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Abstract: The problem of payment for goods in international trade is associated with the risk experienced by both the seller 
and the buyer. Various scholars have been conducting research in this area for five decades, and the business literature and 
literature for university students include a complex of methods in which payers operate in international trade transactions. On 
one side of the block-shape complex, it is customary to display the payment methods that pose the greatest risk to an exporter, 
and on the other side of the block-shape complex, the methods that pose the least risk to an exporter. The same methods, in 
reverse order, have the lowest risk for an exporter on the first side of the block-shape complex and the highest risk for an 
importer on the right side of the block-shape complex. In principle, such a block-shape complex is represented by many 
authors by stylizing graphically and describing the advantages and disadvantages of each method. According to the classic 
block-shape complex, the lowest risk for an exporter is to receive money in advance, the higher risk is to sell under a letter of 
credit - a letter of credit, the medium risk is to sell under the documentary collection method, and the highest risk is for the 
open account method and consignment. From an importer's point of view, these risks are in reverse order. The lowest risk for 
an importer is the consignment method, the following methods are arranged in order of increasing risk as follows: open 
account, document collection, letter of credit and prepayment. All these methods are represented in the classical complex, not 
reflecting the contractual case of production. The authors of the article conducted a qualitative study among the contract 
manufacturers of goods operating in Eastern Europe and importers of their products - brand owners. The conducted research 
allows to include the method of payment before production into the classic complex of five payment methods. 
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1. Introduction 

There are many ways to pay for goods in international trade. 
The problem of payment for goods is associated with the risk 
experienced by both the seller and the buyer. A seller wants to 
be sure that he will get money for the goods sold, and a buyer 
wants to be sure that he will get the goods for the money he paid. 
Trust between seller and buyer depends on many factors [1]. If 
the seller and buyer have a long experience of cooperation, trust 
is significantly higher, but if the seller and buyer meet for the 
first time, there will be no trust. Another aspect is cultural. 
Buyers and sellers working in the EU and USA have a higher 
level of trust in business partners than, for example, in South 

American, Asian or African countries [2, 3]. However, mistrust 
is well-founded, as there are many examples of fraud, when 
either money is not paid or goods are not delivered [4]. 

There are several solutions to this payment problem, all of 
which involve a third party, usually banks. Banks serve more 
than 90 percent of all international trade transactions [5]. 
Banks are used for international trade transactions using 
various forms of banking intermediation. 

Various scholars have been conducting research in this area 
for five decades, and the business literature and literature for 
university students include a complex of methods in which 
payers operate in international trade transactions [6, 7, 8, 9]. 
On one side of the block-shape complex, it is customary to 
display the payment methods that pose the greatest risk to an 
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exporter, and on the other side of the block-shape complex, 
the methods that pose the least risk to an exporter. The same 
methods, in reverse order, have the lowest risk for an exporter 
on the first side of the block-shape complex and the highest 
risk for an importer on the right side of the block-shape 
complex. In principle, such a block-shape complex is 
represented by many authors by stylizing graphically and 
describing the advantages and disadvantages of each method. 

The first side of the block-shape complex represents 
advance payment for the goods, which means that the goods 
will be shipped to an importer only when an exporter receives 
payment. The second side of the block-shape complex 
represents consignment trading, which means that an importer 
will pay an exporter for the goods only when an importer sells 
the goods to the end user. These two payment options are 
extreme, the first is the riskiest for an importer and the second 
for an exporter. In the middle, payment methods such as a 
letter of credit issued by the bank, as collateral with 
documents (money for documents), payment with a delay 
after receiving the goods (open account) are displayed. 

This block-shape complex is depicted in many textbooks 
and is also depicted and described by various government 
agencies whose mission is to promote export business and 
educate entrepreneurs [6-9]. 

