as a Certificate of