Unit 1: An overview to International Marketing

1.0 Aims and Objectives 

After studying this unit, you will be able to explain

· the meaning of international marketing

· the benefits of international marketing

· the barriers of international marketing

· the forms of entry into international markets.

1.1 Introduction

A firm selling abroad its merchandise often faced with cultural, economic, and legal systems that are quite different from those in its home country. Thus a firm must understand and adapt to a new and unfamiliar environment. 

A firm moves beyond domestic markets into international trade for several reasons.

The first is simply the existence of foreign markets. There is a strong demand for a wide variety of consumer products in the developed nations of the world. And with in the developing as well as the developed nations of the world, there is a demand for business products such as machine tools, construction, equipment and computers. Second, as domestic markets become saturated, producers even those with no previous international experience, look to foreign markets. 

Third, some countries possess unique natural or human resources that give them a comparative advantage when it comes to producing particular products. Another factor in international expansion is the possession of a technological advantage. 

What do we mean by international marketing?

An organization whose products are marketed in two or more countries is engaged in international marketing. 

The fundamentals of marketing apply to international marketing in the same way they apply to domestic marketing. Marketing program should be built around a good product that is properly priced, promoted, and distributed to a market that has been carefully selected. 

International markets create attractive opportunities, but the competition is intense. Success goes to the firms that understand and adapt to the environmental factors that influence international marketing. 

1.2 Meaning
The American Marketing Association (AMA) defines the term international marketing as follows.

“International Marketing is the multinational process of planning and executing the conception, pricing, promotion and distribution of ideas, goods, and services to create an exchange that satisfy individual and organizational objectives.  “

According to Cateora graham (2005), International marketing is the performance of business activities designed to plan, price, promote, and direct the flow of a company‟s goods and services to consumers or users in more than one nation for a profit. 

The term “International Marketing” refers to exchanges across national boundaries for the satisfaction of human needs and wants

Marketing a product or service across national boundaries in order to satisfy the needs of customers and the objectives of the organization.  

The International Marketing is the application of marketing principles to satisfy the varied needs and wants of different people residing across the national borders. Simply, the International Marketing is to undertake the marketing activities in more than one nation. 

International marketing must be distinguished from international trade. 
International trade is concerned with the flow of goods and capital across national borders. The focus of the analysis is on commercial and monetary conditions that affect balance of payment and resource transfers. This economics approach provides a macro view of the market at the national level, with no specific attention given to companies marketing intervention. The study of international marketing on the other hand, is more concerned with the micro level of the market and uses the company as a unit of analysis. The focus of the analysis is on how and why a product succeeds or fails abroad and how marketing efforts affects the outcome. 

Some marketing authorities differentiate international marketing from multinational marketing because international marketing in its literal sense signifies marketing between nations. The word international can thus imply that a firm is not a corporate citizen of the world but rather operates form a home base.

Domestic marketing involves are set of uncontrollable derived from the domestic market. International marketing is much more complex because a marketer faces two or more sets of uncontrollable variables originating from various countries. The marketer must cope with different cultural, legal, political and monetary systems. 

A firm marketing mix is determined by the uncontrollable factors with in each country’s environment as well as by the interaction between the sets. 

1.4 Distinction Between Domestic VS International Markets

Similarities 

· Basic principles of marketing are the same (marketing mix elements)

· Core concepts of marketing are the same

· Basic goals of marketing i.e. customer – orientation and company’s objective attainment are the same

· All necessary exchange conditions are the same, etc

Some basic distinctions between domestic and international markets are as enumerated below. 

i) Domestic market

1. One language, one  nation, one culture 

2. Market is much more homogeneous 

3. Single currency

4. No problems of exchange controls, tariffs

5. Relatively stable business

6. Minimum government interference in business decision

7. Data in marketing research available, easily collected, and accurate etc.  

ii) International Markets 

1. Many languages, many nations, many cultures

2. Markets are diverse and fragmented

3. Multiple currencies

4. Exchange controls and tariffs normal obstacles

5. Multiple and unstable business environments

6. Due to national economic plans government influence usual in business decisions

7. Marketing research very difficult, costly and cannot give desired accuracy, etc.  

8. Domestic and International Enterprises: Characteristics and Practices Environment

1.5 Benefits of International Marketing
The nation will be benefited through International Marketing, as discussed in the summarized form below : 

· To meet imports of industrial needs 

The developing countries need imports of capital equipments, raw materials of critical nature, technical know how for building the industrial base in the country with a view to rapid industrialization and developing the necessary infrastructure. 

· Debt servicing 

All most all underdeveloped countries have been receiving external aid over the years for their industrial development. Hence it is necessary to aim at sufficient export earnings to cover both imports and debt servicing.  

· Rapid economic growth

An expanding export trade can be a dynamic factor in a country’s development process. The country should have to utilize domestic resources and to provide technological improvement and improved production at lower costs. 

The benefits include: - 

i) The foreign exchange earnings can be used for the import of agricultural implements and fertilizers to raise the production of agricultural produce and that can provide a base for many agriculture-based industries.  
ii) Mitigate unemployment in labor – intensive industries

iii) Full utilization of idle resources

iv) Spin of benefits for the domestic consumer by exposing the industry to international markets and making it more competitive as well as conscious of costs and quality. 

· Profitable use of natural resources

Earning from exports can be utilized in establishing industrial unit based on different natural resources available in the country by making the necessary imports of plant and machinery for the purpose. 

· Facing competition successfully

Better quality and lower prices improve the image of the producer as well as of the country in minds of foreign customers. 

· Increase in employment opportunities 

In an effort to increase the export, many export oriented industrial units are established. In underdeveloped countries, the problem of the employment and underemployment is very serious that can be solved to some extent by increasing the level of export. 

· Role of exports in national income

Exports play an important role in the national income of the country and it can be increased to a sizeable extent through organized export marketing. 

· Increase in the standard of living 

Export marketing improve the standard of living of the countrymen in the following ways: -

i) The imports of necessary item for consumption can be made which may help improve standard of living. 

ii) Exports increase the employment opportunities, which in turn, increase the purchasing power of the people. 

iii) Exports are responsible for the rapid industrialization of the country. New items are produced for consumption in domestic market, which increases the level of standard of living.

iv) In order to face the competition in the international market, the producer improves the quality of the product by applying the latest technology. In this way, people get better quality products at cheaper rates. It helps improve the standard of living of the people. 

· International collaboration

Export marketing results in international collaboration. Developed country fix their import quotas for different countries and for different commodities. 

· Closer cultural relations

International trade brings various countries closer. Better trade relations are established among the countries. 

· Help in political peace

The economic relations between two countries help improve their political relations.

International marketing concepts

1. Ethnocentricity/Domestic Market Extension Concept 

Ethnocentricity is a strong orientation toward the home country. Markets and consumers abroad are viewed as unfamiliar and even inferior in taste, sophistication, and opportunity. The usual practice is to use the home base for the production of standardized products for export in order to gain some marginal business

It views its international operations as secondary to and an extension of its domestic operations; the primary motive is to market excess domestic production. Domestic business is its priority, and foreign sales are seen as a profitable extension of domestic operations. Even though foreign markets may be vigorously pursued, the firm’s orientation remains basically domestic. It seeks International markets where demand is similar to the home market and its domestic product will be acceptable. This domestic market extension strategy can be very profitable; large and small exporting companies approach international marketing from this perspective. 

2. Polycentric/Multi-Domestic Market Orientation 

Polycentric, the opposite of ethnocentricity, is a strong orientation to the host country. The attitude places emphasis on differences between markets that are caused by variations within, such as in income, culture, laws, and politics. The assumption is that each market is unique and consequently difficult for outsiders to understand. Thus, managers from the host country should be employed and allowed to have a great deal of discretion in market decisions. 

A company guided by this concept has a strong sense that country markets are vastly different and that market success requires an almost independent program for each country. Firms with this orientation market on a country – by- country basis, with separate marketing strategies for each country.

 Subsidiaries operate independently of one another in establishing marketing objectives and plans, and the domestic market and each of the country markets have separate marketing mixes with little interactions among them. Products are adapted for each market with little coordination with other country markets; advertising campaigns are localized, as are the pricing and distribution decisions.

A company with this concept does not look for similarity among elements of the marketing mix that might respond to standardization; rather, it aims for adaptation to local country markets. Control is typically decentralized to reflect the belief that the uniqueness of each market requires local marketing input and control

3. Geocentric/Global Marketing Orientation 

Geocentricity is an orientation that considers the whole world rather than any particular country as the target market. A geocentric company might be thought of as denationalized or supranational. As such, “international” or “foreign” departments or markets do not exist because the company does not designate anything international or foreign about a market. Corporate resources are allocated without regard to national frontiers, and there is no hesitation in making direct investment abroad when warranted.

A Company employing a global marketing strategy strives for efficiencies of scale by developing a standardized marketing mix applicable across national boundaries. Markets are still segmented, but country or regions are considered side by side with a variety of other segmentation variables, such as consumer characteristics (age, income, language group), usage patterns, legal constraints, and so on. The world as a whole is viewed as the market, and the firm develops a global marketing strategy.

This might mean a company‟s global marketing plan has a standardized product but country-specific advertising, or has a standardized theme in all countries with country – or cultural-specific appeals to a unique market characteristics, or has a standardized brand or image but has adapted products to meet specific country needs, and so on.

    Export Marketing and international marketing 

· Export marketing is the practice by which a company sells products or services to a foreign country. Products are produced or distributed from the company's home country to buyers in international locations. ... This where the importance of an export marketing plan comes in.

· An export is the shipping of domestic goods or services to a foreign country, where the products will be processed, used, sold or re-exported.

· Export marketing also involves preparing an offering that will entice the foreign buyer and customer. This offering comprises a product that is offered at a certain price and that is made available – distributed – to the foreign customer.

· The features of export marketing 

1. It is a process

· Export marketing is a process of planning and implementing the production, and distributing of goods and services, it consists of  various activities such as branding, packaging ,advertising etc.)

· various activities such as branding, packaging, advertising etc.

2. Identification and satisfaction of consumer’s needs & wants -

·  The heart of marketing is the identification of consumer needs and wants. 

· The exporter must constantly try to find out the problems or needs and wants of the foreign buyer, so export marketing adopts a total consumer oriented approach in the foreign markets.

3. Flow of goods and services

· –Export marketing involves flow of goods and services across the national boundaries.

4 .Large scale operations

· Export marketing is carried in bulk quantities so as to derive the benefits of large scale selling such as in respect of transportation, handling etc.

5. Prominence of multinational 

·  Export marketing in dominated by MNC’S. At present MNC’S from USA, EUROP and JAPAN play a dominant role in foreign trade. They are in a position of develop world wide contracts through their network of branches / offices /subsidiaries. These companies are in a position to carry on a large scale operation in foreign trade more efficiently and economically.

6. Tariff and non –tariff barriers

· Export trade is subject to tariff and non tariff barriers , these are restrictions imposed mostly by importing countries , so as to restrict imports every export firm should have a close study of various trade barriers imposed by different countries , so as to carry on its export trade more efficiently .

    Strategic marketing 

· Strategic Marketing is the way a firm effectively differentiates itself from its competitors by capitalizing on its strengths (both current and potential) to provide consistently better value to customers than its competitors.

· The Goal of Strategic Marketing (and the job of the strategic marketer) is to maximize a firm's positive differentiation over competitors in the eyes of its target market. It does this by answering 3 key questions; where, how and when should the business compete. 

· Which markets to compete in (where to compete).

· What the basis of the firm's competitive advantage is going to be (how to compete), and

· When and how the firm will enter each market (when to compete)

· Companies use strategic marketing:

·  To identify customer needs and to create a marketing plan to achieve customer satisfaction, 

· Improve company performance and increase profit.

· Typically, an organization will create a written strategic marketing plan that dictates what type of marketing programs it will use during a given time frame and how those programs will be implemented.

·  By outlining how it will engage customers and use new sales and marketing methods, an organization can grow and increase market domination.

·  Strategic marketing can also help a business become more innovative and better penetrate a market..

The Strategic Marketing Process

· A well defined and feasible marketing strategy makes meeting customer needs a likely and attainable goal. And while most companies do great marketing, only a few have created brand attachment and customer loyalty through their marketing practices and tactics.

· Strategic Marketing is a process of planning, developing and implementing ways to obtain a competitive edge in your chosen niche. This process is necessary to outline and simplify a direct map of the company’s objectives and how to achieve them.

1. Planning Phase 

· The planning phase is the most important as it analyzes internal strengths and weaknesses, external competition, changes in technology, industry culture shifts and provides an overall picture of the state of the organization, weaknesses, opportunities and threats of your business and reveal your company’s position in respect to the market

· This phase has four key components that will provide a clear diagram of where your company is and what it is doing.

· SWOT Analysis – Defines the strengths.

·  To maximizes strengths and minimize weaknesses an organization must perform the following:

· Analyze competitors

· Research company’s current and prospective customers

· Assess company

· Identifying trends in the company’s industry

   Marketing program  
· Once the needs of the customers have been determined, and the decisions have been made about which products will satisfy those needs, a marketing program or mix must be developed. 

· This marketing program is the how aspect of the planning phase, which focuses on the 4Ps and the budget needed for each element of the mix.

· Set marketing and product goals
· Once the customer needs are understood, goals can be set to meet them, thus increasing the chances of success with new products.

· Find points of difference: like your company’s unique selling point, each product should also have a certain set of traits or characteristics that makes it superior to the competitive substitute. 

· Position the product: market so that in people’s minds your product is the “go to” for their problem. Through emotional and mental marketing customers will associate your brand with their solution and eliminate choice.

· Select target markets: based on the research and their commonalities, that way needs and goals are both met.

· Market-Product focus and Goal Setting 
·  Once the questions of where the company stands and what it wants to achieve are answered, the next step in the planning process is determining where the resources will be allocated, and how to turn plans into focused action. To do this, customers should be divided into segments to determine what specific marketing technique will reach each targeted group and what each group needs.

2. Implementation Phase 

· The implementation phase is the action portion of the process. If the firm cannot carry out the plan that was determined in the early stages, then the hours spent planning were wasted. However, if the planning was adequately and competently structured, then the program can be put into effect through a sales forecast and a budget, using the following four components.

· Obtaining Resources – sums of cash to develop and market new products.

· Designing marketing organization – there should be put in place a marketing hierarchy to properly see the plans to fruition.

· Developing planning schedules – time needs to be allocated to specific tasks so they can be accomplished.

· Executing the marketing plan – effectively executing the marketing plan will take attention to detail, and focus on the strategy and tactics defined in your marketing plan.

3. Evaluation or Control Phase 

· The evaluation phase is the checking phase. This process involves ensuring that the results of the program are in line with the goals set. The marketing team, especially the manager will need to observe any deviations in the plan and quickly correct negative deviations to get back on course;

· A few ways to evaluate the effectiveness of your marketing strategy include paying attention to:

· Strategy versus tactic – strategy defines goals and tactic defines actions to achieve goals.

· Measurable versus vague – have milestones that define when you’ve achieved your goals.

· Actionable versus Contingent – “A strategic goal should be achievable through the tactics that support it, rather than dependent upon uncontrollable outside forces.” 

· Marketing strategy should be backed by a business plan with tactical moves to accomplish goals, or it is useless.

International trade concepts 
Whenever a buyer and a seller come together, each expects to gain something from the other. The same expectation applies to nations that trade with each other. It is virtually impossible for a country to be completely self-sufficient without incurring undue costs. Therefore, trade becomes a necessary activity, though, in some cases, trade does not always work to the advantage of the nations involved. Virtually all governments feel political pressure when they experience trade deficits.

Why Do Nations Trade?

A nation trades because it expects to gain something from its trading partner. One may ask whether trade is like a zero-sum game, in the sense that one must lose so that another will gain. The answer is zero, because though one does not mind gaining benefits at someone else‟s expense, no one wants to engage in transaction that includes a high risk of loss. For trade to take place, both nations must anticipate gain from it. In other words, trade is a positive sum Game. In order to explain how gain is derived from trade,
Principle of Absolute Advantage

Adam smith may have been the first scholar to investigate formally the rationale behind foreign trade. Smith used the principle of absolute advantage as the justification for international trade. According to this principle, a country should export a commodity that can be produced at a lower cost than can other nations. Conversely, it should import a commodity that can only be produced at a higher cost than can other nations.

The principle of absolute cost advantage holds that a country can have cost advantage by producing some commodities/services more efficiently than any other country with whom to build trade relationship i.e. exporting to those countries commodities the country can produce cost effectively and importing commodities it can produce less cost effectively.

Consider, for example, a situation in which two nations are each producing two products. Provides hypothetical production figures for the USA and Japan based on two products: the computer and the automobile. Possible physical output

	
	Product 
	USA
	Japan 

	Case 1 
	Computer 
	20
	10

	
	Automobile 
	10
	20

	Case 2
	Computer 
	20
	10

	
	Automobile 
	30
	20

	Case 3
	Computer 
	20
	10

	
	Automobile 
	40
	20


Case 1: the US can produce 20 computers or 10 automobiles or some combination of both. In contrast Japan produces only ½ as many computers. The disparity might be the result of better skills by American workers in making this product. Therefore, the US has an absolute advantage in computers. For automobile the situation is reversed. Japan has an absolute advantage over automobiles. In other words, the US has an absolute advantage over computers & an absolute disadvantage for automobiles & vice versa to Japan. 

Based on Table, it should be apparent why trade should take place between the two countries. The USA has an absolute advantage for computers but an absolute disadvantage for automobiles. For Japan, the absolute advantage exists for automobiles and an absolute disadvantage for computers. If each country specializes in the product for which it has an absolute advantage, each can use its resources more effectively while improving consumer welfare at the same time. Since the USA would use fewer resources in making computers, it should produce this product for its own consumption as well as for export to Japan. Based on this same rationale, the USA should import automobiles from Japan rather than manufacture them itself. For Japan, of course, automobiles would be exported and computers imported.

If each country specializes in the product for which it has an absolute advantage, each can use its resources more effectively while improving consumer welfare at the same time. By the same analogy a Dr. is absolutely better than a mechanic in performing surgery, whereas the mechanic is absolutely superior in repairing cars.

Principle of Relative Advantage

One problem with the principle of absolute advantage is that it fails to explain whether trade will take place if one nation has absolute advantage for all products under consideration. Case 2 of Table, shows this situation. Note that the only difference between Case 1 and Case 2 is that the USA in Case 2 is capable of making thirty automobiles instead of the ten in Case 1. In the second instance, the USA has absolute advantage for both products, resulting in absolute disadvantage for Japan for both. The efficiency of the USA enables it to produce more of both products at lower cost.

According to Ricardo’s principle of relative (or comparative) advantage, one country may be better than another country in producing many products but should produce only what it produces best. Essentially, it should concentrate on either a product with the greatest comparative advantage or a product with the least comparative disadvantage. Conversely, it should import either a product for which it has the greatest comparative disadvantage or one for which it has the least comparative advantage.

Case 2 shows how the relative advantage varies from product to product. The extent of relative advantage may be found by determining the ratio of computers to automobiles. The advantage ratio for computers is 2:1 (i.e., 20:10) in favor of the USA.

Also in favor of the USA, but to a lesser extent, is the ratio for automobiles, 1.5:1 (i.e., 30:20). These two ratios indicate that the USA possesses a 100 percent advantage over Japan for computers but only a 50 percent advantage for automobiles. Consequently, the USA has a greater relative advantage for the computer product. Therefore, the USA should specialize in producing the computer product. For Japan, having the least comparative disadvantage in automobiles indicates that it should make and export automobiles to the USA.

Product Life Cycle theory 

A recent refinement in trade theory is related to the product life cycle, which in marketing refers to the consumption pattern for a product. When applied to international trade theory, it refers primarily to international trade and production patterns.

According to this concept, many products go through a trade cycle wherein one nation is initially an exporter, then loses its export markets, and finally may become an importer of the product. Empirical studies have demonstrated the validity of the model for some kinds of manufactured goods. Outlined below are the four phases in the production and trade cycle, with the United States as an example.

In Phase 1, product innovation is likely to be related to the needs of the home market. The firm usually serves its home market first. The new product is produce in the home market because, as the firm moves’ down the production learning curve, it needs to communicate with both suppliers and customers. As it begins to fill home-market needs, the firm begins to export the new product, seizing on its first-mover advantages. (We assume the U.S. firm is exporting to Europe.)

In Phase 2, importing countries gain familiarity with the new product. Gradually, producers in wealthy countries begin producing the product for their own markets. (Most product innovations begin in one rich country and then move to other: rich countries.) Foreign production will reduce the exports of the innovating firm. (We assume that the U.S. firm’s exports to Europe are replaced by production within, Europe.)

In Phase 3, foreign firms gain production experience and move down the cost curve. If they have lower costs than the innovating firm, which is frequently the case, they export to third-country markets, replacing the innovator’s exports there. (We assume that European firms are now exporting to Latin America, taking away the U.S. firm’s export markets there.)

In Phase 4, the foreign producers now have sufficient production experience and economies of scale to allow them to export back to the innovator’s home country. (We will assume the European producers have now taken away the home market of the original U.S. innovator.)

Balance of Payment 

When countries trade, financial transactions among and between them occur. Commodities and services are imported and exported; people make vacations and foreign travels. In both cases, cash out flows from a nation and cash inflows to a nation exists. In short, balance of payment is a summary of/an accounting record of financial transactions between and among countries over time usually in a year.  If a country imports more than it exports, negative balance of payment/trade deficit is recorded. On the other extreme, if a country exports more than it imports, positive balance of payment/trade surplus is recorded. Finally, if the amount imported equals the amount exported, the record shows neither surplus nor deficit i.e. Equilibrium. 

Balance of payment has two categories: current account (a record of all the goods and services a nation exchanged with other nations over time. It comprises all recurrent transactions. Capital account on the other hand contains foreign private investment, government borrowings, lending and payments of debts i.e. long term capital flows.
The balance of payment is an indicator of the international health of a country. This helps government policy makers plan monetary, fiscal and foreign exchange policies. Such data can also provide information for decisions in international marketing. Two important decisions for a firm are the choice of location of supply for foreign markets and the selection of supply to sell to.  

Balance of payment analysis can show which countries are importers and exporters of the products in question. The firm can identify its own best import and export targets that are countries to sell to and countries to supply from. Furthermore the firm can get an indication of the competition in those countries to operate by noting the nations supplying the products under consideration or identifying low price suppliers and high quality/high price suppliers. Looking at the capital account provides a nation’s international solvency over several years. If a country is losing its foreign exchange reserves, there is a strong likely hood of currency devaluation or some kind of exchange control, meaning that the government restricts the amount of money send out of the country. With exchange control, the firm has difficulty of getting foreign exchange to import products.  During shortage of foreign exchange, governments give priority for the importation of necessary commodities to the public. Thus, the scarce foreign exchange goes to prioritized offers. 

Foreign Exchange Concepts and Definitions

· An international currency fulfills three basic functions in the global monetary system: it serves as a medium of exchange, a unit of account, and a store of value. 

· As a medium of exchange, private parties use an international currency in foreign trade and international capital transactions, whereas official agents use it for balance-of-payments financing and to intervene in foreign exchange markets. 

· As a unit of account, private parties use an international currency for invoicing merchandise trade and for denominating financial transactions, whereas official agents use it to define exchange rate parities. 

· As a store of value, international currencies are held by private agents as financial assets (e.g., in the form of bonds held by nonresidents) and by official agents (such as central banks) as reserve assets.

· Foreign exchange transactions involve the purchase or sale of one national currency against another. 

· a global currency is currently impossible due to two uncontrollable factors – national sovereignty and inflation.

· Essentially all currencies provide a unit of measure. To measure a transaction in their own currencies, businesses around the globe rely on exchange rates negotiated on a continuous basis in foreign currency markets. 

· An exchange rate is the ratio between a unit of one currency and the amount of another currency for which that unit can be exchanged at a particular time. The exchange rate can be compared directly or indirectly. 

· An exchange rate is the price of a currency in terms of another currency.

· Example:US$1 = ET Bir 27 bir 

· The exchange rate of US dollars in terms of ET Bir dol is 27

     International Trade barriers
· Trade barriers are government laws, regulations, policies, or practices that either protect domestic producers from foreign competition or artificially stimulate exports of particular domestic products.

· Government will impose several barriers to discourage international trade: depending upon the political situation; economic development; imports adverse effect to balance of payment of a country; etc. 

· Some of the barriers imposed by most government to protect the local industries could be broadly classified under two major heads: tariff barriers and non-tariff barriers.

A.    Tariff Barriers   

· TARIFF:- “Tariff is derived from a French word meaning rate, price, or list of charges is a Customs duty or a tax on products that moves across borders.” 

Classification of Tariff:
1. Direction: Import and Export
· Tariff are often imposed on the basis of the direction of product movement ,that is ,on imports or exports, with the latter being the less common one. 

· When export Tariff are levied, they usually apply to an exporting country’s scarce resources or raw materials (rather than finished manufactured materials.)

2. Purpose: Protective and Revenue 
·  The purpose of protective Tariff is to protect home industry, agriculture, and labor against foreign competitors by trying to keep foreign goods out of country. The purpose of revenue tariff, in contrast is to generate tax revenues for the Government.

·  Compared to a protective tariff, a revenue tariff is relatively low.

IMPORT TARIFFS

Specific Tariffs
· A specific tariff is an import duty that assigns a fixed monetary (dollar) tax per physical unit of the good imported. 

· Thus, a specific duty might be $25 per ton imported or 2 cents per pound. 

· The total import tax bill is levied in accordance with the number of units coming into the importing country and not according to the price or value of the imports. 

· Tax authorities can collect specific tariffs with ease because they need to know only the physical quantity of imports coming into the country, not their monetary value. 

· However, the specific tariff has a fundamental disadvantage as an instrument of protection for domestic producers because its protective value varies inversely with the price of the import. 

Ad valorem Tariff

· Is levied as a constant percentage of the monetary value of one unit of the imported good. Thus, if the ad valorem tariff rate is 10 percent, an imported good with a world price of $10 will have a $1 tax added as the import duty; if the price rises to $20 because of inflation, the import levy rises to $2.

· The ad valorem tariff makes it possible for domestic producers to overcome the loss of protective value that the specific tariff was subject to during inflation.

· Although the ad valorem tariff preserves the protective value of the trade interference home producers as prices increase, there are difficulties with this tariff instrument because customs inspectors need to make a judgment on the monetary value of the imported good. 

· Knowing this fact, the seller of the good is tempted to undervalue the good's price on invoices and bills of lading to reduce the tax burden. 

· On the other hand, customs officials may deliberately overvalue a good to counteract undervaluation or to increase the level of protection and tariff revenue. (Of course, the importer may further undervalue to offset the overvaluation that is offsetting the undervaluation, and so on-you get the idea!) Nevertheless, ad valorem tariffs have come into widespread use. 

Import subsidies

· Exist in some countries. An import subsidy is simply a payment per unit or as a percent of value for the importation of a good (i.e., a negative import tariff). 

· Other aspects of tariff legislation also deserve attention that is Preferential duties 
· Preferential duties are tariff rates applied to an import according to its geographical  source; a country that is given preferential treatment pays a lower tariff. 

· A historical example of this phenomenon was Commonwealth or imperial preference, whereby Great Britain levied a lower rate if the good was coming into Britain from a country that was a member of the British Commonwealth, such as Australia, Canada, or India. 

Export Taxes and Subsidies

· An export tax is levied only on home-produced goods that are destined for export and not for home consumption. The tax can be specific or ad valorem. 
· Like an import tax or tariff, an export tax reduces the size of international trade. 

· Export subsidy

· An export subsidy, which is really a negative export tax or a payment to a firm by the government when a unit of the good is exported, attempts to increase the flow of trade of a country. Nevertheless, it distorts the pattern of trade from that of the comparative-advantage pattern and, like taxes, interferes with the free-market flow of goods and services and reduces world welfare. 

· NON TARIFF BARRIERS OF  TRADE 

· Besides the use of tariffs and subsidies to distort the free-trade allocation of resources, government policymakers practices at using other, less visible, forms of trade barriers. 

· These are usually called non tariff barriers (NTBs) to trade, and they have become more prominent in recent years. 

· Import Quotas

· Quotas are a quantity control on imported goods. Generally, they are specific provisions limiting the amount of foreign products imported in order to protect local firms and to conserve foreign currency.

· The import quota differs from an import tariff in that the interference with prices that can be charged on the domestic market for an imported good is indirect. 

· It is indirect because the quota itself operates directly on the quantity of the import instead of on the price. 

· The import quota specifies that only a certain physical amount of the good will be allowed into the country during the time period, usually one year. 

· Tariff specifies an amount or percentage of tax but import quota  lets the market determine the quantity to be imported with the tariff in existence. 

