
 UNIT 1: AN OVERVIEW TO INTERNATIONAL MARKETING UNIT 1: AN OVERVIEW TO INTERNATIONAL MARKETING

ContentsContents
1.01.0 Aims and ObjectivesAims and Objectives
1.11.1 IntroductionIntroduction
1.21.2 MeaningMeaning
1.31.3 Types of MarketingTypes of Marketing
1.41.4 Distinction Domestic Vs International MarketsDistinction Domestic Vs International Markets
1.51.5 Benefits of International MarketingBenefits of International Marketing
1.61.6 Barriers to International MarketingBarriers to International Marketing
1.71.7 Forms of Entry to International MarketsForms of Entry to International Markets

1.7.11.7.1 Indirect ExportIndirect Export
1.7.21.7.2 Direct ExportDirect Export
1.7.31.7.3 LicensingLicensing
1.7.41.7.4 Joint VentureJoint Venture
1.7.51.7.5 Foreign Direct InvestmentForeign Direct Investment

1.81.8 Characteristics of MNCsCharacteristics of MNCs
1.91.9 SummarySummary
1.101.10Answers to Check Your Progress ExerciseAnswers to Check Your Progress Exercise

1.0 AIMS AND OBJECTIVES 1.0 AIMS AND OBJECTIVES 

After studying this unit, you will be able to explainAfter studying this unit, you will be able to explain
-- the meaning of international marketingthe meaning of international marketing
-- the benefits of international marketingthe benefits of international marketing
-- the barriers of international marketingthe barriers of international marketing
-- the forms of entry into international markets.the forms of entry into international markets.
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1.1 INTRODUCTION1.1 INTRODUCTION

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

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

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

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

What do we mean by international marketing?What do we mean by international marketing?
An organization whose products are marketed in two or more countries isAn organization whose products are marketed in two or more countries is
engaged in international marketing. engaged in international marketing. 

The fundamentals of marketing apply to international marketing in theThe fundamentals of marketing apply to international marketing in the
same way they apply to domestic marketing. Marketing program shouldsame way they apply to domestic marketing. Marketing program should
be built around a good product that is properly priced, promoted, andbe built around a good product that is properly priced, promoted, and
distributed to a market that has been carefully selected. distributed to a market that has been carefully selected. 
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International markets create attractive opportunities, but the competitionInternational markets create attractive opportunities, but the competition
is intense. Success goes to the firms that understand and adapt to theis intense. Success goes to the firms that understand and adapt to the
environmental factors that influence international marketing.environmental factors that influence international marketing.
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1.2 1.2 MEANINGMEANING

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

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

  
1.3 TYPES OF MARKETING1.3 TYPES OF MARKETING

One  way  to  understand  the  concept  of  international  /  global  worldOne  way  to  understand  the  concept  of  international  /  global  world
marketing is to examine how international marketing differs from suchmarketing is to examine how international marketing differs from such
similar concept as domestic marketing, Foreign marketing, comparativesimilar concept as domestic marketing, Foreign marketing, comparative
marketing, international trade and multinational marketing.marketing, international trade and multinational marketing.

Domestic marketingDomestic marketing is concerned with the marketing practices with n a is concerned with the marketing practices with n a
marketer’s home country. From the perspective of domestic marketing,marketer’s home country. From the perspective of domestic marketing,
marketing methods used outside the home market are foreign marketing.marketing methods used outside the home market are foreign marketing.

Therefore, Therefore, foreign marketingforeign marketing encompasses the domestic operation with encompasses the domestic operation with
in a foreign country.  in a foreign country.  

A  study  becomes  A  study  becomes  comparative  marketingcomparative  marketing when  its  purpose  is  to when  its  purpose  is  to
contrast two or more marketing systems rather than examine a particularcontrast two or more marketing systems rather than examine a particular
country’s marketing system for its own sake. Similarities and differencescountry’s marketing system for its own sake. Similarities and differences
between systems are identified. Thus comparative marketing involves twobetween systems are identified. Thus comparative marketing involves two
or more countries and an analytical  comparison of marketing methodsor more countries and an analytical  comparison of marketing methods
used in these countries. used in these countries. 

International  marketingInternational  marketing must  be  distinguished  from  international must  be  distinguished  from  international
trade.  trade.  International  tradeInternational  trade is  concerned  with  the  flow of  goods  and is  concerned  with  the  flow of  goods  and
capital  across  national  borders.  The  focus  of  the  analysis  is  oncapital  across  national  borders.  The  focus  of  the  analysis  is  on
commercial and monetary conditions that affect balance of payment andcommercial and monetary conditions that affect balance of payment and
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resource transfers. This economics approach provides a macro view ofresource transfers. This economics approach provides a macro view of
the  market  at  the  national  level,  with  no  specific  attention  given  tothe  market  at  the  national  level,  with  no  specific  attention  given  to
companies marketing intervention. The study of international marketingcompanies marketing intervention. The study of international marketing
on the other hand, is more concerned with the micro level of the marketon 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 onand 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 marketinghow and  why  a  product  succeeds  or  fails  abroad and  how marketing
efforts affects the outcome. efforts affects the outcome. 
Some  marketing  authorities  differentiate  international  marketing  fromSome marketing  authorities  differentiate  international  marketing  from
multinational marketingmultinational marketing because international marketing in its literal because international marketing in its literal
sense signifies marketing between nations. The word international cansense signifies marketing between nations. The word international can
thus imply that a firm is not a corporate citizen of the world but ratherthus imply that a firm is not a corporate citizen of the world but rather
operates form a home base.operates form a home base.

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

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

1.4  DISTINCTION  BETWEEN  DOMESTIC  VS  INTERNATIONAL1.4  DISTINCTION  BETWEEN  DOMESTIC  VS  INTERNATIONAL
MARKETSMARKETS

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

i) Domestic marketi) Domestic market
1.1. One language, one  nation, one culture One language, one  nation, one culture 
2.2. Market is much more homogeneous Market is much more homogeneous 
3.3. Single currencySingle currency
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4.4. No problems of exchange controls, tariffsNo problems of exchange controls, tariffs
5.5. Relatively stable businessRelatively stable business
6.6. Minimum government interference in business decisionMinimum government interference in business decision
7.7. Data in marketing research available, easily collected, and accurateData in marketing research available, easily collected, and accurate

etc.  etc.  

ii) International Markets ii) International Markets 
1.1. Many languages, many nations, many culturesMany languages, many nations, many cultures
2.2. Markets are diverse and fragmentedMarkets are diverse and fragmented
3.3. Multiple currenciesMultiple currencies
4.4. Exchange controls and tariffs normal obstaclesExchange controls and tariffs normal obstacles
5.5. Multiple and unstable business environmentsMultiple and unstable business environments
6.6. Due  to  national  economic  plans  government  influence  usual  inDue  to  national  economic  plans  government  influence  usual  in

business decisionsbusiness decisions
7.7. Marketing research very difficult,  costly and cannot give desiredMarketing research very difficult,  costly and cannot give desired

accuracy, etc.  accuracy, etc.  
8.8. Domestic  and  International  Enterprises:  Characteristics  andDomestic  and  International  Enterprises:  Characteristics  and

Practices EnvironmentPractices Environment

1.5 BENEFITS OF INTERNATIONAL MARKETING1.5 BENEFITS OF INTERNATIONAL MARKETING

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

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

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

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

The benefits include: - The benefits include: - 
i)i) The foreign exchange earnings can be used for the importThe foreign exchange earnings can be used for the import

of  agricultural  implements  and  fertilizers  to  raise  the  production  ofof  agricultural  implements  and  fertilizers  to  raise  the  production  of
agricultural produce and that can provide a base for many agriculture-agricultural produce and that can provide a base for many agriculture-
based industries. based industries.   

ii)ii) Mitigate unemployment in labor – intensive industriesMitigate unemployment in labor – intensive industries
iii)iii) Full utilization of idle resourcesFull utilization of idle resources
iv)iv) Spin of benefits for the domestic consumer by exposing theSpin of benefits for the domestic consumer by exposing the

industry to international markets and making it more competitive asindustry to international markets and making it more competitive as
well as conscious of costs and quality. well as conscious of costs and quality. 

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

 Facing competition successfullyFacing competition successfully
Better quality and lower prices improve the image of the producer as wellBetter quality and lower prices improve the image of the producer as well
as of the country in minds of foreign customers. as of the country in minds of foreign customers. 
  
 Increase in employment opportunities Increase in employment opportunities 
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In an effort to increase the export, many export oriented industrial unitsIn an effort to increase the export, many export oriented industrial units
are  established.  In  underdeveloped  countries,  the  problem  of  theare  established.  In  underdeveloped  countries,  the  problem  of  the
employment and underemployment is very serious that can be solved toemployment and underemployment is very serious that can be solved to
some extent by increasing the level of export. some extent by increasing the level of export. 

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

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

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

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

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

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

 International collaborationInternational collaboration
Export marketing results in international collaboration. Developed Export marketing results in international collaboration. Developed 
country fix their import quotas for different countries and for different country fix their import quotas for different countries and for different 
commodities. commodities. 
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 Closer cultural relationsCloser cultural relations
International trade brings various countries closer. Better trade relationsInternational trade brings various countries closer. Better trade relations
are established among the countries. are established among the countries. 

 Help in political peaceHelp in political peace
The  economic  relations  between  two  countries  help  improve  theirThe  economic  relations  between  two  countries  help  improve  their
political relations.political relations.

1.6 BARRIERS TO INTERNATIONAL MARKETING1.6 BARRIERS TO INTERNATIONAL MARKETING

The major legal,  political and economical forces affecting internationalThe major legal,  political and economical forces affecting international
marketers  are  barriers  created  by  governments  to  restrict  trade  andmarketers  are  barriers  created  by  governments  to  restrict  trade  and
protect domestic industries. Examples includes the following: - protect domestic industries. Examples includes the following: - 

 Tariff:Tariff: - a tax imposed on a product entering a country. Tariffs are - a tax imposed on a product entering a country. Tariffs are
used to protect domestic producers and / or to raise revenue. E.g.used to protect domestic producers and / or to raise revenue. E.g.
Japan has a high tariff on imported rice. Japan has a high tariff on imported rice. 

 Import quotaImport quota:  - a limit on the amount of a particular product that:  - a limit on the amount of a particular product that
can be brought into a country. Like tariffs, quotas are intended tocan be brought into a country. Like tariffs, quotas are intended to
protect local industry. protect local industry. 

 Unstable  governmentsUnstable  governments:  -  high  indebt-ness,  high  inflation,  and:  -  high  indebt-ness,  high  inflation,  and
high  unemployment  in  several  countries  have  resulted  in  highhigh  unemployment  in  several  countries  have  resulted  in  high
unstable governments that exposed foreign firms in business risksunstable governments that exposed foreign firms in business risks
and profit repatriation. and profit repatriation. 

 Foreign exchange problemsForeign exchange problems: - high indebtedness and economic: - high indebtedness and economic
and political instability decrease the value of a country’s currency.and political instability decrease the value of a country’s currency.
Profit  repatriation  for  foreign  firms  are  not  available  in  manyProfit  repatriation  for  foreign  firms  are  not  available  in  many
markets. markets. 

 Foreign  government  entry  requirements  and  bureaucracy.Foreign  government  entry  requirements  and  bureaucracy.
Government  places  many  regulations  on  foreign  firms.  ForGovernment  places  many  regulations  on  foreign  firms.  For
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example:  -  they  might  require  joint  ventures  with  the  majorityexample:  -  they  might  require  joint  ventures  with  the  majority
share going to the domestic partner, a high number of nationals toshare going to the domestic partner, a high number of nationals to
be hired, limits on profit repatriation etc. be hired, limits on profit repatriation etc.   

 CorruptionCorruption:  -  officials  in  several  countries  requires  bribes  to:  -  officials  in  several  countries  requires  bribes  to
cooperate. They award business to the highest briber rather thancooperate. They award business to the highest briber rather than
the lowest bidder. Etc. the lowest bidder. Etc. 

 Technological  piratingTechnological  pirating:  -  a  company  locating  its  plant  abroad:  -  a  company  locating  its  plant  abroad
worries about foreign managers learning how to make its productworries about foreign managers learning how to make its product
and breaking away to compete openly. I.e. machinery, electronics,and breaking away to compete openly. I.e. machinery, electronics,
chemicals, pharmaceuticals area chemicals, pharmaceuticals area 

1.7 FORMS OF ENTRY TO INTERNATIONAL MARKETS1.7 FORMS OF ENTRY TO INTERNATIONAL MARKETS

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

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

a)a) Domestic – based export merchantDomestic – based export merchant
Buys  the  manufacturer’s  products  and  then  sells  themBuys  the  manufacturer’s  products  and  then  sells  them

abroad. abroad.   
b)b) Domestic based export agentDomestic based export agent
  Seeks  and  negotiate  foreign  purchases  and  is  paid  aSeeks  and  negotiate  foreign  purchases  and  is  paid  a

commission. Included in this are trading companies.commission. Included in this are trading companies.
c)c) Cooperative organizationCooperative organization
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Carries  on  exporting  activities  on  behalf  of  severalCarries  on  exporting  activities  on  behalf  of  several
producers and is partly under their administrative control.producers and is partly under their administrative control.
Often used by producers of primary product – fruits,  nutsOften used by producers of primary product – fruits,  nuts
and so on.and so on.  

d)d) Export – management companyExport – management company
Agrees to manage a company’s export activities for a fee. Agrees to manage a company’s export activities for a fee.   

Indirect export has two advantages: - Indirect export has two advantages: - 

1)1) It involves less investment and It involves less investment and 
2)2) It involves less riskIt involves less risk

1.7.21.7.2 Direct Export Direct Export 
Companies  eventually  may  decide  to  handle  their  own  exports.  TheCompanies  eventually  may  decide  to  handle  their  own  exports.  The
investment and risk are somewhat greater. The company can carry oninvestment and risk are somewhat greater. The company can carry on
direct exporting in several ways;direct exporting in several ways;
a)a) Domestic based export department or divisionDomestic based export department or division
An export sales manager carries on the actual selling and draws marketAn export sales manager carries on the actual selling and draws market
assistance as needed. The department might evolve into a self – containedassistance as needed. The department might evolve into a self – contained
export  department performing all  the activities involved in export  andexport  department performing all  the activities involved in export  and
operating as a profit center. operating as a profit center. 
b)b) Overseas sales branch or subsidiaryOverseas sales branch or subsidiary

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

c)c) Traveling export sales representationTraveling export sales representation
The company sends home – based sales representatives abroad to findThe company sends home – based sales representatives abroad to find
business. business.   

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

1.7.3 1.7.3 Licensing Licensing 
Licensing  is  a  simple  way  for  a  manufacturer  to  become  involved  inLicensing  is  a  simple  way  for  a  manufacturer  to  become  involved  in
international marketing. The licensor license a foreign company to use ainternational marketing. The licensor license a foreign company to use a
manufacturing process, trademark, patent, or other item of value for amanufacturing process, trademark, patent, or other item of value for a
fee or royalty. The licensor thus gains entry into the foreign market at afee or royalty. The licensor thus gains entry into the foreign market at a
little risk. The license gains production expertise or a well-known productlittle risk. The license gains production expertise or a well-known product
or name without having to start from scratch. or name without having to start from scratch. 

There are several forms of licensing arrangements:There are several forms of licensing arrangements:

a)a) Management contractManagement contract
The company can sell a management contract to the owners of a foreignThe company can sell a management contract to the owners of a foreign
hotel, airport, hospital or other organization to mange these businesseshotel, airport, hospital or other organization to mange these businesses
for a fee. for a fee. 
Management contracting is a low risk method of getting into a foreignManagement contracting is a low risk method of getting into a foreign
market, and it yields income from a beginning. Management contractingmarket, and it yields income from a beginning. Management contracting
prevents the company from competing with its clients. prevents the company from competing with its clients. 

b) Contract manufacturingb) Contract manufacturing
The firm engages local manufacturers to produce the product.The firm engages local manufacturers to produce the product.  ContractContract
manufacturing has the drawback of giving the company less control overmanufacturing has the drawback of giving the company less control over
the  manufacturing  process  and  the  loss  of  potential  profits  onthe  manufacturing  process  and  the  loss  of  potential  profits  on
manufacturing. However, it offers the company a chance to start faster,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 outwith less risk and with the opportunity to form a partnership or to buy out
of the local manufacturer later. of the local manufacturer later. 
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c) Franchisingc) Franchising
A company can enter a foreign market through franchising, which is aA company can enter a foreign market through franchising, which is a
more complete form of licensing. Here the franchiser offers a franchisee amore complete form of licensing. Here the franchiser offers a franchisee a
complete brand concept and operating system. In return, the franchiseecomplete brand concept and operating system. In return, the franchisee
invests in and pays certain fees to the franchiser. invests in and pays certain fees to the franchiser.     

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

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

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

1.7.5 Foreign Direct Investment1.7.5 Foreign Direct Investment
The ultimate form of foreign involvement is direct ownership of foreign-The ultimate form of foreign involvement is direct ownership of foreign-
based assembly or manufacturing facilities. The foreign company can buybased assembly or manufacturing facilities. The foreign company can buy
part or full interest in a local company or build its own facilities. As apart or full interest in a local company or build its own facilities. As a
company gains experience in export, and if the foreign market appearscompany gains experience in export, and if the foreign market appears
large enough, foreign production facilities offer distinct advantages, aslarge enough, foreign production facilities offer distinct advantages, as
enumerated below. enumerated below. 

1.1. The firm could secure cost  economies in the form of  cheaperThe firm could secure cost  economies in the form of  cheaper
labor  or  raw  materials,  foreign  government  incentives,  freightlabor  or  raw  materials,  foreign  government  incentives,  freight
savings and so on. savings and so on. 
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2.2. The firm will gain a better image in the host country because itThe firm will gain a better image in the host country because it
creates jobs.creates jobs.

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

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

1.8 CHARACTERISTICS OF MULTINATIONAL CORPORATION1.8 CHARACTERISTICS OF MULTINATIONAL CORPORATION

Several firms have passed beyond the international division – stage andSeveral firms have passed beyond the international division – stage and
have become truly global organizations. They have stopped thinking ofhave become truly global organizations. They have stopped thinking of
themselves as national marketers who have ventured abroad and nowthemselves as national marketers who have ventured abroad and now
think of themselves as global marketers. Their top corporate managementthink of themselves as global marketers. Their top corporate management
and  staff  plan  worldwide  manufacturing  facilities,  marketing  policies,and  staff  plan  worldwide  manufacturing  facilities,  marketing  policies,
financial flows, and logistical systems. financial flows, and logistical systems. 

The  global  operating  units  report  directly  to  the  chief  executives  orThe  global  operating  units  report  directly  to  the  chief  executives  or
executive  committee,  not  to  the  head  of  an  international  division.executive  committee,  not  to  the  head  of  an  international  division.
Executives  are  trained in world  wide operations;  not  just  domestic  orExecutives  are  trained in world  wide operations;  not  just  domestic  or
international  ones.  Management  is  recruited  from  many  countries;international  ones.  Management  is  recruited  from  many  countries;
components and supplies are purchased where they can be obtained atcomponents and supplies are purchased where they can be obtained at
the least cost; and investment is made where the anticipated returns arethe least cost; and investment is made where the anticipated returns are
greatest. greatest. 
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What is a Global industry? What is a Global industry? 
“A global industry is an industry in which the strategic positions of“A global industry is an industry in which the strategic positions of
competitors  in  major  geographic  or  national  markets  arecompetitors  in  major  geographic  or  national  markets  are
fundamentally affected by their overall global positions.” fundamentally affected by their overall global positions.” 

What is a Global firm? What is a Global firm? 
“A global firm is a firm that operates in more than one country and“A global firm is a firm that operates in more than one country and
captures  R&D,  production,  logistical,  marketing,  and  financialcaptures  R&D,  production,  logistical,  marketing,  and  financial
advantages in its costs and reputation that are not available toadvantages in its costs and reputation that are not available to
purely domestic competitors. “   purely domestic competitors. “   

The mention of MNCThe mention of MNCS  S  usually elicits mixed reactions. On the one hand,usually elicits mixed reactions. On the one hand,
MNCMNCSS are associated with exploitation and ruthlessness. They are often are associated with exploitation and ruthlessness. They are often
criticized for moving resources in and out of a country, as they strive forcriticized for moving resources in and out of a country, as they strive for
profit, without much regard for the country’s social welfare. profit, without much regard for the country’s social welfare. 

On  the  other  hand,  MNCOn  the  other  hand,  MNCSS have  power  and  prestige.  Additionally  they have  power  and  prestige.  Additionally  they
create social  benefits by facilitating economic balance.  As explained bycreate social  benefits by facilitating economic balance.  As explained by
Miller, “with resources, capital food, and technology unevenly distributedMiller, “with resources, capital food, and technology unevenly distributed
around the planet, and all in short supply, an efficient instrument of quickaround the planet, and all in short supply, an efficient instrument of quick
and  effective  production  and  distribution  of  a  complex  of  goods  andand  effective  production  and  distribution  of  a  complex  of  goods  and
services is a first essential.services is a first essential.

According to Aharoni, an MNC has at least three significant dimensions:According to Aharoni, an MNC has at least three significant dimensions:
structural, performance and behavior. structural, performance and behavior. 

1.1. Structural Structural 
Structural requirements for definition as a MNC include the number ofStructural requirements for definition as a MNC include the number of
countries in which the firm does business and the citizenship of corporatecountries in which the firm does business and the citizenship of corporate
owners and top managers. owners and top managers. 

2.2. Performance Performance 
Definition by performance depends as such characteristics, as earnings,Definition by performance depends as such characteristics, as earnings,
sales and assets. These performance characteristics indicate the extent ofsales and assets. These performance characteristics indicate the extent of
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the  commitment  of  corporate  resources  to  foreign  operations  and  thethe  commitment  of  corporate  resources  to  foreign  operations  and  the
amount of rewards from the commitment. The greater the commitmentamount of rewards from the commitment. The greater the commitment
and reward, the greater the degree of internationalization. and reward, the greater the degree of internationalization. 

3.3. Behavior Behavior 
Behavior is somewhat less reliable as a measure of multinational’s thanBehavior is somewhat less reliable as a measure of multinational’s than
either structure or performance, though it is no less important. Thus aeither structure or performance, though it is no less important. Thus a
company becomes more multinational  as  its  management  thinks morecompany becomes more multinational  as  its  management  thinks more
internationally.  Such  thinking,  known  as  Geocentricity,  must  beinternationally.  Such  thinking,  known  as  Geocentricity,  must  be
distinguished  from  the  two  other  attitudes  or  orientations,  known  asdistinguished  from  the  two  other  attitudes  or  orientations,  known  as
ethnocentricity and Polycentricity. ethnocentricity and Polycentricity. 

a)a) Ethnocentricity:  -Ethnocentricity:  - is  a  strong  orientation  toward  the is  a  strong  orientation  toward  the
home  country.  Markets  and  consumers  abroad  are  viewed  ashome  country.  Markets  and  consumers  abroad  are  viewed  as
unfamiliar  and  even  inferior  in  taste,  sophistication  andunfamiliar  and  even  inferior  in  taste,  sophistication  and
opportunity. Centralization of decision-making is thus a necessity.opportunity. Centralization of decision-making is thus a necessity.
The usual practice is to use the home base for the production ofThe usual practice is to use the home base for the production of
standardized  products  (i.e.  without  significant  modification)  forstandardized  products  (i.e.  without  significant  modification)  for
export in order to gain some marginal business. export in order to gain some marginal business. 

b)b) PolycentricityPolycentricity: - is the opposite of ethnocentricity, is or: - is the opposite of ethnocentricity, is or
strong  orientation  to  the  host  country.  The  attitude  placesstrong  orientation  to  the  host  country.  The  attitude  places
emphasize  on  differences  between  markets  that  are  caused  byemphasize  on  differences  between  markets  that  are  caused  by
variation with in, such as income, culture, laws and politics. Thevariation with in, such as income, culture, laws and politics. The
assumption  is  that  each  market  is  a  unique  and  consequentlyassumption  is  that  each  market  is  a  unique  and  consequently
difficult for outsiders to understand. Thus, managers from the hostdifficult for outsiders to understand. Thus, managers from the host
country should be employed and allowed to have a great deal ofcountry should be employed and allowed to have a great deal of
discretion  in  market  decision.  A  significant  degree  ofdiscretion  in  market  decision.  A  significant  degree  of
decentralization is thus common across the overseas divisions. decentralization is thus common across the overseas divisions. 

c)c) Geocentricity:  Geocentricity:  -  is  a  compromise  between  the  two-  is  a  compromise  between  the  two
extremes of ethnocentricity and polycentricity. Geocentricity is anextremes of ethnocentricity and polycentricity. Geocentricity is an
orientation  that  considers  the  whole  world  rather  than  anyorientation  that  considers  the  whole  world  rather  than  any

16



particular  country  as  the  target  market.  A  geocentric  companyparticular  country  as  the  target  market.  A  geocentric  company
might be thought of as a denationalized or supranational. As such,might be thought of as a denationalized or supranational. As such,
“international”  or  foreign  departments  or  markets  do  not  exist“international”  or  foreign  departments  or  markets  do  not  exist
because the company does not designate anything international orbecause the company does not designate anything international or
foreign about a market. foreign about a market. 

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

2. What is a global firm? Discuss the behavioral classification of a firm?2. What is a global firm? Discuss the behavioral classification of a firm?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
3. What do we mean by Comparative and Foreign Marketing? 3. What do we mean by Comparative and Foreign Marketing? 
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
4.Enumerate  three  differences  between  Domestic  and  International4.Enumerate  three  differences  between  Domestic  and  International
Markets? Markets?                                                                                                                                                                                                       
                                                                                                                                                                                                                                                                        
                                                                  
5. Describe in detail the mode of entry in to the International Market5. Describe in detail the mode of entry in to the International Market
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

1.9 SUMMARY1.9 SUMMARY

Marketing  activities  are  targeted  at  market  consisting  of  productsMarketing  activities  are  targeted  at  market  consisting  of  products
purchasers and also individuals and groups that influence the success ofpurchasers and also individuals and groups that influence the success of
an organization. A firm moves beyond domestic markets into internationalan organization. A firm moves beyond domestic markets into international
trade for several reasons:trade for several reasons:
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The first is simply the existence of foreign markets. Second, as domesticThe first is simply the existence of foreign markets. Second, as domestic
markets  become  saturated,  producers  even  those  with  no  previousmarkets  become  saturated,  producers  even  those  with  no  previous
international experience, look to foreign markets. Third, some countriesinternational experience, look to foreign markets. Third, some countries
possess unique natural or human resources that give them a comparativepossess unique natural or human resources that give them a comparative
advantage  when  it  comes  to  producing  particular  products.  Anotheradvantage  when  it  comes  to  producing  particular  products.  Another
factor  in  international  expansion  is  the  possession  of  a  technologicalfactor  in  international  expansion  is  the  possession  of  a  technological
advantage. An organization whose products are marketed in two or moreadvantage. An organization whose products are marketed in two or more
countries is engaged in international marketing. The AMA has defined thecountries is engaged in international marketing. The AMA has defined the
term international marketing as:term international marketing as:

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

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

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

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

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

1.10 ANSWER TO CHECK YOUR PROGRESS QUESTIONS1.10 ANSWER TO CHECK YOUR PROGRESS QUESTIONS

1.1. Refer Sections1.2, 1.5 and 1.6Refer Sections1.2, 1.5 and 1.6
2.2. Refer Section 1.8Refer Section 1.8
3.3. Refer Section 1.3Refer Section 1.3
4.4. Refer Section 1.4Refer Section 1.4
5.5. Refer Section 1.7Refer Section 1.7
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UNIT 2: POLITICAL ENVIRONMENTUNIT 2: POLITICAL ENVIRONMENT

ContentsContents
2.0 Aims and Objectives2.0 Aims and Objectives
2.1 Introduction2.1 Introduction
2.22.2 Political EnvironmentPolitical Environment

2.2.12.2.1 Types of PoliticsTypes of Politics
2.2.22.2.2 Government TypesGovernment Types
2.2.32.2.3 Political RisksPolitical Risks
2.2.42.2.4 Indicators of Political RisksIndicators of Political Risks
2.2.52.2.5 Measures to Curb Political RisksMeasures to Curb Political Risks

2.32.3 SummarySummary
2.4 Answer to check your Progress2.4 Answer to check your Progress

2.0 AIMS AND OBJECTIVES2.0 AIMS AND OBJECTIVES

After studying this unit, you will be able to explain:After studying this unit, you will be able to explain:
-- the types of governmentthe types of government
-- the political risks involvedthe political risks involved
-- the methods used to curb the political risksthe methods used to curb the political risks
-- the indications of political instabilitythe indications of political instability

2.1 INTRODUCTION2.1 INTRODUCTION

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

Successful marketing depends largely on a company's ability to manageSuccessful marketing depends largely on a company's ability to manage
its marketing programs within its environment. To do this, firm marketingits marketing programs within its environment. To do this, firm marketing
executives  must  determine what makes up the firms environment andexecutives  must  determine what makes up the firms environment and
then monitor it in a systematic, on going fashion.then monitor it in a systematic, on going fashion.
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These marketing executives must be alert to spot environmental trendsThese marketing executives must be alert to spot environmental trends
that could be opportunities or problems for their organization. And theythat could be opportunities or problems for their organization. And they
must  be able to  respond to  these  trends with  the  resources  they canmust  be able to  respond to  these  trends with  the  resources  they can
control.control.

External  forces  have  considerable  influence  on  any  organizationsExternal  forces  have  considerable  influence  on  any  organizations
marketing  system.  Therefore  environmental  monitoring  also  calledmarketing  system.  Therefore  environmental  monitoring  also  called
environmental scanning is deemed necessary. Environmental monitoringenvironmental scanning is deemed necessary. Environmental monitoring
is the process of:is the process of:

1. Gathering information regarding a company's external environment.1. Gathering information regarding a company's external environment.
2. Analyzing it, and 2. Analyzing it, and 
3. Forecasting the impact of whatever trends the analysis suggests.3. Forecasting the impact of whatever trends the analysis suggests.
  
These  uncontrollable  external  forces  that  influence  an  organization'sThese  uncontrollable  external  forces  that  influence  an  organization's
marketing activities includes:  marketing activities includes:  Political and legal forces,  Social andPolitical and legal forces,  Social and
cultural  forces,  Economic  condition,  Demography,  Competition,cultural  forces,  Economic  condition,  Demography,  Competition,
and Technology.and Technology.

2.2 POLITICAL ENVIRONMENT2.2 POLITICAL ENVIRONMENT

The political environment, that a firm operating in international marketThe political environment, that a firm operating in international market
face is a complex one because they must cope with the politics of moreface is a complex one because they must cope with the politics of more
than one nation. The complexity forces to consider that environment asthan one nation. The complexity forces to consider that environment as
composed  of  three  different  types  of  political  environment:  foreign,composed  of  three  different  types  of  political  environment:  foreign,
domestic and international.domestic and international.

2.2.1 Types Of Politics2.2.1 Types Of Politics

a) Foreign politics a) Foreign politics 
Foreign politics are the politics of host country. This part of internationalForeign politics are the politics of host country. This part of international
business  environment  can  range  from being  favorable  and  friendly  tobusiness  environment  can  range  from being  favorable  and  friendly  to
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being hostile and dangerous.  being hostile and dangerous.    The host country’s political and economicThe host country’s political and economic
circumstances determine the kind of political climate a company faces. circumstances determine the kind of political climate a company faces. 

When the company decides to export  a  product  from its  home –  baseWhen the company decides to export  a  product  from its  home –  base
country,  it  may  quickly  discover  that  the  host  country’s  politicalcountry,  it  may  quickly  discover  that  the  host  country’s  political
environment is not always hospitable. The host government, as a rule,environment is not always hospitable. The host government, as a rule,
views imports negatively, because of imports adverse contribution to theviews imports negatively, because of imports adverse contribution to the
host country’s balance of payments. This is generally true with luxury andhost country’s balance of payments. This is generally true with luxury and
non  –  essential  products,  especially  when  those  items  can  be  or  arenon  –  essential  products,  especially  when  those  items  can  be  or  are
already produced locally. already produced locally. 
A government’s encouragement or discouragement of foreign investmentA government’s encouragement or discouragement of foreign investment
is usually dictated by considerations of balance of payments, economicis usually dictated by considerations of balance of payments, economic
development, and political realities. Balance of payments problems resultdevelopment, and political realities. Balance of payments problems result
in  policies  favoring  investments  that  improve  the  country’s  experts,in  policies  favoring  investments  that  improve  the  country’s  experts,
whereas  economic  development  concerns  result  in  policies  favoringwhereas  economic  development  concerns  result  in  policies  favoring
investments  in  industries  that  stimulate  employment,  either  directinvestments  in  industries  that  stimulate  employment,  either  direct
through  manufacturing  or  indirectly  through  use  of  locally  producedthrough  manufacturing  or  indirectly  through  use  of  locally  produced
parts. Sensitive political situations usually result in policies that prohibitparts. Sensitive political situations usually result in policies that prohibit
the  foreign  ownership  of  vital  or  sensitive  business,  such  us  utilities,the  foreign  ownership  of  vital  or  sensitive  business,  such  us  utilities,
transportation, communication and broadcasting.transportation, communication and broadcasting.

One problem often encountered with foreign politics is  the conflictingOne problem often encountered with foreign politics is  the conflicting
signals sent by the host country to foreign firms. On one hand, the hostsignals sent by the host country to foreign firms. On one hand, the host
country actively woos MNC investment. To win foreign capital and newcountry actively woos MNC investment. To win foreign capital and new
technology, the country pledges cooperation and various tax and financialtechnology, the country pledges cooperation and various tax and financial
incentives. County is often quick to accuse foreign firms of not providingincentives. County is often quick to accuse foreign firms of not providing
the  latest  technology  and  expertise  in  local  operations.  It  may  alsothe  latest  technology  and  expertise  in  local  operations.  It  may  also
criticize these companies of making excessive profits and draining thecriticize these companies of making excessive profits and draining the
nation of its wealth. To indicate displeasure, the host government maynation of its wealth. To indicate displeasure, the host government may
restrict the repatriation of profits to corporate headquarters abroad. restrict the repatriation of profits to corporate headquarters abroad.   

b)b) Domestic politics Domestic politics 
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Domestic politics that exists in he company’s home country, also knownDomestic politics that exists in he company’s home country, also known
as  the  parent  or  source  county.  At  first  glance,  it  would  seem  thatas  the  parent  or  source  county.  At  first  glance,  it  would  seem  that
domestic politics should pose no threat and that a company should havedomestic politics should pose no threat and that a company should have
minimal  problems  at  home.  This  is  often  not  the  case.  Although  aminimal  problems  at  home.  This  is  often  not  the  case.  Although  a
company’s  major  political  problems  usually  derive  form  politicalcompany’s  major  political  problems  usually  derive  form  political
developments at home. developments at home. 

Domestic criticism of the company’s international activities comes largelyDomestic criticism of the company’s international activities comes largely
from  labor  and  political  organizations.  Which  frequently  accuse  thefrom  labor  and  political  organizations.  Which  frequently  accuse  the
company  of  exporting  capital  and  job.  Although  these  organizationscompany  of  exporting  capital  and  job.  Although  these  organizations
usually have no objection to the exportation of goods, they often stronglyusually have no objection to the exportation of goods, they often strongly
oppose the export of capital as well as the import of goods and services.oppose the export of capital as well as the import of goods and services.
They  feel  that  imports  and  direct  investment  abroad  createThey  feel  that  imports  and  direct  investment  abroad  create
unemployment at home. To discourage such activity, organizations mayunemployment at home. To discourage such activity, organizations may
advocate a requirement of local content for products that are sold in theiradvocate a requirement of local content for products that are sold in their
country. country. 

The government of the home country, instead of providing support forThe government of the home country, instead of providing support for
international trade, can turn out to be a significant hindrance. There mayinternational trade, can turn out to be a significant hindrance. There may
be many government regulations that interfere with the fee flow of trade,be many government regulations that interfere with the fee flow of trade,
and the  actions  taken by  a  home country  may be motivated more byand the  actions  taken by  a  home country  may be motivated more by
political considerations than by sound economic reasoning. For decadespolitical considerations than by sound economic reasoning. For decades
Taiwan has refused to trade with China, even though Taiwan has whatTaiwan has refused to trade with China, even though Taiwan has what
China needs: Capital and know – how. China, on the other hand, offersChina needs: Capital and know – how. China, on the other hand, offers
cheap labor to counteract Taiwan’s rising wages. cheap labor to counteract Taiwan’s rising wages. 

c)c) International politics International politics 
International  politics  are  the  interaction  of  the  overall  environmentalInternational  politics  are  the  interaction  of  the  overall  environmental
factors  of  two  or  more  countries.  The  complexity  of  the  politicalfactors  of  two  or  more  countries.  The  complexity  of  the  political
environment increases significantly when the interest of the company, theenvironment increases significantly when the interest of the company, the
host country, and the home country do not coincide. host country, and the home country do not coincide. 
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Regardless of whether the politics are foreign, domestic or international,Regardless of whether the politics are foreign, domestic or international,
the company should keep in mind that political climate does not remainthe company should keep in mind that political climate does not remain
stationery.  The political  relationship  between the  United States  and astationery.  The political  relationship  between the  United States  and a
long – time adversary, china is a prime example. After decades of bitterlong – time adversary, china is a prime example. After decades of bitter
opponents,  both  countries  become  very  interested  in  improving  theiropponents,  both  countries  become  very  interested  in  improving  their
political and economic ties. political and economic ties. 

On  the  other  hand,  serious  problems  can  develop  when  politicalOn  the  other  hand,  serious  problems  can  develop  when  political
conditions  deteriorate.  A  favorable  investment  climate  can  disappearconditions  deteriorate.  A  favorable  investment  climate  can  disappear
almost overnight. In one case, the United States withdrew Chile’s duty –almost overnight. In one case, the United States withdrew Chile’s duty –
free  –  trade status  because  of  Chile’s  failure  to  take  “steps  to  affordfree  –  trade status  because  of  Chile’s  failure  to  take  “steps  to  afford
internationally  recognized  worker  rights”.  Chile  thus  joined  Romania,internationally  recognized  worker  rights”.  Chile  thus  joined  Romania,
Nicaragua and Paraguay in being suspended form the GSP (generalizedNicaragua and Paraguay in being suspended form the GSP (generalized
system of preferences). system of preferences). 

2.2.2Government Types2.2.2Government Types

a) Political Systema) Political System
One  way  to  classify  governments  is  to  consider  them  as  eitherOne  way  to  classify  governments  is  to  consider  them  as  either
parliamentary (open) or absolutist (closed). parliamentary (open) or absolutist (closed). 

Parliamentary governments consult  with citizens from time to time forParliamentary governments consult  with citizens from time to time for
the  purpose  of  learning  about  opinions  and  preferences.  Governmentthe  purpose  of  learning  about  opinions  and  preferences.  Government
policies  are  thus intended to  reflect  the  desire  of  the  majority  of  thepolicies  are  thus intended to  reflect  the  desire  of  the  majority  of  the
society.  Most  industrialized nations and all  democratic  nations can besociety.  Most  industrialized nations and all  democratic  nations can be
classified as parliamentary.  classified as parliamentary.  

At  the  other  end  of  the  spectrum  are  absolute  governments,  whichAt  the  other  end  of  the  spectrum  are  absolute  governments,  which
include monarchies and dictatorship.include monarchies and dictatorship.
In an absolutist,  system, the ruling regime dictates government policyIn an absolutist,  system, the ruling regime dictates government policy
with out considering citizens’ needs or opinions. Frequently, absolutistswith out considering citizens’ needs or opinions. Frequently, absolutists
countries are newly formed nations or those undergoing some kind ofcountries are newly formed nations or those undergoing some kind of
political transition. political transition. 
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Many countries political systems do not fall neatly into one of these twoMany countries political systems do not fall neatly into one of these two
categories.  Some  monarchies  and  dictatorship  (E.g.  Saudi  Arabia  andcategories.  Some  monarchies  and  dictatorship  (E.g.  Saudi  Arabia  and
South Korea) have parliamentary elections. South Korea) have parliamentary elections. 

b) Number of Partiesb) Number of Parties
Another way to classify governments is by number of political parties.Another way to classify governments is by number of political parties.
This classification results in four types to governments: two – party, multiThis classification results in four types to governments: two – party, multi
party, single party, and dominant one – party. party, single party, and dominant one – party. 

i)i) Two party Two party 
In a two party system, there are typically two strong parties that takeIn a two party system, there are typically two strong parties that take
turns controlling the government, although other parties are allowed. Theturns controlling the government, although other parties are allowed. The
USA & UK are prime examples.USA & UK are prime examples.  

The  two  parties  generally  have  different  philosophies,  resulting  in  aThe  two  parties  generally  have  different  philosophies,  resulting  in  a
change in government policy when one party succeeds the other.change in government policy when one party succeeds the other.  

I.e. in USA, the Republican Party is often viewed as representing businessI.e. in USA, the Republican Party is often viewed as representing business
interests, whereas the Democratic Party is often viewed as representinginterests, whereas the Democratic Party is often viewed as representing
labor interests, as well as the poor and disaffected.labor interests, as well as the poor and disaffected.

ii) Multiparty ii) Multiparty 
In a multiparty system there are several political parties, none of which isIn a multiparty system there are several political parties, none of which is
strong  enough to  gain  control  of  the  government.  Even  though  somestrong  enough to  gain  control  of  the  government.  Even  though  some
parties may be large, their elected representatives fall short of a majority.parties may be large, their elected representatives fall short of a majority.
A  government  must  then  be  formed  through  coalitions  between  theA  government  must  then  be  formed  through  coalitions  between  the
various parties, each of which wants to protect its own interests.  various parties, each of which wants to protect its own interests.  

Countries operating with this system include Germany, France and Israel.Countries operating with this system include Germany, France and Israel.

iii) Single partyiii) Single party
In a single party system, there may be several parties, but one party is soIn a single party system, there may be several parties, but one party is so
dominant  that  there  is  little  opportunity  for  others  to  electdominant  that  there  is  little  opportunity  for  others  to  elect
representatives to govern the country. representatives to govern the country. 
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Egypt  has  operated  under  single  –  party  rule  for  more  than  threeEgypt  has  operated  under  single  –  party  rule  for  more  than  three
decades. Countries often use this form of government in the early stagesdecades. Countries often use this form of government in the early stages
of the development of a line parliamentary system. of the development of a line parliamentary system. 

iv) Dominated one – party iv) Dominated one – party 
In a dominated one party system, the dominant party does not allow anyIn a dominated one party system, the dominant party does not allow any
opposition, resulting in no alternative for the people. In contrast, a singleopposition, resulting in no alternative for the people. In contrast, a single
party system does allow some opposition party.party system does allow some opposition party.

The  former  Soviet  Union,  Cuba,  and  Libya  are  good  examples  ofThe  former  Soviet  Union,  Cuba,  and  Libya  are  good  examples  of
dominated one party system. Such a system may easily transform itselfdominated one party system. Such a system may easily transform itself
into a dictatorship. The party, to maintain its power, is prepared to useinto a dictatorship. The party, to maintain its power, is prepared to use
force or any necessary means to eliminate the introduction and growth offorce or any necessary means to eliminate the introduction and growth of
other parties. other parties. 

c) Economic Systemsc) Economic Systems
Economic  systems  provide  another  basis  for  classification  ofEconomic  systems  provide  another  basis  for  classification  of
governments.  These  systems  serve  to  explain  whether  businesses  aregovernments.  These  systems  serve  to  explain  whether  businesses  are
privately owned or government owned, or whether there is a combinationprivately owned or government owned, or whether there is a combination
of  private  and government  ownership.  Basically  these  systems can beof  private  and government  ownership.  Basically  these  systems can be
identifiedidentified: Communism, Socialism and Capitalism.: Communism, Socialism and Capitalism.    

i) Communismi) Communism
A  movement  toward  communism  is  accompanied  by  an  increase  inA  movement  toward  communism  is  accompanied  by  an  increase  in
government  interference and more control  of  factors  of  production.  Agovernment  interference and more control  of  factors  of  production.  A
movement toward capitalism is accompanied by an increase in privatemovement toward capitalism is accompanied by an increase in private
ownership. ownership. 

Communist theory holds that all resources should be owned and sharedCommunist theory holds that all resources should be owned and shared
by all the people (I. e. not by profit seeking enterprises) for the benefit ofby all the people (I. e. not by profit seeking enterprises) for the benefit of
the society. In practice, it is the government that controls all productivethe society. In practice, it is the government that controls all productive
resources and industries, and as a result the government determines jobs,resources and industries, and as a result the government determines jobs,
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production,  price,  education,  and  just  about  anything  else.  (Centrally-production,  price,  education,  and  just  about  anything  else.  (Centrally-
planned economies).planned economies).

E.g. China, Soviet Union, Eastern Europe, Vietnam, North / Korea:E.g. China, Soviet Union, Eastern Europe, Vietnam, North / Korea:

ii)ii) Socialism Socialism
The  degree  of  government  control,  that  occurs  under  The  degree  of  government  control,  that  occurs  under  Socialism,  Socialism,  isis
somewhat less than under communism. A socialist government owns andsomewhat less than under communism. A socialist government owns and
operates the basic, major industries but leaves small business to privateoperates the basic, major industries but leaves small business to private
ownership. Socialism is a matter of degree, and not all socialist countriesownership. Socialism is a matter of degree, and not all socialist countries
are the same. are the same. 

I.e.  a  socialist  country  such  as  Poland  leans  toward  communism,  asI.e.  a  socialist  country  such  as  Poland  leans  toward  communism,  as
evidenced  by  its  rigid  control  over  prices  and  distribution.  France’sevidenced  by  its  rigid  control  over  prices  and  distribution.  France’s
socialist system, in comparison, is much closer to capitalism than it is tosocialist system, in comparison, is much closer to capitalism than it is to
communism. communism. 

Identify the wrong statement about capitalismIdentify the wrong statement about capitalism
A.A. It promotes the free-market systemIt promotes the free-market system
B.B.                                                                                                                                   

iii) Capitalismiii) Capitalism
At the opposite end of the continuum from communism is  At the opposite end of the continuum from communism is  Capitalism.Capitalism.
The philosophy of capitalism provides for  a free – market system thatThe philosophy of capitalism provides for  a free – market system that
allows business competition and freedom of choice for both consumersallows business competition and freedom of choice for both consumers
and companies.  It  is  a market  –  oriented system in which individuals,and companies.  It  is  a market  –  oriented system in which individuals,
motivated by private gain, are allowed to produce goods or services formotivated by private gain, are allowed to produce goods or services for
public  consumption.  Under  competitive  conditions.  Product  price  ispublic  consumption.  Under  competitive  conditions.  Product  price  is
determined  by  demand  and  supply.  This  system  serves  the  needs  ofdetermined  by  demand  and  supply.  This  system  serves  the  needs  of
society by encouraging decentralized decision- making, risk taking, andsociety by encouraging decentralized decision- making, risk taking, and
innovation.  The  results  include  product  variety,  product  quality,innovation.  The  results  include  product  variety,  product  quality,
efficiency, and relatively lower price. efficiency, and relatively lower price. 
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Successful  economic  reform requires  several  critical  policy  principles,Successful  economic  reform requires  several  critical  policy  principles,
including establishing private property rights and privatization of publicincluding establishing private property rights and privatization of public
enterprises,  promoting  domestic  competition,  and  reducing  andenterprises,  promoting  domestic  competition,  and  reducing  and
reforming the role of government. reforming the role of government. 

2.2.3 Political Risks2.2.3 Political Risks
According to  According to  Charles De Gaulle,  Charles De Gaulle,  there are a number of political risksthere are a number of political risks
with  which  marketers  must  contend.  Hazards  based  on  a  hostwith  which  marketers  must  contend.  Hazards  based  on  a  host
government’s  action include confiscation,  expropriation,  nationalizationgovernment’s  action include confiscation,  expropriation,  nationalization
and domestication. and domestication. 

i)i) Confiscation: Confiscation: Is a process of a government taking ownershipIs a process of a government taking ownership
of  a  property  without  compensation.  An  example  ofof  a  property  without  compensation.  An  example  of
confiscation is the Chinese government’ s seizure of Americanconfiscation is the Chinese government’ s seizure of American
property after the Chinese communists took power in 1949.property after the Chinese communists took power in 1949.
The  US  congress  did  not  approve  the  normalization  ofThe  US  congress  did  not  approve  the  normalization  of
economic  relations  with  China  until  a  satisfactory  claimeconomic  relations  with  China  until  a  satisfactory  claim
settlement had been negotiated. settlement had been negotiated. 

ii)ii) Expropriation:  Expropriation:  Differs  somewhat  from confiscation  in  thatDiffers  somewhat  from confiscation  in  that
there  is  some  compensation,  though  not  necessarily  justthere  is  some  compensation,  though  not  necessarily  just
compensation.  More  often  than  not,  a  company  whosecompensation.  More  often  than  not,  a  company  whose
property is being expropriated agrees to sell its operations –property is being expropriated agrees to sell its operations –
not by choice but rather because of some explicit or impliednot by choice but rather because of some explicit or implied
coercion. coercion.   

iii)iii) Nationalization:  Nationalization:  After  property  has  been  confiscated  orAfter  property  has  been  confiscated  or
expropriated it can be either nationalized or domesticated. expropriated it can be either nationalized or domesticated.   

Nationalization involves government ownership, and it is theNationalization involves government ownership, and it is the
government  that  operates  the  business  being  taken  over.government  that  operates  the  business  being  taken  over.
Burma’s  foreign  trade,  for  example,  is  completelyBurma’s  foreign  trade,  for  example,  is  completely
nationalized.  Generally,  this  action affects a whole industrynationalized.  Generally,  this  action affects a whole industry
rather than just a single company. rather than just a single company. 
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iv)iv) Domestication:  Domestication:  In  the  case  of  domestication,  foreignIn  the  case  of  domestication,  foreign
companies  relinquish  control  and  ownership,  eithercompanies  relinquish  control  and  ownership,  either
completely  or  partially  to  the  nationals.  The  result  is  thatcompletely  or  partially  to  the  nationals.  The  result  is  that
private  entities  are  allowed  to  operate  the  confiscated  orprivate  entities  are  allowed  to  operate  the  confiscated  or
expropriated property. expropriated property.   

 The French government,  after finding out  that  the stateThe French government,  after finding out  that  the state
was not sufficiently proficient to run the banking business,was not sufficiently proficient to run the banking business,
developed a plan to sell thirty six French banks. developed a plan to sell thirty six French banks. 

 When  situation  worsened  in  South  Africa  and  politicalWhen  situation  worsened  in  South  Africa  and  political
pressures mounted at home, Pepsi sold its South Africanpressures mounted at home, Pepsi sold its South African
bottling  operations  to  local  investors,  and  Coca  –  Colabottling  operations  to  local  investors,  and  Coca  –  Cola
signaled that it would give control to a local company. signaled that it would give control to a local company. 

Another classification system of political risk is the one used by  Another classification system of political risk is the one used by  RootRoot::
based on this classification, four sets of political risk can be identified:based on this classification, four sets of political risk can be identified:
general  instability  risk,  ownership  /  control  risk,  operation  risk  andgeneral  instability  risk,  ownership  /  control  risk,  operation  risk  and
transfer risk. transfer risk. 

i)i) General instability risk: General instability risk: Is related to the uncertainty aboutIs related to the uncertainty about
the future viability of a host country’s political system. Thethe future viability of a host country’s political system. The
Iranian revolution that overthrew the shah is an example ofIranian revolution that overthrew the shah is an example of
the kind of risk. the kind of risk.   

ii)ii) Ownership / control risk: Ownership / control risk: Is related to the possibility that aIs related to the possibility that a
host  government  might  take actions (e.g.  expropriation)  tohost  government  might  take actions (e.g.  expropriation)  to
restrict an investor’s ownership and control of a subsidiary inrestrict an investor’s ownership and control of a subsidiary in
that host country. that host country.   

iii)iii) Operation risk:Operation risk: Proceeds from the uncertainty that a host Proceeds from the uncertainty that a host
government  might  constrain  the  investor’s  businessgovernment  might  constrain  the  investor’s  business
operations in all areas, including production, marketing andoperations in all areas, including production, marketing and
finance. finance. 
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iv)iv) Transfer  risk:Transfer  risk: Applies  to  any  future  acts  by  a  host Applies  to  any  future  acts  by  a  host
government that might constrain the ability of a subsidiary togovernment that might constrain the ability of a subsidiary to
transfer payments, capital or profit out of the host countrytransfer payments, capital or profit out of the host country
back to the parent firm. back to the parent firm.   

Although the threat of direct confiscation or expropriation has becomeAlthough the threat of direct confiscation or expropriation has become
remote, a new kind of threat has appeared. MNCs have generally beenremote, a new kind of threat has appeared. MNCs have generally been
concerned  with  coups,  expropriation.  The  overseas  private  investmentconcerned  with  coups,  expropriation.  The  overseas  private  investment
corporation  (OPIC)  defines  creeping  expropriation  as  a  set  of  actionscorporation  (OPIC)  defines  creeping  expropriation  as  a  set  of  actions
whose  cumulative  effect  is  to  deprive  investors  of  their  fundamentalwhose  cumulative  effect  is  to  deprive  investors  of  their  fundamental
rights in the investment. Laws that affect corporate ownership, control,rights in the investment. Laws that affect corporate ownership, control,
profit, and re – investment (e.g. currency inconvertibility or cancellationprofit, and re – investment (e.g. currency inconvertibility or cancellation
of import license). of import license). 

2.2.4 Indicators of Political Risks2.2.4 Indicators of Political Risks
To assess a potential marketing environment, a company should identifyTo assess a potential marketing environment, a company should identify
and evaluate the relevant indicators of political difficulty. Potential sourceand evaluate the relevant indicators of political difficulty. Potential source
of political complications include social unrest, the attitudes of nationals,of political complications include social unrest, the attitudes of nationals,
and the policies of the host government. and the policies of the host government. 

i)i) Social unrest Social unrest 
Social  disorder  is  caused  by  such  underlying  conditions  as  economicSocial  disorder  is  caused  by  such  underlying  conditions  as  economic
hardship, internal dissension and insurgency and ideological,  religious,hardship, internal dissension and insurgency and ideological,  religious,
racial and cultural differences. Lebanon has experienced conflict amongracial and cultural differences. Lebanon has experienced conflict among
the Christians, Muslims and other religious groups. the Christians, Muslims and other religious groups.   The Hindu – MuslimThe Hindu – Muslim
conflict in India continues unabated. conflict in India continues unabated. 

A company may not be directly involved in local disputes, but its businessA company may not be directly involved in local disputes, but its business
can still be severely disrupted by such conflicts. can still be severely disrupted by such conflicts. 
ii )Attitudes of nationals ii )Attitudes of nationals 
The national’s  attitude toward foreign enterprises  and citizens can beThe national’s  attitude toward foreign enterprises  and citizens can be
quite  inhospitable.  Nationals  are  often  concerned  with  foreigners’quite  inhospitable.  Nationals  are  often  concerned  with  foreigners’
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intentions in regard to exploitation and colonialism, and these concernsintentions in regard to exploitation and colonialism, and these concerns
are often linked to concerns over foreign governments’ actions that mayare often linked to concerns over foreign governments’ actions that may
be seen as improper. Such attitudes may arise out of local socialist orbe seen as improper. Such attitudes may arise out of local socialist or
nationalist philosophies which may be in conflict with the policy of thenationalist philosophies which may be in conflict with the policy of the
company’s home country government. company’s home country government.   

iii) Policies of the host governmentiii) Policies of the host government
Government  policy  formulation  can  affect  business  operations  eitherGovernment  policy  formulation  can  affect  business  operations  either
internally or externally. The effect is internal when the policy regulatesinternally or externally. The effect is internal when the policy regulates
the firm’s operations with in the home country.  The effect  is  externalthe firm’s operations with in the home country.  The effect  is  external
when the policy regulates the firm’s activity in another country. when the policy regulates the firm’s activity in another country. 

E.g. a company in one country may be prohibited form doing businessE.g. a company in one country may be prohibited form doing business
with  other  countries  that  are  viewed  as  hostile.  A  dispute  over  thewith  other  countries  that  are  viewed  as  hostile.  A  dispute  over  the
boundary between Chile and Argentina prompted Argentina to restrictboundary between Chile and Argentina prompted Argentina to restrict
traditional exports to Chile, including petrochemicals, pharmaceuticals,traditional exports to Chile, including petrochemicals, pharmaceuticals,
vehicles,  and vehicles replacement parts. The restriction disrupted thevehicles,  and vehicles replacement parts. The restriction disrupted the
marketing plans of  General  Motors,  Peugeot  and Renault  all  of  whichmarketing plans of  General  Motors,  Peugeot  and Renault  all  of  which
supplied Chile with automobiles parts from Argentina plants. supplied Chile with automobiles parts from Argentina plants. 

2.2.5 Measures to Curb Political Risks2.2.5 Measures to Curb Political Risks
Political  risk  though impossible  to  eliminate,  can at  the  very  least  bePolitical  risk  though impossible  to  eliminate,  can at  the  very  least  be
minimized.  There  are  several  measures  that  MNCs  can  implement  inminimized.  There  are  several  measures  that  MNCs  can  implement  in
order to discourage a host country from taking control of MNCs assets.order to discourage a host country from taking control of MNCs assets.
Some strategies used by MNCs:Some strategies used by MNCs:

a) Stimulation of the local economya) Stimulation of the local economy
One defensive investment strategy calls for a company to link its businessOne defensive investment strategy calls for a company to link its business
activities with the host country’s national economic interest. activities with the host country’s national economic interest.   

A local economy can be stimulated in a number of different ways. OneA local economy can be stimulated in a number of different ways. One
strategy may involve the company’s purchasing local products and rawstrategy may involve the company’s purchasing local products and raw
materials for its production and operations. By assisting local firms, it canmaterials for its production and operations. By assisting local firms, it can
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develop  local  allies  who  can  provide  variable  political  contacts.  Adevelop  local  allies  who  can  provide  variable  political  contacts.  A
modification of this strategy would be to use subcontractors.modification of this strategy would be to use subcontractors.
Sometimes  local  sourcing  is  compulsory.  Governments  may  requireSometimes  local  sourcing  is  compulsory.  Governments  may  require
products  to  contain  locally  manufactured  components  because  localproducts  to  contain  locally  manufactured  components  because  local
content improves the economy in two ways:content improves the economy in two ways:

 It stimulates demand for domestic components andIt stimulates demand for domestic components and
 It  saves  the  necessities  of  foreign  exchange  transaction.It  saves  the  necessities  of  foreign  exchange  transaction.