However, this block-shape complex underestimates the 
increasingly widespread new circumstances. In a post-Fordist 
society, the "push" type of supply chains has replaced the "pull" 
concept [5]. The smile curve reflects the three-decade-old paradigm 
of manufacturing "anywhere" because the value of manufacturing 
and final assembly is the lowest in the entire business cycle [10]. The 
product developer and brand owner often outsource production to 
so-called contract manufacturers [11]. Contract manufacturers are 
gaining popularity in many industries, such as pharmaceuticals, 
textile industry, electronics industry. Contract manufacturers and 
assemblers are usually in a vertical alliance partnership with their 
customers, the brand owners [12, 13]. 

The purpose of this article is to include in the conceptual 
complex of international payments for goods cases when an 
international trade transaction takes place between contract 
manufacturers and their customers - brand owners. The 
second chapter of the article examines the literature and 
conceptualizes the currently existing methods of international 
trade payment for goods. The third chapter of the article 
describes the methodology based on which the research was 
conducted in the case of contract manufacturers. The fourth 
chapter presents the results of the study and provides an 
expanded complex of international trade payment methods. 
The fifth chapter of the article presents the conclusions and 
discussion for further research. 

2. Literature Analysis on Conceptual 

Methods of International Trade 

Payments 

Many authors of textbooks or business educational 
literature distinguish five methods of payments in 

international trade, and schematically depict it as in the 
drawing below [6-9, 14-17]. 

 

Figure 1. Classic complex of international trade payments methods. 

This conceptual model reflects the distribution of risk 
between an exporter and an importer, such a model can be 
found in many textbooks for students, as well as in business 
educational literature, on the websites of state export 
promotion agencies (Figure 1). According to this scheme, the 
lowest risk for an exporter is to receive money in advance, the 
highest risk is to sell under a letter of credit - a letter of credit, 
the medium risk is to sell under the documentary collection 
method, and the highest risk is for the open account method 
and consignment. From an importer's point of view, these 
risks are in reverse order. The lowest risk for an importer is the 
consignment method, followed by the order of increasing risk 
as follows: open account, collection of documents, letter of 
credit and prepayment. 

2.1. Cash in Advance 

The first method of international trade is commonly 
referred to as cash in advance. This method means that the 
manufacturer ships the goods from his warehouse only when 
payment for them is received, that is, when the buyer's money 
reaches the seller's bank account. This method of payment is 
very useful for the seller, because there is no risk that the 
buyer will not pay. In other words, the buyer pays in advance. 
This payment method is very risky for the buyer. After 
transferring the money to the seller's bank account, the buyer 
may not receive the goods or may receive damaged, 
incomplete or incorrect goods [5]. Of course, the sales 
contract and INCOTERMS define responsibility, insurance 
and impose obligations on the seller, but in global practice 
there are many cases where the buyer suffers losses [5]. Legal 
protection of the terms of the contract does not always ensure 
the fulfilment of obligations, international courts are often 
expensive, and even court decisions are not always enforced, 
for example when the seller goes bankrupt. There are also 
cases of fraud from sellers, and it is extremely difficult to 
reach and claim goods from a seller in another country or even 
another continent [18, 19]. 

This payment method is mainly applied to those buyers 
about whom there is not enough information, whose country's 
economic or political situation is unstable or whose currency 
is not convertible. If the seller of the goods occupies a 
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dominant position in the market and can impose favourable 
terms on the buyer, then in this case the prepayment method 
will also be chosen. 

Although it seems that this payment method is unacceptable 
to the buyer, this method is still applicable and depends on the 
size, history, and reputation of the buyer - seller. If the buyer is 
a new, little-known company, then the manufacturer is 
unlikely to agree to export the goods without receiving 
advance payment. Importers agree to pay manufacturers in 
advance if they verify that the manufacturer is a company with 
many years of experience and a good reputation in the market. 
This payment method is often used in the B2C e-commerce 
segment. When buying in an online store, the buyer usually 
pays money in advance and only after that the product is sent 
to him. In order to gain the trust of customers, electronic stores, 
especially those trading in international markets, apply a 
refund policy. Money is returned if the product is not 

delivered to the buyer or is damaged, and some stores offer the 
option to simply return the product if you do not like it. 
However, in all these cases, the buyer has to trust the seller 
and assume all the risks for himself. 