· Voluntary Export Restraints (VERs)

· In recent years an alternative to the import quota has emerged, known as the "voluntary" export restraint (VER). 

It originates primarily from political considerations. An importing country that has been advocating the virtues of free trade may not want to impose an out​right import quota because that implies a legislated move away from free trade.

· Instead, the country may choose to negotiate an administrative agreement with a foreign supplier whereby that supplier agrees "voluntarily" to refrain from sending some exports to the importing country. 

· Government Procurement Provisions 

· In general, these provisions restrict the purchasing of foreign products by home government agencies. 

For example, the "Buy American" Act stipulated that federal government agencies must purchase products from home U.S. firms unless the firm's product price was more than 6 percent above the foreign supplier's price.

Product Requirement 

· Packaging, Labeling, and Marking: - Packaging, Labeling, and Marking are considered together because they are highly interrelated. Many products must be packaged in a certain way for safety and other reasons. 

Financial Control 
· Financial regulations can also function to restrict international trade. These restrictive monetary policies are designed to control capital flow so that currencies can be defended or imports controlled.

Embargo
· Embargo can be considered as a separate case of quoting. Establishment of embargo has an absolute prohibition of import or export of certain goods or all goods of rather concrete country for the purpose. Usually, embargo is applied to achievement of definite political goals. Embargo can be established by the separate country or is declared by the supranational organizations, for example such, as the United Nations (United Nations). As an example of an absolute prohibition on trades with other country it is possible visit the embargo declared by the USA on trade with Cuba.

1.7 Forms Of Entry to International Markets

Once a company decides to target a particular country, it has to determine the best mode of entry. Its broad choices are indirect exporting, direct exporting, licensing, joint ventures and direct investments. Each succeeding strategy involved more commitment, risk, control and profit potential. 

1.7.1 Indirect Export 
Companies typically starts with indirect exporting that is they work through independent intermediacies to export their products. There are four types of intermediaries.  

a) Domestic – based export merchant


Buys the manufacturer’s products and then sells them abroad.  

b) Domestic based export agent

 
Seeks and negotiate foreign purchases and is paid a commission. Included in this are trading companies.

c) Cooperative organization


Carries on exporting activities on behalf of several producers and is partly under their administrative control. Often used by producers of primary product – fruits, nuts and so on. 

d) Export – management company


Agrees to manage a company’s export activities for a fee.  

Indirect export has two advantages: - 

1) It involves less investment and 

2) It involves less risk

1.7.2 Direct Export 
Companies eventually may decide to handle their own exports. The investment and risk are somewhat greater. The company can carry on direct exporting in several ways;

a) Domestic based export department or division

An export sales manager carries on the actual selling and draws market assistance as needed. The department might evolve into a self – contained export department performing all the activities involved in export and operating as a profit center. 

b) Overseas sales branch or subsidiary


An overseas sales branch allows the manufacturer to achieve greater presence and programs control in the foreign market. The sales branch handles sales and distribution and might handle warehousing and promotion as well. It often servers as a display center and customer – service center also.  

c) Traveling export sales representation


The company sends home – based sales representatives abroad to find business.  

d) Foreign – based distributors or agents

The company can hire foreign based distributors or agents to sell the company’s goods. These distributors and agents might be given exclusive rights to represent the manufacturer in that country or only limited rights. Whether companies decide to enter foreign markets through or indirect exporting, one of the best ways to initiate or extend export activities is by exhibiting at an overseas trade show. 

1.7.3 Licensing 

Licensing is a simple way for a manufacturer to become involved in international marketing. The licensor license a foreign company to use a manufacturing process, trademark, patent, or other item of value for a fee or royalty. The licensor thus gains entry into the foreign market at a little risk. The license gains production expertise or a well-known product or name without having to start from scratch. 

There are several forms of licensing arrangements:

a) Management contract

The company can sell a management contract to the owners of a foreign hotel, airport, hospital or other organization to mange these businesses for a fee. 

Management contracting is a low risk method of getting into a foreign market, and it yields income from a beginning. Management contracting prevents the company from competing with its clients. 

b) Contract manufacturing

The firm engages local manufacturers to produce the product. Contract manufacturing has the drawback of giving the company less control over the manufacturing process and the loss of potential profits on manufacturing. However, it offers the company a chance to start faster, with less risk and with the opportunity to form a partnership or to buy out of the local manufacturer later. 

c) Franchising

A company can enter a foreign market through franchising, which is a more complete form of licensing. Here the franchiser offers a franchisee a complete brand concept and operating system. In return, the franchisee invests in and pays certain fees to the franchiser.   

1.7.4  Joint Venture
Foreign investors may join with local investors to create a joint venture in which they share ownership and control. 

Forming a joint venture might be necessary or desirable for economic or political reasons. The foreign firm might lack the financial, physical or managerial resources to undertake the venture alone. Or the foreign government might require joint ownership as a condition for entry. 

Joint ownership has certain drawbacks. The partners might disagree over investment, marketing or other policies.  I.e. one partner might want to reinvest earnings for growth, and the other partner might want to withdraw these earnings. 

1.7.5 Foreign Direct Investment
The ultimate form of foreign involvement is direct ownership of foreign-based assembly or manufacturing facilities. The foreign company can buy part or full interest in a local company or build its own facilities. As a company gains experience in export, and if the foreign market appears large enough, foreign production facilities offer distinct advantages, as enumerated below. 

1. The firm could secure cost economies in the form of cheaper labor or raw materials, foreign government incentives, freight savings and so on. 

2. The firm will gain a better image in the host country because it creates jobs.

3.  The firm develops a deeper relationship with government, customers, local suppliers, and distributors, enabling it to adapt its products better to the local marketing environment. Etc. 

4. The main disadvantages of direct investment is that a firm exposes its large investment to risks such as blocked or devalued currencies, worsening markets, or expropriation. The firm will find it expensive to reduce or close down its operations, since the best country might require substantial severance pay to the employees. 

Check Your Progress Exercise
1. Define the term International Marketing? 
And discuss at least four benefits and barriers
























2. What is a global firm? Discuss the behavioral classification of a firm?

3. What do we mean by Comparative and Foreign Marketing? 

4.Enumerate three differences between Domestic and International   Markets? 


























5. Describe in detail the mode of entry in to the International Market


1.9 Summary

Marketing activities are targeted at market consisting of products purchasers and also individuals and groups that influence the success of an organization. A firm moves beyond domestic markets into international trade for several reasons:

The first is simply the existence of foreign markets. Second, as domestic markets become saturated, producers even those with no previous international experience, look to foreign markets. Third, some countries possess unique natural or human resources that give them a comparative advantage when it comes to producing particular products. Another factor in international expansion is the possession of a technological advantage. An organization whose products are marketed in two or more countries is engaged in international marketing. The AMA has defined the term international marketing as:

“International Marketing is the multinational process of planning and executing the conception, pricing, promotion and distribution of ideas, goods, and services to create an exchange that satisfy individual and organizational objectives.  “

There is a distinction between a domestic market and international market. Some of the distinctions include: In Domestic Market – there is One language, one nation, one culture, Market is much more homogeneous, etc While in International Market - Many languages, many nations, many cultures, Markets are diverse and fragmented, etc.

The nations will be benefited while engaging in to the international marketing. Some of the benefits Include : To meet imports of industrial needs ,Debt servicing ,Rapid economic growth, Increase in employment opportunities, Increase in the standard of living ,International collaboration ,Closer cultural relations, etc.

Even though the international marketing provides certain benefits to the nation, the host government may not always be hospitable. To discourage international trade, many government imposes certain barriers, which takes the form of: Tariff, Quota, Government Bureaucracy and entry requirement, etc. The firm may have several options while deciding to enter in to international market. The option available to the firm includes: direct export, Indirect export, licensing, joint venture, and foreign direct investment. With resources, capital food, and technology unevenly distributed around the planet, and all in short supply, an efficient instrument of quick and effective production and distribution of a complex of goods and services is a first essential.

Several firms have passed beyond the international division – stage and have become truly global organizations. They have stopped thinking of themselves as national marketers who have ventured abroad and now think of themselves as global marketers. Their top corporate management and staff plan worldwide manufacturing facilities, marketing policies, financial flows, and logistical systems. Accordingly, These firms has at least three significant dimensions: structural, performance and behavior.

   CHAPTER 2
INTERNATIONAL MARKETING ENVIRONMENT      
2. Introduction

Environmental forces influence organization marketing. Some of these forces are external to the firm, while others come from within.  There isn't much that management can do about controlling the external forces, but it generally can control the internal ones. 

Successful marketing depends largely on a company's ability to manage its marketing programs within its environment. To do this, firm marketing executives must determine what makes up the firms environment and then monitor it in a systematic, on going fashion.

These marketing executives must be alert to spot environmental trends that could be opportunities or problems for their organization. And they must be able to respond to these trends with the resources they can control.

2.1 Culture

2.1.1 Meaning 

“Culture is a set of traditional beliefs and values that are transmitted and shared in a given society. Culture is also the total way of life and thinking patterns that are passed from generations to generation. “

4.3 Characteristics of Culture

Culture, an inclusive term, can be conceptualized in many different ways. Not surprisingly, the concept is often accompanies by numerous definitions. 

I.e. one study found that there are at least 164 definitions of culture. Another research effort identified some 240 definitions. 

In any case, a good basic definition of concept is that: Culture means many things to many people because the concept encompasses norms, values, customs, art and more. 

Behavior can be interpreted differently depending on where in the world it occurs. Consider these examples that could cause problems for an uniformed marketer. 

i) Standing with your hands on your hips is a gesture of defiance in Indonesia. 

ii) When you shake your head from side to side, that means, “yes” in Bulgaria, India and Srilanka.

iii) Crossing your legs to expose the sole of your shoe is unacceptable in Muslim countries.

iv) It is rude to leave anything on your plate when eating in Norway, Malaysia or Singapore. 

v) In Egypt, it is rude not to leave something. 

a) Culture is prescriptive

Culture prescribes the kinds of behavior considered acceptable in the society. That is, certain behavior is not acceptable in some countries. The prescriptive characteristics of culture simplify a consumer decision making process by limiting product choices to those which are socially acceptable. 

These same characteristics create problems for those products not in tune with the consumer’s cultural beliefs. 

I.e. smoking was once socially acceptable behavior, but recently it has become more and more undesirable – both socially and medically. 

b) Culture is socially shared 

Culture, out of necessity, must be based on social interaction and creation. It cannot exist by itself. It must be showed by members of a society, thus acting to reinforce culture’s prescriptive nature. I.e. Chinese parents at one time have the preference of wanting their girl children to have small feet.

Large feet viewed as characteristics of peasants and low – class people; 

c) Culture facilitates communication 

One useful function provided by culture is to facilitate communication.  Culture usually imposes common habits of thoughts and feeling among people.

Thus, within a given group culture makes it easier for people to communicate with in another. But culture may also impede communication across groups because of lack of shared common cultural values. 

This is one reason why a standardized advertisement (i.e. a global advertisement prepared for many countries) may have difficulty communicating with consumers in foreign counties. 

Advertising and promotion require special attention because they play a key role in communicating product concepts and benefits to the target segment. 

d) Culture is learned

Culture is not inherited genetically – it must be acquired. Socialization or enculturation occurs when a person absorbs or learns the culture in which he or she is raised. In contrast, if a person learns the culture of a society other than the one in which he or she was raised, the process of acculturation occurs.  

The ability to learn culture makes it possible for people to absorb new cultural trends. 

I.e. Indian women never used to shake hands with the opposite sex, however, after a while they have started doing so. 

e) Culture is subjective

People in different cultures often have different ideas about the same object. What is acceptable in one culture may not necessarily be so in another.  

In this regard, culture is both unique and arbitrary. As a result the same phenomenon appearing in different cultures can be interpreted in very different manners. It is customary in many cultures for a bridegroom family to often a dowry to a bride’s family, whether for the bride’s future security or to compensate her family for raising her. 

In Indian, an entirely different set of cultural rules applies. A woman there is viewed as a burden to both her own family and her husband – to – be. When she marries, her family must offer a dowry to the bridegroom. 

f) Culture is enduring

Because culture is shared and passes along from generation to generation, it is relatively stable and somewhat permanent. Old habits are hard to break and a people tend to maintain its own heritage in spite of a continuously changing world. 

I.e. India and China, despite serve overcrowding, have a great deal of difficulty with birth control. 

g) Culture is cumulative

Culture is based on hundreds or even thousands of years accumulated circumstances. Each generation adds something of its own to the culture before passing the heritage on to the next generation.  

Therefore, culture tends to become broader based overtime, because new ideas are incorporated and become a part of the culture. Of course, during the process, come old ideas one also discarded. 

h) Culture is dynamic

Culture is passed along form generation to generation, but one should not assume that culture is static and immune to change. For from being the case, culture is constantly changing. It adapts itself to new situations and new sources of knowledge.  

I.e. length of hair serves as a good example of cultural change. 

The dynamic aspect of culture and make some products absolute and can usher in new buying habits. Because values and ideas change over time, marketers must keep up with changes in tastes in order to capitalize on new cultural trends. 

4.4 Influence of Culture

Culture influence the consumption pattern, the thinking process and the communication process,. As illustrated below: - 

i) Influence of culture on consumption

Consumption patterns, living styles, and the priority of needs are all dictated by culture. Culture prescribes the manner in which people satisfy their desires. Not surprisingly, consumption habits vary greatly. 

I.e. Thai and Chinese do not consume beef at all, believing that it is improper to eat cattle that work on farms, thus helping to provide foods such as rice and vegetables. 

Food preparation methods are also dictated by cultural preferences. Not only culture influence what is to be consumed, but it also affects what should not be purchased. 

· Muslims do not purchase chickens unless they have been hallaled. 

· In Jewish no consumptions of pork

· Alcoholic beverages restricted in Islamic countries. Etc. 

ii) Influence of culture on thinking process

In addition to consumption habits, thinking processes are also affected by culture. When traveling overseas, it is virtually impossible for a person to observe foreign cultures with out making references, perhaps unconsciously, back to personal cultural values. This phenomenon is known as the self – reference criterion (SRC). Because of the effect of the SRC, the individual tends to be bound by his or her own cultural assumptions. It is thus important for the traveler to recognize how perception of overseas events can be distorted by the effect of the SRC.

I.e. project heads launching a venture in a less development country should consider the following guidelines. 

· Resist the tendency to conduct business immediately on landing

· Resist the tendency to conduct business at all times

· Consider doing favors as a business tool to generate allies

· Contact, cultivate, and conduct field work among at least one sample clientele to serve as an initial testing center for the firm’s product. 

· Introduce the product line into the sample group by local forms of cause related marketing and 

· Extend product acceptance beyond the sample clientele into related market segments. 

iii) Influence of culture on communication process 

A country may be classified as either a high – context culture or a low – context culture.  
The context of culture is either high or low in terms of in – depth background information. This classification provides an understanding of various cultural orientations and explains how communication is conveyed and perceived. 

I.e. North America and North Europe (e.g. Germany, Switzerland, and Scandinavian countries) are examples of low context cultures. In these types of society, messages are explicit and clear in the sense that actual words are used to convey the main part of information in communication. 

I.e. Japan, France, Spain, Italy, Asia, Africa, and the middle eastern Arab nations, in contrast are high – context cultures. In such cultures, the communication may be indirect, and the expressive manner in which the message is delivered becomes critical. Because the verbal part (i.e. words) does not carry most of the information, much of the information is contained in the non-verbal part of the message to be communicated. The context of communication is high because it includes a great deal of additional information, such as the message sender’s values, position, background, and associations in the society. 

According to hall, Cultures also vary in the manner by which information processing occurs. Some cultures handle information in a direct, linear fashion and are thus monochromic in nature. 

Schedules, punctuality, and a sense that time forms a purposeful straight line are indicators of such cultures. Being monochromic, however, is a matter of degree. 

Although the Germans, Swiss and Americans are generally more monochromic cultures, the Americans are generally more monochromic than most other societies, and their fast tempo and demand for instant responses are often viewed as pushy and impatient. 

Other cultures are relatively polychronic in the sense that people work on several fronts simultaneously instead of pursuing a single task. Both Japanese and Hispanic cultures are good examples of polychronic culture. The Japanese are often misunderstand and accused westerns of not volunteering detailed information. 

The truth of the matter is that the Japanese do not want to be too direct because by saying things directly they may be perceived as being insensitive and offensive. 

The cultural context and the manner in which is the processing of information occurs can be combined to develop a more precise description of how communication takes place in a particular country. 

I.e. Germany is a monochronic and low context culture. France in comparison is a polychronic and high context culture etc.

4.5 Sub Culture

Because of deferring, cultures, world wide consumer homogeneity does not exist.  Neither does it exist in the USA. Deference's is consumed groups are everywhere.  There are white, black, Jewish, catholic, truck driver, young, old, eastern, and western consumers, among other numerous groups.  Communication problems between speakers of different languages are apparent to all, but people who presumably speak the same language may also encounter serious communication problems.  

4.5.1 Meaning of Subculture
“A subculture is a distinct and identifiable cultural group that has values in common with the overall society but also has certain characteristics that are unique to itself. “ 

Thus subcultures are groups of people with in a larger society.  Although the various subcultures share same basic traits of the wider culture, they also preserve their own customs and lifestyles, making them significantly deferent from others group with in the larger culture of which they are a part. 

i.e. Indonesia has more than 300 ethic groups, with lifestyles and cultures that seem thousands of years apart.

4.5.2 Functions of Subculture
Subculture is important to person because it serves at least three important functions:

i)  Group identification

ii) A network of groups and institutions and

iii) A frame of references

a) Group identification

A subculture provides a psychological source of group identification.  It often a unique identity based on an association with the same kind of people.  An individual will know if he or she is white, black or Spanish.

b) A network of groups and institutions
A subculture also often a patented networks of communication.  A subculture provides for the maintenance of primary relationships with others in the same subculture. Briefly speaking, it makes available the means of contact through a communication network.

c) A frame of references

Belonging to a subculture makes it easy for a person to understand a new encouragement by seeing as a frame of reference for viewing the new culture.  Comparisons can be made with preciously experiences in the subculture.  Understanding of a new situation or encouragement to thus achieved easier and faster.

4.5.3 Basis of  Subculture
There are many ways to classify subcultures.  Although race or ethnic origin is one obvious way, it is not the only one.  Other demographic and social variables can be just as suitable for establishing subcultures within a nation.  As explained by valentine, the list only begins with:

a) Socioeconomic strata  - such as the lower class or the poor.  It goes on to include

b) Ethnic collectives - E.g. Blacks, Jews, Whites 

c) Regional populations  - Southerners, Midwesterners;

d) Age grades  - Adolescents, youth 

e) Community types  - Urban, Rural

f) Institutional complexes  - Education, penal establishments

g) Occupational groupings  - Various professions

h) Religious bodies  - Catholics, Orthodox, Muslims

i) Political entities  - Revolutionary groups,

j) General of intellectuals orientation, such as 'scientists' and intellectuals

k) What are categories of moral evaluation, ranging from 'respectable' to the 'disreputable' and the 'unworthy' poor.

The degree of intra-country homogeneity varies from one country to another.  In the case of Japan, the society as a whole is remarkably homogeneous.  Although some regional and racial diversities as well as differences among income classes are to the found, the differentials are not pronounced.

Check your Progress Exercise
1. Define the term Culture? And discuss its characteristics?

2.Duiscuss in detail the influence of culture?

3.what is subculture? Discuss the basis of subculture?

4.Discuss in detail the function of Subculture?

2.2 Economic environment 

People alone do not make a market. They must have money to spend and be willing to spend it. Consequently, the economic environment is a significant force that affects the marketing activities of just about any organization. A marketing program is affected especially by such economic factors as the current and anticipated stage of the business cycle, as well as inflation and interest rate. Firms are very sensitive for the following major and other economic factors: Energy price; Interest rates; Exchange rates; Taxation; Inflation/deflation and Economic growth of the nation

· The economic environment includes factors and trends related to income levels and the production of goods and services. economic trends affect the purchasing power of consumers. the economy must provide sufficient purchasing power for consumers to satisfy their wants and needs. 

· Economic trends in different parts of the world can affect marketing activities in other parts of the world. For example, changes in interest rates in Germany affect the value of the dollar on world currency markets, which affects the price, and subsequently sales, of American exports and imports. 

· Market opportunities are a function of both economic size and growth. The gross domestic product (GDP) represents the total size of a country’s economy measured in the amount of goods and services produced. Changes in GDP indicate trends in economic activity. 

· Another important economic factor is the level of economic activity per person. Per capita data integrate population and economic data to provide an assessment of the purchasing power of individual consumers in a country. 

· The US ranks at the top in per capita GDP, followed by Switzerland, Canada, Luxembourg, Germany, and Japan. 

· Countries, such as the United Arab Emirates and Kuwait, have large GDPs relative to their small populations, although their overall level of economic activity is small in comparison to the larger countries. 

· Consumers in these countries may have a lot of purchasing power, but there are not that many of them. These countries typically offer attractive market opportunities for luxury products.
· Conversely, many developing countries have large populations relative to their economic strength; that is, individual consumers do not have much purchasing power. However, subgroups within these countries may have substantial purchasing power, or economic growth may offer substantial opportunities in the future. India, for example, has a large and growing population but a low per capita income. 

· Within this relatively poor country, however, there are 250 million middle-class consumers. This is larger than the total US market. Coca-Cola, Walt Disney, Kentucky Fried Chicken, Frito-Lay, and many other companies have recently started Indian operations to take advantage of this opportunity. Motorola estimates 40 to 50 million middle-class families there have the buying power to purchase a telephone or pager. It considers India one of the largest untapped markets in the world. 
· China is an example of a country whose economic growth has been increasing at a rapid pace over the past few years, offering substantial opportunities. As incomes rise in China, so does the demand for consumer products and the heavy machinery, agricultural and medical equipment, power plants, and communication equipment needed by business and government organizations. For example, Benetton opened 500 stores in China by 1999. 

· These stores are designed to take advantage of growing demand for consumer products, but also increase demand for the many organizational products needed to build, maintain, and manage the stores.

· A relatively new innovation for evaluating economic performance is the development of customer satisfaction indexes in several countries. 

· China is an example of a country whose economic growth has been increasing at a rapid pace over the past few years, offering substantial opportunities. As incomes rise in China, so does the demand for consumer products and the heavy machinery, agricultural and medical equipment, power plants, and communication equipment needed by business and government organizations. For example, Benetton opened 500 stores in China by 1999. 

· In general the following economic factors strongly affects the international business practices. 

1.  Economic Systems 
An economic system is what allows a country to decide what to produce, how to produce, and for whom to produce. These systems include natural resources, labor, capital, management and standards for creating products. 

2. Market Economies
Supply and demand control market economies. The “law” of supply states that as the price of a product increases, producers will be willing to make more of that product. The “law” of demand states that as the price of a product increases consumers will demand less of that product. Producers must find the equilibrium point which is the point at which the consumers are willing to pay the asking price and the company still makes a profit. 
3. Global Economic Systems 
· Since no nation can be completely self sufficient, they must trade with others (interdependence). 
· Economic growth increases economic stability and brings the nation confidence as well as the ability to invest in the future. 
4. Business Cycles 
Business cycles are patterned movements in the economy measured by the growth of production and industries. There are 4 phases: 

1.  Depression (slowest economy), 
2.  Recovery (improving economy), 
3.  Prosperity (good economy), and 
4.  Recession (economy begins to slow) 
5. The World Economic Freedom Index 
· Businesses must be aware of the economic freedom rating (A measure of prosperity that relates to economic growth, per capita income, and material wealth, calculated according to the level of market and trade freedoms a country has) 
“The Economic Freedom of the World” measures the following factors: 

· Size of the government 

· International exchange 

· Monetary policy and price stability 

· Economy  structure & use of markets 

· Freedom  to use alternative currencies 

· Freedom of exchange in capital & financial markets 

· Legal  structure and property rights 

Political/Legal Environment
· Environment encompasses factors and trends related to governmental activities and specific laws and regulations that affect marketing practice. 

· The political/legal environment is closely tied to the social and economic environments. That is, pressures from the social environment, such as ecological or health concerns, or the economic environment, such as slow economic growth or high unemployment, typically motivate legislation intended to improve the particular situation. 

· Regulatory agencies implement legislation by developing and enforcing regulations. Therefore, it is important for marketers to understand specific political processes, laws, and regulations, as well as important trends in each of these areas.

· National politics affect business environments directly, through changes in policies, regulations, and laws. The government in each country determines which industries will receive protection in the country and which will face open competition. The government determines labor regulations and property laws. It determines fiscal and monetary policies, which then affect investment and returns.

· the political stability and mood in a country affect the actions a government will take actions that may have an important impact on the viability of doing business in the country. A political movement may change prevailing attitudes toward foreign corporations and result in new regulations. An economic shift may influence the government’s willingness to endure the hardships of an austerity program. 

· In today’s world economy, international political events greatly affect marketing activities. One significant trend is a move from government-dominated economies and socialist political systems toward free market economies and, in many countries, democratic governments.

· A second important political trend is movement toward free trade and away from protectionism. One approach is the development of trading blocs throughout the world. The largest trading bloc is the European Economic Area (EEA). It consists of 17 European countries from the Arctic to the Mediterranean, representing 372 million consumers and a combined GDP of $6.6 trillion. 

· The next largest is the North American Free Trade Agreement (NAFTA). It consists of the US, Mexico, and Canada and includes 360 million consumers and $6 trillion GDP. The aim is to eliminate trade barriers and to promote easier access to the markets in each participating country. As this development continues, trading blocs have the potential to generate many opportunities for marketers. 

· The free trade trend goes beyond trading blocs and encompasses a global perspective. The best example of this perspective is the General Agreement on Tariffs and Trade, or GATT. This agreement was signed by 124 countries in 1994 to eliminate trade barriers worldwide. The World Trade Organization (WTO) was established as the watchdog organization, and a world court was set up in Geneva to arbitrate trade disputes. 

· A final trend is the use of embargoes or sanctions by governments to limit trade to specific countries, a popular political weapon in recent years. For example, the US participated in embargoes against Iraq, South Africa, Libya, and Vietnam. An embargo, of course, eliminates many potential market opportunities. 

· In contrast, the lifting of trade sanctions, can release pent-up demand and produce tremendous opportunities. 

· Unilateral embargoes are especially difficult for affected firms. A case in point involves Vietnam, against which the US had a near total economic embargo for 18 years. When the embargo was lifted in February 1994, Boeing, Marriott, Johnson & Johnson, Coca-Cola, Kodak, Du Pont, Kellogg, and American Express initiated efforts to enter the Vietnamese market. This is an attractive market because of its size (72 million people) and movement toward a market-based economy. 

· However, American firms are at a competitive disadvantage. Firms from Asia, Australia, and Europe have invested over $7.5 billion in Vietnam since 1987. Sanyo, Toshiba, and Honda are among the firms that have already established strong competitive positions. US firms will have to work hard to overcome the problems caused by the embargo.

· Organizations must deal with laws at the international, federal, state, and local levels. 

· Laws directly affecting marketing typically fall into two categories: those promoting competition among firms and those protecting consumers and society. 

· Laws promoting competition focus on outlawing practices that give a few firms unfair competitive advantages over others. 

· The specific impact of these laws depends on court rulings that may change over time or differ at the state and national levels. An interesting example is in the area of pricing. A federal court ruled that American Airlines was not guilty of trying to drive weaker competitors out of business when it slashed fares in 1992. In contrast, a state court in Arkansas found Wal-Mart guilty of predatory pricing by selling pharmacy products below cost to drive out competitors. 

· Consumer protection laws generally indicate what firms must do to give consumers the information they need to make sound purchasing decisions or to ensure that the products they buy are safe. For example, the Fair Packaging and Labeling Act requires packages to be labeled honestly; the Child Protection Act regulates the amount of advertising that can appear on children’s television programs. 

· The specific impact of these laws depends on court rulings that may change over time or differ at the state and national levels. An interesting example is in the area of pricing. A federal court ruled that American Airlines was not guilty of trying to drive weaker competitors out of business when it slashed fares in 1992. In contrast, a state court in Arkansas found Wal-Mart guilty of predatory pricing by selling pharmacy products below cost to drive out competitors. 

· Laws typically affect marketing activities by indicating what can or cannot be done. Until recently, Germany had a law that forced most retail stores to close at 6:30 PM on weekdays and 2 PM on Saturdays, and it did not allow commercial baking on Sunday. This restricts the operations of retailers. A new law expanded allowable shopping hours to 8 PM on weekdays and 4 PM on Saturdays; it also allowed bakeries to sell fresh bread on Sunday mornings. Other stores must remain closed on Sunday 

· Some laws are directed at providing marketing opportunities. Syria, for example, in trying to open its economy to the private sector and foreign investment, passed a law that exempts investors in approved projects from taxes for five to nine years, waives customs duties on certain imports, and removes regulations that made it difficult to do business in Syria. Known as No. 10, it has contributed to a 7 to 8 percent growth in the Syrian economy. 