Further  investment  in  local  production  facilities  by  theFurther  investment  in  local  production  facilities  by  the
company will please the government that much more. company will please the government that much more. 

b) Employment of nationals b) Employment of nationals 
Frequently foreigners make the simple but costly mistake of assumingFrequently foreigners make the simple but costly mistake of assuming
that citizens of least developing countries are poor by choice. It serves nothat citizens of least developing countries are poor by choice. It serves no
useful  purpose  for  a  company  to  assume  the  local  people  are  lazy,useful  purpose  for  a  company  to  assume  the  local  people  are  lazy,
unintelligent, unmotivated or uneducated. Such an attitude may become aunintelligent, unmotivated or uneducated. Such an attitude may become a
self  –  fulfilling  prophecy.  Thus  the  hiring  of  local  workers  should  goself  –  fulfilling  prophecy.  Thus  the  hiring  of  local  workers  should  go
beyond the filling of labor positions. beyond the filling of labor positions.   

I.e. united Brand’s policy is to hire only locals as managers. I.e. united Brand’s policy is to hire only locals as managers. 

c) Sharing ownershipc) Sharing ownership
Instead of keeping complete ownership for itself, a company should try toInstead of keeping complete ownership for itself, a company should try to
share  ownership  with  others,  especially  with  local  companies.  Oneshare  ownership  with  others,  especially  with  local  companies.  One
method is to convert from a private company to a public one or form amethod is to convert from a private company to a public one or form a
foreign company to local one (Joint venture). foreign company to local one (Joint venture).   

In some overseas business ventures, it is not always necessary to haveIn some overseas business ventures, it is not always necessary to have
local firms as partners. Sometimes having co owners form other nationslocal firms as partners. Sometimes having co owners form other nations
can work  almost  as  well.  Having multiple  nationality  for  internationalcan work  almost  as  well.  Having multiple  nationality  for  international
business projects not only reduces exposures, it also makes it difficult forbusiness projects not only reduces exposures, it also makes it difficult for
the host government to take over the business venture without attendingthe host government to take over the business venture without attending
a number of nations all at once. a number of nations all at once. 
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Another strategy may include voluntary domestication. A case in pointAnother strategy may include voluntary domestication. A case in point
involves Indians foreign exchange regulation act,  which was passed ininvolves Indians foreign exchange regulation act,  which was passed in
1973 to protect domestic industry. The act forbids expatriate companies1973 to protect domestic industry. The act forbids expatriate companies
from holding more that 40%. In India operations, unless the company isfrom holding more that 40%. In India operations, unless the company is
high technology or export oriented. high technology or export oriented. 

A  wise  strategy  may  be  for  the  company  to  retain  the  marketing  orA  wise  strategy  may  be  for  the  company  to  retain  the  marketing  or
technical side of the business while allowing heavy local ownership in thetechnical side of the business while allowing heavy local ownership in the
physical assets and capital investment portion of the investment. physical assets and capital investment portion of the investment. 

d) Being civic minded d) Being civic minded 
To  shed  the  undesirable  perception,  multinationals  should  combineTo  shed  the  undesirable  perception,  multinationals  should  combine
investment  projects  with  civic  projects.  Corporations  rarely  undertakeinvestment  projects  with  civic  projects.  Corporations  rarely  undertake
civic projects out of total generosity, but such projects make economiccivic projects out of total generosity, but such projects make economic
sense in the long run. It is highly desirable to provide basic assistancesense in the long run. It is highly desirable to provide basic assistance
because  many  civic  entities  exist  in  areas  with  slight  or  non-existentbecause  many  civic  entities  exist  in  areas  with  slight  or  non-existent
municipal infrastructures that would normally provide these facilities. municipal infrastructures that would normally provide these facilities.   

e) Political neutrality e) Political neutrality 
For the best long – term interest of the company, it is not wise to becomeFor the best long – term interest of the company, it is not wise to become
involved in political disputes among local groups or between countries. involved in political disputes among local groups or between countries. 

A company should clearly but discreetly state that it is not in the politicalA company should clearly but discreetly state that it is not in the political
business and that its primary concerns are economic in nature. business and that its primary concerns are economic in nature.   

f) Behind the scene lobby f) Behind the scene lobby 
Companies may not only have to lobby in their own country, but they alsoCompanies may not only have to lobby in their own country, but they also
may have to lobby in the host country. Companies may want to do themay have to lobby in the host country. Companies may want to do the
lobbying themselves,  or  they  may  let  their  government  do  it  on theirlobbying themselves,  or  they  may  let  their  government  do  it  on their
behalf.  This  government  can  be  requested  to  apply  pressure  againstbehalf.  This  government  can  be  requested  to  apply  pressure  against
foreign government. foreign government. 

E.g.  many  U.S  clothing  retailers  complained  vigorously  whenE.g.  many  U.S  clothing  retailers  complained  vigorously  when
trade barriers were erected against importation of clothes. trade barriers were erected against importation of clothes. 
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g) Observation of political mood and reduction of exposureg) Observation of political mood and reduction of exposure
Marketers should be sensitive to changes in political mood. A contingencyMarketers should be sensitive to changes in political mood. A contingency
plan should be in readiness when the political climate turns hostile, whenplan should be in readiness when the political climate turns hostile, when
measures  are  necessary  to  reduce  exposure.  Some  major  banks  andmeasures  are  necessary  to  reduce  exposure.  Some  major  banks  and
MNCs took measures to reduce their exposure in France in response to aMNCs took measures to reduce their exposure in France in response to a
fear  that  a  socialist  –  communist  coalition  might  gain  control  of  thefear  that  a  socialist  –  communist  coalition  might  gain  control  of  the
legislature in the election 1978. legislature in the election 1978. 

Check Your Progress ExerciseCheck Your Progress Exercise

1.1. Discuss in detail the type of Government?Discuss in detail the type of Government?
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2.2.  Discuss in detail the indicators of the political risks? Discuss in detail the indicators of the political risks?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
3.3. What are the methods used by the MNCs to curb political risks? What are the methods used by the MNCs to curb political risks? 

ExplainExplain
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                          
4. Discuss the political risks as explained by Charles Degualle?4. Discuss the political risks as explained by Charles Degualle?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
5. Discuss the political risks as explained by Root ?5. Discuss the political risks as explained by Root ?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

2.3 SUMMARY2.3 SUMMARY

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

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

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

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

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

2.4 ANSWER TO CHECK YOUR PROGRESS EXERCISE2.4 ANSWER TO CHECK YOUR PROGRESS EXERCISE

1.1. Refer 2.2.2Refer 2.2.2
2.2. Refer 2.2.4Refer 2.2.4
3.3. Refer 2.2.5Refer 2.2.5
4.4. Refer 2.2.3Refer 2.2.3
5.5. Refer 2.2.3Refer 2.2.3

37



UNIT 3: LEGAL ENVIRONMENTUNIT 3: LEGAL ENVIRONMENT

ContentContent
3.03.0 Aims and ObjectivesAims and Objectives
3.13.1 IntroductionIntroduction
3.23.2 Legal SystemsLegal Systems
3.33.3 Multiplicity of Legal EnvironmentMultiplicity of Legal Environment
3.43.4 The Law and the Marketing MixThe Law and the Marketing Mix
3.53.5 Intellectual PropertyIntellectual Property
3.63.6 Unfair CompetitionUnfair Competition
3.73.7 SummarySummary
3.83.8 Answer to Check Your ProgressAnswer to Check Your Progress

3.0 AIMS AND OBJECTIVE3.0 AIMS AND OBJECTIVE

After studying this unit, you will be able to explain:After studying this unit, you will be able to explain:
-- the types of legal systemsthe types of legal systems
-- the intellectual propertiesthe intellectual properties
-- the type of unfair competitionthe type of unfair competition
-- how the legal system affects the way we do businesshow the legal system affects the way we do business

3.1 INTRODUCTION3.1 INTRODUCTION

Government set rules and regulation to normalize the business activitiesGovernment set rules and regulation to normalize the business activities
while safeguarding the societal well-being. Many of the rules set by thewhile safeguarding the societal well-being. Many of the rules set by the
government may have an adverse effect on the business. Hence forth, thegovernment may have an adverse effect on the business. Hence forth, the
business firm may be aware of the government rules and regulation andbusiness firm may be aware of the government rules and regulation and
accordingly abide by it. Every company's conduct is influenced more andaccordingly abide by it. Every company's conduct is influenced more and
more by the legal process in the society. The legal forces on marketingmore by the legal process in the society. The legal forces on marketing
can be the following:-can be the following:-

 Monetary and fiscal policies- Government spending, tax legislation Monetary and fiscal policies- Government spending, tax legislation 
etc.etc.
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 Social legislation and regulation-Anti pollution law.Social legislation and regulation-Anti pollution law.
 Government relationship with industries- Tariffs and import quotas Government relationship with industries- Tariffs and import quotas 

etc.etc.

The impact of these factors can be wide-ranging and subtle. It can rangeThe impact of these factors can be wide-ranging and subtle. It can range
from the effects of a change in government to the policies persuade byfrom the effects of a change in government to the policies persuade by
individual government department or agencies. Such changes can haveindividual government department or agencies. Such changes can have
important  consequences  both  for  individual  business  and  for  wholeimportant  consequences  both  for  individual  business  and  for  whole
sectors of the economy. sectors of the economy. 

3.2 LEGAL SYSTEM3.2 LEGAL SYSTEM

To  understand  and  appreciate  the  varying  legal  philosophies  amongTo  understand  and  appreciate  the  varying  legal  philosophies  among
countries, it is useful to distinguish between the two major legal systems:countries, it is useful to distinguish between the two major legal systems:
common law and statue law. common law and statue law. 

i)i) A common law systemA common law system
A common law system is a legal system that relies heavily on precedentsA common law system is a legal system that relies heavily on precedents
and conventions. Not so much as statues guide Judges decisions as byand conventions. Not so much as statues guide Judges decisions as by
previous court decisions and interpretations of what certain laws are orprevious court decisions and interpretations of what certain laws are or
should  be.  As  a  result,  these  countries  laws  are  traditions  oriented.should  be.  As  a  result,  these  countries  laws  are  traditions  oriented.
Countries with such a system include the United States, Great Britain,Countries with such a system include the United States, Great Britain,
Canada, India and other British colonies. Canada, India and other British colonies.   

ii)ii) A statue law system A statue law system 
Countries employing a statue law system, also known as code or civil law,Countries employing a statue law system, also known as code or civil law,
included most continental European countries and Japan. Most countriesincluded most continental European countries and Japan. Most countries
– over 70 – are guided by a statue law legal system. As the name implies,– over 70 – are guided by a statue law legal system. As the name implies,
the  main  rules  of  the  law  are  embodied  in  legislative  codes.  Everythe  main  rules  of  the  law  are  embodied  in  legislative  codes.  Every
circumstance is clearly spelled at to indicate what is legal and what iscircumstance is clearly spelled at to indicate what is legal and what is
not. There is also a strict and literal interpretation of the law under thisnot. There is also a strict and literal interpretation of the law under this
system. Therefore, the only major distinction between the systems is thesystem. Therefore, the only major distinction between the systems is the
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freedom of the judge in interpreting laws.  A common law country, thefreedom of the judge in interpreting laws.  A common law country, the
judge’s ability to interpret laws in a personal way gives the judges a greatjudge’s ability to interpret laws in a personal way gives the judges a great
deal of power to apply the laws as it fits the situation. In contrast, a judgedeal of power to apply the laws as it fits the situation. In contrast, a judge
in a civil  law country has a lesser role in using personal judgment toin a civil  law country has a lesser role in using personal judgment to
create or interpret laws because the judge must strictly follow the “lettercreate or interpret laws because the judge must strictly follow the “letter
of the law”. of the law”. 

3.3 MULTIPLICITY OF THE LEGAL SYSTEMS3.3 MULTIPLICITY OF THE LEGAL SYSTEMS

Much like the political environment discussed, there are a multiplicity ofMuch like the political environment discussed, there are a multiplicity of
legal environments: domestic, foreign, and international. legal environments: domestic, foreign, and international. 

i)i) Domestic legal environment Domestic legal environment 
In the domestic environment, a businessperson must abide by the laws ofIn the domestic environment, a businessperson must abide by the laws of
the home country. Such laws can affect both imports and exports.Variousthe home country. Such laws can affect both imports and exports.Various
countries  design  their  legal  system on  which  one  system differs  withcountries  design  their  legal  system on  which  one  system differs  with
others. For e.g. in the case of the united states, items that are ‘restricted’others. For e.g. in the case of the united states, items that are ‘restricted’
but not ‘prohibited’ include automobiles,  cultural  treasures,  more thanbut not ‘prohibited’ include automobiles,  cultural  treasures,  more than
$5000 of cash, firearms, wildlife and fish. Counterfeit products and illegal$5000 of cash, firearms, wildlife and fish. Counterfeit products and illegal
drugs cannot be imported etc. drugs cannot be imported etc. 

ii) Foreign legal environmentii) Foreign legal environment
Once a product crosses a national border, it becomes subject to both an Once a product crosses a national border, it becomes subject to both an 
entirely different set of laws and a new enforcement systems.  entirely different set of laws and a new enforcement systems.  

E.g.1 in China, all joint ventures with foreigners must be audited by theE.g.1 in China, all joint ventures with foreigners must be audited by the
Chinese CPA. This simple requirement is difficult to satisfy because thereChinese CPA. This simple requirement is difficult to satisfy because there
are only about 1000 registered accountants in the country. are only about 1000 registered accountants in the country.   E.g.2 FranceE.g.2 France
bans all imports of crawfish because of the risk of disease etc.  bans all imports of crawfish because of the risk of disease etc.  

ii)ii) International legal environment International legal environment 
In  many  cases,  agreements  between  nations  must  be  secured  beforeIn  many  cases,  agreements  between  nations  must  be  secured  before
marketers can enter a particular market. The airline business provides amarketers can enter a particular market. The airline business provides a
good  illustration  of  such  agreements.  Treaties  among  nations  governgood  illustration  of  such  agreements.  Treaties  among  nations  govern
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international  air  routes.  I.e.,   international  air  routes.  I.e.,   “Warsaw  Convention”“Warsaw  Convention” -  means  the -  means  the
convention for the unification of  certain rules relating to internationalconvention for the unification of  certain rules relating to international
coverage by air signed at Warsaw, 12coverage by air signed at Warsaw, 12 thth October 1929, or that convention October 1929, or that convention
as  amended  at  the  Hague,  28as  amended  at  the  Hague,  28thth September  1995,  whichever  may  be September  1995,  whichever  may  be
applicable. applicable. 

There is no international law- perse that prescribes acceptable and legalThere is no international law- perse that prescribes acceptable and legal
behavior of  international  business enterprises.  There are only nationalbehavior of  international  business enterprises.  There are only national
laws – often in conflict with one another, especially when national politicslaws – often in conflict with one another, especially when national politics
is  involved.  This  complexity  creates  a  special  problem  for  thoseis  involved.  This  complexity  creates  a  special  problem  for  those
companies that do business in various countries, where various laws maycompanies that do business in various countries, where various laws may
demand  contradictory  actions.  Because  of  the  complexity  of  thedemand  contradictory  actions.  Because  of  the  complexity  of  the
international  legal  system,  countries  enter  into  an  agreement  tointernational  legal  system,  countries  enter  into  an  agreement  to
overcome such barriers. Among the most organization, the most active isovercome such barriers. Among the most organization, the most active is
GATT, whose role in the promotion of free trade. GATT, whose role in the promotion of free trade. 

The EC representing its members desire for economic integration strivesThe EC representing its members desire for economic integration strives
for the same goal. An EC ruling can strike down domestic laws that posefor the same goal. An EC ruling can strike down domestic laws that pose
a barrier to the free movement of goods among member countries. a barrier to the free movement of goods among member countries. 

I.e. the case with the West German beer market; which was protected forI.e. the case with the West German beer market; which was protected for
almost 500 years from imported beers by the “Purity of beer” laws. Thisalmost 500 years from imported beers by the “Purity of beer” laws. This
German law requires beer to contain only malted cereals, hops, water andGerman law requires beer to contain only malted cereals, hops, water and
natural yeast and no chemical additives (preservatives and stabilizers).natural yeast and no chemical additives (preservatives and stabilizers).
The purity law applies to beers imported in to Germany but not GermanThe purity law applies to beers imported in to Germany but not German
beers exported into other countries. beers exported into other countries. 

3.4 THE LAW AND THE MARKETING MIX3.4 THE LAW AND THE MARKETING MIX

Government  regulations  are  designed  to  serve  societal  interest  byGovernment  regulations  are  designed  to  serve  societal  interest  by
preserving  business  competition  on  the  one  hand  and  protectingpreserving  business  competition  on  the  one  hand  and  protecting
consumers on the other. Such regulations not only increase a company’sconsumers on the other. Such regulations not only increase a company’s
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cost of doing business, but also affect its marketing strategies. Any one ofcost of doing business, but also affect its marketing strategies. Any one of
the 4p’s of marketing can be affected as illustrated. the 4p’s of marketing can be affected as illustrated. 

i) Product i) Product 
There  are  many  products  that  cannot  be  legally  imported  into  mostThere  are  many  products  that  cannot  be  legally  imported  into  most
countries.  Examples  include  counterfeit  moneycountries.  Examples  include  counterfeit  money,  ,  illicit  drugs,illicit  drugs,
pornographic materials, etc. it is usually also illegal to import live animalspornographic materials, etc. it is usually also illegal to import live animals
and fresh fruits unless accompanied by the required certificates. Furtherand fresh fruits unless accompanied by the required certificates. Further
more, many products have to be modified to conform to local laws beforemore, many products have to be modified to conform to local laws before
these products are allowed to cross the border. The modification may bethese products are allowed to cross the border. The modification may be
quite technical from an engineering standpoint or may only be cosmetic,quite technical from an engineering standpoint or may only be cosmetic,
as in the case of certain packaging change. as in the case of certain packaging change. 

ii) Place ii) Place 
In various countries the restriction in regards to distribution channelsIn various countries the restriction in regards to distribution channels
differs. As a result it affects the firms marketing activities. I.e. in the USAdiffers. As a result it affects the firms marketing activities. I.e. in the USA
a  manufacturer  has  a  number  of  distribution  channels  from which  toa  manufacturer  has  a  number  of  distribution  channels  from which  to
choose as long as competition is not stifled in the process. In most otherchoose as long as competition is not stifled in the process. In most other
countries, the manufacture does not have such freedom. countries, the manufacture does not have such freedom. 

I.e. in Europe independent dealers handle personal computers, but ECI.e. in Europe independent dealers handle personal computers, but EC
regulation  restricts  IBM’s  control  of  the  distribution  for  is  midsizeregulation  restricts  IBM’s  control  of  the  distribution  for  is  midsize
machines. machines. 

In terms of retailing not all types of sellers are available for distributingIn terms of retailing not all types of sellers are available for distributing
the product.  For these,  who do distribute,  effectiveness and efficiencythe product.  For these,  who do distribute,  effectiveness and efficiency
may be severely limited. may be severely limited. 

I.e.  in  Japan,  small  stores  protected  by  law  dominate  the  retailingI.e.  in  Japan,  small  stores  protected  by  law  dominate  the  retailing
industry. The large scale retail store law allows neighboring small storesindustry. The large scale retail store law allows neighboring small stores
to veto any proposed new stores of more that 27,000 square free andto veto any proposed new stores of more that 27,000 square free and
proposed expansion of existing stores. proposed expansion of existing stores. 
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Retailing in a number of counties is also affected by ancient so – calledRetailing in a number of counties is also affected by ancient so – called
blue laws, which bar many shops from being open on Sundays. blue laws, which bar many shops from being open on Sundays. 

I.e.  in  England  and  Wales,  it  is  legal  to  buy  a  pornographic  book  onI.e.  in  England  and  Wales,  it  is  legal  to  buy  a  pornographic  book  on
Sunday but not a Bible; Whisky and Gin but no dried milk in cows; postSunday but not a Bible; Whisky and Gin but no dried milk in cows; post
cards but not birthday cards etc. cards but not birthday cards etc. 

iii)iii) Promotion Promotion 
There are virtually no limits on how much an advertiser can spend forThere are virtually no limits on how much an advertiser can spend for
promotion in the USA, but free spending is usually regarded as improperpromotion in the USA, but free spending is usually regarded as improper
elsewhere. elsewhere. 

Taking  the  view that  advertising is  not  necessary  for  doing business,Taking  the  view that  advertising is  not  necessary  for  doing business,
many countries have direct tax on advertising billings, agencies or media.many countries have direct tax on advertising billings, agencies or media.
Some governments use advertising tax to discourage advertising so thatSome governments use advertising tax to discourage advertising so that
demand and inflation can be cured. Other government use advertisingdemand and inflation can be cured. Other government use advertising
restrictions as a non tariff barrier to foreign exports. restrictions as a non tariff barrier to foreign exports. 

I.e.  Japan  does  not  allow  foreign  cigarettes  to  be  advertised  in  theI.e.  Japan  does  not  allow  foreign  cigarettes  to  be  advertised  in  the
Japanese language. Japanese language. 

Obstacles to overseas advertising can also take a less explicit form. I.e.Obstacles to overseas advertising can also take a less explicit form. I.e.
some countries do not allow advertising materials produced elsewhere tosome countries do not allow advertising materials produced elsewhere to
be shown in the native country. be shown in the native country. 

I.e.  Australia  requires  all  TV  commercials  to  be  filled  by  local  firmI.e.  Australia  requires  all  TV  commercials  to  be  filled  by  local  firm
producers etc. producers etc. 
Another problem that a company must be prepared to deal with is theAnother problem that a company must be prepared to deal with is the
varying interpretations that occur with advertisement. What is acceptablevarying interpretations that occur with advertisement. What is acceptable
to one country may be ‘misleading’ in another. to one country may be ‘misleading’ in another. 

iv)iv) PricePrice
The  general  policy  for  using  price  control  is  to  protect  consumers’The  general  policy  for  using  price  control  is  to  protect  consumers’
interests or to control inflation. Generally the company has no choice butinterests or to control inflation. Generally the company has no choice but
to obey the wage and price control imposed by the government. to obey the wage and price control imposed by the government.   
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Despite the need for price control form time to time, many countries alsoDespite the need for price control form time to time, many countries also
recognize  the  important  role  of  price  competitions.  As  such,  certainrecognize  the  important  role  of  price  competitions.  As  such,  certain
practices that can interfere with market prices are prohibited. In the casepractices that can interfere with market prices are prohibited. In the case
of Germany, the federal cartel may intervene in: of Germany, the federal cartel may intervene in: 

i)i) ‘Resale price agreement’ that recommended upper or lower limit, ‘Resale price agreement’ that recommended upper or lower limit, 
ii)ii) ‘Concerted conduct’ or international parallelism ‘ between firms’ ‘Concerted conduct’ or international parallelism ‘ between firms’ 
iii)iii) Discrimination and boycotts against competitorsDiscrimination and boycotts against competitors
iv)iv) Certain mergers and acquisitionCertain mergers and acquisition
v)v) Certain extensive restraints in connection with license agreementsCertain extensive restraints in connection with license agreements

One  pricing  practice,  that  is  unlawful  in  most  countries  priceOne  pricing  practice,  that  is  unlawful  in  most  countries  price
discrimination. discrimination. 

If  laws  were  to  stay  unchanged,  lawmakers  would  soon  be  out  ofIf  laws  were  to  stay  unchanged,  lawmakers  would  soon  be  out  of
business. There will always be new laws changes in old laws, and newbusiness. There will always be new laws changes in old laws, and new
interpretations  of  existing  laws.  These  changes  can  become  seriousinterpretations  of  existing  laws.  These  changes  can  become  serious
roadblocks for some companies. roadblocks for some companies. 

New laws often present  both  obstacles  and challenges.  As  marketers,New laws often present  both  obstacles  and challenges.  As  marketers,
companies should be on the lookout for any new opportunities that newcompanies should be on the lookout for any new opportunities that new
laws  present  with  rapid  and  request  changes  in  social  and  economiclaws  present  with  rapid  and  request  changes  in  social  and  economic
norms and in regulatory assumptions about such norms, a market oncenorms and in regulatory assumptions about such norms, a market once
closed may suddenly open. closed may suddenly open. 

I.e. because of new laws banks in Switzerland and other countries, onceI.e. because of new laws banks in Switzerland and other countries, once
prevented from issuing true credit cards by their central banks, are nowprevented from issuing true credit cards by their central banks, are now
able to issue visa cards or other cards that extend credit.  Although aable to issue visa cards or other cards that extend credit.  Although a
company must comply with existing laws, it is not entirely at the mercy ofcompany must comply with existing laws, it is not entirely at the mercy of
one country’s laws. one country’s laws. 

I.e.  US marketers of  certain kinds of  sugar substitute;  chemicals andI.e.  US marketers of  certain kinds of  sugar substitute;  chemicals and
pesticides (i.e. DDT) can sell these products else where in spite of thepesticides (i.e. DDT) can sell these products else where in spite of the
ban in the U.S. ban in the U.S. 
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Taiwan’s “three no’s” policy of;Taiwan’s “three no’s” policy of;

i)i) No contactNo contact
ii)ii) No negotiationNo negotiation
iii)iii) No  compromise   with  china  has  not  prevented  Taiwan  business  fromNo compromise   with  china  has  not  prevented  Taiwan  business  from

creating a  $2Billion –  a  year  trade with  China.  They  accomplish suchcreating a  $2Billion –  a  year  trade with  China.  They  accomplish such
trade  by  transshipping  goods  through  Hong  Kong  and  other  thirdtrade  by  transshipping  goods  through  Hong  Kong  and  other  third
country’s parts. country’s parts. 

A multinational enterprise, the multinational company has countervailingA multinational enterprise, the multinational company has countervailing
powers. It may simply choose to leave a country whose laws create towpowers. It may simply choose to leave a country whose laws create tow
many problems to justify the costs of doing business there. If leaving ismany problems to justify the costs of doing business there. If leaving is
neither practical nor desirable, it can work toward affecting changes inneither practical nor desirable, it can work toward affecting changes in
those laws, perhaps with the threat to leaving as a negotiating play. Inthose laws, perhaps with the threat to leaving as a negotiating play. In
some cases law may have intended or unintended technical  loopholes.some cases law may have intended or unintended technical  loopholes.
MNCs with their international network are in a good position to exploitMNCs with their international network are in a good position to exploit
any legal loopholes to their advantage. any legal loopholes to their advantage. 

3.5 INTELLECTUAL PROPERTY3.5 INTELLECTUAL PROPERTY

Intellectual property is a general term that describes inventions or otherIntellectual property is a general term that describes inventions or other
discoveries that have been registered with government authorities for thediscoveries that have been registered with government authorities for the
sale or use by their owner. Such terms as patent, trademark, copyright orsale or use by their owner. Such terms as patent, trademark, copyright or
trade secret fall in to the category of intellectual property. Individuals andtrade secret fall in to the category of intellectual property. Individuals and
firms  have  the  freedom  to  own  and  control  the  rights  to  intellectualfirms  have  the  freedom  to  own  and  control  the  rights  to  intellectual
property (i.e. inventions and creative works). The term patent, trademark,property (i.e. inventions and creative works). The term patent, trademark,
copyright, and trade secret are often used interchangeably. In fact, theycopyright, and trade secret are often used interchangeably. In fact, they
are four basic forms of intellectual property and hold different meaningsare four basic forms of intellectual property and hold different meanings
as illustrated below: - as illustrated below: - 

i) Trade mark: - i) Trade mark: - 
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A trademark is a symbol, work or thing used to identify a product made orA trademark is a symbol, work or thing used to identify a product made or
marketed by a particular firm. marketed by a particular firm.   It becomes a registered trademark whenIt becomes a registered trademark when
the mark is accepted for registration by the trademark office. the mark is accepted for registration by the trademark office. 

ii) Copy right ii) Copy right 
A copy  right  which  is  the  responsibility  of  the  copyright  office  in  theA copy  right  which  is  the  responsibility  of  the  copyright  office  in  the
library  of  congress,  offers  protection  against  unauthorized  copying  bylibrary  of  congress,  offers  protection  against  unauthorized  copying  by
others to an author or artist for his / her literary, musical, dramatic andothers to an author or artist for his / her literary, musical, dramatic and
artistic works. A copyright protects the form of expression rather than theartistic works. A copyright protects the form of expression rather than the
subject  matter.  subject  matter.    The  US  has  finally  joined  the  eighty  –  nation  BerneThe  US  has  finally  joined  the  eighty  –  nation  Berne
convention  for  the  protection  of  literary  and  artistic  works,  allowingconvention  for  the  protection  of  literary  and  artistic  works,  allowing
greater protection against foreign pirating of US copy righted works in 25greater protection against foreign pirating of US copy righted works in 25
additional countries. additional countries. 

iii) Patent iii) Patent 
A patent protects an invention of a scientific or technical nature, it is aA patent protects an invention of a scientific or technical nature, it is a
statutory grant from the government (the patent office) to an inventor instatutory grant from the government (the patent office) to an inventor in
exchange for public disclosure giving the patent holder exclusive right toexchange for public disclosure giving the patent holder exclusive right to
the functional and design inventions patented and excluding other firmthe functional and design inventions patented and excluding other firm
using those inventions for a certain period of time. using those inventions for a certain period of time. 

iv) Trade secret iv) Trade secret 
The term trade secret refers to know – how (i.e. manufacturing methods,The term trade secret refers to know – how (i.e. manufacturing methods,
formulas,  plans  and  so  on)  that  is  kept  secret  with  in  a  particularformulas,  plans  and  so  on)  that  is  kept  secret  with  in  a  particular
business. This know – how, generally unknown in the industry, may offerbusiness. This know – how, generally unknown in the industry, may offer
the firm a competitive advantages. the firm a competitive advantages. 

3.6 UNFAIR COMPETITION 3.6 UNFAIR COMPETITION 

Even though, there are firms who would like to enjoy their sweats, thereEven though, there are firms who would like to enjoy their sweats, there
are also business who would like to prosper via short cut. These firms areare also business who would like to prosper via short cut. These firms are
unfairly competing with their competitors.  The government role in theunfairly competing with their competitors.  The government role in the
free market economy is to regulate unfair competition by preserving offree market economy is to regulate unfair competition by preserving of
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the  intellectual  properties.  Some  of  the  unfair  competition  takes  thethe  intellectual  properties.  Some  of  the  unfair  competition  takes  the
following forms:following forms:

i)i) Infringement Infringement 
Infringement  occurs  when  there  is  commercial  use  (i.e.  recopying  orInfringement  occurs  when  there  is  commercial  use  (i.e.  recopying  or
imitating)  without  owner's  consent,  with  the  intent  of  confusing  orimitating)  without  owner's  consent,  with  the  intent  of  confusing  or
deceiving the public. deceiving the public. 
I.e. Texas instruments charged that eight Japanese firms make memoryI.e. Texas instruments charged that eight Japanese firms make memory
chips based on its patent after the expiration of license agreements, andchips based on its patent after the expiration of license agreements, and
the US Company was able to force the Japanese firms to pay nearly $300the US Company was able to force the Japanese firms to pay nearly $300
million in royalties. million in royalties. 

ii) Counterfeiting ii) Counterfeiting 
Counterfeiting is  the practice of  unauthorized and illegal  copying of  aCounterfeiting is  the practice of  unauthorized and illegal  copying of  a
product. In essence, it involves infringement on a patent or trademark orproduct. In essence, it involves infringement on a patent or trademark or
both. I.e. according to the Us Lanham Act, a counterfeit trademark is aboth. I.e. according to the Us Lanham Act, a counterfeit trademark is a
“spurious  trade  mark,  which  is  identical  with,  or  substantially“spurious  trade  mark,  which  is  identical  with,  or  substantially
indistinguishable  from a  registered  trademark.”  Section  42  of  the  USindistinguishable  from a  registered  trademark.”  Section  42  of  the  US
trademark Act of 1942 prohibits imports of counterfeit goods in to thetrademark Act of 1942 prohibits imports of counterfeit goods in to the
United States. In South Korea – it is not a matter of priority. There areUnited States. In South Korea – it is not a matter of priority. There are
several level of counterfeiting. several level of counterfeiting. 

1.1. The true counterfeit  The true counterfeit  productproduct,  ,  which uses the name of the originalwhich uses the name of the original
and looks like it. and looks like it. 

2.2. A look – alike A look – alike or knock off, which duplicates the organize design butor knock off, which duplicates the organize design but
does not use its name. does not use its name. 

3.3. Reproduction or replica, Reproduction or replica, a close but not exact copy anda close but not exact copy and  
4.4. Imitation or associative counterfeit, Imitation or associative counterfeit, which is a cheap but poor copywhich is a cheap but poor copy

of the original. of the original. 

But, it is illegal use of the name and a product shape that differs littleBut, it is illegal use of the name and a product shape that differs little
form the original that leads consumers to associate an imitation with theform the original that leads consumers to associate an imitation with the
original. original. 

47



iii) Gray marketiii) Gray market
 A  gray  market  exists  when  a  manufacture  ends  up  with  unintended A  gray  market  exists  when  a  manufacture  ends  up  with  unintended
channel  of  distribution  that  performs  activities  similar  to  the  plannedchannel  of  distribution  that  performs  activities  similar  to  the  planned
channel  –  hence  the  term  parallel  distribution.  Through  this  extrachannel  –  hence  the  term  parallel  distribution.  Through  this  extra
channel, gray market goods move, internationally as well as domestically.channel, gray market goods move, internationally as well as domestically.
In an international context, a gray market product is one imported by anIn an international context, a gray market product is one imported by an
unauthorized party. Products notably affected by this method of operationunauthorized party. Products notably affected by this method of operation
include watches, cameras, automobiles, perfumes and electronic goods. include watches, cameras, automobiles, perfumes and electronic goods. 

iv) Bribery iv) Bribery 
Bribery is both unethical and illegal. A closer look, however, reveals thatBribery is both unethical and illegal. A closer look, however, reveals that
bribery  is  not  really  that  straight  forward  an  issue.  There  are  manybribery  is  not  really  that  straight  forward  an  issue.  There  are  many
questions about what bribery is, how it is used, and why it is used. Thequestions about what bribery is, how it is used, and why it is used. The
ethical  and  legal  problems  associated  with  bribery  can  also  be  quietethical  and  legal  problems  associated  with  bribery  can  also  be  quiet
complex.  I.e.  according  to  the  foreign  corrupt  practices  Act  of  1997,complex.  I.e.  according  to  the  foreign  corrupt  practices  Act  of  1997,
bribery is “the use of intensive commerce to offer, pay, promise to pay, orbribery is “the use of intensive commerce to offer, pay, promise to pay, or
authorize giving anything of value to influence an act or decision by aauthorize giving anything of value to influence an act or decision by a
foreign  government,  politician  or  political  party  to  assist  in  obtaining,foreign  government,  politician  or  political  party  to  assist  in  obtaining,
retaining, or directing business to any person.  A bribe is also known as aretaining, or directing business to any person.  A bribe is also known as a
“pay off” “grease money” “lubricant” “little envelop” or “bite”, and under –“pay off” “grease money” “lubricant” “little envelop” or “bite”, and under –
the – table – payment as well as by other terms. A bribe may take the formthe – table – payment as well as by other terms. A bribe may take the form
of cash, gifts, jobs and free trips. of cash, gifts, jobs and free trips. 

Check Your Progress ExerciseCheck Your Progress Exercise
1.1. Explain the two legal Systems? And bring about the differencesExplain the two legal Systems? And bring about the differences
                                                                                                                                                                                                                                                                          
                                                                                                                                                                                                                                                                          
2.2. Explain in detail how the legal system affects the marketing mix?Explain in detail how the legal system affects the marketing mix?
                                                                                                                                                                                                                                                                          
                                                                                                                                                                                                                                                                          

48



3.3. Discuss the Intellectual Properties In detail?Discuss the Intellectual Properties In detail?
                                                                                                                                                                                                                                                                          
                                                                                                                                                                                                                                                                          
4.4. Discuss in detail the unfair competition?Discuss in detail the unfair competition?
                                                                                                                                                                                                                                                                          
                                                                                                                                                                                                                                                                          
5.5. Explain the multiplicity of the legal Systems?Explain the multiplicity of the legal Systems?
                                                                                                                                                                                                                                                                          
                                                                                                                                                                                                                                                                          

3.7 SUMMARY  3.7 SUMMARY  

Because of the variety of legal systems and the different interpretationsBecause of the variety of legal systems and the different interpretations
and  enforcement  mechanisms,  the  discussion  must,  of  necessity,  beand  enforcement  mechanisms,  the  discussion  must,  of  necessity,  be
somewhat general. Based on the same rationale, it is impossible for thesomewhat general. Based on the same rationale, it is impossible for the
top management and legal staff at corporate headquarters to completelytop management and legal staff at corporate headquarters to completely
master  the  knowledge  of  foreign  law  on  their  own.  To  appreciate  themaster  the  knowledge  of  foreign  law  on  their  own.  To  appreciate  the
problem and subtlety of foreign law, it is clearly necessary to consult localproblem and subtlety of foreign law, it is clearly necessary to consult local
attorneys to find out how a company’s operation may be constrained byattorneys to find out how a company’s operation may be constrained by
particular laws. To deal with problems related to bribery, incorporation,particular laws. To deal with problems related to bribery, incorporation,
counterfeiting  and  infringement,  the  services  of  local  attorneys  arecounterfeiting  and  infringement,  the  services  of  local  attorneys  are
essential. Just as essential is the corporation of the governments of bothessential. Just as essential is the corporation of the governments of both
the  host  and  home  countries.  The  legal  environment  is  dynamic  withthe  host  and  home  countries.  The  legal  environment  is  dynamic  with
different  countries  claiming  jurisdiction  (or  lack  of  jurisdiction)  overdifferent  countries  claiming  jurisdiction  (or  lack  of  jurisdiction)  over
business  operations.  The  interaction  among  domestic,  foreign,  andbusiness  operations.  The  interaction  among  domestic,  foreign,  and
international  legal  environments  creates  new obstacles  as  well  as  newinternational  legal  environments  creates  new obstacles  as  well  as  new
opportunities. opportunities. 

3.9ANSWER TO CHECK YOUR PROGRESS EXERCISE3.9ANSWER TO CHECK YOUR PROGRESS EXERCISE

1.1. Refer Section 3.2Refer Section 3.2
2.2. Refer Section 3.4Refer Section 3.4
3.3. Refer Section 3.5Refer Section 3.5
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4.4. Refer Section 3.6Refer Section 3.6
5.5. Refer Section 3.3Refer Section 3.3
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UNIT 4 : CULTURAL ENVIRONMENTUNIT 4 : CULTURAL ENVIRONMENT

ContentsContents
4.04.0 Aims and ObjectivesAims and Objectives
4.14.1 IntroductionIntroduction
4.24.2 Meaning Meaning 
4.34.3 Characteristics of a CultureCharacteristics of a Culture
4.44.4 Influence of CultureInfluence of Culture
4.54.5 SubcultureSubculture

4.5.1 Definition4.5.1 Definition
4.5.2 Function of Subculture4.5.2 Function of Subculture
4.5.3 Basis of Subculture 4.5.3 Basis of Subculture 

4.64.6 SummarySummary
4.74.7 Answer to check your ProgressAnswer to check your Progress

4.0 AIMS AND OBJECTIVES4.0 AIMS AND OBJECTIVES

After studying this unit, you will be able to explainAfter studying this unit, you will be able to explain
-- the meaning of culturethe meaning of culture
-- the characteristics of culturethe characteristics of culture
-- the influence of culturethe influence of culture
-- what subculture is.what subculture is.

4.1 INTRODUCTION4.1 INTRODUCTION

The task facing marketing executives is becoming more complex becauseThe task facing marketing executives is becoming more complex because
our culture patterns- life styles, social values, beliefs-are changing muchour culture patterns- life styles, social values, beliefs-are changing much
more quickly than they used to. People start seeking value, quality, andmore quickly than they used to. People start seeking value, quality, and
safety  in  the  products  they  buy.  They  have  started  concerning  aboutsafety  in  the  products  they  buy.  They  have  started  concerning  about
education,  retraining  of  workers,  about  air  and  water  pollution,  solideducation,  retraining  of  workers,  about  air  and  water  pollution,  solid
waste disposal (distraction of rain forests and other natural resources. waste disposal (distraction of rain forests and other natural resources. 
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The social factors of the nation, including their changes through time,The social factors of the nation, including their changes through time,
have great impact on the marketing strategies of firms. The long-termhave great impact on the marketing strategies of firms. The long-term
social changes are the major interest of this course.social changes are the major interest of this course.

Today,  there  is  a  great  change  in  social  outlook  for  the  marketableToday,  there  is  a  great  change  in  social  outlook  for  the  marketable
products  and  business  firms  have  also  possibilities  to  utilize  theseproducts  and  business  firms  have  also  possibilities  to  utilize  these
opportunities.  The  study  of  these  social  trends  such  as:  The  rate  ofopportunities.  The  study  of  these  social  trends  such  as:  The  rate  of
population growth, The rate of employment, trends in consumption.population growth, The rate of employment, trends in consumption.

Deferent patterns of moral authority, as religions decline, grow or areDeferent patterns of moral authority, as religions decline, grow or are
substituted by new and often divergent moral norms, Lifestyle of multisubstituted by new and often divergent moral norms, Lifestyle of multi
cultural population etc.cultural population etc.

In order to develop an appreciation for the role of culture in society asIn order to develop an appreciation for the role of culture in society as
well as the marketing implications of culture, this chapter explores thewell as the marketing implications of culture, this chapter explores the
following: following: 

i)i) What culture is What culture is 
ii)ii) What its characteristics are, and What its characteristics are, and 
iii)iii)How culture affects consumer behaviorHow culture affects consumer behavior

The  varying  methods  of  developing  cross  –  cultural  communication,The  varying  methods  of  developing  cross  –  cultural  communication,
verbally and otherwise are discussed. And population homogeneity withverbally and otherwise are discussed. And population homogeneity with
in a country is an exception rather than a rule; it is necessary to examinein a country is an exception rather than a rule; it is necessary to examine
the relevance and basis of sub-cultural groups. the relevance and basis of sub-cultural groups. 

4.2 MEANING 4.2 MEANING 

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

4.3 CHARACTERISTICS OF CULTURE4.3 CHARACTERISTICS OF CULTURE
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Culture, an inclusive term, can be conceptualized in many different ways. Culture, an inclusive term, can be conceptualized in many different ways. 
Not surprisingly, the concept is often accompanies by numerous Not surprisingly, the concept is often accompanies by numerous 
definitions. definitions. 

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

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

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

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

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

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

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

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

a) Culture is prescriptivea) Culture is prescriptive
Culture set the kinds of behavior considered acceptable in the society.Culture set the kinds of behavior considered acceptable in the society.
That  is,  certain  behavior  is  not  acceptable  in  some  countries.  TheThat  is,  certain  behavior  is  not  acceptable  in  some  countries.  The
prescriptive  characteristics  of  culture  simplify  a  consumer  decisionprescriptive  characteristics  of  culture  simplify  a  consumer  decision
making process by limiting product choices to those which are sociallymaking process by limiting product choices to those which are socially
acceptable. acceptable. 
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These same characteristics  create  problems for  those  products  not  inThese same characteristics  create  problems for  those  products  not  in
tune with the consumer’s cultural beliefs. tune with the consumer’s cultural beliefs. 

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

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

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

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

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

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

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

d) Culture is learnedd) Culture is learned
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Culture is not inherited genetically – it must be acquired. Socialization orCulture is not inherited genetically – it must be acquired. Socialization or
enculturation  occurs  when  a  person  absorbs  or  learns  the  culture  inenculturation  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 awhich 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 ofsociety other than the one in which he or she was raised, the process of
acculturation occurs. acculturation occurs.   

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

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

e) Culture is subjectivee) Culture is subjective
People in different  cultures often have different  ideas about the samePeople in different  cultures often have different  ideas about the same
object. What is acceptable in one culture may not necessarily be so inobject. What is acceptable in one culture may not necessarily be so in
another. another.   

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

In  Indian,  an entirely  different  set  of  cultural  rules  applies.  A womanIn 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 –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. be. When she marries, her family must offer a dowry to the bridegroom. 

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

I.e.  India and China, despite serve overcrowding, have a great deal ofI.e. India and China, despite serve overcrowding, have a great deal of
difficulty with birth control. difficulty with birth control. 
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g) Culture is cumulativeg) Culture is cumulative
Culture is based on hundreds or even thousands of years accumulatedCulture is based on hundreds or even thousands of years accumulated
circumstances. Each generation adds something of its own to the culturecircumstances. Each generation adds something of its own to the culture
before passing the heritage on to the next generation. before passing the heritage on to the next generation.   

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

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

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

The dynamic aspect of culture and make some products absolute and canThe dynamic aspect of culture and make some products absolute and can
usher in new buying habits. Because values and ideas change over time,usher in new buying habits. Because values and ideas change over time,
marketers must keep up with changes in tastes in order to capitalize onmarketers must keep up with changes in tastes in order to capitalize on
new cultural trends. new cultural trends. 
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4.4 INFLUENCE OF CULTURE4.4 INFLUENCE OF CULTURE

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

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

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

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

 Muslims  do  not  purchase  chickens  unless  they  have  beenMuslims  do  not  purchase  chickens  unless  they  have  been
hallaled. hallaled. 

 In Jewish no consumptions of porkIn Jewish no consumptions of pork
 Alcoholic beverages restricted in Islamic countries. Etc. Alcoholic beverages restricted in Islamic countries. Etc. 

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

I.e.  project  heads  launching  a  venture  in  a  less  development  countryI.e.  project  heads  launching  a  venture  in  a  less  development  country
should consider the following guidelines. should consider the following guidelines. 
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 Resist the tendency to conduct business immediately on landingResist the tendency to conduct business immediately on landing
 Resist the tendency to conduct business at all timesResist the tendency to conduct business at all times
 Consider doing favors as a business tool to generate alliesConsider doing favors as a business tool to generate allies
 Contact,  cultivate,  and  conduct  field  work  among  at  least  oneContact,  cultivate,  and  conduct  field  work  among  at  least  one

sample clientele to serve as an initial testing center for the firm’ssample clientele to serve as an initial testing center for the firm’s
product. product. 

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

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

iii) Influence of culture on communication process iii) Influence of culture on communication process 
A country may be classified as either a high – context culture or a low –A country may be classified as either a high – context culture or a low –
context culture. context culture.   

The  context  of  culture  is  either  high  or  low  in  terms  of  in  –  depthThe  context  of  culture  is  either  high  or  low  in  terms  of  in  –  depth
background information. This classification provides an understanding ofbackground information. This classification provides an understanding of
various  cultural  orientations  and  explains  how  communication  isvarious  cultural  orientations  and  explains  how  communication  is
conveyed and perceived. conveyed and perceived. 

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

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

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

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

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

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

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

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

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

4.5 SUB CULTURE4.5 SUB CULTURE
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Because of deferring, cultures, world wide consumer homogeneity doesBecause of deferring, cultures, world wide consumer homogeneity does
not  exist.   Neither  does it  exist  in  the USA.  Deference's  is  consumednot  exist.   Neither  does it  exist  in  the USA.  Deference's  is  consumed
groups are everywhere.  There are white, black, Jewish, catholic, truckgroups are everywhere.  There are white, black, Jewish, catholic, truck
driver,  young,  old,  eastern,  and  western  consumers,  among  otherdriver,  young,  old,  eastern,  and  western  consumers,  among  other
numerous  groups.   Communication  problems  between  speakers  ofnumerous  groups.   Communication  problems  between  speakers  of
different languages are apparent to all, but people who presumably speakdifferent languages are apparent to all, but people who presumably speak
the same language may also encounter serious communication problems.the same language may also encounter serious communication problems.

4.5.1 Meaning of Subculture4.5.1 Meaning of Subculture

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

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

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

4.5.2 Functions of Subculture4.5.2 Functions of Subculture
Subculture is important to person because it serves at least three Subculture is important to person because it serves at least three 
important functions:important functions:

i)i)   Group identificationGroup identification

ii)ii) A network of groups and institutions andA network of groups and institutions and
iii)iii) A frame of referencesA frame of references

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

b) A network of groups and institutionsb) A network of groups and institutions

A  subculture  also  often  a  patented  networks  of  communication.   AA  subculture  also  often  a  patented  networks  of  communication.   A
subculture provides for  the maintenance of  primary relationships  withsubculture provides for  the maintenance of  primary relationships  with
others in the same subculture. Briefly speaking, it makes available theothers in the same subculture. Briefly speaking, it makes available the
means of contact through a communication network.means of contact through a communication network.

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

4.5.3 Basis of  Subculture4.5.3 Basis of  Subculture
There are many ways to classify subcultures.  Although race or ethnicThere are many ways to classify subcultures.  Although race or ethnic
origin is one obvious way, it is not the only one.  Other demographic andorigin is one obvious way, it is not the only one.  Other demographic and
social variables can be just as suitable for establishing subcultures withinsocial variables can be just as suitable for establishing subcultures within
a nation.  As explained by valentine, the list only begins with:a nation.  As explained by valentine, the list only begins with:

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

b)b) Ethnic collectives - E.g. Blacks, Jews, Whites Ethnic collectives - E.g. Blacks, Jews, Whites 
c)c) Regional populations  - Southerners, Midwesterners;Regional populations  - Southerners, Midwesterners;
d)d) Age grades  - Adolescents, youth Age grades  - Adolescents, youth 
e)e) Community types  - Urban, RuralCommunity types  - Urban, Rural
f)f) Institutional complexes  - Education, penal establishmentsInstitutional complexes  - Education, penal establishments
g)g) Occupational groupings  - Various professionsOccupational groupings  - Various professions
h)h) Religious bodies  - Catholics, Orthodox, MuslimsReligious bodies  - Catholics, Orthodox, Muslims
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i)i) Political entities  - Revolutionary groups,Political entities  - Revolutionary groups,
j)j) General of intellectuals orientation, such as 'scientists' and General of intellectuals orientation, such as 'scientists' and 

intellectualsintellectuals
k)k) What are categories of moral evaluation, ranging from What are categories of moral evaluation, ranging from 

'respectable' to the 'disreputable' and the 'unworthy' poor.'respectable' to the 'disreputable' and the 'unworthy' poor.

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

Check your Progress ExerciseCheck your Progress Exercise

1. Define the term Culture? And discuss its characteristics?1. Define the term Culture? And discuss its characteristics?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

2.Duiscuss in detail the influence of culture?2.Duiscuss in detail the influence of culture?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

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

4.Discuss in detail the function of Subculture?4.Discuss in detail the function of Subculture?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

4.6 SUMMARY4.6 SUMMARY

Culture prescribes acceptable beliefs, traditions, customs, and values thatCulture prescribes acceptable beliefs, traditions, customs, and values that
are then socially shared.  Culture is subjective, enduring yet dynamic, andare then socially shared.  Culture is subjective, enduring yet dynamic, and
ambulate.   It  affects  people’s  behavior  in  divers  ways  through  logic,ambulate.   It  affects  people’s  behavior  in  divers  ways  through  logic,
communication,  and  consumption.   Although  some  cultural  traits  arecommunication,  and  consumption.   Although  some  cultural  traits  are
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universal, many others are unique and vary from country to country.  Anduniversal, many others are unique and vary from country to country.  And
in spite of national norms, cultural differences as a rule even exist withinin spite of national norms, cultural differences as a rule even exist within
each country. each country. 

Because marketing takes place with in a given culture, a firms marketingBecause marketing takes place with in a given culture, a firms marketing
plan takes on meaning or is appropriate only when it is relevant to thatplan takes on meaning or is appropriate only when it is relevant to that
culture.culture.

As  a  result,  the firms marketing mix  may have to  undergo significantAs  a  result,  the firms marketing mix  may have to  undergo significant
adaptation and adjustment.  Effective marketing in this environment willadaptation and adjustment.  Effective marketing in this environment will
thus mandate that the company be culturally responsive.thus mandate that the company be culturally responsive.

4.7 ANSWER TO CHECK YOUR PROGRESS EXERCISE 4.7 ANSWER TO CHECK YOUR PROGRESS EXERCISE 

1. Refer Sections 4.2 1. Refer Sections 4.2 
2.2. Refer Section 4.2.2Refer Section 4.2.2
3.3. Refer Section 4.3Refer Section 4.3
4.4. Refer Section 4.4Refer Section 4.4
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UNIT : 5 ECONOMIC ENVIRONMENTUNIT : 5 ECONOMIC ENVIRONMENT

ContentsContents
5.0 Aims and Objectives5.0 Aims and Objectives
5.1 Introduction5.1 Introduction

 5.2 Economic System 5.2 Economic System
   5.2.1Command Economy   5.2.1Command Economy

5.2.2 Market Economy5.2.2 Market Economy
5.2.35.2.3 Mixed EconomyMixed Economy

5.3 Production Possibility Frontier5.3 Production Possibility Frontier
5.4 Trade Theories5.4 Trade Theories

5.4.1Principles of Absolute Advantage5.4.1Principles of Absolute Advantage
5.4.15.4.1 Principles of Comparative AdvantagePrinciples of Comparative Advantage
5.4.25.4.2 Factors Endowment TheoryFactors Endowment Theory

5.55.5 Trade BarriersTrade Barriers
5.5.1 Tariff Barriers5.5.1 Tariff Barriers
5.5.25.5.2 Non-Tariff BarriersNon-Tariff Barriers

5.65.6 Economic CooperationEconomic Cooperation
5.6.25.6.2 Free Trade AreaFree Trade Area
5.6.35.6.3 Customs UnionCustoms Union
5.6.45.6.4 Common MarketCommon Market
5.6.55.6.5 Economic and Monetary UnionEconomic and Monetary Union
5.6.65.6.6 Political UnionPolitical Union

5.75.7 SummarySummary
5.85.8 Answer to Check Your Progress ExerciseAnswer to Check Your Progress Exercise

5.0 AIMS AND OBJECTIVES5.0 AIMS AND OBJECTIVES

After studying this unit, you will be able to explainAfter studying this unit, you will be able to explain
-- what economic environment iswhat economic environment is
-- the various tariff and non tariff barriersthe various tariff and non tariff barriers
-- the economic cooperation.the economic cooperation.
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5.1 INTRODUCTION5.1 INTRODUCTION

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

There is also a range of economic factors at an industry level such as theThere is also a range of economic factors at an industry level such as the
availability of land, capital and labor in different economies and regions.availability of land, capital and labor in different economies and regions.
In economic language, the three central economic tasks of every societyIn economic language, the three central economic tasks of every society
are really about choices among on economy's inputs and outputs.are really about choices among on economy's inputs and outputs.

Inputs  are  commodities  or  services  used  by  firms  in  their  productInputs  are  commodities  or  services  used  by  firms  in  their  product
processes.  Outputs  are  the  various  useful  goods  or  services  that  areprocesses.  Outputs  are  the  various  useful  goods  or  services  that  are
either consumed or employed in further production.either consumed or employed in further production.

We classify  inputs,  also  called  factors  of  production,  into  three  broadWe classify  inputs,  also  called  factors  of  production,  into  three  broad
categorized land, labor and capital.categorized land, labor and capital.

1.1. Land – or more generally natural resources represents the gift ofLand – or more generally natural resources represents the gift of
nature  to  our  production  processes.  It  consists  of  land used  fornature  to  our  production  processes.  It  consists  of  land used  for
farming or for underpinning houses, factories and roads etc.farming or for underpinning houses, factories and roads etc.

2.2. Labor – consists of the human time spent in production – working inLabor – consists of the human time spent in production – working in
automobile, factories, teaching school etc.automobile, factories, teaching school etc.

Capital – resources form the durable goods of an economy, produced inCapital – resources form the durable goods of an economy, produced in
order to produce yet other goods. Capital goods include machines, roads,order to produce yet other goods. Capital goods include machines, roads,
computers, hammers, trucks etc.computers, hammers, trucks etc.
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5.2 ECONOMIC SYSTEMS5.2 ECONOMIC SYSTEMS

In the earliest societies, custom ruled every facet of behavior. What, howIn the earliest societies, custom ruled every facet of behavior. What, how
and for whom were decided by tradition passed on from elders to youth.and for whom were decided by tradition passed on from elders to youth.
Different  societies  face  the  demands  for  change  through  alternativeDifferent  societies  face  the  demands  for  change  through  alternative
economic systems and economic studies the different mechanisms that aeconomic systems and economic studies the different mechanisms that a
society can use to allocate its scarce resources.society can use to allocate its scarce resources.

Economic organization can be briefly discussed as follows: Economic organization can be briefly discussed as follows: 

5.2.1 Command Economy5.2.1 Command Economy
A command economy is one in which the government makes all decisionsA command economy is one in which the government makes all decisions
about  production  and  distribution.  In  a  command  economy,  theabout  production  and  distribution.  In  a  command  economy,  the
government owns considerable fractions of the means of production (landgovernment owns considerable fractions of the means of production (land
and capital). It also own and directs the operations of enterprises in mostand capital). It also own and directs the operations of enterprises in most
industries. It is the employer of most workers and tells them how to doindustries. It is the employer of most workers and tells them how to do
their job. And the government in a command economy decides how thetheir job. And the government in a command economy decides how the
output of the society to be divided among different goods and services.output of the society to be divided among different goods and services.

5.2.2 Market Economy5.2.2 Market Economy
A market economy is one in which individuals and private firms make theA market economy is one in which individuals and private firms make the
major decisions about production and consumption. A system of prices, ofmajor decisions about production and consumption. A system of prices, of
markets, of profits and losses, of incentives and rewards determine what,markets, of profits and losses, of incentives and rewards determine what,
how and for whom. Firms produce the commodities that yield the highesthow and for whom. Firms produce the commodities that yield the highest
profits (the what) by the technique of production that are least costly (theprofits (the what) by the technique of production that are least costly (the
how). Consumption is determined by individual decisions about how tohow). Consumption is determined by individual decisions about how to
spend  the  wages  and  property  incomes  generated  by  their  labor  andspend  the  wages  and  property  incomes  generated  by  their  labor  and
property of consuming (the for whom). property of consuming (the for whom). 