In terms of risk distribution between an importer and an 
exporter, this payment method is more favourable to the seller. 
In this case, he receives the money before sending the goods. 
This means that an importer pays for the goods, and in some 
cases for transport and insurance, before he or his agent has 
accepted the goods. Meanwhile, an exporter is compensated 
for non-fulfilment of the contract and protected against 
payment delays or insolvency. 

By immediately transferring funds, the buyer is not 
guaranteed whether the seller will fulfil his obligations under 
the contract. The goods may not be delivered at all, not sent, 
sent later or do not match the order in terms of quantity or 
quality, and the buyer may no longer receive the funds paid. 

 

Figure 2. Cash in advance payment. 

Schematically (Figure 2), the sequence of actions in this 
payment method is simple [20]. After signing the contract (0), 
an importer makes a money transfer to the account indicated 
by an exporter (1). After receiving the payment, an exporter 
gives the goods to the transport company (2), which takes the 
goods and hands them over to an importer (3). Transport 
payment, insurance and risk are shared by an exporter and an 
importer according to the international trade conditions 
INCOTERMS, choosing one of the conditions [21]. 

2.2. Letter of Credit 

However, an importer often does not agree to pay in 
advance due to the above-mentioned risk of not receiving the 
goods. In order to reduce an importer's risk, third parties - 

banks - are often used [19, 22]. This way of trading is less 
risky for an importer. According to this method, an importer is 
guaranteed to receive the goods, and the money will reach an 
exporter only when an importer signs on the consignment note, 
thus confirming that the goods have arrived. After an exporter 
delivers the goods to an importer and receives his 
confirmation that the goods have been delivered, he is also 
guaranteed to receive the money. This guarantee is provided 
by the bank. Banks are usually more trusted than trading 
partners, especially if they are international banks with a good 
reputation. Banks receive a commission for this mediation 
service. More than 90 percent of international trade 
transactions take place through the mediation of banks [23, 
24]. 

 

Figure 3. Payment by letter of credit. 
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This method of payment for international trade is carried out 
in the following steps [25, 26, 27]. First, an exporter and 
importer sign a trade contract (0). An importer applies to his 
bank and from the relationship with the bank an importer 
deposits funds in the bank, transfers funds to his bank or takes a 
bank credit for import (Figure 3). An importer's bank then 
issues the letter of credit that it has provided to the buyer to an 
exporter (2). This letter of credit is a guarantee to the seller that 
he will receive money if and when he delivers the goods. After 
receiving the letter of credit, the goods sent by an exporter are 
handed over to the transport company (3). The transport 
company hands over the goods to the buyer and at the same 
time a letter from an importer confirming that the shipment has 
been delivered is received (4). This confirmation is usually 
signed on the consignment note. "Transport company" will 
return this confirmation to an exporter (5). Although with the 
development of information technology there are also 
electronic confirmation methods, nevertheless, in international 
trade, an exporter often requires original documents with the 
signature of an importer. An exporter submits the proof of 
delivery of these goods - the bill of lading signed by the buyer - 
to his bank (6), and the latter submits it to an importer's bank (7). 
After receiving this confirmation, an importer's bank transfers 
the money to an exporter's bank (8), and finally payment 
achieves exporter (9). In this form of payment, an importer can 
no longer withdraw his deposited funds from his bank unless an 
exporter fails to deliver the goods to him. In this case, an 
importer will have to prove to his bank that he did not receive 
the goods from an exporter within the agreed time. An 
importer's bank basically guarantees an exporter that if the 
goods have already been sent by an exporter, the buyer can no 
longer cancel the transaction and refuse the goods. [28]. More 
detailed risks, conditions and insurance during transportation 
are determined by INCOTERMS [21]. 

In other words, a letter of credit is essentially a document that 
allows one party, such as an importer's bank, to pay another 
party, an exporter, a debt owed by a third party, such as an 
importer. The letter of credit is issued at the request of the bank 
client and according to his instructions. The bank issuing the 
letter of credit is usually located in an importer's country [1]. 