· Laws typically affect marketing activities by indicating what can or cannot be done. Until recently, Germany had a law that forced most retail stores to close at 6:30 PM on weekdays and 2 PM on Saturdays, and it did not allow commercial baking on Sunday. This restricts the operations of retailers. A new law expanded allowable shopping hours to 8 PM on weekdays and 4 PM on Saturdays; it also allowed bakeries to sell fresh bread on Sunday mornings. Other stores must remain closed on Sunday 

2.4. Technological Environment 

The technological environment includes factors and trends related to innovations that affect the development of new products or the marketing process. Rapid technological advances make it imperative that marketers take a technology perspective. These technological trends can provide opportunities for new-product development, affect how marketing activities are performed, or both.

· For example, advances in information and communication technologies provide new products for firms to market, and the buyers of these products often use them to change the way they market their own products. Using these technological products can help marketers be more productive. Fax machines and cellular telephones are illustrative.

· Satellite communications, the Internet and the World Wide Web, client–server technologies, cable as well as email, faxes and advanced telephone networks have all led to dramatic shrinkages in worldwide communications. 

2.5. Regional economic integration 

The countries involved eliminate duties among themselves while maintaining separately their own tariff against outsiders. The purpose of free trade area is to facilitate trade among member nations. The problem with this kind of arrangement is the lack of coordination of tariff against non members, enabling non members to direct their exported products to enter the free trade area at the point of lowest external tariff.

Customs Union
A custom union is an extension of the free trade area in the sense that member countries must also agree on a common schedule of identical tariff rates. In effect, the objective of the customs union is to harmonize trade regulations and to establish common barriers against outsiders. Uniform tariff and a common commercial policy against non members are necessary to prevent them from taking advantage of the situation by supplying goods initially to member country that has the lowest external tariff.

Common Market
A common market is a higher and more complex level of economic integration than either a free trade area or a customs union . In a common market countries remove all customs and other restrictions on the movement of the factors of production  (such as services. raw materials ,labor and capital ) among the members of the common market . As the results, business  laws are standardized to ensure  undistorted competition .

Economic and Monetary Union
Monetary union means one money (i.e. one currency). Economic and monetary union in the European community define  monetary union  as having three basic characteristic  

a. Total and irreversible convertibility  of currencies

· Complete freedom of capital  movements in fully  integrated financial market and 

· Irrevocably fixed exchange rates with no fluctuation margins between member currencies leading ultimately is a single currency. The economic advantage of a single currency include all the elimination of currency risks and lower transaction costs.

Political Union
A political union is the ultimate type of economic corporation because it involve the integration of both economic and political policies. The European communities debate over political union involves issues such as common defense and foreign policies. Strengthening the role of the EC’s parliament, and adopting an EC’s wide social policy. In late 1991 the member's countries of the EC reached agreement on an European monetary union (EMU) and political union. The agreement on political union has given the EC authority to act in defense, in foreign and in social policies.

1. Discuss in detail the type of Government?

2.  Discuss in detail the indicators of the political risks?

3. What are the methods used by the MNCs to curb political risks? Explain

4. Discuss the political risks as explained by Charles Degualle?

5. Discuss the political risks as explained by Root ?

2.3 Summary

The political environment, that a firm operating in international market, face is a complex one because they must cope with the politics of more than one nation. The complexity forces to consider that environment as composed of three different types of political environment: foreign, domestic and international. A government’s encouragement or discouragement of foreign investment is usually dictated by considerations of balance of payments, economic development, and political realities. The host government, as a rule views imports negatively because of imports adverse contribution to the host country’s balance of payments. This is generally true with   luxury and non – essential products, especially when those items can be or are already produced locally. 

One way to classify governments is to consider them as either parliamentary (open) or absolutist (closed). Another way to classify governments is by number of political parties. This classification results in four types to governments: two-party, multi party, single party, and dominated one party. Another basis of classification takes the form whether businesses are privately owned or government owned, or whether there is a combination of private and government ownership. Basically these systems can be identified: Communism, Socialism and Capitalism There are a number of political risks with which marketers must contend. According to Charles Degualle Hazards based on a host government’s action include confiscation, expropriation, nationalization and domestication. Another classification system of political risk is the one used by Root: based on this classification, four sets of political risk can be identified: general instability risk, ownership / control risk, operation risk and transfer risk. 

To assess a potential marketing environment, a company should identify and evaluate the relevant indicators of political difficulty. Potential source of political complications include social unrest, the attitudes of nationals, and the policies of the host government. 

Political risk though impossible to eliminate, can at the very least be minimized. There are several measures that MNCs can implement in order to discourage a host country from taking control of MNCs assets. Some strategies used by MNCs Includes: Stimulation of the local economy, Employment of nationals, Sharing ownership, Being civic minded, Political neutrality, behind the scene lobby, Observation of political mood and reduction of exposure

Although political scientists, economists, businesspersons, and business scholars have some ideas about what political risk is, they seem to have difficulties agreeing both on its definition and a methods to predict danger. According to Douglas & Craig, he suggested the firm to consider the factors: Domestic stability (e.g. Riots, purges & assassination), Foreign conflict (e.g. diplomatic expulsion, and militarily violence),Political climate (e.g. size of the county’s communist party and a number of socialist seats in the legislative) and ,Economic level (e.g. GDP, inflation, external debts level & frustration levels.) In addition to the strategic of risk avoidance and risk reduction, MNCs can employ the strategy of risk shifting. Insurance coverage can be obtained from a number of sources. 

Unit 3: Legal Environment

7.4.2 Forms Of Entry
1. Exporting 
Exporting can be defined as follows:

Exporting is a strategy in which a company, without any marketing or production organization overseas, exports a product from its home base.  

Exporting takes two forms: 

I. Direct Export 

II. Indirect Export 

i) Direct Exports.

Direct Export takes for forms as discussed in chapter 1 

They are: -

· Domestic based export department or Division

· Overseas sales branch or subsidiary 

· Traveling export sales representatives 

· Foreign based distributors or agents (Refer unit 1 for details) 

ii) Indirect Export

Indirect export also takes for forms and they are: 

· Domestic based export merchant

· Domestic based export agent 

· Cooperative organization 

· Export management company (Refer unit1 for details)

The main advantage of an exporting strategy is the ease in implementing the strategy.  Risks are minimal because the company simply exports its excess production capacity when it receives orders from abroad.  As a result, its international marketing effort is casual at best.  This is very likely the most common overseas entry approach for small firms.  Many companies employ this entry strategies when they first become involved with international business and may continue to use it on a more or less permanent basis. 

The problem with using an exporting strategy is that it is not always an optimal strategy.  A desire to keep international activities simple, together with a lack of product modification make a company’s marketing strategy inflexible ad in responsive.  A currency can remain strong over a stretch of several years, creating prolonged difficulties for the country’s exports.  

iii) Licensing

 When a company finds exporting ineffective but is hesitant to have direct investment abroad, licensing can be a reasonable compromise.  

Licensing is an agreement that permits a foreign company to use industrial property (i.e. patents, trademarks, and copyrights) technical know how and skills (i.e. feasibility studies, manuals, technical advice, etc), Architectural and engineering designs, or any combination of these in a foreign market.  Essentially, a license or allows a foreign company to man future a product for sale is the licensees country and sometimes is other specified markets.  

As discussed in unit 1 , Licensing takes several forms.  They are:  

· Manufacturing 

· Management contract 

· Franchising

I. Manufacturing 

The manufacturing process can be employed as a strategy involving all or some manufacturing in a foreign country.  One kind of manufacturing procedure known as sourcing, involve manufacturing operations is a host country, not so much to sell there but for the purpose of exporting from that country to a company’s home country or to other countries. 

The goal of a manufacturing strategy may be to set up a production base inside a target market country as a means of invading it. There are several variations on this method, ranging from complete manufacturing to contract manufacturing.  

There are several reasons that a company chooses to invest in manufacturing facilities abroad.  One reason may involve gaining access either to raw materials or to take advantage of resources for its manufacturing operations.  As such, this process is known as backward vertical integration.  Another reason may be to take advantage of lower labor cost or other abundant factors of production i.e. labor, energy, or other input. 

Manufacturing is a host country can make the company’s product more price competitive because the company can avoid or minimize high import taxes, as well as other trade barriers.   A manufactures interested in manufacturing abroad should consider a number of significant factors.

i. Product image is are such factor 

ii. Competition is an important factor 

iii. Research of various countries, which should be compared to determined each country’s comparative advantage.  The comparative should also include productive considerations, including: 

Production facilities 

Raw materials 

Equipment

Real estate, water, power, and transport  

Human reserves, an integral part of the production factor, must be available at reasonable cost.   

Manufactures should pay attentions to absolute as well as relative changes in labor costs.  A particular country is more attractive as a plant’s location if the wages were increase more slowly than those other countries.  

The type of product made is another factor that determines whether foreign manufacturing is an economical and effective venture.  A manufacture must weigh the economies of exporting a standardized product against the flexibility of having a local manufacturing plan that is capable of tailoring the product for local preferences. i.e. for capital intensive products that rely on volume production to keep costs down, it is more advantageous to produce that rely on volume of production to keep costs down, it is more advantageous to produce the product in one central location (i.e. In the home country or is an advanced nation) and ship it us to markets. 

Freight cost intensive products, such as snack foods and soft drinks, take up large amounts of space and have high transportation costs is relation to unit value.  For such products, it may be better to manufacture them is several location, preferably near or within their markets. 

Taxation is another important consideration, countries commonly offer tax advantages, among other incentives, to  foreign investment. 

Just as important as other factor is the investment climate for foreign capital.  The investment climate is determined by geographic an climate conditions, market size, and growth potential, as well as by the political atmosphere.      

II. Management Contract 

In some cases, government pressure and restrictions force a foreign company either to sell its domestic operations or to relinquish control. In such a case, the company may have to formulate another way to generate the revenue given up. One way to generate revenue is to sign a management contract with the government or the new owner is order to manage the business for the new owner.  

The new owner may lack technical and managerial expertise and may need the former owner to manage the investment until local employees are trained to manage the facility.  Management contracts is not have to be sued only after a company is forced to sell its ownership interest.  Such contracts may be used as a sound strategy for entering a market with a minimum investment and minimum political risks. 

III. Franchising (Turn key operations)

A turnkey operation is agreement by the seller to supply a buyer with a facility fully equipped and ready to be operated by the buyers personnel, who will be trained by the seller.  By the buyers personnel, who will be trained by the seller.  The term is sometimes used in fast-found franchising.  when a franchiser agrees to select a store site, build the store, equip it, train the franchisee and employees, and sometimes arrange for the franchising.  In international marketing, the term is usually associated with giant projects that are sold to governments or government run companies.   

Large-scale plants requiring technology and large-scale projects include building steel mills; cement, fertilizer and chemical plants; and those related to such advanced technologies as telecommunications.      

Owing to the magnitude of a giant turnkey project, the winner of the contract can expect to reap huge rewards, thus, it is important that the turnkey construction package offered is a buyer is an attractive are.  Such a package offered to a buyer is an attractive one.  Such a package involves more than just offering the latest technology, since there are many other factors important to LDCs in deciding on a particular turn key project.  

Iv) Assembly Operations 

An assembly operation is a variation on a manufacturing strategy.  According to the US customs service  ‘ assembly means the fitting or joining together of fabricated components”/  the method used to join or fit together solid components may be welding, soldering, riveting, gloving, laminating and selling. 

In this strategy, parts or components are produced in various countries in order to gain each country’s comparative advantage.  Capital intensive parts may be produced is advanced nations, and labor-intensive assemblies may be produced in an LDC, where labor is abundant and labor costs are low.  This strategy is common among manufactures of consumer electronics.  When a product becomes mature and faces intense price competition, it may be necessary to shift all of the labor-intensive operations to LDCs.  ‘

An assembly operation also allows a company to be price competitive against cheap imports, and this is a defense strategy.  

Assembly operations also allow a company’s product to enter many markets with out being subject to tariff  and quotas.  

In general, a host country objects to the establishment of a “ screw driver assembly” that merely assembles imported parts.  If a products local content is less than half of all the compacts used, the product may be viewed as imported, subject to tacift and quota restrictions.  Licensing is not only restricted to tangible products.  A service can be licensed as well.  

In spite of a general belief that foreign direct investment is generally more profitable and thus the preferred scheme, licensing offers several advantages.  It allows a company to spread at its research and development and investment costs.  While, enabling it to receive incremental income with only negligible expenses.  In addition, granting a license protects the company’s patent and or trademark against cancellation for non-use.  

There are other reasons why licensing should be used.  Trades barriers may be are such reason.  A manufacturer should consider licensing when capital is scarce, when import restrictions discourage direct entry, and when a country is sensitive to foreign ownership.  The method is very flexible because it allows a quick and easy way to enter the market.  Licensing also work well when transportations cost is high, especially relative to product value.   A company can avoid substantial risks and other difficulties with licensing. 

Nevertheless, licensing has its negative aspects.  With reduced risk generally comes reduced profit.  In fact, licensing may be the least profitable of all entry strategies.  

It is necessary to consider the long-term prospective.  By granting a license to a foreign firm, a manufacturer may be nurturing a competitor in the future.  Someone who gaining technological and production knowledge.  At some point, the licensee may refuse to review the licensing contract.  To complicate the matter, it is anything but easy to prevent the licensee from using the process learned and acquired while working under license. 

Another problem often develops when the licensee performs poorly.  To attempt to terminate the contract may be easier said than done.  Once licensing is in place, the agreements can also prevent the licensor from entering that market directly.  

Inconsistent product quality across countries caused by licenses’ lack of quality control can injure the reputation of a product on a worldwide basis.  This possibility explains why MacDonald’s  goes  to extremes in supervising operation, thus ensuring product quality and consistency.   

Even when exact product formulations are followed, licensing can still sometimes damage a products enjoy a certain degree of prestige or mystique that can rapidly disappear when the product is made locally under license.  

Licensing, in spite of certain limitations, is a sound strategy that can be quite effective under certain circumstances.   Licensing terms must be carefully negotiated and explicitly treated.  

In general, a license contract should include these basic elements: product coverage, rights licensed under the contract, territorial coverage, or term of contract, extension and renewal clauses, protection of rights subject to license, future rights and options, merchandising and management assistance quality control, grant back and cross licensing, royalty rate and structure, Service charges, royalty free license, terms and condition of payments, reporting and auditing requirements, equity participations, currency control, choice of law, know  how and trade secret protection, plant resists, commercial arbitration, taxes, termination provisions, and terminal rights and obligation.

A provident licenser does not “assign” a trade mark to licensee: Far better is to specify the conditions under which the mark can or cannot be used by licensee. From the lessee’s standpoint. The licensor’s trademark is valuable in marketing the licensed product only if the product is popular.

Leasing should be considered a two-way street because a license also allows the original licenser to gain access to the licensee’s technology and product.

v) Joint Venture

The joint venture is another alternative a firm may consider as a way of entering an overseas market. A joint venture is simply a partnership at corporate level, and it can be domestic or international. For the discussion here, an international joint venture is one in which the partners are from more than one country.

Marketers consider joint ventures to be dynamic because of the possibility of a parent firms change is mission or power. Furthermore, the characteristics of joint ventures in developed countries differs from those in developing countries. Root has a checklist for joint venture entry, and this list requires potential patters to consider the following points:

Purpose of joint venture, partners, contribution, host governments role.  Ownership shares, capital structure, management, production, finance, marketing and agreement.

There are several reasons why joint ventures enjoy certain advantages and should be used. One benefit is that a joint venture substantially reduces the amount of resources (many and personal) that each partner must contribute. Frequently, this strategy is the only way, other than through licensing, that a firm can enter a foreign market. This is especially true when wholly owned activates are prohibited in a country.

A joint venture can also simultaneously work to satisfy social. Economic and political circumstances since these concerns are highly related. In many kind of international business undertaking, political risks always exist, and a joint venture can reduce such risks while it increases market opportunities.

Joint ventures are not without their shortcomings and limitations. First if the partner to the joint venture have not established clear cut decision making policy and must consult with each other on all decisions, then the decision-making process on all decisions, their the decision-making process may delay a necessary action when speed is essential.

When ever two individual or organizations work tog ethers there are bound to be conflicts because of cultural problems, divergent goals, disagreement over production and marketing strategies, and weak contributions by one or the other partner. Although the goals may be compatible at the asset, goals and objectives may diverge over time, even when joint ventures are successful.

Another potential problem is the matter of control. By definition, a joint venture must deal with double management. If a partner has less than 50% ownership that partner must in effect let the majority partner make decisions. If the board directors have a 50-50 split it is different for the board is make a decision quickly or at all.

The implication is that joint ventures are dynamic and both partners should periodically review their individual goals and those of the joint venture they have formed.

vi) Acquisition 

When a manufacturers wants to enter a foreign market rapidly and yet retain maximum control. Direct investments through acquisition should be considered. The reasons for wanting to acquire a foreign company involve product/geographical diversification Acquisitions of expertise (technology, marketing, and management), and rapid entry.

Acquisition takes many forms. According to root Acquisition may be horizontal (the product lines and markets of the acquired and acquiring firms are similar), vertical (the acquired firm becomes a supplier or customer of the acquiring firm), concentric (the acquired firm has the says market but different technology or the same technology but different markets, and Conglomerate (the acquired firm is in a different industry from that of the acquiring firm).

Acquisition is viewed in a light different from the kinds of foreign direct investment. A government generally welcomes foreign investor that starts up a new enterprise (called a Greenfield enterprise), since than investment increases employment and enlarges the tax base.

An acquisition, however, fails to do this since it displaces and replaces domestic ownership. Therefore, acquisition is very likely to be previewed as exploitation or a flow to national pride-an this basis, it stands a good chance of being termed down.

Other than legal and political complications, social reasons may also prevent the use of acquisition as a strategy to enter a market. Japan is a prime example. Foreign companies rarely attempt to enter Japan by acquiring existing Japanese’s companies.

Japans firms themselves do not view acquisition with high regard being acquired is like having to sell one’s family. Not surprisingly, sound companies available for acquisition are different to find.

Analysis of Entry Strategies 
There are a number of characteristics that determine the appropriateness of entry strategies, and many variables affect which strategy is chosen.  These characteristics include political risks, regulations, type of country, type of product, and other competitive and market characteristics.

A host country’s market size affects the decisions on manufacturing direct foreign investment. In addition, such decisions are influenced by certain classes of political events in certain group of countries. Although internal conflict adversely affects decisions to inmost in both LDCs and developed countries, the effect of internal conflict is different from LDCs when compared to developed countries conflictive intra nation events are viewed as promoting instability in LDCs, and such instability could adversely affect foreign investors’ business goals and profits.

Markets are far from being homogeneous, and the type of country chosen dictates the entry strategy to be used. One way of classifying countries is by the degree of control exerted on the economy by the government, with capitalism at the one extreme and communism at the other. 

The country temperature gradient is another meaningful classification system.

Countries can be classified as hot, moderate, or cold markets based on a number of factors, including level of economic development and trade barriers, Hot countries are dynamic market receptive to new distortion ideas, whereas cold countries do not easily accommodate changes. Market entry strategies are also influenced by product type. A product that must be customized or that requires same services before and after the sale cannot easily be exported to another country. In fact, a service or a product whose value is largely determined by an accompanied service cannot be practically distributed outside of a producing country. Any portion of the product that is service  oriented must be created at the place of consumption. As a result, service-intensive products require particular modes of market entry. The options include management contract to sell service to a foreign customers licensing so that another local company (franchisee) can be trained to provide that service, and local manufacturing by establishing a permanent branch or subsidiary there.

Market size and market sophistication also did not appear significant in affecting the choice. Since previous studies showed that both market size and market sophistication were positively related to levels of direct investment, the two variables were apparently related to levels of licensing is the same manner.

MNCs prefer whole ownership when they have a lot of experience in an industry or a country. When intersystem sales of the subsidiary are high, or when the subsidiary is located in a marketing- intensive industry.

The joint venture is the preferred mode when MNCs rely local inputs of raw materials and skills.

Content

7.4 Market Analysis and Entry strategy

Marketing opportunities exist us all countries regardless of the level of economic development.  To assume that only developed countries often more market potentials a misconception similar in nature to the so-called majority fallacy.  A particular market may initially seem attractive because of its potential demand and size in terms of the number of consumers of their purchasing power.   

Marketer must develop a priority system so that available resources will not spread too thin for the needed impact.  Countries or markets must be screened based on certain relevant criteria for comparing opportunities.  Such criteria may include market potential economic  growth, political risk, available natural resources available labor, and trade barriers.   

That is Latin America, as a region, has rich natural resources and dense population.  Yet it has strong trade barriers as well as lack of hard currencies, marking the region generally unattractive so a market opportunity.  

Economic variables that shard be considered include GNP, population, GNP/capital, income and personal consumption.  The top eight countries is terms of  per capital income are UAE $7,060, Brunei $15,060, Liechtenstein $16,900 USA$39,940, Switzerland $16,380, Qatar $ 15, 980, Kuwait $ 19,040 and Norway $ 13,890,Japan $38860,Israel $17710,Canada $22370, China $860, India $450,France $21980,Germany $22800. Based on this criteria   there are several small but attractive countries. 

a) Gross National Product (GNP)

GNP is a measure of the value of all goods and services produced by a nation.  As, such, GNP in effect measures the size of the economy. GNPs range from a more $ 30 million for the Maldives to $ 2 trillion  for the USA.  This criteria favors the USA as the most important market on earth.  Although a higher GNP is generally regarded as indicator of better market.

By dividing a country’s GNP by its population, the result achieved is the GNP/capital, which measures market intensity.  

A country with a higher GNP/capital generally has a more advanced economy than a country with a lower figure.  In the case of Austria and India, Austria has an $ 8600 GNP/capital and thus is much more attractive in terms of wealth than India. Whose GNP/capital is only $450.  

Another general indicator of market size is a country’s population.  On this score, china is the foremost market because its population exceeds, billion.  Because of China strict birth control program, there is a chance that in the future India may take this distraction away from China. 

According to the private, non-profit population reference Bureau; by the year 2025, 83% of the world’s population will live in Africa, Asia and Latin America. Population size is a good indicator of market opportunity for low unit-value products or necessities. 

Still, population itself not alike GNP, can be misleading especially when high priced products or luxuries are involved.  But GNP/ capital reveals a totally different picture.  Brunei as market, becomes for more attractive because its GNP/capital of $ 15,060 is more than 100 times greater than India $450.  Therefore, a large population does not necessarily indicate a better market opportunity.   

It is inadequate to assess markets by relying only on each country’s total population with out considering its land area. From the marketing standpoint, the level of population density should be examined.  Where as total population indicates the overall size of a market,, population, diversity determines the ease in reaching that market. 

Another indicator of a country’s wealth is the personal income of the citizen.  Income can reflect the degree of attractiveness of a market because consumption generally rises a income increases. Income, however, should not be strictly considered us absolute terms. 

How to the income is spent will provide another clue to market potential.  If a large portion of a person’s income must go toward purchases of essentials, market opportunities for luxuries may be limited.  Food costs, i.e. are so high is Japan.   That we Japanese are forced to spend 25% of their disposable income on food.  Their American counterparts, in contrast, are much more fortunate, spending only 15% of their income and leaving them with more discretionary income to be spent on nonessentials. 

One problem with per capital income is the assumption that everyone gets an equal share of the nations income. 

When income is evenly distributed across the various population segments, a firms produced is likely to be suitable for all individuals.  In contrast, the product may be unstable for certain segments if income varies significantly from one group of consumer to another.  In the industrial nations and communist countries, income is somewhat evenly distributed.  In many other countries, especially less developed, Socialism or a dual economy exists.  

Exporters should pay attention to the income elasticity of imports and exports of target countries, because these coefficients indicates how imports and exports are influenced by consumers income change  in each country.   The income elasticity for US exports in 0.99.  The problem for the USA is that its income elasticity of import demand is 1% increase in American consumers’ income will result in a 1.7% growth in US imports.  For each unit increase in income is the USA, US imports will grow much faster than US exports leading to a determination of the country’s balance of trade.  Furthermore, a calculation by the bank of Japan leveled that a decline of 1% is the value of the US dollar will result in only a drop of 0.4% is real US imports. 

Income often dictates the extent of consumption because income and consumption are positively related.  Although the effect of income is moderated by cultural preferences, it still indicates the degree of consumption for many products.  Thus a markets should also obscure  per capital consumption for each product under consideration since it can vary greatly from market to market. i.e. In USA, there are 572 cars, 650 telephones, and 612 TV sets for each 1000 persons.  

In Brazil, all figures are much lower; there are 76 cars, 90 telephones, and 184 TV sets for each 1000 persons.  In planning export activities, it also useful to estimate geographical /customer concentration.  The geographical concentration index is obtained by dividing the value of the country’s merchandise exports. The higher the index, the greater is the concentration of exports is the mains export markets.  

These concentration indexes generally work well in assessing the creditworthiness of LDCs but may not be so useful in the case of industrialized countries. Which have well diversified economies and export markets. 

Another useful indicator of country’s ability to endure the balance of payments problem is its compressibility of imports.  A compressibility index is the value of a countries nonessential imports divided by the value of its total imports of goods and services and this index measures that amount of non essential imports divided by the value of its total impacts of goods and services. And this index measures the amount of nonessential imports.  A high index indicates that too much foreign exchange is being spent on nonessential imports.   The country should then be able to compress its import bill in order to reduce the outflow of foreign exchange.  Since unnecessary imports can be curbed so that foreign exchange can be directed to other items more important to the several of the economy.

7.4.2 Forms Of Entry
1. Exporting 
Exporting can be defined as follows:

Exporting is a strategy in which a company, without any marketing or production organization overseas, exports a product from its home base.  

Exporting takes two forms: 

III. Direct Export 

IV. Indirect Export 

iii) Direct Exports.

Direct Export takes for forms as discussed in chapter 1 

They are: -

· Domestic based export department or Division

· Overseas sales branch or subsidiary 

· Traveling export sales representatives 

· Foreign based distributors or agents (Refer unit 1 for details) 

iv) Indirect Export

Indirect export also takes for forms and they are: 

· Domestic based export merchant

· Domestic based export agent 

· Cooperative organization 

· Export management company (Refer unit1 for details)

The main advantage of an exporting strategy is the ease in implementing the strategy.  Risks are minimal because the company simply exports its excess production capacity when it receives orders from abroad.  As a result, its international marketing effort is casual at best.  This is very likely the most common overseas entry approach for small firms.  Many companies employ this entry strategies when they first become involved with international business and may continue to use it on a more or less permanent basis. 

The problem with using an exporting strategy is that it is not always an optimal strategy.  A desire to keep international activities simple, together with a lack of product modification make a company’s marketing strategy inflexible ad in responsive.  A currency can remain strong over a stretch of several years, creating prolonged difficulties for the country’s exports.  

iii) Licensing

 When a company finds exporting ineffective but is hesitant to have direct investment abroad, licensing can be a reasonable compromise.  

Licensing is an agreement that permits a foreign company to use industrial property (i.e. patents, trademarks, and copyrights) technical know how and skills (i.e. feasibility studies, manuals, technical advice, etc), Architectural and engineering designs, or any combination of these in a foreign market.  Essentially, a license or allows a foreign company to man future a product for sale is the licensees country and sometimes is other specified markets.  

As discussed in unit 1 , Licensing takes several forms.  They are:  

· Manufacturing 

· Management contract 

· Franchising

IV. Manufacturing 

The manufacturing process can be employed as a strategy involving all or some manufacturing in a foreign country.  One kind of manufacturing procedure known as sourcing, involve manufacturing operations is a host country, not so much to sell there but for the purpose of exporting from that country to a company’s home country or to other countries. 

The goal of a manufacturing strategy may be to set up a production base inside a target market country as a means of invading it. There are several variations on this method, ranging from complete manufacturing to contract manufacturing.  

There are several reasons that a company chooses to invest in manufacturing facilities abroad.  One reason may involve gaining access either to raw materials or to take advantage of resources for its manufacturing operations.  As such, this process is known as backward vertical integration.  Another reason may be to take advantage of lower labor cost or other abundant factors of production i.e. labor, energy, or other input. 