5.2.3 Mixed Economy5.2.3 Mixed Economy
With elements of market and command, there has never been a 100%With elements of market and command, there has never been a 100%
market economy. Today most decisions are made in the market place. Butmarket economy. Today most decisions are made in the market place. But
the government plays an important role in modifying the functioning ofthe government plays an important role in modifying the functioning of
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the market. Government sets laws and rules that regulate economic life,the market. Government sets laws and rules that regulate economic life,
produces educational and police services, and regulates production andproduces educational and police services, and regulates production and
business.business.

5.3 PRODUCTION POSSIBILITY FRONTIER5.3 PRODUCTION POSSIBILITY FRONTIER

Life is full of choices. Because resources are scarce, we must constantlyLife is full of choices. Because resources are scarce, we must constantly
decide what to do with our limited time and income.decide what to do with our limited time and income.
i.e., i.e., 

-- Should we go to a movie or read a book?Should we go to a movie or read a book?
-- Should we travel or buy a car?Should we travel or buy a car?
-- Should we get postgraduate or begin work?Should we get postgraduate or begin work?

In each of these cases, making a choice in the world of scarcity requiresIn each of these cases, making a choice in the world of scarcity requires
us to give up something else, costing us the opportunity to do somethingus to give up something else, costing us the opportunity to do something
else. The alternative forgone is the opportunity cost.else. The alternative forgone is the opportunity cost.

The opportunity cost of a decision arises because choosing one thing in aThe opportunity cost of a decision arises because choosing one thing in a
world of scarcity means giving up something else. The opportunity cost isworld of scarcity means giving up something else. The opportunity cost is
the value of the good or service forgone.the value of the good or service forgone.
The  production  –  possibility  curve  shows  the  maximum  amounts  ofThe  production  –  possibility  curve  shows  the  maximum  amounts  of
production that can be obtained by an economy, given the technologicalproduction that can be obtained by an economy, given the technological
knowledge and quantity  of  inputs  available.  The production possibilityknowledge and quantity  of  inputs  available.  The production possibility
curve represents the menu of choices available to society.curve represents the menu of choices available to society.

Consider  an  economy  with  only  so  much  labor,  so  much  technicalConsider  an  economy  with  only  so  much  labor,  so  much  technical
knowledge, so many factories and tools and so much land, waterpowerknowledge, so many factories and tools and so much land, waterpower
and natural resources. In deciding what shall be produced and how, theand natural resources. In deciding what shall be produced and how, the
economy is deciding in reality just how to allocate its resources amongeconomy is deciding in reality just how to allocate its resources among
the thousands of different possible commodities. How much land shouldthe thousands of different possible commodities. How much land should
go  into  wheat  growing?  Or  into  housing  the  population?  How  manygo  into  wheat  growing?  Or  into  housing  the  population?  How  many
factories  will  produce computers? How many will  make pizzas? Thesefactories  will  produce computers? How many will  make pizzas? These
issues are complicated even to discuss. Therefore, we must simplify. Letissues are complicated even to discuss. Therefore, we must simplify. Let

67



us  assume  that  only  two  economic  goods  are  to  be  produced.  Forus  assume  that  only  two  economic  goods  are  to  be  produced.  For
dramatic  purposes  we  can  select  Guns  and  Butter  to  illustrate  thedramatic  purposes  we  can  select  Guns  and  Butter  to  illustrate  the
problem of choosing between military spending and civilians goods.problem of choosing between military spending and civilians goods.

We can represent our economy's production possibilities more vividly inWe can represent our economy's production possibilities more vividly in
the diagram shown. This diagram measures Butter along the horizontalthe diagram shown. This diagram measures Butter along the horizontal
axis and Guns along the vertical one.axis and Guns along the vertical one.

Alternative Production Possibilities
PossibilitiesPossibilities Butter (Millions ofButter (Millions of

pounds)pounds)
Guns (Thousands)Guns (Thousands)

AA
BB
CC
DD
EE
FF

00
11
22
33
44
55

1515
1414
1212
99
55
00
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A

B

C

D

E

F

1515

1414

1212

99

55

             0     0      1     1         2        2         3        3         4        4        5       5

Suppose the economy throws all  its energy into producing the civilianSuppose the economy throws all  its energy into producing the civilian
good, Butter. Suppose 5 million pounds of Butter is the maximum amountgood, Butter. Suppose 5 million pounds of Butter is the maximum amount
that can be produced with the existing technology and resources. At thethat can be produced with the existing technology and resources. At the
other  extreme,  imagine  that  all  resources  are  instead  devoted  to  theother  extreme,  imagine  that  all  resources  are  instead  devoted  to  the
production  of  Guns  i.e.,  assume  that  the  economy  can  produce  15production  of  Guns  i.e.,  assume  that  the  economy  can  produce  15
thousands Guns of a certain kind of no Butter is produced. thousands Guns of a certain kind of no Butter is produced. 

A schedule of possibilities given in the diagram combination F shows theA schedule of possibilities given in the diagram combination F shows the
extreme where all Butter and no Guns are produced. While A depicts theextreme where all Butter and no Guns are produced. While A depicts the
opposite extreme where all resources go in to Guns. In between at E, D, Copposite extreme where all resources go in to Guns. In between at E, D, C
and B increasing amounts of Butter are given up in return for more Guns.and B increasing amounts of Butter are given up in return for more Guns.

Butter  is  transformed  into  Guns,  not  physically  but  by  diverting  theButter  is  transformed  into  Guns,  not  physically  but  by  diverting  the
economy's resources from one use to the other.economy's resources from one use to the other.
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Let us start in the situation shown by point D in the figure above. DecreeLet us start in the situation shown by point D in the figure above. Decree
that  we  want  another  million  pounds  of  Butter.  If  we  ignored  thethat  we  want  another  million  pounds  of  Butter.  If  we  ignored  the
constraints shown in the diagram, we might think it possible to produceconstraints shown in the diagram, we might think it possible to produce
more Butter without reducing Gun production, say by moving to point I,more Butter without reducing Gun production, say by moving to point I,
due east of point D. but point I is outside the diagram in the impossibledue east of point D. but point I is outside the diagram in the impossible
region. Starting from D, we cannot get more Butter without giving upregion. Starting from D, we cannot get more Butter without giving up
some Guns. Hence point D is efficient and point I is infeasible.some Guns. Hence point D is efficient and point I is infeasible.

-- Productive  efficiency  occurs  when  society  cannot  increase  theProductive  efficiency  occurs  when  society  cannot  increase  the
output  of  one  good  without  cutting  back  on  another  good.  Anoutput  of  one  good  without  cutting  back  on  another  good.  An
efficient economy is on its production-possibility curve.  efficient economy is on its production-possibility curve.  

5.4 TRADE THEORIES5.4 TRADE THEORIES

5.4.1 Principle of Absolute Advantage5.4.1 Principle of Absolute Advantage
Adam Smith may have been the first scholar to investigate formally theAdam Smith may have been the first scholar to investigate formally the
rationale behind foreign trade.  In his  book "Wealth of  Nations"  Smithrationale behind foreign trade.  In his  book "Wealth of  Nations"  Smith
used  the  principles  of  absolute  advantage  as  the  justification  forused  the  principles  of  absolute  advantage  as  the  justification  for
international trade.international trade.
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According to this principle, a country should export a commodity that canAccording to this principle, a country should export a commodity that can
be produced at  a  lower cost  than other  nations.  Conversely  it  sharedbe produced at  a  lower cost  than other  nations.  Conversely  it  shared
import of a commodity that can only be produced at a higher cost thanimport of a commodity that can only be produced at a higher cost than
can other nations.can other nations.

Consider a hypothetical example of the nations producing two products.Consider a hypothetical example of the nations producing two products.

ProductProduct USAUSA JapanJapan
ComputerComputer 2020 1010
AutomobileAutomobile 1010 2020

It shows that given certain resources and labor, the United States canIt shows that given certain resources and labor, the United States can
produce 20 computer or 10 automobiles or some combination of both. Inproduce 20 computer or 10 automobiles or some combination of both. In
contrast, Japan is able to produce only half as many computers (i.e., Japancontrast, Japan is able to produce only half as many computers (i.e., Japan
produces 10 for every 20 the United States produces).produces 10 for every 20 the United States produces).

The disparity might be the result of better skills by American workers inThe disparity might be the result of better skills by American workers in
making this product. Therefore the United States is having an absolutemaking this product. Therefore the United States is having an absolute
advantage in computers. If the situation is reversed for automobiles, theadvantage in computers. If the situation is reversed for automobiles, the
United States  makes only 10 cars for  every 20 units  manufactured inUnited States  makes only 10 cars for  every 20 units  manufactured in
Japan. In this instance, Japan has an absolute advantage.Japan. In this instance, Japan has an absolute advantage.

In  this  instance,  it  should  be  apparent  why  trade  should  take  placeIn  this  instance,  it  should  be  apparent  why  trade  should  take  place
between  the  two  countries.  The  USA  has  an  absolute  advantage  forbetween  the  two  countries.  The  USA  has  an  absolute  advantage  for
computers but an absolute disadvantage for automobiles.computers but an absolute disadvantage for automobiles.

For Japan, the absolute advantage exists for automobiles and an absoluteFor Japan, the absolute advantage exists for automobiles and an absolute
disadvantage for computers. If each country specializes in the product fordisadvantage for computers. If each country specializes in the product for
which it  has  an absolute  advantage,  each can use its  resources morewhich it  has  an absolute  advantage,  each can use its  resources more
effectively while improving consumer welfare at the same time. Since theeffectively while improving consumer welfare at the same time. Since the
USA would use less resource in making computers, it should produce thisUSA would use less resource in making computers, it should produce this
product for its own consumption as well as for export to Japan. Based onproduct for its own consumption as well as for export to Japan. Based on
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this  same  rationale,  the  USA  should  import  automobiles  form  Japanthis  same  rationale,  the  USA  should  import  automobiles  form  Japan
rather than manufacturer them itself. For Japan, of course, automobilesrather than manufacturer them itself. For Japan, of course, automobiles
would be exported and computers imported. would be exported and computers imported. 

Example: A doctor is absolutely better than a mechanic in performingExample: A doctor is absolutely better than a mechanic in performing
surgery.  Whereas  the  mechanic  is  absolutely  superior  in  repairingsurgery.  Whereas  the  mechanic  is  absolutely  superior  in  repairing
cars. It would be impractical for the doctor to practice medicine ascars. It would be impractical for the doctor to practice medicine as
well as repair the car when repairs are needed. Just as impracticalwell as repair the car when repairs are needed. Just as impractical
would be the reverse situation for the mechanic to attempt to practicewould be the reverse situation for the mechanic to attempt to practice
surgerysurgery..

Thus, for practicality each person concentrates on and specializes in theThus, for practicality each person concentrates on and specializes in the
craft that person has mastered. Similarly, it would not be practical forcraft that person has mastered. Similarly, it would not be practical for
consumers to attempt to produce all the things they desire to consume.consumers to attempt to produce all the things they desire to consume.
One should practice what one does well and leave the production of otherOne should practice what one does well and leave the production of other
things to people who produce them well.things to people who produce them well.

5.4.2 Principle of Comparative Advantage5.4.2 Principle of Comparative Advantage
The  principle  of  comparative  advantage  holds  that  each  country  willThe  principle  of  comparative  advantage  holds  that  each  country  will
specialize in the production and export of those goods that it can producespecialize in the production and export of those goods that it can produce
at relatively low cost (in which it is relatively more efficient than otherat relatively low cost (in which it is relatively more efficient than other
countries).  Conversely  each  country  will  import  those  goods  that  itcountries).  Conversely  each  country  will  import  those  goods  that  it
produces at relatively high cost or in which it is relatively less efficientproduces at relatively high cost or in which it is relatively less efficient
than other countries.than other countries.

Ricardo's Analysis of Comparative AdvantageRicardo's Analysis of Comparative Advantage
Let  us  illustrate  the  fundamental  principles  of  international  trade  byLet  us  illustrate  the  fundamental  principles  of  international  trade  by
considering America and Europe of a century ago. If labor (or resourcesconsidering America and Europe of a century ago. If labor (or resources
more generally) is absolutely more productive in America than in Europe,more generally) is absolutely more productive in America than in Europe,
does this mean that America will import nothing? And is it economicallydoes this mean that America will import nothing? And is it economically
wise for Europe to "protect" its markets with tariff or quotas.wise for Europe to "protect" its markets with tariff or quotas.
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These  questions  were  first  answered  by  the  English  economist  DavidThese  questions  were  first  answered  by  the  English  economist  David
Ricardo  in  1817.  Ricardo  supplied  a  beautiful  proof  that  internationalRicardo  in  1817.  Ricardo  supplied  a  beautiful  proof  that  international
specialization benefits a nation, calling the result the law of comparativespecialization benefits a nation, calling the result the law of comparative
advantage.advantage.

For  simplicity,  Ricardo  worked  with  only  two  countries  and  only  twoFor  simplicity,  Ricardo  worked  with  only  two  countries  and  only  two
goods, and he choose to measure all production costs in terms of laborgoods, and he choose to measure all production costs in terms of labor
hours. We shall follow his lead here; analyze food and clothing for Europehours. We shall follow his lead here; analyze food and clothing for Europe
and America.and America.

American and European Labor Requirements for ProductionAmerican and European Labor Requirements for Production

Necessary Labor (Labor – Hours)Necessary Labor (Labor – Hours)
Product Product    In America   In America     In Europe    In Europe
1 Unit of food1 Unit of food 11 33
1 Unit of clothing1 Unit of clothing 22 44

Note:  Note:  In hypothetical  example,  America has lower labor costs in bothIn hypothetical  example,  America has lower labor costs in both
food and clothing; American labor productivity is between 2 and 3 timesfood and clothing; American labor productivity is between 2 and 3 times
Europe's (twice in clothing, thrice in food). Yet it benefits both regions toEurope's (twice in clothing, thrice in food). Yet it benefits both regions to
trade with each other.trade with each other.

In America it takes 1 hour of labor to produce a unit of food while a unitIn America it takes 1 hour of labor to produce a unit of food while a unit
of clothing costs 2 hours of labor. In Europe the cost is 3 hours of laborof clothing costs 2 hours of labor. In Europe the cost is 3 hours of labor
for food and 4 hours of labor for clothing. We see that America has anfor food and 4 hours of labor for clothing. We see that America has an
absolute advantage in both goods, for it can produce them with greaterabsolute advantage in both goods, for it can produce them with greater
absolute efficiency, than can Europe. However America has comparativeabsolute efficiency, than can Europe. However America has comparative
advantage in food, while Europe has comparative advantage in clothing,advantage in food, while Europe has comparative advantage in clothing,
because food is relatively inexpensive in America while clothing is lessbecause food is relatively inexpensive in America while clothing is less
expensive in Europe. expensive in Europe. 

From these facts, Ricardo proved that both countries will benefit if theyFrom these facts, Ricardo proved that both countries will benefit if they
specialize  in  their  areas  of  comparative  advantage,  that  is  Americaspecialize  in  their  areas  of  comparative  advantage,  that  is  America
specializes  in  the  production  of  food  while  Europe  specialize  in  thespecializes  in  the  production  of  food  while  Europe  specialize  in  the
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production of clothing. In this situation, America will export food to payproduction of clothing. In this situation, America will export food to pay
for European clothing while Europe exports clothing to pay for Americanfor European clothing while Europe exports clothing to pay for American
food.food.

To analyze the effect of trade and the benefits to specializing in areas ofTo analyze the effect of trade and the benefits to specializing in areas of
comparative  advantage,  we  must  measure  the  amounts  of  food  andcomparative  advantage,  we  must  measure  the  amounts  of  food  and
clothing that can be produced and consumed in each country.clothing that can be produced and consumed in each country.

A.A. If there is no international trade andIf there is no international trade and
B.B. If there is free trade with each country specializing in its area ofIf there is free trade with each country specializing in its area of

comparative advantage.comparative advantage.

Before TradeBefore Trade
Start by examining what occurs in the absence of any international trade.Start by examining what occurs in the absence of any international trade.
Say because all trade is illegal or because of prohibitive tariff.Say because all trade is illegal or because of prohibitive tariff.

The real wage of the American worker for an hour's work is 1 unit of foodThe real wage of the American worker for an hour's work is 1 unit of food
or ½ unit of clothing. The European worker is less well off in a no-tradeor ½ unit of clothing. The European worker is less well off in a no-trade
position, getting only  position, getting only  11//33 unit of food or ¼ unit of clothing per hour of unit of food or ¼ unit of clothing per hour of
work. Clearly, if perfect competition prevails in each isolated region, thework. Clearly, if perfect competition prevails in each isolated region, the
prices of food and clothing will be different in the two places because ofprices of food and clothing will be different in the two places because of
the difference in production costs. In America, clothing will be 2 times asthe difference in production costs. In America, clothing will be 2 times as
expensive as food because it takes twice as much labor to produce a unitexpensive as food because it takes twice as much labor to produce a unit
of clothing as it does to produce a unit of food. In Europe clothing will beof clothing as it does to produce a unit of food. In Europe clothing will be
only only 44//33 as expensive as food. as expensive as food.

After TradeAfter Trade
Now suppose that all tariff are repealed and free trade is allowed. ForNow suppose that all tariff are repealed and free trade is allowed. For
simplicity, further assume that there are no transportation costs. In thissimplicity, further assume that there are no transportation costs. In this
case,  goods  will  flow from their  low  price  region  to  their  high  pricecase,  goods  will  flow from their  low  price  region  to  their  high  price
region. Indeed with no transportation cost, all prices in the two regionsregion. Indeed with no transportation cost, all prices in the two regions
must be equalized just as the water in the connecting pipes must come tomust be equalized just as the water in the connecting pipes must come to
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a common level once you remove the barrier between them. Hence fooda common level once you remove the barrier between them. Hence food
sells for the same price everywhere as will clothing.sells for the same price everywhere as will clothing.

What is the flow of goods when trade opened up? Clothing is relativelyWhat is the flow of goods when trade opened up? Clothing is relatively
more  expensive  in  America  and  food  is  relatively  more  expensive  inmore  expensive  in  America  and  food  is  relatively  more  expensive  in
Europe.Europe.

Given these relative prices, and with no tariffs or transportation costs,Given these relative prices, and with no tariffs or transportation costs,
this means that food will soon be shipped from America to Europe andthis means that food will soon be shipped from America to Europe and
clothing from Europe to America.clothing from Europe to America.

As  European  clothing  penetrates  the  American  market,  AmericanAs  European  clothing  penetrates  the  American  market,  American
clothiers will find price falling and profits shrinking and they will begin toclothiers will find price falling and profits shrinking and they will begin to
shut down their factories. shut down their factories. 

The opposite will occur in Europe. European farmers will find that theThe opposite will occur in Europe. European farmers will find that the
prices  of  foodstuffs  begin  to  fall  when  American  products  hit  theprices  of  foodstuffs  begin  to  fall  when  American  products  hit  the
European markets  they  will  suffer  losses,  some will  go  bankrupt,  andEuropean markets  they  will  suffer  losses,  some will  go  bankrupt,  and
resources will be withdrawn from farming.resources will be withdrawn from farming.

The relative prices of food and clothing must lie somewhere between theThe relative prices of food and clothing must lie somewhere between the
European price ratio (which ¾ for the ratio of food to clothing price) andEuropean price ratio (which ¾ for the ratio of food to clothing price) and
the American price ratio is (which is ½).the American price ratio is (which is ½).

Let us say that the final price ratio is 2/3, so that 2 units of clothing tradeLet us say that the final price ratio is 2/3, so that 2 units of clothing trade
for 3 units of food. For simplicity, we measure price in American dollarsfor 3 units of food. For simplicity, we measure price in American dollars
and assume that the free trade price of food is $2 per unit, which meansand assume that the free trade price of food is $2 per unit, which means
that the free trade price of clothing is $3 per unit.that the free trade price of clothing is $3 per unit.

More over the regions have shifted their production activities. AmericaMore over the regions have shifted their production activities. America
has withdrawn resources from clothing and invested in food while Europehas withdrawn resources from clothing and invested in food while Europe
has contracted its farm sector and expanded its clothing manufacture.has contracted its farm sector and expanded its clothing manufacture.
Under  free  trade,  countries  shifts  production  toward  their  areas  ofUnder  free  trade,  countries  shifts  production  toward  their  areas  of
comparative advantage.comparative advantage.
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When  trade  opens  and  each  country  concentrates  on  its  area  ofWhen  trade  opens  and  each  country  concentrates  on  its  area  of
comparative advantage, every one is better off. Workers in each regioncomparative advantage, every one is better off. Workers in each region
can obtain larger quantity of consumer goods for the same amount ofcan obtain larger quantity of consumer goods for the same amount of
work when people specialize in the areas of comparative advantage andwork when people specialize in the areas of comparative advantage and
trade  their  own  production  for  goods  in  which  they  have  a  relativetrade  their  own  production  for  goods  in  which  they  have  a  relative
disadvantage.  When  borders  are  opened  to  international  trade,  thedisadvantage.  When  borders  are  opened  to  international  trade,  the
national income of each and every trading country rises.national income of each and every trading country rises.

The Economic Gains From TradeThe Economic Gains From Trade
Real wages are measured by the amount of goods of service that a workerReal wages are measured by the amount of goods of service that a worker
buy's with an hours pay.buy's with an hours pay.

Before trade for both countries: Before trade for both countries: 
For simplicity, assume that each worker buys 1 unit of clothing and 1 unitFor simplicity, assume that each worker buys 1 unit of clothing and 1 unit
of food. Before trade, the bundle of consumer goods costs an Americanof food. Before trade, the bundle of consumer goods costs an American
worker 3 hours of work and a European worker 7 hours of work.worker 3 hours of work and a European worker 7 hours of work.

After trade has opened up, recall that the price of clothing is $3 per unitAfter trade has opened up, recall that the price of clothing is $3 per unit
while the price of food is $2 per unit. An American worker must still workwhile the price of food is $2 per unit. An American worker must still work
1 hour to buy a unit of food. But the price ratio of 2 to 3, the American1 hour to buy a unit of food. But the price ratio of 2 to 3, the American
worker need work only 1½ hours to produce enough to buy 1 unit  ofworker need work only 1½ hours to produce enough to buy 1 unit  of
European clothing.  Therefore the bundle  of  goods costs  the AmericanEuropean clothing.  Therefore the bundle  of  goods costs  the American
workers 2 ½ hours of work when trade is allowed, this represents anworkers 2 ½ hours of work when trade is allowed, this represents an
increase of 16 2/3 percent in the real wage of the American worker.increase of 16 2/3 percent in the real wage of the American worker.

For European workers, a unit of clothing will still cost 4 hours of labor inFor European workers, a unit of clothing will still cost 4 hours of labor in
a free trade situation, for clothing is domestically produced. To obtain aa free trade situation, for clothing is domestically produced. To obtain a
unit of food, however, the European worker need produce only 2/3 unitunit of food, however, the European worker need produce only 2/3 unit
for 1 unit of American food.for 1 unit of American food.

The total European labor needed to obtain the bundle of consumption isThe total European labor needed to obtain the bundle of consumption is
then 4 + 2 2/3 = 6  then 4 + 2 2/3 = 6  22//33,  which represents an increase in real wages of, which represents an increase in real wages of
about 5 percent over the no trade situation.about 5 percent over the no trade situation.

76



Limitation and Suggested RefinementsLimitation and Suggested Refinements
Trade theories provides logical explanations about why nation trade withTrade theories provides logical explanations about why nation trade with
one  another,  but  such  theories  are  limited  by  their  underlyingone  another,  but  such  theories  are  limited  by  their  underlying
assumptions. Most of the world's trade rules are based on a traditionalassumptions. Most of the world's trade rules are based on a traditional
model that assumes that:model that assumes that:

 trade is bilateraltrade is bilateral
 trade  involves  products  originating  primarily  in  the  exportingtrade  involves  products  originating  primarily  in  the  exporting

countrycountry
 the exporting country has a comparative advantage, and the exporting country has a comparative advantage, and 
 competition primarily focuses on the importing country's market.competition primarily focuses on the importing country's market.

However today's realities are quite different. That isHowever today's realities are quite different. That is
 trade is a multilateral processestrade is a multilateral processes
 trade is  often based on products  assembled from componentstrade is  often based on products  assembled from components

that are produced in various countriesthat are produced in various countries
 it is not easy to determine a country's comparative advantage, asit is not easy to determine a country's comparative advantage, as

evidenced  by  the  countries  that  often  export  and  import  theevidenced  by  the  countries  that  often  export  and  import  the
same product andsame product and

 competition  usually  extends  beyond  the  importing  country  tocompetition  usually  extends  beyond  the  importing  country  to
include the exporting country and third countries.include the exporting country and third countries.

LimitationsLimitations
1.1. One  limitation  of  classical  trade  theories  is  that  the  factors  ofOne  limitation  of  classical  trade  theories  is  that  the  factors  of

production  are  assumed  to  remain  constant  for  each  countryproduction  are  assumed  to  remain  constant  for  each  country
because  of  the  assumed  immobility  of  such  resources  betweenbecause  of  the  assumed  immobility  of  such  resources  between
countries.  This assumption is especially true in the case of land,countries.  This assumption is especially true in the case of land,
since  physical  transfer  and  ownership  of  land  can  only  besince  physical  transfer  and  ownership  of  land  can  only  be
accomplished by war or purchase.accomplished by war or purchase.
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Example:  US  seizure  of  California  from  Mexico  and  the  USExample:  US  seizure  of  California  from  Mexico  and  the  US
purchase of Alaska from Russia.purchase of Alaska from Russia.

2.2. A significant  difference exists  in  the degree of  mobility  betweenA significant  difference exists  in  the degree of  mobility  between
land and capital.  In spite of the restrictions on the movement ofland and capital.  In spite of the restrictions on the movement of
capital imposed by most governments, it is possible for a country tocapital imposed by most governments, it is possible for a country to
attract foreign capital  for investment or for a country to borrowattract foreign capital  for investment or for a country to borrow
money from foreign banks or international development agencies.money from foreign banks or international development agencies.

3.3. Labor as a factor is relatively immobile. Immigration laws in mostLabor as a factor is relatively immobile. Immigration laws in most
countries severely limit the freedom for movement of labor betweencountries severely limit the freedom for movement of labor between
countries. In China, people (i.e. labor) are not even able to selectcountries. In China, people (i.e. labor) are not even able to select
residence in a city of their choice. Still, labor can and does moveresidence in a city of their choice. Still, labor can and does move
across borders.across borders.

4.4. Production factors are now considered more mobile than previouslyProduction factors are now considered more mobile than previously
assumed,  but  their  mobility  is  still  considerably  restricted.  As  aassumed,  but  their  mobility  is  still  considerably  restricted.  As  a
result,  production costs and product prices are never completelyresult,  production costs and product prices are never completely
equalized across countries. The small amount of mobility that doesequalized across countries. The small amount of mobility that does
exist  serves to narrow the price/cost differentials.  In theory as aexist  serves to narrow the price/cost differentials.  In theory as a
country  exports  its  abundant  factors,  that  factor  becomes  morecountry  exports  its  abundant  factors,  that  factor  becomes  more
scarce at home and its price rises. In contrast, as a country importsscarce at home and its price rises. In contrast, as a country imports
a scarce factor, it  increases the abundance of that factor and itsa scarce factor, it  increases the abundance of that factor and its
price declines. Therefore, a nation is usually interested in attractingprice declines. Therefore, a nation is usually interested in attracting
what  it  lacks  and  this  practice  will  affect  the  distribution  ofwhat  it  lacks  and  this  practice  will  affect  the  distribution  of
production factors.production factors.

5.5. Immobility is not the only item of relevance when considering theImmobility is not the only item of relevance when considering the
factors of production. Another item that is very significant involvesfactors of production. Another item that is very significant involves
the levels  of  quality  of  the production factors.  It  is  important tothe levels  of  quality  of  the production factors.  It  is  important to
understand that the quality of each factor should not be assumed tounderstand that the quality of each factor should not be assumed to
be homogeneous worldwide.be homogeneous worldwide.

6.6. Perhaps the most serious shortcoming of classical trade theories isPerhaps the most serious shortcoming of classical trade theories is
that they ignore the marketing aspect of trade. These theories arethat they ignore the marketing aspect of trade. These theories are
primarily  concerned  with  commodities  rather  than  withprimarily  concerned  with  commodities  rather  than  with
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manufactured goods or value-added products. It is assumed that allmanufactured goods or value-added products. It is assumed that all
suppliers  have identical  products  with similar physical  attributessuppliers  have identical  products  with similar physical  attributes
and  quality.  This  habit  of  assuming  product  homogeneity  is  notand  quality.  This  habit  of  assuming  product  homogeneity  is  not
likely  to  be  made  among  those  familiar  with  marketing.  Tradelikely  to  be  made  among  those  familiar  with  marketing.  Trade
analysis,  therefore,  is  not  complete  without  taking  intoanalysis,  therefore,  is  not  complete  without  taking  into
consideration the reasons for product differentiation.consideration the reasons for product differentiation.

7.7. A further shortcoming of classical trade theories is that the tradeA further shortcoming of classical trade theories is that the trade
patterns  as  described  in  the  theories  are  in  reality  frequentlypatterns  as  described  in  the  theories  are  in  reality  frequently
affected by trade restrictions.  The direction of the flow of trade,affected by trade restrictions.  The direction of the flow of trade,
according to some critics of free trade, is no longer determined by aaccording to some critics of free trade, is no longer determined by a
country's  natural  comparative  advantage.  Rather  a  country  cancountry's  natural  comparative  advantage.  Rather  a  country  can
create a relative advantage by relying on out-sourcing and othercreate a relative advantage by relying on out-sourcing and other
trade barriers, such as tariff and quotas.trade barriers, such as tariff and quotas.

i.e.,  The  US  trade  pattern  is  also  distorted  by  trade  restrictions  andi.e.,  The  US  trade  pattern  is  also  distorted  by  trade  restrictions  and
regulations.  The  US  automobile  emission  control  standards  haveregulations.  The  US  automobile  emission  control  standards  have
effectively presented Brazilian cars from entering the US market.effectively presented Brazilian cars from entering the US market.

5.4.3 Factors Endowment Theory5.4.3 Factors Endowment Theory
The principle  of  absolute  advantage and  relative  advantage  provide  aThe  principle  of  absolute  advantage and  relative  advantage  provide  a
primary basis for trade to occur, but the usefulness of these principles isprimary basis for trade to occur, but the usefulness of these principles is
limited by their assumptions. One basic assumption is that the advantage,limited by their assumptions. One basic assumption is that the advantage,
whether absolute or relative, is solely determined by labor in terms ofwhether absolute or relative, is solely determined by labor in terms of
time and cost. Other factors of production are assumed to be time and cost. Other factors of production are assumed to be 

i.i. insignificantinsignificant
ii.ii. so evenly spread over all labor inputs that they always work in aso evenly spread over all labor inputs that they always work in a

fixed proportion with laborfixed proportion with labor
iii.iii. merely representation of stored up labor. Labor then determinesmerely representation of stored up labor. Labor then determines

comparative production costs and subsequent product prices forcomparative production costs and subsequent product prices for
the same commodity.the same commodity.

79



If  labor  is  indeed  the  only  factor  of  production  or  even  a  majorIf  labor  is  indeed  the  only  factor  of  production  or  even  a  major
determinant of product content, countries with high labor cost should bedeterminant of product content, countries with high labor cost should be
in  serious  trouble.  It  is  misleading to  analyze  labor  cost  without  alsoin  serious  trouble.  It  is  misleading to  analyze  labor  cost  without  also
considering the quality of that labor. A country may have high labor costconsidering the quality of that labor. A country may have high labor cost
on absolute basis.  Yet this cost can be relatively low if  productivity ison absolute basis.  Yet this cost can be relatively low if  productivity is
high.high.

Further more, the price of a product is not necessarily determined by theFurther more, the price of a product is not necessarily determined by the
amount of labor it embodies, regardless of whether the efficiency of laboramount of labor it embodies, regardless of whether the efficiency of labor
is an issue or not.is an issue or not.

Since product price is  not determined by labor efficiency alone,  otherSince product price is  not determined by labor efficiency alone,  other
factors of production must be taken into consideration including land andfactors of production must be taken into consideration including land and
capital  (i.e.  equipment).  Together,  all  of  these  production  factorscapital  (i.e.  equipment).  Together,  all  of  these  production  factors
contribute  significantly  to  the  creation  of  value  with  in  a  particularcontribute  significantly  to  the  creation  of  value  with  in  a  particular
product.product.

One reason for the importance of identifying other factors of productionOne reason for the importance of identifying other factors of production
is that different commodities require different factor inputs and that nois that different commodities require different factor inputs and that no
country is well endowed in all production factors. The varying proportioncountry is well endowed in all production factors. The varying proportion
of these factors embodied in various goods has a great deal of impact onof these factors embodied in various goods has a great deal of impact on
what a country should produce. Corn for instance is best produced wherewhat a country should produce. Corn for instance is best produced where
there is an abundance of land (relative to labor and capital), even thoughthere is an abundance of land (relative to labor and capital), even though
corn can be grown in most places in the world. Oil refining, in contrast,corn can be grown in most places in the world. Oil refining, in contrast,
requires relatively more capital and relatively less labor and land becauserequires relatively more capital and relatively less labor and land because
of expensive equipment and specialized personnel. In clothing, the mostof expensive equipment and specialized personnel. In clothing, the most
important input factor is that the economy is labor intensive.important input factor is that the economy is labor intensive.

The  varying  factor  inputs  and  proportions  for  different  commoditiesThe  varying  factor  inputs  and  proportions  for  different  commodities
together with the uneven distribution of  such factors of  production intogether with the uneven distribution of  such factors of  production in
different regions of the world are the basis of Heckscher – Ohlin theory ofdifferent regions of the world are the basis of Heckscher – Ohlin theory of
factor endowment. This theory holds that the inequality of relative pricesfactor endowment. This theory holds that the inequality of relative prices
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is  a  function  of  regional  factor  endowment  and  the  comparativeis  a  function  of  regional  factor  endowment  and  the  comparative
advantage is determined by the relative abundance of such endowments.advantage is determined by the relative abundance of such endowments.
Accordingly  to  Ohlin,  there  is  a  mutual  interdependence  amongAccordingly  to  Ohlin,  there  is  a  mutual  interdependence  among
production factors, factor movements, income, prices and trade. A changeproduction factors, factor movements, income, prices and trade. A change
in one affects the rest. Prices of factors and subsequent product prices inin one affects the rest. Prices of factors and subsequent product prices in
each region depend on supply and demand, which in turn are affected byeach region depend on supply and demand, which in turn are affected by
the desires of consumers, income levels, quantity of various factors, andthe desires of consumers, income levels, quantity of various factors, and
physical conditions of production.physical conditions of production.

Therefore,  a  country  that  is  relatively  abundant  labor  but  relativelyTherefore,  a  country  that  is  relatively  abundant  labor  but  relatively
scarce  in  capital  is  likely  to  have  a  comparative  advantage  in  thescarce  in  capital  is  likely  to  have  a  comparative  advantage  in  the
production  of  labor-intensive  goods  and  to  have  deficiencies  in  theproduction  of  labor-intensive  goods  and  to  have  deficiencies  in  the
production of capital-intensive goods. This concept explains why China, aproduction of capital-intensive goods. This concept explains why China, a
formidable  competitor  in  textile  products,  has  to  depend  on  US  andformidable  competitor  in  textile  products,  has  to  depend  on  US  and
European firms for oil exploration within China itself.European firms for oil exploration within China itself.

The  United  States  has  a  relative  advantage  in  such  temperate-zoneThe  United  States  has  a  relative  advantage  in  such  temperate-zone
agricultural commodities as wheat, corn and soybeans as well as in high-agricultural commodities as wheat, corn and soybeans as well as in high-
technology manufactured goods (e.g., capital goods). These advantagestechnology manufactured goods (e.g., capital goods). These advantages
are not surprising in a country that has a great deal of land and capital.are not surprising in a country that has a great deal of land and capital.
On the  other  hand,  the  United  States  is  a  net  importer  of  such  low-On the  other  hand,  the  United  States  is  a  net  importer  of  such  low-
techonolgy manufactured goods as consumer products. The United Statestechonolgy manufactured goods as consumer products. The United States
also imports mineral fuel (e.g., oil), even though it exports other crudealso imports mineral fuel (e.g., oil), even though it exports other crude
materials.materials.

5.5 TRADE BARRIERS 5.5 TRADE BARRIERS 

Even  though  a  nation  will  be  benefited  from international  marketing,Even  though  a  nation  will  be  benefited  from international  marketing,
dealing in international market is subject to some barriers. Governmentdealing in international market is subject to some barriers. Government
will impose several barriers to discourage international trade: dependingwill impose several barriers to discourage international trade: depending
upon  the  political  situation;  economic  development;  imports  adverseupon  the  political  situation;  economic  development;  imports  adverse
effect  to  balance  of  payment  of  a  country;  etc.  Some  of  the  barrierseffect  to  balance  of  payment  of  a  country;  etc.  Some  of  the  barriers
imposed by  most  government  to  protect  the  local  industries  could  beimposed by  most  government  to  protect  the  local  industries  could  be
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broadly classified under two major heads: tariff barriers and non-tariffbroadly classified under two major heads: tariff barriers and non-tariff
barriers.barriers.

5.5.1 Tariff Barriers 5.5.1 Tariff Barriers 
1. Classification of Tariff:1. Classification of Tariff:
Direction:Direction:

 Import TariffImport Tariff
 Export TariffExport Tariff

PurposePurpose
 Protective TariffProtective Tariff
 Revenue TariffRevenue Tariff

Time lengthTime length --
 Tariff SurchargeTariff Surcharge
 Countervailing DutiesCountervailing Duties

Import Restraints Import Restraints 
 Special DutiesSpecial Duties
 Variable DutiesVariable Duties

Tariff Rates Tariff Rates 
 Special DutiesSpecial Duties
 Advolarem DutiesAdvolarem Duties
 Combined ratesCombined rates

Production, consumption, &distributionProduction, consumption, &distribution
 Single stage taxSingle stage tax
 Value added taxValue added tax
 Cascade taxCascade tax
 Excise taxExcise tax

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

82



Classification of Tariff:Classification of Tariff:

1. Direction: Import and Export1. Direction: Import and Export

Tariff  are  often  imposed  on  the  basis  of  the  direction  of  productTariff  are  often  imposed  on  the  basis  of  the  direction  of  product
movement ,that is ,on imports or exports, with the latter being the lessmovement ,that is ,on imports or exports, with the latter being the less
common one.  When export  Tariff  are  levied,  they  usually  apply  to  ancommon one.  When export  Tariff  are  levied,  they  usually  apply  to  an
exporting  country’s  scarce  resources  or  raw  materials  (rather  thanexporting  country’s  scarce  resources  or  raw  materials  (rather  than
finished manufactured materials.)finished manufactured materials.)

2. Purpose: Protective and Revenue 2. Purpose: Protective and Revenue 

The purpose of protective Tariff is to protect home industry, agriculture,The purpose of protective Tariff is to protect home industry, agriculture,
and labor against foreign competitors by trying to keep foreign goods outand labor against foreign competitors by trying to keep foreign goods out
of country. The purpose of revenue tariff, in contrast is to generate taxof country. The purpose of revenue tariff, in contrast is to generate tax
revenues for the Government. Compared to a protective tariff, a revenuerevenues for the Government. Compared to a protective tariff, a revenue
tariff is relatively low.tariff is relatively low.

3. Length: Tariff surcharge and countervailing duties3. Length: Tariff surcharge and countervailing duties

 Protective Tariff can be further classified according to length of time.Protective Tariff can be further classified according to length of time.
A tariff surcharge is a temporary action, whereas a countervailing dutyA tariff surcharge is a temporary action, whereas a countervailing duty
is a permanent surchargeis a permanent surcharge..

 Countervailing  duty  is  charged  on  certain  imports  when  foreignCountervailing  duty  is  charged  on  certain  imports  when  foreign
Governments subsidize products.  These duties  are thus assessed toGovernments subsidize products.  These duties  are thus assessed to
offset  a  special  advantage  or  discount  allowed  by  an  exporteroffset  a  special  advantage  or  discount  allowed  by  an  exporter
Government.  Usually,  a  government  provides  an  export  subsidy  byGovernment.  Usually,  a  government  provides  an  export  subsidy  by
rebating certain taxes of goods are exportedrebating certain taxes of goods are exported..

4. Import Restraints: Special duties and Variable duties4. Import Restraints: Special duties and Variable duties

 Protective  tariff  can  also  be  classified  as  either  import  charges  orProtective  tariff  can  also  be  classified  as  either  import  charges  or
import  restraint.  These  tariffs  include  special  duties  and  variableimport  restraint.  These  tariffs  include  special  duties  and  variable
levies, which are imposed in addition to import tariff. Special dutieslevies, which are imposed in addition to import tariff. Special duties
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are extra duties for certain items. The purpose is to make it difficult toare extra duties for certain items. The purpose is to make it difficult to
import and to sell those products.import and to sell those products.

 Variable duties means different rates for different product categories,Variable duties means different rates for different product categories,
depending on how much the products have been processed and howdepending on how much the products have been processed and how
much more processing they will undergo. Variable duties can also bemuch more processing they will undergo. Variable duties can also be
used for exports as well, except that in this case rates are reversed.used for exports as well, except that in this case rates are reversed.
That  is,  a  country  may  encourage  imports  of  raw  materials  orThat  is,  a  country  may  encourage  imports  of  raw  materials  or
resources by taxing them less than finished or value added products.resources by taxing them less than finished or value added products.

5. Rates: -  Specific, Advalorem, and Combined5. Rates: -  Specific, Advalorem, and Combined

 Specific duties are a fixed or specified amount of money per unit ofSpecific duties are a fixed or specified amount of money per unit of
weight  gauge,  or  other  measure  of  quantity  based  on  a  standardweight  gauge,  or  other  measure  of  quantity  based  on  a  standard
physical unit of a product. They are a specific rates of so many dollarsphysical unit of a product. They are a specific rates of so many dollars
or cents for a given unit  of  measure.  E.g.,  $1/gallon,  $0.25 /squareor cents for a given unit  of  measure.  E.g.,  $1/gallon,  $0.25 /square
yard, $2/ton etc.yard, $2/ton etc.

 Advalorem duties are duties according to value.  They are stated asAdvalorem duties are duties according to value.  They are stated as
fixed  percentage  of  the        invoice  value  and  are  applied  as  afixed  percentage  of  the        invoice  value  and  are  applied  as  a
percentage to the duty able value of the imported goodspercentage to the duty able value of the imported goods..

 Compound rates or Compound duty are a combination of the specificCompound rates or Compound duty are a combination of the specific
and Advalorem duties on a single product. They are duties based onand Advalorem duties on a single product. They are duties based on
both  the  specific  rate  and  advolrem  rate  that  are  applied  to  anboth  the  specific  rate  and  advolrem  rate  that  are  applied  to  an
imported product.imported product.

 Distribution Point:- Distribution and Consumption taxesDistribution Point:- Distribution and Consumption taxes
 Single stage sales taxSingle stage sales tax is a tax collected only at one point in the is a tax collected only at one point in the

manufacturing and distribution chain. This tax is perhaps mostmanufacturing and distribution chain. This tax is perhaps most
common in the united states,  where retailers and wholesalerscommon in the united states,  where retailers and wholesalers
make purchases without paying any taxes simply by showing amake purchases without paying any taxes simply by showing a
sales tax permit. The single stage sales tax is not collected untilsales tax permit. The single stage sales tax is not collected until
products are purchased by final consumersproducts are purchased by final consumers..
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 A value added tax (VAT)  A value added tax (VAT)  is a multi stage, non-cumulative taxis a multi stage, non-cumulative tax
on consumption.  It is a national sales tax levied at each stage ofon consumption.  It is a national sales tax levied at each stage of
the production and distribution system through only on the valuethe production and distribution system through only on the value
added at that stage.added at that stage.

 E.g.:-  E.g.:-  A manufacturer initially pay tax of raw materials worthA manufacturer initially pay tax of raw materials worth
$100.By transforming this raw material in to finished products,$100.By transforming this raw material in to finished products,
the manufacturer adds another $50 to the product value. If thethe manufacturer adds another $50 to the product value. If the
product is then sold to a wholesaler, the wholesaler pays tax onproduct is then sold to a wholesaler, the wholesaler pays tax on
the  $50  (i.e.  the  value  added)  and  not  on  the  total  value  ofthe  $50  (i.e.  the  value  added)  and  not  on  the  total  value  of
$150.Mostly used in Europe, Korea in hotels,  tourist facilities,$150.Mostly used in Europe, Korea in hotels,  tourist facilities,
and major restaurants as a standard rate of 10%.and major restaurants as a standard rate of 10%.

 Cascade Tax  Cascade Tax  are collected at each point in the manufacturingare collected at each point in the manufacturing
and distribution chain and are levied on the total value of theand distribution chain and are levied on the total value of the
product,  including  tax  borne  by  the  producer  at  the  earlierproduct,  including  tax  borne  by  the  producer  at  the  earlier
stage .A cascade tax and a value added tax.stage .A cascade tax and a value added tax.

 An  Excise  Tax  An  Excise  Tax  is  one  time  charge  levied  on  the  sales  ofis  one  time  charge  levied  on  the  sales  of
specified products. Alcoholic beverage and cigarettes are goodspecified products. Alcoholic beverage and cigarettes are good
examples.  In  the  US,  the  federal  government  collects  a  3%examples.  In  the  US,  the  federal  government  collects  a  3%
Excise tax on telephone services  and collects  $0.16 for eachExcise tax on telephone services  and collects  $0.16 for each
pack of cigarettes. State country and city government may havepack of cigarettes. State country and city government may have
taken own excise taxes.taken own excise taxes.
 Many countries have a turnover or equalization tax. This is aMany countries have a turnover or equalization tax. This is a

tax  intended  to  compensate  for  similar  taxes  levied  ontax  intended  to  compensate  for  similar  taxes  levied  on
domestic products. Any critical examination of this tax woulddomestic products. Any critical examination of this tax would
demonstrate that the tax does not equalize prices at all.demonstrate that the tax does not equalize prices at all.

5.5.2 Non-Tariff Barriers5.5.2 Non-Tariff Barriers
Government Participation In Trade: -Government Participation In Trade: -

 Administrative GuidanceAdministrative Guidance
 SubsidiesSubsidies
 Government Procuring and State TradingGovernment Procuring and State Trading

Customs Entry Procedures: -Customs Entry Procedures: -
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 Product ClassificationProduct Classification
 Product ValuationProduct Valuation
 DocumentationDocumentation
 License Or PermitLicense Or Permit
 InspectionInspection
 Health And Safety regulationHealth And Safety regulation

Product Requirement: - Product Requirement: - 
 product standardproduct standard
 packaging ,labeling and markingpackaging ,labeling and marking
 product specificationproduct specification --
 Product TestingProduct Testing

Quota:  -   Export quotaQuota:  -   Export quota
-- Import quotaImport quota

 Absolute QuotaAbsolute Quota
 Tariff QuotaTariff Quota
 Volunteer QuotaVolunteer Quota

Financial Control: - Financial Control: - 
 Exchange ControlExchange Control
 Multiple Exchange RatesMultiple Exchange Rates
 Prior Import DepositPrior Import Deposit
 Credit RestrictionCredit Restriction
 Profit Remittance RestrictionProfit Remittance Restriction

1. Government Participation in trade:1. Government Participation in trade:
The degree of government involvement n trade varies from passive toThe degree of government involvement n trade varies from passive to
active .The type of participation include administrative guidance, stateactive .The type of participation include administrative guidance, state
trading and subsidies.trading and subsidies.

 Administrative Guidance Administrative Guidance 
Many  governments  routinely  provide  trade  consultation  to  privateMany  governments  routinely  provide  trade  consultation  to  private
companies.  The  systematic  cooperation  between  the  government  andcompanies.  The  systematic  cooperation  between  the  government  and
business  is  labeled  Japan  inc.  to  get  to  the  Japanese  governmentbusiness  is  labeled  Japan  inc.  to  get  to  the  Japanese  government
guidance.  The  government  uses  the  CARROT  &  STICK  approach  byguidance.  The  government  uses  the  CARROT  &  STICK  approach  by
exerting  the  influence  through  regulations,  recommendation,exerting  the  influence  through  regulations,  recommendation,
encouragement, discouragement, or prohibition.encouragement, discouragement, or prohibition.

 Government procurement and state trading Government procurement and state trading 
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State trading is  the ultimate in government participation,  because theState trading is  the ultimate in government participation,  because the
government itself is now the customer or buyer who determines what,government itself is now the customer or buyer who determines what,
when,  where,  how and  how  much  to  buy.  In  this  practice,  the  statewhen,  where,  how and  how  much  to  buy.  In  this  practice,  the  state
engages in commercial operations, either directly or indirectly, throughengages in commercial operations, either directly or indirectly, through
the agencies under its control. Such business activities are either in placethe agencies under its control. Such business activities are either in place
or in addition to private firms. or in addition to private firms. 

 SubsidiesSubsidies
Government participation can take the form of subsidies to protect localGovernment participation can take the form of subsidies to protect local
industries  or  to  push  exports.  Subsidies  can  take  the  form of  :  cash,industries  or  to  push  exports.  Subsidies  can  take  the  form of  :  cash,
interest rate, value added tax, corporate income tax, sales tax, freightinterest rate, value added tax, corporate income tax, sales tax, freight
insurance, and infrastructure. One common method is for the governmentinsurance, and infrastructure. One common method is for the government
to provide concessionary financing (lower than market interest rates.) to provide concessionary financing (lower than market interest rates.) 

1.1. Customs entry procedures.Customs entry procedures.
Customs and entry procedures can be employed as non-tariff barriers.Customs and entry procedures can be employed as non-tariff barriers.
These restriction involve classification, valuation, documentation, license,These restriction involve classification, valuation, documentation, license,
inspection, and health and safety regulationinspection, and health and safety regulation..

 ClassificationClassification
How a product is classified is can be arbitrary and inconsistent and is How a product is classified is can be arbitrary and inconsistent and is 
often based on a custom officers judgment, at least at the time of entry.often based on a custom officers judgment, at least at the time of entry.

 Valuation  Valuation  
Regardless  of  how products  are  classified,  each  product  must  still  beRegardless  of  how products  are  classified,  each  product  must  still  be
valued. The value affects the amount of tariff levied. A customs appraiservalued. The value affects the amount of tariff levied. A customs appraiser
is the one who determines the values.is the one who determines the values.

 DocumentationDocumentation
Documentation  can  present  another  problem  at  entry  because  manyDocumentation  can  present  another  problem  at  entry  because  many
documents and forms are often necessary, and the documents requireddocuments and forms are often necessary, and the documents required
can be complicatedcan be complicated..
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 License or permitLicense or permit
Not all the product can be freely imported. Controlled imports   require Not all the product can be freely imported. Controlled imports   require 
license or permit. E.g.. importation of distilled spirits, wines, malt license or permit. E.g.. importation of distilled spirits, wines, malt 
beverages, arms, ammunition, and explosives etc require a license or beverages, arms, ammunition, and explosives etc require a license or 
permit.permit.

 InspectionInspection
Inspection  is  an  integral  part  of  product  clearance.  Goods  must  beInspection  is  an  integral  part  of  product  clearance.  Goods  must  be
examined to determine quality and quantity. This step is highly related toexamined to determine quality and quantity. This step is highly related to
other customs and entryother customs and entry procedure.  First,  inspection  classifies  andprocedure.  First,  inspection  classifies  and
values products for tariff purpose.values products for tariff purpose.

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

 Product TestingProduct Testing
Many products must be tested to determine their safety and suitabilityMany products must be tested to determine their safety and suitability
before they can be marketed. Although products may have won approvalbefore they can be marketed. Although products may have won approval
everywhere else for safety and effectiveness, such products are medicaleverywhere else for safety and effectiveness, such products are medical
equipment  and  pharmaceuticals  must  go  through  elaborate  standardequipment  and  pharmaceuticals  must  go  through  elaborate  standard
testing, that can take a fewtesting, that can take a few  years.years.

 Product Specification Product Specification 
Product specification though appearing to be an innocent process, canProduct specification though appearing to be an innocent process, can
wreak havoc on imports. Specification can be written in such a way as towreak havoc on imports. Specification can be written in such a way as to
a favor to local bidders and to keep out foreign suppliers.a favor to local bidders and to keep out foreign suppliers.

3.3.  Quota Quota
Quotas are  a  quantity  control  on  imported goods.  Generally,  they  areQuotas  are  a  quantity  control  on  imported goods.  Generally,  they  are
specific provisions limiting the amount of foreign products imported inspecific provisions limiting the amount of foreign products imported in
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order to protect local firms and to conserve foreign currency. Quotas canorder to protect local firms and to conserve foreign currency. Quotas can
be used for export control as well.be used for export control as well.

 Absolute Quota Absolute Quota 
An absolute quota is the most restrictive of all. It limits in absolute termsAn absolute quota is the most restrictive of all. It limits in absolute terms
the amount imported during a quota period. Once filled, further entriesthe amount imported during a quota period. Once filled, further entries
are prohibited.are prohibited.

-- Tariff Quota :-  Tariff Quota :-  a tariff quota permits  the entry  of  limiteda tariff quota permits  the entry  of  limited
quantity of the quota product at reduced rate of duty. Quantities inquantity of the quota product at reduced rate of duty. Quantities in
excess of the quota can be imported but are subject to a higher dutyexcess of the quota can be imported but are subject to a higher duty
rate.rate.

-- Voluntary Quota :- Voluntary Quota :- a voluntary quotas differs from the othera voluntary quotas differs from the other
two kinds of quota which are unilaterally imposed. voluntary quotatwo kinds of quota which are unilaterally imposed. voluntary quota
is a formal agreement between nations or between a nation and anis a formal agreement between nations or between a nation and an
industry. Thisindustry. This  agreement usually specifies the limits of supply byagreement usually specifies the limits of supply by
product, country and volume.product, country and volume.

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

 Exchange Control: -Exchange Control: -
An exchange control is a technique that limits the amount of the currencyAn exchange control is a technique that limits the amount of the currency
that  can  be  taken  abroad.  The  reason  exchange  controls  are  usuallythat  can  be  taken  abroad.  The  reason  exchange  controls  are  usually
applied is that the local currency is overvalued , this causing imports toapplied is that the local currency is overvalued , this causing imports to
be paid for in smaller amounts of currency. Exchange controls also limitbe paid for in smaller amounts of currency. Exchange controls also limit
the length of time the amount of  money an exporter can hold for thethe length of time the amount of  money an exporter can hold for the
goods sold.goods sold.

 Multiple exchange rates: -Multiple exchange rates: -
multiple  exchange  rates  are  another  form  of  exchange  regulation  ormultiple  exchange  rates  are  another  form  of  exchange  regulation  or
barriers.  The  objective  of  multiple  exchange  rates  are  two  fold:  tobarriers.  The  objective  of  multiple  exchange  rates  are  two  fold:  to
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encourage export and import of certain goods and to discourage exportsencourage export and import of certain goods and to discourage exports
and imports of others.and imports of others.

 Prior import deposit and credit restriction :Prior import deposit and credit restriction :
Financial  barriers  can  also  include  specific  limitations  or  importFinancial  barriers  can  also  include  specific  limitations  or  import
restraints, such as prior import deposits and credit restriction. Both ofrestraints, such as prior import deposits and credit restriction. Both of
these  barriers  operate  by  imposing  certain  financial  restriction  onthese  barriers  operate  by  imposing  certain  financial  restriction  on
importers. E.g. A government can require prior import deposits (forcedimporters. E.g. A government can require prior import deposits (forced
deposits ) to make imports difficult  by tying up an importer’s capital.deposits ) to make imports difficult  by tying up an importer’s capital.

 Credit restriction: -Credit restriction: -
Apply only to imports. That is ,exporter may be able to get loans fromApply only to imports. That is ,exporter may be able to get loans from
government,  usually at  very favorable rates,  but importers will  not begovernment,  usually at  very favorable rates,  but importers will  not be
able to receive any credit or financing from the government. Importersable to receive any credit or financing from the government. Importers
must  look for  loans in  the private sector --  very likely  at  significantlymust  look for  loans in  the private sector --  very likely  at  significantly
higher rates, if such loans are available at all.higher rates, if such loans are available at all.

 Profit remittance restriction: -Profit remittance restriction: -
Another form of  exchange barriers is  the profit remittance restriction.Another form of  exchange barriers is  the profit remittance restriction.
Many  countries  regulate  the  remittance  of  profit  earned  in  localMany  countries  regulate  the  remittance  of  profit  earned  in  local
operations  and  sent  to  parent  organization  located  abroad.  Someoperations  and  sent  to  parent  organization  located  abroad.  Some
countries uses progressive rates in taxing all profits remitted to parentcountries uses progressive rates in taxing all profits remitted to parent
company abroad with such rates going up to 60 percent.company abroad with such rates going up to 60 percent.