According to the nature of the bank's obligation, letters of 
credit can be divided into revocable, irrevocable, irrevocable 
unconfirmed and irrevocable confirmations. A revocable letter 

of credit is not very reliable for the seller because the bank is 
not legally obligated to pay [28, 29]. 

Although the letter of credit poses a lower risk for an 
importer, an importer is not protected from the case if the 
quality characteristics of the delivered goods do not meet the 
requirements or standards. The fact of goods delivery in this 
case is sufficient proof that an importer's bank needs to pay an 
exporter's bank for the goods [18, 30]. 

2.3. Collection of Documents 

Document collection is similar to trade payment using a letter 
of credit (Figure 4). In case of collection of the document, a 
third party - the bank - is used [16, 17]. The essential difference 
from a letter of credit is that in case of collection of the 
document, if the quality parameters of the goods do not meet the 
conditions set by an importer and this becomes clear already 
after the physical delivery of the goods, then an importer has the 
opportunity to cancel the order of the goods and not pay money, 
and the goods are returned to an exporter [6]. 

According to this payment method, an exporter has the right 
to the goods until the buyer fulfils an exporter's requirements: 
he pays for the goods or undertakes to pay for them after a 
certain time. So, if an importer refuses to pay for the goods 
because they do not meet the requirements, then an exporter 
continues to be the owner of the goods. In turn, banks act only 
as agents issuing documents for the fulfilment of export 
conditions, that is, they do not assume any obligations, unlike 
when paying with a letter of credit. This payment method is 
recommended when the buyer and seller trust each other, and 
the buyer's financial condition is not in doubt [28]. The 
partners must be convinced that the payment cannot be 
hindered by force majeure, and the payment operations of the 
buyer's country are unrestricted and under special control [31]. 

The buyer and the seller enter into a contract for the supply 
of goods (0), which provides for payment in the form of 
collection. An exporter sends the goods, presenting them to 
the transport company (1), which concludes a contract for the 
transportation of goods with the seller and accepts the goods 
for transportation, issuing a bill of lading to the seller. An 
exporter submits this document together with collection 
instructions to the transferring (own) bank for collection (2), 
and the carrier delivers the goods to an importer (2). 

 

Figure 4. Payment by documentary collection. 
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According to the seller's application, the bank prepares its 
instructions to the buyer's bank and sends them together with 
the documents provided by the seller to the bank of the buyer's 
country (3). The collecting bank informs an importer about the 
collection order received on his behalf, and familiarizes him 
with the payment conditions. If the buyer accepts, otherwise 
undertakes to pay for the documents when the due date is 
reached or pays them immediately, the bank will hand over 
these documents to him (4). In this case, the bank does not 
undertake to make the payment itself, it is only obliged to 
make the payment at the customer's request. When the 
payment deadline arrives, an importer's bank debits an 
importer's account to pay the accepted bill and forwards these 
funds to an exporter's bank (5), which then transfers the 
money to an exporter and returns the acceptance documents 
approved by an importer (6). According to international 
practice, each counterparty pays the fees of its own country's 
banks in connection with the payment by collection of 
documents [17]. 

2.4. Open Account 

An open account is a trade arrangement (0) in which goods 
are shipped to a foreign buyer (1) and given to him (2) before 
payment is made and without a written guarantee of payment 

(Figure 5). In this case, the buyer pays after receiving the 
goods and the invoice (3). Depending on the terms of the 
contract, the payment term may be set differently. In practice, 
a delay of one month, two months or even three months of 
payment is usually met. This way of trading is risky for an 
exporter, because an importer may not pay for the goods for 
various reasons [1, 6, 7, 8, 9]. Debt collection in another 
country is a much more complicated, lengthy and expensive 
process than in your own country [28, 29]. It is not always 
possible to collect the debt, for example after the bankruptcy 
of an importer. An exporter agrees to this method of payment 
unless an exporter and importer have a partnership of many 
years, are long-term partners in a non-property alliance, or an 
exporter and importer have capital ties. This is how it is sold to 
subsidiaries, or how companies belonging to the same parent 
company trade with each other. [32] 

Mutual relations are based on the creditor-debtor basis [28, 
31]. In this case, the transaction is financed by the seller. 
Although an exporter has a strong interest in selling the goods, 
his position is not secure as the goods and documents are 
dispatched before payment is received. The seller must be sure 
that he will be paid, even in the case of issuing a check or 
accepting a bill of exchange. Another option is to insure 
yourself against the risk of insolvency. 