Manufacturing is a host country can make the company’s product more price competitive because the company can avoid or minimize high import taxes, as well as other trade barriers.   A manufactures interested in manufacturing abroad should consider a number of significant factors.

i. Product image is are such factor 

ii. Competition is an important factor 

iii. Research of various countries, which should be compared to determined each country’s comparative advantage.  The comparative should also include productive considerations, including: 

Production facilities 

Raw materials 

Equipment

Real estate, water, power, and transport  

Human reserves, an integral part of the production factor, must be available at reasonable cost.   

Manufactures should pay attentions to absolute as well as relative changes in labor costs.  A particular country is more attractive as a plant’s location if the wages were increase more slowly than those other countries.  

The type of product made is another factor that determines whether foreign manufacturing is an economical and effective venture.  A manufacture must weigh the economies of exporting a standardized product against the flexibility of having a local manufacturing plan that is capable of tailoring the product for local preferences. i.e. for capital intensive products that rely on volume production to keep costs down, it is more advantageous to produce that rely on volume of production to keep costs down, it is more advantageous to produce the product in one central location (i.e. In the home country or is an advanced nation) and ship it us to markets. 

Freight cost intensive products, such as snack foods and soft drinks, take up large amounts of space and have high transportation costs is relation to unit value.  For such products, it may be better to manufacture them is several location, preferably near or within their markets. 

Taxation is another important consideration, countries commonly offer tax advantages, among other incentives, to  foreign investment. 

Just as important as other factor is the investment climate for foreign capital.  The investment climate is determined by geographic an climate conditions, market size, and growth potential, as well as by the political atmosphere.      

V. Management Contract 

In some cases, government pressure and restrictions force a foreign company either to sell its domestic operations or to relinquish control. In such a case, the company may have to formulate another way to generate the revenue given up. One way to generate revenue is to sign a management contract with the government or the new owner is order to manage the business for the new owner.  

The new owner may lack technical and managerial expertise and may need the former owner to manage the investment until local employees are trained to manage the facility.  Management contracts is not have to be sued only after a company is forced to sell its ownership interest.  Such contracts may be used as a sound strategy for entering a market with a minimum investment and minimum political risks. 

VI. Franchising (Turn key operations)

A turnkey operation is agreement by the seller to supply a buyer with a facility fully equipped and ready to be operated by the buyers personnel, who will be trained by the seller.  By the buyers personnel, who will be trained by the seller.  The term is sometimes used in fast-found franchising.  when a franchiser agrees to select a store site, build the store, equip it, train the franchisee and employees, and sometimes arrange for the franchising.  In international marketing, the term is usually associated with giant projects that are sold to governments or government run companies.   

Large-scale plants requiring technology and large-scale projects include building steel mills; cement, fertilizer and chemical plants; and those related to such advanced technologies as telecommunications.      

Owing to the magnitude of a giant turnkey project, the winner of the contract can expect to reap huge rewards, thus, it is important that the turnkey construction package offered is a buyer is an attractive are.  Such a package offered to a buyer is an attractive one.  Such a package involves more than just offering the latest technology, since there are many other factors important to LDCs in deciding on a particular turn key project.  

Iv) Assembly Operations 

An assembly operation is a variation on a manufacturing strategy.  According to the US customs service  ‘ assembly means the fitting or joining together of fabricated components”/  the method used to join or fit together solid components may be welding, soldering, riveting, gloving, laminating and selling. 

In this strategy, parts or components are produced in various countries in order to gain each country’s comparative advantage.  Capital intensive parts may be produced is advanced nations, and labor-intensive assemblies may be produced in an LDC, where labor is abundant and labor costs are low.  This strategy is common among manufactures of consumer electronics.  When a product becomes mature and faces intense price competition, it may be necessary to shift all of the labor-intensive operations to LDCs.  ‘

An assembly operation also allows a company to be price competitive against cheap imports, and this is a defense strategy.  

Assembly operations also allow a company’s product to enter many markets with out being subject to tariff  and quotas.  

In general, a host country objects to the establishment of a “ screw driver assembly” that merely assembles imported parts.  If a products local content is less than half of all the compacts used, the product may be viewed as imported, subject to tacift and quota restrictions.  Licensing is not only restricted to tangible products.  A service can be licensed as well.  

In spite of a general belief that foreign direct investment is generally more profitable and thus the preferred scheme, licensing offers several advantages.  It allows a company to spread at its research and development and investment costs.  While, enabling it to receive incremental income with only negligible expenses.  In addition, granting a license protects the company’s patent and or trademark against cancellation for non-use.  

There are other reasons why licensing should be used.  Trades barriers may be are such reason.  A manufacturer should consider licensing when capital is scarce, when import restrictions discourage direct entry, and when a country is sensitive to foreign ownership.  The method is very flexible because it allows a quick and easy way to enter the market.  Licensing also work well when transportations cost is high, especially relative to product value.   A company can avoid substantial risks and other difficulties with licensing. 

Nevertheless, licensing has its negative aspects.  With reduced risk generally comes reduced profit.  In fact, licensing may be the least profitable of all entry strategies.  

It is necessary to consider the long-term prospective.  By granting a license to a foreign firm, a manufacturer may be nurturing a competitor in the future.  Someone who gaining technological and production knowledge.  At some point, the licensee may refuse to review the licensing contract.  To complicate the matter, it is anything but easy to prevent the licensee from using the process learned and acquired while working under license. 

Another problem often develops when the licensee performs poorly.  To attempt to terminate the contract may be easier said than done.  Once licensing is in place, the agreements can also prevent the licensor from entering that market directly.  

Inconsistent product quality across countries caused by licenses’ lack of quality control can injure the reputation of a product on a worldwide basis.  This possibility explains why MacDonald’s  goes  to extremes in supervising operation, thus ensuring product quality and consistency.   

Even when exact product formulations are followed, licensing can still sometimes damage a products enjoy a certain degree of prestige or mystique that can rapidly disappear when the product is made locally under license.  

Licensing, in spite of certain limitations, is a sound strategy that can be quite effective under certain circumstances.   Licensing terms must be carefully negotiated and explicitly treated.  

In general, a license contract should include these basic elements: product coverage, rights licensed under the contract, territorial coverage, or term of contract, extension and renewal clauses, protection of rights subject to license, future rights and options, merchandising and management assistance quality control, grant back and cross licensing, royalty rate and structure, Service charges, royalty free license, terms and condition of payments, reporting and auditing requirements, equity participations, currency control, choice of law, know  how and trade secret protection, plant resists, commercial arbitration, taxes, termination provisions, and terminal rights and obligation.

A provident licenser does not “assign” a trade mark to licensee: Far better is to specify the conditions under which the mark can or cannot be used by licensee. From the lessee’s standpoint. The licensor’s trademark is valuable in marketing the licensed product only if the product is popular.

Leasing should be considered a two-way street because a license also allows the original licenser to gain access to the licensee’s technology and product.

v) Joint Venture

The joint venture is another alternative a firm may consider as a way of entering an overseas market. A joint venture is simply a partnership at corporate level, and it can be domestic or international. For the discussion here, an international joint venture is one in which the partners are from more than one country.

Marketers consider joint ventures to be dynamic because of the possibility of a parent firms change is mission or power. Furthermore, the characteristics of joint ventures in developed countries differs from those in developing countries. Root has a checklist for joint venture entry, and this list requires potential patters to consider the following points:

Purpose of joint venture, partners, contribution, host governments role.  Ownership shares, capital structure, management, production, finance, marketing and agreement.

There are several reasons why joint ventures enjoy certain advantages and should be used. One benefit is that a joint venture substantially reduces the amount of resources (many and personal) that each partner must contribute. Frequently, this strategy is the only way, other than through licensing, that a firm can enter a foreign market. This is especially true when wholly owned activates are prohibited in a country.

A joint venture can also simultaneously work to satisfy social. Economic and political circumstances since these concerns are highly related. In many kind of international business undertaking, political risks always exist, and a joint venture can reduce such risks while it increases market opportunities.

Joint ventures are not without their shortcomings and limitations. First if the partner to the joint venture have not established clear cut decision making policy and must consult with each other on all decisions, then the decision-making process on all decisions, their the decision-making process may delay a necessary action when speed is essential.

When ever two individual or organizations work tog ethers there are bound to be conflicts because of cultural problems, divergent goals, disagreement over production and marketing strategies, and weak contributions by one or the other partner. Although the goals may be compatible at the asset, goals and objectives may diverge over time, even when joint ventures are successful.

Another potential problem is the matter of control. By definition, a joint venture must deal with double management. If a partner has less than 50% ownership that partner must in effect let the majority partner make decisions. If the board directors have a 50-50 split it is different for the board is make a decision quickly or at all.

The implication is that joint ventures are dynamic and both partners should periodically review their individual goals and those of the joint venture they have formed.

vi) Acquisition 

When a manufacturers wants to enter a foreign market rapidly and yet retain maximum control. Direct investments through acquisition should be considered. The reasons for wanting to acquire a foreign company involve product/geographical diversification Acquisitions of expertise (technology, marketing, and management), and rapid entry.

Acquisition takes many forms. According to root Acquisition may be horizontal (the product lines and markets of the acquired and acquiring firms are similar), vertical (the acquired firm becomes a supplier or customer of the acquiring firm), concentric (the acquired firm has the says market but different technology or the same technology but different markets, and Conglomerate (the acquired firm is in a different industry from that of the acquiring firm).

Acquisition is viewed in a light different from the kinds of foreign direct investment. A government generally welcomes foreign investor that starts up a new enterprise (called a Greenfield enterprise), since than investment increases employment and enlarges the tax base.

An acquisition, however, fails to do this since it displaces and replaces domestic ownership. Therefore, acquisition is very likely to be previewed as exploitation or a flow to national pride-an this basis, it stands a good chance of being termed down.

Other than legal and political complications, social reasons may also prevent the use of acquisition as a strategy to enter a market. Japan is a prime example. Foreign companies rarely attempt to enter Japan by acquiring existing Japanese’s companies.

Japans firms themselves do not view acquisition with high regard being acquired is like having to sell one’s family. Not surprisingly, sound companies available for acquisition are different to find.

Analysis of Entry Strategies 
There are a number of characteristics that determine the appropriateness of entry strategies, and many variables affect which strategy is chosen.  These characteristics include political risks, regulations, type of country, type of product, and other competitive and market characteristics.

A host country’s market size affects the decisions on manufacturing direct foreign investment. In addition, such decisions are influenced by certain classes of political events in certain group of countries. Although internal conflict adversely affects decisions to inmost in both LDCs and developed countries, the effect of internal conflict is different from LDCs when compared to developed countries conflictive intra nation events are viewed as promoting instability in LDCs, and such instability could adversely affect foreign investors’ business goals and profits.

Markets are far from being homogeneous, and the type of country chosen dictates the entry strategy to be used. One way of classifying countries is by the degree of control exerted on the economy by the government, with capitalism at the one extreme and communism at the other. 

The country temperature gradient is another meaningful classification system.

Countries can be classified as hot, moderate, or cold markets based on a number of factors, including level of economic development and trade barriers, Hot countries are dynamic market receptive to new distortion ideas, whereas cold countries do not easily accommodate changes. Market entry strategies are also influenced by product type. A product that must be customized or that requires same services before and after the sale cannot easily be exported to another country. In fact, a service or a product whose value is largely determined by an accompanied service cannot be practically distributed outside of a producing country. Any portion of the product that is service  oriented must be created at the place of consumption. As a result, service-intensive products require particular modes of market entry. The options include management contract to sell service to a foreign customers licensing so that another local company (franchisee) can be trained to provide that service, and local manufacturing by establishing a permanent branch or subsidiary there.

Market size and market sophistication also did not appear significant in affecting the choice. Since previous studies showed that both market size and market sophistication were positively related to levels of direct investment, the two variables were apparently related to levels of licensing is the same manner.

MNCs prefer whole ownership when they have a lot of experience in an industry or a country. When intersystem sales of the subsidiary are high, or when the subsidiary is located in a marketing- intensive industry.

The joint venture is the preferred mode when MNCs rely local inputs of raw materials and skills.

7.5 Free Trade Zones

When entering a market, a company should go beyond an investigation of market entry modes. Another question that should be asked to whether a free trade zone (FTZ) is involved and needs consideration. The decisions concerning market entry and FTZ are some what independent. An FTZ can be used regardless of whether the entry strategy is exporting or local manufacturing.

FTZ is a secured domestic area in international commerce, considered to be legally outside a country’s customs territory. It is an area designated by a government for the duty-free entry of goods. It is also a location where imports can be handled with few revelations, and little or no customs duties and excise taxes are collected. As such, goods enter the area without paying any duty. The duty would be paid only where goods enter the customs territory of the country when an FTZ is located.

Variations among FTZ include free ports, tariff-free trade zones, air port duty free areas, export processing zones, and other foreign grade zones. FTZ are usually established in countries for the convenience of foreign traders. The zones may be run by the host government or by private entities. FTZ vary in size from a few acres to several square miles. They can be located at airports, in harbor areas, or within the interior of a country (eg. Salt, lake city) worldwide, FTZs experienced nearly a three fold increase in numbers during the 1970s. By the mid-1980s, there were more than 400 zones located in eighty countries. About $160 billion of the $.7 trillion world trade way processed through FTZs, a rate of close to 10 percent of the world’s trade.

The benefits of FTZ use are numerous, some of these benefits are country specific in the sense that some countries offer superior facilities for lower costs. (e.g. Utilities and telecommunications), other benefits are zone-specific in that certain zones may be better than others with in the same country interims of tax and transportation facilities. Finally, there are zone-related benefits that constitute general advantages in using and FTZs.

Many activities can be performed in FTZs.   According to Calabro,

A company can “store”, stockpile, manufacture, assemble break up, manipulate, mix, pack-repack, clean, repair, salvage, discard, destroy, inspect, sample, test, grade, weight, sort, mark/remark, label/re-label, display, exhibit, distribute, sale, and re-export. 

FTZ offers several important benefits, both for the country and for companies using them. One benefit is job retention and creation. When better facilities and grants are provided to attract MNCs, FTZs can generate foreign investment and jobs.

Check Your Progress Exercise
1. Define the term marketing research ? and explain the sources used to gather primary data ?

2. Discuss in detail the measurement problem in international marketing research?

3 Explain in detail the forms of entry in to the foreign market?

4. What is a free trade zone? Explain the benefits of free trade zones?

7.6 Summary

The primary goal is to provide a basic understanding of the research process and the use of marketing information. This coverage is far from being exhaustive, and the reader should consult marketing research textbooks for specific details related to particular research topics. 

A marketer should initiate research by searching first for any relevant secondary data. There is a great deal of information readily available, and the researcher needs to know how to identify and locate the various sources of secondary information both at home and abroad. 

A company should set up on MIS to handle the information efficiently and effectively. The system should integrate all information inputs from the various sources or departments with in the company. For a multinational operation, this means the integration and coordination of all information generated by the overseas operation as well. 

7.7 Answer to check your progress

1. Refer Section 7.3

2. Refer Section 7.3.3

3. Refer Section 7.4.2

4. Refer Section 7.5

CHEPTER -4

PRODUCT POLICY DECISIONS
  Product Standardization/Modification 
Product standardization and modification may give the impression that a marketer must choose between these two processes and that one approach is better than the other. In many instances, a compromise between the two is more practical and far superior to in selecting either procedure exclusively. 

· Product standardization: the process of setting generally uniform characteristics for a particular good or service. 

· Standardization of the product involves the manufacture and sale in foreign markets the same goods in the domestic market. Or

· Product standardization means that a product originally designed for a local market is exported to other countries with virtually no change, except perhaps for the translation of words and other cosmetic changes.

It should be noted that many of the goods that are produced do not require any of their adaptation to specific countries or markets and may be regarded as standardized. 

· Feasibility of standardization of goods due to a number of factors, the main ones are: ƒ 

· reduce costs, to manufacture and sell the product despite the increase in mass manufacturing of products; 

· ƒ reduce the cost of physical distribution of goods to foreign markets; 

· ƒ reduce marketing costs through standardization possible set of international marketing; ƒ

· creation of favorable conditions for continuous and efficient supply of components and nodes of their consumers in different countries; 

· ƒ develop adherence to consumer goods and means of consumption; ƒ 

· facilitate the management of production and sale of goods. 

· Will the firm offer to foreign markets standardized product depends on several factors,

·  primarily on what the international marketing strategy firm sells that particular product offers, 

· at what stage of the life cycle of this product is,

·  and what degree of uniformity needs and requirements of potential users. 

Adaptation –changing elements of design, function, and packaging according to needs of different country markets .

Product Modification is an attempt by companies to extend the length of the Product Life Cycle by making small, or big changed to a product to keep customers interested in the product, or cause them to buy accessory items to keep the product popular.

· An adjustment made to an existing product, usually made for greater appeal or functionality.

· A modification may include a change to a product's shape, adding a feature or improving its performance. 

· Often a product modification is accompanied by a change in packaging. 

An adaptation strategy is particularly important for companies that export their products because it ensures that the product meets local cultural and regulatory requirements.

· The ability to adapt products to the conditions of individual countries and markets is determined by : ƒ

· The need for a fuller account of the specific customers' individual countries and target markets; 

· Feasibility of bringing product quality in line with the purchasing power of consumers; ƒ 

· The need to modify the product in order to meet the possibility of its effective use; ƒ

· Commodity contemporary international marketing strategies used in the practice of international firms can be:

· The strategy of "simple extension" - the company uses the same commodity for domestic and foreign market. This simple approach minimizes costs if the company can sell products abroad without changes in design, composition, packaging.

· Strategy adaptation of products most commonly used in international marketing. This company comes from the fact that not necessarily creates new products, but rather makes small changes to products that are produced to meet the requirements of foreign customers. 

· Strategy "back extension" - focus on company developing countries, producing a simpler product than that sold in the domestic market. 

· Strategy for new inventions - the most risky and expensive plan, as the company develops new products to their markets on the basis of their specificity. But this approach has considerable potential for profit, and in some cases - and global recognition. 

International product life cycle

Product life cycle theory divides the marketing of a product into four stages: introduction, growth, maturity and decline. When product life cycle is based on sales volume, introduction and growth often become one stage.
 For internationally available products, these three remaining stages include the effects of outsourcing and foreign production. When a product grows rapidly in a home market, it experiences saturation when low-wage countries imitate it and flood the international markets.

· Afterward, a product declines as new, better products or products with new features repeat the cycle. 

Growth 

 As soon as the new product is well developed, its original market well cultivated, and local demands adequately supplied, the innovating firm will look to overseas markets in order to expand its sales and profit

An effectively marketed product meets a need in its target market. The supplier of the product has conducted market surveys and has established estimates for market size and composition. He introduces the product, and the identified need creates immediate demand that the supplier is ready to satisfy. 

Competition is low. Sales volume grows rapidly. This initial stage of the product life cycle is characterized by high prices, high profits and wide promotion of the product. International followers have not had time to develop imitations. The supplier of the product may export it, even into follower economies. 

Maturity 

In the maturity phase of the product life cycle, demand levels off and sales volume increases at a slower rate. Imitations appear in foreign markets and export sales decline. 

The original supplier may reduce prices to maintain market share and support sales. Profit margins decrease, but the business remains attractive because volume is high and costs, such as those related to development and promotion, are also lower. The innovating firm’s sales and export volumes are kept stable because LDC is now beginning to generate a need for the product. Introduction of the product in LDCs helps offset any reduction in export sales to advanced countries. 

Decline 

In the final phase of the product life cycle, sales volume decreases and many such products are eventually phased out and discontinued. The follower economies have developed imitations as good as the original product and are able to export them to the original supplier's home market, further depressing sales and prices. 

The original supplier can no longer produce the product competitively but can generate some return by cleaning out inventory and selling the remaining products at discontinued-items prices.

Product Identification 

9.5.1 Branding
In developing a marketing strategy for individual products, the seller has to confront the branding decision, branding is a major issue in product strategy.  On the one hand, developing a branded product requires a great deal of long-term investment spending, especially from advertising, promotion, and packaging.

Perhaps the most distinctive skill of professional marketers is their ability to create, maintain, protect, and enhance brands, marketers say that  "Branding is the art and cornerstone of marketing."  The American marketing association defines a brand as follows: -

"A Brand is a name, term, sign, symbol, or design, or a combination of them, intended to identify the goods or services of one seller or group of sellers and to differentiate them from those of competitors".

A brand is essentially a seller's promise to consistently deliver a specific set of features, benefits, and services to the buyers.

A brand name is the part of brand consisting of words, letters, and/or numbers that can be vocalized.  A trademark is defined as a brand that is given legal protection.  Therefore, trademark is a legal term meaning the words, names, or symbols that the law designates as trademarks. 

The best brands convey a warranty of quality.  But a brand is even a more complex symbol.  A brand can convey up to six levels of meaning.

      i)      Attributes

A brand first brings to mind certain attributes.  Thus, Mercedes suggests expensive, well built, well-engineered, durable, high prestige, high resale value, fast, and so on.

ii)
     Benefits 

A brand is more than a set of attributes, customers are not buying attributes; they are buying benefits.  Attributes need to be translated into functional and/or emotional benefits.  The attribute "durable" could translate into the functional benefit, "I won't have to buy a new car every few years".  The attribute "Expensive" might translate into the emotional benefit, "The car helps me feel important and admired".  The attribute "well build" might translate into the functional and emotional benefit, "I am safe incase of an accident".

  iii)
Values:-

The brand also says something about the product values.  Thus, Mercedes stands for high performance, safety, prestige, and soon.  The brand marketer must figure out the specific groups of car buyers who are seeking these values.  

iv) 
Culture:-

The brand may represent a certain culture.  The Mercedes represents German culture.  Organized, efficient, high quality.

v)
Personality:-

The brand can also project a certain personality.   If the brand were a person, an animal, or an object, what would come to mind?  Some time it might take on the personality of an actual well-known person or spokesperson.

vi)
User:-

The brand suggests the kind of consumers who buys or uses the product.   The users will be those who respect the product's values, culture, and personality.

The challenge in branding is to develop a deep set of meanings for the brand.  When the audience can visualize all six dimensions of a brand, the brand is deep otherwise it is shallow.

Brand Equity

Brand varies in the amount of power and value they have in the market place.  At one extreme are brands that are not known by most buyers in the market place.  Then there are brands for which buyers have a fairly high degree of brand awareness (measured either by brand recall or recognition).  Beyond this are brands with a high degree of brand acceptability.  In other words, brands that most customers would not resist buying.  Then there are brands that enjoy a high degree of brand preference.  These are brands that are selected over the others.  Finally there is brands that command a high degree of loyalty.

High brand equity provides a number of competitive advantages: -

· The company will enjoy reduced marketing costs because of high level of consumer's brand awareness and loyalty.

· The company will have more trade leverage in bargaining with distribution and retailers since customers expect them to carry the brand.

· The company can charge a higher price than its competitors because the brand has higher perceived quality. 

· The company can more easily launch brand extension since the brand name carries high credibility.

· The brand offers the company some defense against fierce price competition 

A brand name needs to be carefully managed so that its brand equity doesn't depreciate.  Thus requires maintaining or improving over time brand awareness, brand perceived quality and functionality, positive brand associates, and so on.

Brand Name Selection: -

A good name can add greatly to a products' success.  However, finding the best brand name is a difficult task.  It begins with a careful review of the product and its benefits, the target market and proposed marketing strategies.

Desirable qualities for a brand name includes:-

1. It should suggest something about the product's benefits & qualities

2. It should be easy to pronounce, recognize, and remember. The brand name should be distinctive

3. It should be capable of registration and legal protection

Once, chosen, the brand name must be protected.  Many times try to build a brand name that will eventually become identified with the product category.

9.5.1.1 Branding Decisions 

To understand the role of trademark in strategic planning, one must understand what a trademark is from a legal standpoint. In many countries, branding may be nothing more than the simple process of putting a manufacturer’s name, signature or picture on a product or its package. 

The basic purpose of branding is the same everywhere in the world. In general the functions of a brand are: - 

· Create identification and brand awareness

· Guarantee a certain level of quality, quantity and satisfaction and 

· Used as a promotional tool etc. 

All of these purposes have the ultimate goal to induce repeat sales. 

Branding levels and alternatives

There are four levels of branding decisions:

1. Branding Vs No Brand

2. Private brand Vs manufacture’s brand

3. Single brand Vs multiple brands

4. Local brands Vs worldwide brand

1. Branding Vs No Brand

To brand or not to brand, that is the question. Branding is not a cost free preposition because of the added cost associated with marking, labeling, packaging and legal procedures. Branding is then probably undesirable because brand promotion is ineffective in a practical sense and adds unnecessary expenses to operations costs. 


On the positive side, a brand fewer products allow flexibility in quality and quantity control, resulting in lower production costs along with lower marketing and legal costs. On the other hand, branding makes pricing possible because of better identification, awareness, promotion, differentiation, consumer confidence, brand loyalty, and repeats sales. 

2. Private Brand Vs manufacturer’s Brand

Branding to promote sales and move products necessities a further branding decision: whether the manufacturers should use its own brand or a distributor’s brand on its product. Distributors in the world of international business include trading companies, importers, and retailers, among others; their brands are called private brands.

Clearly, the manufacturer has two basic alternatives:  1) its brand or 2) private brand. Its choice depends in part on its bargaining power. If the distributor is prominent and the manufacturer itself is unknown and anxious to penetrate a market, then the latter may have to use the formers brand on the product. But, if the manufacturer has superior strength, it can afford to put its won brand on the product and can insist that the distributor accept that brand as part of the product. 

3. Single Brand Vs Multiple Brand

When a single brand is marketed by the manufacturer, the brand is assured of receiving full attention for maximum impact. But a company may choose to make several brands with in a single market based on the assumption that the market is heterogeneous and thus be segmented. 

Multiple brands are suitable when a company wants to trade either up or down because both moves have a tendency to hurt the firm’s main business. If a company has the reputation of quality, trading down without creating a new brand will hurt the prestige of the existing brand. By the same rationale, if a company is known for its low. Priced, mass produced products, trading up without creating a new brand is hampered by the image of the existing products. 

4. Local Brands Vs Worldwide Brand

When the manufacture decides to put its own brand name on the product, the problem does not end there if the manufacture is an international marketer. The possibility of having to modify trademark cannot be dismissed. The international marketer must then consider whether to use just one brand name worldwide or different brands for different markets or countries. 

Advantages of each branding alternatives (from manufacturers new point)

	1. No brand 
	2. Brand

	· Lower production cost

· Lower marketing cost

· Lower legal cost

· More flexibility in quality and quantity control

· (I.e. possibility of less rigidity in control) good for commodities (undifferentiated items) 
	· Better identification

· Better awareness 

· Better chance for product differentiation

· Better chance for repeat sales

· Possible premium pricing (removal from price competition)

· Possibility of making demand more price inelastic 

	2. Private Brand

· Ease in getting dealer’s acceptance 

· Possibility of larger market share

· No promotional hassles and expenses

· Good for small manufacture with unknown brand and identity 
	4. Manufacturer’s Brand 

· Better control of products and features

· Better price because of more price in elasticity 

· Retention of brand loyalty

· Better bargaining power

· Assurance of not being by passed by channel    members 

	5. Multiple Brands (in Single Market)
· Utilization of market segmentation technique

· Creation of excitement among employees

· Creation of competitive spirits

· Avoidance of connotation of existing brand

· Gain of more retail shelf space

· Retention of customers who are not brand loyal

· Allowance of trading up or trading down without hurting existing brand
	6. Single Brand (in Single Market) 
· Better marketing impact

· Permitting more focused marketing

· Brand receiving full attention 

· Reduction of advertising costs because of better economies of scale and lack of duplication

· Elimination of brand confusion among employees, dealers and consumers

· Good for product with good reputation and quality 



	7. Local Brands 
· Legal necessity (E.G. name already used by someone else in local market)

· Elimination of difficulty in pronunciation

· Allowance for meaningful names (i.e more local identification) 

· Elimination of negative connotations

· Avoidance of taxation on international brand

· Quick market penetration by acquiring local brand

· Allowance of variations of quantity and quality across markets 
	8. Worldwide Brand
· Better marketing impact and focus

· Reduction of advertising costs

· Elimination of brand confusion

· Good for culture free product

· Good for prestigious brand

· Easy identification/recognition for international travelers

· Good for well – known designer 


On the other hand, branding makes pricing possible because of better identification, awareness, promotion, differentiation, consumer confidence, brand loyalty, and repeats sales. 