Another  form of  exchange  barrier  is  the  profit  remittance  restriction.Another  form of  exchange  barrier  is  the  profit  remittance  restriction.
ASEAN Countries share a common philosophy in allowing unrestrictedASEAN Countries share a common philosophy in allowing unrestricted
repatriation  of  profits  earned  by  foreign  companies.  Singapore  inrepatriation  of  profits  earned  by  foreign  companies.  Singapore  in
particular  allows  the  unrestricted  movement  of  capital.  But  manyparticular  allows  the  unrestricted  movement  of  capital.  But  many
countries regulate the remittance of  profits earned in local  operationscountries regulate the remittance of  profits earned in local  operations
and sent to a parent organization located abroad. Brazil used progressiveand sent to a parent organization located abroad. Brazil used progressive
rate in taxing all profits remitted to a parent company abroad, with suchrate in taxing all profits remitted to a parent company abroad, with such
rates going up to 60 percent. Other countries practices a form of profitrates going up to 60 percent. Other countries practices a form of profit
remittance  restriction  by  simply  having  long  delays  in  permission  forremittance  restriction  by  simply  having  long  delays  in  permission  for
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profit expatriation. To overcome these practices, MNCs have looked toprofit expatriation. To overcome these practices, MNCs have looked to
legal loopholes. Many employ the following tactics.legal loopholes. Many employ the following tactics.

a) Switch Tradinga) Switch Trading
This tactic requires that goods are sold for credit or for other products,This tactic requires that goods are sold for credit or for other products,
which can later  be sold for  conversion into the desired currency.  Forwhich can later  be sold for  conversion into the desired currency.  For
example,  assume that  Russia  has  $  1  million  credit  for  Italian  pasta,example,  assume that  Russia  has  $  1  million  credit  for  Italian  pasta,
which Russia does not want. A US firm may agree to sell its product towhich Russia does not want. A US firm may agree to sell its product to
Russia  at  a  premium  in  return  for  the  $  1  million  credit  for  pasta,Russia  at  a  premium  in  return  for  the  $  1  million  credit  for  pasta,
subsequently, the US firm can sell the pasta to Germany for Dutch marks,subsequently, the US firm can sell the pasta to Germany for Dutch marks,
which are fully convertible to dollars.which are fully convertible to dollars.

b) Moving up the Priority Queue  b) Moving up the Priority Queue  
A  company  can  negotiate  its  way  up  the  governments  queue  forA  company  can  negotiate  its  way  up  the  governments  queue  for
permission to expatriate profits by bribing officials, refusing to servicepermission to expatriate profits by bribing officials, refusing to service
and repair the products sold, and so on.and repair the products sold, and so on.

c) Currency Swapsc) Currency Swaps
This  tactic  matches  a  multinational  firm  that  wants  to  repatriate  aThis  tactic  matches  a  multinational  firm  that  wants  to  repatriate  a
currency  with  another  firm that  needs  the  currency  and  is  willing  tocurrency  with  another  firm that  needs  the  currency  and  is  willing  to
acquire it by offering to take it at a discount.acquire it by offering to take it at a discount.

d) Nestingd) Nesting
In this tactic, a subsidiary's blocked funds are utilized to cover affiliationIn this tactic, a subsidiary's blocked funds are utilized to cover affiliation
costs within a country, such as the legal fees of the parent company.costs within a country, such as the legal fees of the parent company.

e) Parallel Loanse) Parallel Loans
This variation of netting involves a back-to-back transaction. For example,This variation of netting involves a back-to-back transaction. For example,
a British subsidiary of a US corporation lends British pounds to a Britisha British subsidiary of a US corporation lends British pounds to a British
multinational firm whose US subsidiary lends the same amount in dollarsmultinational firm whose US subsidiary lends the same amount in dollars
to the US Corporation. Another  tactic is to negotiate for a higher value ofto the US Corporation. Another  tactic is to negotiate for a higher value of
an investment than the investment's actual worth. In effect, this tactican investment than the investment's actual worth. In effect, this tactic
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increases  the  equity  base  from  which  dividend  repatriation  areincreases  the  equity  base  from  which  dividend  repatriation  are
calculated. Some techniques for effecting this purpose are:calculated. Some techniques for effecting this purpose are:

-- Invoicing: raising markup on intra-company shipmentsInvoicing: raising markup on intra-company shipments
-- Royalties:  increasing  royalties  charged  to  subsidiaries  on  partsRoyalties:  increasing  royalties  charged  to  subsidiaries  on  parts

designed in the USdesigned in the US
-- Management Fees: charging subsidiaries for the time managers atManagement Fees: charging subsidiaries for the time managers at

the parent company spend on international businessthe parent company spend on international business
-- Engineering  Fees:  charging  subsidiaries  for  the  time  engineersEngineering  Fees:  charging  subsidiaries  for  the  time  engineers

develop and refine products made overseas.develop and refine products made overseas.

5.6 ECONOMIC COOPERATION5.6 ECONOMIC COOPERATION

Given inherent constraints in any system, conditions for the best policyGiven inherent constraints in any system, conditions for the best policy
rarely exist. A policy maker must then turn to the second best policy. Thisrarely exist. A policy maker must then turn to the second best policy. This
practice applies to international trade. Worldwide trade is ideal, but thatpractice applies to international trade. Worldwide trade is ideal, but that
cannot be attained. The theory of second best suggests that the optimumcannot be attained. The theory of second best suggests that the optimum
policy, then is to have economic cooperation on small scale. In an attemptpolicy, then is to have economic cooperation on small scale. In an attempt
to reduce trade barriers and improve trade ,many countries with in theto reduce trade barriers and improve trade ,many countries with in the
same geographic area often join together to establish various forms ofsame geographic area often join together to establish various forms of
economic  cooperation.  Some  forms  of  economic  cooperation  are  aseconomic  cooperation.  Some  forms  of  economic  cooperation  are  as
illustrated below:-illustrated below:-

5.6.1 Free Trade Area5.6.1 Free Trade Area
The  countries  involved  eliminate  duties  among  themselves  whileThe  countries  involved  eliminate  duties  among  themselves  while
maintaining separately their own tariff against outsiders. The purpose ofmaintaining separately their own tariff against outsiders. The purpose of
free trade area is to facilitate trade among member nations. The problemfree trade area is to facilitate trade among member nations. The problem
with this kind of arrangement is the lack of coordination of tariff againstwith this kind of arrangement is the lack of coordination of tariff against
non members, enabling non members to direct their exported products tonon members, enabling non members to direct their exported products to
enter the free trade area at the point of lowest external tariff.enter the free trade area at the point of lowest external tariff.

5.6.2 Customs Union5.6.2 Customs Union
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A custom union is an extension of the free trade area in the sense thatA custom union is an extension of the free trade area in the sense that
member countries must also agree on a common schedule of identicalmember countries must also agree on a common schedule of identical
tariff rates. In effect, the objective of the customs union is to harmonizetariff rates. In effect, the objective of the customs union is to harmonize
trade regulations  and to  establish  common barriers  against  outsiders.trade regulations  and to  establish  common barriers  against  outsiders.
Uniform tariff and a common commercial policy against non members areUniform tariff and a common commercial policy against non members are
necessary  to  prevent  them from taking  advantage  of  the  situation  bynecessary  to  prevent  them from taking  advantage  of  the  situation  by
supplying goods initially to member country that has the lowest externalsupplying goods initially to member country that has the lowest external
tariff.tariff.

5.6.3 Common Market5.6.3 Common Market
A  common  market  is  a  higher  and  more  complex  level  of  economicA  common  market  is  a  higher  and  more  complex  level  of  economic
integration  than  either  a  free  trade  area  or  a  customs  union  .  In  aintegration  than  either  a  free  trade  area  or  a  customs  union  .  In  a
common market countries remove all customs and other restrictions oncommon market countries remove all customs and other restrictions on
the  movement  of  the  factors  of  production   (such  as  services.  rawthe  movement  of  the  factors  of  production   (such  as  services.  raw
materials  ,labor  and  capital  )  among  the  members  of  the  commonmaterials  ,labor  and  capital  )  among  the  members  of  the  common
market  .  As  the  results,  business   laws  are  standardized  to  ensuremarket  .  As  the  results,  business   laws  are  standardized  to  ensure
undistorted competitionundistorted competition . .

5.6.4   Economic and Monetary Union5.6.4   Economic and Monetary Union
Monetary  union  means  one  money  (i.e.  one  currency).  Economic  andMonetary  union  means  one  money  (i.e.  one  currency).  Economic  and
monetary union in the European community define  monetary union  asmonetary union in the European community define  monetary union  as
having three basic characteristic  having three basic characteristic  

a. Total and irreversible convertibility  of currenciesa. Total and irreversible convertibility  of currencies
-- Complete freedom of capital  movements in fully  integratedComplete freedom of capital  movements in fully  integrated

financial market and financial market and 
-- Irrevocably fixed exchange rates with no fluctuation marginsIrrevocably fixed exchange rates with no fluctuation margins

between member currencies leading ultimately is a single currency.between member currencies leading ultimately is a single currency.
The  economic  advantage  of  a  single  currency  include  all  theThe  economic  advantage  of  a  single  currency  include  all  the
elimination of currency risks and lower transaction costs.elimination of currency risks and lower transaction costs.
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5.6.5 Political Union5.6.5 Political Union
A political union is the ultimate type of economic corporation because itA political union is the ultimate type of economic corporation because it
involve  the  integration  of  both  economic  and  political  policies.  Theinvolve  the  integration  of  both  economic  and  political  policies.  The
European communities debate over political union involves issues such asEuropean communities debate over political union involves issues such as
common defense and foreign policies. Strengthening the role of the EC’scommon defense and foreign policies. Strengthening the role of the EC’s
parliament,  and adopting an EC’s wide social  policy.  In late 1991 theparliament,  and adopting an EC’s wide social  policy.  In late 1991 the
member's  countries  of  the  EC  reached  agreement  on  an  Europeanmember's  countries  of  the  EC  reached  agreement  on  an  European
monetary union (EMU) and political  union. The agreement on politicalmonetary union (EMU) and political  union. The agreement on political
union has given the EC authority to act in defense, in foreign and in socialunion has given the EC authority to act in defense, in foreign and in social
policies.policies.

Check Your Progress ExerciseCheck Your Progress Exercise
1.1. What is a production possibility What is a production possibility 

frontier? Explainfrontier? Explain
------------------------------------------------------------------------------------------------------------------------------------------------------------
------------------------------------------------------------------------------------------------------------------------------------------------------------
----------------------------------------------------------------------------
2.2. Discuss the non-tariff barriers toDiscuss the non-tariff barriers to

trade?trade?
------------------------------------------------------------------------------------------------------------------------------------------------------------
------------------------------------------------------------------------------------------------------------------------------------------------------------
----------------------------------------------------------------------------
3.3. Discuss the tariff barriers to Discuss the tariff barriers to 

tradetrade??
------------------------------------------------------------------------------------------------------------------------------------------------------------
------------------------------------------------------------------------------------------------------------------------------------------------------------
----------------------------------------------------------------------------
4.4. Explain Ricardo’s Comparative Explain Ricardo’s Comparative 

Advantage Theory?Advantage Theory?
------------------------------------------------------------------------------------------------------------------------------------------------------------
------------------------------------------------------------------------------------------------------------------------------------------------------------
----------------------------------------------------------------------------

5.7 SUMMARY5.7 SUMMARY

People alone do not make a market. They must have money to spend andPeople alone do not make a market. They must have money to spend and
be  willing  to  spend  it.  Consequently,  the  economic  environment  is  abe  willing  to  spend  it.  Consequently,  the  economic  environment  is  a
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significant force that affects the marketing activities of just about anysignificant force that affects the marketing activities of just about any
organization.  A  marketing  program  is  affected  by  various  economicorganization.  A  marketing  program  is  affected  by  various  economic
factors. These includes, inflation, deflation, interest rate, tax rate, etcfactors. These includes, inflation, deflation, interest rate, tax rate, etc

Government encouragement or discouragement of foreign investment isGovernment encouragement or discouragement of foreign investment is
dictated  by  depending  upon  the  political  situation;  economicdictated  by  depending  upon  the  political  situation;  economic
development;  adverse  effect  of  imports  to  balance  of  payment  of  adevelopment;  adverse  effect  of  imports  to  balance  of  payment  of  a
country; etc.country; etc.

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

Tariff is a tax imposed on the product crossing the customs boundary.Tariff is a tax imposed on the product crossing the customs boundary.
The main purpose of which is to generate revenue to the government orThe main purpose of which is to generate revenue to the government or
to protect the home industry. Some of the tariff barriers include: tariffto protect the home industry. Some of the tariff barriers include: tariff
surcharge, excise tax, value added tax, e.t.c. Non-tariff barrier includes:surcharge, excise tax, value added tax, e.t.c. Non-tariff barrier includes:
Quota, government participation in trade, customs entry formalities, e.t.cQuota, government participation in trade, customs entry formalities, e.t.c

In an attempt to reduce trade barriers and improve trade, many countriesIn an attempt to reduce trade barriers and improve trade, many countries
with in the same geographic area often join together to establish variouswith in the same geographic area often join together to establish various
forms  of  economic  cooperation.  Some  forms  of  economic  cooperationforms  of  economic  cooperation.  Some  forms  of  economic  cooperation
includes  :  free  trade  area  ,customs  union,  common market,  economicincludes  :  free  trade  area  ,customs  union,  common market,  economic
monetary union, political union.monetary union, political union.

5.8 ANSWER TO CHECK YOUR PROGRESS EXERCISE5.8 ANSWER TO CHECK YOUR PROGRESS EXERCISE

1. Refer Section 5.31. Refer Section 5.3
2. Refer Section 5.5.22. Refer Section 5.5.2
3.3. Refer Section 5.5.1Refer Section 5.5.1
4.4. Refer Section 5.4.1Refer Section 5.4.1
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UNIT 6: CONSUMER BUYING BEHAVIORUNIT 6: CONSUMER BUYING BEHAVIOR

ContentsContents
6.0Aims and Objectives6.0Aims and Objectives
6.16.1 IntroductionIntroduction
6.26.2 Black Box Model of Consumer BehaviorBlack Box Model of Consumer Behavior

6.2.16.2.1 Economist ApproachEconomist Approach
6.2.1.16.2.1.1 Utility EffectUtility Effect
6.2.1.26.2.1.2 Substitution EffectSubstitution Effect
6.2.1.36.2.1.3 Income EffectIncome Effect

6.2.26.2.2 Behavioral Science ApproachBehavioral Science Approach
6.2.2.16.2.2.1 MotivationMotivation
6.2.2.26.2.2.2 PerceptionPerception
6.2.2.36.2.2.3 AttitudeAttitude
6.2.2.46.2.2.4 LearningLearning
6.2.2.56.2.2.5 Psychographics and PersonalityPsychographics and Personality

6.2.36.2.3 Cultural AnthropologyCultural Anthropology
6.2.46.2.4 Social GroupSocial Group

6.2.4.16.2.4.1 FamilyFamily
6.2.4.26.2.4.2 GroupGroup
6.2.4.36.2.4.3 Opinion LeadersOpinion Leaders

6.2.56.2.5 Social BiologistSocial Biologist
6.2.66.2.6 MarketingMarketing

6.36.3 SummarySummary
6.46.4 Answer to Check Your Progress ExerciseAnswer to Check Your Progress Exercise
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6.0  AIMS AND OBJECTIVES6.0  AIMS AND OBJECTIVES

After studying this unit, you will be able to explainAfter studying this unit, you will be able to explain
-- what consumer buying behavior iswhat consumer buying behavior is
-- the various factors influence the consumer buying behavior.the various factors influence the consumer buying behavior.
-- the process involved in buying decision the process involved in buying decision 
-- tthe process consumers go through in making purchase decisionhe process consumers go through in making purchase decision
-- the  influence  of  culture,  subculture,  social  class  and  referencethe  influence  of  culture,  subculture,  social  class  and  reference

groups on buying behaviorgroups on buying behavior
-- the roles of motivation, perception, learning, and attitudes in shapingthe roles of motivation, perception, learning, and attitudes in shaping

consumer behaviorconsumer behavior

6.1 INTRODUCTION6.1 INTRODUCTION

Consumer behavior can be defined as study of human behavior with inConsumer behavior can be defined as study of human behavior with in
the  consume  role  and  includes  all  the  steps  in  the  decision  makingthe  consume  role  and  includes  all  the  steps  in  the  decision  making
process. The study must go beyond the explicit act of purchase to includeprocess. The study must go beyond the explicit act of purchase to include
the examination of  less observable processes,  as well  as discussion ofthe examination of  less observable processes,  as well  as discussion of
why, where and how a particular purchase occurs. why, where and how a particular purchase occurs. 

Consumer behavior is an area of study that draws on the work of scholarsConsumer behavior is an area of study that draws on the work of scholars
and practionars from many diverse disciplines. Most studies of consumerand practionars from many diverse disciplines. Most studies of consumer
behavior attempt to explain the so-called black box model. behavior attempt to explain the so-called black box model. 
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6.2 BLACK BOX MODEL OF CONSUMER BEHAVIOR6.2 BLACK BOX MODEL OF CONSUMER BEHAVIOR

                    EconomicsEconomics                   Demographics and Price                   Demographics and Price  Income, Income,
age etc age etc 

 Psychology (Individual)    -  Motivation, Learning  Psychology (Individual)    -  Motivation, Learning 
Perception, Perception, 
Attitude ,Psychographics,PAttitude ,Psychographics,P
ersonalityersonality

                      BehavioralBehavioral  Sociology (Small Group)Sociology (Small Group) -Group, -Group, 
Family,      Family,      

Opinion, LeaderOpinion, Leader

Cultural Anthropology        -Culture, Cultural Anthropology        -Culture, 
Subculture,    Subculture,    (Large Group)(Large Group)                             
Social ClassSocial Class

           Biology           Biology GeneticsGenetics                 Genes                  Genes 

  
                  

                  MarketingMarketing
  

Mental activities between a stimulus and the resulting response cannotMental activities between a stimulus and the resulting response cannot
be observed, causing difficulty in comprehending why a person decide tobe observed, causing difficulty in comprehending why a person decide to
take a particular action. take a particular action. 

There are four perspective employed to explain the internal operation ofThere are four perspective employed to explain the internal operation of
the  black  box.  These  four  perspectives  include:  Economics;  Socialthe  black  box.  These  four  perspectives  include:  Economics;  Social
Biology; Behavioral Science, and Marketing. Biology; Behavioral Science, and Marketing. 

6.2.16.2.1 EconomicsEconomics
Economists were the first group of scholars to conduct formal studies ofEconomists were the first group of scholars to conduct formal studies of
consumer decision is based on a careful allocation of resources. Amongconsumer decision is based on a careful allocation of resources. Among
various  alternatives  to  maximize  the  utility  with  in  the  constraintsvarious  alternatives  to  maximize  the  utility  with  in  the  constraints
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imposed by a financial budget. In explaining consumer behavior, we relyimposed by a financial budget. In explaining consumer behavior, we rely
on the fundamental premises that people tend to choose those goods andon the fundamental premises that people tend to choose those goods and
services they value most highly. To describe the way consumer chooseservices they value most highly. To describe the way consumer choose
among  different  consumption  possibilities,  economist  a  century  agoamong  different  consumption  possibilities,  economist  a  century  ago
developed a notion of utility. developed a notion of utility. 

What do we mean by utility? In a work, utility denotes satisfaction. MoreWhat do we mean by utility? In a work, utility denotes satisfaction. More
precisely it refers to the subjective pleasure or usefulness that a personprecisely it refers to the subjective pleasure or usefulness that a person
derive form consuming a good or a service. Marginal utility and the law ofderive form consuming a good or a service. Marginal utility and the law of
diminishing. diminishing. 

6.2.1.1 Marginal Utility 6.2.1.1 Marginal Utility 
How does utility apply to the theory of demand? Say that consuming theHow does utility apply to the theory of demand? Say that consuming the
first unit of good like ice cream gives you a certain level of satisfaction orfirst unit of good like ice cream gives you a certain level of satisfaction or
utility. When you eat a second unit of ice cream, you will get additionalutility. When you eat a second unit of ice cream, you will get additional
satisfaction or  utility.  The increment  to  your utility  is  called  marginalsatisfaction or  utility.  The increment  to  your utility  is  called  marginal
utility.   The  expression  “marginal”  is  a  key  term in  economic  and  isutility.   The  expression  “marginal”  is  a  key  term in  economic  and  is
always used in  the  sense of  “extra”.  The law of  diminishing marginalalways used in  the  sense of  “extra”.  The law of  diminishing marginal
utility  states  that  as  the  amount  of  a  good  consumed  increases,  theutility  states  that  as  the  amount  of  a  good  consumed  increases,  the
marginal utility of that good tends to diminish. marginal utility of that good tends to diminish. 

The fundamental condition of maximum satisfaction or utility is thereforeThe fundamental condition of maximum satisfaction or utility is therefore
the following: A consumer with a fixed income and facing a given marketthe following: A consumer with a fixed income and facing a given market
price  of  goods  will  achieve  maximum satisfaction  or  utility  when  theprice  of  goods  will  achieve  maximum satisfaction  or  utility  when  the
marginal utility of the last dollar spent on each good is exactly the samemarginal utility of the last dollar spent on each good is exactly the same
as the marginal utility of the last dollar spent on any other good. as the marginal utility of the last dollar spent on any other good. 

The fundamental  condition of  consumer  equilibrium can be written inThe fundamental  condition of  consumer  equilibrium can be written in
terms of the marginal utilities (MU) and prices (P) of the different goodsterms of the marginal utilities (MU) and prices (P) of the different goods
in the following compact way: in the following compact way: 

MU good 1MU good 1 == MU good 2MU good 2 = = MU good 3MU good 3     = MU per $ of     = MU per $ of
IncomeIncome              

        P        P11                     P        P22         P        P33
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Therefore,  a  higher  price  for  a  good  reduces  the  consumers  optimalTherefore,  a  higher  price  for  a  good  reduces  the  consumers  optimal
consumption  of  that  commodity.  This  shows why  demand curve  slopeconsumption  of  that  commodity.  This  shows why  demand curve  slope
downward. downward. 

Illustrative examples 

11 22 33
Quantity of goodsQuantity of goods

consumedconsumed
TotalTotal
UtilityUtility

MarginalMarginal
utilityutility

00 00 --------
11 44 44

22 77 33
33 99 22
44 1010 11
55 1010 00

a)a) Total Utility Total Utility 

b) Marginal Utilityb) Marginal Utility
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The total utility of consuming a certain amount is equal to the sum of theThe total utility of consuming a certain amount is equal to the sum of the
marginal utilities up to that point. I.e. assume that 3 units are consumedmarginal utilities up to that point. I.e. assume that 3 units are consumed
column (2),  the  total  utility  is  9  units.  In  column (3)  the  sum of  thecolumn (2),  the  total  utility  is  9  units.  In  column (3)  the  sum of  the
marginal utilities of the first 3 units is also 4+3+2 = 9 units. Therefore,marginal utilities of the first 3 units is also 4+3+2 = 9 units. Therefore,
the total utility is the sum of all marginal utilities that were added fromthe total utility is the sum of all marginal utilities that were added from
the beginning. An alternative approach to consumer behavior are: the beginning. An alternative approach to consumer behavior are: 

a.a. The substitution effectThe substitution effect
b.b. The income effect The income effect 

The concept of marginal utility has helped explain the fundamental law ofThe concept of marginal utility has helped explain the fundamental law of
downward – sloping demand. Economists have developed an alternativedownward – sloping demand. Economists have developed an alternative
approach to analysis of demand – one that makes no mention of marginalapproach to analysis of demand – one that makes no mention of marginal
utility. This alternative approach uses “indifference curve”. utility. This alternative approach uses “indifference curve”. 

Indifference analysis asks about the substitution effect and the incomeIndifference analysis asks about the substitution effect and the income
effect  of  a  change in  price.  By looking at  these,  we can see why theeffect  of  a  change in  price.  By looking at  these,  we can see why the
quantity demanded of a good declines as its price rises. quantity demanded of a good declines as its price rises. 

6.2.1.26.2.1.2 Substitution EffectSubstitution Effect
The first factor explaining diminishing consumption when price rises is anThe first factor explaining diminishing consumption when price rises is an
obvious one. If the price of coffee goes up while other prices do not, thenobvious one. If the price of coffee goes up while other prices do not, then
coffee has become relatively more expensive. coffee has become relatively more expensive.   
When coffee becomes a more expensive source of stimulation, less coffeeWhen coffee becomes a more expensive source of stimulation, less coffee
and more tea will be bought. More generally, the substitution effects saysand more tea will be bought. More generally, the substitution effects says
that, when the price of a good rises, consumers will tend to substitutethat, when the price of a good rises, consumers will tend to substitute
other  goods  for  the  more expensive  good in  order  to  achieve  desiredother  goods  for  the  more expensive  good in  order  to  achieve  desired
satisfaction most cheaply. satisfaction most cheaply. 
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6.2.1.3 Income effect6.2.1.3 Income effect
In addition when your money income is fixed, a price increase is just likeIn addition when your money income is fixed, a price increase is just like
a reduction in your real income or purchasing power, more specifically,a reduction in your real income or purchasing power, more specifically,
the income effect signifies the impact of a price change on consumer realthe income effect signifies the impact of a price change on consumer real
income. When a price rises and money incomes are fixed, consumers realincome. When a price rises and money incomes are fixed, consumers real
incomes fall, and they are likely to buy less of almost all goods (includingincomes fall, and they are likely to buy less of almost all goods (including
the good whose price has risenthe good whose price has risen). ). 

The straight line AB is the budget line – the amount of disposable incomeThe straight line AB is the budget line – the amount of disposable income
that can be spent on one of the two alternatives or on a combination ofthat can be spent on one of the two alternatives or on a combination of
them. them. 

The first so called indifference cure (IThe first so called indifference cure (I11) intersects the budget line at two) intersects the budget line at two
points (C and D), implying that the combination will give this particularpoints (C and D), implying that the combination will give this particular
consumer equal satisfaction. The consumer is indifferent at either pointconsumer equal satisfaction. The consumer is indifferent at either point
because both points  are  on the same indifferent  curve  and the utilitybecause both points  are  on the same indifferent  curve  and the utility
obtained  is  held  constant  by  simply  adjusting  the  quantities  of  bothobtained  is  held  constant  by  simply  adjusting  the  quantities  of  both
alternatives. alternatives. 

The third indifference curve (IThe third indifference curve (I33) being higher will yield more satisfaction.) being higher will yield more satisfaction.
But  the  curve  does  not  intersect  the  budget  line  at  all,  making  itBut  the  curve  does  not  intersect  the  budget  line  at  all,  making  it
unattainable  by  the  consumer.  The  optimum point,  then  is  ‘E’  on  theunattainable  by  the  consumer.  The  optimum point,  then  is  ‘E’  on  the
second indifference curve (Isecond indifference curve (I22), because it is attainable and because it is), because it is attainable and because it is
the only point of intersection of Ithe only point of intersection of I22 and the budget line, resulting in the and the budget line, resulting in the
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maximum  satisfaction  with  in  the  available  budget.  Thus,  rationalmaximum  satisfaction  with  in  the  available  budget.  Thus,  rational
consumption  is  almost  solely  a  function  of  income  present  or  futureconsumption  is  almost  solely  a  function  of  income  present  or  future
expected  income  –  and  the  consumer  will  choose  the  total  bundle  ofexpected  income  –  and  the  consumer  will  choose  the  total  bundle  of
goods and services that yields the optimum satisfaction. goods and services that yields the optimum satisfaction. 

Price Elasticity of Demand Price Elasticity of Demand 
The price elasticity of demand (or price elasticity) is the responsivenessThe price elasticity of demand (or price elasticity) is the responsiveness
of the quantity demanded of a good to changes in the goods price otherof the quantity demanded of a good to changes in the goods price other
thing held constant. thing held constant. 

The precise definition of price elasticity, EThe precise definition of price elasticity, EDD is the percentage change in is the percentage change in
quantity  demanded  divided  by  the  percentage  change  in  price.quantity  demanded  divided  by  the  percentage  change  in  price.
Symbolically, Symbolically, 

EED D = = Percentage changes in quantity demandedPercentage changes in quantity demanded  
Percentage change in price Percentage change in price 

    =    =                           QQ                                                                   P     P                    
(Q(Q11 + Q + Q22) / 2) / 2 (P(P11 + P + P22) / 2) / 2

E.g. E.g. 
Price $ 90 and quantity demanded   = 240 units Price $ 90 and quantity demanded   = 240 units 
Price $ 110 and quantity demanded = 160 units Price $ 110 and quantity demanded = 160 units 
Percentage price change: Percentage price change: 

4P4P   =           =        110 – 90110 – 90       =          =   2020      =   20%      =   20%
 P           (110 + 90) / 2        100 P           (110 + 90) / 2        100

Percentage quantity change:Percentage quantity change:
4P4P   =           =        160 – 240160 – 240       =    -        =    - 8080      =   40%      =   40%
 P           (160 + 240) / 2          200 P           (160 + 240) / 2          200

Price elasticity  = Price elasticity  = 4Q4Q      =         =   4040 = 2= 2
                4P           20                4P           20
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Market  equilibrium is  originally  at  point  A.  in  response to  20% priceMarket  equilibrium is  originally  at  point  A.  in  response to  20% price
changes (increase),  quantity demanded declines 40% to point B.  Pricechanges (increase),  quantity demanded declines 40% to point B.  Price
elasticity is Eelasticity is EDD = 40/20 = 2.  = 40/20 = 2. 

Demand is therefore elastic in the region from A to B Demand is therefore elastic in the region from A to B 

The economies framework, although useful is inadequate because of itsThe economies framework, although useful is inadequate because of its
restrictive assumptions. restrictive assumptions. 

i.i. It assumes that consumersIt assumes that consumers
want  to  maximize  satisfaction  when  they  actually  seek  onlywant  to  maximize  satisfaction  when  they  actually  seek  only
satisfactory purchase solution rather than optimal ones. satisfactory purchase solution rather than optimal ones. 

ii.ii. Consumers are assumed to make careful measurements of theConsumers are assumed to make careful measurements of the
utility  to  be  gained  from  all  possible  alternatives.  In  reality,utility  to  be  gained  from  all  possible  alternatives.  In  reality,
consumers  rarely  get  involved  with  detailed  calculations  of  theconsumers  rarely  get  involved  with  detailed  calculations  of  the
satisfaction to be derived from each alternative.satisfaction to be derived from each alternative.

iii.iii. A  rational  decision  is  presumed  to  be  made;  that  is,  theA  rational  decision  is  presumed  to  be  made;  that  is,  the
consumer is presumed to have complete information about prices,consumer is presumed to have complete information about prices,
markets and products. This condition, however does not exist in themarkets and products. This condition, however does not exist in the
real world because complete information is unavailable, too costlyreal world because complete information is unavailable, too costly
to obtain, or too technical to understand., this is especially true into obtain, or too technical to understand., this is especially true in
countries where communication networks are under developed orcountries where communication networks are under developed or
inadequate.  When a  foreign  product  is  involved,  the  informationinadequate.  When a  foreign  product  is  involved,  the  information
may not be disseminated properly or effectively. may not be disseminated properly or effectively. 
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iv.iv. The  consumer  assumed to  be  rational,  is  actually  influence aThe  consumer  assumed to  be  rational,  is  actually  influence a
great  deal  by  emotions.  Price  and  durability  often  becomesgreat  deal  by  emotions.  Price  and  durability  often  becomes
secondary to beauty and prestige. secondary to beauty and prestige. 

v.v. The  basic  assumption  inThe  basic  assumption  in
economies  is  homogeneity.  Homogeneous  products  andeconomies  is  homogeneity.  Homogeneous  products  and
homogeneous  consumer  preference.  In  the  international  context,homogeneous  consumer  preference.  In  the  international  context,
supposing consumer across the counties to be homogeneous is asupposing consumer across the counties to be homogeneous is a
very unrealistic assumption. Marketing on the other hand, is basedvery unrealistic assumption. Marketing on the other hand, is based
on  the  heterogeneity  concept:  both  demand  and  supply  areon  the  heterogeneity  concept:  both  demand  and  supply  are
heterogeneous  this  approximating  the  real  work  much  moreheterogeneous  this  approximating  the  real  work  much  more
correctly. correctly. 

vi.vi. The  economies  perspective  should  be  considered  as  beingThe  economies  perspective  should  be  considered  as  being
prescriptive or normative and not descriptive in nature explainingprescriptive or normative and not descriptive in nature explaining
what a consumer should do rather than what are actually does. Inwhat a consumer should do rather than what are actually does. In
this regard, the correct assumption emphasis can be ascertained bythis regard, the correct assumption emphasis can be ascertained by
the  level  of  economic  development  in  a  country.  Therefore,  thethe  level  of  economic  development  in  a  country.  Therefore,  the
economics framework by itself does not provide a complete pictureeconomics framework by itself does not provide a complete picture
of consumer behavior and other academic discipline must be takenof consumer behavior and other academic discipline must be taken
into account. into account. 

6.2.2 Behavioral Science Approach6.2.2 Behavioral Science Approach
The  major  behavioral  sciences  relevant  to  consumer  study  areThe  major  behavioral  sciences  relevant  to  consumer  study  are
psychological, sociology and cultural anthropology.  psychological, sociology and cultural anthropology.  

Psychology Psychology 
With the individual as its central unit of analysis, is the study of individualWith the individual as its central unit of analysis, is the study of individual
and interpersonal behavior. and interpersonal behavior.   Behavior is governed by a person’s cognitionBehavior is governed by a person’s cognition
such  as  values,  attitudes,  experiences,  needs  and  other  psychologicalsuch  as  values,  attitudes,  experiences,  needs  and  other  psychological
phenomena. Purchase then, becomes a function of the psychological viewphenomena. Purchase then, becomes a function of the psychological view
of products., and the consumer buys a product not only for consumptionof products., and the consumer buys a product not only for consumption
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but  also  because  of  a  perception  of  how  a  product  can  be  used  tobut  also  because  of  a  perception  of  how  a  product  can  be  used  to
communicate with other people. Some psychological concepts relevant tocommunicate with other people. Some psychological concepts relevant to
study  of  consumer  behavior  are  motivation,  learning,  personality,study  of  consumer  behavior  are  motivation,  learning,  personality,
perception and attitudes. perception and attitudes. 

6.2.2.1 Motivation6.2.2.1 Motivation
Motivation  is  fundamental  in  initiating  consumer  behavior.  MotivationMotivation  is  fundamental  in  initiating  consumer  behavior.  Motivation
can be  thought  of  as  a  drive  that  is  directed  by  a  motive  formed incan be  thought  of  as  a  drive  that  is  directed  by  a  motive  formed in
relation  to  a  particular  goal.  Once  the  motive  drive  relationship  isrelation  to  a  particular  goal.  Once  the  motive  drive  relationship  is
developed,  the  consumer  takes  some  forms  of  motivated  behavior  todeveloped,  the  consumer  takes  some  forms  of  motivated  behavior  to
satisfy  a  previously  recognized  need.  Consumer  motives  are  largelysatisfy  a  previously  recognized  need.  Consumer  motives  are  largely
determined by buying habits, though motives can vary and it is importantdetermined by buying habits, though motives can vary and it is important
to recognize the various types of motives. Motives can be classified asto recognize the various types of motives. Motives can be classified as
rational and non-rational.rational and non-rational.

Rational motives are price, durability, and economy in operation. Non-Rational motives are price, durability, and economy in operation. Non-
rational appeals in comparison includes prestige comfort and pleasure.rational appeals in comparison includes prestige comfort and pleasure.

Motivational ModelMotivational Model

LearningLearning ExpectancyExpectancy

Unfilled Unfilled DriveDrive Motive Motive GoalGoal Motivational Motivational 
  Need  Need   Behavior  Behavior

In the end, the success of a product is greatly affected by whether itsIn the end, the success of a product is greatly affected by whether its
target customers are properly motivated. Whether a motive is rational ortarget customers are properly motivated. Whether a motive is rational or
irrational is not particularly important. What is important is to identifyirrational is not particularly important. What is important is to identify
specific motives  relevant  for  marketing purposes.  A  critical  task  is  tospecific motives  relevant  for  marketing purposes.  A  critical  task  is  to
select,  carefully  and  properly,  a  relevant  motive  for  the  purpose  ofselect,  carefully  and  properly,  a  relevant  motive  for  the  purpose  of
product promotion.product promotion.
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According to one study, Chinese consumers place greater emphasis thanAccording to one study, Chinese consumers place greater emphasis than
American  consumers  as  convenience  of  location  and  sales  person’sAmerican  consumers  as  convenience  of  location  and  sales  person’s
manner, and less emphasis on the stores return policy. The relevance of amanner, and less emphasis on the stores return policy. The relevance of a
particular buying motive often varies from country to country. Even whenparticular buying motive often varies from country to country. Even when
national groups have the same demographic and psychographics profile,national groups have the same demographic and psychographics profile,
they may drink mineral water for different reasons.they may drink mineral water for different reasons.

i.e.  Germans,  use  mineral  water  is  a  curative  and  preventive  homei.e.  Germans,  use  mineral  water  is  a  curative  and  preventive  home
remedy product that is healthful for the internal organs. French womenremedy product that is healthful for the internal organs. French women
use it to keep them svelte (slim) use it to keep them svelte (slim) 

6.2.2.2 Perception6.2.2.2 Perception
To learn a person must perceive. Perception goes beyond sensation byTo learn a person must perceive. Perception goes beyond sensation by
providing  meaning  to  sensory  stimulations.  It  is  the  process  ofproviding  meaning  to  sensory  stimulations.  It  is  the  process  of
interpreting nervous  impulses  or  stimuli  received that  the  brain  mustinterpreting nervous  impulses  or  stimuli  received that  the  brain  must
organize and give meaning through cognitive interpretation.organize and give meaning through cognitive interpretation.

Model of PerceptionModel of Perception

Consumer Current stateConsumer Current state

Stimulus Stimulus Input Input Processing CenterProcessing Center Response Response 
SelectorSelector

Consumers StableConsumers Stable
      CharacteristicsCharacteristics
It is important to keep in mind that perceptions are formed through aIt is important to keep in mind that perceptions are formed through a
highly subjective and selective process. The consumer’s cognitive map ofhighly subjective and selective process. The consumer’s cognitive map of
the  environment  is  not  photograph of  that  physical  environment.  It  isthe  environment  is  not  photograph of  that  physical  environment.  It  is
instead a partial and personal construction of a situation in which certaininstead a partial and personal construction of a situation in which certain
ideas-selected and given emphasis-are perceived in an individual manner.ideas-selected and given emphasis-are perceived in an individual manner.
More precisely, when one forms of perception, are is not a photographerMore precisely, when one forms of perception, are is not a photographer
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but rather an artist who draws or paints an object in the way one thinks itbut rather an artist who draws or paints an object in the way one thinks it
is or should be. Therefore, no object or product is ever perceived exactlyis or should be. Therefore, no object or product is ever perceived exactly
in the way it actually appears.in the way it actually appears.

Because of a person need for organization and stability perception of anBecause of a person need for organization and stability perception of an
object tends to be stable overtime in spite of the changes in that object.object tends to be stable overtime in spite of the changes in that object.
Because of the selectivity and subjectivity characteristics of perception,Because of the selectivity and subjectivity characteristics of perception,
people “seeing” the same thing can have vastly different interpretations. people “seeing” the same thing can have vastly different interpretations. 

Example:- In Spain accepting credit is viewed as an inability to pay – a Example:- In Spain accepting credit is viewed as an inability to pay – a 

shameful situation.shameful situation.

Whether a product will be successful or not depends significantly on how Whether a product will be successful or not depends significantly on how 
it is perceived. A marketer should provide some clues about a product, in it is perceived. A marketer should provide some clues about a product, in 
order to aid consumers in perceiving the product in the desired manner.order to aid consumers in perceiving the product in the desired manner.

It should be pointed out that there are separate country of design andIt should be pointed out that there are separate country of design and
country of assembly effects. Credibility of attributes claims for productscountry of assembly effects. Credibility of attributes claims for products
(TV and Stereos) made in a newly industrialized country (Korea) can be(TV and Stereos) made in a newly industrialized country (Korea) can be
significantly improved if such products are manufactured in the USA. Insignificantly improved if such products are manufactured in the USA. In
addition, attribute claims, become more credible when the products areaddition, attribute claims, become more credible when the products are
distributed through a prestigious retailer. distributed through a prestigious retailer. 

International marketer should pay attention to the relationship betweenInternational marketer should pay attention to the relationship between
country of origin and the perception product quality. Country of origincountry of origin and the perception product quality. Country of origin
information  is  more  important  than  price  and  brand  information  ininformation  is  more  important  than  price  and  brand  information  in
affecting  product  quality  assessment.  In  general,  engineering  andaffecting  product  quality  assessment.  In  general,  engineering  and
technical  products  from  Germany,  electronics  product  from  Japan,technical  products  from  Germany,  electronics  product  from  Japan,
fashion products from France, and tobacco products from the USA arefashion products from France, and tobacco products from the USA are
favorably received in most parts of the world.favorably received in most parts of the world.

6.2.2.3 Attitude6.2.2.3 Attitude
Attitude is the learned tendency to respond to an object with consistentlyAttitude is the learned tendency to respond to an object with consistently
favorably or unfavorably way. Attitude is a complex and multidimensionalfavorably or unfavorably way. Attitude is a complex and multidimensional
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concept. It consists of three components: - cognition, affect, and conationconcept. It consists of three components: - cognition, affect, and conation
(behavioral  intention).  Based  on  this  definition,  a  few  properties  of(behavioral  intention).  Based  on  this  definition,  a  few  properties  of
attitude can be identified.attitude can be identified.

 The relationship between an individual and an object is not neutral:The relationship between an individual and an object is not neutral:
the reaction to the object is favorable or unfavorable.the reaction to the object is favorable or unfavorable.

Example: -Most people have favorable attitude toward such automobiles Example: -Most people have favorable attitude toward such automobiles 
as Mercedes – Benz, BMW, and Rolls Royce, viewing them as status as Mercedes – Benz, BMW, and Rolls Royce, viewing them as status 
symbol.symbol.

 Attitudes are relatively enduring and patterned and not temporaryAttitudes are relatively enduring and patterned and not temporary
or transient.  As  a person becomes older,  attitude becomes moreor transient.  As  a person becomes older,  attitude becomes more
established. This becomes a challenge for international  marketerestablished. This becomes a challenge for international  marketer
who want to introduce change. who want to introduce change. 

One’s attitude about an object is favored by one’s experience with the One’s attitude about an object is favored by one’s experience with the 
object, either directly or indirectly.object, either directly or indirectly.

 Attitude is not innateAttitude is not innate
Attitude must be learned. One’s attitude about an object is formed byAttitude must be learned. One’s attitude about an object is formed by
one’s experience with the object, either directly or indirectly. To achieveone’s experience with the object, either directly or indirectly. To achieve
a better measurement results, the standard attitude models may have toa better measurement results, the standard attitude models may have to
be modified for overseas markets.be modified for overseas markets.

Attitude exists with in an individual to serve four useful functions: -Attitude exists with in an individual to serve four useful functions: -

i.i. InstrumentalInstrumental iii.  Value-expressive andiii.  Value-expressive and
ii.ii. Ego-defensiveEgo-defensive iv.  Knowledgeiv.  Knowledge

 The Instrumental FunctionThe Instrumental Function
Results in the expression of an attitude in such a way as to maximizeResults in the expression of an attitude in such a way as to maximize
external rewards and minimize internal punishments. This function is alsoexternal rewards and minimize internal punishments. This function is also
known as the utilitarian or adjust function, because the individual adjustsknown as the utilitarian or adjust function, because the individual adjusts
an  attitude  in  an  acceptable  and  socialized  manner  in  order  to  seekan  attitude  in  an  acceptable  and  socialized  manner  in  order  to  seek
favorable response from others.favorable response from others.

110



 The ego defensive functionThe ego defensive function
Serves to protect a person against internal conflicts and external Serves to protect a person against internal conflicts and external 
dangers. Wanting protection without acknowledging deficiencies, are dangers. Wanting protection without acknowledging deficiencies, are 
forms an attitude to defend one’s self-concept and to cover up one’s forms an attitude to defend one’s self-concept and to cover up one’s 
weakness.weakness.

i.e. low income buyers having no choice but to purchase less expensive i.e. low income buyers having no choice but to purchase less expensive 
imported goods, may develop this type of defensive behavior.imported goods, may develop this type of defensive behavior.

  The value expressive function The value expressive function
Is related to individuals need to protect worthy values into the open. TheIs related to individuals need to protect worthy values into the open. The
individuals want to be different or original and desire to maintain andindividuals want to be different or original and desire to maintain and
express  a  self-identity.  This  function  is  very  common  in  the  westernexpress  a  self-identity.  This  function  is  very  common  in  the  western
world.  People  elsewhere,  however  view  this  function  of  attitude  withworld.  People  elsewhere,  however  view  this  function  of  attitude  with
distrust  and resentment,  fearing that  their  tradition will  be diluted ordistrust  and resentment,  fearing that  their  tradition will  be diluted or
destroyed by the permissiveness associated with the west.destroyed by the permissiveness associated with the west.

Example: -The younger generation in USA, as well as in other part of Example: -The younger generation in USA, as well as in other part of 
the world, is generally receptive to products emphasizing symbolic the world, is generally receptive to products emphasizing symbolic 
attributes that provide for self-enhancement.attributes that provide for self-enhancement.

 The knowledge functionThe knowledge function
Is also called the object-appraisal function because it is related to a Is also called the object-appraisal function because it is related to a 
person need to understand an object. person need to understand an object. 

Based on a desire for clarity, predictability and stability in perception, theBased on a desire for clarity, predictability and stability in perception, the
individual seeks to have coherence and focus for experience with an individual seeks to have coherence and focus for experience with an 
object.object.

A marketer  shared thus  take care  to  provide  adequate  information inA marketer  shared thus  take care  to  provide  adequate  information in
order to familiarize potential customers with a product’s benefits.order to familiarize potential customers with a product’s benefits.

Attitude is greatly influenced by culture.Attitude is greatly influenced by culture.

i.ei.e11. In Saudi Arabia, strict Muslim restrictions make it very uncommon. In Saudi Arabia, strict Muslim restrictions make it very uncommon
for women to work. for women to work. 
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i.ei.e22. In Japan workingwomen are common but rarely have the opportunity. In Japan workingwomen are common but rarely have the opportunity
to rise to a managerial position.to rise to a managerial position.

Therefore,  when women are  portrayed  in  advertisement  the  portrayalTherefore,  when women are  portrayed  in  advertisement  the  portrayal
should be consistent with the expected role of women in that particularshould be consistent with the expected role of women in that particular
culture.culture.

Attitude can affect marketing plans in other ways.  The countries haveAttitude can affect marketing plans in other ways.  The countries have
favorable  attitude  toward  foreigners,  wealth  and  change,  making  itfavorable  attitude  toward  foreigners,  wealth  and  change,  making  it
relatively easily for multinational corporations to introduce new products.relatively easily for multinational corporations to introduce new products.

In fact, attitudes toward marketing itself should be considered.In fact, attitudes toward marketing itself should be considered.

Example: -Nestle’s infant formula received enormous adverse publicityExample: -Nestle’s infant formula received enormous adverse publicity
because of the negative view in least developed country about the because of the negative view in least developed country about the 
marketing activities in pour countries.marketing activities in pour countries.

Consumers  in  six  developed  countries  had  varying  attitudes  towardConsumers  in  six  developed  countries  had  varying  attitudes  toward
government  regulations  of  marketing.  One  problem  firms  have  ingovernment  regulations  of  marketing.  One  problem  firms  have  in
marketing their products overseas involves the negative attitudes towardmarketing their products overseas involves the negative attitudes toward
situations  associated  with  their  products  and  sometimes  toward  thesituations  associated  with  their  products  and  sometimes  toward  the
products themselves. i.e. customers may have favorable attitude towardproducts themselves. i.e. customers may have favorable attitude toward
German  machinery  but  not  toward  the  purchase  of  such  machineryGerman  machinery  but  not  toward  the  purchase  of  such  machinery
because of the high cost, service, or availability of parts. It is importantbecause of the high cost, service, or availability of parts. It is important
for  a  marketer  to  distinguish  between  private  and  public  attitudes,for  a  marketer  to  distinguish  between  private  and  public  attitudes,
because an expressed public  attitude can differ widely from a privatebecause an expressed public  attitude can differ widely from a private
attitude  especially  when  the  private  attitude  contradicts  the  societiesattitude  especially  when  the  private  attitude  contradicts  the  societies
cultural norms.cultural norms.

6.2.2.4 Learning6.2.2.4 Learning
Like all habits, food and drink habits are learned. Before World War II,Like all habits, food and drink habits are learned. Before World War II,
the British were accustomed to drinking tea, not coffee. Then came thethe British were accustomed to drinking tea, not coffee. Then came the
American troops who brought the American taste for coffee.American troops who brought the American taste for coffee.

In another example, a large lunch and wine presents no problem to aIn another example, a large lunch and wine presents no problem to a
Swiss,  but  the  same will  put  an  American  to  sleep.  Because  motives,Swiss,  but  the  same will  put  an  American  to  sleep.  Because  motives,
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cultural  norms,  and  consumption  habits  are  all  learned,  a  marketercultural  norms,  and  consumption  habits  are  all  learned,  a  marketer
should understand the learning process. Learning is a change in behaviorshould understand the learning process. Learning is a change in behavior
that  occurs  over  time  relative  to  a  given  set  of  external  stimulusthat  occurs  over  time  relative  to  a  given  set  of  external  stimulus
conditions.conditions.

Based on this definition, two important characteristics of learning can beBased on this definition, two important characteristics of learning can be
identified.identified.

i)i) There  must  be  some  change  (or  originations)  in  responseThere  must  be  some  change  (or  originations)  in  response
tendencies (i.e. behavior), and tendencies (i.e. behavior), and 

ii)ii) This  change  must  be  the  result  of  some  external  stimulusThis  change  must  be  the  result  of  some  external  stimulus
condition (i.e. the effect of experience).condition (i.e. the effect of experience).

Three types of learning explain such changes Three types of learning explain such changes 
a.a. Classical learningClassical learning
b.b. Instrumental learning andInstrumental learning and
c.c. Cognitive learningCognitive learning

 Classical learningClassical learning
Classical learning is the process in whichClassical learning is the process in which

i.i. An unconditional stimulus (UCS) known to elicitAn unconditional stimulus (UCS) known to elicit
ii.ii. A particular unconditional response (UCR) is paired withA particular unconditional response (UCR) is paired with
iii.iii. A neutral or conditioning stimulus (CS) to increase the tendencyA neutral or conditioning stimulus (CS) to increase the tendency

that the (CS) alone will produce the same response (UCR), which isthat the (CS) alone will produce the same response (UCR), which is
then calledthen called

iv.iv. A conditioned response (CR)A conditioned response (CR)

Classical LearningClassical Learning
Unconditioned stimulus -----------------------------------Unconditioned stimulus ----------------------------------- UnconditionedUnconditioned
ResponseResponse
        (UCS)        (UCS)         (UCR)        (UCR)

Conditioned stimulus -----------------------------------Conditioned stimulus ----------------------------------- Conditioned ResponseConditioned Response
         (CS)         (CS)          (CR)         (CR)
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In order to cause the (CR) to produce the desired result, both (UCS) andIn order to cause the (CR) to produce the desired result, both (UCS) and
(CS)  must  be  introduced  together  and  repeatedly  exposed  to  the(CS)  must  be  introduced  together  and  repeatedly  exposed  to  the
respondent. Consumer preference can be influenced by such advertisingrespondent. Consumer preference can be influenced by such advertising
stimuli as background music, color, and other features that are not partstimuli as background music, color, and other features that are not part
of a product itself.of a product itself.

i.e. listening to liked or disliked music in conjunction with the viewing ofi.e. listening to liked or disliked music in conjunction with the viewing of
a product has been found to affect preference.a product has been found to affect preference.

 Instrumental LearningInstrumental Learning
Instrumental learning is a type of learning that increases the frequency orInstrumental learning is a type of learning that increases the frequency or
probability of a particular response. Based on the process of trial andprobability of a particular response. Based on the process of trial and
error,  an  individual  selects  an  optimal  alternatives  from a  number  oferror,  an  individual  selects  an  optimal  alternatives  from a  number  of
alternatives for a given problem situation. alternatives for a given problem situation. 

A marketer can play a significant role in influencing the learning processA marketer can play a significant role in influencing the learning process
by using a variety of rewards to encourage instrumental learning to occurby using a variety of rewards to encourage instrumental learning to occur
for his market offering.for his market offering.

Instrumental LearningInstrumental Learning
Response 1Response 1

Response 2Response 2

Selection Situation Selection Situation Response 3Response 3

Response nResponse n
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The alternatives (Eg. brands or stores) are tried at random until the mostThe alternatives (Eg. brands or stores) are tried at random until the most
rewarding option gradually emerges at the most dominant or preferredrewarding option gradually emerges at the most dominant or preferred
choice, as shown in the above illustration.choice, as shown in the above illustration.

 Cognitive LearningCognitive Learning
Classical learning and instrumental learning are both based on theoriesClassical learning and instrumental learning are both based on theories
of  stimulus  response  and  repetitions.  Cognitive  learning  in  contrast,of  stimulus  response  and  repetitions.  Cognitive  learning  in  contrast,
functions,  very  differently  and  goes  beyond  the  process  of  stimulusfunctions,  very  differently  and  goes  beyond  the  process  of  stimulus
response and repetition. The theory of cognitive learning suggests that aresponse and repetition. The theory of cognitive learning suggests that a
consumer relies on personal analytical skills before making a response toconsumer relies on personal analytical skills before making a response to
stimulus.stimulus.

Cognitive LearningCognitive Learning

Process centerProcess center

          Stimulus           Stimulus        Response       Response

The  individual  uses  insight  and  problem  solving  patterns  based  onThe  individual  uses  insight  and  problem  solving  patterns  based  on
memory,  expectation,  and  goal  seeking  to  provide  an  appropriatememory,  expectation,  and  goal  seeking  to  provide  an  appropriate
response. Whereas a stimulus is both a necessary and sufficient conditionresponse. Whereas a stimulus is both a necessary and sufficient condition
in stimulus-response theory for learning to take place. A stimulus is ain stimulus-response theory for learning to take place. A stimulus is a
necessary condition but not a sufficient condition in cognitive theories ofnecessary condition but not a sufficient condition in cognitive theories of
learning.learning.

Cognitive  learning  acknowledges  that  the  consumer  is  an  intelligentCognitive  learning  acknowledges  that  the  consumer  is  an  intelligent
information processor,  who constantly uses acquired information in aninformation processor,  who constantly uses acquired information in an
active  manner to  alter  and modify  responses  to  stimuli  the  consumeractive  manner to  alter  and modify  responses  to  stimuli  the  consumer
receives.  The  implication  for  marketers  is  that  relevant  informationreceives.  The  implication  for  marketers  is  that  relevant  information
should be provided to potential customers so that they can intelligentlyshould be provided to potential customers so that they can intelligently
draw their own conclusions. It is inconceivable that a particular school ofdraw their own conclusions. It is inconceivable that a particular school of
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thought has a monopoly on describing learning behavior. In all likelihoodthought has a monopoly on describing learning behavior. In all likelihood
all three theories contain save truth about how a person learns. As theall three theories contain save truth about how a person learns. As the
three  kind  of  learning  are  interrelated,  a  marketer  must  repeatedlythree  kind  of  learning  are  interrelated,  a  marketer  must  repeatedly
provide information with regard to how a product is associated with theprovide information with regard to how a product is associated with the
rewards  potential  customers  are  seeking.  A  product  cannot  succeedrewards  potential  customers  are  seeking.  A  product  cannot  succeed
unless  consumers  understand  what  a  product  is  for  and  what  itsunless  consumers  understand  what  a  product  is  for  and  what  its
advantages are:advantages are:

6.2.2.5 Psychographics6.2.2.5 Psychographics
Personality  study  has  long  been  a  subject  of  interest  to  marketersPersonality  study  has  long  been  a  subject  of  interest  to  marketers
because of the assumption that product purchases are an extension of abecause of the assumption that product purchases are an extension of a
consumer's personality. Personality, derived from a Latin word meaningconsumer's personality. Personality, derived from a Latin word meaning
"personal  or  relating  to  person,"  is  the  individual  characteristics  that"personal  or  relating  to  person,"  is  the  individual  characteristics  that
make a person unique as well as consistent in adjustments to a changingmake a person unique as well as consistent in adjustments to a changing
environment.  Personality  is  an  integrated  system  that  holds  attitude,environment.  Personality  is  an  integrated  system  that  holds  attitude,
motivation, and perception together. To study a personality is to study themotivation, and perception together. To study a personality is to study the
person as a whole – not just the separate, individual elements that makeperson as a whole – not just the separate, individual elements that make
up a person.up a person.

Personality  traits  are  relatively  stable  qualities,  but  they  do  vary  inPersonality  traits  are  relatively  stable  qualities,  but  they  do  vary  in
degree from person to person. Because of the disappointing results indegree from person to person. Because of the disappointing results in
using to predict purchase behavior, marketers have to other meaningfulusing to predict purchase behavior, marketers have to other meaningful
purchase variables  that  might be used in conjunction with personalitypurchase variables  that  might be used in conjunction with personality
characteristics.  This  area  of  purchase  behavior  study  is  known  ascharacteristics.  This  area  of  purchase  behavior  study  is  known  as
psychographics, also known as lifestyle or AIO (Activities, Interests, andpsychographics, also known as lifestyle or AIO (Activities, Interests, and
Opinions) study. Psychographics is a quantitative analysis of consumers'Opinions) study. Psychographics is a quantitative analysis of consumers'
lifestyles and activities with the purpose of relating these variables tolifestyles and activities with the purpose of relating these variables to
buying behavior. buying behavior. 

The analysis encompasses both the strength of the qualitative nature ofThe analysis encompasses both the strength of the qualitative nature of
Freud's  psychoanalytic  theory  and  the  statistical  and  methodologicalFreud's  psychoanalytic  theory  and  the  statistical  and  methodological
sophistication of traits and factor theories. As a result, questions are wellsophistication of traits and factor theories. As a result, questions are well
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organized,  and responses are subject  to numerical  representation andorganized,  and responses are subject  to numerical  representation and
multivariate analysis. multivariate analysis. 

Questions normally included in psychographics studies are those relatedQuestions normally included in psychographics studies are those related
to demographics, personality traits, and activities such as media habits,to demographics, personality traits, and activities such as media habits,
retail patronage, and general interests. People can be classified by theirretail patronage, and general interests. People can be classified by their
lifestyles and then to be contrasted in terms of their consumption habits.lifestyles and then to be contrasted in terms of their consumption habits.
Studies of Canadian women revealed the existence of five diverse lifestyleStudies of Canadian women revealed the existence of five diverse lifestyle
segments:  contented  striver,  independent/self-confident,  insecure,segments:  contented  striver,  independent/self-confident,  insecure,
traditionalist  and  carrier-oriented.  The  largest  segment  proved  to  betraditionalist  and  carrier-oriented.  The  largest  segment  proved  to  be
contended striver.  A member of  this  group is  usually  more than fortycontended striver.  A member of  this  group is  usually  more than forty
years  old  and  is  content  with  year  role  as  a  homemaker.  She  readsyears  old  and  is  content  with  year  role  as  a  homemaker.  She  reads
grocery advertisements and saves and redeems coupons. Refusing to paygrocery advertisements and saves and redeems coupons. Refusing to pay
more in order to save shopping time, she shops around for bargains. Inmore in order to save shopping time, she shops around for bargains. In
contrast, independent, self-confident women, the second largest segment,contrast, independent, self-confident women, the second largest segment,
are  not  overly  price-conscious  or  interested  in  coupons.  This  is  theare  not  overly  price-conscious  or  interested  in  coupons.  This  is  the
youngest group and they like to shop by catalog. Being ambitious andyoungest group and they like to shop by catalog. Being ambitious and
having initiative, these women want to be leaders.having initiative, these women want to be leaders.