 

Figure 5. Payment by open account. 

2.5. Consignment 

With the consignment payment method, the processes are 
very similar to the open account method, but an exporter 
receives payment only when an importer sells the goods to 
his customers [6, 9, 22, 31]. After concluding the 

consignment contract (0), an exporter sends the goods to the 
foreign buyer (1) and gives them to him (2). An importer 
then sells these goods to his customer (3). After receiving 
the money from his customer, an importer pays to an 
exporter according to the terms of the consignment 
agreement (Figure 6). 

 

Figure 6. Payment by consignation. 
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This trade method is the riskiest for an exporter [15], 
because it is not known in advance how long an importer will 
sell the goods to his customers. In the end, it is not known at 
all whether it will be possible to sell those goods. Exporters 
use this method only when trading with very reliable partners, 
usually their representatives abroad - subsidiaries, branches 
[1]. This trade method can be applied when the manufacturer 
has a large amount of production in its warehouses and there is 
a lot of competition in the foreign market [10]. In this case, an 
importer practically takes no risk, this type of trade requires 
minimal investments, the goods do not require working 
capital. 

2.6. Incompleteness of the Classic Complex of Five 

Payment Methods 

Summarizing the five most frequently analysed 
international trade payments methods, it can be said that they 
are all widely applicable to the general case where an exporter 
already has a manufactured product. Exporters are usually 
manufacturers or manufacturers' agents or distributors. 

Henry Ford, who was the first to apply the principles of 
economies of scale and specialization in mass production of 
cars, started the so-called Fordist stage of business 
globalization. Serial production of the "Ford T" model, which 
began in 1913, is a symbol of this stage. At this stage, the main 
focus was on increasing production efficiency and volumes. 
This was greatly boosted by export volumes. Export has 
become the most popular way of doing international business 
[5]. The scale of export growth of industrialized countries led 
to the growth of the gross domestic product of these countries. 
Globally, the differences in the size of the gross domestic 
product between the leading countries - the US, the UK, 
France, Germany, Italy and the rest of the world - began to 
widen. At that time, there was a great demand for industrial 
products in the world. Industrial production was needed for 
agriculture, the construction sector and even individual 
consumers. Manufacturers focused on the affordability of 
products. Mass production of homogeneous products led to 
lower production costs and lower prices. Automobiles, 
household appliances, and other personal consumption goods 
have become affordable for middle-income residents in the 
United States and many Western European countries. 

As world production and exports increased in the 20th 
century, supply became saturated [5]. Consumers could 
choose which manufacturer's product to buy. Competition 
between manufacturers has begun. Many manufacturers in the 
USA, Germany, Italy, France began to compete, but in the 
Fordist society competitive advantage was mainly sought 
through price. Product quality was also important, but it was 
mostly perceived through functional properties, reliability and 
durability. Global business was dominated by the so-called 
"push" paradigm, which meant that the manufacturer produces 
goods, places them in warehouses, and the further sale of these 
goods is already the concern of salespeople and marketing and 
distribution specialists. The so-called make-to-stock phase 
prevailed [5]. 

In the second half of the 20th century, beginning in the 
1970s, consumers became increasingly picky about their 
products, and manufacturers realized that no matter how 
efficiently a product was produced, if the product did not sell, 
it would mean a loss [5, 12]. This idea fundamentally turned 
the concept of global business upside down. The conformity 
of the product to the specific needs of the customer and the 
speed of availability of the product have become as important 
as the price. Manufacturers had to change the concept of mass 
production "in stock" to production on demand, or the 
so-called "pull" concept. 