Brand Characteristics 

A good brand name should possess certain characteristics, and such characteristics are thoroughly discussed in more advertising and marketing textbooks. In essence, a brand should be short, distinctive, easy to pronounce, and able to suggest product benefits without negative connotations. In international arena, these qualities are relevant. According to one study, the criteria and the percent of firms citing each criterion are as follows:

1. Descriptive of product benefits, 58.5%

2. Memorable, 46.3%

3. Fits with company image or other products image, 46.3%

4. Trademark availability, 34.1%

5. Promotable and advertisable, 22.0%

6. Uniqueness in relation to competition, 22.0%

7. Length, 15.9%

8. Ease of pronunciation, 14.6%

9. Positive connotations to potential users, 13.4%

10. Scited to package, 6.1%

11. Modern/contemporary, 3.7%

12. Understandable, 2.4%

13. Persuasive, 2.4%

9.5.1.2 Brand Strategy
A company has four choices when it comes to brand strategy, which are as follows:-

i) Line extension: 

Line extension occur when a company introduces additional items in the same product category under the same brand name, usually with features, such as new flavors, forms, colors, added ingredients, package sizes, and so on. 

ii) Brand Extension

A company may decide to use an existing brand name to launch a product in a new category.  Brand extension strategy offers a number of advantages.  A well-regarded brand name gives the new product instant recognition and earlier acceptance. It enables the company to enter new product categories more easily.  

i.e. Sony puts its name on most of its electronic products and instantly establish a connection of the new products high quality.

iii)
Multi brands:-

A company will often introduce additional brands in the same product category.  There are various motives for doing this.  Sometimes the company is trying to establish different features and/or appeal to different buying motives.  

A multi branding strategy also enables the company to lock up more distributors shelf space and to protect its major brand by setting up flanker brands. 

For example, Seiko establishes different brand names for its higher priced (Seiko LaSalle) and lower-priced watch (pulsar) to protect its flanks.

iv) New brand

When a company launches products in a new category, it may find that none of its current brand names are appropriate.

v) Co-brands 

A rising phenomenon is the appearance of co-branding (also called dual branding), is which two or more well-known brands are combined in an offer.  Each brand sponsor expects that the other brand name will strengthen brand preference or purchase intention.  In the case of co-packaged products, each brand hopes it might be reaching a new audience by associating with the other brand. 

Advantages of Branding

· The brand name makes it easier for the seller to process orders and track down problems.  Further more, he seller find it easier to trace the order if it is misshaped, or to determine why the beer was rancid if consumer complain.

· The seller's brand name and trademark provide legal protection of unique product features, which competitors would otherwise be likely to copy. 

· Branding gives the seller the opportunity to attract a loyal and profitable set of customers.  Brand loyalty gives sellers some protection from competition and greater control in planning their marketing program

· Branding helps the seller segment markets.

· Strong brands helps build the corporate image, making it easier to launch new brands and gain acceptance by distributors and consumers.

There is evidence that distributors want manufacturers; brand names because brand makes the product easier to handle, hold production to certain quality standards, strengthen buyer's preferences, and make it easier to identify suppliers.  Consumers want brand names to help them identify quality differences and shop more efficiently. 

9.5.2 Packaging
Even after a product is developed and branded, strategies must still be developed for other product related aspects of the marketing mix.  One such product feature, and a critical one for some products, is packaging, which consists of all activities of designing and producing the container or wrapper.  Thus packaging is a business function and a package is an item.

Packaging can be defined as follows:

"Packaging includes the activities of designing and producing the container or wrapper for a product."

The container or wrapper is called the package.  The package might include upto three levels of material.  Thus, old spice, after shave lotion is in bottle (primary package) that is in a cardboard box (secondary package) that is in a corrugated box (shipping package) containing six-dozen boxes of old spice.

In recent times, packaging has become a potent marketing tool.  Well-designed packages can create convenience value for the consumer and promotional value for the producer.

Packaging and the resulting package are intended to serve several vital purposes. 

i) Protect the product on its way to the consumer:-

A package protects products during shipment. Furthermore, it can prevent tampering with products, notably medications and food products, in the warehouse or the retail store.

ii) Provide protection after the product is purchased:-Compared with bulk  (that is unpackaged) items, packaged goods generally are more convenient, cleaner, and less susceptible to losses form evaporation, spilling and spoilage.

iii) Be part of a company's trade marketing program:-

A product must be packaged to meet the needs of wholesaling and retailing middlemen.  For instance, a packages size and shape must be suitable for displaying and stacking the product in the store.

iv) Be part of a company's consumer marketing program:-

Packaging helps identify a product and thus may prevent substitution of competitive product.  At the point of purchase such as supermarket aisle - the package can serve as a 'silent sales person'

Ultimately, a package may become a product's differential advantage, or at least a significant part of it.  In the case of convenience goods and operating suppliers buyers feel that are well-known brand is about as good as another.  Thus a feature of the package - reusable jar, self-contained applicator etc, might differentiate these types of a product.

i) Product description:-

The package is expected to show not only what the product is, but also what it does in terms of benefits it gives the promotional message.  This could be done using words or pictures.

ii) Product image-

The packaging material ought to match the image of the product inside.  Highly prestigious products and inferior products should be packed differently.

iii) Product value

The pack is often designed to make its contents look more than they really are in terms of value a small value item looks huge in certain packages.

iv) Shelf display

It is also important products are packed in such a way that they occupy small space, they are protected from shocks damages, their shelf life increases, they are protected from pilferage.

Criticism of packaging

Packaging in the public eye today, largely because of environmental issues, specific concerns are:

i) Packaging depletes natural resources: This concern has been addressed through the use of recycled materials in packaging.  A point in favor of effective packaging is that it minimizes spoilage, thereby reducing a form of resource waste.

ii) Packaging is too expensive: Even it seemingly simple packaging, such as for soft drinks, as much as one-half of the production cost is for the container.  Still, effective packaging reduces transportation costs and spoilage losses.

iii) Packaging is deceptive: Government regulations plus greater integrity on the part of business firms regarding packaging have alleviated these concerns to some extent.

5. Used and discarded packaging contributes significantly to the solid waste problem etc. 

Marketing executives are challenged to address these criticisms.  At the same time, they must retain or even enhance the positive features of packaging, such as product protection, consumer convenience, and marketing support.

Packaging functions and criteria 

Much like the brand name, packaging is another integral part of a product. Packaging serves two primary purposes: functional and promotional. First and foremost, a package must be functional in the sense that it is capable of protecting the product at minimum cost. 

For most packaging applications, marketers should keep in mind that foreign consumers are more concerned with the functional aspect of a package than they are with convenience. In addition to functional and promotional functions, good packaging should also satisfy secondary criteria. A good design should have impact, visibility, legibility, simplicity, consistency, versatility and honesty. Packaging does not have to be dull. Novel shapes and designs can be used to stimulate interest and create excitement. 

Mandatory package modification 
A package change may be either mandatory or at the discretion of the marketer. A mandatory change is usually necessitated by government regulations. 

The complexity of packaging regulations is very well demonstrated by the experience of R.J.Reynolds in marketing cigarettes, a relatively simple product. The pack sold in USA can be shipped to only three or four markets. 

The company has to employ more than 1400 product codes for all its brands in all countries. I.e. Ethiopia requires the imprint “Ethiopia” on the cigarette paper in addition to a special closure seal on every pack indicating retail price in Ethiopian currency. 

Optional package modification  

Optional modification of a package, although not absolutely necessary, may have to be undertaken for marketing impact or for facilitating marketing activities. In addition to condition of use, other cultural factors should be taken into consideration because such factors often determines and influence consumer preference. 

Symbols and colors of packages may have t be changed to be consistent with cultural norms. If packages are offensive, they must be made more acceptable if the product is to be marketed successfully. 

Packing 
Packaging may be viewed as consisting of two distinct types

i. Industrial (exterior) and

ii. Consumer (interior) 

The aim of packaging is to prepare and protect merchandise for shipment and storage. Packing is more critical for overseas shipment than for domestic shipment because of the longer transit time and a greater number of hazards. 

Packing problems 
There are four common packaging problems; same of them are in direct conflict with one another. They are

· Weight

· Breakage

· Moisture and temperature and 

· Pilferage and theft 

i) Weight: Over packing not only directly increases packing cost but also increases weight and size of cargo. Any undue increases in weight or size only serves to raise freight changes. Moreover, import fees or customs duties may also rise when import duties are based on gross weight. Thus overprotection, of the cargo can cost more than it is worth.

ii) Breakage: Although over packing is undesirable, so is under packing because the latter allows a products to be susceptible to breakage or damage. The breakage problem is present in every step of ocean transport. In order to protect the breakage, cargo should be unitized or palletized whenever possible. 

Palletizing is the assembly of one or more packages on a pallet base and the securing of the load to the pallet.  Unitizing is the assembly of one or more items into a compact load secured together and provided with acids and cleats for ease handling. These two packing methods force cargo handlers to use mechanical handling equipment to move cargo. 

iii) Moisture and temperature: Certain products can easily be damaged by moisture and temperature. Such products are subject to condensation even in the hold of a shipped equipped with air conditioning or dehumidifying equipment. Another problem is that the cargo may be unloaded in the rain. Many foreign parts do not have covered storage facilities, and the cargo may have to be left in the open subject to heat, rain, cold or adverse elements. One very effective means of eliminating moisture is shrink wrapping, which involves sealing merchandise in a plastic film. Waterproofing can also be provided by using waterproof inner lines or moisture absorbing agents and by coating finished metal parts with a preservative or rust inhibitor. 

iv) Pilferage and theft: Cargo should be adequately protected against theft. One method to discouraging theft is to use shrink wrapping seals, or strapping. Gummed sealing tapes with patterns when used, will quickly reveal any sign of tampering. Also, only well constructed packing in good condition should be used. I.e. containerization.  

Another area of concern is marking. The main purpose of marking is to identify the shipment so that the carrier can forward the shipment to the designated consignee. Container can take care of most of the four packing problems. Because of a container’s construction, a product does not have to have heavy packing. A container is a large box made of durable material such as steel, aluminum, plywood and glass reinforced plastics. 

The container by itself provides good protection for the product against breakage, moisture and temperature. Because breaking in to a container is difficult, this method of shipment discourages pilferage and theft as well.
9.5.3 Labeling
Labeling which is closely related to packaging is another product feature that requires managerial attention.  A label is a part of a product that carries information about the product and the seller.  A label may be part of the package, or it may be a tag attached to the product.  Obviously there is a close relationship among labeling, packaging, and branding.

Types of labels:-

Labels fall into three primary kinds:-

i) A brand label:-

It is simply the brand name applied to the product or package.

ii) A descriptive label: It gives objectives information about the products' use construction, care, performance, and/or other pertinent features ingredients and nutritional contents.

iii) A grade label: It identifies the products judged quality with a letter, number, or word.  Canned peaches are grade labeled A,B,C, corn and wheat are grade labeled 1 & 2.

Brand labeling is an acceptable form of labeling, but it does not supply sufficient information to a buyer.  Descriptive labels provide more product information but not necessarily all that is needed or desired by a consumer in making a purchase decision. 

Functions of Labeling

Labeling performs several functions.  Some of which are illustrated below:-

· The label identifies the product or brand 

· The label might also describe several things about the product, which made it, where it was made, when it was made, its contents, how it is to be used, and how to use it safely.

· The label might promote the product through attractive graphics 

9.6 PRODUCT LIFE CYCLE

Introducing a new product at the proper time will help maintain a company's desired level of profit. Striving to maintain its dominant position in the market, the company has to face that challenge often. 

Though designing a new product takes its own course, even a well-made product may not sustain in the market as expected.  There are certain reasons why new product fails. Some of which are as follows:

· Inadequate market analysis and market appraisal 

· Insufficient marketing support

· Bad timing 

· Failure to recognize changing market environment 

· Absence of formal product planning and development proceeds

· Failure to the product to fill consumer needs 

· Technical or production problems

· New entrants

· Failure to estimate strength of competition 

However, any product moves though identifiable stages, each of which is related to the passage of time and each of which has different characteristics.

9.6.1 Domestic Product Lifecycle
The Life cycle of a product consists of four stages:

Introduction, Growth, Maturity and Decline. A product life cycle consists of the aggregate demand over an extended period of time for all brands comprising a generic product category.
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Characteristics of Each Stage 

Management must be able to recognize what part of the life cycle its product is in at any given time. The competitive environment and marketing strategies that should be used ordinarily depend on the particular stage.

1. Introduction

During the introduction stage, a product is launched into the market in a full-scale marketing program. It has gone through product development, including idea screening prototype and market tests. This introductory (Sometimes called pioneering) stage is the most risky and expensive one, because substantial amount of money spent in seeking consumer's acceptance of the product.

2.   Growth 

In the growth stage, or market acceptance stage, sales and profit rises, often at a rapid rate. Competitors inter the market, often in a large numbers if the profit outlook is particularly attractive. Mostly as a result of competition, profits start to decline near the end of the growth stage. 

3.  Maturity

During the first part of the maturity stage, sales continue to increase, but at a decreasing rate.  When sales level of profits of producers and middlemen decline, the primary reason: Intense price competition. During the latter part of this stage, marginal producers, those with high costs or with out a deferential advantages are forced to drop out of the market. They do so because they lack sufficient customers and /or profits.

4. Decline

For most products, a decline stage as gauged by sales volume for the total category is inevitable for one of the following reasons:

· The need for the product disappears.

· Better or less expensive product is developed to fill the same need

· People simply tired of a product (a clothing style for instance) 

· So it disappears from the market.

The concept of product life cycle is very important in modern marketing. Steps in planning and development of products, why new product fail? And strategies used on every stage of the life cycle is illustrated as follows:

9.6.2 International Product Life Cycle 
Product life cycle is a well – known theory in marketing. But its international counterpart, International Product Life Cycle (IPLC), is relatively unknown. The theory developed and verified by economists to explain international trade in a context of comparative advantage, has been covered rather briefly in some international economics and international marketing texts and in a few marketing articles. 

The IPLC theory describes the diffusion process of an innovation across national boundaries. The life cycle begins when a developed country, having a new product to satisfy consumer needs, wants to exploit its technological breakthrough by selling abroad. Other advanced nations soon start up their own production facilities, and before long Least Developed Countries (LDCs) do the same. Efficiency/comparative advantage shifts from developed countries to developing nations. Finally, advanced nations, no longer cost – effective, import products from their former customers. The moral of this process could be that an advanced nation becomes a victim of its own creation. 

One reason that IPLC theory has not made a significant impact is that its marketing implications are somewhat obscure, even though it has the potential to be a valuable framework for marketing planning on a multinational basis. In this section, the IPLC is examined from the marketing perspective, and marketing implications for both innovators and imitators are discussed. 

Stages and characteristics 

There are five distinct stages (stage 0 through Stage 4) in the IPLC. Table 2-1 shows the major characteristics of the IPLC stages, with the United States as the developer of the innovation in question. Exhibit 2-2 shows three life – cycle curves for the same innovation: one for the initiating country (i.e., the United States in this instance), one for other advanced nations, and one for LDCs. For each curve, net export results when the curve is above the horizontal line; if under the horizontal line, net import results for that particular country. As the innovation moves through time, directions of all three curves change. Time is relative, because the time needed for a cycle to be completed varies from one kind of product to another. In addition, the time interval also varies from one stage to the next. 

Table 2-1 IPLC stages and characteristics (for the initiating country)

	Stage
	Import/Export
	Target Market
	Competitors
	Production Costs

	0
	Local Innovation
	None
	USA
	Few: Local Firms
	Initially High 

	1
	Overseas Innovation 
	Increasing Export 
	USA & Advanced Nations
	Few: Local Firms 
	Decline Owing to Economies of Scale 

	2
	Maturity 
	Stable Export 
	Advanced Nations & LDCs
	Advanced Nations
	Stable

	3
	Worldwide Imitation 
	Declining Export
	LDCs
	Advanced Nations 
	Increase Owing to Lower Economics of Scale 

	4
	Reversal 
	Increasing Import 
	USA
	Advanced Nations & LDCs
	Increase Owing to Comparative Disadvantage 










                                                        


IPLC curves 

1. Stage 0 – Local Innovation

Stage 0, depicted as time 0 on the left of the vertical importing/exporting axis, represents a regular and highly familiar product life cycle in operation within its original market. Innovations are most likely to occur in highly developed countries because consumers in such countries are affluent and have relatively unlimited wants. From the supply side, firms in advanced nations have both the technological know-how and abundant capital to develop new products. Developed countries, in addition to being the original case where innovation take place, in all likely hood will be the place where such new products are first introduced to the public. Introduction occurs there because marketers are familiar with local desires and marketing conditions, making them believe that the risks in introducing any product at home, rather than some where else, are smaller. Furthermore, it is common for a new product to have technical problems even after market introduction and acceptance, perhaps necessitating significant modifications. Products sold overseas may have to be adjusted to be suitable for their intended markets. All of these considerations together may be too complicated for innovative firms to deal with at the beginning. Thus, it is easier and more logical for a firm to concentrate its effort in its home market before looking to overseas markets.

Many of the products found in the world’s market where originally created in the United States before being introduced and refined to other countries. In most instances, regardless of whether a product is intended for later export or not, an innovation is initially designed with an eye to capture the U.S. market, the largest consumer nation. 

2. Stage 1- Overseas Innovation

As soon as the new product is well developed, its original market well cultivated, and local demands adequately supplied, the innovating firm will look to overseas markets in order to expand its sales and profit. Thus, this stage is known as a “pioneering” or “International Introduction” stage. The technological gap is first noticed in other advanced nations because of their similar needs and high income levels. Not surprisingly, English – Speaking countries such as the United Kingdom, Canada, and Austria account for about half of the sales of US innovations when such products are first introduced overseas. Countries with similar cultures and economic conditions are often perceived by exporters as posing less risk and thus are approached first before proceeding to less familiar territories.

Competition in this stage usually comes from US firms, since firms in other countries may not have much knowledge about the innovation. Production cost tends to be decreasing at this stage because by this time the innovating firm will normally have improved the production process. Supported by overseas sales, aggregate production costs tend to decline further because of increase economies of scale. A low introductory price overseas is usually not necessary because of the technological breakthrough; a low price is not desirable because of the heavy and costly marketing effort needed in order to educate consumers in other countries about the new product. In any case, as the product penetrates the market during this stage, there will be more export from the United States and, correspondingly, an increase in imports by  other developed countries. 

3. Stage 2 – Maturity 

Growing demand in advanced nations provides an impetus for firms their to commit themselves to starting local production, often with the help of their governments’ protective measures to preserve infant industries. Thus, these firms can survive and thrive in spite of relative inefficiency. This process may explain the changing national concentrations of high – technology exports and the laws of the US share to Japan, France, and perhaps the United Kingdom.   

Development of competition does not mean that the initiating countrie’s export level will immediately suffer. The innovating firm’s sales and export volumes are kept stable because LDCs are now beginning to generate a need the product. Introduction of the product in LDCs helps offset any reduction in export sales to advanced countries.

4. Stage 3 – World Wide Imitation

This stage means tough times for the innovating nation because of its continuous decline in export. There is no more new demand anywhere to cultivate. The decline will inevitably affect the US innovating firm’s economies of scale and its production costs thus begin to rise again. Consequently, firms in other advanced nations use their lower prices (coupled with product - differentiation techniques) to gain more consumer acceptance abroad at the expense of the US firm. As the product becomes more and more widely disseminated, imitation picks up at a faster pace. Toward the end of this stage, US export dwindles almost to nothing, and any US production still remaining is basically for local consumption. The US automobile industry is a good example of this phenomenon. There are about 30 different companies selling cars in the United States, with several on the rise. Of these, only 4 are US firms, with the rest being from Western Europe, Japan, South Korea, Taiwan, Mexico, Brazil, and Malaysia. 

5. Stage 4 – Reversal 

Not only must all good things end, but also misfortune frequently accompanies the end of a favorable situation. The major functional characteristics of this stage are product standardization and comparative disadvantage. The innovative country’s comparative advantage has disappeared, and what is left is comparative disadvantage. This disadvantage is brought about because the product is no longer capital – intensive or technology – intensive but instead has become labor – intensive -  a strong advantage possessed by LDCs. Thus, LDCs – the last imitators – establish sufficient production facilities to satisfy their own domestic needs as well as to produce for the biggest market in the world, the United States. US firms are now undersold in their own country. Black – and – white television sets, for example, are no longer manufactured in the United States because many Asian firms can produce them much less expensively than any US firm. Consumers’ price sensitivity exacerbates the problem for the initiating country. 

The IPLC is probably more applicable for products related through an emerging technology. These newly emerging products are likely to provide functional utility rather than aesthetic values. Furthermore, these products likely satisfy basic needs that are universally common in most parts of the world.

Washers, for example, are much more likely to fit this theory than are dryers. Dish washing machines are not useful in countries where labor is plentiful and cheap, and the diffusion of this kind of innovation as described in IPLC is not likely occur. 

Marketing Strategies 
For those U.S. industries in the worldwide imitation stage or the maturity stage, things are likely to get worse rather than better. The prospect, though bleak, can be favorably influenced. What is critical is for U.S. firms to understand the implications of the IPLC so that they can adjust marketing strategies accordingly. 

i) Product Policy 
The IPLC emphasizes the importance of cost advantage. The innovative firm must keep its product cost competitive. To reduce production cost,

a) Cutting labor costs through automation and robotics

b) Eliminating unnecessary options, since such options increase inefficiency and complexity. This strategy may be critical for simple products or those at the low end of the price scale. In such cases, it is desirable to offer standardized products with standard package of features or options included.

c) A firm may use local manufacturing in other countries as an entry strategy. The company not only can minimize transportation costs and entry barriers but also can indirectly slow down potential local competition firm starting up manufacturing facilities. Another benefit is that those countries can eventually become a springboard for the U.S. company to market its products throughout that geographic region.

d) Manufacturers should examine the traditional vertical structure in which they make all or most components and parts themselves, because in many instances outsourcing may prove to be more cost – effective. Out sourcing is the practice of buying parts or whole products form other manufacturers while allowing a buyer to maintain its own brand name. A modification of outsourcing involves producing various components or having them produced under contract in different countries. That production in each country before assembling components into final products form worldwide distribution. 

Once in the maturity stage, the innovator’s comparative advantage is gone, and the firm should switch from producing simple versions to producing sophisticated models or new technologies in order to remove itself from cut – throat competition.

ii) Pricing Strategy 
Initially, an innovating firm can afford to behave as a monopolist, changing a premium price for its innovation. But this price must be adjusted down  - ward in the second and third stages of IPLC to discourage potential newcomers and to maintain market share.

In the last stage of the IPLC, it is not practical for the innovating firm to maintain low price because of competitions cost advantage. But the firm’s above – the – market price is feasible only if it is accompanied by top – quality or sophisticated products. A high standard of excellence should partially insulate the firm’s product from direct price competition.

iii) Promotion Strategy 
Promotion and pricing in the IPLC are highly related. The innovative firm’s initial competitive edge is its unique product, which allows it to made a premium price. To maintain this price in the face of subsequent challenges from imitators, uniqueness can only be retained in the form of superior quality, style, or service.

The innovating marketer must plan for a non price promotional policy at the outset of a product diffusion. Timken is able to compete effectively against the Japanese by offering more services and meeting customers’ needs at all times. For instance, it offers technological support by sending engineers to help customers design bearings in gearboxes.

One implication that can be drawn is that a new product should be promoted as a premium product with a high-quality image. In this case promotional goal is to sell image rather than a specific product. 

By starting out with a high- quality reputation, the innovating company can trade down later with a simpler version of the product while still holding on to the high price, most profitable segment of the market. One thing the company must never do is to allow its product to become a commodity item with prices as the only buying motive, since such a product can be easily duplicated by other firms. Product differentiation, not price, is most important for insulating a company from the crowded, low profit market segment. A product can be so standardized that it can be easily duplicated, but image is a much different proposition. 

iv) Place (Distribution) Policy
A strong dealer network can provide the U.S. innovating firm with a good defensive strategy. Because of its near-monopoly situation at the beginning, the firm is in a good position to be able to select only the most qualified agents/distributors and the distribution network should be expanded further as the product becomes more diffused.  A firm must also watch closely for the development of any new alternative channel that may threaten the existing channel. 

Check Your Progress Exercise
1. Discuss the steps involved in new product planning and development?

2. Explain in detail the major branding decision?

3. What is packaging? Explain in brief the functions and the problems in packaging?

4. Explain in detail the characteristics of the international product life cycle?

5. Compare and contrast the domestic and international product life cycle?

9.3 Summary

A product is a bundle of utilities, and the brand and package are part of this bundle. Branding decisions involve more than merely deciding whether a product should be branded or not. Branding entails other managerial decisions. A manufacturer must decide whether to use its own brand or that of its dealer on its product.  

Like the brand name, which may have to be varied from one country to another, packaging should be changed when needed. Mandatory modification of packaging should not be considered a problem because the marketer has no choice in the matter – if a marketer wants to market a product, the marketer must conform to the country’s stated packaging requirements. 

Optional or discretionary packaging modification, in contrast, is a more controllable variable with in a marketer’s marketing mix. Usually, discretionary packaging is more related to product promotion, and it can take on the same importance as mandatory package. 

Labeling, which is closely related with packaging is another product features that requires managerial attention .A label may be a brand label- the brand name applied to the package; or it may be descriptive label-where detailed information about the product incorporated or it may be a grade label-where a tag attached to the package of the product.

Any product moves through identifiable stages, where each of which is related to the passage of time and each of which has different characteristics. The life cycle of a product consists of four stages: introduction, growth, maturity, and decline. The international product life cycle describes the diffusion process of an innovation across the national boundaries. The stages includes in the IPLC are: local innovation, overseas innovation, maturity, world wide imitation, and reversal. The moral of this process could be that the innovating country would be the victim of its creation.

    chapter -5

 Aims and Objectives

After studying this unit you will be able to explain

· meaning of promotion

· elements of promotion

· the advertising media used

· the tools under sales promotion, etc

12.1 Introduction

Modern marketing calls for than developing a good product pricing it attractively, and making it accessible to target customers.  Companies must also communicate with their present and potential customers, retailers, suppliers, other stakeholders, and the general public.  Every company is inevitable cast into the role of communicator and promoter.  For most companies, the question is not whether to communicate but rather what to say, to whom, and how often.

The purpose of promotion is both to communicate with buyers and to influence them. Effective promotion requires an understanding of the process of persuasion and how this process is affected by environmental factors. The potential buyer must not only receive the desired information, but also be able to comprehend that information. Furthermore, the information must be sufficiently potent to motivate this buyer to react positively.

To communicate effectively with someone means that certain facts and information are shared in common with that person. Communication is basically a five-stage process consisting of source, encoding, information, decoding and destination.

Encoding is a step that transforms the idea or information into a form that can be transmitted (eg. written or spoken words). For a receiver to understand the coded information, that person must be able to decode these words.

12.2 Elements Of Promotion

The marketing communications mix (also called the promotion mix consists of five major modes of communication:

Advertising:-
Any Paid form of non personal presentation and promotion of ideas, goods, or services by an identified sponsor

Sales promotion: A variety of short-term incentives to encourage trial or purchase of a product or service 

Public relation & Publicity: A variety of programs designed to promote and/or protect a company's image or its individual products.

Personal selling: Face -to -Face interaction with one or more prospective purchasers for the purpose of making presentation, answering questions, and processing orders.

Direct Marketing:  Use of mail, telephone, fax, e-mail, and other non personal contact tools to communicate directly with or solicit a direct response from specific customers and prospects.  

The starting point in the communication process is thus an audit of all the potential interactions target customers may have with the product and company.  For example, someone purchasing a new computer would talk to others, see television ads, read articles in newspaper and magazines, and observe computers in a store. 

The marketer needs to assess which of these experiences and impressions will have the most influence at the different stage of the buying process.  This understanding will help marketers allocate their communication dollars more efficiently.

To communicate effectively, marketers need to understand the fundamental elements underlying effective communication.  The major parties in a communication - sender & receiver.  The major communication tools - message & media.  The major communication functions - encoding, decoding, response and feedback.  The last element in the system is noise.

The process of Communication
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The model underscores the key factors in effective communication.  Senders must know what audience they want to reach and what responses they want.  They must encode their messages in a way that takes into account how the target audience usually decodes messages.  They must also transmit the message through efficient media that reach the target audience and develop feedback channels to monitor the receivers response to the message.  

12.2.1 Personal Selling
The goal of all marketing efforts is to increase profitable sales by offering want satisfaction to consumers over the long run. Personal selling is by far the major promotional method used to reach this goal. Personal selling can be defined as follows:-

" Personal selling is the personal communication of information to persuade somebody to buy something"1
According to AMA, personal selling is an “oral presentation in a conversion with one or more prospective purchases for the purpose of making sales. Personal selling is more known commonly as salesmanship.2
Personal selling is the individual, personal communication of information, in contrasts to the mass, impersonal communication of advertising, sales promotion, and other promotional tools.

This means that the personal selling is more flexible than these other tools. Sales people can tailor their presentation to fit the needs and behavior of individual customers. Sales people can see their customer's' reaction to a particular sales approach and make adjustments on the spot. 