The third largest group consists of insecure women who feel lonely andThe third largest group consists of insecure women who feel lonely and
inadequate.  Because  of  a  lack  of  brand  loyalty,  these  consumers  areinadequate.  Because  of  a  lack  of  brand  loyalty,  these  consumers  are
price-conscious and purchase private-label products. Next in line in theprice-conscious and purchase private-label products. Next in line in the
study  was  the  traditionalist  segment.  Being  older,  its  members  arestudy  was  the  traditionalist  segment.  Being  older,  its  members  are
committed to traditional belief, and they value quality and conveniencecommitted to traditional belief, and they value quality and convenience
over price. Being cautious of unknown brands, they are store and brandover price. Being cautious of unknown brands, they are store and brand
loyal  and  pay  cash  for  their  purchases.  Finally,  the  career-orientedloyal  and  pay  cash  for  their  purchases.  Finally,  the  career-oriented
women are members of the last and smallest group. They are similar towomen are members of the last and smallest group. They are similar to
those in the independent,  self-confident segment,  except  that  this  lastthose in the independent,  self-confident segment,  except  that  this  last
group is older and more opinionated about the roles its members shouldgroup is older and more opinionated about the roles its members should
pay.pay.
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Because  of  varying  lifestyles,  marketers  must  adjust  communicationsBecause  of  varying  lifestyles,  marketers  must  adjust  communications
strategies accordingly. At the least, one campaign could be devised forstrategies accordingly. At the least, one campaign could be devised for
the more traditional market consisting of the contented striver, insecure,the more traditional market consisting of the contented striver, insecure,
and traditionalist groups, all of which focus on home life. Anther kind ofand traditionalist groups, all of which focus on home life. Anther kind of
communication  theme  would  be  necessary  for  working  women  (i.e.,communication  theme  would  be  necessary  for  working  women  (i.e.,
independent/self-confident  and  career-oriented),  who  are  interested  inindependent/self-confident  and  career-oriented),  who  are  interested  in
work and labor force involvement.work and labor force involvement.

Psychographics is also useful in exploring the diverse values and buyingPsychographics is also useful in exploring the diverse values and buying
habits  of  consumers  in  different  countries.  Marketers,  in  addiction  tohabits  of  consumers  in  different  countries.  Marketers,  in  addiction  to
identifying lifestyle variations within a country, may also identify lifestyleidentifying lifestyle variations within a country, may also identify lifestyle
groups on a worldwide basis. groups on a worldwide basis. 

Life Style Life Style 
Because  of  varying  lifestyles,  marketers  must  adjust  communicationsBecause  of  varying  lifestyles,  marketers  must  adjust  communications
strategies accordingly. At the least, one campaign could be devised forstrategies accordingly. At the least, one campaign could be devised for
the more traditional market consisting of the contented striver, insecurethe more traditional market consisting of the contented striver, insecure
and traditionalist group, all of which focus on home life. Another kind ofand traditionalist group, all of which focus on home life. Another kind of
communication  them  would  be  necessary  for  workwomen  (i.e.communication  them  would  be  necessary  for  workwomen  (i.e.
independent self  confident and career oriented), who are interested inindependent self  confident and career oriented), who are interested in
work and labor force involvement.work and labor force involvement.

Marketers in addition to identifying lifestyle variation within a countryMarketers in addition to identifying lifestyle variation within a country
may also identify lifestyle groups on a worldwide basis.may also identify lifestyle groups on a worldwide basis.

 According to Backer Speirlogel Bates worldwide, there are five distinct  According to Backer Speirlogel Bates worldwide, there are five distinct 
groups of consumers worldwide: -groups of consumers worldwide: -

i)i) Strivers (26%): Relatively young people who work very hard and seekStrivers (26%): Relatively young people who work very hard and seek
convenience and instant gratification.convenience and instant gratification.

ii)ii) Achievers (22%): Affluent opinion and style leader who pick brandsAchievers (22%): Affluent opinion and style leader who pick brands
that make statements about status & quality. that make statements about status & quality. 

iii)iii) Pressured (13%): Predominantly women who contend with economicPressured (13%): Predominantly women who contend with economic
and family pressures and  have little room for pleasure or enjoyment.and family pressures and  have little room for pleasure or enjoyment.
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iv)iv) Traditional  (16%):  Those  who  embody  the  oldest  values  of  theirTraditional  (16%):  Those  who  embody  the  oldest  values  of  their
countries  and  culture  and  resist  change  while  preferring  familiarcountries  and  culture  and  resist  change  while  preferring  familiar
products. products. 

v)v) Adopters (18%): Older consumers who live comfortably in a changingAdopters (18%): Older consumers who live comfortably in a changing
world by respecting new ideas without losing sight of time-honoredworld by respecting new ideas without losing sight of time-honored
values.values.

STAGES IN ADOPTION PROCESSSTAGES IN ADOPTION PROCESS  
A prospective  user  goes through six  stages  in  the  adoption process  –A prospective  user  goes through six  stages  in  the  adoption process  –
deciding whether to purchase something new:deciding whether to purchase something new:

1.1. Awareness:  individual  is  exposed to  the  innovation.  Becomes aAwareness:  individual  is  exposed to  the  innovation.  Becomes a
prospectprospect

2.2. Interest: prospect is interested enough to seek informationInterest: prospect is interested enough to seek information
3.3. Evaluation: prospect judges the advantages and disadvantages ofEvaluation: prospect judges the advantages and disadvantages of

a producta product
4.4. Trial:  prospect  adopts  the  innovations  on  a  limited  basis.  ATrial:  prospect  adopts  the  innovations  on  a  limited  basis.  A

consumer buys a sample, if the product can be sampledconsumer buys a sample, if the product can be sampled
5.5. Adoption: prospect decides whether to use the innovation on a fullAdoption: prospect decides whether to use the innovation on a full

scale basisscale basis
6.6. Confirmation: after adopting the innovation, prospects becomes aConfirmation: after adopting the innovation, prospects becomes a

user who immediately seeks assurances that decision to purchaseuser who immediately seeks assurances that decision to purchase
the product was correct.the product was correct.

ADOPTER CATEGORIESADOPTER CATEGORIES  
Some people will adopt an innovation soon after it is introduced. OthersSome people will adopt an innovation soon after it is introduced. Others
will  delay before accepting a new product,  and still  others may neverwill  delay before accepting a new product,  and still  others may never
adopt it. Research has identified five innovation adopter categories, basedadopt it. Research has identified five innovation adopter categories, based
on the point in time when individuals adopt a given innovation.on the point in time when individuals adopt a given innovation.

1.1. Innovators:  Innovators:  Innovators  representing  three  percent  of  the  market,Innovators  representing  three  percent  of  the  market,
innovators are venture some consumers who are the first to adopt aninnovators are venture some consumers who are the first to adopt an
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innovation. In relation to later adopters,  innovators are likely to beinnovation. In relation to later adopters,  innovators are likely to be
younger, have higher social status, and be in a better financial shape. younger, have higher social status, and be in a better financial shape. 

2.2. Early Adopters:Early Adopters: Early adopters comprising about 13 percent of the Early adopters comprising about 13 percent of the
market, early adopters purchase a new product after innovators butmarket, early adopters purchase a new product after innovators but
sooner  than  other  consumers.  Unlike  innovators,  who  have  broadsooner  than  other  consumers.  Unlike  innovators,  who  have  broad
involvement  outside  a  local  community,  early  adopters  tend  to  beinvolvement  outside  a  local  community,  early  adopters  tend  to  be
involved socially with in a local community. Early adopters are greatlyinvolved socially with in a local community. Early adopters are greatly
respected in their social system. In fact, other people are interested inrespected in their social system. In fact, other people are interested in
and influenced by their opinions.and influenced by their opinions.

3.3. Early majority:Early majority: The early majority, representing about 34 percent of The early majority, representing about 34 percent of
the  market,  includes  more  deliberate  consumers  who  accept  anthe  market,  includes  more  deliberate  consumers  who  accept  an
innovation just  before the average adopter in a  social  system. Thisinnovation just  before the average adopter in a  social  system. This
group  is  a  bit  above  average  in  social  and  economic  measures.group  is  a  bit  above  average  in  social  and  economic  measures.
Consumers in the early majority group rely quite a bit on ads, salesConsumers in the early majority group rely quite a bit on ads, sales
people, and contact with early adopters.people, and contact with early adopters.

4.4. Late majority:Late majority: The late majority another 34 percent of the market is a The late majority another 34 percent of the market is a
skeptical group of consumers who usually adopt an innovation to saveskeptical group of consumers who usually adopt an innovation to save
some money or in response to social pressure from their peers. Theysome money or in response to social pressure from their peers. They
rely on their peers – late or early majority – as sources of information.rely on their peers – late or early majority – as sources of information.
Advertising and personal selling are less effective with this group thanAdvertising and personal selling are less effective with this group than
is word of mouth communication.is word of mouth communication.

5.5. Laggards:Laggards: Laggards are consumers who are bound by tradition and, Laggards are consumers who are bound by tradition and,
hence are last to adopt an innovation. They comprise about 16 percenthence are last to adopt an innovation. They comprise about 16 percent
of the market. Laggards are suspicious of innovations and innovators.of the market. Laggards are suspicious of innovations and innovators.
They wonder why any one would pay a lot more for a new kind of lightThey wonder why any one would pay a lot more for a new kind of light
bulbs, for example.  By the time laggards adopt something new, thebulbs, for example.  By the time laggards adopt something new, the
innovators in favor of a newer concept may already have discarded it.innovators in favor of a newer concept may already have discarded it.

6.2.3 Cultural Anthropology 6.2.3 Cultural Anthropology 
Is the study of human culture. Thus the analytic respective may be quiteIs the study of human culture. Thus the analytic respective may be quite
large.  Culture  involves  an  aggregate  social  category  level  (i.e.  largelarge.  Culture  involves  an  aggregate  social  category  level  (i.e.  large
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group), and the social categories are significant in the sense that theygroup), and the social categories are significant in the sense that they
influence  consumers  cognitive  and  personality  development.  Theinfluence  consumers  cognitive  and  personality  development.  The
concepts from this discipline usually included in the analysis of consumerconcepts from this discipline usually included in the analysis of consumer
behavior are culture, subculture and social class. (For details please referbehavior are culture, subculture and social class. (For details please refer
Unit 4).Unit 4).

6.2.4 Social Class6.2.4 Social Class
Social  class  is  a  study of  groups and human interactions.  The unit  ofSocial  class  is  a  study of  groups and human interactions.  The unit  of
analysis is not the individual but rather the group. The group consistinganalysis is not the individual but rather the group. The group consisting
of a set of individual who interact over time, is important because it canof a set of individual who interact over time, is important because it can
exert a significant influence on a person’s preference and consumptionexert a significant influence on a person’s preference and consumption
behavior. In many instances, it may be useful for a marketer to think ofbehavior. In many instances, it may be useful for a marketer to think of
consumers as a group.consumers as a group.

I.e.  a  family,  not  an individual,  often makes  a  purchase decision  thatI.e.  a  family,  not  an individual,  often makes  a  purchase decision  that
affects all members of the family group. Important sociological conceptsaffects all members of the family group. Important sociological concepts
are reference group and family. are reference group and family. 

Social class implies inequalities. Social class exists because it provides forSocial class implies inequalities. Social class exists because it provides for
and ensures the smooth operation of the society.  The criteria used toand ensures the smooth operation of the society.  The criteria used to
assign people into social classes vary from country to country. A study ofassign people into social classes vary from country to country. A study of
Chinese  social  classes  found  that  income,  occupation,  education,Chinese  social  classes  found  that  income,  occupation,  education,
residence and family background as components of class standing, affectresidence and family background as components of class standing, affect
purchase behavior. Another difference can occur in the variation of thepurchase behavior. Another difference can occur in the variation of the
number of social classes across countries.number of social classes across countries.

In USA three major classes (i.e. upper, middle & lower) with each class In USA three major classes (i.e. upper, middle & lower) with each class 
further subdivided into two categories. (i.e. upper & lower with in each offurther subdivided into two categories. (i.e. upper & lower with in each of
the major classes)the major classes)

In Thailand, five classes are identifiedIn Thailand, five classes are identified
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i)i) An Aristocracy composed largely of descendants of royalties andAn Aristocracy composed largely of descendants of royalties and
the old nobility.the old nobility.

ii)ii) An  Elite  –comprising  of  top  political,  professional  & businessAn  Elite  –comprising  of  top  political,  professional  & business
leaders.leaders.

iii)iii) An  upper  middle  class  made  up  of  merchants,  smallAn  upper  middle  class  made  up  of  merchants,  small
businessman, and white-collar workers.businessman, and white-collar workers.

iv)iv) A lower middle class made up of mostly of craftsman and skilledA lower middle class made up of mostly of craftsman and skilled
laborers and laborers and 

v)v) A lower  class  made  up of  unskilled  labor,  domestic  servants,A  lower  class  made  up of  unskilled  labor,  domestic  servants,
peddlers and so on. peddlers and so on. 

Social  class has a  great  deal  of  relevance for  marketing strategies.  ItSocial  class has a  great  deal  of  relevance for  marketing strategies.  It
influences store selection, media selection, advertising appeal selectioninfluences store selection, media selection, advertising appeal selection
and sales  promotion  selection.  Different  motives  may thus have to  beand sales  promotion  selection.  Different  motives  may thus have to  be
employed for different social classes.employed for different social classes.

6.2.4.1 Family6.2.4.1 Family
The  word  family  has  a  narrow  meaning  in  some  countries  as  itThe  word  family  has  a  narrow  meaning  in  some  countries  as  it
encompasses  only  the  husband,  wife  and their  offspring (if  any).  Thisencompasses  only  the  husband,  wife  and their  offspring (if  any).  This
family is known as a nuclear or conjugal family. family is known as a nuclear or conjugal family. 

Other count vertical and horizontal relatives of either the husband or wifeOther count vertical and horizontal relatives of either the husband or wife
or both is as part of their family. As a subset and special kind of referenceor both is as part of their family. As a subset and special kind of reference
group,  the  family  can  be  distinguished  by  its  characteristics.  First,  agroup,  the  family  can  be  distinguished  by  its  characteristics.  First,  a
family allows its members ample opportunity to interact with one anotherfamily allows its members ample opportunity to interact with one another
on  a  face-to-face  basis.  In  effect,  each  member  operation  as  both  aon  a  face-to-face  basis.  In  effect,  each  member  operation  as  both  a
counselor and an information provider.counselor and an information provider.

Second, the family is a consuming unit in the sense that most membersSecond, the family is a consuming unit in the sense that most members
share  the  consumption  of  many  products,  especially  those  that  areshare  the  consumption  of  many  products,  especially  those  that  are
durables or that affect family budget. Third, individual needs are usuallydurables or that affect family budget. Third, individual needs are usually
subordinated to family needs. Finally, one member is often assigned thesubordinated to family needs. Finally, one member is often assigned the
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primacy  duty  of  buying  products  for  other  users,  thus  acting  as  aprimacy  duty  of  buying  products  for  other  users,  thus  acting  as  a
gatekeeper or purchasing agent.gatekeeper or purchasing agent.

A family  function more efficiently  when its  members specialize  in  theA family  function more efficiently  when its  members specialize  in  the
roles they are most comfortable with or are capable of performing betterroles they are most comfortable with or are capable of performing better
than others family members.than others family members.

A marketer must determine the kind of decision-making that is relevantA marketer must determine the kind of decision-making that is relevant
to  the  product.  Once  that  fact  is  known,  the  marketer  can  direct  ato  the  product.  Once  that  fact  is  known,  the  marketer  can  direct  a
promotional effort toward the party making the purchase decision. It ispromotional effort toward the party making the purchase decision. It is
thus useful to consider and to assess the relative influence of each spousethus useful to consider and to assess the relative influence of each spouse
in the decision making process.in the decision making process.

6.2.4.2 Group6.2.4.2 Group
A group consists of two or more persons who share a set of norms andA group consists of two or more persons who share a set of norms and
have certain implicitly or explicitly defined relationship with one anotherhave certain implicitly or explicitly defined relationship with one another
in such a way that their behavior is interdependent. Originally formed forin such a way that their behavior is interdependent. Originally formed for
defense and survival, a group now serves its members more for needs ofdefense and survival, a group now serves its members more for needs of
social and psychological satisfaction. An individual cannot operate well insocial and psychological satisfaction. An individual cannot operate well in
isolation because all persons are biologically and socially interdependent.isolation because all persons are biologically and socially interdependent.
An individual needs to belong to a group to interact with those who canAn individual needs to belong to a group to interact with those who can
provide identified and help meets needs in a more efficient manner.provide identified and help meets needs in a more efficient manner.

The influence of a reference group is derived in part from its capacity toThe influence of a reference group is derived in part from its capacity to
disseminate information. Therefore, international marketers operating indisseminate information. Therefore, international marketers operating in
different  countries  should  keep  in  mind  that  a  product  may  not  bedifferent  countries  should  keep  in  mind  that  a  product  may  not  be
evaluated  independently  of  group  conformity  and  face  saving.  Aevaluated  independently  of  group  conformity  and  face  saving.  A
marketing mix program should take into account these social factors.marketing mix program should take into account these social factors.

6.2.4.3 Opinion Leaders6.2.4.3 Opinion Leaders
With in social group, there are some individuals who are able to exert aWith in social group, there are some individuals who are able to exert a
significant influence on other members in such a way as to affect theirsignificant influence on other members in such a way as to affect their
thinking and behavior in a desired direction. These individuals are knownthinking and behavior in a desired direction. These individuals are known
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as opinion leaders. In the context of consumer behavior, their opinionsas opinion leaders. In the context of consumer behavior, their opinions
about products can affect subsequent purchases make by others. In oneabout products can affect subsequent purchases make by others. In one
focus group study of beer drinkers, 80% of drinkers were introduced tofocus group study of beer drinkers, 80% of drinkers were introduced to
the  brand  by  a  friend.  Becoming  an  opinion  leader  requires  certainthe  brand  by  a  friend.  Becoming  an  opinion  leader  requires  certain
qualification  in  regard  to  social  and  psychological  characteristics;  thequalification  in  regard  to  social  and  psychological  characteristics;  the
limited evidence indicates that opinion leaders are more self-confidentlimited evidence indicates that opinion leaders are more self-confident
progressive, assertive, likable, emotionally stable, susceptible to change,progressive, assertive, likable, emotionally stable, susceptible to change,
outgoing, and less depressive. outgoing, and less depressive. 

In  marketing  products  overseas,  multinational  corporations  shouldIn  marketing  products  overseas,  multinational  corporations  should
attempt to appeal to opinion leaders. In general, these are likely to beattempt to appeal to opinion leaders. In general, these are likely to be
people who command respect from others. When it is doubtful who thepeople who command respect from others. When it is doubtful who the
opinion leaders are, marketers should try to identify those with influenceopinion leaders are, marketers should try to identify those with influence
and affluence.and affluence.

i.e. BMW sells its cars at a discount to diplomats believing that its targeti.e. BMW sells its cars at a discount to diplomats believing that its target
consumers will take notice of the kind of cars driven by these in power.consumers will take notice of the kind of cars driven by these in power.
i.e.  In  foreign  countries,  business  periodicals  and  English  languagei.e.  In  foreign  countries,  business  periodicals  and  English  language
newspaper are usually an effective means of reaching government andnewspaper are usually an effective means of reaching government and
business leaders who are potential opinion leaders.business leaders who are potential opinion leaders.

6.2.5 Social Biologist6.2.5 Social Biologist
This perspective involves the latest in explaining behavior patterns and isThis perspective involves the latest in explaining behavior patterns and is
still very much in its infancy. still very much in its infancy. 

According  to  socio-biologists,  the  study  of  human  behavior  makes  noAccording  to  socio-biologists,  the  study  of  human  behavior  makes  no
sense without the consideration of biology. Its most striking tenet: humansense without the consideration of biology. Its most striking tenet: human
behavior  is  genetically  based.  There  may  be  human  genes  for  suchbehavior  is  genetically  based.  There  may  be  human  genes  for  such

behavior  conformism,  behavior  conformism,    homosexuality, and spite. This theory is highlyhomosexuality, and spite. This theory is highly

controversial  because it maintains that all  other physical  sciences andcontroversial  because it maintains that all  other physical  sciences and
human sciences should become branches under one great discipline ofhuman sciences should become branches under one great discipline of
social biology. Furthermore, it may be used to show that some races aresocial biology. Furthermore, it may be used to show that some races are
inferior, that male dominance over women is natural and so on.inferior, that male dominance over women is natural and so on.
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A firm conclusion  with  regards  to  the  validity  of  the  social  –  biologyA firm conclusion  with  regards  to  the  validity  of  the  social  –  biology
perspective  is  premature  because  that  is  little  empirical  evidence  toperspective  is  premature  because  that  is  little  empirical  evidence  to
support  or  refute  this  theory.  in  any  case,  it  is  highly  unlikely  thatsupport  or  refute  this  theory.  in  any  case,  it  is  highly  unlikely  that
heredity or biological development can be used to explain brand choiceheredity or biological development can be used to explain brand choice
behavior. behavior. 

6.2.66.2.6 Marketing PerspectiveMarketing Perspective
Economics, Sociobiology and the Behavioral Sciences may provide a solidEconomics, Sociobiology and the Behavioral Sciences may provide a solid
foundation for the study of consumer behavior,  but  hey are of limitedfoundation for the study of consumer behavior,  but  hey are of limited
values for marketers because their objectives are to describe and explainvalues for marketers because their objectives are to describe and explain
behavior rather than to suggest specific solutions to decisions problems.behavior rather than to suggest specific solutions to decisions problems.

Furthermore, a particular discipline is into always adequate in providingFurthermore, a particular discipline is into always adequate in providing
complete insight into consumer behavior. The study of consumer behaviorcomplete insight into consumer behavior. The study of consumer behavior
must  thus  be  multidisciplinary,  involving  all  relevant  disciples.  Themust  thus  be  multidisciplinary,  involving  all  relevant  disciples.  The
marketing perspective moves toward this end by attempting to integratemarketing perspective moves toward this end by attempting to integrate
several disciplines together.  several disciplines together.  

Based on their perspectives,  relevant variables are classified as eitherBased on their perspectives,  relevant variables are classified as either
uncontrollable or controllable. Controllable variables are those variablesuncontrollable or controllable. Controllable variables are those variables
that  can be manipulated by marketers,  namely the 4P’s  of  marketing.that  can be manipulated by marketers,  namely the 4P’s  of  marketing.
Uncontrollable variables, in contrast are those outside marketers controlUncontrollable variables, in contrast are those outside marketers control
and  such  variables  are  divided  into  Intrapersonal  (psychological)  andand  such  variables  are  divided  into  Intrapersonal  (psychological)  and
interpersonal (social and cultural) variables. interpersonal (social and cultural) variables. 

Check Your Progress ExerciseCheck Your Progress Exercise

1. Outline and discuss the black box model of consumer buying behavior?1. Outline and discuss the black box model of consumer buying behavior?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
2. Discuss in detail the psychological factors affecting the consumer 2. Discuss in detail the psychological factors affecting the consumer 
buying behavior?buying behavior?
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3. Discuss in detail the social factors affecting the consumer buying 3. Discuss in detail the social factors affecting the consumer buying 
behavior?behavior?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
4.  Discuss in detail  the cultural  factors affecting the consumer buying4. Discuss in detail  the cultural  factors affecting the consumer buying
behavior behavior 
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

6.3 SUMMARY6.3 SUMMARY

Instead of explicitly or implicitly attempting to use culture to explain mostInstead of explicitly or implicitly attempting to use culture to explain most
variations in consumptions,  researchers should redirect  their  attentionvariations in consumptions,  researchers should redirect  their  attention
toward smaller units of analysis. This requires a study of psychologicaltoward smaller units of analysis. This requires a study of psychological
concepts  as  well  as  social  concepts,  which  are  not  solely  based  onconcepts  as  well  as  social  concepts,  which  are  not  solely  based  on
cultural determinants.cultural determinants.

At the psychological level, relevant concept such as motivation, learning,At the psychological level, relevant concept such as motivation, learning,
personality,  psychographics,  perception  and  attitude  should  be  closelypersonality,  psychographics,  perception  and  attitude  should  be  closely
examined.  Because consumer need vary  across  countries,  as  does  theexamined.  Because consumer need vary  across  countries,  as  does  the
degree of importance attached to a particular need, it  is unrealistic todegree of importance attached to a particular need, it  is unrealistic to
expect consumers everywhere to be motivated in the same way.expect consumers everywhere to be motivated in the same way.

The varying motives that occur are due in part to individual personalityThe varying motives that occur are due in part to individual personality
traits and lifestyles. The learning and perception of a product and thetraits and lifestyles. The learning and perception of a product and the
attitude toward it will also affect consumers’ motivations in acquiring theattitude toward it will also affect consumers’ motivations in acquiring the
product.product.

At the social level, it is redundant to state that consumer behavior is At the social level, it is redundant to state that consumer behavior is 
affected by the cultural environment. It is more important to list affected by the cultural environment. It is more important to list 
specifically the cultural norms in a country. It is thus important to specifically the cultural norms in a country. It is thus important to 
appreciate how these norms are shaped by reference groups, social class,appreciate how these norms are shaped by reference groups, social class,
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family, opinion leadership, and the diffusion process of innovation. family, opinion leadership, and the diffusion process of innovation. 
Consumer preference depends in part on how well a product fits into the Consumer preference depends in part on how well a product fits into the 
cultural circumstances and as whether the product will have the approvalcultural circumstances and as whether the product will have the approval
of a consumers; reference group, social class, and family.of a consumers; reference group, social class, and family.

6.4 ANSWER TO CHECK YOUR PROGRESS6.4 ANSWER TO CHECK YOUR PROGRESS

1.1. Refer Section 6.2Refer Section 6.2
2.2. Refer Section 6.2.2Refer Section 6.2.2
3.3. Refer Section 6.2.4Refer Section 6.2.4
4.4. Refer 6.2.3Refer 6.2.3
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UNIT 7 : ASSESSING OVERSEAS MARKETSUNIT 7 : ASSESSING OVERSEAS MARKETS

ContentsContents
7.07.0 Aims and ObjectivesAims and Objectives
7.17.1 IntroductionIntroduction
7.27.2 Introduction to MISIntroduction to MIS
7.37.3 Marketing ResearchMarketing Research

7.3.17.3.1 MeaningMeaning
7.3.27.3.2 ProcessProcess
7.3.37.3.3 Measurement ProblemsMeasurement Problems

7.47.4 Market Analysis and Entry StrategyMarket Analysis and Entry Strategy
7.4.17.4.1 Analysis VariablesAnalysis Variables
7.4.27.4.2 Forms of EntryForms of Entry

7.57.5 Free Trade ZonesFree Trade Zones
7.67.6 SummarySummary
7.77.7 Answer to Check Your Progress Exercise Answer to Check Your Progress Exercise 

7.0 AIMS AND OBJECTIVES7.0 AIMS AND OBJECTIVES

After studying this unit, you will be able to explainAfter studying this unit, you will be able to explain
-- what marketing research iswhat marketing research is
-- the various processes involved in conducting researchthe various processes involved in conducting research
-- the various market analysis factorsthe various market analysis factors
-- the benefits of free trade zonesthe benefits of free trade zones

7.1 INTRODUCTION7.1 INTRODUCTION

Lack  of  knowledge  and  unfamiliarity  with  foreign  markets  usuallyLack  of  knowledge  and  unfamiliarity  with  foreign  markets  usually
heighten the risk for a company wanting to do business in a foreign land.heighten the risk for a company wanting to do business in a foreign land.
The  problem  is  further  complicated  by  the  fact  that  internationalThe  problem  is  further  complicated  by  the  fact  that  international
marketing research is more difficult, more complex, and more subjectivemarketing research is more difficult, more complex, and more subjective
than domestic research.than domestic research.
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A company's international involvement and commitment as well as theA company's international involvement and commitment as well as the
degree  of  business  risk  determine  the  extent  of  its  internationaldegree  of  business  risk  determine  the  extent  of  its  international
marketing  research.  Marketing  research  involves  the  "systematicmarketing  research.  Marketing  research  involves  the  "systematic
gathering, recording, and analyzing of data about problems relating togathering, recording, and analyzing of data about problems relating to
the marketing of goods and services.the marketing of goods and services.

This definition provides a useful description of the nature of marketingThis definition provides a useful description of the nature of marketing
research,  but  it  fails  to  include  pre-research  analysis,  which  is  anresearch,  but  it  fails  to  include  pre-research  analysis,  which  is  an
important aspect of the research process. Before data collection, carefulimportant aspect of the research process. Before data collection, careful
planning is required to specify both the kind of inflation needed and theplanning is required to specify both the kind of inflation needed and the
purpose for such information.purpose for such information.

The  gathering  of  information  can  never  be  a  substitute  for  goodThe  gathering  of  information  can  never  be  a  substitute  for  good
managerial  judgment.  A  story  about  marketing  to  shoeless  islandersmanagerial  judgment.  A  story  about  marketing  to  shoeless  islanders
illustrates this point. Two-shoe salesman from two companies visited theillustrates this point. Two-shoe salesman from two companies visited the
same island and came away with vastly different interpretations.same island and came away with vastly different interpretations.

One felt that a market opportunity was non existent, because people theirOne felt that a market opportunity was non existent, because people their
did  not  wear  shoes.  The  other  salesman,  however,  was  enthusiastic,did  not  wear  shoes.  The  other  salesman,  however,  was  enthusiastic,
because  in  his  determination  no  one  as  yet  had  sold  shoes  to  thesebecause  in  his  determination  no  one  as  yet  had  sold  shoes  to  these
"customers". The moral of the story is that marketing research is only"customers". The moral of the story is that marketing research is only
part of the equation, and proper analysis and judgmental decisions arepart of the equation, and proper analysis and judgmental decisions are
important and required.important and required.

7.2 MARKETING INFORMATION SYSTEM7.2 MARKETING INFORMATION SYSTEM

A  marketing  information  system  (MIS)  is  an  integrated  network  ofA  marketing  information  system  (MIS)  is  an  integrated  network  of
information designed to provide marketing managers with relevant andinformation designed to provide marketing managers with relevant and
useful  information  at  the  right  time  and  place  for  planning,  decisionuseful  information  at  the  right  time  and  place  for  planning,  decision
making,  and  control.  As  such,  the  MIS  helps  management  identifymaking,  and  control.  As  such,  the  MIS  helps  management  identify
opportunities,  become  aware  of  potential  problems,  and  developopportunities,  become  aware  of  potential  problems,  and  develop
marketing plans. The MIS is an integral part of the broader managementmarketing plans. The MIS is an integral part of the broader management
information system.  information system.  
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In  many  parts  of  the  world,  a  knowledge  and  application  of  modernIn  many  parts  of  the  world,  a  knowledge  and  application  of  modern
management systems in non existent. i.e. the un indexed filling system, amanagement systems in non existent. i.e. the un indexed filling system, a
long – honored custom, makes each employee practically indispensablelong – honored custom, makes each employee practically indispensable
since no one knows how to find a document that has been filed by somesince no one knows how to find a document that has been filed by some
one else. one else. 

With modern technology and the availability of affordable computers, itWith modern technology and the availability of affordable computers, it
seems quite worthwhile for an international firm to install a computer –seems quite worthwhile for an international firm to install a computer –
based information system. based information system. 

For  MIS to achieve its  desired purpose,  the system must  be carefullyFor  MIS to achieve its  desired purpose,  the system must  be carefully
designed and developed. Development involves the three steps of systemdesigned and developed. Development involves the three steps of system
analysis,  design  and  implementation.  System  analysis  involves  theanalysis,  design  and  implementation.  System  analysis  involves  the
investigation of all users’ information needs. investigation of all users’ information needs. 

System design should be the next  major consideration.  System designSystem design should be the next  major consideration.  System design
transforms the various information requirements into one or more planstransforms the various information requirements into one or more plans
that clearly specify the procedures and programs in obtaining, recording,that clearly specify the procedures and programs in obtaining, recording,
and  analyzing  marketing  data.  Alternative  or  competing  plans  areand  analyzing  marketing  data.  Alternative  or  competing  plans  are
developed  and  compared,  and  the  most  suitable  one  is  ultimatelydeveloped  and  compared,  and  the  most  suitable  one  is  ultimately
selected. selected. 

The last  step comprises  system implementation.  The chosen system isThe last  step comprises  system implementation.  The chosen system is
installed and checked to make certain that it functions as planned. Bothinstalled and checked to make certain that it functions as planned. Both
those who operate the system and those who use it must be trained andthose who operate the system and those who use it must be trained and
their comments should be evaluated to ensure that smooth operation otheir comments should be evaluated to ensure that smooth operation o
the system. the system. 

7.3 MARKETING RESEARCH7.3 MARKETING RESEARCH

7.3.1 Meaning7.3.1 Meaning
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 “ “Marketing  research  involves  the  "systematic  gathering,Marketing  research  involves  the  "systematic  gathering,
recording, and analyzing of data about problems relating to therecording, and analyzing of data about problems relating to the
marketing of goods and services.”marketing of goods and services.”

7.3.2 Process7.3.2 Process
Marketing Information SourceMarketing Information Source
Once  a  researcher  has  identified  the  marketing  problem  and  hasOnce  a  researcher  has  identified  the  marketing  problem  and  has
completed  a  pre-research  analysis,  the  relevant  information  must  becompleted  a  pre-research  analysis,  the  relevant  information  must  be
collected. The two major sources of information are primary data andcollected. The two major sources of information are primary data and
secondary data.secondary data.

i)i) Primary DataPrimary Data
It can be defined as information that is collected first hand, generated byIt can be defined as information that is collected first hand, generated by
original  research  tailor-made  to  answer  specific  current  researchoriginal  research  tailor-made  to  answer  specific  current  research
questions.questions.

The major advantage of primary data is that the information is specific,The major advantage of primary data is that the information is specific,
relevant,  and up to date. The desirability of primary data is,  however,relevant,  and up to date. The desirability of primary data is,  however,
somewhat moderated by the high cost  and amount of  time associatedsomewhat moderated by the high cost  and amount of  time associated
with the collection of this type of data.with the collection of this type of data.

ii)ii) Secondary DataSecondary Data
In contrast, can be defined as information that has already been collectedIn contrast, can be defined as information that has already been collected
for other purposes and is thus readily available.for other purposes and is thus readily available.

Note  that  the  advantages  of  primary  data  are  the  disadvantages  ofNote  that  the  advantages  of  primary  data  are  the  disadvantages  of
secondary data and that the advantage of  secondary data become thesecondary data and that the advantage of  secondary data become the
disadvantages of primary data.disadvantages of primary data.

A  problem  for  marketers  is  that  secondary  data  on  internationalA  problem  for  marketers  is  that  secondary  data  on  international
marketing may not be comparable for several reasons. First,  countriesmarketing may not be comparable for several reasons. First,  countries
may employ different data collection methods. Second, there might be amay employ different data collection methods. Second, there might be a
problem  with  classification  differences.  Definitional  differences  areproblem  with  classification  differences.  Definitional  differences  are
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another  common  problem  because  countries  tend  to  use  variousanother  common  problem  because  countries  tend  to  use  various
definitions in collecting the same kind of information.definitions in collecting the same kind of information.

i.e., Country's definition of urbani.e., Country's definition of urban
Albania Albania - Localities of 400 or more inhabitants- Localities of 400 or more inhabitants
Argentina  Argentina  - Localities of 200 or more inhabitants- Localities of 200 or more inhabitants
Singapore Singapore - Entire country - Entire country 
SwitzerlandSwitzerland - Localities of 10,000 or more inhabitants etc.- Localities of 10,000 or more inhabitants etc.

Secondary ResearchSecondary Research
There are many different ways to collect secondary data and there areThere are many different ways to collect secondary data and there are
many information sources for this purpose. Such sources can be groupedmany information sources for this purpose. Such sources can be grouped
under either public or private sources.under either public or private sources.

i)i) Private SourcesPrivate Sources
Avery basic method of  finding business information is to begin with aAvery basic method of  finding business information is to begin with a
public  library  or  a  university  library.  A  library  with  a  reasonablepublic  library  or  a  university  library.  A  library  with  a  reasonable
collection should  contain  standard reference guides,  commercials,  andcollection should  contain  standard reference guides,  commercials,  and
other  materials  directories,  financial  reference  manuals,  and  otherother  materials  directories,  financial  reference  manuals,  and  other
materials containing pertinent business information.materials containing pertinent business information.

One source of information can be found in world trade centers and tradeOne source of information can be found in world trade centers and trade
associations.  Another  good  source  of  information  is  a  community'sassociations.  Another  good  source  of  information  is  a  community's
chamber  of  commerce.  Being  well  informed  on  local  business,  thischamber  of  commerce.  Being  well  informed  on  local  business,  this
organization is likely capable of providing helpful advice. organization is likely capable of providing helpful advice. 

ii)ii) Public SourcesPublic Sources
Public  sources of  market  information are just  as  numerous as  privatePublic  sources of  market  information are just  as  numerous as  private
sources. Foreign governments, their embassies and consulates, and tradesources. Foreign governments, their embassies and consulates, and trade
promotion  agencies  either  have  the  information  desired  or  are  in  apromotion  agencies  either  have  the  information  desired  or  are  in  a
position to guide the market to the proper sources of information. position to guide the market to the proper sources of information. 
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Regional and international organizations, such as the World Bank and theRegional and international organizations, such as the World Bank and the
IMF,  routinely  collect  information  on  population  and  nation  financialIMF,  routinely  collect  information  on  population  and  nation  financial
circumstances.  GATT, for instance publishes compound of sources andcircumstances.  GATT, for instance publishes compound of sources and
international trade statistics.international trade statistics.

The organization for economic cooperation and development (OECD) isThe organization for economic cooperation and development (OECD) is
the  international  organization  of  the  industrialized,  market-economythe  international  organization  of  the  industrialized,  market-economy
countries. It regularly gathers statistical information on the foreign tradecountries. It regularly gathers statistical information on the foreign trade
of  its  member  countries  and  makes  the  statistics  internationallyof  its  member  countries  and  makes  the  statistics  internationally
comparable  by  converting  the  information  into  uniform  units.  OECDcomparable  by  converting  the  information  into  uniform  units.  OECD
publishes these statistics in six basic formats to meet the needs of varietypublishes these statistics in six basic formats to meet the needs of variety
of users.of users.
i.e., i.e., 

 Monthly statistics of foreign trade (series A)Monthly statistics of foreign trade (series A)
 Foreign trade by commodities (series C)Foreign trade by commodities (series C)
 Annual Foreign trade statistics by countryAnnual Foreign trade statistics by country
 Annual Foreign trade statistics by commodityAnnual Foreign trade statistics by commodity
 Monthly overall trade by countryMonthly overall trade by country
 Detailed foreign trade by commodityDetailed foreign trade by commodity

Publications in the international marketing information series include thePublications in the international marketing information series include the
following:following:

 Overseas business reports (OBR)Overseas business reports (OBR)
 Foreign economic trends and their implicationsForeign economic trends and their implications
 Global market survey (GMS)Global market survey (GMS)
 Country market sector surveys etc.Country market sector surveys etc.

Primary ResearchPrimary Research
When  secondary  data  are  unavailable,  irrelevant,  or  obsolete  theWhen  secondary  data  are  unavailable,  irrelevant,  or  obsolete  the
marketer must then turn to primary research. One decision that must bemarketer must then turn to primary research. One decision that must be
made is whether to make or buy information. In other words, the questionmade is whether to make or buy information. In other words, the question
to be decided is whether outside agencies such as marketing researchto be decided is whether outside agencies such as marketing research
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firms should be used to collect the information need or whether the firmfirms should be used to collect the information need or whether the firm
should use its own personal for this purpose.should use its own personal for this purpose.

Next in line are those firms who do searched of published sources. InNext in line are those firms who do searched of published sources. In
printed forming firms are used by clients who believe that the informationprinted forming firms are used by clients who believe that the information
is already printed somewhere but who have no knowledge of where tois already printed somewhere but who have no knowledge of where to
locate the particular document.locate the particular document.

Full service research firms are even more sophisticated because, afterFull service research firms are even more sophisticated because, after
searching  existing  databases,  these  firms  can  proceed  to  conductsearching  existing  databases,  these  firms  can  proceed  to  conduct
interviews.interviews.

If a marketer decides to conduct his or her own research without hiringIf a marketer decides to conduct his or her own research without hiring
outside consultants or researchers, there are many alternatives availableoutside consultants or researchers, there are many alternatives available
to collect primary information.to collect primary information.

First,  the  marketer  should  subscribe  to  the  newspapers  in  theFirst,  the  marketer  should  subscribe  to  the  newspapers  in  the
competitor's  home  country.  Second,  the  marketer  can  learn  about  acompetitor's  home  country.  Second,  the  marketer  can  learn  about  a
foreign market by personally visiting it or by being a member of a tradeforeign market by personally visiting it or by being a member of a trade
mission. By attending trade fairs, the marketer can observe competitorsmission. By attending trade fairs, the marketer can observe competitors
display booths and have the opportunity to talk with potential customersdisplay booths and have the opportunity to talk with potential customers
and distributors. and distributors. 

If consumers' attitudes are of interest, a marketer can conduct a surveyIf consumers' attitudes are of interest, a marketer can conduct a survey
called a quantitative – descriptive study.  This kind of research is verycalled a quantitative – descriptive study.  This kind of research is very
common  in  marketing  because  of  the  need  to  understand  consumercommon  in  marketing  because  of  the  need  to  understand  consumer
purchase habits and characteristics.purchase habits and characteristics.

A marketer should make an attempt to determine the effectiveness of theA marketer should make an attempt to determine the effectiveness of the
planned, marketing mix. In many cases, neither the exploratory nor theplanned, marketing mix. In many cases, neither the exploratory nor the
quantitative descriptive study is appropriate or adequate for the purpose.quantitative descriptive study is appropriate or adequate for the purpose.
Instead  some  types  of  experimental  technique  may  be  necessary  toInstead  some  types  of  experimental  technique  may  be  necessary  to
determine a cause-and-effect relationship.determine a cause-and-effect relationship.

134



One type of field experimentation often employed in marketing studies isOne type of field experimentation often employed in marketing studies is
test  marketing.  The  technique  can  be  used  to  test  planned  naturaltest  marketing.  The  technique  can  be  used  to  test  planned  natural
marketing program for a new product in a limited geographic area.  Amarketing program for a new product in a limited geographic area.  A
good test market should possess the following characteristics:good test market should possess the following characteristics:

 RepresentativesRepresentatives
 Self-contained mediaSelf-contained media
 Self-contained trading areaSelf-contained trading area

The  concern  about  representative  ness  involves  demographicThe  concern  about  representative  ness  involves  demographic
comparability. The test market should be demographically similar to thecomparability. The test market should be demographically similar to the
country of which it is part and its population should portray the country'scountry of which it is part and its population should portray the country's
average characteristics.average characteristics.

The market should be self-contained from a media standpoint in order toThe market should be self-contained from a media standpoint in order to
avoid media spoilage at of the market. If the market is not isolated inavoid media spoilage at of the market. If the market is not isolated in
terms of media coverage, communication costs are wasted because anterms of media coverage, communication costs are wasted because an
audience is being contacted outside of the intended market. audience is being contacted outside of the intended market. 

Finally, the test market should be self-contained in terms of trading area.Finally, the test market should be self-contained in terms of trading area.
This is necessary in order to avoid transshipments into and out of theThis is necessary in order to avoid transshipments into and out of the
area.  If  the  city  gains  population  during the  daytime because  outsidearea.  If  the  city  gains  population  during the  daytime because  outside
people  travel  into  the  city  for  work  or  if  a  distributor  distributes  thepeople  travel  into  the  city  for  work  or  if  a  distributor  distributes  the
product in other nearby cities, it is difficult to achieve accurate readingsproduct in other nearby cities, it is difficult to achieve accurate readings
of sales, because the sales figure is actually overstated given the normalof sales, because the sales figure is actually overstated given the normal
residential population of the trading area.residential population of the trading area.

i.e., cities such as Tokyo and New York are definitely not self-contained.i.e., cities such as Tokyo and New York are definitely not self-contained.
Research DesignResearch Design
If  the  purpose  of  the  study  is  to  learn  about  how  consumers  of  aIf  the  purpose  of  the  study  is  to  learn  about  how  consumers  of  a
particular country respond to an experimental variable of interest (e.g.,particular country respond to an experimental variable of interest (e.g.,
Price) or to compare an experimental group with a control group, bothPrice) or to compare an experimental group with a control group, both
from  the  same  country,  a  researcher  can  use  virtually  all  researchfrom  the  same  country,  a  researcher  can  use  virtually  all  research
designs. Such research designs could include the following:designs. Such research designs could include the following:
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 one shot case studyone shot case study
 one group, pretest, posttestone group, pretest, posttest
 static group comparisonstatic group comparison
 pretest/posttest control grouppretest/posttest control group
 posttest – only control groupposttest – only control group

A problem arises when the purpose of the study is to compare responsesA problem arises when the purpose of the study is to compare responses
to an experimental variable across countries, because such a sample doto an experimental variable across countries, because such a sample do
not  land  itself  to  an  experimental  design.  Respondents  in  differentnot  land  itself  to  an  experimental  design.  Respondents  in  different
countries cannot simply be assigned to each national group by randomcountries cannot simply be assigned to each national group by random
procedure. procedure. 

That  is,  respondents  are  automatically  reassigned  to  each  group  byThat  is,  respondents  are  automatically  reassigned  to  each  group  by
nationality. It is thus difficult to have experimental and control groupsnationality. It is thus difficult to have experimental and control groups
that are comparable before a treatment is given. The data then must bethat are comparable before a treatment is given. The data then must be
adjusted, perhaps, subjectively, to account for built in national or culturaladjusted, perhaps, subjectively, to account for built in national or cultural
biases.biases.

SamplingSampling
As with virtually all consumers market studies it is neither feasible notAs with virtually all consumers market studies it is neither feasible not
practical for a researcher to contract all the members of the population.practical for a researcher to contract all the members of the population.
What is usually done is to contract a select group of considered to beWhat is usually done is to contract a select group of considered to be
representative  of  the  entire  population.  This  practice  is  known  asrepresentative  of  the  entire  population.  This  practice  is  known  as
sampling.sampling.

There are several kinds of sampling techniques, with probability and nonThere are several kinds of sampling techniques, with probability and non
probability  sampling  methods  being  the  two  major  categories  inprobability  sampling  methods  being  the  two  major  categories  in
probability sampling.probability sampling.

It is possible to specify in advance the change that each element in theIt is possible to specify in advance the change that each element in the
population  will  have  of  being  included  in  that  sample,  though  notpopulation  will  have  of  being  included  in  that  sample,  though  not
necessarily  is  equal  probability  for  every  element.  In  non-probabilitynecessarily  is  equal  probability  for  every  element.  In  non-probability
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sampling, it is not possible to determine such probability or to estimatesampling, it is not possible to determine such probability or to estimate
the sampling error.the sampling error.

Probability  sampling  methods,  though  theoretically  superior,  may  beProbability  sampling  methods,  though  theoretically  superior,  may  be
difficult to employ, and the temptation to use non probability methodsdifficult to employ, and the temptation to use non probability methods
become great. There are several reasons for this difficulty. A map of thebecome great. There are several reasons for this difficulty. A map of the
country is often not available or out of date.country is often not available or out of date.

i.e., some street in Saudi Arabia have no street names, and houses havei.e., some street in Saudi Arabia have no street names, and houses have
no numbers. no numbers. 

In Hong Kong, a large number of people live in boats. The unavailabilityIn Hong Kong, a large number of people live in boats. The unavailability
of  block  statistics  thus  precludes  meaningful  stratification.   Lists  ofof  block  statistics  thus  precludes  meaningful  stratification.   Lists  of
residents  may  be  non  existent  or  inaccurate.  Poor  road  systems  canresidents  may  be  non  existent  or  inaccurate.  Poor  road  systems  can
create another problem because they preclude the use of the dispersedcreate another problem because they preclude the use of the dispersed
sample. Even when a proper location is identified, it is still difficult tosample. Even when a proper location is identified, it is still difficult to
identify the selected sample element.identify the selected sample element.

It  is  advisable  to  pay  appropriate  attention to  sampling design issuesIt  is  advisable  to  pay  appropriate  attention to  sampling design issues
without  getting  unduly  obsessed  with  them.  In  cross-national  studies,without  getting  unduly  obsessed  with  them.  In  cross-national  studies,
sampling procedures become even more complicated. A researcher maysampling procedures become even more complicated. A researcher may
desire to  use the same sampling method for  all  countries  in order  todesire to  use the same sampling method for  all  countries  in order  to
maintain consistency.maintain consistency.

Non-response is the problem of an inability to reach selected elementsNon-response is the problem of an inability to reach selected elements
whereas  non-coverage  involves  the  problem  of  identifying  properwhereas  non-coverage  involves  the  problem  of  identifying  proper
elements for the sample.elements for the sample.

The two main reasons given for non-response errors are:The two main reasons given for non-response errors are:
i)i) Refusal to respond andRefusal to respond and
ii)ii) Not being at home to be interviewed.   Not being at home to be interviewed.   

In  countries  where  males  are  still  dominant  in  the  labor  force,  it  isIn  countries  where  males  are  still  dominant  in  the  labor  force,  it  is
difficult to contact a head of household at home during working hours.difficult to contact a head of household at home during working hours.
Frequently, only housewives, or servants are at home during the day.Frequently, only housewives, or servants are at home during the day.
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Even when the individuals are at home or can be contacted, they mayEven when the individuals are at home or can be contacted, they may
refuse  to  participate  in  the  study.  Such  reluctance  to  cooperate  isrefuse  to  participate  in  the  study.  Such  reluctance  to  cooperate  is
understandable. Women of the middle east will not given interviews inunderstandable. Women of the middle east will not given interviews in
the absence of their husbands. In most countries, people are suspicious ofthe absence of their husbands. In most countries, people are suspicious of
strangers,  thinking  that  they  may  be  tax  inspectors,  sales  men,  orstrangers,  thinking  that  they  may  be  tax  inspectors,  sales  men,  or
burglars. In general, standard motivation methods such as incentives andburglars. In general, standard motivation methods such as incentives and
personal  please  can  be  used  to  reduce  the  non-response  rate.  Thesepersonal  please  can  be  used  to  reduce  the  non-response  rate.  These
methods  may  minimize  the  problem  of  not  acquiring  the  opinions  ofmethods  may  minimize  the  problem  of  not  acquiring  the  opinions  of
certain kinds of subjects not properly represented in a survey. Still, thecertain kinds of subjects not properly represented in a survey. Still, the
effectiveness of the incentives may vary from country to country.effectiveness of the incentives may vary from country to country.

Basic Methods of Data CollectionBasic Methods of Data Collection
There are two principal methods for the collection of primary data.There are two principal methods for the collection of primary data.

i)i) Observation andObservation and
ii)ii) The administration of survey questions.The administration of survey questions.

In the case of observation, respondents are visually observed regardlessIn the case of observation, respondents are visually observed regardless
of whether they realize it or not. When the survey question method isof whether they realize it or not. When the survey question method is
used, respondents are asked certain questions relating to their charactersused, respondents are asked certain questions relating to their characters
or behavior.or behavior.

ObservationObservation
The  principal  advantage  of  the  observation  method  is  that,  on  aThe  principal  advantage  of  the  observation  method  is  that,  on  a
theoretical  basis,  it  is  supposed to  be  more objective than the use  oftheoretical  basis,  it  is  supposed to  be  more objective than the use  of
survey questions. When using observation, a researcher does not have tosurvey questions. When using observation, a researcher does not have to
depend on what respondents say or are willing to say. Another reason thedepend on what respondents say or are willing to say. Another reason the
observation method tends to yield more objective information lies in theobservation method tends to yield more objective information lies in the
fact that there is not influence exerted by an interviewer regardless offact that there is not influence exerted by an interviewer regardless of
whether such influence would be real or imagined by respondents. Thewhether such influence would be real or imagined by respondents. The
lack  of  social  interaction  eliminates  the  possibility  of  influencing  thelack  of  social  interaction  eliminates  the  possibility  of  influencing  the
respondent. respondent. 
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In  some  cases  (especially  those  involving  sensitive,  personal,  orIn  some  cases  (especially  those  involving  sensitive,  personal,  or
controversial  issues),  the  observation  technique  may  yield  morecontroversial  issues),  the  observation  technique  may  yield  more
information than could otherwise be obtained, because of the method isinformation than could otherwise be obtained, because of the method is
independent of respondents' unwillingness or inability to answer. In someindependent of respondents' unwillingness or inability to answer. In some
developing countries where certain classes provide no opinion, surveysdeveloping countries where certain classes provide no opinion, surveys
should be complemented with observation method.should be complemented with observation method.

There are conflicting opinions about the kind of personnel that should beThere are conflicting opinions about the kind of personnel that should be
involved in direct observation. Some contend that local observers shouldinvolved in direct observation. Some contend that local observers should
be  used  because  of  their  familiarity  and  understanding  of  the  localbe  used  because  of  their  familiarity  and  understanding  of  the  local
culture.  Others,  on  the  other  hand,  believe  that  familiarity  breedsculture.  Others,  on  the  other  hand,  believe  that  familiarity  breeds
carelessness. Local observers, by being familiar with local events, tend tocarelessness. Local observers, by being familiar with local events, tend to
take those occurrences for granted.  take those occurrences for granted.  

The only safe conclusion that can be made about observers is that there isThe only safe conclusion that can be made about observers is that there is
no substitute for careful training. Observers must be explicitly instructedno substitute for careful training. Observers must be explicitly instructed
about  what  they  are  supposed  to  notice.  Training  and  practice  areabout  what  they  are  supposed  to  notice.  Training  and  practice  are
necessary if desired details are to be systematically noted and recorded.necessary if desired details are to be systematically noted and recorded.
If  bias  cannot  be  completely  eliminated  through  training,  it  may  beIf  bias  cannot  be  completely  eliminated  through  training,  it  may  be
necessary to use observers of various backgrounds to cover each other'snecessary to use observers of various backgrounds to cover each other's
blind spot.  blind spot.  

To  acquire  information  not  available  from  traditional  sources,  otherTo  acquire  information  not  available  from  traditional  sources,  other
observation techniques must be devised for intelligence gathering. If aobservation techniques must be devised for intelligence gathering. If a
marketer  is  interested  in  the  size  of  a  competitor's  labor  force,  anmarketer  is  interested  in  the  size  of  a  competitor's  labor  force,  an
observer can occur  the number of  parking spaces at  the competitor'sobserver can occur  the number of  parking spaces at  the competitor's
plant.  An alternative method is to count the number of people making inplant.  An alternative method is to count the number of people making in
or out while noting the number of production shifts. or out while noting the number of production shifts. 

Another observation technique is scrutinizing competitors' help wantedAnother observation technique is scrutinizing competitors' help wanted
advertisements, because these may reveal information on the company'sadvertisements, because these may reveal information on the company's
facilities, source networks, and new products.facilities, source networks, and new products.
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QuestioningQuestioning
Survey questions can be used more frequently than observation becauseSurvey questions can be used more frequently than observation because
of speed and cost. With questioning, data can be collected quickly and atof speed and cost. With questioning, data can be collected quickly and at
a minimum cost because the researcher does not have to spend idle timea minimum cost because the researcher does not have to spend idle time
waiting for an event to have to be observed.waiting for an event to have to be observed.

Survey questions can be employed to acquire information on the past,Survey questions can be employed to acquire information on the past,
present, and future. They are even useful to learn about a consumer'spresent, and future. They are even useful to learn about a consumer's
internal  workings  –  such  as  motives  and  attitudes  –  that  are  notinternal  workings  –  such  as  motives  and  attitudes  –  that  are  not
observable. There are three basic ways of administering questions: theobservable. There are three basic ways of administering questions: the
personal interview, the telephone interview, and the mail questionnaire.personal interview, the telephone interview, and the mail questionnaire.

In many developing countries, telephone and mail survey are impracticalIn many developing countries, telephone and mail survey are impractical
for  a  variety  of  reasons.  Although  personal,  door  to  door,  in  homefor  a  variety  of  reasons.  Although  personal,  door  to  door,  in  home
interviews are the dominant mode for gathering research data in Greatinterviews are the dominant mode for gathering research data in Great
Britain  and  Switzerland.  Central  location/street  interviews  are  theBritain  and  Switzerland.  Central  location/street  interviews  are  the
dominant technique in France. Whereas mail and central location/streetdominant technique in France. Whereas mail and central location/street
interviews are most popular in the Netherlands, telephone interviewing isinterviews are most popular in the Netherlands, telephone interviewing is
dominant in Sweden. dominant in Sweden. 

In Japan, personal door-to-door interviewing, accounting for 34% of totalIn Japan, personal door-to-door interviewing, accounting for 34% of total
annual sales, is the major data collection method. Telephone surveys areannual sales, is the major data collection method. Telephone surveys are
not  very  popular  even  though  90%  of  Japanese  households  own  anot  very  popular  even  though  90%  of  Japanese  households  own  a
telephone. telephone. 

When  the  personal  interview  is  used  an  interviewer  must  know  andWhen  the  personal  interview  is  used  an  interviewer  must  know  and
understand the local language. This imperative can present a problem inunderstand the local language. This imperative can present a problem in
a country such as India, where there are fourteen official languages. Also,a country such as India, where there are fourteen official languages. Also,
a  great  deal  of  personal  and  social  interaction  occurs  in  a  personala  great  deal  of  personal  and  social  interaction  occurs  in  a  personal
interview, and the appearance of the interviewer must thus be taken intointerview, and the appearance of the interviewer must thus be taken into
account. If an interviewer is dressed well, farmers and villagers may beaccount. If an interviewer is dressed well, farmers and villagers may be
intimidated and may claim to use expensive products just to impress theintimidated and may claim to use expensive products just to impress the
interviewer.interviewer.
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The use of the personal interview should not be restricted only to theThe use of the personal interview should not be restricted only to the
individual interview. It can also be used with a group of respondents. Oneindividual interview. It can also be used with a group of respondents. One
variation of the group interview is a focus group. This technique require avariation of the group interview is a focus group. This technique require a
moderator to lead a group discussion. The group told the marketer thatmoderator to lead a group discussion. The group told the marketer that
the brochures contained too much information and that the brochuresthe brochures contained too much information and that the brochures
could  be  made  simpler  with  more  pictures  and  less  text.  A  lesscould  be  made  simpler  with  more  pictures  and  less  text.  A  less
complicated brochure was thus produced and used as a promotional tool.complicated brochure was thus produced and used as a promotional tool.