The concept of "pull" is basically based on the diversity of 
the assortment and the economy of scope. As long as the 
manufacturer produced a single product according to the 
Fordist paradigm, the probability of selling all products from 
the warehouse was high, but when manufacturers began to 
produce a wide range of products, it became risky to 
manufacture to the warehouse. For example, even a car of the 
same brand and model can have different body colours, 
different engine power, different interior details, tires and rims, 
even different gearboxes and types of fuel. There may be 
several hundred variations of the product, and it is really risky 
for the manufacturer to produce cars of all variations in the 
warehouse, because not all of them will find their buyer. It is 
even more difficult to plan the required inventory level for 
each variation. Therefore, more and more manufacturers have 
moved to a new business paradigm, where the customer's 
order comes before the start of production. The user is allowed 
to choose all car parameters from the set offered by the 
manufacturer. The production of the car starts only after the 
order is placed by the user [5]. This make-to-order paradigm 
eliminates economies of scale in final product assembly, but 
economies of scale remain in component manufacturing. [12] 
Although different components may be fitted to the same car, 
the components themselves are the same. Thus, economies of 
scale shifted from final assembly to component manufacturing, 
and assortment diversity began to dominate final product 
assembly. This paradigm is called "post-Fordist" [5]. 

In the post-Fordist paradigm, the value of production 
efficiency has become relatively lower. The USA and Western 
European countries have outsourced both the production of 
components and the assembly of the final product to Asian 
countries, where labour is cheaper [33]. The greatest value in 
post-Fordism goes to the product brand, product development 
R&D activities and innovations, as well as product 
distribution, marketing, and after-sales service. This is 
described by the "smile curve" proposed by Acer founder Stan 
Shih in 1992 [36]. 

R&D activities are mostly concentrated in the United States 
in the field of logistics and distribution, dominated by the 
Mediterranean and North Sea regions of Western Europe, the 
coasts of China, and the West Coast of the United States. 
Production is concentrated on the coasts and islands of 
southern Asia, the East and West coasts of South America. 
Areas near the sea and the largest port cities were chosen as 
production sites, as this greatly reduces both the delivery of 
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raw materials to factories and the logistics costs of exporting 
finished products. 

Some multinational corporations have moved their 
production units to cheaper production locations in Asia or 
South America, some have bought existing factories there, 
some have invested and built factories. However, some 
multinational corporations refused to control production 
themselves and to have their own factories. So-called private 
label manufacturers and contractual manufacturers as concept 
have emerged. These are the manufacturers who make the 
output of a certain type of industry to order. For example, in 
the pharmaceutical or computer industry, the brand owner can 
choose which factory to manufacture its product or its 
individual component [34]. Most of the time, the name of that 
factory is not even known to the end users, and in the same 
factory, goods are produced by manufacturers of different 
brands, who are often competitors in the market [35]. Thus, 
the production of components or the assembly of the final 
product is perceived as an outsourced service. The term 
"offshoring" is used to describe such a service. In essence, it 
can be said that independent manufacturers have emerged that 
only provide a physical manufacturing service to brand 
owners. In this case, the question arises as to who should be 
considered a manufacturer, because the brand owner often has 
no production capacity at all, but only controls R&D activities, 
intellectual property of the created product, and marketing 
tools. However, the highest added value and profit in this case 
corresponds to the brand owner. This is described by the 
"smile curve" proposed by Acer founder Stan Shih in 1992 
[36]. 

The decline in the value of production has created the 
conditions for more and more brand owners to abandon their 
production capacity and look at production as subcontracting. 
Since the 1990s, more and more international companies have 
outsourced production to other countries. So, in case of 
contract manufacturing, the actual manufacturer is often a 
little-known company that custom-makes products for the 
brand owner, which the brand owner will then distribute under 
its own name in various markets [37]. 

In the case of contract manufacturing, the methods of 
international payments described in sections 2.1-2.5 are not 
very convenient. In order to conceptualize the payment 
method in case of contract manufacturing, the author 
conducted a study, the methodology of which is briefly 
described in chapter 3, and the results are presented in chapter 
4. 