 Also, personal selling usually can be focused or pinpointed on prospective customers, thus minimizing wasted effort. In contrast, much of the cost of advertising is spent on sending messages to people who is no way are real prospects.

Another advantage of personal selling is that it's goal is to actually make a sale. Other forms of promotion are designed to more a prospect closer to a sale. Advertising can attract attention, provide information, and arouse desire, but seldom does it stimulate buying action or complete the transfer of title from seller to buyer.

A major limitation of personal selling is its high cost. Even though personal selling can minimize wasted effort, the cost of developing and operation sales force is high. Another disadvantage is that a company often is unable to attract the quality of people needed to do the job.

12.2.1.1 Types Of Personal Selling

The types of selling jobs and the activities involved in them covers a wide range. One way of classify sales jobs is on the basis of the creative selling skills required, from the simple to the complex

Robert MCcmurry, classified sales jobs as follows:-

1. Driver- sales person:-

In this job the sales person primarily delivers the product-for example, soft drinks or fuel oil. The selling responsibilities are secondary; few of these people originate sales.

2. Inside order taker:-

This is a position in which the sales person takes orders at the seller’s place of business- for example, a retail clerk standing behind the counter, or a telephone representative at a catalog retailer.  Most customers have already decided to buy, and the sales person’s job is to serve them efficiently.

3. Outside order taker

In this position the sales person goes to the customer in the field and accepts an order. An example is a hardware sales person calling on a retail hardware store, or a sales representative for a radio station who sells advertising time to local business. The majority of these sales are repeat orders to established customers, although these sales people occasionally do introduce new products to customers.

4. Missionary sales person:-

These types of sales job is intended to build good will, perform promotional activities, and provide information and other services for the customers. This sales person is not expected to solicit an order.

5. Sales Engineer:-

In this position the major emphasis is on the sales person's ability to explain the product to a prospective customer, and also to adapt the product to the customers particular needs. The products involve here typically are complex, technically sophisticated items. A sales engineer usually provides technical support ,and works with another sales representative who calls regularly on a given account.

6. Creative sales person- an order getter.

This involves the creative selling of goods & intangibles- primarily services, but also social causes and ideas (don't do drags, stop smoking, obey speed limit etc.). This category contains most complex, difficult selling jobs- especially the creative selling of intangibles, because you can't see, touch, taste, or smell them. Customers often are not aware of their needs for a seller’s product, or they may not realize how that product can satisfy their wants better than the product they are now using.

Traditionally, personal selling was face-to face, one -on-one situation between a sales person and a buyer. This situation is existed both in retail sales involving ultimate consumers and also in business-to-business transaction. In recent years, however, some very different selling patterns have emerged. These new patterns reflect a growing purchasing expertise among consumers and business buyers, which, is turn, has fostered a growing professionalism in personal selling. Let’s discuses four of these emerging patterns.

1. Selling centers- Team selling

To match the expertise on the buying side, especially in business markets, a growing number of firms on the selling side have adapted the organizational concept of a selling center. A selling center is a group of people representing a sales department as well as other functional areas in a firm such as finance, production, and research and development. Team selling is expensive, and is used only when there is a potential for high sales volume and profit.  

2. System selling

The  concept of systems selling means selling a total package of related goods and services- a system- to solve a customer’s problem. The idea is that the system-the total package of goods and services – will satisfy the buyer’s needs more effectively than selling individual products separately.

3. Relationship selling

Developing a mutually beneficial relationship with selected customers over time is relationship selling. It may be an extension of team selling, or it may be developed by individual's sales representative in their dealings with customers. The seller attempts to develop a deeper, linger-lasting relationship built or trust with key customers- usually large accounts.

Unfortunately, often there is not much trust found in buyer- seller relationships, neither in retailer- consumer selling nor in business-to- business selling. How do you build this trust? The following behavioral traits in selling can be effective trust builders.

a) Candor – Be truthful in what you say

b) Dependability – Behave in a reliable manner

c) Competence- Display your ability, knowledge and resources

d) Customer orientation – Place you customers’ needs and interest on a par with you own

e) Liability – Seek a similarity of personality between you and the customers, and commonality of interest and goals.

4. Telemarketing

Personal selling does not always require a face-to-face conversation. For instance, personal selling can be done over the telephone. Although telephone selling has been in existence for a considerable period of time, the growth of the direct marketing field has pushed this method of selling to the forefront. This marketing practice is now known as telemarketing.

The telemarketing is the innovative use of telecommunications equipment and systems as part of the “going to customer” category of personal selling.

Telemarketing is growing because:

1) many buyers prefer it over personal sales calls in certain selling situations, and 

2) Many marketers find that it increases selling efficiency.

Buyers placing routine reorders or new orders for standardized products by telephone or computer use less of their time than in –person sales calls. Sellers face increasingly high cost keeping sales people on the road; selling by telemarketing reduces that expense. Also, routine selling by creating   allows the field sales force to devote more time to creating. Selling, major account selling, and other more profitable selling activities

5. Expatriate Personnel

One controversial subject for which there is no definite solution is the nationality of the sales persons to be used in a market abroad. Some marketers argue for the use in foreign market of expatriate salespersons, or those from the home country. Others take the opposite point of view by contending that the best policy is to use local nationals or that salesperson, which were born in the host country.

12.2.2 Public Relation/Publicity
Like advertising and sales promotion, public relation is an important marketing tool.  Not only must the company relate constructively to its customers, suppliers and dealers, but it must also relate to a large set of interested publics.  Public relation may be defined as follows:

"A public is any group that has an actual or potential interest in or impact on a company's ability to achieve its objectives.  Public relations (PR) involve a variety of programs designed to promote and/or protect a company's image or its individual products.

Public relations is a management tool designed to favorably influence attitudes toward an organization, its products, and its policies.  It is an often-overlooked form of promotion.  In most organizations this promotional tool is typically a stepchild, relegated far behind personal selling, advertising, and sales promotion.  There are several reasons for management's lack of attention to public relations: 

Public relation departments perform the following five activities, not all of which support marketing objectives.

1. Press relation -Presenting news and information about organization in the most positive light

2. Product publicity - Sponsoring various efforts to publicize specific products

3. Corporate Communication -Promoting understanding of the organization with internal and external communications 

4. Lobbying -Dealing with legislators and government officials to promote or defeat legislation and regulation

5. Counseling - Advising management about public issue and company positions and image.  This includes advising in the event of a product mishap when the public confidence in a product is shaken. 

Publicity is any communication about an organization, its products, or policies through the media that is not paid for by the organization.  Publicity usually takes the form of a news story appearing in a mass medium or an endorsement provided by an individual, either informally or in a speech or interview.  

Publicity is the non-personal stimulation of demand that is not paid for by a sponsor that has released news to the media. Advertising and publicity are guile similar in the sense that both require media for a non-personal presentation of the promotional message. One difference between the two is that with publicity a company has less control over how the message will be used by the media. Another difference is that publicity is presumed to be free in the sense that the media are not paid for the presentation of the message to the public.

There are three means for gaining good publicity:

1. Prepare a story (called a news release) and circulate it to the media.  The intention is for the selected newspapers, television stations, or other media to report the information as news.

2. Personal communication with a group.  A press conference will draw media representatives if they feel the subject or speaker has news value.  Company tours and speeches to civic or professional groups are other forms of individual to group communications.   

3. One on one personal communication often called lobbying.  Companies lobby legislators or other powerful people in an attempt to influence their opinions, and subsequently their decisions.

Publicity can help to accomplish any communication objective.  It can be used to announce new products, publicize new policies, or report financial performance.  If the message, person, or group, or event is viewed by the media as news worthy.  

12.2.3 Sales Promotion
Sales promotion consists of those promotional activities other than advertising, personal selling, and publicity. As such, any promotional activities that do not fall under the other three activities of the promotion mix are considered sales promotion.

The techniques of sales promotion are varied and numerous. The common ones used are coupons, games contests, price-offs, demonstrations, premiums, samples, money, refund offers, and trading stamps. Sales promotion is a key ingredient in marketing campaign.   

12.2.3.1 Meaning

It can be defined as follows:

"Sales promotion consists of a diverse collection of incentives tools mostly short term designed to stimulate quicker and/or greater purchase of particular products by consumer or the trade."

In other words sales promotion is a demand stimulating devices designed to supplement advertising and facilitate personal selling. Where advertising offers a reason to buy, sales promotion offers an incentive to buy.  Sales promotion includes tools for consumer promotion (samples, coupons, cash refund offers, prices off, premium, prizes, patronage rewards, free trails, warranties, tie in promotions, cross promotions, point of purchase displays, and demonstrations).  Trade promotion (prices off, advertising, display allowances, and free goods).  And business and sales force promotion (trade shows and conventions, contents for sales representatives, and specialty advertising).

Sales promotion are conducted by producers and middlemen.  The target for producers' sales promotions may be middlemen, end users households or business users or the producer's own sales force, middlemen direct sales promotion at their sales people or prospects further down the channel of distribution.  

Sales promotion is effective when a product is first introduced to a market. It also marks well with existing products that are highly competitive and standardized especially when they are of low unit value and have high turnover. Under such conditions sales promotion is needed to gain that “extra” competitive advantage.

The effectiveness of sales promotion can be tempered by psychological barriers, and this fact is applicable to middlemen as well as consumers. Some retailers are reluctant to accept manufacturers coupons because they fear they will not be reimbursed. Consumers, on the other hand, may review rebates, mail-in coupons, and money-back guarantees with suspicious, thinking that something must be wrong with the product.

International marketers need to confirm the validity of a statement concerning the effectiveness of a sales promotion technique. Sometimes, casual observation and hearsay have a way of making a particular claim become a statement of fact without support of empirical evidence.

Although sales promotion is generally received enthusiastically in LDCs, the activity is still largely underutilized, which may be due more to legal barriers than psychological barriers. European countries have a larger number of restrictions than the United States in this area. The legal requirements are diverse that the European association of Advertising Agencies (EAAA) decided that the standardization of promotion regulations was very unlikely in the near future.

12.2.3.2 Sales Promotion Tools

Let us see how certain sales promotional tools might be affected by local regulations.

i) Premium & Gifts

Most European countries have a limit on the value of the premium given. Colgate was sued by a local blade manufacturer in Greece for giving away razor blades with shaving cream. Austria considered premiums to be a form of discriminatory treatment toward buyers.

ii) Price Reductions, Discounts and Sales

Austria has a discount law prohibiting cash reductions that give preferential treatment to different groups of customers. Discounts in Scandinavia are also restricted. In France, it is illegal to sell a product for less then its cost. In Germany, marketers must notify authorities in advance if they plan to have a sale.

iii) Samples

Germany restricts door-to-door free samples that limit population coverage as well as the size of the sample pack. The USA does not allow alcoholic beer to be offered as a free sample.

iv) Games and Contests

In USA games, or contests not become illegal lottery, a company must make certain that at least one of the three elements – chance, consideration, and price-is missing. Also, a state government’s prior approval may be required.

Sales promotion should be included in a company's promotion plans, along with advertising and personal selling. This means setting sales promotion objectives and strategies, determining sales promotion objectives and strategies, determining a sales promotion budget, selecting appropriate sales promotion techniques, and evaluating the performance of sales promotion activities.  

One problem management faces is that many sales promotion techniques are short run, tactical actions, coupons, premiums, and contests, for example, are designed to produce immediate (but short-lined) responses.  As a result, they tend to be used stopgap measures to reverse in expected sales decline rather than as integrated parts of a marketing program. The objectives of a sales promotion may be the following:

· Stimulating business user or household demand for a product 

· Improving the marketing performance of middlemen and sales people 

· Supplementing advertising and facilitating personal selling.

One sales promotion technique may accomplish one or two but probably not all of these objectives.

The choice of sales promotion techniques should be dictated by the objectives of the total marketing program.  Consider the following situations and the different strategies available:

A firm's objective is to increase sales by entering new geographic markets.  A pull strategy is one way to encourage product trial and lure consumers away from familiar brands.  Possible sales promotion tactics are coupons, cash rebates, free samples, and premiums.

A firm's objective is to protect market share in the face of intense competition.  This goal suggests a push strategy to improve retailer performance and goodwill's Training retailers' sales people, supplying effective point of purchase displays, and granting advertising allowances would be appropriate sales promotion options.

Evaluating the effectiveness of sales promotion is much easier and the results more accurate than evaluating the effectiveness of an advertising.  For example, to a premium offers or a coupon with a specified closing date can be counted and compared to a similar period where there were no premiums or coupons offered.  It is easier to measure sales promotion because:-

a) Most sales promotion have definite starting & ending points

b) Most sales promotions are designed to impact sales directly

However, there are some pitfalls in measuring sales promotion effects.  First, not all sales promotions meet the conditions just mentioned.  For instance, training given to a distributor's sales force may be valuable, but may not produce immediate results.  Second, current sales promotion results may be inflated by sales "Stolen" from the future.  That is, a sales promotion may get buyers to act now when they would have brought the product in the future anyway.  An indication of this cannibalizing effect is a lower level of sales after the promotion ends compared to before the sales promotion began.  Third, any attempt at measurement must take into consideration external conditions such as the behavior of competitions and the state of the economy.  A firm's market share may not increase following an expensive sales promotion.  For example, a promotion may have offset the potentially damaging impact of a competitions promotional activity.  

12.2.4 Advertising

Advertising, sales promotion, and public relations are the mass communication tools available to customers.  As its name suggests, mass communication uses the same message for everyone in an audience.  The mass communicator trades off the advantage of personal selling, the opportunity to tailor a message to each prospective customer, for the advantage of reaching many people at a lower cost per person. Advertising is one of the most common tools companies use to direct persuasive communication to target buyers and publics.  

Advertisers include business firms but also museums, charitable organizations, and government agencies that advertise to various target publics.  Ads are a cost effective way to disseminate messages, whether to build brand preference or to educate a nation's people to avoid hard drugs. 

Meaning  

"Advertising is any paid form of non personal presentation and promotion of ideas, goods, or services by an identified sponsor."

The purpose of advertising is to sell something a good, service, idea, person, or place either now or later. This goal is reached by setting specific objectives that can be expressed in individual advertisement that are incorporated into an advertising campaign.  Thus, the immediate objective of an advertisement may be to move target customers to the next stage in the hierarchy say, from awareness to interest.

These objectives must flow from prior decisions on the target market, market positioning, and marketing mix.  The marketing positioning and marketing mix strategies define the job that advertising must do in the total marketing program.

Advertising objectives can be classified according to whether their aim is to inform, persuade, or remind:

1. Informative advertising:- figures heavily in the pioneer stage of a product life category, where all objectives is to build primary demand.

2. Persuasive advertising:-  becomes important in the competitive stage, where a company's objective is to build selective demand for a particular brand.  Some persuasive advertising has moved into the category of comparative advertising, which seeks to establish the superiority of one round through specific compression of one or more attributes with one or more brands in the product class. 

3. Reminder Advertising:-  is highly important with mature products.  A related form of advertising is reinforcement advertising, which seeks to assure current purchasers that they have made the right choice. 

The choice of advertising objective should be based on a thorough analysis of the current marketing situation.  For example, if the product class is mature, the company is the market leader, and brand usage is low, the proper objective should be to stimulate more brand usage.  If the product class is new, the company is not the market leader, but the brand is superior to the leader, then the proper objective is to convince the market of the brand's superiority.  

12.2.4.1 Advertising Media

The appeal and the target audience determine the message and the choice of media.  Advertisers need to make decisions at each of three successive levels to determine which specific advertising media to use:-

· Which type of media will be used?    

Newspaper, television, radio, magazine, or direct mail?  What about the less prominent media of billboards, and yellow pages?

· Which category of the selected medium will be used?

Television has network and cable.  Magazines include general interest and special interest categories.  And there are national as well as local newspaper.

· Which specific media vehicles will be used?  

An advertiser that decides first on radio and then on local stations must determine which stations to use each city.

Media selection involves finding the most cost effective media to deliver the desired number of exposure to the target audience.

Here are some general factors that will influence media choice:-

1.
Objective of the advertisement 

The purpose of a particular advertisement and the goals of the entire campaign influence which media to use.  For example, if an advertiser wants to induce quick action, newspaper or radio may be the medium to use.

2.
Audience Coverage

The audience reached by the medium should match the geographic area in which the product is distributed.  Furthermore, the selected medium should reach the desired types of prospects with a minimum of wasted coverage.  Wasted coverage occurs when an advertisement reaches people who are not prospects for a product.

3.
Requirements of the message

The medium should fit the message.  For example, food products, floor coverings, and apparel are best presented visually.  If the advertiser can use a very brief message, as is common with reminder advertising, billboards may be a suitable medium.

4.
Media Cost

The cost of each medium should be considered in relation to the amount of funds available to pay for it and its reach or circulation. 

Media is a vehicle through which an advertiser communicates their message to likely customers or prospects with a view to influencing them in terms of the advertising objectives.  The advertising media can be classified on the following basis. Advertising can be affected in several ways by local regulations. The availability of media (or the lack of it) is one example, when and how much media time and spaces are made available, if at all, is determined by local authorities. Belgium prohibits the use of electricity for advertising purposes between midnight and 8:00 AM.  Greece and South Korea ban the erection of new signs. Furthermore, nationalism may intrude in the form of a ban on the use of foreign languages and materials in advertising. According to the World Health Organization, nations with compute bans on cigarettes advertising are Norway, Finland, Italy, Algeria, Jordan, Sudan, Bulgaria etc and those with partial bans include Senegal, Canada, Egypt, Belgium, Denmark, France etc. 

International advertising is the practice of advertising in foreign or international media when the advertising campaign is planned, directly or indirectly, by an advertiser from another country. To advertise overseas, a company must determine the availability (or unavailability) of advertising media. Media may not be readily available in all countries or in certain area with in the countries. The advertising media widely in use are:

1. Television
Television combines motion, sound, and special visual effects.  Products can be demonstrated as well as described on TV.  It offers wide geographic coverage and flexibility in when the message can be presented.  However, television is a relatively expensive medium. In most countries, television is takes for granted because it is available everywhere and in color. Outside USA, or even in other advanced nations, it is a different story altogether.

In most counties, television is not available on a nationwide basis because of the lack of TV Stations, Cable TV, Color TV for the poor, is a rarity. Nevertheless, the viewing habits of people of lower income should not underestimate because of the group-viewing factor. I.e. A TV set in a village hall can attract a large number of viewers, resulting in a great deal of interaction among the villagers in terms of conversation about the advertising products. In many countries, TV stations are state controlled and government operated because of military requirements. As such, the stations are managed with the public welfare rather than a commercial objective in mind. The programming and advertising are thus closely controlled. The programs shown may vary widely and are usually dubbed in the local languages.

2. Radio
A radio set is inexpensive and affordable – even among poor people. It is virtually a free medium for listeners: the programs are free and the costs of operating and maintaining a radio set are almost negligible. Furthermore, illiteracy poses no problem for this advertising medium. As a communication medium, radio is entertaining, up-to-date and portable. The medium penetrates from the highest to the lowest socio-economic levels, with Fm stations being preferred by high-income and better-educated listeners. Not surprisingly, radio commands the largest portion of advertising expenditures in a great number of markets.

Radio is the most effective media that has enjoyed a rebirth as an advertising and cultural medium.  When interests on television increased, radio audiences (especially for national network radio) declined so dramatically that some people predicted radio's demise.  Radio makes only an audio impression, relying entirely on the listener's ability to retain information heard and not seen.  Also audience attention is often at a low level, because radio is frequently used as background for working, studying, or some other activity.

3. News Papers 
Press advertising includes advertising in newspaper, magazines, trade journals, & business directory.  The news paper is the most popular form of advertising.  It constitutes a valuable medium for disseminating news and molding public opinions and therefore plays an important role in social and political life.

As an advertising medium, newspaper is flexible and timely.  Advertising can be inserted or cancelled on very short notice, and can vary in size from small classifieds to multiple pages.  Pages can be added or dropped, so newspapers are not limited.  Newspapers can be used to reach an entire city, or, where regional editions are offered, selected areas.

Cost per person reached is relatively low.  On the other hand, the life of newspapers is very short they are discarded soon after being read.  They are viewed as providing fairly complete coverage of a local market.  Also, because newspapers don't offer much format variety, it is difficult to design advertisement that stands out. In virtually all-urban areas of the world, the population has access to daily newspapers. In fact, the problem of the advertiser is not one of having too few newspaper but rather one of having too many of them. Newspapers in communist countries are controlled by the government and are thus used for propaganda purpose. Chine’s newspapers, for example, tend to carry news items that the government deems to express some moral and social value. Furthermore, with so many newspapers dividing a small market, it is expensive to reach the entire market. There are some three hundred eighty and eighty hundred newspapers in Turkey and Brazil, respectively. With advertisements in just one paper, the reach would be grit inadequate. 

4. Magazines
Marketers of international products have the option of using international magazines that have regional editions (e.g. Time, Business week, Newsweek, and life). In the case of Reader’s Digest, local language editions are distributed. Local (i.e. national) business magazines are good vehicle to reach well-defined target audience. Magazines are the medium to use when high quality printing and color are desired in advertising.  Magazines can reach a national market at a relatively low cost per reader.  Through special interest magazines or regional editions of general interest magazines, an advertiser can reach a selected audience with a minimum of wasted circulation.

5. Trade Journals 
are the medium used by an advertiser to reach among a particular class of persons such as doctors and engineers. Thus, where the objective of advertising is to reach such a specific class of persons, trade journals become very suitable as a form of advertising.

6. Business Directory 
Yellow pages as we know it today a printed directory of local business names and phone numbers organized by type of product has been around since the late 1800's.  Yellow pages advertising revenue exceeded both radio and magazines.  

7. Screen (Cinema) 
In virtually all countries, the cinema is a favorites activity for social gathering. People are avid moviegoers because of the limited television broadcasting and because of people’s natural desire to go out to place of social gathering. Cinema advertising has several advantages. It has impact of outdoor advertising without the drawback of being stationery. It has sight and sound like television but with better quality. Furthermore, cinema advertising has a true captive audience. A disadvantage is that some moviegoers may result having to watch commercials.

12.2.5 Direct Marketing  
Direct marketing is the total of activities by which products and services are offered to market segments in one or more media for informational purposes or to solicit a direct response from a present or prospective customer or contributor by mail, telephone, or personal visit. As a system, direct marketing has two distinct components: 

(1) Promotion and 





(2) Ordering/delivery
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Prospects




Direct Advertising is media consists of direct mailings and all forms of print advertisement distributed directly to prospects through a variety of methods. (i.e. Advertising materials distributed door to door, on the street or inside the store etc).

Direct Mail is thus only one kind of Direct Advertising Medium, which is in turn a part of general Advertising Media or the promotional methods of Direct Marketing. Mail order is not a medium; rather it is just one of several means that can be used to place and handle orders. Direct mail, also known as direct marketing, is the most personal and selective of all media.  Printing and postage fees make the cost of direct mail per person reached quite high compared with other media.  However, because direct mail goes only to the people the advertisers wishes to contact, there is almost no wasted coverage.  Reaching the prospect does not, however, ensure that the message is received.  Direct mail is pure advertising.  Therefore, a direct advertisement must attract its own readers.

It will be realized that press advertising is generally read when the subscriber or reader are indoors.  As against this, there are other media, which are noticed by persons when he is outdoors.  This media includes bill boards, posters, vehicular advertisement sky advertising, electrical signs.  But because it is seen by people "on the go" outdoor advertising is appropriate only for brief messages.  Historically, the cigarette and tobacco industries have been the heaviest outdoor advertisers, in part because they are banned from the broadcast media.  However, the effectiveness of billboards for reminder advertising has also made them attractive to other industries.  Recent advances in computerized billboard paintings have greatly speeded up the production of boards and standardized their quality.  Billboards provide flexibility in geographic coverage and can provide intense coverage within an area.  However, unless the advertised product is a widely used good or service, considerable wasted circulation will occur, since many of the passer by will not be prospects.   In summary, there are many forms of advertising media from which the marketing manager has to make an appropriate decision.  The main yardstick for selection of a media should lie on reach of the maximum number of potential buyers at a minimum cost.  Therefore the advertiser should determine the prospective customer or the market segments at which the advertising is to be directed.  The messages or copies should also be appropriate for the type of media and the nature of the product involved.

Check Your Progress Exercise
1. Discuss in detail the types of salesman?

2. What is advertising? Explain in detail its objectives?

3. What is an advertising media? Explain in detail the factors determine media selection?

4. What is sales promotion? Discuss the various tools used in sales promotion?

5. Explain in brief the elements of promotion?

12.3 Summary

Promotion means communication .The marketing communication mix consist of the five major modes of communication: advertising, sales promotion, salesmanship, public relation/publicity, and direct marketing.The starting point in communication process is thus an audit of all the potential interaction that target customers may have with the product and the company. To communicate effectively, marketers need to understand the fundamental elements underlying effective communication. The major parties in the communication process -sender and receiver.  The major tools used in the communication process - message and media. The major functions in the communication process – encoding, decoding, response and feed back. The last element in the system is noise.

Advertising is one of the elements of the promotion mix. Advertising is any paid form of non-personal presentation of ideas, goods or services by an identified sponsor. The main objectives of advertising are to inform, persuade, and remind. The appeal and the target audience determine the message and the choice of media to deliver the desired number of exposure to the target audience. Types of advertising includes: news paper, television, magazines, radio, etc. Sales promotion should be included in a company’s promotion plans, along with advertising and personal selling .Sales promotion is a short term incentive provided by the seller for the purpose of increasing the sales volume. Some of the tools used under the sales promotion includes: premium and gifts, price reduction, discount and allowances, contests, samples, etc.

Personal selling is a face-to-face communication of information to persuade somebody to buy something .The types of selling jobs and the activities involved in them covers a wide range. McMurry, classified the sales jobs as :driver salesman, inside order taker, outside order taker, missionary salesman, sales engineer, e.t.c. Public relation is a management tool designed to favorably influence attitudes towards an organization, its products, and its policies. It consists of a variety of programs designed to build an image or promote the products. The tools used under public relation includes: lobbying, annual report, sponsoring various activities, e.t.c.

    CHAPTER -6
     PRINCING AND TERMS OF PAYMENT

International pricing strategies versus domestic pricing strategies

Pricing is often considered the most critical and complex issue in international marketing. ... 

The price setting strategy determines the basic price of a product, the price structure of the product line, and the system of rebates, discounts or refunds the firm offers. There's a huge differences in pricing in domestic and internal marketing. 

There are numerous factors to it : law, taxes, difference in exchange rate, taste and preferences, production factor, wherever the good are produced, also the quality makes up the differences in domestic and international exchange rate. 

Basically, pricing of goods and services in domestic market depend upon the government policies of tax & subsidies and the factors of production whereas the pricing in international market is mainly determined through the prevailing foreign exchange rate and the value of own currency in terms of US dollar.

Domestic marketing deals with only a single market while international marketing deals with several different countries and markets. ... In domestic marketing, the company can have the same policies and strategies while international marketing requires different strategies in the pricing of their products 

When selling overseas, critical success factors include correctly pricing products, providing complete and accurate quotations, choosing the terms of the sale, and picking the payment method. Of these, pricing can be the most challenging even for experienced import-export businesses, according to Export.gov, a U.S. Department of Commerce website.

Pricing considerations often vary from country to country, and experts say that it’s important to develop an export pricing strategy that takes into account factors such as the target market, competitor pricing, and the various costs associated with exporting products.

Pricing Strategy for Import-Export Trade 

According to Money Matters, pricing in import-export trade is much more complex than domestic pricing since the exporter must consider not only the cost of production, but also the conditions influencing international markets. According to the Wisconsin Economic Development Corporation, factors influencing the price can include the nature of the product, the type of buyer, the initial and long-term value, the destination and the distribution channel. 

Determining a company’s market objectives is an important aspect of pricing analysis for international trade, according to Export.gov. For example, a business might be attempting to penetrate a new market, seeking long-term market growth, or looking for a channel for surplus or outdated products.

Market factors that influence pricing include demand and competition. High demand can often allow profit maximization; however, market conditions such as cost sensitivity may mean that it’s not always possible to increase prices even if demand is high, according to Money Matters. 

It’s also important to analyze the prices that competitors charge for similar products, experts say; prices must be high enough to make a profit, yet low enough to compete. According to Export.gov, U.S. products often compete better on quality, reputation, and service than they do on price. However, buyers often evaluate the whole package when making purchasing decisions.

Cost Considerations for Exporting Products
Pricing analysis for import-export trade requires consideration of export-related costs as well as production costs and fixed overhead, experts say.