Telephone  interviews  pose  a  special  challenge  for  internationalTelephone  interviews  pose  a  special  challenge  for  international
researchers. State run telephone monopolies are usually associated withresearchers. State run telephone monopolies are usually associated with
poor  service,  and  it  is  therefore  difficult  and  at  times  impossible  topoor  service,  and  it  is  therefore  difficult  and  at  times  impossible  to
conduct  a  telephone survey.  It  is  exceedingly  difficult  for  residents  inconduct  a  telephone survey.  It  is  exceedingly  difficult  for  residents  in
many countries to receive their own telephone lines. many countries to receive their own telephone lines. 

i.e,  The extent of telephone ownership varies greatly across countries.i.e,  The extent of telephone ownership varies greatly across countries.
China, for instance, has only 1038 telephone fore each 100 city dwellersChina, for instance, has only 1038 telephone fore each 100 city dwellers
and .013 telephone per 100 among rural inhabitants.and .013 telephone per 100 among rural inhabitants.

Finally,  telephone conversational habits can be vastly different and anFinally,  telephone conversational habits can be vastly different and an
interviewer may experience great difficulty in obtaining information overinterviewer may experience great difficulty in obtaining information over
the telephone. Some people for example, may be reluctant to give anythe telephone. Some people for example, may be reluctant to give any
information  over  the  telephone  to  an  unknown  person.  The  mailinformation  over  the  telephone  to  an  unknown  person.  The  mail
questionnaire is a very popular survey method because of its low cost andquestionnaire is a very popular survey method because of its low cost and
a  high  degree  of  standardizations.   Despite  these  advantages,  itsa  high  degree  of  standardizations.   Despite  these  advantages,  its
effectiveness is contingent on the country in which it is used.effectiveness is contingent on the country in which it is used.

Every market should understand the problems associated with the use ofEvery market should understand the problems associated with the use of
this  method  in  the  international  arena.  Another  problem  is  illiteracy.this  method  in  the  international  arena.  Another  problem  is  illiteracy.
Without  doubt,  this  is  a  significant  problem  in  may  LDCs.  Lack  ofWithout  doubt,  this  is  a  significant  problem  in  may  LDCs.  Lack  of
familiarity  with  the  mailed  survey  question  method  should  be  givenfamiliarity  with  the  mailed  survey  question  method  should  be  given
careful consideration, because many people are not used to respondingcareful consideration, because many people are not used to responding
by mail.by mail.
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7.3.3 Measurement Problems7.3.3 Measurement Problems
The best research design and the best sample are useless without properThe best research design and the best sample are useless without proper
measurements.  A  measuring  method  or  instrument  that  works  quitemeasurements.  A  measuring  method  or  instrument  that  works  quite
satisfactorily in one culture may fail to achieve the intended purpose insatisfactorily in one culture may fail to achieve the intended purpose in
another country. Special care must therefore be taken if the reliabilityanother country. Special care must therefore be taken if the reliability
and validity of the measurement are to be ensured. Questions and scalesand validity of the measurement are to be ensured. Questions and scales
must be assessed in order to make certain that they perform the functionmust be assessed in order to make certain that they perform the function
properly. A measurement instrument is considered reliable when it yieldsproperly. A measurement instrument is considered reliable when it yields
the  same  result  repeatedly,  assuming  no  change  in  the  object  beingthe  same  result  repeatedly,  assuming  no  change  in  the  object  being
measured.measured.

There is empirical evidence showing that “the same research instrumentThere is empirical evidence showing that “the same research instrument
used in a cross national survey may lead to different levels of responseused in a cross national survey may lead to different levels of response
reliabilities among the various country samples due to differences in thereliabilities among the various country samples due to differences in the
knowledge of  products  and /  or  brands,  the  perceptions  of  producersknowledge of  products  and /  or  brands,  the  perceptions  of  producers
and / or products attributes; the familiarity with the research instrumentand / or products attributes; the familiarity with the research instrument
used; an the national propensity for certain response styles. used; an the national propensity for certain response styles. 

Validity is an indication of whether a measuring instrument is  able toValidity is an indication of whether a measuring instrument is  able to
measure  what  it  purports  to  (i.e.  whether  the  measure  reflects  anmeasure  what  it  purports  to  (i.e.  whether  the  measure  reflects  an
accurate representation of the object being measured).accurate representation of the object being measured).

Reliability is prerequisite for the existence of validity. If an instrument isReliability is prerequisite for the existence of validity. If an instrument is
not  reliable,  there  are  no  circumstances  under  which  it  can  be  valid.not  reliable,  there  are  no  circumstances  under  which  it  can  be  valid.
Reliability, although a necessary condition for validity, is not a sufficientReliability, although a necessary condition for validity, is not a sufficient
condition. Just because an instrument is reliable, the instrument is notcondition. Just because an instrument is reliable, the instrument is not
automatically valid.  automatically valid.  

Linguistic and conceptual non-equivalencies in questionnaire instrumentsLinguistic and conceptual non-equivalencies in questionnaire instruments
that are used in cross – national surveys could conceivably operate tothat are used in cross – national surveys could conceivably operate to
produce differences in the reliabilities of measurements, thus affectingproduce differences in the reliabilities of measurements, thus affecting
the validity of conclusions drawn about market similarities or differences.the validity of conclusions drawn about market similarities or differences.
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A study of cross – national consumer research instrument found it to beA study of cross – national consumer research instrument found it to be
sensitive to the nature of the attitudinal constructs, the nationality of thesensitive to the nature of the attitudinal constructs, the nationality of the
respondents, and the country – of – origin – effects. respondents, and the country – of – origin – effects. 

One way to minimize the problem is to pretest measures in each marketOne way to minimize the problem is to pretest measures in each market
of interest until they elicit similar and satisfactory levels of reliability. Theof interest until they elicit similar and satisfactory levels of reliability. The
problems  of  adjustments  of  measurement  in  terms  of  conceptualproblems  of  adjustments  of  measurement  in  terms  of  conceptual
equivalence, instrument equivalence, linguistic equivalence (translation),equivalence, instrument equivalence, linguistic equivalence (translation),
response style, measurement timing and external validity.  response style, measurement timing and external validity.  

i) Conceptual equivalencei) Conceptual equivalence
Conceptual equivalence is concerned with whether a particular conceptConceptual equivalence is concerned with whether a particular concept
of interest is interpreted and understood in the same manner by people inof interest is interpreted and understood in the same manner by people in
various  cultures.  Such  concepts  as  hunger  and  family  welfare  arevarious  cultures.  Such  concepts  as  hunger  and  family  welfare  are
universally understood and pose little problem. Demographics in spite ofuniversally understood and pose little problem. Demographics in spite of
being apparent and easily understood should not be readily embraced inbeing apparent and easily understood should not be readily embraced in
terms of conceptual equivalence with out an examination of the varyingterms of conceptual equivalence with out an examination of the varying
frames of reference. A demographic variable such as sex is universal andframes of reference. A demographic variable such as sex is universal and
a question of this nature can be used in a cross- cultural study. Age, ona question of this nature can be used in a cross- cultural study. Age, on
the other hand, is not always considered in the same waythe other hand, is not always considered in the same way

I.e. the Chinese include the time during pregnancy in their age. I.e. the Chinese include the time during pregnancy in their age. 

Educational level, likewise, does not have the same meaning every where.Educational level, likewise, does not have the same meaning every where.
The  meaning  of  primary  school,  grade  school,  secondary  school,  highThe  meaning  of  primary  school,  grade  school,  secondary  school,  high
school, college and university varies greatly. school, college and university varies greatly. 

I.e. primary school can range from four years to eight years depending onI.e. primary school can range from four years to eight years depending on
the country. the country. 

A college education in one country may not be at all equivalent to that inA college education in one country may not be at all equivalent to that in
another etc. another etc. 

One  kind  of  conceptual  equivalence  a  researcher  should  pay  closeOne  kind  of  conceptual  equivalence  a  researcher  should  pay  close
attention to be functional equivalence. attention to be functional equivalence. 
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A particular object may perform varying functions or may satisfy differentA particular object may perform varying functions or may satisfy different
needs in different countries.needs in different countries.
I.e.  a  bicycle  is  a  recreation  device  in  some  countries,  and  a  basicI.e.  a  bicycle  is  a  recreation  device  in  some  countries,  and  a  basic
transportation device in another. transportation device in another. 

Definitional  or  classification equivalence is  another  type of  conceptualDefinitional  or  classification equivalence is  another  type of  conceptual
equivalence that requires careful treatment. This factor involves the wayequivalence that requires careful treatment. This factor involves the way
in  which  an  object  is  defined  or  categorized  –  either  perceptually  byin  which  an  object  is  defined  or  categorized  –  either  perceptually  by
consumers or officially by low or government agencies. consumers or officially by low or government agencies. 

I.e.  beer  is  an  alcoholic  drink  in  Northern  Europe,  a  soft  drink  inI.e.  beer  is  an  alcoholic  drink  in  Northern  Europe,  a  soft  drink  in
Mediterranean countries, and a malt liquor in Thailand. Mediterranean countries, and a malt liquor in Thailand. 

Additionally, even demographic characteristics are subject to the problemAdditionally, even demographic characteristics are subject to the problem
of definitional or classifications equivalence.  Age is one such example.of definitional or classifications equivalence.  Age is one such example.
Persons in the same age group in different countries are not necessarilyPersons in the same age group in different countries are not necessarily
at the same stage of life or family life. at the same stage of life or family life. 

ii) Instrument equivalenceii) Instrument equivalence
In devising and using a measure, a research should distinguish betweenIn devising and using a measure, a research should distinguish between
two kinds of measuring instruments: Emic and Etic. Emic instruments aretwo kinds of measuring instruments: Emic and Etic. Emic instruments are
tests constructed to study a phenomenon with in one culture only. Etictests constructed to study a phenomenon with in one culture only. Etic
instruments, on the other hand, are those that are “culture universal” orinstruments, on the other hand, are those that are “culture universal” or
“culture independent”.  “culture independent”.  

One area of  concern  the  use  of  rating scales,  many times during theOne area of  concern  the  use  of  rating scales,  many times during the
course of an investigation, it is inadequate to determine only whether thecourse of an investigation, it is inadequate to determine only whether the
object being investigated possesses a specific quality or characteristics. object being investigated possesses a specific quality or characteristics. 

Rating scales allow an object to be rated and placed in one of an orderedRating scales allow an object to be rated and placed in one of an ordered
series of categories, with a numerical value assigned to each category. Inseries of categories, with a numerical value assigned to each category. In
consumer research, the most popular rating scales are the Likert scaleconsumer research, the most popular rating scales are the Likert scale
and the semantic differential scale. and the semantic differential scale. 
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When a Likert scale is employed, a respondent is asked to respond byWhen a Likert scale is employed, a respondent is asked to respond by
indicating agreement (disagreement) and the relative intensity of such anindicating agreement (disagreement) and the relative intensity of such an
agreement  to  each  time  or  question.  The  degree  of  agreement  (oragreement  to  each  time  or  question.  The  degree  of  agreement  (or
disagreement)  usually  ranges  from  “strongly  agree”  to  “stronglydisagreement)  usually  ranges  from  “strongly  agree”  to  “strongly
disagree’. disagree’. 

The semantic differential scale measures the meaning of an object to aThe semantic differential scale measures the meaning of an object to a
respondent who is asked to rate that concept on a series of bipolar ratingrespondent who is asked to rate that concept on a series of bipolar rating
scales  (i.e.  the  extremes  of  each  scale  employ  adjectives  of  oppositescales  (i.e.  the  extremes  of  each  scale  employ  adjectives  of  opposite
meanings). meanings). 

A researches must keep in mind that the Likert and semantic differentialA researches must keep in mind that the Likert and semantic differential
scales,  through  proven  to  be  satisfactory  in  measuring  behavior  andscales,  through  proven  to  be  satisfactory  in  measuring  behavior  and
opinion,  may not be understood or may not elicit  the same manner ofopinion,  may not be understood or may not elicit  the same manner of
response in different  markets.  It  is  imperative that  scales are tailor  –response in different  markets.  It  is  imperative that  scales are tailor  –
made  and  carefully  tested  in  each  culture  in  terms  of  relevance  andmade  and  carefully  tested  in  each  culture  in  terms  of  relevance  and
appropriateness. appropriateness. 

iii) Content validityiii) Content validity
Content validity should be routinely examined. Content validity is criticalContent validity should be routinely examined. Content validity is critical
when a measuring instrument developed for one population is going to bewhen a measuring instrument developed for one population is going to be
used with another population. A test has content validity when it consistsused with another population. A test has content validity when it consists
of items or questions judged to be representative of the specified universeof items or questions judged to be representative of the specified universe
of content. A test to measure the spelling ability of fifth grade studentof content. A test to measure the spelling ability of fifth grade student
should consists of words students at that level of education are supposeshould consists of words students at that level of education are suppose
to have learned. to have learned. 

 1) Standardized test  1) Standardized test 
Such as I.Q, ACT, and SAT tests, are somewhat controversial because ofSuch as I.Q, ACT, and SAT tests, are somewhat controversial because of
content validity or the lack of it. In USA, such tests are criticized by thecontent validity or the lack of it. In USA, such tests are criticized by the
poor  and  various  ethnic  minorities  for  being  praised  because  thepoor  and  various  ethnic  minorities  for  being  praised  because  the
questions  purportedly  reflect  the  experience  of  white,  middle  –  classquestions  purportedly  reflect  the  experience  of  white,  middle  –  class
Americans. Americans. 
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A researcher must remember that the content validity of an instrumentA researcher must remember that the content validity of an instrument
depends on the purpose of the study as well as on the groups of peopledepends on the purpose of the study as well as on the groups of people
under investigation. under investigation. 

Standardized  test,  therefore,  may  not  necessarily  work.  IdenticalStandardized  test,  therefore,  may  not  necessarily  work.  Identical
questions do not guarantee comparable data from different counties, andquestions do not guarantee comparable data from different counties, and
some variation in questions may be necessary. some variation in questions may be necessary. 

iv) Linguistic equivalence iv) Linguistic equivalence 
Linguistic  differences can easily  invalidate the results  of  a study.  OneLinguistic  differences can easily  invalidate the results  of  a study.  One
researcher  translated  nine  scale  terms  in  to  Arabic,  Chinese,  French,researcher  translated  nine  scale  terms  in  to  Arabic,  Chinese,  French,
German and Spanish and asked respondents, who were native speakersGerman and Spanish and asked respondents, who were native speakers
of those languages, to place values on the translated terms. By comparingof those languages, to place values on the translated terms. By comparing
the average values of the translate terms to the average values of thethe average values of the translate terms to the average values of the
English terms,  the  researcher  was  able  to  ascertain  that  there  was aEnglish terms,  the  researcher  was  able  to  ascertain  that  there  was a
measurement  equivalency  problem.  Therefore,  intuitively  developedmeasurement  equivalency  problem.  Therefore,  intuitively  developed
scales are likely to result in poor comparability of research results. scales are likely to result in poor comparability of research results. 

The goal of linguistic equivalence requires the researcher to pay closeThe goal of linguistic equivalence requires the researcher to pay close
attention  to  potential  translation  problems.  Translators  should  payattention  to  potential  translation  problems.  Translators  should  pay
attention  to  idiomatic  vocabulary,  grammatical  and  syntacticalattention  to  idiomatic  vocabulary,  grammatical  and  syntactical
differences  in  language,  and  the  experimental  differences  betweendifferences  in  language,  and  the  experimental  differences  between
cultures as expressed in language. cultures as expressed in language. 

There are several translation technique that can be used. They are:There are several translation technique that can be used. They are:

 Back translationBack translation
 Parallel – blind translationParallel – blind translation
 Committee approachCommittee approach
 Random probe and Random probe and 
 De-centering De-centering 

 Back translationBack translation
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In  back  translation,  the  research  question  is  translated  by  oneIn  back  translation,  the  research  question  is  translated  by  one
translator  and  then  translated  back  into  the  source  language  bytranslator  and  then  translated  back  into  the  source  language  by
another translator. Any discrepancy between the first and the lastanother translator. Any discrepancy between the first and the last
research question indicates translation problems. research question indicates translation problems.   

 Parallel – blind translation Parallel – blind translation 
In  a  parallel  translation,  the  question  is  translated  by  severalIn  a  parallel  translation,  the  question  is  translated  by  several
individuals independently, and their translated statements are thenindividuals independently, and their translated statements are then
compared. compared. 

 Committee approach Committee approach 
The committee approach differs form the parallel blind techniques inThe committee approach differs form the parallel blind techniques in
the sense that the former permits committee members to discuss thethe sense that the former permits committee members to discuss the
research questions with one another during the translation. research questions with one another during the translation. 

  
 Random probeRandom probe

Random probe involves placing probes at random locations in both theRandom probe involves placing probes at random locations in both the
source and translated questions during pre-testing in order to ensure thatsource and translated questions during pre-testing in order to ensure that
the respondent understands questions in the same way. the respondent understands questions in the same way. 

 De-centering De-centering 
In de-centering, both the source version and target version are viewed asIn de-centering, both the source version and target version are viewed as
open  to  modification.  If  translation  problems  are  recognized  for  theopen  to  modification.  If  translation  problems  are  recognized  for  the
source  document,  then  it  should  be  modified  to  be  more  easilysource  document,  then  it  should  be  modified  to  be  more  easily
translatable. Consequently, the source question becomes more lucid andtranslatable. Consequently, the source question becomes more lucid and
precise. precise. 

v) Response style v) Response style 
People from different cultures have different response style when dealingPeople from different cultures have different response style when dealing
with the same questions. Asian, people for example, are generally verywith the same questions. Asian, people for example, are generally very
polite  and may avoid making negative statements  about a  product.  Inpolite  and may avoid making negative statements  about a  product.  In
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such a case, researcher may have to employ an even number scale (e.g.such a case, researcher may have to employ an even number scale (e.g.
Yes / No) in order to receive an objective response. Yes / No) in order to receive an objective response. 

The even number scale,  however,  may create  another  problem in  theThe even number scale,  however,  may create  another  problem in  the
sense  that  it  may  elicit  an  opinion  that  does  not  truly  exist  in  thatsense  that  it  may  elicit  an  opinion  that  does  not  truly  exist  in  that
particular culture. particular culture. 

Another issue concerning response style variation is the willingness – orAnother issue concerning response style variation is the willingness – or
lack  of  it  –  on the  part  of  a  respondent  to  take an extreme position,lack  of  it  –  on the  part  of  a  respondent  to  take an extreme position,
especially  when such a  position is  not  a  popular  one.  It  may thus  beespecially  when such a  position is  not  a  popular  one.  It  may thus  be
appropriate  to  adjust  for  respondents’  extreme  positions  and  /  orappropriate  to  adjust  for  respondents’  extreme  positions  and  /  or
response style by using ‘normalized’ scores rather than raw scores.  response style by using ‘normalized’ scores rather than raw scores.  

Therefore, it is a good idea to phrase questions in simple, positive terms.Therefore, it is a good idea to phrase questions in simple, positive terms.
Questions with negative should be avoided. Questions with negative should be avoided. 

vi) Measurement timings vi) Measurement timings 
A cross  –  national  study  can  be  done  simultaneously,  sequentially  orA  cross  –  national  study  can  be  done  simultaneously,  sequentially  or
independently.  A  researcher  may  initially  think  it  advantageous  for  aindependently.  A  researcher  may  initially  think  it  advantageous  for  a
study to be conducted simultaneously in the countries of interest.  Butstudy to be conducted simultaneously in the countries of interest.  But
simultaneous studies in different markets may present problems of datasimultaneous studies in different markets may present problems of data
comparability, especially because of seasonal factors. Consider a study ofcomparability, especially because of seasonal factors. Consider a study of
soft drink consumption, which is generally highest in the summer. Wintersoft drink consumption, which is generally highest in the summer. Winter
in Canada occurs when it is summer in Argentina. Simultaneous studiesin Canada occurs when it is summer in Argentina. Simultaneous studies
in such a case would yield invalid results. in such a case would yield invalid results. 

History can sometimes act as an extraneous variable, complicating crossHistory can sometimes act as an extraneous variable, complicating cross
national studies. A specific event may affect the outcome or respondentnational studies. A specific event may affect the outcome or respondent
behavior with in a study. I.e. an important election (i.e. history) held inbehavior with in a study. I.e. an important election (i.e. history) held in
one country and not in another can considerable affect the results of theone country and not in another can considerable affect the results of the
study.study.
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Another complicating factor can be a product’s life cycle stage. The sameAnother complicating factor can be a product’s life cycle stage. The same
product may be in different stages of its life cycle in different countries.product may be in different stages of its life cycle in different countries.
Because of the phenomenon of an international product life cycle, LDCsBecause of the phenomenon of an international product life cycle, LDCs
may lag behind more advanced nations in adopting the product. The salesmay lag behind more advanced nations in adopting the product. The sales
of the product in two or more countries for the same period may not beof the product in two or more countries for the same period may not be
comparable,  casting doubt  on  the  wisdom of  conducting simultaneouscomparable,  casting doubt  on  the  wisdom of  conducting simultaneous
studies. studies. 

In  addition,  it  may  be  prudent  to  conduct  sequential  studies  for  aIn  addition,  it  may  be  prudent  to  conduct  sequential  studies  for  a
particular  stage  in  the  product’s  life  cycle  when  the  product  is  notparticular  stage  in  the  product’s  life  cycle  when  the  product  is  not
introduced at the same time in the countries of interest.  introduced at the same time in the countries of interest.  

vii) External validityvii) External validity
There are two major types of validity: Internal and External. A study isThere are two major types of validity: Internal and External. A study is
said  to  have  internal  validity  when  it  accurately  measures  thesaid  to  have  internal  validity  when  it  accurately  measures  the
characteristics or behavior of interest. characteristics or behavior of interest. 

External validity is concerned with the generalization of research resultsExternal validity is concerned with the generalization of research results
to  other  populations.  Ordinarily,  there  is  a  limit  or  how far  researchto  other  populations.  Ordinarily,  there  is  a  limit  or  how far  research
findings  can  be  generalized  consequently,  the  findings  may  not  befindings  can  be  generalized  consequently,  the  findings  may  not  be
applicable to other groups or populations, other products, other cities orapplicable to other groups or populations, other products, other cities or
other countries. other countries. 

External validity is generally not a problem when the matter of concern isExternal validity is generally not a problem when the matter of concern is
physiological  in  nature.  The  same cannot  be  said  about  psychologicalphysiological  in  nature.  The  same cannot  be  said  about  psychological
matters.  Thus  people  may  have  similar  demographics  but  diversematters.  Thus  people  may  have  similar  demographics  but  diverse
attitudes  and  behavior.  The  behaviors  of  one  consumer  group  or  theattitudes  and  behavior.  The  behaviors  of  one  consumer  group  or  the
general  behavior  of  the  people  in  one  country  should  not  simply  begeneral  behavior  of  the  people  in  one  country  should  not  simply  be
extended to another group or people. It may not be reasonable to assumeextended to another group or people. It may not be reasonable to assume
that a study of a marketing problem or people in other cultures. that a study of a marketing problem or people in other cultures. 

7.4 MARKET ANALYSIS AND ENTRY STRATEGY7.4 MARKET ANALYSIS AND ENTRY STRATEGY
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Marketing opportunities exist us all countries regardless of the level ofMarketing opportunities exist us all countries regardless of the level of
economic development.  To assume that only developed countries ofteneconomic development.  To assume that only developed countries often
more market potentials a misconception similar in nature to the so-calledmore market potentials a misconception similar in nature to the so-called
majority  fallacy.   A  particular  market  may  initially  seem  attractivemajority  fallacy.   A  particular  market  may  initially  seem  attractive
because  of  its  potential  demand  and  size  in  terms  of  the  number  ofbecause  of  its  potential  demand  and  size  in  terms  of  the  number  of
consumers of their purchasing power.   consumers of their purchasing power.   

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

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

Economic variables that shard be considered include GNP, population,Economic variables that shard be considered include GNP, population,
GNP/capital, income and personal consumption.  The top eight countriesGNP/capital, income and personal consumption.  The top eight countries
is  terms  of   per  capital  income  are  UAE  $7,060,  Brunei  $15,060,is  terms  of   per  capital  income  are  UAE  $7,060,  Brunei  $15,060,
Liechtenstein  $16,900  USA$39,940,  Switzerland  $16,380,  Qatar  $  15,Liechtenstein  $16,900  USA$39,940,  Switzerland  $16,380,  Qatar  $  15,
980,  Kuwait  $  19,040  and  Norway  $  13,890,Japan  $38860,Israel980,  Kuwait  $  19,040  and  Norway  $  13,890,Japan  $38860,Israel
$17710,Canada $22370, China $860, India $450,France $21980,Germany$17710,Canada $22370, China $860, India $450,France $21980,Germany
$22800. Based on this criteria   there are several small but attractive$22800. Based on this criteria   there are several small but attractive
countries. countries. 

a) Gross National Product (GNP)a) Gross National Product (GNP)
GNP is a measure of the value of all goods and services produced by aGNP 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. GNPsnation.  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 therange 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.USA.  This criteria favors the USA as the most important market on earth.
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Although  a  higher  GNP  is  generally  regarded  as  indicator  of  betterAlthough  a  higher  GNP  is  generally  regarded  as  indicator  of  better
market.market.

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

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

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

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

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

It is inadequate to assess markets by relying only on each country’s totalIt is inadequate to assess markets by relying only on each country’s total
population  with  out  considering  its  land  area.  From  the  marketingpopulation  with  out  considering  its  land  area.  From  the  marketing
standpoint, the level of population density should be examined.  Where asstandpoint, the level of population density should be examined.  Where as
total  population  indicates  the  overall  size  of  a  market,,  population,total  population  indicates  the  overall  size  of  a  market,,  population,
diversity determines the ease in reaching that market. diversity determines the ease in reaching that market. 
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Another  indicator of  a  country’s  wealth is  the personal  income of  theAnother  indicator of  a  country’s  wealth is  the personal  income of  the
citizen.   Income can  reflect  the  degree  of  attractiveness  of  a  marketcitizen.   Income can  reflect  the  degree  of  attractiveness  of  a  market
because  consumption  generally  rises  a  income  increases.  Income,because  consumption  generally  rises  a  income  increases.  Income,
however, should not be strictly considered us absolute terms. however, should not be strictly considered us absolute terms. 

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

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

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

Exporters should pay attention to the income elasticity of imports andExporters should pay attention to the income elasticity of imports and
exports  of  target  countries,  because  these  coefficients  indicates  howexports  of  target  countries,  because  these  coefficients  indicates  how
imports and exports are influenced by consumers income change  in eachimports and exports are influenced by consumers income change  in each
country.   The income elasticity for US exports in 0.99.  The problem forcountry.   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 inthe 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.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 muchFor each unit increase in income is the USA, US imports will grow much
faster  than  US  exports  leading  to  a  determination  of  the  country’sfaster  than  US  exports  leading  to  a  determination  of  the  country’s
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balance of trade.  Furthermore, a calculation by the bank of Japan leveledbalance 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 dropthat a decline of 1% is the value of the US dollar will result in only a drop
of 0.4% is real US imports. of 0.4% is real US imports. 

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

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

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

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

7.4.2 Forms Of Entry7.4.2 Forms Of Entry

1. Exporting 1. Exporting 
Exporting can be defined as follows:Exporting can be defined as follows:
Exporting is a strategy in which a company, without any marketing orExporting is a strategy in which a company, without any marketing or
production organization overseas, exports a product from its home base.  production organization overseas, exports a product from its home base.  

Exporting takes two forms: Exporting takes two forms: 
I.I. Direct Export Direct Export 
II.II. Indirect Export Indirect Export 

i)i) Direct Exports.Direct Exports.
Direct Export takes for forms as discussed in chapter 1 Direct Export takes for forms as discussed in chapter 1 
They are: -They are: -

 Domestic based export department or DivisionDomestic based export department or Division
 Overseas sales branch or subsidiary Overseas sales branch or subsidiary 
 Traveling export sales representatives Traveling export sales representatives 
 Foreign based distributors or agents (Refer unit 1 for details) Foreign based distributors or agents (Refer unit 1 for details) 

ii)ii) Indirect ExportIndirect Export
Indirect export also takes for forms and they are: Indirect export also takes for forms and they are: 

 Domestic based export merchantDomestic based export merchant
 Domestic based export agent Domestic based export agent 
 Cooperative organization Cooperative organization 
 Export management company (Refer unit1 for details)Export management company (Refer unit1 for details)

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

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

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

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

As discussed in unit 1 , Licensing takes several forms.  They are:  As discussed in unit 1 , Licensing takes several forms.  They are:  
 Manufacturing Manufacturing 
 Management contract Management contract 
 FranchisingFranchising

I.I. Manufacturing Manufacturing 
The manufacturing process can be employed as a strategy involving all orThe manufacturing process can be employed as a strategy involving all or
some manufacturing in a foreign country.   One kind of manufacturingsome manufacturing in a foreign country.   One kind of manufacturing
procedure known as sourcing, involve manufacturing operations is a hostprocedure known as sourcing, involve manufacturing operations is a host
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country, not so much to sell there but for the purpose of exporting fromcountry, 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. 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 baseThe 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  areinside  a  target  market  country  as  a  means  of  invading  it.  There  are
several variations on this method, ranging from complete manufacturingseveral variations on this method, ranging from complete manufacturing
to contract manufacturing.  to contract manufacturing.  

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

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

i.i. Product image is are such factor Product image is are such factor 
ii.ii. Competition is an important factor Competition is an important factor 
iii.iii.Research of various countries, which should be compared toResearch of various countries, which should be compared to

determined  each  country’s  comparative  advantage.   Thedetermined  each  country’s  comparative  advantage.   The
comparative  should  also  include  productive  considerations,comparative  should  also  include  productive  considerations,
including: including: 

Production facilities Production facilities 
Raw materials Raw materials 
EquipmentEquipment
Real estate, water, power, and transport  Real estate, water, power, and transport  

Human  reserves,  an  integral  part  of  the  production  factor,  must  beHuman  reserves,  an  integral  part  of  the  production  factor,  must  be
available at reasonable cost.   available at reasonable cost.   
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Manufactures  should  pay  attentions  to  absolute  as  well  as  relativeManufactures  should  pay  attentions  to  absolute  as  well  as  relative
changes  in  labor  costs.   A  particular  country  is  more  attractive  as  achanges  in  labor  costs.   A  particular  country  is  more  attractive  as  a
plant’s location if the wages were increase more slowly than those otherplant’s location if the wages were increase more slowly than those other
countries.  countries.  

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

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

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

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

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

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

III.III. Franchising (Turn key operations)Franchising (Turn key operations)

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

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

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

An  assembly  operation  is  a  variation  on  a  manufacturing  strategy.An  assembly  operation  is  a  variation  on  a  manufacturing  strategy.
According to the US customs service  ‘  assembly means the fitting orAccording to the US customs service  ‘  assembly means the fitting or
joining together of fabricated components”/  the method used to join or fitjoining together of fabricated components”/  the method used to join or fit
together solid components may be welding, soldering, riveting, gloving,together solid components may be welding, soldering, riveting, gloving,
laminating and selling. laminating and selling. 
  
In this strategy, parts or components are produced in various countries inIn this strategy, parts or components are produced in various countries in
order to gain each country’s comparative advantage.  Capital intensiveorder to gain each country’s comparative advantage.  Capital intensive
parts  may  be  produced  is  advanced  nations,  and  labor-intensiveparts  may  be  produced  is  advanced  nations,  and  labor-intensive
assemblies may be produced in an LDC, where labor is abundant andassemblies may be produced in an LDC, where labor is abundant and
labor costs are low.  This strategy is common among manufactures oflabor costs are low.  This strategy is common among manufactures of
consumer  electronics.   When  a  product  becomes  mature  and  facesconsumer  electronics.   When  a  product  becomes  mature  and  faces
intense price competition, it may be necessary to shift all of the labor-intense price competition, it may be necessary to shift all of the labor-
intensive operations to LDCs.  ‘intensive operations to LDCs.  ‘

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

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

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

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

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

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

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

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

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

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

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

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

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

Leasing should be considered a two-way street because a license alsoLeasing should be considered a two-way street because a license also
allows the original licenser to gain access to the licensee’s technologyallows the original licenser to gain access to the licensee’s technology
and product.and product.
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v) Joint Venturev) Joint Venture
The joint venture is another alternative a firm may consider as a way ofThe joint venture is another alternative a firm may consider as a way of
entering an overseas market. A joint venture is simply a partnership atentering an overseas market. A joint venture is simply a partnership at
corporate  level,  and  it  can  be  domestic  or  international.  For  thecorporate  level,  and  it  can  be  domestic  or  international.  For  the
discussion  here,  an  international  joint  venture  is  one  in  which  thediscussion  here,  an  international  joint  venture  is  one  in  which  the
partners are from more than one country.partners are from more than one country.

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

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

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

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

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

When  ever  two individual  or  organizations  work  tog  ethers  there  areWhen  ever  two individual  or  organizations  work  tog  ethers  there  are
bound  to  be  conflicts  because  of  cultural  problems,  divergent  goals,bound  to  be  conflicts  because  of  cultural  problems,  divergent  goals,
disagreement  over  production  and  marketing  strategies,  and  weakdisagreement  over  production  and  marketing  strategies,  and  weak
contributions by one or the other partner.  Although the goals may becontributions by one or the other partner.  Although the goals may be
compatible at the asset, goals and objectives may diverge over time, evencompatible at the asset, goals and objectives may diverge over time, even
when joint ventures are successful.when joint ventures are successful.
Another potential problem is the matter of control. By definition, a jointAnother potential problem is the matter of control. By definition, a joint
venture must deal with double management. If a partner has less thanventure must deal with double management. If a partner has less than
50% ownership that partner must in effect let the majority partner make50% 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 thedecisions. If the board directors have a 50-50 split it is different for the
board is make a decision quickly or at all.board is make a decision quickly or at all.

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

vi) Acquisition vi) Acquisition 

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

Acquisition  takes  many  forms.  According  to  root  Acquisition  may  beAcquisition  takes  many  forms.  According  to  root  Acquisition  may  be
horizontal (the product lines and markets of the acquired and acquiringhorizontal (the product lines and markets of the acquired and acquiring
firms  are  similar),  vertical  (the  acquired  firm  becomes  a  supplier  orfirms  are  similar),  vertical  (the  acquired  firm  becomes  a  supplier  or
customer of the acquiring firm),  concentric (the acquired firm has thecustomer of the acquiring firm),  concentric (the acquired firm has the
says market but different technology or the same technology but differentsays market but different technology or the same technology but different
markets, and Conglomerate (the acquired firm is in a different industrymarkets, and Conglomerate (the acquired firm is in a different industry
from that of the acquiring firm).from that of the acquiring firm).
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Acquisition is viewed in a light different from the kinds of foreign directAcquisition is viewed in a light different from the kinds of foreign direct
investment. A government generally welcomes foreign investor that startsinvestment. A government generally welcomes foreign investor that starts
up  a  new  enterprise  (called  a  Greenfield  enterprise),  since  thanup  a  new  enterprise  (called  a  Greenfield  enterprise),  since  than
investment increases employment and enlarges the tax base.investment increases employment and enlarges the tax base.

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

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

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

Analysis of Entry Strategies Analysis of Entry Strategies 

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

A  host  country’s  market  size  affects  the  decisions  on  manufacturingA  host  country’s  market  size  affects  the  decisions  on  manufacturing
direct foreign investment. In addition, such decisions are influenced bydirect foreign investment. In addition, such decisions are influenced by
certain classes of political events in certain group of countries. Althoughcertain classes of political events in certain group of countries. Although
internal conflict adversely affects decisions to inmost in both LDCs andinternal conflict adversely affects decisions to inmost in both LDCs and
developed countries, the effect of internal conflict is different from LDCsdeveloped countries, the effect of internal conflict is different from LDCs
when compared to developed countries conflictive intra nation events arewhen compared to developed countries conflictive intra nation events are
viewed  as  promoting  instability  in  LDCs,  and  such  instability  couldviewed  as  promoting  instability  in  LDCs,  and  such  instability  could
adversely affect foreign investors’ business goals and profits.adversely affect foreign investors’ business goals and profits.
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Markets are far from being homogeneous, and the type of country chosenMarkets are far from being homogeneous, and the type of country chosen
dictates the entry strategy to be used. One way of classifying countries isdictates the entry strategy to be used. One way of classifying countries is
by the degree of control exerted on the economy by the government, withby the degree of control exerted on the economy by the government, with
capitalism at the one extreme and communism at the other. capitalism at the one extreme and communism at the other. 

The  country  temperature  gradient  is  another  meaningful  classificationThe  country  temperature  gradient  is  another  meaningful  classification
system.system.

Countries can be classified as hot, moderate, or cold markets based on aCountries can be classified as hot, moderate, or cold markets based on a
number of  factors,  including level  of economic development and tradenumber of  factors,  including level  of economic development and trade
barriers, Hot countries are dynamic market receptive to new distortionbarriers, Hot countries are dynamic market receptive to new distortion
ideas,  whereas  cold  countries  do  not  easily  accommodate  changes.ideas,  whereas  cold  countries  do  not  easily  accommodate  changes.
Market entry strategies are also influenced by product type. A productMarket entry strategies are also influenced by product type. A product
that must be customized or that requires same services before and afterthat must be customized or that requires same services before and after
the sale cannot easily be exported to another country. In fact, a service orthe sale cannot easily be exported to another country. In fact, a service or
a product whose value is largely determined by an accompanied servicea product whose value is largely determined by an accompanied service
cannot  be  practically  distributed  outside  of  a  producing  country.  Anycannot  be  practically  distributed  outside  of  a  producing  country.  Any
portion of the product that is service  oriented must be created at theportion of the product that is service  oriented must be created at the
place  of  consumption.  As  a  result,  service-intensive  products  requireplace  of  consumption.  As  a  result,  service-intensive  products  require
particular  modes  of  market  entry.  The  options  include  managementparticular  modes  of  market  entry.  The  options  include  management
contract to sell service to a foreign customers licensing so that anothercontract to sell service to a foreign customers licensing so that another
local company (franchisee) can be trained to provide that service, andlocal company (franchisee) can be trained to provide that service, and
local  manufacturing by establishing a permanent  branch or subsidiarylocal  manufacturing by establishing a permanent  branch or subsidiary
there.there.
Market size and market sophistication also did not appear significant inMarket size and market sophistication also did not appear significant in
affecting the choice. Since previous studies showed that both market sizeaffecting the choice. Since previous studies showed that both market size
and  market  sophistication  were  positively  related  to  levels  of  directand  market  sophistication  were  positively  related  to  levels  of  direct
investment,  the  two  variables  were  apparently  related  to  levels  ofinvestment,  the  two  variables  were  apparently  related  to  levels  of
licensing is the same manner.licensing is the same manner.
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MNCs prefer whole ownership when they have a lot of experience in anMNCs prefer whole ownership when they have a lot of experience in an
industry or a country. When intersystem sales of the subsidiary are high,industry or a country. When intersystem sales of the subsidiary are high,
or when the subsidiary is located in a marketing- intensive industry.or when the subsidiary is located in a marketing- intensive industry.

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

7.5 FREE TRADE ZONES7.5 FREE TRADE ZONES

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

FTZ is a secured domestic area in international commerce, considered toFTZ is a secured domestic area in international commerce, considered to
be legally outside a country’s customs territory. It is an area designatedbe 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 locationby 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  nowhere  imports  can  be  handled  with  few  revelations,  and  little  or  no
customs duties and excise taxes are collected. As such, goods enter thecustoms duties and excise taxes are collected. As such, goods enter the
area without paying any duty. The duty would be paid only where goodsarea without paying any duty. The duty would be paid only where goods
enter the customs territory of the country when an FTZ is located.enter the customs territory of the country when an FTZ is located.

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

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

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

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

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

Check Your Progress ExerciseCheck Your Progress Exercise
1. Define the term marketing research ? and explain the sources used to 1. Define the term marketing research ? and explain the sources used to 
gather primary data ?gather primary data ?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
2. Discuss in detail the measurement problem in international marketing 2. Discuss in detail the measurement problem in international marketing 
research?research?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
3 Explain in detail the forms of entry in to the foreign market?3 Explain in detail the forms of entry in to the foreign market?
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4. 4. What is a free trade zone? Explain the benefits of free trade zones?What is a free trade zone? Explain the benefits of free trade zones?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

7.6 SUMMARY7.6 SUMMARY

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

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

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

7.7 ANSWER TO CHECK YOUR PROGRESS7.7 ANSWER TO CHECK YOUR PROGRESS

1.1. Refer Section 7.3Refer Section 7.3
2.2. Refer Section 7.3.3Refer Section 7.3.3
3.3. Refer Section 7.4.2Refer Section 7.4.2
4.4. Refer Section 7.5Refer Section 7.5
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UNIT 8: STRATEGIC PLANNING AND ORGANIZATIONUNIT 8: STRATEGIC PLANNING AND ORGANIZATION

Contents Contents 
8.08.0 Aims and ObjectivesAims and Objectives
8.18.1 IntroductionIntroduction
8.28.2 Strategic PlanningStrategic Planning

8.2.18.2.1 Planning ProcessPlanning Process
8.2.28.2.2 StrategyStrategy

8.2.2.18.2.2.1 AnsoffAnsoff
8.2.2.28.2.2.2 PorterPorter

8.38.3 Business CombinationBusiness Combination
8.3.18.3.1 Simple AssociationSimple Association
8.3.28.3.2 FederationFederation
8.3.38.3.3 ConsolidationConsolidation

8.3.3.18.3.3.1 PartialPartial
8.3.3.28.3.3.2 CompleteComplete

8.48.4 SummarySummary
8.58.5 Answer to Check Your Progress ExerciseAnswer to Check Your Progress Exercise

8.0 AIMS AND OBJECTIVES8.0 AIMS AND OBJECTIVES

After Studying this unit, you will be able to explain:After Studying this unit, you will be able to explain:
-- the meaning of strategic planningthe meaning of strategic planning
-- the forms of business organizationthe forms of business organization
-- the various forms of business combinationthe various forms of business combination
-- the process involved in strategic planning. the process involved in strategic planning. 

8.1 INTRODUCTION8.1 INTRODUCTION

In strategic planning, managers match organizations resources with itsIn strategic planning, managers match organizations resources with its
market opportunities over the long run.  Market and economic conditionsmarket opportunities over the long run.  Market and economic conditions
during the past two decades prompted many companies to consider moreduring the past two decades prompted many companies to consider more
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formally and more frequently how best to match their opportunities andformally and more frequently how best to match their opportunities and
their resources. To do so, managers must seize their opportunities andtheir resources. To do so, managers must seize their opportunities and
avoid  the  threats  by  assessing  the  environmental  forces  affecting  itsavoid  the  threats  by  assessing  the  environmental  forces  affecting  its
business. business. 

Environmental  forces  influence organization marketing.  Some of  theseEnvironmental  forces  influence organization marketing.  Some of  these
forces are external to the firm, while others come from within.  Thereforces are external to the firm, while others come from within.  There
isn't much that management can do about controlling the external forces,isn't much that management can do about controlling the external forces,
but it generally can control the internal ones. The business unit thereforebut it generally can control the internal ones. The business unit therefore
should ask:should ask:

1.1. Which asset, skills, strength and weakness do we have today?Which asset, skills, strength and weakness do we have today?
2.2. Which asset, skills, strength and weakness do our competitors haveWhich asset, skills, strength and weakness do our competitors have

today? Where are they heading?today? Where are they heading?
3.3. Which are the most attractive markets – today and tomorrow?Which are the most attractive markets – today and tomorrow?
4.4. Which are the key success factors on those markets – today andWhich are the key success factors on those markets – today and

tomorrow?tomorrow?

An organization operates with in an external environment that it An organization operates with in an external environment that it 
generally cannot control. There are two levels of external environment: generally cannot control. There are two levels of external environment: 

1.1. External macro-environmentExternal macro-environment (so called because they affect  all (so called because they affect  all
firms)  includes  demographics,  economic  conditions,  culture,  andfirms)  includes  demographics,  economic  conditions,  culture,  and
laws etc. and  laws etc. and  

2.2.   External micro- environmentExternal micro- environment (so called because they affect a (so called because they affect a
particular firm) consists of suppliers, marketing intermediaries, andparticular firm) consists of suppliers, marketing intermediaries, and
customers.customers.

Successful marketing depends largely on a company's ability to manageSuccessful marketing depends largely on a company's ability to manage
its marketing programs within its environment. To do this, firm marketingits marketing programs within its environment. To do this, firm marketing
executives  must  determine what makes up the firms environment andexecutives  must  determine what makes up the firms environment and
then monitor it in a systematic, on going fashion. The sequence of thethen monitor it in a systematic, on going fashion. The sequence of the
strategic process may include: strategic process may include: 
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1.1. Research-  customer  survey,  competitor  survey,  environmentalResearch-  customer  survey,  competitor  survey,  environmental
survey and self-survey.survey and self-survey.

2.2. Analysis –industry analysis, Portfolio analysis Analysis –industry analysis, Portfolio analysis 
3.3. Objectives – Overall strategic objective (Mission), strategic portfolioObjectives – Overall strategic objective (Mission), strategic portfolio

objectiveobjective
4.4. Actions  –action  for  improving  operational  efficiency,  actions  forActions  –action  for  improving  operational  efficiency,  actions  for

improving market position and strategic investmentsimproving market position and strategic investments
These marketing executives must be alert to spot environmental trendsThese marketing executives must be alert to spot environmental trends
that could be opportunities or problems for their organization. And theythat could be opportunities or problems for their organization. And they
must  be able to  respond to  these  trends with  the  resources  they canmust  be able to  respond to  these  trends with  the  resources  they can
control.control.

8.2 STRATEGIC PLANNING8.2 STRATEGIC PLANNING

Strategic marketing planning is the managerial process of developing andStrategic marketing planning is the managerial process of developing and
maintaining a viable fit between the organization’s objectives, skill, andmaintaining a viable fit between the organization’s objectives, skill, and
resources and its  changing market  opportunities.  The aim of  strategicresources and its  changing market  opportunities.  The aim of  strategic
planning is to shape and reshape the company’s businesses and productsplanning is to shape and reshape the company’s businesses and products
so that they yield target profits and growth. so that they yield target profits and growth. 

Every industry is unique in terms of the competitive behavior that weEvery industry is unique in terms of the competitive behavior that we
observe during any period of time. One of the most difficult problems isobserve during any period of time. One of the most difficult problems is
defining the industry. No industry has clear boundaries either in terms ofdefining the industry. No industry has clear boundaries either in terms of
the  firm’s  products  or  geographic  areas.  But  the  simplest  way  is,the  firm’s  products  or  geographic  areas.  But  the  simplest  way  is,
restricting analysis of the firm’s external environment to its immediaterestricting analysis of the firm’s external environment to its immediate
environment – the industry.environment – the industry.
Major forces in industry analysisMajor forces in industry analysis
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Porter’s Approach to competitive structure analysisPorter’s Approach to competitive structure analysis
Understanding the forces at work in any market segment are a necessaryUnderstanding the forces at work in any market segment are a necessary
prerequisite to deducing whether – and if  appropriate,  how – the firmprerequisite to deducing whether – and if  appropriate,  how – the firm
should use that segment as a strategic business area.should use that segment as a strategic business area.

The five forces are:The five forces are:
1.1. New entrants, potential entrants and the threat of entryNew entrants, potential entrants and the threat of entry
2.2. Substitute products/ servicesSubstitute products/ services
3.3. Buyers and buyer powerBuyers and buyer power
4.4. Suppliers and supplier powerSuppliers and supplier power
5.5. Competitors and the nature of inter-firm rivalry.Competitors and the nature of inter-firm rivalry.

The  greater  the  intensity  of  any  of  these  sources  of  competition,  theThe  greater  the  intensity  of  any  of  these  sources  of  competition,  the
harder it will be for an organization to earn profits and the greater will beharder it will be for an organization to earn profits and the greater will be
the need for strategic sophistications. A checklist of questions can assistthe need for strategic sophistications. A checklist of questions can assist
strategist  in  thinking  through  the  strategic  implications  of  thestrategist  in  thinking  through  the  strategic  implications  of  the
competitive structures of an industry.competitive structures of an industry.

1.1. What is the threat of entry into the industry and from where does itWhat is the threat of entry into the industry and from where does it
arises?arises?

2.2. Where  are  present  and  potential  substitute  products  /servicesWhere  are  present  and  potential  substitute  products  /services
located and what it is located and what it is 

3.3. Who are the  buyers  and what  is  the  extent  of  their  power withWho are the  buyers  and what  is  the  extent  of  their  power with
regard to the organization,etcregard to the organization,etc
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8.2.1 Strategic Planning Process8.2.1 Strategic Planning Process
The  intent  of  planning  is  to  seize  the  opportunities  and  to  avoid  theThe  intent  of  planning  is  to  seize  the  opportunities  and  to  avoid  the
threats associated with changing markets.  Formal strategic planning wasthreats associated with changing markets.  Formal strategic planning was
recognized as an effective management tool to do this.  The managementrecognized as an effective management tool to do this.  The management
process as applied to marketing, consists of basically:process as applied to marketing, consists of basically:

The Planning stage includes setting goals and designing strategies andThe Planning stage includes setting goals and designing strategies and
tactics to reach these goals.The implementation stage entails forming andtactics to reach these goals.The implementation stage entails forming and
staffing the marketing organization and directing the actual operation ofstaffing the marketing organization and directing the actual operation of
the organization according to the plan.the organization according to the plan.

The evaluation stage consists of analyzing past performance in relation toThe evaluation stage consists of analyzing past performance in relation to
organizational  goal.   This  third  stage  indicates  the  interrelated,organizational  goal.   This  third  stage  indicates  the  interrelated,
continuing nature of the management process.continuing nature of the management process.

Planning is a predetermined goal.  It is deciding now what to do later,Planning is a predetermined goal.  It is deciding now what to do later,
including how and when we are going to do it.  Without a plan, we cannotincluding how and when we are going to do it.  Without a plan, we cannot
get things done effectively and efficiently, because we don't know whatget things done effectively and efficiently, because we don't know what
needs to be done or how to do it.   needs to be done or how to do it.   

A business can be defined in terms of three dimensions; customer groups,A business can be defined in terms of three dimensions; customer groups,
customer  needs,  and  technology.  For  example,  a  small  company  thatcustomer  needs,  and  technology.  For  example,  a  small  company  that
defines  its  business  as  designing  incandescent  lighting  systems  fordefines  its  business  as  designing  incandescent  lighting  systems  for
televisions studios, its customer group is television studios; the customertelevisions studios, its customer group is television studios; the customer
need is lighting; and the technology is incandescent lighting.need is lighting; and the technology is incandescent lighting.

The purpose of identifying the company’s strategic business units is toThe purpose of identifying the company’s strategic business units is to
develop  separate  strategies  and  assign  appropriate  funding.  Seniordevelop  separate  strategies  and  assign  appropriate  funding.  Senior
management  knows  that  its  portfolio  of  business  usually  includes  amanagement  knows  that  its  portfolio  of  business  usually  includes  a
numbers of “Yesterday’s has – been as well as tomorrow’s breadwinners.”numbers of “Yesterday’s has – been as well as tomorrow’s breadwinners.”
But  it  cannot  rely  just  on  impressions;  it  needs  analytical  tools  forBut  it  cannot  rely  just  on  impressions;  it  needs  analytical  tools  for
classifying its business by profit potential.classifying its business by profit potential.
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1.1. It is a single business or collection of related business that can beIt is a single business or collection of related business that can be
planned separately from the rest of the company.planned separately from the rest of the company.

2.2. It has its own set of competitionsIt has its own set of competitions
3.3. It has a manager who is responsible for strategic planning andIt has a manager who is responsible for strategic planning and

profit performance and who controls most of the factors affectingprofit performance and who controls most of the factors affecting
profits. profits. 

Managers before going in detail analysis of environmental factors, theyManagers before going in detail analysis of environmental factors, they
must  assess  the  industry  structure.  According to Michael  Porter  ,  themust  assess  the  industry  structure.  According to Michael  Porter  ,  the
forces that affect the industry are as follows. The business unit strategicforces that affect the industry are as follows. The business unit strategic
planning process consists of the eight steps as shown below:planning process consists of the eight steps as shown below:

The business strategic - planning processThe business strategic - planning process

  
     SWOT analysis    SWOT analysis 

 Business MissionBusiness Mission
The organization's mission states what customers it serves, what need itThe organization's mission states what customers it serves, what need it
satisfies,  and  what  types  of  products  it  offers.   A  mission  statementsatisfies,  and  what  types  of  products  it  offers.   A  mission  statement
indicates in general terms the boundaries for an organization's activities.indicates in general terms the boundaries for an organization's activities.
A  mission  statement  should  be  neither  too  broad  nor  vague  nor  tooA  mission  statement  should  be  neither  too  broad  nor  vague  nor  too
narrow  and  specific.  Traditionally,  companies  stated  their  mission  innarrow  and  specific.  Traditionally,  companies  stated  their  mission  in
production-oriented terms.  Today, firms following the marketing conceptproduction-oriented terms.  Today, firms following the marketing concept
express their mission in customer-oriented terms.express their mission in customer-oriented terms.
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 External  Environmental  Analysis  (Opportunity  and  ThreatExternal  Environmental  Analysis  (Opportunity  and  Threat
Analysis)Analysis)

Once the business unit has formulated its mission statement, the businessOnce the business unit has formulated its mission statement, the business
manager  knows  the  parts  of  the  environment  it  needs  to  monitor  tomanager  knows  the  parts  of  the  environment  it  needs  to  monitor  to
achieve goals.achieve goals.

In general a business unit has to monitor key external macro environmentIn general a business unit has to monitor key external macro environment
forces (demographic,  economic,  technological,  political,  legal,  social  &forces (demographic,  economic,  technological,  political,  legal,  social  &
cultural)  and  significant  microenvironment  factors  (customers,cultural)  and  significant  microenvironment  factors  (customers,
competitors, distribution channel, suppliers) that affect its ability to earncompetitors, distribution channel, suppliers) that affect its ability to earn
profits.  The business unit should set up a marketing intelligence systemprofits.  The business unit should set up a marketing intelligence system
to  track  trends  and  important  developments.   For  each  trend  orto  track  trends  and  important  developments.   For  each  trend  or
development, management needs to identify the associated opportunitiesdevelopment, management needs to identify the associated opportunities
and threats.   Such Analysis  is  called  STEEP analysis.  STEEP analysisand threats.   Such Analysis  is  called  STEEP analysis.  STEEP analysis
entails the following steps entails the following steps 

STEEP AnalysisSTEEP Analysis
The STEEP factors represents that part of the macro-environment everThe STEEP factors represents that part of the macro-environment ever
which managers have little influence, let alone control. Yet these factorswhich managers have little influence, let alone control. Yet these factors
have a profound effect on organizations and marketing.have a profound effect on organizations and marketing.

1.1. Social and cultural FactorsSocial and cultural Factors
The task facing marketing executives is becoming more complex becauseThe task facing marketing executives is becoming more complex because
our culture patterns- life styles, social values, beliefs-are changing muchour culture patterns- life styles, social values, beliefs-are changing much
more quickly than they used to. People start seeking value, quality, andmore quickly than they used to. People start seeking value, quality, and
safety  in  the  products  they  buy.  They  have started concerning  aboutsafety  in  the  products  they  buy.  They  have started concerning  about
education,  retraining  of  workers,  about  air  and  water  pollution,  solideducation,  retraining  of  workers,  about  air  and  water  pollution,  solid
waste disposal (distraction of rain forests and other natural resources.waste disposal (distraction of rain forests and other natural resources.
These concerns have raised the level  of  environmental  consciousness.These concerns have raised the level  of  environmental  consciousness.
The  statistical  study  of  human  population  and  it's  distribution  isThe  statistical  study  of  human  population  and  it's  distribution  is
demography.  It  is  of  special  interest  to marketing executives  becausedemography.  It  is  of  special  interest  to marketing executives  because
people constitute markets.  Therefore the marketing executives directspeople constitute markets.  Therefore the marketing executives directs
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there  marketing  activities  based  on  the  demographical  changes,  i.e.there  marketing  activities  based  on  the  demographical  changes,  i.e.
Culture, age group, sex, etc. Culture, age group, sex, etc. 

The social factors of the nation, including their changes through time,The social factors of the nation, including their changes through time,
have great impact on the marketing strategies of firms. The long-termhave great impact on the marketing strategies of firms. The long-term
social changes are the major interest of this course.social changes are the major interest of this course.

Today,  there  is  a  great  change  in  social  outlook  for  the  marketableToday,  there  is  a  great  change  in  social  outlook  for  the  marketable
products  and  business  firms  have  also  possibilities  to  utilize  theseproducts  and  business  firms  have  also  possibilities  to  utilize  these
opportunities. The study of these social trends such as:opportunities. The study of these social trends such as:

1.1. The rate of population growthThe rate of population growth
2.2. The rate of employmentThe rate of employment
3.3. Number of women in employmentNumber of women in employment
4.4. Self-employment growthSelf-employment growth
5.5. Trends in consumption etc.Trends in consumption etc.

2. Technological factors2. Technological factors
Technology  has  a  tremendous  impact  on  the  life  style,  consumptionTechnology  has  a  tremendous  impact  on  the  life  style,  consumption
pattern, and the economic well-being. Technology is a mixed blessing inpattern, and the economic well-being. Technology is a mixed blessing in
other ways also. A new technology may improve the live in one area whileother ways also. A new technology may improve the live in one area while
creating environmental and social problems in other areas.creating environmental and social problems in other areas.