3. Methodology 

In order to investigate which payment method is most often 
applied in the case of a contact manufacturer, a qualitative 
study is chosen. Qualitative research in this case has an 
advantage over quantitative research because it not only 
reveals in more detail the choice of exporters' trade payment 
method, but also describes its reasons and deeper motivations. 
However, the payment method is quite sensitive commercial 
information. Before choosing the research method, several 

pilot interviews with exporting producers revealed that the 
payment method is one of the competitive advantages. For 
example, brand owners often include payment method among 
many parameters when choosing a contract manufacturer. In 
contract manufacturing, the contractual relationship between 
the brand owner and the contract manufacturer is 
non-disclosure and is considered a very serious trade secret. 
For this reason, quantitative research using online data 
collection platforms would be difficult to implement. Due to 
commercial confidentiality, contract manufacturers seek not 
to disclose this information, even during a personalized 
quantitative survey. Statistical information from banks is also 
not available, because they store data through which transfers 
are made. Information on the total values of letters of credit 
issued by banks or amounts of export credits is available, but it 
is not possible to filter out the details of what part is involved 
in the transactions between the contract manufacturer and the 
brand owner. Banks themselves rarely have information about 
cases of contract production. 

Taking into account the above arguments, a qualitative 
survey method was chosen - interviews. Interviews were 
conducted with 28 contract manufacturers operating in 
Eastern and Central Europe. These contract manufacturers are 
mostly SMEs, many of them are family businesses, and the 
companies are not listed on stock exchanges. The customers of 
these contract manufacturers, mostly international companies 
listed on stock exchanges, are among the market leaders in 
certain industries. Among the investigated companies were 
representatives from the clothing industry, the pharmaceutical 
industry, the furniture industry, the metal products industry, 
and the wood products industry. Contact manufacturers were 
interviewed about the most common payment methods and 
risks arising from the transaction between the brand owner 
and the contract manufacturer. The results of the interviews 
made it possible to supplement the classical complex of 
international trade payment methods by including the case of 
contract manufacturing. 

4. Research Results and an Improved Set 

of Payment Methods 

The research revealed that contract manufacturing can be 
any of the five payment methods described in Chapter 2, but 
contract manufacturing has several important differences 
compared to a traditional exporter producing own-brand 
products. In the case of contract manufacturing, profit margins 
are usually lower than those of a traditional manufacturer of 
own-brand products. This is because the value of contract 
manufacturing is the highest profit in the entire value chain for 
the product creator and brand owner and for distribution and 
sales. In the absence of large profit margins, contract 
manufacturers focus on economies of scale and aim for the 
largest possible production volumes. However, a contract 
manufacturer often serves more than one customer. For 
example, during the interview, representatives of the 
pharmaceutical industry, representatives of the clothing 
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industry revealed that production plans are made several 
months to years in advance, and the customers are quite 
diverse. Customers who are brand owners usually order 
production in batches. More specific examples would be 
brand owners in Switzerland who contract fruit production in 
Poland or Slovakia. A clothing brand in Spain orders contract 
manufacturing in Lithuania or Ukraine. A clothing brand in 
Italy outsources contract manufacturing in Bangladesh. A US 
car manufacturer outsources the production of an auto part to 
Mexico. In any case of the above examples, the contract 
manufacturer has to purchase raw materials before starting 
production. Of course, there are different cases of vertical 
integration. Some contract manufacturers have equity ties 
with the brand owner, but there are quite a few cases in the 
market where contract manufacturers operate independently. 
Thus, before starting production, the contract manufacturer 
assumes a certain risk when purchasing raw materials. Most 
often, the risk manifests itself in the fact that if the customer 
refuses to buy the ordered production from the contract 
manufacturer, the contract manufacturer will not have the 
opportunity to sell it himself. Intellectual property rights limit 
this possibility for the contract manufacturer. Only the 
trademark owner has the right to distribute the goods produced 
by him, or that the trademark owner will grant such rights. 