According to the Australian Trade Commission, export-related costs may include export certification and documentation; shipping and insurance; product liability insurance; customs duties; customs broker fees; exchange rate fluctuations; importer or distributor mark-ups; costs for labelling and UPC bar codes; transportation from the port of entry to the distributor’s warehouse; handling warranties or returns; and retail sales tax, which varies in various markets.

Additional costs may arise if a product requires modifications for the export market. For instance, electronics may need to be adapted to work with another country’s electrical system; products may have to be relabeled for cultural reasons; and packaging may need to be translated to the local language.

Regulations and Other Considerations
Many regulations, standards, and guidelines may affect the sale of products in different countries.13 In the U.S., for example, multiple federal agencies may have requirements that apply to imports, and there are also regulations that may hamper the entry of some products in certain states. The Customs and Border Protection (CBP), Food and Drug Administration (FDA), Department of Agriculture (USDA), Consumer Products Safety Commission (CPSC), Federal Trade Commission (FTC), Environmental Protection Agency (EPA), and Patent and Trademark Office are among the federal agencies that have specific requirements related to import-export trade.

After determining overall pricing strategy, it is good practice when exporting to include a pro forma invoice with each international quotation, regardless of whether this document has been requested, according to Export.gov.15 The pro forma invoice is a quotation prepared in the format of an invoice. It includes the product description, price, currency of sale, and terms of sale including the precise period for which the offer remains valid. The description may be more detailed than in a domestic price quotation since foreign buyers may not be familiar with the products being exported.

Export Pricing Strategy 

The general price-setting strategies in international marketing are a standard worldwide price and dual pricing, which differentiates between domestic and export prices. Two approaches exist within each of these general strategies: cost-based, which is relatively simple to establish and implement, and market-based, in which the focus is on customer demand and competition. In general, the more involved the company is in exports, the more likely they are to use market-driven methods, whereas those new to exports prefer the cost-driven methods. The standard worldwide price may be the same price regardless of the buyer (if foreign product or foreign marketing costs are negligible) or may be based on average unit costs of ﬁxed, variable, and export-related costs. Uniform pricing is advisable when customers worldwide are aware of the prices charged, and when there is little chance of differentiating the product or the service to warrant price differences.

1.  Price standardization

A situation the firm might be under pressure from the customer only to deliver at the same price to every country subsidiary, throughout the customer´s multinational organization. 

At its simplest it involves setting a fixed world price at the headquarters of the firm. This fixed world price is then applied in all markets after taking account of factors such as foreign exchanges rates and variance in the regularity context. 

This pricing strategy might be appropriate if the firm sells to very large customers, who have companies in several countries. In such a situation the firm might be under pressure from the customer only to deliver at the same price to every country subsidiary, throughout the customer´s multinational organization. 

2. Market-differentiated pricing calls for export pricing according to the dynamic conditions of the marketplace. For these ﬁrms, the marginal cost strategy provides a basis, and prices may change frequently due to changes in competition, exchange rate changes, or other environmental changes. The need for information and controls becomes crucial if this pricing alternative is to be attempted. Exporters are likely to use market-based pricing to gain entry or better penetration in a new market, ignoring many of the cost elements, at least in the short term. While most exporters, especially in the early stages of their internationalization, use cost-plus pricing, it usually does not lead to desired performance.11 It typically leads to pricing too high in weak markets and too low in strong markets by not reﬂecting prevailing market conditions. But as experience is accumulated, the process allows for more ﬂexibility and is more market-driven

Export quotation terms (Incoterms)
A quotation describes a specific product, states the price for that product as well as a specified delivery location, sets the time of shipment, and specifies payment terms.

When a company receives an inquiring from abroad, the quotation must be very detailed in terms of weight, volume and so on because of the customer’s unfamiliarity with foreign products, places, and terms. 

Incoterms (International Commercial terms) are shorthand expressions (such as EXW, FCA, CIF) that state the respective responsibilities of the buyer and seller regarding matters such as transport costs, transfer of risks customs and insurance.

Incoterms are a set of rules which define the responsibilities of sellers and buyers for the delivery of goods under sales contracts.  

· The quotation must include terms of sale.  Some of the international commercial terms (INCOTERMS) used are:-

1. Ex-Works (EXW) or Ex-Named point of origin 

Ex means from and the price quoted is calculated from the point of origin.  

There are several variation of this term and they include ex factory, ex warehouse, ex mill, ex-works, under these terms, the sellers makes good available for the buyer at a specific time and place, usually at the seller’s place of business or warehouse.

 2. FAS – Named port of shipment 

FAS stand for free alongside ship.  Under this term the price includes delivery of goods along side the vessel or other mode of transportation and the seller pays all charges up to that point.  

This term does not include the cost of loading.

3. FOB Named Point 

FOB stands for Free on Board.  Like the other terms with in the quotation, the point where the price is applicable must be mentioned. This term means that the seller delivers when the goods pass the ship’s rail at the named port of shipment. 

This means the buyer has to bear all costs & risks to the goods from that point. The seller must clear the goods for export. This term can only be used for ocean transport. 

4.
C&F – to named point of destination (CFR) 

C & F stands for cost and freight.  Usually this term will name the overseas port of import as the point in question.  

The price, generally includes the cost of transportation to the named point of debarkation.  The buyer, in turn, is expected to pay for insurance. 

 Like FOB, the risk of loss or damage to the goods is transferred from the seller to the buyer when the goods pass the ships rail.

5.  DDU – Delivered Duty Unpaid: the seller must deliver the goods all the way to a named place in the country in the country of destination. However, the buyer must clear the goods for import and pay the necessary duties.

6.  CIF – to named point of destination 

CIF stands for cost, insurance, and freight.  The point used for quotation can be any location.  But the international chamber of commerce recommends that this point should be the destination.  

The CIF price includes the cost of goods, insurance and all transportation charges to the point of debarkation (destination).  

Although the price covers more items of activities than FOB, the seller’s obligation still end at the same stage (when goods arte aboard and loaded) etc.

  Methods of Financing 

There are several payment methods.  Some methods periods financing to buyers, whereas other methods assure sellers of prompt payment.

1. Consignment 

When consignment is used goods are shipped but ownership is retained by the seller.  This means that the product is furnished on a deferred – payment basis, and when the product is sold, the seller is reimbursed by the consignee.  

The most favorable term to the importer is consignment selling, which allows the importer to defer payment until the goods are actually sold. This approach places all the burden on the exporter, and its use should be carefully weighed against the objectives of the transaction.

The problem with consignment sales is that a high degree of risk prevails.  First of all, it is costly to arrange for the return of merchandised that is unsold. 

2. Open account 

With an open account, goods are shipped with at documents calling for payment, other than the invoice.  The buyer can pick up goods without having to make payment first.  The advantage with the open account is simplicity and assistance to the buyer, who does not have to pay credit charges to banks.  The seller in return expects that the invoice will be paid at the agreed time.  A major weakness of this method is that there is no safeguard against default, since a tangible payment instrument does not exist.  The lack of payment instrument also makes it difficult to sell the account receivable.  To compound the problem, the buyer often delays payment until the merchandise is received a standard practice in many countries.

 3. Cash in Advance 

The seller may want to demand cash in advance when

iii) The buyer is financially weak or an unknown credit risk;

iv) The economic / political conditions in the buyer’s country are unstable; and

v) The seller is not interested in assuring credit risk, as in the case of consignment and open account sales.

Because of the immediate uses of money and the maximum protection, seller prefer cash in advance.  The problem of course, is that the buyer is not eager to tied up its money, especially if the buyer has some doubt about whether it will receive the goods as ordered.  By insisting on cash in advance, the seller shift the risk completely to the buyer, but the seller may end up losing the sale by this insistence.

4. Bill of exchange (Draft) 

A means of financing international transaction is through a bill of exchange or draft, which is a request for payment. 

The request is an unconditional order in writing from one person (drawer) requiring the person to whom it is addressed (drawee) to pay the payee or bearer on demand or at a fixed or determinable time. 

· The drawer, usually her exporter, is the maker or originator of the draft requesting payment.  

· The drawee usually the buyer, is the party responsible for honoring or paying the draft.  

· The payee may be the exporter, the exporters bank, the bearer, or any specified person.  In short, a draft is a request for payment.  It is a negotiable instrument that contains an order to pay a payee. 

 5. Letter of Credit 

An alternative to the sight draft is a sight letter of credit (L/C).  As a legal instrument, it is a written undertaking by a bank through prior agreement with its client to honor a withdrawal by a third party for goods and services rendered.  

The document, issued by the bank at the buyer’s request in favor of the seller, is the banks promise to pay an agreed amount of money on its receipt of certain documents within the specified time period. 

· There are several types of letter of credit, including:

· Revocable letter of credit 

· With a revocable L/C, the issuing bank has the right to revoke its commitment to honor the draft drawn on it.

· Without prior warning or notification to the seller, the bank can cancel or modify its obligation at any time before payment even after shipment has already been made. 

· Irrevocable letter of credit 

· This type of L/C is much preferred to the revocable letter of credit.  In this case, once the L/C is accepted by the seller, it cannot be amended in any way or cancelled by the buyer or the buyer’s bank without all parties’ approval. 

Bill of exchange vs letter of credit 

Bill of exchange is an old fashion method of debt settlement, paper based while, LC is a new method  and is bank to bank authentication of a debt settlement in trade.

LC, by default, is bank to bank sponsorship but Bill of exchange, by default is not a banking instrument. however, bank may be involved in its parties or not.

Bill of exchange , solely cannot be used in trade unless this is accepted by buyer's bank which is called documentary collection. also , along with LC , some banks use Bill of exchange as a supporting and cheaper method of guarantee. 

The main difference between the two is that a letter of credit is a payment mechanism whereas a bill of exchange is a payment instrument. 

10.4.3.3 Dumping

Dumping is a form of price discrimination, is the practice of charging different price for the same product in similar markets.  As a result, imported goods are sold at prices so low as to be detrimental to local producers of the same kind of merchandise.

Firms use dumping for many reasons:

(  When a manufacturer with unsold inventories wants to get rid of distressed and excess merchandise

(  Selling at a loss to gain access to a market and perhaps to drive at competition.

(   Consistently selling at lower prices in one market than in others.

The above reasons of dumping each involves charging lower prices abroad than at home.  Other forms of dumping include charging a lower price at home market than abroad. 

10.4.4 Incoterms
A quotation describes a specific product, states the price for that product as well as a specified delivery location, sets the time of shipment, and specifies payment terms.  When a company receives an inquiring from abroad, the quotation must be very detailed in terms of weight, volume and so on because of the customer’s unfamiliarity with foreign products, places, and terms.  Also the pro-forma invoice may have to be prepared and supplied with the quotation.

Incoterms (International Commercial terms) are shorthand expressions (such as EXW, FCA, CIF) that state the respective responsibilities of the buyer and seller regarding matters such as transport costs, transfer of risks customs and insurance. There is, however, one important area, which is not governed by in incoterms 2000, and that is the transfer of property of goods.

The International Chamber of Commerce (ICC) has developed Incoterms. Incoterms 2000 is the latest version of Incoterms published by ICC in year 2000 and contains 13 Incoterms. Contacts should therefore explicitly refer to them by the term "Incoterms 2000."

The quotation must include terms of sale.  Some of the international commercial terms (INCOTERMS) used are:-

1. Ex-Works (EXW) or Ex-Named point of origin

Ex means from and the price quoted is calculated from the point of origin.  There are several variation of this term and they include ex factory, ex warehouse, ex mill, ex-works, under these terms, the sellers makes good available for the buyer at a specific time and place, usually at the seller’s place of business or warehouse.

2. FAS – Named port of shipment

FAS stand for free alongside ship.  Under this term the price includes delivery of goods along side the vessel or other mode of transportation and the seller pays all charges up to that point.  This term does not include the cost of loading.

3. FOB Named Point

FOB stands for Free on Board.  Like the other terms with in the quotation, the point where the price is applicable must be mentioned. There are a number of classes, and the point in question may be any one of these:

· The named inland carrier at the named inland point of departure;

· The named inland carrier at the named point of exportation;

· The named port of shipment; and

· The named inland point in the country of importation.

Nevertheless, the point used for quotation is usually the port of export.  In such a case the price includes local delivery and loading.

4.
C&F – to named point of destination (CFR)

C & F stands for cost and freight.  Usually this term will name the overseas port of import as the point in question.  The price, generally includes the cost of transportation to the named point of debarkation.  The buyer, in turn, is expected to pay for insurance.  Like FOB, the risk of loss or damage to the goods is transferred from the seller to the buyer when the goods pass the ships rail.

5.
CIF – to named point of destination

CIF stands for cost, insurance, and freight.  The point used for quotation can be any location.  But the international chamber of commerce recommends that this point should be the destination.  The CIF price includes the cost of goods, insurance and all transportation charges to the point of debarkation (destination).  Although the price covers more items of activities than FOB, the seller’s obligation still end at the same stage (when goods arte aboard and loaded) etc.

6. FCA – Free Carrier: the seller hands over the goods, cleared for export, into the custody of the first carrier (named by the buyer) at the named place. This term is suitable for all modes of transport, including carriage by air, rail road, and containerized modes of transport, including carriage by air, rail road, and containerized/ multi-model transport.

7. CRF – Cost and Freight: seller must pay the costs and freight to bring the goods to the port of destination. However, risk is transferred to the buyer once the goods have crossed the ship's rail. Maritime transport only.

8. CPT – Carriage Paid To: the general /containerized/ multi equivalent of CFR. The seller pays for carriage to the named point of destination, but risk passes when the goods are handed over to the first carrier.

9. CIP – Carriage Paid To: the general/containerized/ multi equivalent of CFR. The seller pays for carriage and insurance to the named destination point, but risk passes when the goods are handed over to the first carrier.

10. DAF – Delivered At Frontier: the seller makers the goods available, cleared for export, at the named place on the frontier. Suitable for rail/ road transport.

11. DES – Delivered Ex ship: the seller makes the goods available to the buyer on board the ship at the port of destination, un-cleared for import.

12. DEQ – Delivered Ex quay: one step further than DES – the goods must be unloaded into the quay at the port of destination.

13. DDU – Delivered Duty Unpaid: the seller must deliver the goods all the way to a named place in the country in the country of destination. However, the buyer must clear the goods for import and pay the necessary duties.

14. DDP – Delivered Duty Paid: maximum obligation for the seller – seller pays for costs, charges, and official formalities up to destination.

· Elements of Export Costs
The following is a sample export costing worksheet used to establish a "cost-plus" series of pricing points, which could be used to make a quotation. In this example the goods are planned to be moved by seas as the principal mode of transport; the shipment is not containerized. The worksheet is used to establish prices at a number of Incoterm points of delivery: EXW, FAS, FOB, CFR and CIF Incoterms 2000. For simplicity everything is coasted and priced in US$.

Product charges and prices

	
	Amount in US $

	Product cost: $10 per unit  x 100 units (A)

Target mark-up: 15% of (A)

Overseas agent's commissions: 5% of (A)
	1000

150

50

1200

	Financing costs on production: 8% of (A)

Export packing charges

Labeling and marking for 100 units

Other direct export costs

                EXW PRICE (Factory)
	80

100

50

20

1450

	Inland freight to port of shipment

Unloading and terminal charges

                FAS PRICE (Port of shipment)
	100

100

1650

	Loading charges on ship

Export documentation, clearance for export

                 FOB PRICE (Port of shipment)
	50

30

1730

	Ocean freight to port of destination

                 CIF PRICE (Port of destination)
	300

2030

	Insurance coverage

                  CIF PRICE (Port of destination)
	20

2050


Notice how the CIF price is double the initial product cost: this shows how important it is to work through these cost carefully.

10.5 Methods Of Financing

There are several payment methods.  Some methods periods financing to buyers, whereas other methods assure sellers of prompt payment.  These payment methods are:-

1. Consignment

When consignment is used goods are shipped but ownership is retained by the seller.  This means that the product is furnished on a deferred – payment basis, and when the product is sold, the seller is reimbursed by the consignee.  The problem with consignment sales is that a high degree of risk prevails.  First of all, it is costly to arrange for the return of merchandised that is unsold.  In addition, because of the distance involved, the seller has difficulty keeping track of inventory and its condition.

2. Open account

With an open account, goods are shipped with at documents calling for payment, other than the invoice.  The buyer can pick up goods without having to make payment first.  The advantage with the open account is simplicity and assistance to the buyer, who does not have to pay credit charges to banks.  The seller in return expects that the invoice will be paid at the agreed time.  A major weakness of this method is that there is no safeguard against default, since a tangible payment instrument does not exist.  The lack of payment instrument also makes it difficult to sell the account receivable.  To compound the problem, the buyer often delays payment until the merchandise is received a standard practice in many countries.

3. Cash in Advance

The seller may want to demand cash in advance when

vi) The buyer is financially weak or an unknown credit risk;

vii) The economic / political conditions in the buyer’s country are unstable; and

viii) The seller is not interested in assuring credit risk, as in the case of consignment and open account sales.

Because of the immediate uses of money and the maximum protection, seller prefer cash in advance.  The problem of course, is that the buyer is not eager to tied up its money, especially if the buyer has some doubt about whether it will receive the goods as ordered.  By insisting on cash in advance, the seller shift the risk completely to the buyer, but the seller may end up losing the sale by this insistence.

4. Bill of exchange (Draft)

A means of financing international transaction is through a bill of exchange or draft, which is a request for payment. The request is an unconditional order in writing from one person (drawer) requiring the person to whom it is addressed (drawee) to pay the payee or bearer on demand or at a fixed or determinable time.  The drawer, usually her exporter, is the maker or originator of the draft requesting payment.  The drawee usually the buyer, is the party responsible for honoring or paying the draft.  The payee may be the exporter, the exporters bank, the bearer, or any specified person.  In short, a draft is a request for payment.  It is a negotiable instrument that contains an order to pay a payee.

There are other variations of this kind of draft.  If bills of lading, invoices and the like accompany the draft, this is known as documents against payment (D/P).  If financial documents are omitted to around stamp tax charges against such documents or if bills of lading come from countries where drafts are not used.  This type of collection is known as cash against documents.  Frequently, the draft terms may read “90 days sight D/A” or documents against acceptance.  Upon accepting this draft, the buyer is permitted to obtain the documents and the merchandise, while not being obliged to make payment until the draft matures.

5. Bankers’ acceptance:

A bankers’ acceptance assists in the expansion of credit financing.  A bankers’ acceptance is a time draft whose maturity is usually less than six months.  The draft becomes a bankers’ acceptance when the bank accept it.  That is, the bank on which the draft is drawn stamps and endorses it as “accepted”.

An acceptance becomes the accepting bank’s obligation, and once accepted it becomes a negotiable instruments that can be bought or sold in the market like a certificate of deposit (CD) or commercial paper. The bank has primary responsibility for payment to the acceptance holder at maturity. But the draft originator still has secondary liability in case the accepting bank does not honor the claim.

6. Letter of Credit

An alternative to the sight draft is a sight letter of credit (L/C).  As a legal instrument, it is a written undertaking by a bank through prior agreement with its client to honor a withdrawal by a third party for goods and services rendered.  The document, issued by the bank at the buyer’s request in favor of the seller, is the banks promise to pay an agreed amount of money on its receipt of certain documents within the specified time period. Several banks may be involved in the process.  The issuing bank, as a rise, issues letters of credit for its present customers only, even if collateral is offered by someone else.  In contrast, the advising bank is the bank that notifies the exporter that an L/C has been issued.  The issuing bank forwards the L/C to the advising bank (its foreign correspondents), which is usually selected for its proximity to the beneficiary.  In the case of a conforming bank, the same services are performed as the advising bank but also the conforming because liable for payment. There are several types of letter of credit, including revocable, irrevocable, confirmed, unconfirmed, and transferable.

· Revocable letter of credit

With a revocable L/C, the issuing bank has the right to revoke its commitment to honor the draft drawn on it.  Without prior warning or notification to the seller, the bank can cancel or modify its obligation at any time before payment even after shipment has already been made.  Since the bank’s commitment is not legally binding, the protection to the seller is minimal.  Exporters generally do not want to accept a revocable L/C.

· Irrevocable letter of credit

This type of L/C is much preferred to the revocable letter of credit.  In this case, once the L/C is accepted by the seller, it cannot be amended in any way or cancelled by the buyer or the buyer’s bank without all parties’ approval. It is possible, however, for the buyer who receives proper documents but unsuitable goods because of fraud to obtain an injunction preventing the banker from paying the fraudster.

· Confirmed letter of credit

For the exporter it is highly desirable for the L/C to be confirmed through a bank in the exporters country because the exporter then receives an additional guarantee of payment from a second bank (i.e. the confirming bank).  The advising bank sends a cover letter along with the original L/C to the exporter, stating that the L/C has been confirmed. The bank that confirms the L/C must be financially sound and the exporter should specify that (the confirming bank must be acceptable to the seller).

· Unconfirmed letter of credit

When the L/C is not confirmed by a bank in the sellers country, the certainty is less and the payment is slower, An unconfirmed letter of credit may still be acceptable as long as the foreign  bank that issues it is financially strong.  In fact, some multinational banks are so well known that they prohibit letters of credit issued to them to be confirmed because they believe that confirmation would tarnish their prestige.  However, letter of credit can still be confirmed confidentially.

· Transferable letter of credit

When the seller is an agent or broker for the supplier of the goods, it is difficult for the agent to have an L/C issued to the supplier if the agent’s credit standing is weak or unknown.  To solve the problem, the agent or broker may request a transferable L/C from the buyer.  This type of L/C allows the beneficiary (i.e. agent) to transfer once rights in part or in full to another party.  The agent as the first beneficiary request the issuing or advising bank to transfer the L/C to his supplier (second beneficiary).  It is also possible to combine the several types of L/C.  A letter of credit can be revocable and confirmed, irrevocable and unconfirmed, and so on.  For maximum security and earliest payment, the seller should ask for an irrevocable and confirmed L/C.

  TRANSFER PRICING  

Transfer pricing refers to the pricing of goods and service bought and sold by operating units or divisions of a single company. 

In other words, transfer pricing concerns intra-corporate exchanges-transactions between buyers and sellers that have the same corporate parent. 

· For example, Toyota subsidiaries sell to, and buy from, each other. 

When a company extends its operations across national boundaries, transfer pricing takes on new dimensions and complications. 

In determining transfer prices to subsidiaries, global companies must address a number of issues, including taxes, duties and tariffs, country profit transfer rules, conflicting objectives of joint venture partners, and government regulations. 

· There are three major alternative approaches to transfer pricing. 

· The alternatives are (1) cost-based transfer pricing, (2) market-based transfer pricing, and (3) negotiated prices. 

    COUNTER TRADE 

· Counter trade, one of the oldest forms of trade, is a government mandate to pay for goods and services with something other than cash. It is a practice, which requires a seller as a condition of sale, to commit contractually to reciprocate and undertake certain business initiatives that compensate and benefit the buyer. In short, a goods-for-goods deal is counter trade. 

· Unlike monetary trade, suppliers are required to take customers' products for their use or for resale. In most cases, there are multiple deals that are separate yet related, and a contract links these separable transactions. Counter trade may involve several products, and such products may move at different points in time while involving several countries. Monetary payments’ may or may not be part of the deal.  

· There are three primary reasons for counter trade: (1) counter trade provides a trade financing alternative to those countries that have international debt and liquidity problems, (2) counter trade relationships may provide LDCs and MNCs with access to new markets, and (3) counter trade fits well conceptually with the resurgence of bilateral trade agreements’ between governments. The advantages of counter trade cluster around three subjects: market access, foreign exchange, and pricing. Counter trade offers several advantages. It moves inventory for both a buyer and a seller. The seller gains other benefits, too. Other than the tax advantage, the seller is able to sell the product at full price and can convert the inventory to an account receivable. The cash-tight buyer that lacks hard currency is able to use any cash received for other operating purposes. 

· There are three primary reasons for counter trade: 

(1) counter trade provides a trade financing alternative to those countries that have international debt and liquidity problems, 

(2) counter trade relationships may provide LDCs and MNCs with access to new markets, and 

(3) counter trade fits well conceptually with the resurgence of bilateral trade agreements’ between governments. 

   Types of Counter trade

· There are several types of counter trade,

1. Barter- Barter, possibly the simplest of the many types of counter trade, is a onetime direct and simultaneous exchange of products of equal value (i.e., one product for another). 

By removing money as a medium of exchange barter makes it possible for cash-tight countries to buy and sell. Although price must be considered in any counter trade, price is only implicit at best in the case of barter 

2. Counter purchase (Parallel Barter)- Counter purchase occurs when there are two contracts or a set of parallel cash sales agreements, each paid in cash. Unlike barter which is a single transaction with an exchange price only implied. a counter purchase involves two separate transactions-each with its own cash value. 

A supplier sells a facility or product at a set price and orders unrelated or non-resultant products to offset the cost to the initial buyer. Thus, the buyer pays with hard currency, whereas the supplier agrees to buy certain products within a specified period. Therefore money does not need to change hands. In effect, the practice allows the original buyer to earn back the currency.

· E.g Brazil exports vehicles, steel, and farm products to oil-producing countries from which it buys oil in return. 

3. Compensation Trade (Buyback)-A compensation trade requires a company' to provide machinery, factories, or technology and to buy products made from this machinery over an agreed-on period. 

Unlike counter purchase, which involves two unrelated products, the two contracts in a compensation trade are highly related. Under a separate agreement to the sale of plant or equipment, a supplier agrees to buy part of the plant's output for a numbe
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1. Discuss the factors determining Price?
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2. Discuss in detail the methods of financing?
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10.6 Summary

Price is a value given to the product. Like any other activities, pricing is also based on certain objectives. The objectives might be profit oriented, sales volume oriented and status quo oriented.

A seller before fixing the selling price must closely asses the factors determining the price. The factors include: cost of the product, estimating of a demand, marketing mix elements, etc. A seller must also consider the various incentives to be given to the buyer, which takes the forms of: quantity discount; trade discount, and cash discount.

In preparing to enter to the market wit the new product, management must decide whether to adopt a skimming pricing or a penetration pricing strategy. When a company receives an inquiry from abroad, the seller must be certain about the specific delivery location, the payment terms, time of shipment, etc. The international commerce) has introduced the common terms to be used in to the international trade namely INCOTERMS. Some of the terms widely used are: EXW, FAS, FOB, C&F, CIF, etc. 

There are a lot of methods used to finance the international business. Some of the mode of payments are in favor of the buyer whereas some to the seller. The available mode of payment includes: consignment, open account, bill of exchange, banker's acceptance, letter of credit, etc.

Unit 7: Place Mix

11.0 Aims and Objectives

After studying this unit, you will be able to explain

· meaning of channels of distribution

· factors determining choice of channels

· meaning of physical distribution

· the tasks of physical distribution

· the various shipping documents used to move cargo.

11.1 Introduction

Ownership of a product has to be transferred somehow from the individual or organization that makes it to the customer who needs and buys it.  Goods also must be physically transported form where they are produced to where they are needed.  Services ordinarily cannot be shipped but rather are produced and consumed in the same place. 

Even before a product is ready for market, management should determine what methods and routes would be used to get it there.  This means establishing strategies for the products: -

i)
Distribution channel and 

ii)   Physical distribution 

Between producers and the final users stands a marketing channel, a host of marketing intermediaries performing a variety of functions a variety of names.  Some intermediaries such as wholesalers, retailers - buy; take title to and resale the merchandise.  Others -such as brokers, manufacturer's representative, and sales agents - search for customers and may negotiate on the producer's behalf but do not take title to the goods.

The process of getting goods to customers has traditionally been called physical distribution.  Physical distribution starts at the factory.  Managers try to choose a set of warehouses (stocking points) and transportation carriers that will deliver produced goods to final destinations in the desired time and/or at the lowest total cost. 

Distribution role within a marketing mix is getting the product to its target market.  The most important activity in getting a product to market is arranging of its sale (and transfer of title) from producer to final customer.  Other common activities (or functions) are promoting the product, storing it, and assuming some to the financial risk during the distribution process.

A producer can carry out these functions in exchange for an order (and, hopefully payment) from a customer.  Or producer and consumer can share these activities.  Typically, however, firms called middlemen perform some of these activities on behalf of the consumer or the producer.  

A middleman is a business firm that renders services related directly to the sale/or purchase of a product as it flows form producer to consumer.  A middleman either owns the product at some point or actively aids in the transfer of ownership.  Often, but not always, a middleman takes physical possession of the product. Middlemen are commonly classified on the bases of whether or not they take title to the product being distributed.  Merchant middlemen actually take title to the products they help to market. The two groups of merchant middlemen are wholesalers and retailers.  Agent middlemen never actually own the products, but they do arrange the transfer of title.  Real estate brokers, manufacturer's agents, and travel agents are examples of agent middlemen. Physical distribution is a necessary as well as a costly activity.  According to one executive at Procter & Gambler, the average time required to move a typical product form "farm to shelf" is four to five months.  Although it takes only about 17 minutes to actually produce a product, the rest of the time is spent in logistical activities  - storage, handling, transportation, packing and so on.

