Methods to determine the international trade prices

1.
Determining final prices depending on the quality parameters and technical level changes
a) Method of base price change by applying constant ratio

The base price is increased or decreased based on fixed ratios, given in percentages or absolute values.

As an example, for chromium ore with 42% chromium, a base price of 100$ FOB is fixed, the exporting country contribution from the closest point to the production place. It is agreed that for each increase of chromium concentration by 1%, the price will be risen by 5$ or 5%, and for each decreasing percentage of chromium concentration will be decreased by 10$ or 10%.

b) Method of base price change by progressive ratios:

A good example is the base price adjusting formula of an iron ore, of a certain quality. The essential parameter of the price change is the metallurgical value, defined by the elements existing in the ore ore composition.

In accordance with their proportion, the coke and calcium oxide consumption, purity, manufacturing time are established in the cast iron manufacturing process.
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in which Vm=metallurgical value; Fe= iron; Mn=Manganese,

SiO= silicium dioxide, CaO= calcium oxide 

2.     Adjusting the base price according to price change of the products’ components.

There are different formulae which are used to adjust the base prices. They are especially used to adjust the equipment and complex objectives’ prices which require much time to be carried out. We are presenting the formula which is most applicable in international trade, formula which is also included in the juridical guide of The United Nations Commission for the International Trade Rights. 

The formula is based on price indexes (that is why it is also called index formula):
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In which:

P1= final price to be paid

Po= initial price, stipulated in the contract

a= the percentage fraction out of the initial price which is not changeable

b= percentage fraction out of the initial price which represents the materials’ proportion. 

c= the percentage fraction out of the initial price which represents energy proportion.

d= the percentage fraction out of the initial price which represents wages proportion: a+b+c+d=100

Mo= basic level of price indexes for materials

M1= comparative level of price indexes for materials

No= basic level of price indexes for energy

N1= comparative level of price indexes for materials

Wo= basic level of price indexes for wages

W1= comparative level of price indexes for wages

3.    Price change according to currency fluctuation 

Currency fluctuations have an indirect influence over international prices, as a consequence of currency purchasing power’ increase or decrease in which prices are expressed. Protection against the risks coming out the currency fluctuation was done by stipulating the gold clause in the contract. This has been replaced by the currency clause under its various forms, such as: simple currency clause, based on a reference currency; currency clause based on DST or ECU. Here are given two examples:

a) Simple currency clause within selling-buying contract 
When the contract is signed the US dollar currency exchange is 1.8 DM and if the during the contract development the currency changes more than + 5% the left price of the unfulfilled contract will be correspondingly modified, as well as the delivering prices done by the changing date, but not paid. 

Prices adjustment in such cases  will be done referring to the whole turning off percentage and not only with the one exceeding the + 5% of the admitted limit.

b) The currency clause based on a bunch of values within a selling-buying contract or a credit contract.

The payment obligations resulting from the contract are in US dollars, as the equivalent of a basic currency calculated as a arithmetic mean of the buying-selling opening currency of the following: French franc, Swiss franc, Dutch gulden, Swedish crown, German mark.

4.    Reciprocal prices freezing in long-term contracts 

It is a method which protects both parties against the risks of currency fluctuations. The necessary condition is that the compensation operations be well balanced. Such method is also applicable, with good results, in the case of international cooperation contracts for industrial equipment or other economical objectives, with payment made with the products resulted from those economical objectives or with other products .

If, for example, in the case of two countries A and B, cooperation for carboniferous mines on country B’ territory is agreed, based on credit delivering and technical assistance on country A behalf, by coal delivering repayment and the price expressed in Swiss francs, the two parties can agree on the following fix prices:  

· equipment and materials’ prices which are to be delivered in country A

· service price which are to be carried out by country A

· the coal price which is to be delivered by country B for country A’s participation

5.    Unpredictability 
 Unpredictability is a very useful clause within the long-term contracts or medium-term ones, caused by noticeable changing of contract basic prices costs, this could happen when some unpredictable, exceptional events occur, such as: custom taxes newly imposed, most favoured nation status set up, prices blowing-ups, etc.

6. Price determination through technical-economical parameters correlation.   

a) The method of simple proportionality 

The formula in use has two variants: 

- the formula based on exponential index (the Fischer formula)
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- the formula based on the correction quotient 
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b) Multiple proportionality method
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c) The method of dynamic factor

It is used in autovehicle field and it is based on the American Andrew Cart.
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d) Other methods of simple and multiple proportionalities

There are to be mentioned:

· the cartograms method

· the unit method

· the six tens method 

e) The interpolation method 

The general formula is : 
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f) The extrapolation method:

Essentially, this method is based on this rule:
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1. What does 
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V

 represent in the method of base price change by progressive rations?

2. Which is the formula based on price indexes ( also called index formula )?

3. What does 
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 represent in the Index Formula?

4. How is the Unpredictibility defined?

5. Which method is used in autovehicle field? Write this formula.

6. Which is the general formula used on the interpolation method?
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