During the interview, the companies, who did not want to 
name themselves, revealed the problem of refusing to buy the 
product from the contract manufacturer. In such cases, 

contract manufacturers incur both the costs of the production 
process and the costs of purchasing raw materials, but the 
income from the order is equal to zero. In the market, there are 
also cases of selling goods on the black market, when the 
contract manufacturer cannot officially sell the manufactured 
goods. Such cases often occur with contract manufacturers 
located in Asian countries. It is not uncommon for well-known 
brands that end up on the black market to be manufactured on 
the same contract manufacturer's equipment as the officially 
traded goods. This case is considered a violation of the law, 
and the offenders are subject to criminal liability. However, 
this method does not benefit either the contract manufacturer 
or the brand owner. 

The reluctance of the brand owner to buy the product when 
the contract manufacturer has produced it has several reasons. 
One of the cases may be the brand owner's dissatisfaction with 
the quality of the manufactured product. When an importer 
buys a ready-made product, he can make sure of the quality of 
the product and take samples before buying. However, if an 
importer orders a contract manufacturer to produce the 
product, an importer can only trust that the produced product 
will meet the quality standards and requirements. Thus, we 
have a case where an importer buys something that the 
manufacturer has not yet produced and, in most cases, the raw 
materials for which have not even been purchased. 

In this case, the most common method of deduction is 
pre-production partial financing. 

 

Figure 7. Manufacturing pre-payment. 

This method of payment (Figure 7), as revealed by the 
interview, has been used in the case of contact production 
quite widely for three decades, but it is not included in the 
classical model of the variety of payment methods in 
international trade. Under this method, an exporter and 
importer sign a contract manufacturing agreement (0). Under 
this contract, an importer pays an advance fee to an exporter 
before the start of production (1). The amount of this advance 
payment can be negotiated differently between an exporter 
and an importer. For example, there may be a case where an 
importer pays the full value of the raw materials in advance. In 
this case, the manufacturer risks only the costs of the 
production process itself. Another case is when a percentage 
of the price of the exported product is agreed, for example 50 
percent. An advance payment made by an importer in advance 

is important evidence of an importer's intention to purchase 
the entire production. 

After producing the products, an exporter usually demands 
payment for the entire production (3) and only then sends the 
goods (4-5). In this business model, an exporter, since he has 
small profit margins, in most cases seeks to reduce business 
risk and not apply the open account method, although there are 
cases of collection of letters of credit or documents for the 
export of already manufactured products. 

Due to the popularity of contract manufacturing, and the 
payment method characteristic of it, it can be classified as a 
conceptual payment method. Although this payment method 
is essentially an addition to the prepayment method, payment 
before the production of the product is still quite a significant 
differentiator than simply prepayment for the product. 
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Figure 8. Contemporary complex of international trade payments methods. 

In the modern complex of international trade payment 
methods (Figure 8), risks are distributed similarly to the 
classic one. Exporters have the lowest risk in the case of 
payment at the start of production, while importers have the 
highest risk. In fact, this amount of risk for importers is greater 
than in the case of prepayment for already manufactured 
goods, because next to an exporter's reliability and transport 
risk, there is a production risk. 

5. Conclusions and Insights for Further 

Discussion 

The literature analysis showed that the most common 
methods of international trade are advance payment, letter of 
credit, collection of documents, open account and 
consignment. All these methods are applied depending on the 
relationship between an exporter and an importer, on their 
mutual trust, and the duration of the cooperation experience. 
In a post-Fordist society and with the development of 
globalization, the added value of production has declined 
relative to the value of product creation and branding. Brand 
owners increasingly began to subcontract production to 
contract manufacturers. The additional risk of production and 
procurement of raw materials arising from cases of contract 
manufacturing led to the spread of another method of payment 
for international trade. Importers often pay the contract 
manufacturer before production begins, and these amounts 
depend on the value of the raw materials purchased by the 
manufacturer. 

The research presented in the article is qualitative in nature 
and is limited to the opinions of a small number of managers 
in a few industries. Payment methods are commercially 
sensitive information, so neither importers nor exporters are 
willing to openly provide their details and company names. 
However, it would make a lot of sense to estimate the 
proportions of different payment methods in different 
industries and regions. This study reflects the opinions of 
more contract manufacturers and exporters operating in 
Eastern Europe, but different research results are possible in 
other continents due to differences in culture and business 
financing ecosystems. 
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