In the developed economies, the distribution sector typically accounts for one-third of the gross domestic product (GDP).   Furthermore, international logistics costs can account for 25 to 35 percent of the sales value of a product, a significant difference from the 8 to 10 percent for domestic shipment.

After a company establishes its channels of distribution, it must arrange for the physical distribution of its products through these channels.  Physical distribution, which we use synonymously with logistics, consists of all the activities concerned with moving the right amount of the right products to the right place at the right time.  In its full scope, physical distribution for manufacturers includes the flow of raw materials form their sources of supply to the production line and the movement of finished goods from the end of the production line to the final users' locations.  Middlemen manage the flows of goods onto their shelves as well as from their shelves to customers' homes, stores, or other places of business.  The activities comprising physical distribution are:-Inventory location and warehousing; Materials handling; Inventory control ;Order processing and Transportation.

A decision regarding any one of these activities affect all the others.  Location of a warehouse influences the selection of transportation methods and carriers.  The choice of a carrier influences the optimum size of shipment. 

11.2 Meaning Of Channel of Distribution

A distribution channel consists of the set of people and firms involved in the transfer of title to a product as the product moves form producer to ultimate consumer or business user.

A channel of distribution always includes both the producer and the final customer for the product in its present form as well as any middlemen such as retailers and wholesalers.

The channel for a product extends only to the last person or organization that buys it without making any significant change in its form.  When its form is altered and another product emerges, a new channel is started.  i.e. when lumber is milled and then made into furniture, two separate channels are involved.  The channel for the lumber might be lumber mill-broker-furniture manufacturer.  The channel for the furnished furniture might be furniture manufacturer -retail furniture -store-consumer. 

Beside producer, middlemen, and final customer, other institutions aid the distribution process.  Among these intermediaries are banks, insurance companies, storage firms, and transportation companies.  However, because they do not take title to the products and are not actively involved in purchase or sales activities, these intermediaries are not formally included in the distribution channel.

11.3 Types Of Intermediaries

A good product may not be accepted by a market if it is not properly made available. All products need competent distribution. A manufacturer can sell directly to end user abroad, but this type of channel is generally not suitable or desirable for most consumer goods. In foreign markets, it is far more common for a product to go through several parties before reaching the final consumer. In this unit we shall see the various channels of distribution that are responsible for moving products from manufacturers to consumers.

Companies used two principal channels of distribution when marketing abroad:

i) Indirect selling

ii) Direct selling

i) Indirect Selling

Indirect selling also known as the local or domestic channel, is employed when a manufacturer markets its product through sales intermediaries or middle men.

The middlemen, acting as the manufacturers external export organization, usually assumes the responsibility for moving the product overseas. The intermediary may be a domestic agent if it does not take title to the goods, or it may be a domestic merchant if it does take title to the goods.

An indirect channel does, however, have limitations. The manufacturer has been relieved of any immediate marketing costs, but, in effect, has given up control over the marketing of its product to another firm.

This situation may adversely affect the products success in the future. If the chosen intermediary is not aggressive, the manufacturer may become vulnerable, especially in the case where competitors are careful about their distribution practices.

ii) Direct Selling

Direct selling is employed when a manufacturer develops an overseas channel. This channel requires that the manufacturer deal directly with a foreign party without going through an intermediary in the home country. The manufacturer must set up the overseas channel to take care of the business activities between the countries. Being responsible for shipping the product to foreign market itself, the manufacturer exports through its own internal export department or organization. 

11.3.1 Direct Channel

There are several types of intermediaries associated with both the direct and indirect channel. The various types of domestic and foreign intermediaries can be as follows:

i) Foreign Distributor

A foreign distributor is a foreign firm that has exclusive rights to carry out distribution for a manufacturer in a foreign a country or specific area.

There are a number of benefits in using a foreign distributor. Unlike agents, the distributor is a merchant who buys and maintains merchandise in its own name. This arrangement simplifies the credit and payment activities for the manufacturer. 

To carry out the distribution function, the foreign distributor is often required to warehouse adequate products, parts, and accessories and to facilities and personnel immediately available to service buyers and users.

ii) Foreign Retailer

If foreign retailers are used, the product in question must be a consumer product rather than an industrial product. There are several means by which a manufacturer may contact foreign retailers and interest them in carrying a product, ranging from a personal visit by the manufacturer's representatives to mailings of catalogues, brochures, and other literature to prospective retailers.

iii) State-control Trading Company

For some products, particularly utility and telecommunication equipment, a manufacturer must contact and sell to state-controlled companies. In addition, many countries, especially those in Eastern Europe, have state-controlled trading companies, which are companies that have a complete monopoly in the buying and selling of goods.

iv) End Users

Sometimes, a manufacturer is able to sell directly to foreign end users with no intermediaries involved in the process. This direct channel is a logical and natural choice for costly industrial products. For most consumer products, the approach is only practical for some products and in some countries. A significant problem with consumer purchase can result from duty and clearance problems.

11.3.2 Indirect Channel

For a majority of products, a manufacturer may find it impractical to sell directly to the various foreign parties, i.e., foreign distributors, foreign retailers, state-controlled trading companies, and end users). Other intermediaries, more often than not, have to come between these foreign buyers and the manufacturer. Although there are many kinds of local sales intermediaries, all can be grouped under two broad categories: (1) Domestic agents and (2) Domestic merchants.

The basic difference between the two is ownership (title) rather than just the physical possession of the merchandise. Domestic agents never take title to the goods, regardless of whether the agents take possession of the goods or not. 

Domestic merchants, on the other hand, own the merchandise, regardless of whether the merchants take possession or not. An agent represents the manufacturer where as a merchant (eg. Distributor) represents the manufacturers product. The merchant has no power to contract on behalf of the manufacturer, but the agent can bind the manufacturer in authorized matters to contracts made on the manufacturer's behalf.

Agents can be further classified according to the principal whom they represent. Some intermediaries represent the buyer; others represent the interest of the manufacturers. Those who work for the manufacturer include export brokers, manufacturers export agents or sales representatives export management companies, cooperative exports. Agents who look after the interest of the buyer include purchasing (buying) agents/offices and country controlled buying agents.

i) Export Broker

The function of an export broker is to bring a buyer and a seller together for a fee. The broker may be assigned some or all foreign markets in seeking potential buyers. It negotiates the best terms for the seller (i.e., manufacturer) but cannot conclude the transaction without the principal's approval of the arrangement. As a representative of the manufacturer the export broker may operate under its own name or that of the manufacturer. The export broker is useful because of its extensive knowledge of the market supply, demand and foreign customers. This knowledge enables the broker to negotiate the most favorable terms of the principal.

ii) Manufacturer's Export Agent or Sales Representatives

Because of the title of this intermediary, one might easily mistake an export agent or sales representative for a manufacturer's employee when in fact, this is an independent business person who usually retains his or her own identity by not using the manufacturer's name.

Except for the fact that this intermediary is also a manufacturer, the cooperative exporter functions like any other export agent. The usual arrangement is to operate as an export distributor for other suppliers, sometimes acting as a commission representatives or broker. Because the cooperative exporter arranges shipping, it takes possession of goods but not title. 

iii) Purchasing/Buying Agent

An export agent represents a seller or manufacturer; the purchasing/buying agent represents the foreign buyer. By residing and conducting business in the exporters country, the purchasing agent is in a favorable position to seek a product that matches the foreign principals preference and requirements.

Operating on the overseas customer's behalf, the purchasing agent acts in the interest of the buyer by seeking the best possible price. Therefore, the purchasing agents client pays a fee or a commission for the service rendered. The purchasing agent is also known by such names as commission agent, buyer for export, export commission house, and export buying agent.

iv) Country-controlled Buying Agent

A variation on the purchasing agent is a country-controlled buying agent. This kind of agent performs exactly the same function as the purchasing/buying agent, the only distinction being that a country controlled buying agent is empowered to locate and purchase goods for its country. This agent may have a permanent office location in countries that are major suppliers, or the country's representative may make formal visits to supplier countries when the purchasing need arises.  Having more freedom than the manufacturer’s own salesperson, a sales representative can select when, where, and how to work within the assigned territory. Working methods include presenting product literature and samples to potential buyers.

v) Export Management Company (EMC)

An export management company (EMC) managers, under contract, the entire export program of a manufacturer. An EMC is also known as a combination export manager because it may function an export department for several allied but non competing manufacturer.

EMCs are compensated in several ways. Frequently, compensation is in the form of a commission, salary, or retainer plus commission. Depending on the product, the commission varies from 7.5 to 20 percent of the wholesale distribution price. Some EMCs also become traders (i.e., export merchants). In such cases, they buy merchandise at right and thus take title to the goods. They are compensated by receiving discounts on goods purchased for resale overseas, and such discounts may be greater than other middle men receive for the domestic market.

EMCs may have a variety of contractual agreements with manufacturers, ranging from formal contracts (contractual channel) to informal agreement (administrative channel) and independent operations (conventional channel).

vi) Cooperative Exporter

A cooperative exporter is a manufacturer with its own export organization that is retained by other manufacturers to sell in some or all foreign markets.

vii) Resident Buyer

Another variation on the purchasing agent is the resident buyer. An implied by the name, the resident buyer is an independent agent that is usually located near highly centralized production industries. Although functioning much like a regular purchasing agent, the resident buyer is different because it is retained by the principal on a continuous basis to maintain a search for new products that may be suitable. The resident buyer provides many useful services for a manufacturer. It can offer a favorable opportunity for a supplier to maintain a steady and continuous business relationship as long as the supplier remains competitive in terms of price, service, style and quality.

viii)   Export Merchant

The intermediaries covered so far have certain factors in common: they take neither risk nor title, preferring to receive fees for their services. Unlike these middlemen, domestic merchants are independent business that are in business to make a profit rather than to receive a fee. The export merchant’s compensation is a function of how product is priced. The mark up is affected by the profit motive as well as by market conditions. In any case, the export merchant, hopes that the price at which the product is sold will exceed all costs and expenses in order to provide a profit.

ix) Export Drop Shipper

An export drop shipper, also known as a desk jobber or cable merchant, is a special kind of export merchant. As all these names imply, the mode of operation requires the drop shippers to request a manufacturer to “drop ship” a product directly to the overseas customer. It is neither practical nor desirable for the shippers to physically handle or possess the product. Based on this operational method, the shippers ownership of the goods may only last for a few hours.

x) Export Distributor

Whereas export merchants and drop shippers purchase from a manufacturer when ever they receive orders from overseas, an export distributor deals with the manufacturer on a continuous basis. This distributor is authorized and granted an exclusive right to represent the manufacturer and to sell in some or all foreign markets. It pays for goods in its domestic transaction with the manufacturer and handles all financial risks in the foreign sale.

An export distributor differs from a foreign distributor simply in location. The foreign distributor is located in a particular foreign country and is authorized to distribute and sell the product there. The export distributor, in comparison, is located in the manufacturers country and is authorized to sell in one or more markets abroad.

xi) Trading Company

In international marketing activities for many countries, trading companies may be the most dominant form in volume of business and in influence. Many trading companies are large and have branches wherever they do business. A trading company performs many functions. The term describes many intermediaries that are neither brokers nor import merchants. A trading company may buy and sell as a market. It may handle goods on consignment, or it may act as a commission house for some buyers. By representing several clients, it resembles an EMC, except for the fact that it:

· has more diverse product lines

· offers more services

· is larger and better financed

· takes title (ownership) to merchandise

· it is not exclusively restricted to engage in export trade, and

· goods beyond the role of an intermediary (which provides only export facilitation service) by engaging directly in production, physical distribution channel development, financing and resource development.

Firms may rely on existing channel, or they may use new channels to better serve current customers and reach prospective customers.  In selecting their channels, a firm should seek to gain a differential advantage.

Most distribution channels include middlemen, but some do not.  A channel consisting only of producer and final customer, with not middlemen providing assistance, is called direct distribution. In contrast, a channel of producer, final customer and at least one level of middlemen represents indirect distribution.  Diverse distribution channels exist today.  

11.4 Channels Decision

As in any domestic market, the international market requires a marketer to make at least three channel decisions: length, width, and number of channels of distribution.

i) Channel Length

Channel length is concerned with the number of times a product changes hands among intermediaries before it reaches the final consumer. The channel is considered long when a manufacturer is required to move its product through several middlemen.

ii) Channel Width

Channel width is related to the number of middlemen at a particular point or step in the distribution channel. Channel width is a function of the number of wholesalers and the different kinds that are used, as well as a function of the number and kind of retailers. As more intermediaries or more types are used at a certain point in the channel, the channel becomes wider and more intensive.

iii) Number of Distribution Channel

Another decision that concerns the manufacturer is the number of distribution channels to be used. In some circumstances the manufacturer may employ many channels to move its product to consumers. For example, it may use a long channel and a direct channel simultaneously. The use of dual distribution is common if the manufacturer has different brands intended for different kinds of consumers. Another reason for using multiple channels may involve the manufacturers setting up its own direct sales force in a foreign market where the manufacturer cannot remove the original channel (eg. Agents) because of a strategic or legal reasons. 

There is no single across the board solution for all manufacturers channel decision. Yet there are certain guidelines that can assist a manufacturer in making a good decision. Factors that may be taken into account include legal regulation, product image and characteristics intermediary’s loyalty and conflict, and local customs.

i) Legal Regulations

A country may have specific laws that rule out the use of particular channels or middlemen. France for example, prohibits the use of door to door selling. The Iraqi legislation prohibits state enterprise from dealing with third party intermediaries (including commission agents) in obtaining foreign supplies.

ii) Product Image and Characteristics

The product image desired by a manufacturer dictate the manner in which the product is distributed. A product with a low-price image requires intensive distribution. On the other hand, it is not necessary nor even desirable for a prestigious product to have wide distribution.

For high-unit value, low turnover specialty goods, a manufacturer can shorten and narrow its distribution channel. Consumers are likely to do some comparison shopping and will more or less actively seek information about all brands under consideration. In such cases, limited product exposure is not an impediment to market success. 

iii) Middlemen’s Loyalty and Conflict

One ingredient for an effective channel is satisfied channel members. As the channel widens and as the number of channel increases, more direct competition among channel members is inevitable. Some members will perceive large competing members and self service members as being unfair. 

Some members will blame the manufacturers for being motivated by greed when setting up a more intensive network. 

In effect, intensive distribution reduces channel members cooperation and their loyalty as well as increases channel conflict.

iv) Local Customs

Local business practices, whether outmoded or not can interior with efficiency and productivity and may force a manufacturer to employ a channel of distribution that is longer and wider than desired.

i.e., Because of Japan’s multi distribution system, which relies on numbers of layers of middlemen, companies often find it necessary to form a joint venture with Japanese firm.

v) Power and Coercion

The one party with resources and alternatives can demand more because it needs the other party less. As such, the least dependent member of the channel members to accept its plan. Dealers in a developing country do not retaliate against the manufacturers use of coercive influence strategies. 

vi) Control

If it has a choice, a manufacturer that wants to have better control over its product distributor may want to both shorten and narrow its distribution channel. i.e., In England 75% of the beer is sold in pubs, most of which are owned by the big brewer who naturally push their own brands.

In conclusion, there are a number of factors that affect channel decisions. Some of these factors are interrelated empirically, it has been shown that overseas distribution channel choice is affected by culture and other product constraints. 

11.5 Physical Distribution

Physical distribution is a necessary as well as a costly activity.  In the developed economies, the distribution sector typically accounts for one-third of the gross domestic product (GDP).   Furthermore, international logistics costs can account for 25 to 35 percent of the sales value of a product, a significant difference from the 8 to 10 percent for domestic shipment.

In its full scope, physical distribution for manufacturers includes the flow of raw materials form their sources of supply to the production line and the movement of finished goods from the end of the production line to the final users' locations.  Middlemen manage the flows of goods onto their shelves as well as from their shelves to customers' homes, stores, or other places of business.  The activities comprising physical distribution are:-Inventory location and warehousing; Materials handling ; Inventory control ;Order processing and Transportation.

11.5.1 Meaning Of Physical Distribution
Physical distribution, which we use synonymously with logistics, consists of all the activities concerned with moving the right amount of the right products to the right place at the right time

The strategic use of physical distribution may enable a company to strengthen its competing position by providing more customer satisfaction and/or by reduction operating costs.  The management of physical distribution can also affect a firms marketing mix particularly product planning, pricing, and distribution channels.  Each opportunity is described below. 

a)
Improve customer service

A well -run logistics system can improve the service a firm provides its customers whether they are middlemen or ultimate users.   To ensure reliable customer service, management should set standards of performance for each subsystem of physical distribution.  

b) Reduce distribution costs

Many avenues to cost reductions may be opened by effective physical distribution management.  For example, eliminating unneeded warehouses will lower costs.  Consolidating stocks at fewer locations may reduce inventories and their attendant carrying costs and capital investment.

c) Create time and place utilities

Storage, which is a part of warehousing, creates time utility.  Storage is essential to correct imbalances in the timing of production and consumption.

Transportation adds value to products by creating place utility.

d) Stabilize prices: -

Careful management of warehousing and transportation can help stabilize prices for an individual firm or for an entire industry.  If market is temporarily glutted with a product, sellers can store it until supply and demand conditions are better balanced.  

11.5.2 Tasks Of Physical Distribution
Physical distribution refers to the actual physical flow of products.  In contrast, physical distribution management is the development and operation of processes resulting in the effective and efficient physical flow of products.  An effective physical distribution system is built around five interdependent subsystems: inventory location and warehousing, materials handling, inventory control, order processing, and transportation. Each must be carefully coordinated with the others.

a)
Inventory location and warehousing

The name of the game in physical distribution is inventory management.  One important consideration is warehousing, which embraces a range of functions, such as assembling, dividing (bulk-breaking), and storing products and preparing them for reshipping.  Management must also consider the size, location, and transportation of inventories.  These four areas are interrelated. The number and locations of inventory sites, for example, influence inventory size, and transportation methods.

b)
Materials Handling

Selecting the proper equipment to physically handle products, including the warehouse building itself, is the materials handling subsystems of physical distribution management.  Equipment that is well matched to the task can minimize losses from breakage, spoilage, and theft.  Efficient equipment can reduce handling costs as well as time required for handling.  Containerization is a cargo-handling system that has become standard practice in physical distribution.  Containerization minimizes physical handling thereby reducing damage, lessening the risk of theft, and allowing for more efficient transportation. 

c) Inventory control

Maintaining control over the size and composition, of inventories, which represent a sizable investment for most companies, is essential to any physical distribution system.  The goal of inventory control is to fill customers' order promptly, completely, and accurately while minimizing both the investment and fluctuations in inventories.  

d) Order processing

Still another part of the physical distribution system is a set of procedures for receiving, handling, and filling orders.  The order processing subsystem should include provision for billing, granting credit, preparing invoices, and collecting past-due accounts.  Consumer ill will results if a company makes mistakes or is slow in filling orders.  That's why more and more companies have turned to computers to execute most of their order processing activities. 

e) Transportation

A major function of the physical distribution system in many companies is transportation - shipping products to customers.

11.5.3 Modes of Distribution
The availability of transportation is one important factor affecting a company’s site selection, to move a product both between countries and with in a country.

There are three fundamental modes of transportation: air, water (Ocean and inland), and land (rail and truck). Ocean and air shipments are appropriate for transportation between countries, especially when the distance is considerable and the boundaries are not joined. Inland water, rail, and track are more suitable for inland and domestic transportation. When countries are connected by land, it is possible to use rail and truck to move merchandise from locations.

The appropriate transportation mode depends on 

i) market location

ii) speed and

iii) cost

A firm must first consider market location. Contiguous markets can be served by rail or truck. To move goods between continents, ocean or air transportation is needed. Speed is another consideration. When speed is essential, air transport is without question the preferred mode of distribution. Air transport is also necessary when the need is urgent or when delivery must be quickly completed as promised. For perishable items, a direct flight is preferable because a shorter period in transport reduces both spoilage and theft.

Finally cost must be considered as well. Cost is directly related to speed a quick delivery costs more. But there is a trade off between the two in terms of other kinds of savings. Packing costs for the air freight are less than for ocean freight because for air freight the merchandise does not have to be in transit for a long period of time and the hazards are relatively low.

Inland carriers are generally bear the responsibility for any damage to goods while in their possession. The same thing cannot be said for ocean carriers. Their reluctance to accept responsibility is due to the numerous unavoidable perils found at sea. Such perils include severe weather, seawater, standing, fire, collusion and sinking. As a result, ocean carriers refuse to accept any liability or loss or damage unless a shipper can prove that they were purposefully negligent – a difficult task indeed. 

To protect against loss or damage and to avoid disputes with overseas buyers, exporters should obtain marine insurance. Marine cargo insurance is an insurance that covers loss or damage at sea, though in practice it also applies to shipments by mail, air and ship. The insurance may be arranged by either a buyer or seller, depending on the term of sale.

There are two basic forms of marine insurance:

i) special (one-time) coverage and

ii) open (blanket) coverage.

i) Special Policy

A special policy is a one time policy that insures a single specific shipment. One time insurance is relatively expensive because the risk cannot be spread over a number of shipments. Nevertheless, it is practical insurance solution if a seller’s export business is infrequent. 

ii) An Open Policy

An open policy is an insurance contract issued to a firm in order to cover all its shipments as described in the policy within named geographic regions. The policy is open in the sense that it is continuous by automatically providing coverage on all cargo moving at the seller’s risk. The policy is also open in the sense that the values of the individual shipments cannot be known in advance. Under this policy, no reports of individual shipments cannot be known in advance. Under this policy, no reports of individual shipments are required, although the insured must declare all shipments to the underwriter. To protect cargo, an insurance policy must specify the kinds of protection desired. In providing coverage, the policy distinguishes between particular average and general average. 

1. General Average

General average is a sacrifice made intentionally for the common good to diminish an impeding peril. Any loss in a sea adventure is shared by all parties (i.e., all cargo owners and carriers). General average is thus a contribution by all parties to cover a loss sustained by one of the parties through a voluntary sacrifice made to save the ship and liens of those on board for the general benefit of all parties. To have a general average, the following considerations must exist:

· A peril that threatens the whole adventure

· A sacrifice, either physical or in the form of unusual expense incurred and

· A measure of success, for if nothing is saved there is nothing to contribute. 

A merchant’s protection with respect to general average assessment is largely dependent on the extent to which the merchant has insured the property. If the insured value equals or exceeds the CIF value (the contributory value), the underwriter will pay the general average assessment in full. Otherwise, the merchant will be paid a pro-rata value in the amount borne by the insured as a proportion of the total assessed value. Such payments are normally affected by any clause dealing with a particular average.

2. Particular Average

Particular average is a partial loss of an accidental nature resulting from a peril against which there is insurance. Unlike general average, the loss is only experienced by the particular insured that is affected. In this case, only shipper’s insurer is liable, subject to the terms and conditions of the policy. For example, if the specified condition is free of particular average, a partial loss is not covered, unless the loss is caused by the stranding, sinking, burning, or collision of the ship. In the case of with average, a shipment is protected from partial damage as long as the damage exceeds 3% (or some specified percentage) of the total cargo value.

3. Free of damage insurance

This type of coverage is very limited, because it only covers total, not partial, loss of goods (Actual or absolute total loss).

4.  Fire and sea perils

Perils of the sea are the general words used in the perils. Clause to include losses caused by unusual forces of nature while operating in and about navigable waters. Examples of sea perils include the opening of seams caused by heavy weather resulting in seawater entering and causing damage to cargo.

When the insured has fire and sea perils coverage, claims are paid only when the vessel is stranded sink, burned or in collision, and only if the damage is caused by fire or sea perils.

(  Fire and sea perils with damage

This coverage is similar to fire and sea perils, but it is not necessary to show that the vessel has been standard, sink burned and in collision.

(   All risk insurance

This is the most complete type of coverage but applies only to physical loss of cargo or damage from an external cause suffered in transit. It excludes war, strikes, riots, costs of delay, and loss due to the inherent nature of goods.

All of the above policies provide for general average and include salvage changes. A firm can also insure profit through a valuation clause in the cargo policy, which insures exports and a fixed basis of valuation. The following is an example of a typical valuation clause in a marine policy. Valued at amount of income plus 10%.

11.6 Shipping Documents

It is not an exaggeration to say that, "paper moves cargo".  To move cargo, documentation is a necessity.  Moving cargo to an overseas destination is a much more complex task than transportation of freight locally.  Other than the usual package designed to protect and/or promote a product while on display, packing (shipping package) is necessary if the merchandise is to be properly protected during shipment. Before a seller can request payment, the seller must provide the buyer with a number of documents showing that the terms agreed upon have been compiled with.  The buyer requires such documents to protect him and to satisfy its government requirements. The documents that is used in clearing goods from customs authority are as follows:-

1. Commercial Invoice

To collect payment, an invoice is needed.  There are two kinds of invoices.

i) Pro-forma invoice: is an invoice provided by a supplier prior to the shipment of merchandise.  The purpose of this invoice is to inform the buyer of the kinds and quantities of goods to be sent their value and important specification (weight, size and so on).  The buyer may also need the pro-forma invoice in order to be able to apply for an import license and/or a letter of credit.

ii) Commercial invoice: A commercial invoice is a document that provides an itemized list of goods shipped and other charges.  As a complete record of the business transaction between two parties, it provides a complete description of merchandise quantity, price and shipping and payment terms.

2. Certificate of origin

A certificate of origin is a document prepared by the exporter and used to identify or declare that the merchandise originated in a certain country.  It assures the buyer or importer of the country of manufacture.  These documents are necessary for tariff and control purposes.  Some countries may require statements of origin to establish possible preferential rates of import duties under the most favored nation arrangements.   This certificate also prevents the inadvertent important of goods from prohibited or unfriendly countries.

3. Packing list

A packing list is a document that lists the type and number of pieces, the contents, weights, and measurement of each, as well as the marks and numbers.  Its purpose is to facilitate customs clearance, keep track of inventory of goods, and assists in tracing lost goods.  For insurance purpose, the packing list can be used in determining the contents of a lost piece.  Furthermore, it is also useful in estimating shipping costs prior to export.

4. Airway bill / Bill of lading

An airway bill is basically a bill of lading issued by air carriers for air shipments.  This transport instrument is not a negotiable document.  As a result, a carrier will release goods to a designated consignee without the waybill.  Bill of lading is a document issued to record shipment transportation.  Usually prepared by a shipper on the shippers’ carrier's forms, this document serves three useful functions.

As a document of title:  it is a certificate of ownership that allows a holder or consignee to claim the merchandise described.

As a receipt of goods: the carrier issues it to the shipper for goods entrusted to the carrier's possession of the freight.

As a contract of carriage:  the bill of lading defines the contract terms between the shipper and his carrier.  The conditions under which the goods are to be carried and the carrier's responsibility for the delivery are specified.

5. Insurance certificate

A certificate of insurance is a negotiable document issued to provide coverage for a specific shipment.  It briefly describes the transaction and its coverage.

6. Special purpose documents

As in the case of an inspection certificate, an importer may request other special documents, such as a certificate of weight / measurements and certificate of analysis in order to protect the importer's interest.  Other documents may include - inspection report, warranty, bank permit, etc.

Check Your Progress Exercise

1. Discuss the factors determining the channel decision?

2. Discuss the types of intermediaries involved in direct channel?

3. Discuss the types of intermediaries involved under indirect channel?

4. Explain in detail the shipping documents required in customs clearance? 

11.7 SUMMARY

Ownership of a product has to be transferred some how from the individual or organization that makes it to the customer who needs and buys it. A middleman is a business firm that renders services related directly to the sale /or purchase of a product as it flow from the producer to the consumer .They are classified on the basis of whether they take title to the product being distributed. A merchant middleman actually takes title to the product .While agent middle men do not. An organization have two choices when it comes to channel decision .They include direct and indirect channel. In direct channel the seller directly handles the distribution. While under the indirect channel, the seller uses intermediaries to handle its distribution tasks.

Goods have to move from the point of production to consumption. The process traditionally is called physical distribution. Physical distribution consists of all activities concerned with moving the right amount of the right products to the right place at the right time. The activities comprising physical distribution are: inventory location and warehousing, material handling, inventory control, order processing and transportation.

To move goods across the customs boundary, documentation is necessary. Moving cargo to an overseas destination is much more complex task than transportation of freight locally. Some of the documents necessary to clear goods from customs are: certificate of origin, bill of lading, packing list, air way bill, insurance certificate, special purpose documents, etc.
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