Technology has a profound impact on organizations and consumers. WhatTechnology has a profound impact on organizations and consumers. What
we eat, how the sleep, how we work and get to work, how and how oftenwe eat, how the sleep, how we work and get to work, how and how often
we communicate with each other, and what we do in our leisure time arewe communicate with each other, and what we do in our leisure time are
constantly changing as a result of new technology.constantly changing as a result of new technology.

There are a number of examples of technological changes: There are a number of examples of technological changes: 
1.1. Electronic mail facilities at the office & homeElectronic mail facilities at the office & home
2.2. Modems and advanced telephone transmission linesModems and advanced telephone transmission lines
3.3. Compact disk players etc.Compact disk players etc.

3. Economic factors3. Economic factors
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People alone do not make a market. They must have money to spend andPeople alone do not make a market. They must have money to spend and
be  willing  to  spend  it.  Consequently,  the  economic  environment  is  abe  willing  to  spend  it.  Consequently,  the  economic  environment  is  a
significant force that affects the marketing activities of just about anysignificant force that affects the marketing activities of just about any
organization.  A  marketing  program  is  affected  especially  by  suchorganization.  A  marketing  program  is  affected  especially  by  such
economic factors as the current and anticipated stage of the businesseconomic factors as the current and anticipated stage of the business
cycle, as well as inflation and interest rate.cycle, as well as inflation and interest rate.

Firms  are  very  sensitive  for  the  following  major  and  other  economicFirms  are  very  sensitive  for  the  following  major  and  other  economic
factors:factors:
1. Energy price1. Energy price
2.2. Interest ratesInterest rates
3.3. Exchange rates etc.Exchange rates etc.

There is also a range of economic factors at an industry level such as theThere is also a range of economic factors at an industry level such as the
availability of land, capital and labor in different economies and regions. availability of land, capital and labor in different economies and regions. 

4. Environmental factors4. Environmental factors
Environmental  factors  are  increasingly  at  the  forefront  in  consumerEnvironmental  factors  are  increasingly  at  the  forefront  in  consumer
choices  and  in  the  regulators,  which  governments  apply  to  whatchoices  and  in  the  regulators,  which  governments  apply  to  what
organizations,  make  or  deliver,  and  how  they  do  so.  The  marketingorganizations,  make  or  deliver,  and  how  they  do  so.  The  marketing
implications  go  beyond  opportunities  for  providing  environmentallyimplications  go  beyond  opportunities  for  providing  environmentally
friendly goods and services. friendly goods and services. 

They include the sensitivity, which organizations need to adopt towardsThey include the sensitivity, which organizations need to adopt towards
environmental opinion in governments,  political  movements,  the mediaenvironmental opinion in governments,  political  movements,  the media
and the public in general. Forecasting the availability and cost of sourceand the public in general. Forecasting the availability and cost of source
of  energy  and  raw  materials  will  also  be  highly  dependant  up  onof  energy  and  raw  materials  will  also  be  highly  dependant  up  on
environmental criteria.environmental criteria.

5. Political and legal factors5. Political and legal factors
Every company's conduct is influenced more and more by the politicalEvery company's conduct is influenced more and more by the political
and  legal  process  in  the  society.  The  political  and  legal  forces  onand  legal  process  in  the  society.  The  political  and  legal  forces  on
marketing can be the following:-marketing can be the following:-
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1.1. Monetary and fiscal policies- Government spending, tax legislation etc.Monetary and fiscal policies- Government spending, tax legislation etc.
2.2. Social legislation and regulation-Anti pollution law.Social legislation and regulation-Anti pollution law.
3.3. Government relationship with industries- Tariffs and import quotas Government relationship with industries- Tariffs and import quotas 

etc.etc.

The impact  of  political  factors can be wide-ranging and subtle.  It  canThe impact  of  political  factors can be wide-ranging and subtle.  It  can
range from the effects of a change in government to the policies persuaderange from the effects of a change in government to the policies persuade
by  individual  government  department  or  agencies.  Such  changes  canby  individual  government  department  or  agencies.  Such  changes  can
have important consequences both for individual business and for wholehave important consequences both for individual business and for whole
sectors of the economy. The changing patterns of political activity cansectors of the economy. The changing patterns of political activity can
also be important.also be important.

Managers  should  also  take  account  of  political  factors  at  federal  andManagers  should  also  take  account  of  political  factors  at  federal  and
regional level. It is also important to note the STEEP factors present bothregional level. It is also important to note the STEEP factors present both
opportunities and threats to organizations. The other factors that affectopportunities and threats to organizations. The other factors that affect
the business operations may be as illustrated below:the business operations may be as illustrated below:

1. Market1. Market
The market really is what marketing is all  about-  how to reach it andThe market really is what marketing is all  about-  how to reach it and
serve it profitably and is a socially responsible manner. A market can beserve it profitably and is a socially responsible manner. A market can be
defined as a place where buyers and sellers meet, goods or services aredefined as a place where buyers and sellers meet, goods or services are
offered for sale, and transfers of ownership occur.offered for sale, and transfers of ownership occur.

From a business point of view a market can be defined as 'a people orFrom a business point of view a market can be defined as 'a people or
organizations  with  wants  (needs)  to  satisfy,  money  to  spend,  and  theorganizations  with  wants  (needs)  to  satisfy,  money  to  spend,  and  the
willingness to spend it. Thus, in the market demand for any given good orwillingness to spend it. Thus, in the market demand for any given good or
services, there are three factors to consider:services, there are three factors to consider:

2.Suppliers2.Suppliers

The people or firms who supply the goods or services that we need toThe people or firms who supply the goods or services that we need to
produce what we sell are critical to our marketing success. And that isproduce what we sell are critical to our marketing success. And that is
why we consider a firm's suppliers as part of its marketing system.why we consider a firm's suppliers as part of its marketing system.
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3. Marketing Intermediaries3. Marketing Intermediaries
Marketing  intermediaries  are  independent  business  organizations  thatMarketing  intermediaries  are  independent  business  organizations  that
directly  aid  in  the  flow  of  goods  and  services  between  a  marketingdirectly  aid  in  the  flow  of  goods  and  services  between  a  marketing
organization and its markets. There are two types of intermediaries:- Theorganization and its markets. There are two types of intermediaries:- The
firms we call middlemen – wholesalers and retailersfirms we call middlemen – wholesalers and retailers

Various  facilitating  organizations  that  provide  such  services  asVarious  facilitating  organizations  that  provide  such  services  as
transportation, warehousing, and financing that are needed to completetransportation, warehousing, and financing that are needed to complete
exchanges  between  buyers  and  sellers.  These  intermediaries  operateexchanges  between  buyers  and  sellers.  These  intermediaries  operate
between a  company and its  markets  and between a  company and itsbetween a  company and its  markets  and between a  company and its
suppliers. Thus that are part of what we call channels of distribution.suppliers. Thus that are part of what we call channels of distribution.

4. Competition4. Competition
A Company's competitive environment obviously is a Major influence onA Company's competitive environment obviously is a Major influence on
its marketing programs. Skillful marketing executives constantly monitorits marketing programs. Skillful marketing executives constantly monitor
all aspects of competitors. Marketing activities – their products, pricing,all aspects of competitors. Marketing activities – their products, pricing,
distribution systems, and promotional programs.distribution systems, and promotional programs.
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For  each  trend  or  development,  management  needs  to  identify  theFor  each  trend  or  development,  management  needs  to  identify  the
associated opportunities and threats.  associated opportunities and threats.  

Opportunities:Opportunities:

A marketing opportunity is an area of buyer need in which a company canA marketing opportunity is an area of buyer need in which a company can
perform profitability. Opportunities can be classified according to theirperform profitability. Opportunities can be classified according to their
attractiveness  and  their  success  probability.   The  company's  successattractiveness  and  their  success  probability.   The  company's  success
probability depends on whether its business strengths not only match theprobability depends on whether its business strengths not only match the
key success  requirements  for  operating in  the  target  market  but  alsokey success  requirements  for  operating in  the  target  market  but  also
exceeds those of its competitions.exceeds those of its competitions.

ThreatsThreats

An environmental threat is a challenge posed by an unfavorable trend orAn environmental threat is a challenge posed by an unfavorable trend or
development  that  would  lead,  in  the  absence  of  defensive  marketingdevelopment  that  would  lead,  in  the  absence  of  defensive  marketing
action,  to  deterioration in  sales  or  profit.  Threats  should be classifiedaction,  to  deterioration in  sales  or  profit.  Threats  should be classified
according to their  seriousness and probability of  occurrence.  To dealaccording to their  seriousness and probability of  occurrence.  To deal
with threats, the company needs to prepare contingency plans that spellwith threats, the company needs to prepare contingency plans that spell
out  what  changes the company can make before or during the threatout  what  changes the company can make before or during the threat
occurrence.occurrence.

Once  management  has  identified  the  major  opportunities  and  threatsOnce  management  has  identified  the  major  opportunities  and  threats
facing a specific business unit, it can characterizes that business's overallfacing a specific business unit, it can characterizes that business's overall
attractiveness. attractiveness. 

Four outcomes are possible:Four outcomes are possible:
1.1. An ideal business is high in major opportunities and low in majorAn ideal business is high in major opportunities and low in major

threats.threats.
2.2. A  speculative  business  is  high  in  both  major  opportunities  andA  speculative  business  is  high  in  both  major  opportunities  and

threats.threats.
3.3. A mature business is low in major opportunities and low in threats.A mature business is low in major opportunities and low in threats.
4.4. A troubled business is low in opportunities and high in threats.A troubled business is low in opportunities and high in threats.

Opportunity and threat matrixes Opportunity and threat matrixes 
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(a)(a) Opportunity matrixOpportunity matrix

Success probabilitySuccess probability

      High       High  Low Low
            

11 22

33 44

Cell  1  consists  of  opportunities  offering  the  greater  scope,  andCell  1  consists  of  opportunities  offering  the  greater  scope,  and
management  should  focus  upon these.  Cell  4,  by  contrast,  representsmanagement  should  focus  upon these.  Cell  4,  by  contrast,  represents
these opportunities which either are small or which the organization isthese opportunities which either are small or which the organization is
unlikely  to  be  able  to  exploit  effectively.  Cell  2  and  3  after  certainunlikely  to  be  able  to  exploit  effectively.  Cell  2  and  3  after  certain
attraction and management should examine these closely to see whetherattraction and management should examine these closely to see whether
scope exists either for improving their attractiveness or increasing thescope exists either for improving their attractiveness or increasing the
probability of success.probability of success.

b) Threat matrixb) Threat matrix

Probability of occurrenceProbability of occurrence

    High     Low    High     Low

          

The  threats  in  cell  1  are  serious  and  have  a  high  probability  ofThe  threats  in  cell  1  are  serious  and  have  a  high  probability  of
occurrence. Because of this, the straight needs to monitor developmentsoccurrence. Because of this, the straight needs to monitor developments
closely and have a detailed contingency plan available to cope with anyclosely and have a detailed contingency plan available to cope with any
changes that take place. The threats in cells 2 and 3 need to be closelychanges that take place. The threats in cells 2 and 3 need to be closely
monitored  in  case  they  become  critical.  At  this  stage,  contingencymonitored  in  case  they  become  critical.  At  this  stage,  contingency
planning is unlikely to be necessary. Threats in cell 4 are very minor andplanning is unlikely to be necessary. Threats in cell 4 are very minor and
can be largely ignoredcan be largely ignored

11 22

33 44
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Internal  Environment  Analysis  (Strengths/  weaknessInternal  Environment  Analysis  (Strengths/  weakness
Analysis)Analysis)
Internal  forces  that  are  controllable  also  shape  an  organization'sInternal  forces  that  are  controllable  also  shape  an  organization's
marketing system by management. These internal influences include amarketing system by management. These internal influences include a
firm's  production,  financial,  and  personal  activities.  If  a    companyfirm's  production,  financial,  and  personal  activities.  If  a    company
considers  developing  its  existing  product,  it  must  determine  whetherconsiders  developing  its  existing  product,  it  must  determine  whether
existing production facilities and expertise can be used. If a new productexisting production facilities and expertise can be used. If a new product
requires  a  new  plant  or  machinery,  financial  capability  enters  therequires  a  new  plant  or  machinery,  financial  capability  enters  the
picture.picture.

Other non-marketing forces are the company's location, its research andOther non-marketing forces are the company's location, its research and
development (R&D) strength, and the overall image the firm projects todevelopment (R&D) strength, and the overall image the firm projects to
the public.  Plant  location often determines the geographic limits  of  athe public.  Plant  location often determines the geographic limits  of  a
company's  market;  particularly  if  transportation  costs  are  high  or  itscompany's  market;  particularly  if  transportation  costs  are  high  or  its
products are perishable.products are perishable.

Each  business  needs  to  evaluate  its  internal  strength  and  weaknessEach  business  needs  to  evaluate  its  internal  strength  and  weakness
periodically.periodically.

Management or an outside consultant reviews the business marketing,Management or an outside consultant reviews the business marketing,
financial, manufacturing, and organizational competencies and rates eachfinancial, manufacturing, and organizational competencies and rates each
factor  as  a  major  strength,  minor  strength,  neutral  factor,  minorfactor  as  a  major  strength,  minor  strength,  neutral  factor,  minor
weakness, or major weakness. weakness, or major weakness. 

Checklist for performing strengths/weakness analysisChecklist for performing strengths/weakness analysis
PerformancePerformance

MajorMajor        Minor       Neutral     Minor         Major       Minor       Neutral     Minor         Major
Importance Importance 

Strength     strength Strength     strength             weakness   weakness            weakness   weakness Hi  mid  lowHi  mid  low

MarketingMarketing

1. Company Reputation1. Company Reputation
2.  Market share2.  Market share
3.  Product quality etc.3.  Product quality etc.

FinanceFinance
4. Availability of capital4. Availability of capital
5.  Cash flow5.  Cash flow

182



6.  Financial stability etc. 6.  Financial stability etc. 

ManufacturingManufacturing
7. Facilities7. Facilities
8. Economies of scale8. Economies of scale
9. Capacity9. Capacity
10. Technical manufacturing skill etc.10. Technical manufacturing skill etc.

OrganizationOrganization
11. Leadership11. Leadership
12. Dedicated employees12. Dedicated employees
13. Flexible/Responsive etc.13. Flexible/Responsive etc.
A modern tool for analysis of the situation A modern tool for analysis of the situation 
Today,  strategy  designers  have  been  aided  by  a  number  of  matrixesToday,  strategy  designers  have  been  aided  by  a  number  of  matrixes
showing  the  relationship  of  critical  variables.The  SWOT matrix  has  ashowing  the  relationship  of  critical  variables.The  SWOT matrix  has  a
wider scope, and it has different emphases form those of the Businesswider scope, and it has different emphases form those of the Business
portfolio matrix. It has been common to suggest that companies identifyportfolio matrix. It has been common to suggest that companies identify
their strengths and weakness, as well as the opportunities and threats intheir strengths and weakness, as well as the opportunities and threats in
the external environment.the external environment.

Four Alternative Strategies Four Alternative Strategies 

The strategies  are  based  on  the  analysis  of  the  external  environmentThe  strategies  are  based  on  the  analysis  of  the  external  environment
(threats and opportunities) and the internal environment (weakness and(threats and opportunities) and the internal environment (weakness and
strengths).strengths).

1.1. The WT strategy aims to minimize both weakness and threats.  ItThe WT strategy aims to minimize both weakness and threats.  It
may  require  that  the  company.   For  example,  forms  a  jointmay  require  that  the  company.   For  example,  forms  a  joint
venture, retrench, or even liquidate.venture, retrench, or even liquidate.

2.2. The  WO  strategy  attempts  to  minimize  the  weaknesses  andThe  WO  strategy  attempts  to  minimize  the  weaknesses  and
maximize the opportunities.  Thus, a firm with certain weaknessmaximize the opportunities.  Thus, a firm with certain weakness
in  some  areas  may  either  develop  those  areas  with  in  thein  some  areas  may  either  develop  those  areas  with  in  the
enterprise  or  acquire  the  needed  competencies  (such  asenterprise  or  acquire  the  needed  competencies  (such  as
technology  or  persons  with  needed  skills)  from  the  outside,technology  or  persons  with  needed  skills)  from  the  outside,
making  it  possible  to  take  advantage  of  opportunities  in  themaking  it  possible  to  take  advantage  of  opportunities  in  the
external environment. external environment. 
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3.3. The ST strategy is based on the organization's strengths to dealThe ST strategy is based on the organization's strengths to deal
with threats in the environment.   The aim is to maximize thewith threats in the environment.   The aim is to maximize the
former while minimizing the latter.  Thus, a company may use itsformer while minimizing the latter.  Thus, a company may use its
technological,  financial,  managerial,  or  marketing  strength  totechnological,  financial,  managerial,  or  marketing  strength  to
cope  with  the  threats  of  a  new  product  introduced  by  itscope  with  the  threats  of  a  new  product  introduced  by  its
competitors.  competitors.  

4.4. The most desirable situation occurs when a company can use itsThe most desirable situation occurs when a company can use its
strength to take advantage of opportunities.  (The SO strategy).strength to take advantage of opportunities.  (The SO strategy).
Indeed, it is the aim of enterprises to move from other position inIndeed, it is the aim of enterprises to move from other position in
the matrix to this one. If they have weakness, they will strive tothe matrix to this one. If they have weakness, they will strive to
overcome them, making them strengths.  If  they face threats,overcome them, making them strengths.  If  they face threats,
they will cope with them so that they can focus on opportunities.they will cope with them so that they can focus on opportunities.

The SWOT Matrix for Strategic FormulationThe SWOT Matrix for Strategic Formulation

Internal factorsInternal factors
External factorsExternal factors

Internal strengths (s)  e.g.Internal strengths (s)  e.g.
strengths in management,strengths in management,
operations  finance,operations  finance,
marketing  R&D,marketing  R&D,
engineeringengineering

Internal weakness (W)Internal weakness (W)
e.g. Weakness in the areae.g. Weakness in the area
shown  in  the  box  ofshown  in  the  box  of
strengths strengths 

External  opportunities (0)External  opportunities (0)
current & future economiccurrent & future economic
conditions,  political  andconditions,  political  and
social  changes,  newsocial  changes,  new
products,  services  andproducts,  services  and
technology  consider  riskstechnology  consider  risks
also also 

So  strategy  maxi-maxiSo  strategy  maxi-maxi
potentially  the  mostpotentially  the  most
successful  strategy,successful  strategy,
utilizing the organizationsutilizing the organizations
strengths  to  takestrengths  to  take
advantages  ofadvantages  of
opportunities opportunities 

WO  strategy  mini-maxiWO  strategy  mini-maxi
e.g.  developmentale.g.  developmental
strategy  to  overcomestrategy  to  overcome
weaknesses  in  order  toweaknesses  in  order  to
take  advantage  oftake  advantage  of
opportunities opportunities 

External  Threats  (T)  e.g.External  Threats  (T)  e.g.
lack  of  energylack  of  energy
competition,  and  areascompetition,  and  areas
similar to those shown insimilar to those shown in
the  opportunities  boxthe  opportunities  box
aboveabove

ST strategyST strategy
Maxi-miniMaxi-mini
e.g.  use  of  strengths  toe.g.  use  of  strengths  to
cope  with  threats  or  tocope  with  threats  or  to
avoid threats avoid threats 

WT strategy WT strategy 
Mini-miniMini-mini
e.g.  retrenchment,e.g.  retrenchment,
liquidation,  or  jointliquidation,  or  joint
venture. venture. 

Clearly the business does not have to correct all its weakness, nor shouldClearly the business does not have to correct all its weakness, nor should
it gloat about all its strengths.  The big question is whether the businessit gloat about all its strengths.  The big question is whether the business
should limit itself to those opportunities where it possesses the requiredshould limit itself to those opportunities where it possesses the required
strength or should consider better opportunities where it might have tostrength or should consider better opportunities where it might have to
acquire or develop certain strength.acquire or develop certain strength.
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Goal Formulation Goal Formulation 
Objective  and  goals  used  interchangeably.  An  objective  is  simply  aObjective  and  goals  used  interchangeably.  An  objective  is  simply  a
desired outcome.  Effective planning must begin with a set of objectivesdesired outcome.  Effective planning must begin with a set of objectives
that are to be achieved by carrying out plans.that are to be achieved by carrying out plans.

The overall evaluation of a company's strengths, weakness, opportunitiesThe overall evaluation of a company's strengths, weakness, opportunities
and threats is called SWOT analysis.  Once the company has performedand threats is called SWOT analysis.  Once the company has performed
its  SWOT  analysis,  it  can  proceed  to  develop  specific  goals  for  theits  SWOT  analysis,  it  can  proceed  to  develop  specific  goals  for  the
planning period.  This stage of the business strategic planning process isplanning period.  This stage of the business strategic planning process is
called goal formulation.called goal formulation.

Other  important  trade  off  includes  short-term  profit  verses  long-termOther  important  trade  off  includes  short-term  profit  verses  long-term
growth,  deep  penetration  of  existing  markets  versus  developing  newgrowth,  deep  penetration  of  existing  markets  versus  developing  new
markets, profit goals versus non-profit goals and high growth versus lowmarkets, profit goals versus non-profit goals and high growth versus low
risk.   Each  choice  in  this  set  of  goals  trade  off  calls  for  a  differentrisk.   Each  choice  in  this  set  of  goals  trade  off  calls  for  a  different
marketing strategy. marketing strategy. 

MEASURING OBJECTIVESMEASURING OBJECTIVES

Objectives must be understandable and acceptable to those who will helpObjectives must be understandable and acceptable to those who will help
to achieve them.  In fact, many people believe that a specific measurableto achieve them.  In fact, many people believe that a specific measurable
objective increases the performance of both employees and organizations.objective increases the performance of both employees and organizations.

Effective  managerial  performance  requires  establishing  objectives  inEffective  managerial  performance  requires  establishing  objectives  in
every area that contributes to overall organizational performance.  Peterevery area that contributes to overall organizational performance.  Peter
Drucker has stated that firms' objectives should be established in at leastDrucker has stated that firms' objectives should be established in at least
eight  areas  of  performance:  market  standing,  innovation,  productivity,eight  areas  of  performance:  market  standing,  innovation,  productivity,
physical  and financial  resources,  profitability,  managerial  development,physical  and financial  resources,  profitability,  managerial  development,
worker performance and altitude and public responsibility.worker performance and altitude and public responsibility.

Drucker's planning objectives and how they can be measured.Drucker's planning objectives and how they can be measured.

1.1. Market standing :Ranking of firms market share among competitors.Market standing :Ranking of firms market share among competitors.
2.2.  Innovation :  Firms record in bringing new products and processes Innovation :  Firms record in bringing new products and processes

onto the market.onto the market.
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3.3. Productivity : The efficient use of resourcesProductivity : The efficient use of resources
4.4. Physical and financial resources : Non-human assets the firm ownsPhysical and financial resources : Non-human assets the firm owns
5.5. Profitability : Earnings, operating income or net income after taxesProfitability : Earnings, operating income or net income after taxes
6.6. Managerial performance and development :Management's record forManagerial performance and development :Management's record for

achieving objectives overtimeachieving objectives overtime
7.7. Worker  performance  and  attitude  :  Worker's  record  for  achievingWorker  performance  and  attitude  :  Worker's  record  for  achieving

objectives over time.objectives over time.
8.8. Public responsibility :Firms record for meeting and exceeding socialPublic responsibility :Firms record for meeting and exceeding social

expectations.expectations.

Effective planning require measurement objectives.Effective planning require measurement objectives.

A number of measurements exist to quantify objectives in some of theA number of measurements exist to quantify objectives in some of the
general areas that Drucker suggests.general areas that Drucker suggests.

a)a) Profitability objectivesProfitability objectives

Profitability objective include the ratios ofProfitability objective include the ratios of

i)i) Profits to salesProfits to sales
ii)ii) Profits to total assets andProfits to total assets and
iii)iii) Profits to capital (net worth)Profits to capital (net worth)

Managers have tendency to emphasize the ratio of profits to sales as anManagers have tendency to emphasize the ratio of profits to sales as an
important measure of profitability.  Both qualities in this ratio are takenimportant measure of profitability.  Both qualities in this ratio are taken
from the income statement which management generally regards as afrom the income statement which management generally regards as a
better test of performance than the balance sheet.  better test of performance than the balance sheet.  

The measures are not mutually exclusive.  All three ratios are profitabilityThe measures are not mutually exclusive.  All three ratios are profitability
objectives because each measures and therefore evaluates, different yetobjectives because each measures and therefore evaluates, different yet
important aspects of profitability.  Mathematically can be presented asimportant aspects of profitability.  Mathematically can be presented as
follows:-follows:-

i)i) Profit to salesProfit to sales

a)  Gross profit ratio =   a)  Gross profit ratio =   Gross profit  Gross profit  x  100x  100
       Net Sales       Net Sales
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b)  Net profit ratio    =  b)  Net profit ratio    =  Net profit after tax  Net profit after tax  x  100x  100
       Net sales       Net sales

ii)ii) Profit to total assetsProfit to total assets
a)  Return on capital Employed = Net profit before taxa)  Return on capital Employed = Net profit before tax

and interestand interest
Capital employedCapital employed

The  term  capital  employed  means  either  non-current  liability  plusThe  term  capital  employed  means  either  non-current  liability  plus
shareholder's funds or working capital plus non-current assets.  (If theshareholder's funds or working capital plus non-current assets.  (If the
terms "Capital  Employed"  is  taken as  Gross  Capital  Employed then itterms "Capital  Employed"  is  taken as  Gross  Capital  Employed then it
means Total Assets).means Total Assets).

iii)iii) Profits to capital (net worth)Profits to capital (net worth)

Return on shareholders investment Return on shareholders investment 
             or proprietor's funds             =               or proprietor's funds             =  Net profit (after taxes & interest)Net profit (after taxes & interest)  
            Shareholder's funds or equity      Shareholder's funds or equity

NOTE:  Shareholders' equity will include equity share capital, preferenceNOTE:  Shareholders' equity will include equity share capital, preference
shares capital and reserves and surplus (less accumulated losses, if any).shares capital and reserves and surplus (less accumulated losses, if any).
It is also termed as Net Worth.It is also termed as Net Worth.

1.1. The purpose of ProfitThe purpose of Profit

The  purpose  of  profit  is  to  measure  efficiency,  to  recover  and  costThe  purpose  of  profit  is  to  measure  efficiency,  to  recover  and  cost
element of being in business (return on invested capital) and to provideelement of being in business (return on invested capital) and to provide
funds for further expansion and innovation.  The minimum profitability isfunds for further expansion and innovation.  The minimum profitability is
that which ensures the continuous stream of capital into the organizationthat which ensures the continuous stream of capital into the organization
given  the  inherent  risks  of  the  industry  in  which  the  organizationgiven  the  inherent  risks  of  the  industry  in  which  the  organization
operates.operates.

2.2. Marketing objectivesMarketing objectives

Marketing  objectives  measures  performance  relative  to  products,Marketing  objectives  measures  performance  relative  to  products,
markets, distribution and customer services.  They focus on prospects formarkets, distribution and customer services.  They focus on prospects for
long-run  profitability.   Thus  well  managed  organizations  measureslong-run  profitability.   Thus  well  managed  organizations  measures
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performance in  such areas  as  market  share,  sales  volume,  number  ofperformance in  such areas  as  market  share,  sales  volume,  number  of
outlets, carrying the product and number of new products developed.outlets, carrying the product and number of new products developed.

3.3. Productivity objectivesProductivity objectives

Productivity  is  measured with  ratio  of  output  to  input.   Other  factorsProductivity  is  measured with  ratio  of  output  to  input.   Other  factors
being equal, the higher the ratio, the more efficient is the use of inputs.being equal, the higher the ratio, the more efficient is the use of inputs.

Drucker has proposed that the ratios of value added to sales and profitDrucker has proposed that the ratios of value added to sales and profit
are the superior measures of productivity.  He believes that a business'sare the superior measures of productivity.  He believes that a business's
objectives should be to increase these ratios and that departments in theobjectives should be to increase these ratios and that departments in the
firms evaluated on the basis of these increases.  The argument for valuefirms evaluated on the basis of these increases.  The argument for value
added is that it measures the increase in value of the purchased materialsadded is that it measures the increase in value of the purchased materials
due  to  the  firm's  efforts  since  value  added  is  equal  to  the  differencedue  to  the  firm's  efforts  since  value  added  is  equal  to  the  difference
between  the  purchase  price  and  the  market  value  of  materials  andbetween  the  purchase  price  and  the  market  value  of  materials  and
supplies.   In  this  way,  a  firm's  efficiency  is  measured  directly.   Thissupplies.   In  this  way,  a  firm's  efficiency  is  measured  directly.   This
measure  of  productivity  also  could  be  used  for  comparisons  among ameasure  of  productivity  also  could  be  used  for  comparisons  among a
firm's individual departments.firm's individual departments.

4.4. Physical and financial objectivesPhysical and financial objectives

Physical  and  financial  objectives  reflect  the  firm's  capacity  to  acquirePhysical  and  financial  objectives  reflect  the  firm's  capacity  to  acquire
resources sufficient to achieve its objectives.  Measurement of physicalresources sufficient to achieve its objectives.  Measurement of physical
and financial objectives is comparatively easy since numerous accountingand financial objectives is comparatively easy since numerous accounting
measures can be used.   Liquidity  measures such as the current  ratio,measures can be used.   Liquidity  measures such as the current  ratio,
working  capital  turnover,  debt/equity  ratio  accounts  receivables  andworking  capital  turnover,  debt/equity  ratio  accounts  receivables  and
inventory  turnover  can  be  used  in  establishing  and  evaluatinginventory  turnover  can  be  used  in  establishing  and  evaluating
performance in financial  planning.   Mathematical  can be presented asperformance in financial  planning.   Mathematical  can be presented as
follows:-follows:-

A.  Current ratioA.  Current ratio
i)  Current ratio = i)  Current ratio = Current Assets (2:1)Current Assets (2:1)

        Current liability        Current liability

           ii)  Acid test ratio =            ii)  Acid test ratio = Current Assets - Inventories (1:1)Current Assets - Inventories (1:1)
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                      Current liabilities - Overdraft                      Current liabilities - Overdraft

B. Working capital turnover = B. Working capital turnover = Closing stockClosing stock
             Working capital             Working capital

Lesser the percentage, lesser amount tide up in Inventory and liberatedLesser the percentage, lesser amount tide up in Inventory and liberated
working capitalworking capital

C.  Inventory turn over ratio = C.  Inventory turn over ratio = Cost of goods sold (op stock +purchase -Cost of goods sold (op stock +purchase -
closing stock)closing stock)

Average inventory held (opening stock + closingAverage inventory held (opening stock + closing
stock)/2stock)/2

The higher the inventory turnover, the lesser amount of capital tide-up.The higher the inventory turnover, the lesser amount of capital tide-up.
And materials could be considered as fast moving.And materials could be considered as fast moving.

D.  Accounts receivable (Debtors turnover ratio) =D.  Accounts receivable (Debtors turnover ratio) =Accounts receivables xAccounts receivables x
360 days360 days
                           Net sales                         Net sales

The payment period should not exceed The payment period should not exceed 111/31/3 times of the regular payment times of the regular payment
period.period.

E.g. If payment period is 30 days, the average collection period shouldE.g. If payment period is 30 days, the average collection period should
not exceed 40 days.not exceed 40 days.

NOTE:  Changes in the ratio indicates changes in the company's creditNOTE:  Changes in the ratio indicates changes in the company's credit
policy or changes in its ability to collect its receivables.policy or changes in its ability to collect its receivables.

E.  Debt/equity ratio =E.  Debt/equity ratio =        Total Debts         (1:1)        Total Debts         (1:1)
Net worth or owner's equityNet worth or owner's equity

NOTE: The term total debt includes all debts i.e. long term, short term,NOTE: The term total debt includes all debts i.e. long term, short term,
mortgages,  bills,  debentures  etc.  whereas  the  term  net  worth  meansmortgages,  bills,  debentures  etc.  whereas  the  term  net  worth  means
equity share capital,  preference share capital,  reserve and surplus i.e.equity share capital,  preference share capital,  reserve and surplus i.e.
proprietors fund or equity, 1:1 ratio is acceptable.proprietors fund or equity, 1:1 ratio is acceptable.

Strategy FormulationStrategy Formulation
The term strategy originally applied to the art of military generalship.  AThe term strategy originally applied to the art of military generalship.  A
strategy is a broad plan of action by which an organization intends tostrategy is a broad plan of action by which an organization intends to
reach its objectives.  reach its objectives.  
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i.e. objectivesi.e. objectives
1.1. Increase sales next year by 10% over this year figure possibleIncrease sales next year by 10% over this year figure possible

strategies.strategies.
2.2. Intensify marketing efforts in domestic marketsIntensify marketing efforts in domestic markets
3.3. Expand in to foreign markets. i.e. strategyExpand in to foreign markets. i.e. strategy
4.4.  Direct our promotion in males, ages 25-40 Direct our promotion in males, ages 25-40

The company's plans for its existing businesses allow it to project totalThe company's plans for its existing businesses allow it to project total
sales and profits.  Often projected sales and profits are less than whatsales and profits.  Often projected sales and profits are less than what
corporate management wants them to be.  If there is a strategic planningcorporate management wants them to be.  If there is a strategic planning
gap  between  future  desired  sales  and  projected  sales,  corporategap  between  future  desired  sales  and  projected  sales,  corporate
management would have to develop or acquire new business to fill it.management would have to develop or acquire new business to fill it.

Evidently  the  company  wants  to  grow  much  faster  than  its  currentEvidently  the  company  wants  to  grow  much  faster  than  its  current
businesses will permit.  How can it fill the strategic planning gap?businesses will permit.  How can it fill the strategic planning gap?

Three  options  are  available.   The  first  is  to  identify  opportunities  toThree  options  are  available.   The  first  is  to  identify  opportunities  to
achieve  further  growth  with  in  the  company's  current  businessesachieve  further  growth  with  in  the  company's  current  businesses
(intensive growth opportunities). The second is to identify opportunities(intensive growth opportunities). The second is to identify opportunities
to build or acquire businesses that are related to the company's currentto build or acquire businesses that are related to the company's current
business  (integrative  growth  opportunities).  The  third  is  to  identifybusiness  (integrative  growth  opportunities).  The  third  is  to  identify
opportunities  to  add  attractive  businesses  that  are  unrelated  to  theopportunities  to  add  attractive  businesses  that  are  unrelated  to  the
company's current business (diversification growth opportunities).company's current business (diversification growth opportunities).

i) Intensive Growthi) Intensive Growth
Corporate  management's  first  course  of  action  should  be  a  review ofCorporate  management's  first  course  of  action  should  be  a  review of
whether  any  opportunities  exist  for  improving  its  existing  businesseswhether  any  opportunities  exist  for  improving  its  existing  businesses
performance.  Ansoff has proposed a useful framework for detecting newperformance.  Ansoff has proposed a useful framework for detecting new
intensive growth opportunities called a product/market expansion grid.intensive growth opportunities called a product/market expansion grid.

ii) Integrative Growth ii) Integrative Growth 
Often a business's sales and profits can be increased through backward,Often a business's sales and profits can be increased through backward,
forward, or horizontal integration within its industry.forward, or horizontal integration within its industry.
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An organization might acquire one or more of its suppliers (producers) toAn organization might acquire one or more of its suppliers (producers) to
gain more control or generate more profit (backward integration). Or angain more control or generate more profit (backward integration). Or an
organization might acquire some wholesalers  or  retailers,  especially  iforganization might acquire some wholesalers  or  retailers,  especially  if
they are highly profitable (forward integration).  Finally an organizationthey are highly profitable (forward integration).  Finally an organization
might acquire one or more competitors.  Provided that the governmentmight acquire one or more competitors.  Provided that the government
does not bar this move (horizontal integration).does not bar this move (horizontal integration).

Through  investigating  possible  integration  moves,  the  company  mayThrough  investigating  possible  integration  moves,  the  company  may
discover additional sources of sales-volume increases over the next 10discover additional sources of sales-volume increases over the next 10
years.  These new sources may still not deliver the desired sales volume.years.  These new sources may still not deliver the desired sales volume.
However, in that case, the company must consider diversification.However, in that case, the company must consider diversification.

Diversification GrowthDiversification Growth

Diversification  growth  makes  sense  when  good  opportunities  can  beDiversification  growth  makes  sense  when  good  opportunities  can  be
found outside the present businesses.  A good opportunity is one in whichfound outside the present businesses.  A good opportunity is one in which
the industry is highly attractive and the company has the mix of businessthe industry is highly attractive and the company has the mix of business
strengths to be successful.   Three types of diversification are possible.strengths to be successful.   Three types of diversification are possible.
The company could seek new products  that  have technological  and/orThe company could seek new products  that  have technological  and/or
marketing synergies  with existing product  lines,  even though the newmarketing synergies  with existing product  lines,  even though the new
products  themselves  may  appeal  to  a  different  group  of  customersproducts  themselves  may  appeal  to  a  different  group  of  customers
(concentric diversification strategy).(concentric diversification strategy).

Second, the company might search for new products that could appeal toSecond, the company might search for new products that could appeal to
its current customers even though the new products are technologicallyits current customers even though the new products are technologically
unrelated to its current product line (horizontal diversification strategy).unrelated to its current product line (horizontal diversification strategy).
Finally, the company might seek new businesses that have no relationshipFinally, the company might seek new businesses that have no relationship
to the company's current technology, products, or markets (conglomerateto the company's current technology, products, or markets (conglomerate
diversification strategy).diversification strategy).

8.2.2.1 Ansoff’s Product/Market Expansion Grid8.2.2.1 Ansoff’s Product/Market Expansion Grid

The company first considers whether it  could gain more market shareThe company first considers whether it  could gain more market share
with its current products in their current markets (market penetrationwith its current products in their current markets (market penetration
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strategy).  Next it considers whether it can find or develop new marketsstrategy).  Next it considers whether it can find or develop new markets
for  its  current  products  (market-  development  strategy).   Then  itfor  its  current  products  (market-  development  strategy).   Then  it
considers whether it can develop new products of potential interest to itsconsiders whether it can develop new products of potential interest to its
current markets (product development strategy).  Later it will also reviewcurrent markets (product development strategy).  Later it will also review
opportunities  to  develop  new products  for  new markets-diversificationopportunities  to  develop  new products  for  new markets-diversification
strategy).strategy).

  Ansoff's Product/Market Expansion Grid Ansoff's Product/Market Expansion Grid 

 Product
CurrentCurrent NewNew

                      
Current Current 

Market Market 
penetration penetration 
strategystrategy

Product Product 
development development 
strategystrategy

 New  New Market Market 
Development Development 
strategystrategy

Diversification Diversification 
strategystrategy

The four product-market growth strategies describe in detail as follows:The four product-market growth strategies describe in detail as follows:

1.1. Market penetrationMarket penetration
Market penetration strategies means entering deep down into the currentMarket penetration strategies means entering deep down into the current
market by hearing spending on promotion. It is a market share strategy market by hearing spending on promotion. It is a market share strategy 
which involves providing more of what you already do to existing which involves providing more of what you already do to existing 
markets.markets.

For a growing market, to get advantageFor a growing market, to get advantage
 Change the base of competition to get differentiation or last Change the base of competition to get differentiation or last 

advantageadvantage
 Encourage latent customer need to emerge Encourage latent customer need to emerge 

It is appropriate to harvest the remaining advantage in the existing It is appropriate to harvest the remaining advantage in the existing 
marketmarket

2.2. Market development: - Market development: - 
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This strategy calls for selling of the company’s current product in thatThis strategy calls for selling of the company’s current product in that
altering or modifying to the new market. This market may be currentlyaltering or modifying to the new market. This market may be currently
small but is the future it will grow. It includes geographical extensions ofsmall but is the future it will grow. It includes geographical extensions of
products.products.

3.3. Product developmentProduct development
These strategies calls for altering or modifying of the current productThese strategies calls for altering or modifying of the current product
while  saving  its  current  market.  This  option  may  be  selected  bywhile  saving  its  current  market.  This  option  may  be  selected  by
organizations which possess a less than comprehensive product / serviceorganizations which possess a less than comprehensive product / service
range in saving the needs of  a given market  segment.  The company’srange in saving the needs of  a given market  segment.  The company’s
awareness of customer requirements – and hence of gaps in its productawareness of customer requirements – and hence of gaps in its product
range  –  is  likely  to  be  reasonably  comprehensive  because  this  optionrange  –  is  likely  to  be  reasonably  comprehensive  because  this  option
presumes there is an existing markets with which companies are mostpresumes there is an existing markets with which companies are most
likely to be is case contact.likely to be is case contact.

4.4. DiversificationDiversification
The firm may enter with its new product to a new market segment. ThisThe firm may enter with its new product to a new market segment. This
strategy is the most risky of all.  Diversification means developing intostrategy is the most risky of all.  Diversification means developing into
areas beyond both current  products and current  markets at  the sameareas beyond both current  products and current  markets at  the same
times. This option should not be considered unless and until the othertimes. This option should not be considered unless and until the other
alternatives have been explored in full.alternatives have been explored in full.

 8.2.2.2 Porter's Generic Strategies Model 8.2.2.2 Porter's Generic Strategies Model

Michael porter,  a  Harvard business professor,  advises forms to assessMichael porter,  a  Harvard business professor,  advises forms to assess
two factors, scope of target market and differential advantage, and thentwo factors, scope of target market and differential advantage, and then
choose  an  appropriate  strategy.  Porter's  generic  strategies  modelchoose  an  appropriate  strategy.  Porter's  generic  strategies  model
recommends three alternatives for consideration.recommends three alternatives for consideration.

1. Overall cost leadership:1. Overall cost leadership:
A company or an SBU, typically large, seeks to satisfy a broad market byA company or an SBU, typically large, seeks to satisfy a broad market by
producing  a  standard  product  at  a  low  cost  and  then  under  pricingproducing  a  standard  product  at  a  low  cost  and  then  under  pricing
competitors. competitors. 
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2. Differentiation2. Differentiation

An organization  creates  a  distinctive,  perhaps  even a  unique,  productAn organization  creates  a  distinctive,  perhaps  even a  unique,  product
through its unsurpassed quality, innovative design, or some other featurethrough its unsurpassed quality, innovative design, or some other feature
and, as a result, can change a higher than average price.  This strategyand, as a result, can change a higher than average price.  This strategy
may be used to pursue either a broad or narrow target may be used to pursue either a broad or narrow target 

3. Focus 3. Focus 
A firm or an SBU concentrates on part of a market and tries to satisfy itA firm or an SBU concentrates on part of a market and tries to satisfy it
with either a very low-priced or highly distinctive product.  The targetwith either a very low-priced or highly distinctive product.  The target
market  ordinarily  is  set  apart  by  some  factor  such  as  geography  ormarket  ordinarily  is  set  apart  by  some  factor  such  as  geography  or
specialized needs.specialized needs.
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          High          High  Focus Focus            Cost leadership           Cost leadership

Differentiation Differentiation DifferentiationDifferentiation

                                                           No Differentiation                                                           No Differentiation
           No cost leadership           No cost leadership
           No Focus           No Focus

LowLow
                                          NarrowNarrow BroadBroad

Scope of target marketScope of target market

Program FormulationProgram Formulation
Once the  business  unit  has  developed its  principal  strategies,  it  mustOnce the  business  unit  has  developed its  principal  strategies,  it  must
work out detailed supporting programs.  work out detailed supporting programs.  

Thus if  the business  has decided to  attain  technological  leadership,  itThus if  the business  has decided to  attain  technological  leadership,  it
must  plan  programs  to  strengthen  its  R  &  D  department,  gathermust  plan  programs  to  strengthen  its  R  &  D  department,  gather
technological  intelligence,  develop  leading  edge  products,  train  thetechnological  intelligence,  develop  leading  edge  products,  train  the
technical  sales  force,  develop  ads,  to  communicate  its  technologicaltechnical  sales  force,  develop  ads,  to  communicate  its  technological
leadership and soon.leadership and soon.

ImplementationImplementation
A  clear  strategy  and  a  well-thought-out  supporting  program  may  beA  clear  strategy  and  a  well-thought-out  supporting  program  may  be
useless if the firm fails to implement them carefully.  Indeed, strategy isuseless if the firm fails to implement them carefully.  Indeed, strategy is
only one of seven elements, according to the Mckinsey consulting firm,only one of seven elements, according to the Mckinsey consulting firm,
that the best-managed companies exhibit.that the best-managed companies exhibit.

The Mckinsey 7-s framework for business success is includes - Strategy,The Mckinsey 7-s framework for business success is includes - Strategy,
Structure, and Systems- are considered the hardware of success.  TheStructure, and Systems- are considered the hardware of success.  The
next four - Style, Staff, Skills, and Shared values - are the software's.next four - Style, Staff, Skills, and Shared values - are the software's.

The  first  soft  element,  Style,  means  that  company  employees  share  aThe  first  soft  element,  Style,  means  that  company  employees  share  a
common way of  thinking and behaving.The second staff means that  acommon way of  thinking and behaving.The second staff means that  a
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company has hired able people, trained them well, and assigned them tocompany has hired able people, trained them well, and assigned them to
the right jobs.the right jobs.

The third, skills, means that the employees have the skills needed to carryThe third, skills, means that the employees have the skills needed to carry
out the company strategy.out the company strategy.

The  fourth  shared  values,  means  that  the  employees  share  the  sameThe  fourth  shared  values,  means  that  the  employees  share  the  same
guiding values.  When these soft elements are present, companies areguiding values.  When these soft elements are present, companies are
usually more successful at strategy implementation. usually more successful at strategy implementation. 

 Feedback and Control Feedback and Control
As it  implements its  strategy,  the firm needs to track the results  andAs it  implements its  strategy,  the firm needs to track the results  and
monitor new development in the internal and external environments.monitor new development in the internal and external environments.

The environment will eventually change.  And, when it does, the companyThe environment will eventually change.  And, when it does, the company
will need to preview and revise its implementation, programs, strategies,will need to preview and revise its implementation, programs, strategies,
or even objectives.or even objectives.

8.3 BUSINESS COMBINATIONS8.3 BUSINESS COMBINATIONS

A business combination is an assembly of two or more groups of firms, or A business combination is an assembly of two or more groups of firms, or 
 engaged in the production & distribution of commodities in the engaged in the production & distribution of commodities in the

national or international markets with the main objective of : Eliminationnational or international markets with the main objective of : Elimination
of  unhealthy  competition,  avoidance  of  wasteful  expenditure  inof  unhealthy  competition,  avoidance  of  wasteful  expenditure  in
production  and  distribution  or  marketing  through  common  finance,production  and  distribution  or  marketing  through  common  finance,
management, production, and marketing policies. management, production, and marketing policies. 

The  motivation  behind  the  combination  is,  of  course,  to  secureThe  motivation  behind  the  combination  is,  of  course,  to  secure
maximization  of  productivity  and  profit.  Elimination  of  cutthroatmaximization  of  productivity  and  profit.  Elimination  of  cutthroat
competition and elimination of wasteful expenditure are considered thecompetition and elimination of wasteful expenditure are considered the
root  causes  of  the  rise  of  combination  movement  in  many  countries.root  causes  of  the  rise  of  combination  movement  in  many  countries.
Combination  movement  has  brought  about  integration  of  competingCombination  movement  has  brought  about  integration  of  competing
business  units  and  by  means  of  integration  there  has  been increasedbusiness  units  and  by  means  of  integration  there  has  been increased
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economies  of  production  as  well  as  distribution  arising  from  theeconomies  of  production  as  well  as  distribution  arising  from  the
expansion in the scale of output or in the scale of operations.expansion in the scale of output or in the scale of operations.

By  means  of  regulation  of  production  or  output,  prices,  allocation  ofBy  means  of  regulation  of  production  or  output,  prices,  allocation  of
markets, etc, business combinations can easily succeed in the eliminationmarkets, etc, business combinations can easily succeed in the elimination
of wasteful competition and or wasteful expenditure. Increase in the scaleof wasteful competition and or wasteful expenditure. Increase in the scale
of output leads to reduction in the cost of production per unit of output.of output leads to reduction in the cost of production per unit of output.

The  integration  or  combination  movement  may  be  loose  or  wellThe  integration  or  combination  movement  may  be  loose  or  well
integrated. There are various forms of combinations.  Broadly speakingintegrated. There are various forms of combinations.  Broadly speaking
the business combinations may be classified as follows: -the business combinations may be classified as follows: -

8.3.1 Simple Association8.3.1 Simple Association
Business  units  may  have  a  voluntary  combination  or  association  toBusiness  units  may  have  a  voluntary  combination  or  association  to
promote their common interests through joint action or representation.promote their common interests through joint action or representation.
The associating business units do not lose their identity and individuality.The associating business units do not lose their identity and individuality.
Such forms of business units include:Such forms of business units include:

 Trade AssociationTrade Association
 Chamber of CommerceChamber of Commerce
 Trade UnionTrade Union

 Trade AssociationTrade Association
It is a voluntary self-governing association of traders formed to promoteIt is a voluntary self-governing association of traders formed to promote
the  common  interests  of  its  members.  It  is  a  loose  form of  businessthe  common  interests  of  its  members.  It  is  a  loose  form of  business
combination of business concerns in one trade or industry to promote andcombination of business concerns in one trade or industry to promote and
protect the common interests of members.protect the common interests of members.

 Chamber of CommerceChamber of Commerce
It  is  also  a  voluntary  self-governing  association  or  a  loose  form  ofIt  is  also  a  voluntary  self-governing  association  or  a  loose  form  of
business  combination  of  individual  firms  and  companies  engaged  inbusiness  combination  of  individual  firms  and  companies  engaged  in
various industrial and commercial branches in any area-small or big. Itvarious industrial and commercial branches in any area-small or big. It
also promotes and protects the common interest of all members.also promotes and protects the common interest of all members.

 Trade UnionTrade Union
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It is a labor association and represents a combination or association ofIt is a labor association and represents a combination or association of
workers for promoting and protecting workers, interests through unitedworkers for promoting and protecting workers, interests through united
and  collective  action.  These  simple  associations  are  merely  advisoryand  collective  action.  These  simple  associations  are  merely  advisory
bodies. They do not interfere in the routine affairs of their members. bodies. They do not interfere in the routine affairs of their members. 

8.3.2 Federations (Formal Agreements)8.3.2 Federations (Formal Agreements)
Formal Agreements among business units include  : Formal Agreements among business units include  : 

i)i) Pool &Pool &
ii)ii) CartelsCartels

i) Pool i) Pool 
Pool is a form of business organization established through federation ofPool is a form of business organization established through federation of
business units whose members seek a degree of control over prices bybusiness units whose members seek a degree of control over prices by
combining  some  factors,  which  determine  price  making  process  incombining  some  factors,  which  determine  price  making  process  in
common aggregate and apportioning that aggregate among the unit.common aggregate and apportioning that aggregate among the unit.

A  pool  is  a  working  agreement  that  is  based  upon  a  definite  writtenA pool  is  a  working  agreement  that  is  based  upon  a  definite  written
contract  frequently  providing penalties for  its  violation.  It  leaves eachcontract  frequently  providing penalties for  its  violation.  It  leaves each
company  in  control  of  its  own  affairs  but  it  limits  the  freedom  ofcompany  in  control  of  its  own  affairs  but  it  limits  the  freedom  of
participating units regarding certain actions.participating units regarding certain actions.

The usual objects of pools are to control prices, markets, output, or toThe usual objects of pools are to control prices, markets, output, or to
avoid patent litigation etc.avoid patent litigation etc.
Class of PoolsClass of Pools
Pools can be classified as: -Pools can be classified as: -

a)a) Price poolsPrice pools
b)b) Output poolsOutput pools
c)c) Market PoolsMarket Pools
d)d) Traffic PoolsTraffic Pools
e)e) Profit or income poolsProfit or income pools

a) Price poolsa) Price pools
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It  provides  regulation  of  conditions  of  sales  contract,  eg.  AdvertisingIt  provides  regulation  of  conditions  of  sales  contract,  eg.  Advertising
allowances, discounts, terms of delivery shipping and insurance charges,allowances, discounts, terms of delivery shipping and insurance charges,
guarantee against price decline, samples etc.guarantee against price decline, samples etc.

Price pools are usually of short duration and they are not effective forPrice pools are usually of short duration and they are not effective for
long  duration.  Since  the  existence  of  the  agreement  is  kept  secretlong  duration.  Since  the  existence  of  the  agreement  is  kept  secret
because  it  is  not  registered  by  law,  the  enforcement  of  price  controlbecause  it  is  not  registered  by  law,  the  enforcement  of  price  control
becomes  difficult  and  suspicion  sooner  or  later  may  bring  aboutbecomes  difficult  and  suspicion  sooner  or  later  may  bring  about
dissolution.dissolution.

b) Output poolsb) Output pools
Such pool is usually a part of a larger agreement, eg. Price pool or priceSuch pool is usually a part of a larger agreement, eg. Price pool or price
and profit pool. The aim of output pool is to solve the problem of overand profit pool. The aim of output pool is to solve the problem of over
production  and  the  ways  of  reducing  the  output  may  be  limiting  theproduction  and  the  ways  of  reducing  the  output  may  be  limiting  the
season or period of production or limiting the quantities to be producedseason or period of production or limiting the quantities to be produced
and each unit may be assigned certain quota, which it can produce.and each unit may be assigned certain quota, which it can produce.

c) Marker poolsc) Marker pools
Market pool may be of three types. We may have division of markets byMarket pool may be of three types. We may have division of markets by
customers or by products or by territories. Market pool may also be acustomers or by products or by territories. Market pool may also be a
part of a larger agreement such as price fixing, limitation on productionpart of a larger agreement such as price fixing, limitation on production
or allocation of quotas, etc.or allocation of quotas, etc.

When he has division by customers, the purchasers are required to tapWhen he has division by customers, the purchasers are required to tap
only assigned sources of supply and the orders received from the buyersonly assigned sources of supply and the orders received from the buyers
may be secretly apportioned among the sellers.  may be secretly apportioned among the sellers.  

Division by products points out allocation of markets by products basedDivision by products points out allocation of markets by products based
upon patents. upon patents. 
E.g. E.g. Company A manufactures X  brand productsCompany A manufactures X  brand products
Company B manufactures Company B manufactures Y brand productsY brand products
Company C manufactures Company C manufactures Z brand products etc.Z brand products etc.

Division by territories:Division by territories:
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We may have a pool by agreement providing for division or allocation ofWe may have a pool by agreement providing for division or allocation of
territories  for  marketing  to  each  constituent  unit.  This  will  preventterritories  for  marketing  to  each  constituent  unit.  This  will  prevent
competition  among  member  units,  and  each  member  unit  may  enjoycompetition  among  member  units,  and  each  member  unit  may  enjoy
exclusive  monopoly  to  distribute  its  product  in  a  particular  area  orexclusive  monopoly  to  distribute  its  product  in  a  particular  area  or
territory.territory.

d) Traffic poolsd) Traffic pools
Railways or steamship companies may agree to pool the receipts fromRailways or steamship companies may agree to pool the receipts from
traffic between two or more competitive points. The objects of a traffictraffic between two or more competitive points. The objects of a traffic
pool are to avoid duplicate services and eliminate wasteful competition onpool are to avoid duplicate services and eliminate wasteful competition on
definite  routes.  Such  pools  are  called  shipping  conferences  indefinite  routes.  Such  pools  are  called  shipping  conferences  in
international  trade  and  they  regulate  as  well  as  restrict  competitioninternational  trade  and  they  regulate  as  well  as  restrict  competition
among the transport agents.among the transport agents.

e) Profit or Income poolse) Profit or Income pools
These  one  also  often  associated  with  the  fixation  of  price  as  well  asThese  one  also  often  associated  with  the  fixation  of  price  as  well  as
output. In income pool the whole revenue of the combining units may beoutput. In income pool the whole revenue of the combining units may be
pooled  together  and  the  total  amount  pooled  is  dividend  among  thepooled  together  and  the  total  amount  pooled  is  dividend  among  the
members after deducting the expenses.members after deducting the expenses.

In profit pool, the net earnings or profits are pooled together and thenIn profit pool, the net earnings or profits are pooled together and then
divided among the participating units on the basis of certain formula. Individed among the participating units on the basis of certain formula. In
any  type  of  pool,  members  joint  together  to  regulate  the  supply  orany  type  of  pool,  members  joint  together  to  regulate  the  supply  or
demand of a product unit out surrendering their corporate personalities. demand of a product unit out surrendering their corporate personalities. 

Advantages of Pools:Advantages of Pools:
 They permit the member unit’s internal autonomy independent lifeThey permit the member unit’s internal autonomy independent life

as well as reduction of unhealthy competition.as well as reduction of unhealthy competition.
 It  may  provide  any  method  for  division  of  profits,  markets  orIt  may  provide  any  method  for  division  of  profits,  markets  or

allotment of production quotas and the pooling manager may enjoyallotment of production quotas and the pooling manager may enjoy
greater or limited degrees of control.greater or limited degrees of control.
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 Pool  formation  is  easy.  It  involves  no  legal  formalities,  noPool  formation  is  easy.  It  involves  no  legal  formalities,  no
organization, no taxes to pay and easy withdrawal of members etc.organization, no taxes to pay and easy withdrawal of members etc.

Disadvantages of Pools:Disadvantages of Pools:
Pools are recognized as illegal forms of combinations.Pools are recognized as illegal forms of combinations.

 There is absolute need for secrecy.There is absolute need for secrecy.
 Total elimination of competition is not possible.Total elimination of competition is not possible.
 It may create virtual monopoly and concentration of power in a fewIt may create virtual monopoly and concentration of power in a few

hands.hands.

2) Cartels2) Cartels
A  cartel  is  a  syndicate  is  a  federal  form  of  business  combinationA  cartel  is  a  syndicate  is  a  federal  form  of  business  combination
essentially as selling agency acting on behalf of the member firms. It is aessentially as selling agency acting on behalf of the member firms. It is a
voluntary agreement between, or association of, independent enterprisesvoluntary agreement between, or association of, independent enterprises
of similar type to secure the monopoly of the market.of similar type to secure the monopoly of the market.

Individual  members  agree  to  sell  their  entire  product  to  the  cartelIndividual  members  agree  to  sell  their  entire  product  to  the  cartel
exclusively for a certain period. Germany is a classic land of cartels. It isexclusively for a certain period. Germany is a classic land of cartels. It is
an output pool plus profit pool or a pool with a common sales agency.an output pool plus profit pool or a pool with a common sales agency.

The manufacturing companies combine in the form of a cartel and theThe manufacturing companies combine in the form of a cartel and the
cartel agrees: -cartel agrees: -

 To regulate their outputTo regulate their output
 To fix quotas or productionTo fix quotas or production
 To fix prices and To fix prices and 
 To control sales contracts etc.To control sales contracts etc.

Advantages of Cartels:Advantages of Cartels:
 They guarantee minimum sales to cover cost of production of theThey guarantee minimum sales to cover cost of production of the

member firms but they do not directly limit the profit of individualmember firms but they do not directly limit the profit of individual
firms.firms.

 Manufacturing activity can be carried on under semi competitiveManufacturing activity can be carried on under semi competitive
conditions.conditions.
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 The manufacturers who are member of  a cartel  can concentrateThe manufacturers who are member of  a cartel  can concentrate
their attention on the production side where as the cartel can looktheir attention on the production side where as the cartel can look
after uniform market conditions for the whole trade.after uniform market conditions for the whole trade.

Disadvantages of Cartels:Disadvantages of Cartels:
 The  greatest  disadvantage  of  the  cartels  is  they  result  in  theThe  greatest  disadvantage  of  the  cartels  is  they  result  in  the

creation of monopoly or semi-monopoly in the market and they cancreation of monopoly or semi-monopoly in the market and they can
charge monopoly prices to the consumers.charge monopoly prices to the consumers.

 The  cartels  may  fail  to  bring  proper  adjustments  of  betweenThe  cartels  may  fail  to  bring  proper  adjustments  of  between
demands and supply and there by prove ineffective instruments ofdemands and supply and there by prove ineffective instruments of
control over the demand.control over the demand.

 A  cartelized  industry  may  have  unhealthy  expansion.  ThusA  cartelized  industry  may  have  unhealthy  expansion.  Thus
cartelized industry may lead to over capitalization which may becartelized industry may lead to over capitalization which may be
tolerable  during  boom  period  but  which  may  be  killing  undertolerable  during  boom  period  but  which  may  be  killing  under
depression.depression.

8.3.3 Consolidations8.3.3 Consolidations
8.3.3.1 Partial Consolidations8.3.3.1 Partial Consolidations
a) Holding Companya) Holding Company
Holding company is  a form of business organization,  which is  createdHolding company is  a form of business organization,  which is  created
with  a  view  of  combining  various  business  units/  by  purchasing  thewith  a  view  of  combining  various  business  units/  by  purchasing  the
controlling interest in the share capital of those units.controlling interest in the share capital of those units.

It is itself a corporation, which controls the policies of one or more otherIt is itself a corporation, which controls the policies of one or more other
companies through the ownership of their controlling interests.companies through the ownership of their controlling interests.

This controlling interest, which may be hardly 10% to 20% of their shareThis controlling interest, which may be hardly 10% to 20% of their share
capital,  is  gained  through  acquiring  the  ownership  of  the  requisitecapital,  is  gained  through  acquiring  the  ownership  of  the  requisite
number  of  shares  in  those  companies.  The  companies,  which  arenumber  of  shares  in  those  companies.  The  companies,  which  are
controlled  in  this  manner,  are  called  subsidiary  companies  and  thecontrolled  in  this  manner,  are  called  subsidiary  companies  and  the
holding company can appoint its nominees or the board of directors ofholding company can appoint its nominees or the board of directors of
subsidiary company and through these nominees, the holding companysubsidiary company and through these nominees, the holding company

202



can exercise effective controlling voice in the management of many othercan exercise effective controlling voice in the management of many other
subsidiary companies.subsidiary companies.

Kinds of Holding CompaniesKinds of Holding Companies
Holding companies takes many forms as illustrated below: -Holding companies takes many forms as illustrated below: -

 Pure Holding company:Pure Holding company:
It simply holds the controlling amount of shares of other companies byIt simply holds the controlling amount of shares of other companies by
way of investment but it does not engage in the business directly nor doesway of investment but it does not engage in the business directly nor does
it  interfere  in  the  internal  management  of  the  subsidiary  companiesit  interfere  in  the  internal  management  of  the  subsidiary  companies
directly.directly.

 Consolidated Holding company:Consolidated Holding company:
The company specially formed to take over the stock of many existingThe company specially formed to take over the stock of many existing
companies.companies.
Operating Holding company: The biggest company already operating andOperating Holding company: The biggest company already operating and
actively engaged in the manufacturing activities and at the same time itactively engaged in the manufacturing activities and at the same time it
also holds the share of other companies of similar nature.also holds the share of other companies of similar nature.

 International Holding:International Holding:
It is a sub holding company controlled by another parent company.It is a sub holding company controlled by another parent company.

 Finance Holding Company:Finance Holding Company:

 The  finance  holding  company  may  not  hold  the  shares  of  otherThe  finance  holding  company  may  not  hold  the  shares  of  other
companies for a longer period and in practice it tries to earn profitscompanies for a longer period and in practice it tries to earn profits
by disposing of the shares as easily as possible.by disposing of the shares as easily as possible.

 Investment Holding Company:Investment Holding Company:
Such  a  company  merely  makes  investment  in  the  shares  of  otherSuch  a  company  merely  makes  investment  in  the  shares  of  other
companies. It is just an institutional investor to earn profits by gettingcompanies. It is just an institutional investor to earn profits by getting
regular  income  for  such  financial  investment  and  it  is  not  primarilyregular  income  for  such  financial  investment  and  it  is  not  primarily
interested in controlling the affairs of other companies by virtue of shareinterested in controlling the affairs of other companies by virtue of share
holding.holding.

Advantages of Holding companies:Advantages of Holding companies:
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 A holding company is a legal personality and it is very easy to form aA holding company is a legal personality and it is very easy to form a
holding company because we have simply to purchase the controllingholding company because we have simply to purchase the controlling
interests of other companies.interests of other companies.

 Centralized  control  without  affecting  the  individuality  of  theCentralized  control  without  affecting  the  individuality  of  the
constituent company, and administration can be decentralized.constituent company, and administration can be decentralized.

 It is a very flexible forms of combination as when a company wants toIt is a very flexible forms of combination as when a company wants to
shifts its control over other companies; it has simply to sell the sharesshifts its control over other companies; it has simply to sell the shares
of that company.of that company.

 A holding company is not required to bear any loss if the business orA holding company is not required to bear any loss if the business or
industrial project undertaken by the subsidiary company fails etc.industrial project undertaken by the subsidiary company fails etc.

Disadvantages of Holding Companies:Disadvantages of Holding Companies:

 The  holding  company  gets  substantial  power  over  the  subsidiaryThe  holding  company  gets  substantial  power  over  the  subsidiary
companies without having corresponding responsibility towards them.companies without having corresponding responsibility towards them.

 It may lead to over-capitalization of industry.It may lead to over-capitalization of industry.
 Inter-company  loans  and  inter-locking  of  capital  under  the  holdingInter-company  loans  and  inter-locking  of  capital  under  the  holding

company device is another disadvantage of holding company etc. company device is another disadvantage of holding company etc. 

b) Trustsb) Trusts
Corporations, firms or even individuals as owners may combine togetherCorporations, firms or even individuals as owners may combine together
and stocks of these may be delivered to certain trustees and these areand stocks of these may be delivered to certain trustees and these are
their  transferred  to  the  trustees  will  issue  trust  certificates  to  thetheir  transferred  to  the  trustees  will  issue  trust  certificates  to  the
stockowners. The trustees will acquire all the rights of shareholders. Astockowners. The trustees will acquire all the rights of shareholders. A
trust is a partnership of companies, which is not a legal association and ittrust is a partnership of companies, which is not a legal association and it
is forbidden by law. It has no legal status.is forbidden by law. It has no legal status.

Trustees enjoy inside powers. They may be empowered to organize newTrustees enjoy inside powers. They may be empowered to organize new
companies,  merge  various  companies,  make  loans  etc.  They  arecompanies,  merge  various  companies,  make  loans  etc.  They  are
controlled by the board of  directors  of  various constituent  companies.controlled by the board of  directors  of  various constituent  companies.
They are also empowered to declare any dividend.They are also empowered to declare any dividend.
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All trust certificates have the same voting rights, same interests in theAll trust certificates have the same voting rights, same interests in the
assets  of  the  trust  fund,  same  rights  to  dividends,  etc.  The  trustassets  of  the  trust  fund,  same  rights  to  dividends,  etc.  The  trust
certificates are bought and sold like stocks and shares of corporation; thecertificates are bought and sold like stocks and shares of corporation; the
holders of the trust certificates elect the trustees at an annual generalholders of the trust certificates elect the trustees at an annual general
meeting  every  year.  The  trust  as  a  form of  a  combination representsmeeting  every  year.  The  trust  as  a  form of  a  combination represents
partial consolidation and usually the trust is for a fixed period. Under thepartial consolidation and usually the trust is for a fixed period. Under the
agreement, a trust may continue, i.e. for ten years up to the death of theagreement, a trust may continue, i.e. for ten years up to the death of the
last surviving trustee named there. last surviving trustee named there. 
The trust generally implies creation of a monopoly capable of exertingThe trust generally implies creation of a monopoly capable of exerting
control over prices and services.control over prices and services.

The trust was held to be a partnership of companies and this was notThe trust was held to be a partnership of companies and this was not
permitted  by  law.  Similarly,  the  trust  was  held  illegal  because  itpermitted  by  law.  Similarly,  the  trust  was  held  illegal  because  it
constituted  a  monopoly  affecting  public  interest.  The  companiesconstituted  a  monopoly  affecting  public  interest.  The  companies
composing the trusts were required to surrender or withdraw from thecomposing the trusts were required to surrender or withdraw from the
trust. Hence, on account of anti-trust legislation, trustification movementtrust. Hence, on account of anti-trust legislation, trustification movement
was arrested. was arrested. 

A trust is formed merely by transfer of  share certificate of combiningA trust is formed merely by transfer of  share certificate of combining
companies,  who receive in exchange trust  certificates.  The shares arecompanies,  who receive in exchange trust  certificates.  The shares are
assigned to the board of trustees. A trust has board of trustees and theseassigned to the board of trustees. A trust has board of trustees and these
trustees are beneficiaries of the trust agreement.trustees are beneficiaries of the trust agreement.

A trust enjoys complete control as far as competition among the units isA trust enjoys complete control as far as competition among the units is
concerned and the ultimate object of the trust is to have common controlconcerned and the ultimate object of the trust is to have common control
not  only  relating  to  the  market  but  also  relating  to  production,not  only  relating  to  the  market  but  also  relating  to  production,
management and finance.management and finance.

8.3.3.2 Complete Consolidation8.3.3.2 Complete Consolidation
A complete  consolidation  is  a  form of  business  organization,  which  isA complete  consolidation  is  a  form of  business  organization,  which  is
established  by  the  outright  purchase  of  the  properties  of  all  theestablished  by  the  outright  purchase  of  the  properties  of  all  the
constituent or member organizations and the merging or amalgamatingconstituent or member organizations and the merging or amalgamating
of such properties in to a single business unit.of such properties in to a single business unit.
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 Merger & acquisition/AmalgamationMerger & acquisition/Amalgamation
It is also called absorption of weaker units by a stronger unit. An existingIt is also called absorption of weaker units by a stronger unit. An existing
strong company, if empowered by its memorandum, may take over thestrong company, if empowered by its memorandum, may take over the
business of  one or more existing weaker companies.  Such merging orbusiness of  one or more existing weaker companies.  Such merging or
union is also called complete consolidation. After the merger, all mergingunion is also called complete consolidation. After the merger, all merging
companies lose their individuality.companies lose their individuality.

A new company is formed to take over the existing business of all theA new company is formed to take over the existing business of all the
amalgamating companies.  After  the amalgamation,  all  combining unitsamalgamating companies.  After  the amalgamation,  all  combining units
are automatically liquidated.are automatically liquidated.

Advantages of Mergers & Acquisition/Amalgamation:Advantages of Mergers & Acquisition/Amalgamation:
 Internal  competition  among  the  merging  units  is  eliminated  –noInternal  competition  among  the  merging  units  is  eliminated  –no

more inter-company rivalry.more inter-company rivalry.
 Economies of large-scale business can be easily maximized – both inEconomies of large-scale business can be easily maximized – both in

production and distribution.production and distribution.
 Financial  strength  of  one  huge  enterprise  offers  much  greaterFinancial  strength  of  one  huge  enterprise  offers  much  greater

stability and continuity of life etc.stability and continuity of life etc.
Disadvantages of Mergers & Acquisition/Amalgamation:Disadvantages of Mergers & Acquisition/Amalgamation:
 The  goodwill  of  each  merging  company  is  lost  when  it  losses  itsThe  goodwill  of  each  merging  company  is  lost  when  it  losses  its

identity.identity.
 The resulting huge enterprise may lose flexibility and adaptability.The resulting huge enterprise may lose flexibility and adaptability.
 It may create evils of monopoly.It may create evils of monopoly.
 There may be over capitalization etc.There may be over capitalization etc.

Merits and Demerits of CombinationsMerits and Demerits of Combinations
Business  combinations  particularly  in  the  form  of  holding  companies,Business  combinations  particularly  in  the  form  of  holding  companies,
mergers and amalgamations can provide all the advantages of large-scalemergers and amalgamations can provide all the advantages of large-scale
business and combinations can facilitate optimum utilization of economicbusiness and combinations can facilitate optimum utilization of economic
resources.  As  a  part  and  parcel  of  a  scheme  of  rationalization,resources.  As  a  part  and  parcel  of  a  scheme  of  rationalization,
combination  movement  may  also  provide  maximum  productivity  andcombination  movement  may  also  provide  maximum  productivity  and
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profits as well as all-round economic prosperity. Important advantages ofprofits as well as all-round economic prosperity. Important advantages of
business combinations may be given as follows: -business combinations may be given as follows: -

1. Production Economies1. Production Economies
We  can  have  standardization  of  products,  process  &  materials.  ByWe  can  have  standardization  of  products,  process  &  materials.  By
scientific  management,  we  can  secure  higher  efficiency  of  plant  andscientific  management,  we  can  secure  higher  efficiency  of  plant  and
equipment. And also can secure efficiency of labor by scientific selection,equipment. And also can secure efficiency of labor by scientific selection,
training and adequate compensation as well  as by providing favorabletraining and adequate compensation as well  as by providing favorable
work environment.  One can have economies of  bulk purchases of  rawwork environment.  One can have economies of  bulk purchases of  raw
materials.materials.

2. Distribution Economies2. Distribution Economies
Commercial combination as part of rationalization of industry can easilyCommercial combination as part of rationalization of industry can easily
secure  economies  of  transport,  economies  in  the  marketing  of  goods,secure  economies  of  transport,  economies  in  the  marketing  of  goods,
collective advertisement and publicity, easy development of internationalcollective advertisement and publicity, easy development of international
markets etc.markets etc.

3. Managerial And financial Integration3. Managerial And financial Integration
By means of  holding company device,  community  of  interests  throughBy means of  holding company device,  community  of  interests  through
mergers  and  amalgamation  or  through  horizontal  and  verticalmergers  and  amalgamation  or  through  horizontal  and  vertical
combination, we can secure economics in management and finance etc.combination, we can secure economics in management and finance etc.

Disadvantages of Combinations:Disadvantages of Combinations:
1. Evils of monopoly:1. Evils of monopoly:
The combination movement sooner or later is bound to lead to monopoly.The combination movement sooner or later is bound to lead to monopoly.
All  forms  of  monopoly  represent  essentially  the  same  process  ofAll  forms  of  monopoly  represent  essentially  the  same  process  of
centralization of ownership and control though at different levels.centralization of ownership and control though at different levels.

2. Concentration of Wealth and Power:2. Concentration of Wealth and Power:
Combination movement brings about concentration of power and wealthCombination movement brings about concentration of power and wealth
in a few hands creating obligating. This is anti-social because we havein a few hands creating obligating. This is anti-social because we have
inequitable distribution of wealth.inequitable distribution of wealth.

3. Inefficiency:3. Inefficiency:
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Combinations may lead to such an unwieldy size that they may becomeCombinations may lead to such an unwieldy size that they may become
unmanageable, thus leading to general reduction in efficiency etc.unmanageable, thus leading to general reduction in efficiency etc.

Check Your Progress ExerciseCheck Your Progress Exercise

1.1. Outline and explain briefly the strategic planning process?Outline and explain briefly the strategic planning process?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
2.2. Explain in detail the strategies proposed by Ansoff and Porter?Explain in detail the strategies proposed by Ansoff and Porter?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
3.3. Explain in brief the forms of business combination?Explain in brief the forms of business combination?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
4.4. Explain in detail the SWOT matrix Analysis?Explain in detail the SWOT matrix Analysis?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

8.4 SUMMARY8.4 SUMMARY

The  management  process  consists  of  planning,  implementation,  andThe  management  process  consists  of  planning,  implementation,  and
evaluation.  Planning  is  deciding  in  advance  what  objective  to  pursueevaluation.  Planning  is  deciding  in  advance  what  objective  to  pursue
during the future time period, including when and how we are going to doduring the future time period, including when and how we are going to do
it. Planning provides direction to an organization. Strategic planning isit. Planning provides direction to an organization. Strategic planning is
intended  to  match  an  organizations  resources  with  its  marketintended  to  match  an  organizations  resources  with  its  market
opportunities over the long run. Strategic marketing planning an eightopportunities over the long run. Strategic marketing planning an eight
steps  process:  Define  mission statement  parsers  internal  and externalsteps  process:  Define  mission statement  parsers  internal  and external
environment; set objective set strategies; formulate programs; implementenvironment; set objective set strategies; formulate programs; implement
the program and feedback and control.the program and feedback and control.

Management  can  rely  on  one  or  more  of  the  following  models  forManagement  can  rely  on  one  or  more  of  the  following  models  for
assistance  with  strategic  planning.  Porter's  generic  strategic  model,assistance  with  strategic  planning.  Porter's  generic  strategic  model,
product market growth matrix,etc. A planning models help managementproduct market growth matrix,etc. A planning models help management
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see how best to allocate its resources and to select effective marketingsee how best to allocate its resources and to select effective marketing
strategies.strategies.

Organization consists of people who carryout differential tasks which areOrganization consists of people who carryout differential tasks which are
coordinated to contribute to the organization goal.coordinated to contribute to the organization goal.

A clear understanding of the objectives and strategies of an organizationA clear understanding of the objectives and strategies of an organization
enable it for structuring, functioning and performance of an organization.enable it for structuring, functioning and performance of an organization.
Organization involves division of work among people whose efforts mustOrganization involves division of work among people whose efforts must
be  coordinated  to  achieve  the  specific  objectives.  The  pattern  ofbe  coordinated  to  achieve  the  specific  objectives.  The  pattern  of
organization  structure  takes  the  forms  of  line  organization,  stafforganization  structure  takes  the  forms  of  line  organization,  staff
organization, committee organization, tasks force organization, etc.organization, committee organization, tasks force organization, etc.

The development or growth of forms of business organization is closelyThe development or growth of forms of business organization is closely
interconnected with the stages of economic development of a country.interconnected with the stages of economic development of a country.

The  business  organization  is  taking  the  forms  of  sole-proprietorship,The  business  organization  is  taking  the  forms  of  sole-proprietorship,
partnership, joint stock Company, e.t.c partnership, joint stock Company, e.t.c 

Existing firms may combine with the purpose of eliminating of unhealthyExisting firms may combine with the purpose of eliminating of unhealthy
competition,  avoidance  of  wasteful  expenditure  in  production  andcompetition,  avoidance  of  wasteful  expenditure  in  production  and
distribution  or  marketing  through  common  finance,  management,distribution  or  marketing  through  common  finance,  management,
production, and marketing policies. Such combination is taking the formsproduction, and marketing policies. Such combination is taking the forms
of  Simple  association-trade  union,  association,  chamber  of  commerce;of  Simple  association-trade  union,  association,  chamber  of  commerce;
federation (formal agreement) –pools and cartels; partial consolidation-federation (formal agreement) –pools and cartels; partial consolidation-
holding  companies,  trust;  and  complete  consolidation-mergers  andholding  companies,  trust;  and  complete  consolidation-mergers  and
acquisition.acquisition.

8.5 ANSWER TO CHECK YOUR PROGRESS8.5 ANSWER TO CHECK YOUR PROGRESS

1.1. Refer Section 8.2Refer Section 8.2
2.2. Refer 8.2.2.1 & 8.2.2.2Refer 8.2.2.1 & 8.2.2.2
3.3. Refer 8.4Refer 8.4
4.4. Refer 8.2.1Refer 8.2.1
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UNIT 9: PRODUCT MIXUNIT 9: PRODUCT MIX

Contents Contents 
9.09.0 Aims and ObjectivesAims and Objectives
9.19.1 IntroductionIntroduction
9.29.2  Meaning of a Product Meaning of a Product
9.39.3 Product Planning and DevelopmentProduct Planning and Development
9.49.4 Product Line and MixProduct Line and Mix
9.59.5  Product Identification Product Identification

9.5.19.5.1 Branding Branding 
9.5.29.5.2 PackagingPackaging
9.5.39.5.3 LabelingLabeling
9.5.49.5.4 MarkingMarking

9.69.6 Product Life CycleProduct Life Cycle
9.6.19.6.1 Domestic Life CycleDomestic Life Cycle
9.6.29.6.2 International Life CycleInternational Life Cycle

9.79.7 SummarySummary
9.89.8 Answer to Check Your Progress ExerciseAnswer to Check Your Progress Exercise

9.0 AIMS AND OBJECTIVES9.0 AIMS AND OBJECTIVES

After studying this unit you should be able to explainAfter studying this unit you should be able to explain
-- the meaning of productthe meaning of product
-- the process involved in product planning developmentthe process involved in product planning development
-- the branding decisionthe branding decision
-- the product life cycle (local and international)the product life cycle (local and international)

9.1 INTRODUCTION9.1 INTRODUCTION

Business  firms  and  non-profit  organizations  engage  in  marketing.Business  firms  and  non-profit  organizations  engage  in  marketing.
Products marketed included goods as well as Products marketed included goods as well as servicesservices, , ideasideas, , people,people, & &
placesplaces.  Marketing  activities  are  targeted  at  market  consisting  of.  Marketing  activities  are  targeted  at  market  consisting  of
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products purchasers and also individuals and groups that influence theproducts purchasers and also individuals and groups that influence the
success of an organization.  success of an organization.  

People satisfy their needs and wants with products. A product is anythingPeople satisfy their needs and wants with products. A product is anything
that can be offered to satisfy a need or want. A product can consists of asthat can be offered to satisfy a need or want. A product can consists of as
many as three components:- Physical goods, service(s), and idea(s).many as three components:- Physical goods, service(s), and idea(s).

Eg .1. A restaurant is supplying goods (foods, drinks etc), servicesEg .1. A restaurant is supplying goods (foods, drinks etc), services
(cooking, seating etc) and an idea (“saves my time”)(cooking, seating etc) and an idea (“saves my time”)

Eg.  2.  A  computer  manufacturer  supply  goods  (computer,  monitor,Eg.  2.  A  computer  manufacturer  supply  goods  (computer,  monitor,
printer), services (delivery, installation, training maintenance, repair, andprinter), services (delivery, installation, training maintenance, repair, and
an idea (“computation power.”)an idea (“computation power.”)

To transform marketing strategy in to marketing programs, marketingTo transform marketing strategy in to marketing programs, marketing
managers  must  make  basic  decisions  on  marketing  expenditures,managers  must  make  basic  decisions  on  marketing  expenditures,
marketing mix, and marketing allocation. marketing mix, and marketing allocation. 

Marketing mix is one of the key concepts in modern marketing theory.Marketing mix is one of the key concepts in modern marketing theory.
Marketing mix is the set of marketing tools that the firm uses toMarketing mix is the set of marketing tools that the firm uses to
pursue  its  marketing  objectives  in  the  target  market.  pursue  its  marketing  objectives  in  the  target  market.  The  four-The  four-
factor classification of marketing mix namely the ‘4 P’s are:-  Product,factor classification of marketing mix namely the ‘4 P’s are:-  Product,
price, Place & Promotion. price, Place & Promotion. 

The most basic marketing mix tool is product. The firm’s tangible offer toThe most basic marketing mix tool is product. The firm’s tangible offer to
the  market,  which  includes  the  product  quality,  design,  features.the  market,  which  includes  the  product  quality,  design,  features.
Branding, and Packaging. As a part of product offering, Some companiesBranding, and Packaging. As a part of product offering, Some companies
provide various services, such as leasing, delivery, repair, and training.provide various services, such as leasing, delivery, repair, and training.
Such  support  services  can  provide  a  competitive  advantage  in  theSuch  support  services  can  provide  a  competitive  advantage  in  the
globally competitive market place.globally competitive market place.

9.2 MEANING OF A PRODUCT9.2 MEANING OF A PRODUCT

A product is anything that can be offered to satisfy a need or want.A product is anything that can be offered to satisfy a need or want.
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A product consists of as many as there components: A product consists of as many as there components: Physical good(s) Physical good(s) 
service(s) and idea (s).service(s) and idea (s).
Products that are marketed include physical goods (automobiles, books Products that are marketed include physical goods (automobiles, books 
etc), service (concerts, professional advice), persons (Mr A, B, C), places etc), service (concerts, professional advice), persons (Mr A, B, C), places 
(Langano, Sodere), organizations. (Health association, social clubs), and (Langano, Sodere), organizations. (Health association, social clubs), and 
ideas (family planning, safe driving) etc.ideas (family planning, safe driving) etc.

9.3 PRODUCT PLANNING AND DEVELOPMENT9.3 PRODUCT PLANNING AND DEVELOPMENT

Guided by a company's new-product strategy, a new product is best Guided by a company's new-product strategy, a new product is best 
developed through a series of six stages. developed through a series of six stages. 

Major steps in development process Major steps in development process 

IdentifyIdentify
thethe
strategicstrategic
role  ofrole  of
newnew
products products 

11 22 33 44 55 66

IdeaIdea
generatigenerati

onon

Screening ofScreening of
ideasideas

BusinessBusiness
AnalysisAnalysis

PrototypePrototype
developmendevelopmen

tt

MarketMarket
TestTest

CommercializatiCommercializati
onon

The formal development of new products provides benefits such as higherThe formal development of new products provides benefits such as higher
success rates, increased customer satisfaction, and greater achievementsuccess rates, increased customer satisfaction, and greater achievement
of time, quality, and cost objectives for new products.of time, quality, and cost objectives for new products.

Stages of the new product development process Stages of the new product development process 
1. Generating new product ideas1. Generating new product ideas

New  product  development  starts  with  an  idea.   A  system  must  beNew  product  development  starts  with  an  idea.   A  system  must  be
designed  for  stimulating  new  ideas  within  an  organization  and  thendesigned  for  stimulating  new  ideas  within  an  organization  and  then
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acknowledging and reviewing them promptly.  Customers should also beacknowledging and reviewing them promptly.  Customers should also be
encouraged to propose innovations.encouraged to propose innovations.
2. Screening ideas2. Screening ideas

At this stage, new product ideas are evaluated to determine which oneAt this stage, new product ideas are evaluated to determine which one
warrant further study.  Typically, a management team screens the pool ofwarrant further study.  Typically, a management team screens the pool of
ideas.ideas.

3. Business Analysis3. Business Analysis

A surviving idea is expanded in to a concrete business proposal.   ThisA surviving idea is expanded in to a concrete business proposal.   This
means management (a) identifies product features (b) estimates a marketmeans management (a) identifies product features (b) estimates a market
demand,  competition,  and  the  products  profitability  (c)  establishes  ademand,  competition,  and  the  products  profitability  (c)  establishes  a
program to develop the product, and (d) assigns responsibility for furtherprogram to develop the product, and (d) assigns responsibility for further
study of the products feasibility  study of the products feasibility  

4. Prototype development 4. Prototype development 

If the result of the business analysis is feasible, then a prototype (or trailIf the result of the business analysis is feasible, then a prototype (or trail
model)  of  the  product  is  developed.   In  the  cases  of  goods,  a  smallmodel)  of  the  product  is  developed.   In  the  cases  of  goods,  a  small
quantity of the trail model is manufactured to designated specifications. quantity of the trail model is manufactured to designated specifications. 

5. Market tests 5. Market tests 

Unlike the internal tests conducted during prototype development, thisUnlike the internal tests conducted during prototype development, this
test involves actual customers.  A new tangible product may be given to atest involves actual customers.  A new tangible product may be given to a
sample of people for use in their households (in the case of consumersample of people for use in their households (in the case of consumer
good)  or  their  organization  (a  business  good).   Following  this  trail,good)  or  their  organization  (a  business  good).   Following  this  trail,
consumers are asked to evaluate the product.  Consumers use tests areconsumers are asked to evaluate the product.  Consumers use tests are
less practical for services due to their intangible nature.less practical for services due to their intangible nature.

This stage in new product development often entails test marketing, inThis stage in new product development often entails test marketing, in
which the product is placed on sale in a limited geographic area.  Results,which the product is placed on sale in a limited geographic area.  Results,
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including sales and repeat purchases, are monitored by the company thatincluding sales and repeat purchases, are monitored by the company that
developed the product and perhaps by competitors as well. developed the product and perhaps by competitors as well. 

6. Commercialization 6. Commercialization 

In this stage, full-scale production and marketing programs are plannedIn this stage, full-scale production and marketing programs are planned
and finally, implemented, up to this point in development, managementand finally, implemented, up to this point in development, management
has virtually complete control over the product.  has virtually complete control over the product.  

9.4 PRODUCT LINE AND MIX 9.4 PRODUCT LINE AND MIX 

Product mix:Product mix:

The set of all products offered for sale by a company is a called a productThe set of all products offered for sale by a company is a called a product
mix.mix.

The structure of a product mix has both breadth & depth.  Its breadth isThe structure of a product mix has both breadth & depth.  Its breadth is
measured by the number of product lines carried, its depth by the varietymeasured by the number of product lines carried, its depth by the variety
of sizes, colors, and models offered with in each product line.of sizes, colors, and models offered with in each product line.

Product line:Product line:
A broad group of products, intended for essentially similar uses and A broad group of products, intended for essentially similar uses and 
having similar physical characteristics, constitutes a product line. having similar physical characteristics, constitutes a product line. 

Product mix Strategies:-Product mix Strategies:-
To be successful in marketing, producers and middlemen need carefully To be successful in marketing, producers and middlemen need carefully 
planned strategies for managing their product mixes.planned strategies for managing their product mixes.

The major product mix strategies include:The major product mix strategies include:

- Positioning - Positioning - Alteration- Alteration
- Expansion - Expansion - Contraction- Contraction

1) Positioning the product1) Positioning the product
Positioning  means  developing  the  image  that  a  product  projects  inPositioning  means  developing  the  image  that  a  product  projects  in
relation to competitive products and to the firm's other products.relation to competitive products and to the firm's other products.

214



Marketing executives can choose from a variety of positioning strategies.Marketing executives can choose from a variety of positioning strategies.
Sometimes they decided to use more than one for particular products.Sometimes they decided to use more than one for particular products.
Several types of positioning includes Several types of positioning includes 

i)i) Positioning in relation to a competitor Positioning in relation to a competitor 
ii)ii) Positioning in relation to a product class or attributePositioning in relation to a product class or attribute
iii)iii) Positioning by price and qualityPositioning by price and quality
iv)iv) Positioning in relation to a target marketPositioning in relation to a target market

2) Product mix Expansion2) Product mix Expansion

Product mix expansion is accomplished by increasing the depth with in aProduct mix expansion is accomplished by increasing the depth with in a
particular line and/or the number of lines a firm offers to consumers.particular line and/or the number of lines a firm offers to consumers.

When a company adds a similar item to an existing product line with theWhen a company adds a similar item to an existing product line with the
same brand name, is termed as line extension.same brand name, is termed as line extension.

Another way to expand the product mix, referred to as mix extension.Another way to expand the product mix, referred to as mix extension.
Under a mix extension the company is to add a new product line to itsUnder a mix extension the company is to add a new product line to its
present assortment. present assortment. 

The  new  line  may  be  related  or  unrelated  to  current  products.The  new  line  may  be  related  or  unrelated  to  current  products.
Furthermore, it may carry one of the company's existing brand name orFurthermore, it may carry one of the company's existing brand name or
may be given a entirely new name.may be given a entirely new name.

The product strategies of trading up and trading down involve a changeThe product strategies of trading up and trading down involve a change
in product positioning and an expansion of the product line. Trading upin product positioning and an expansion of the product line. Trading up
means  adding  a  higher  price  product  to  a  line  to  attract  a  broadermeans  adding  a  higher  price  product  to  a  line  to  attract  a  broader
market.  Also the seller intends that the new product's prestige will helpmarket.  Also the seller intends that the new product's prestige will help
the sale of its existing lower price products.the sale of its existing lower price products.

Trading  down  means  adding  a  lower-price  product  to  a  company'sTrading  down  means  adding  a  lower-price  product  to  a  company's
product line.  The firm expects that people who cannot afford the originalproduct line.  The firm expects that people who cannot afford the original
higher price product or who see it  as too expensive will  buy the newhigher price product or who see it  as too expensive will  buy the new
lower-price one.lower-price one.
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3) Alteration of existing products3) Alteration of existing products

Product alteration is often improving an established product.   ProductProduct alteration is often improving an established product.   Product
alteration can be more profitable and less risky than developing a newalteration can be more profitable and less risky than developing a new
one.  Redesigning the product itself can sustain its appeal or even initiateone.  Redesigning the product itself can sustain its appeal or even initiate
its renaissance.  Alternatively, especially for consumer goods, the productits renaissance.  Alternatively, especially for consumer goods, the product
itself is not changed but its packaging is altered. itself is not changed but its packaging is altered. 

4) Product mix contraction4) Product mix contraction
Another product strategy, product mix contraction, is carried out eitherAnother product strategy, product mix contraction, is carried out either
by eliminating an entire line or by simplifying the assortment with in aby eliminating an entire line or by simplifying the assortment with in a
lien.  Thinner and/or shorter product lines or mixes can weed out low-lien.  Thinner and/or shorter product lines or mixes can weed out low-
profit  and  unprofitable  products.   The  intended  result  of  product-mixprofit  and  unprofitable  products.   The  intended  result  of  product-mix
contraction is higher profits form fewer products. As firms find that theycontraction is higher profits form fewer products. As firms find that they
have an unmanageable number of products or that various items or lineshave an unmanageable number of products or that various items or lines
are unprofitable, or both, product-mix pruning is likely. are unprofitable, or both, product-mix pruning is likely. 

9.5 PRODUCT IDENTIFICATION 9.5 PRODUCT IDENTIFICATION 

9.5.1 Branding9.5.1 Branding
In developing a marketing strategy for individual products, the seller hasIn developing a marketing strategy for individual products, the seller has
to confront the branding decision, branding is a major issue in productto confront the branding decision, branding is a major issue in product
strategy.   On the one hand,  developing a branded product  requires  astrategy.   On the one hand,  developing a branded product  requires  a
great deal of long-term investment spending, especially from advertising,great deal of long-term investment spending, especially from advertising,
promotion, and packaging.promotion, and packaging.

Perhaps the most distinctive skill of professional marketers is their abilityPerhaps the most distinctive skill of professional marketers is their ability
to  create,  maintain,  protect,  and  enhance  brands,  marketers  say  thatto  create,  maintain,  protect,  and  enhance  brands,  marketers  say  that
"Branding  is  the  art  and  cornerstone  of  marketing."   The  American"Branding  is  the  art  and  cornerstone  of  marketing."   The  American
marketing association defines a brand as follows: -marketing association defines a brand as follows: -
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"A Brand is a name, term, sign, symbol, or design, or a combination of"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 ofthem, intended to identify the goods or services of one seller or group of
sellers and to differentiate them from those of competitors".sellers and to differentiate them from those of competitors".

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

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

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

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

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

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

iv) iv) Culture:-Culture:-
The brand may represent a certain culture.  The Mercedes representsThe brand may represent a certain culture.  The Mercedes represents
German culture.  Organized, efficient, high quality.German culture.  Organized, efficient, high quality.

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

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

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

Brand EquityBrand Equity
Brand varies in the amount of power and value they have in the marketBrand 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 inplace.  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 fairlythe market place.  Then there are brands for which buyers have a fairly
high  degree  of  brand  awareness  (measured  either  by  brand  recall  orhigh  degree  of  brand  awareness  (measured  either  by  brand  recall  or
recognition).   Beyond  this  are  brands  with  a  high  degree  of  brandrecognition).   Beyond  this  are  brands  with  a  high  degree  of  brand
acceptability.   In  other  words,  brands that  most  customers would notacceptability.   In  other  words,  brands that  most  customers would not
resist buying.  Then there are brands that enjoy a high degree of brandresist buying.  Then there are brands that enjoy a high degree of brand
preference.  These are brands that are selected over the others.  Finallypreference.  These are brands that are selected over the others.  Finally
there is brands that command a high degree of loyalty.there is brands that command a high degree of loyalty.
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High brand equity provides a number of competitive High brand equity provides a number of competitive 
advantages: -advantages: -

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

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

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

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

 The brand offers the company some defense against fierce priceThe brand offers the company some defense against fierce price
competition competition 

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

Brand Name Selection: -Brand Name Selection: -

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

Desirable qualities for a brand name includes:-Desirable qualities for a brand name includes:-

1.1. It should suggest something about the product's benefits & qualitiesIt should suggest something about the product's benefits & qualities
2.2. It should be easy to pronounce, recognize, and remember. The brandIt should be easy to pronounce, recognize, and remember. The brand

name should be distinctivename should be distinctive
3.3. It should be capable of registration and legal protectionIt should be capable of registration and legal protection
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Once, chosen, the brand name must be protected.  Many times try toOnce, chosen, the brand name must be protected.  Many times try to
build  a  brand  name  that  will  eventually  become  identified  with  thebuild  a  brand  name  that  will  eventually  become  identified  with  the
product category.product category.

9.5.1.1 Branding Decisions 9.5.1.1 Branding Decisions 

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

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

 Create identification and brand awarenessCreate identification and brand awareness
 Guarantee a certain level of quality, quantity and satisfaction Guarantee a certain level of quality, quantity and satisfaction 

and and 
 Used as a promotional tool etc. Used as a promotional tool etc. 

All of these purposes have the ultimate goal to induce repeat sales. All of these purposes have the ultimate goal to induce repeat sales. 
Branding levels and alternativesBranding levels and alternatives

There are four levels of branding decisions:There are four levels of branding decisions:
1.1. Branding Vs No BrandBranding Vs No Brand
2.2. Private brand Vs manufacture’s brandPrivate brand Vs manufacture’s brand
3.3. Single brand Vs multiple brandsSingle brand Vs multiple brands
4.4. Local brands Vs worldwide brandLocal brands Vs worldwide brand

1.1. Branding Vs No BrandBranding Vs No Brand

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

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

2.2. Private Brand Vs manufacturer’s BrandPrivate Brand Vs manufacturer’s Brand

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

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

3.3. Single Brand Vs Multiple BrandSingle Brand Vs Multiple Brand

When  a  single  brand  is  marketed  by  the  manufacturer,  the  brand  isWhen  a  single  brand  is  marketed  by  the  manufacturer,  the  brand  is
assured of receiving full attention for maximum impact. But a companyassured of receiving full attention for maximum impact. But a company
may choose to make several brands with in a single market based on themay choose to make several brands with in a single market based on the
assumption that the market is heterogeneous and thus be segmented. assumption that the market is heterogeneous and thus be segmented. 
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Multiple brands are suitable when a company wants to trade either up orMultiple brands are suitable when a company wants to trade either up or
down  because  both  moves  have  a  tendency  to  hurt  the  firm’s  maindown  because  both  moves  have  a  tendency  to  hurt  the  firm’s  main
business.  If  a  company  has  the  reputation  of  quality,  trading  downbusiness.  If  a  company  has  the  reputation  of  quality,  trading  down
without creating a new brand will hurt the prestige of the existing brand.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, massBy the same rationale, if a company is known for its low. Priced, mass
produced products, trading up without creating a new brand is hamperedproduced products, trading up without creating a new brand is hampered
by the image of the existing products. by the image of the existing products. 

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

Advantages of each branding alternatives (from manufacturers new
point)

1. No brand 1. No brand 2. Brand2. Brand
 Lower production costLower production cost
 Lower marketing costLower marketing cost
 Lower legal costLower legal cost
 More flexibility in quality and quantity More flexibility in quality and quantity 

controlcontrol
 (I.e. possibility of less rigidity in control) (I.e. possibility of less rigidity in control) 

good for commodities (undifferentiated good for commodities (undifferentiated 
items) items) 

 Better identificationBetter identification
 Better awareness Better awareness 
 Better chance for product Better chance for product 

differentiationdifferentiation
 Better chance for repeat salesBetter chance for repeat sales
 Possible premium pricing (removal Possible premium pricing (removal 

from price competition)from price competition)
 Possibility of making demand more Possibility of making demand more 

price inelastic price inelastic 
2. Private Brand2. Private Brand

 Ease in getting dealer’s acceptance Ease in getting dealer’s acceptance 
 Possibility of larger market sharePossibility of larger market share
 No promotional hassles and expensesNo promotional hassles and expenses
 Good for small manufacture with unknown Good for small manufacture with unknown 

brand and identitybrand and identity  

4. Manufacturer’s Brand 4. Manufacturer’s Brand 
 Better control of products and featuresBetter control of products and features
 Better price because of more price in Better price because of more price in 

elasticity elasticity 
 Retention of brand loyaltyRetention of brand loyalty
 Better bargaining powerBetter bargaining power
 Assurance of not being by passed by Assurance of not being by passed by 

channel    members channel    members 
5. Multiple Brands (in Single Market)5. Multiple Brands (in Single Market)

 Utilization of market segmentation Utilization of market segmentation 
techniquetechnique

 Creation of excitement among employeesCreation of excitement among employees
 Creation of competitive spiritsCreation of competitive spirits
 Avoidance of connotation of existing brandAvoidance of connotation of existing brand
 Gain of more retail shelf spaceGain of more retail shelf space

6. Single Brand (in Single 6. Single Brand (in Single 
Market) Market) 

 Better marketing impactBetter marketing impact
 Permitting more focused marketingPermitting more focused marketing
 Brand receiving full attention Brand receiving full attention 
 Reduction of advertising costs Reduction of advertising costs 

because of better economies of scale because of better economies of scale 
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 Retention of customers who are not brand Retention of customers who are not brand 
loyalloyal

 Allowance of trading up or trading down Allowance of trading up or trading down 
without hurting existing brandwithout hurting existing brand

and lack of duplicationand lack of duplication
 Elimination of brand confusion amongElimination of brand confusion among

employees, dealers and consumersemployees, dealers and consumers
 Good for product with good reputationGood for product with good reputation

and quality and quality 

7. Local Brands 7. Local Brands 
 Legal necessity (E.G. name already used byLegal necessity (E.G. name already used by

someone else in local market)someone else in local market)
 Elimination of difficulty in pronunciationElimination of difficulty in pronunciation
 Allowance for meaningful names (i.e more Allowance for meaningful names (i.e more 

local identification) local identification) 
 Elimination of negative connotationsElimination of negative connotations
 Avoidance of taxation on international Avoidance of taxation on international 

brandbrand
 Quick market penetration by acquiring Quick market penetration by acquiring 

local brandlocal brand
 Allowance of variations of quantity and Allowance of variations of quantity and 

quality across marketsquality across markets  

8. Worldwide Brand8. Worldwide Brand
 Better marketing impact and focusBetter marketing impact and focus
 Reduction of advertising costsReduction of advertising costs
 Elimination of brand confusionElimination of brand confusion
 Good for culture free productGood for culture free product
 Good for prestigious brandGood for prestigious brand
 Easy identification/recognition for Easy identification/recognition for 

international travelersinternational travelers
 Good for well – known designer Good for well – known designer 

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

Brand Characteristics Brand Characteristics 

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

1.1. Descriptive of product benefits, 58.5%Descriptive of product benefits, 58.5%
2.2. Memorable, 46.3%Memorable, 46.3%
3.3. Fits with company image or other products image, 46.3%Fits with company image or other products image, 46.3%
4.4. Trademark availability, 34.1%Trademark availability, 34.1%
5.5. Promotable and advertisable, 22.0%Promotable and advertisable, 22.0%
6.6. Uniqueness in relation to competition, 22.0%Uniqueness in relation to competition, 22.0%
7.7. Length, 15.9%Length, 15.9%
8.8. Ease of pronunciation, 14.6%Ease of pronunciation, 14.6%
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9.9. Positive connotations to potential users, 13.4%Positive connotations to potential users, 13.4%
10.10. Scited to package, 6.1%Scited to package, 6.1%
11.11. Modern/contemporary, 3.7%Modern/contemporary, 3.7%
12.12. Understandable, 2.4%Understandable, 2.4%
13.13. Persuasive, 2.4%Persuasive, 2.4%

9.5.1.2 Brand Strategy9.5.1.2 Brand Strategy
A company has four choices when it comes to brand strategy, which areA company has four choices when it comes to brand strategy, which are
as follows:-as follows:-

i) Line extension: i) Line extension: 

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

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

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

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

A  multi  branding  strategy  also  enables  the  company to  lock  up  moreA multi  branding  strategy  also  enables  the  company to  lock  up  more
distributors  shelf  space  and  to  protect  its  major  brand  by  setting  updistributors  shelf  space  and  to  protect  its  major  brand  by  setting  up
flanker brands. flanker brands. 
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For  example,  Seiko  establishes  different  brand  names  for  its  higherFor  example,  Seiko  establishes  different  brand  names  for  its  higher
priced  (Seiko  LaSalle)  and  lower-priced  watch  (pulsar)  to  protect  itspriced  (Seiko  LaSalle)  and  lower-priced  watch  (pulsar)  to  protect  its
flanks.flanks.

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

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

Advantages of BrandingAdvantages of Branding

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

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

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

 Branding helps the seller segment markets.Branding helps the seller segment markets.
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 Strong  brands  helps  build  the  corporate  image,  making  itStrong  brands  helps  build  the  corporate  image,  making  it
easier to launch new brands and gain acceptance by distributors andeasier to launch new brands and gain acceptance by distributors and
consumers.consumers.

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

9.5.2 Packaging9.5.2 Packaging
Even after a product is developed and branded, strategies must still beEven after a product is developed and branded, strategies must still be
developed for other product related aspects of the marketing mix.  Onedeveloped for other product related aspects of the marketing mix.  One
such product feature, and a critical one for some products, is packaging,such product feature, and a critical one for some products, is packaging,
which consists of all activities of designing and producing the containerwhich consists of all activities of designing and producing the container
or wrapper.  Thus packaging is a business function and a package is anor wrapper.  Thus packaging is a business function and a package is an
item.item.

Packaging can be defined as follows:Packaging can be defined as follows:

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

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

In recent times, packaging has become a potent marketing tool.  Well-In recent times, packaging has become a potent marketing tool.  Well-
designed packages can create convenience value for the consumer and designed packages can create convenience value for the consumer and 
promotional value for the producer.promotional value for the producer.
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Packaging and the resulting package are intended to serve several vitalPackaging and the resulting package are intended to serve several vital
purposes. purposes. 
i) Protect the product on its way to the consumer:-i) Protect the product on its way to the consumer:-
A  package  protects  products  during  shipment.  Furthermore,  it  canA  package  protects  products  during  shipment.  Furthermore,  it  can
prevent tampering with products, notably medications and food products,prevent tampering with products, notably medications and food products,
in the warehouse or the retail store.in the warehouse or the retail store.

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

iii) Be part of a company's trade marketing program:-iii) Be part of a company's trade marketing program:-
A  product  must  be  packaged  to  meet  the  needs  of  wholesaling  andA  product  must  be  packaged  to  meet  the  needs  of  wholesaling  and
retailing middlemen.  For instance, a packages size and shape must beretailing middlemen.  For instance, a packages size and shape must be
suitable for displaying and stacking the product in the store.suitable for displaying and stacking the product in the store.

iv) Be part of a company's consumer marketing program:-iv) Be part of a company's consumer marketing program:-
Packaging helps identify a product and thus may prevent substitution of Packaging helps identify a product and thus may prevent substitution of 
competitive product.  At the point of purchase such as supermarket aisle -competitive product.  At the point of purchase such as supermarket aisle -
the package can serve as a 'silent sales person'the package can serve as a 'silent sales person'

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

i) Product description:-i) Product description:-
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The package is expected to show not only what the product is, but alsoThe 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.  Thiswhat it does in terms of benefits it gives the promotional message.  This
could be done using words or pictures.could be done using words or pictures.

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

iii) Product valueiii) Product value
The pack is  often designed to make its  contents look more than theyThe 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  certainreally  are  in  terms of  value  a  small  value  item looks huge in  certain
packages.packages.

iv) Shelf displayiv) Shelf display
It is also important products are packed in such a way that they occupyIt is also important products are packed in such a way that they occupy
small  space,  they  are  protected from shocks  damages,  their  shelf  lifesmall  space,  they  are  protected from shocks  damages,  their  shelf  life
increases, they are protected from pilferage.increases, they are protected from pilferage.

Criticism of packagingCriticism of packaging

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

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

ii)ii) Packaging is  too expensive:Packaging is  too expensive: Even  it  seemingly Even  it  seemingly
simple packaging, such as for soft drinks, as much as one-half of thesimple packaging, such as for soft drinks, as much as one-half of the
production  cost  is  for  the  container.   Still,  effective  packagingproduction  cost  is  for  the  container.   Still,  effective  packaging
reduces transportation costs and spoilage losses.reduces transportation costs and spoilage losses.
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iii)iii) Packaging is deceptive:  Packaging is deceptive:  Government regulationsGovernment regulations
plus  greater  integrity  on  the  part  of  business  firms  regardingplus  greater  integrity  on  the  part  of  business  firms  regarding
packaging have alleviated these concerns to some extent.packaging have alleviated these concerns to some extent.

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

Marketing executives are challenged to address these criticisms.  At theMarketing executives are challenged to address these criticisms.  At the
same time,  they must  retain or  even enhance the  positive  features  ofsame time,  they must  retain or  even enhance the  positive  features  of
packaging,  such  as  product  protection,  consumer  convenience,  andpackaging,  such  as  product  protection,  consumer  convenience,  and
marketing support.marketing support.
Packaging functions and criteria Packaging functions and criteria 
Much  like  the  brand  name,  packaging  is  another  integral  part  of  aMuch  like  the  brand  name,  packaging  is  another  integral  part  of  a
product.  Packaging  serves  two  primary  purposes:  functional  andproduct.  Packaging  serves  two  primary  purposes:  functional  and
promotional.  First  and foremost,  a  package  must  be  functional  in  thepromotional.  First  and foremost,  a  package  must  be  functional  in  the
sense that it is capable of protecting the product at minimum cost. sense that it is capable of protecting the product at minimum cost. 

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

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

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

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

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

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

Packing Packing 
Packaging may be viewed as consisting of two distinct typesPackaging may be viewed as consisting of two distinct types

i.i. Industrial (exterior) andIndustrial (exterior) and
ii.ii. Consumer (interior) Consumer (interior) 

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

Packing problems Packing problems 
There are four common packaging problems; same of them are in directThere are four common packaging problems; same of them are in direct
conflict with one another. They areconflict with one another. They are
 WeightWeight
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 BreakageBreakage
 Moisture and temperature and Moisture and temperature and 
 Pilferage and theft Pilferage and theft 

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

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

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

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

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

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

The container by itself provides good protection for the product againstThe container by itself provides good protection for the product against
breakage, moisture and temperature. Because breaking in to a containerbreakage, moisture and temperature. Because breaking in to a container
is difficult,  this method of shipment discourages pilferage and theft asis difficult,  this method of shipment discourages pilferage and theft as
well.well.

9.5.3 Labeling9.5.3 Labeling
Labeling which is closely related to packaging is another product featureLabeling which is closely related to packaging is another product feature
that requires managerial attention.  A label is a part of a product thatthat requires managerial attention.  A label is a part of a product that
carries information about the product and the seller.  A label may be partcarries 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.  Obviouslyof the package, or it may be a tag attached to the product.  Obviously
there is a close relationship among labeling, packaging, and branding.there is a close relationship among labeling, packaging, and branding.

Types of labels:-Types of labels:-

Labels fall into three primary kinds:-Labels fall into three primary kinds:-
i) A brand label:-i) A brand label:-
It is simply the brand name applied to the product or package.It is simply the brand name applied to the product or package.
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ii)  A  descriptive  label:  ii)  A  descriptive  label:  It  gives  objectives  information  about  theIt  gives  objectives  information  about  the
products'  use  construction,  care,  performance,  and/or  other  pertinentproducts'  use  construction,  care,  performance,  and/or  other  pertinent
features ingredients and nutritional contents.features ingredients and nutritional contents.

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

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

Functions of LabelingFunctions of Labeling

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

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

 The label might promote the product through attractive graphics The label might promote the product through attractive graphics 

9.6 PRODUCT LIFE CYCLE9.6 PRODUCT LIFE CYCLE

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

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

 Inadequate market analysis and market appraisal Inadequate market analysis and market appraisal 
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 Insufficient marketing supportInsufficient marketing support
 Bad timing Bad timing 
 Failure to recognize changing market environment Failure to recognize changing market environment 
 Absence of formal product planning and development proceedsAbsence of formal product planning and development proceeds
 Failure to the product to fill consumer needs Failure to the product to fill consumer needs 
 Technical or production problemsTechnical or production problems
 New entrantsNew entrants
 Failure to estimate strength of competition Failure to estimate strength of competition 

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

9.6.1 Domestic Product Lifecycle9.6.1 Domestic Product Lifecycle
The Life cycle of a product consists of four stagesThe Life cycle of a product consists of four stages::
Introduction,  Growth,  Maturity  and  Decline.Introduction,  Growth,  Maturity  and  Decline. A  product  life  cycle A  product  life  cycle
consists of the aggregate demand over an extended period of time for allconsists of the aggregate demand over an extended period of time for all
brands comprising a generic product category.brands comprising a generic product category.

      
 Introduction Introduction            Growth           Growth                Maturity               Maturity
DeclineDecline
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Characteristics of Each StageCharacteristics of Each Stage  
Management must be able to recognize what part  of the life cycle itsManagement must be able to recognize what part  of the life cycle its
product  is  in  at  any  given  time.  The  competitive  environment  andproduct  is  in  at  any  given  time.  The  competitive  environment  and
marketing  strategies  that  should  be  used  ordinarily  depend  on  themarketing  strategies  that  should  be  used  ordinarily  depend  on  the
particular stage.particular stage.

1.1. IntroductionIntroduction

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

2.   Growth 2.   Growth 
In the growth stage, or market acceptance stage, sales and profit rises,In the growth stage, or market acceptance stage, sales and profit rises,
often  at  a  rapid  rate.  Competitors  inter  the  market,  often  in  a  largeoften  at  a  rapid  rate.  Competitors  inter  the  market,  often  in  a  large
numbers if the profit outlook is particularly attractive. Mostly as a resultnumbers if the profit outlook is particularly attractive. Mostly as a result
of competition, profits start to decline near the end of the growth stage. of competition, profits start to decline near the end of the growth stage. 

3.  Maturity3.  Maturity
During the first part of the maturity stage, sales continue to increase, butDuring the first part of the maturity stage, sales continue to increase, but
at  a  decreasing  rate.   When  sales  level  of  profits  of  producers  andat  a  decreasing  rate.   When  sales  level  of  profits  of  producers  and
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middlemen  decline,  the  primary  reason:  Intense  price  competition.middlemen  decline,  the  primary  reason:  Intense  price  competition.
During the latter part of this stage, marginal producers, those with highDuring the latter part of this stage, marginal producers, those with high
costs or with out a deferential advantages are forced to drop out of thecosts 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.market. They do so because they lack sufficient customers and /or profits.

4. Decline4. Decline
For most products, a decline stage as gauged by sales volume for theFor most products, a decline stage as gauged by sales volume for the
total category is inevitable for one of the following reasons:total category is inevitable for one of the following reasons:

 The need for the product disappears.The need for the product disappears.
 Better or less expensive product is developed to fill the same needBetter or less expensive product is developed to fill the same need
 People simply tired of a product (a clothing style for instance) People simply tired of a product (a clothing style for instance) 
 So it disappears from the market.So it disappears from the market.

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

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

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

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

Stages and characteristics Stages and characteristics 
There are five distinct stages (stage 0 through Stage 4) in the IPLC. TableThere 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 United2-1 shows the major characteristics of the IPLC stages, with the United
States as the developer of the innovation in question. Exhibit 2-2 showsStates as the developer of the innovation in question. Exhibit 2-2 shows
three life – cycle curves for the same innovation: one for the initiatingthree life – cycle curves for the same innovation: one for the initiating
country (i.e., the United States in this instance), one for other advancedcountry (i.e., the United States in this instance), one for other advanced
nations, and one for LDCs. For each curve, net export results when thenations, and one for LDCs. For each curve, net export results when the
curve is above the horizontal line; if under the horizontal line, net importcurve is above the horizontal line; if under the horizontal line, net import
results for that particular country. As the innovation moves through time,results for that particular country. As the innovation moves through time,
directions of all three curves change. Time is relative, because the timedirections of all three curves change. Time is relative, because the time
needed for a cycle to be completed varies from one kind of product toneeded 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 theanother. In addition, the time interval also varies from one stage to the
next. next. 
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Table 2-1 IPLC stages and characteristics (for the initiating country)
StageStage Import/Import/

ExportExport
TargetTarget
MarketMarket

CompetitorsCompetitors ProductionProduction
CostsCosts

00 LocalLocal
InnovationInnovation

NoneNone USAUSA Few: Local Few: Local 
FirmsFirms

Initially High Initially High 

11 OverseasOverseas
Innovation Innovation 

IncreasingIncreasing
Export Export 

USA &USA &
AdvancedAdvanced
NationsNations

Few: Local Few: Local 
Firms Firms 

Decline  OwingDecline  Owing
to  Economiesto  Economies
of Scale of Scale 

22 Maturity Maturity Stable ExportStable Export AdvancedAdvanced
Nations &Nations &

LDCsLDCs

Advanced Advanced 
NationsNations

StableStable

33 WorldwideWorldwide
Imitation Imitation 

DecliningDeclining
ExportExport

LDCsLDCs Advanced Advanced 
Nations Nations 

IncreaseIncrease
Owing  toOwing  to
LowerLower
Economics  ofEconomics  of
Scale Scale 

44 Reversal Reversal IncreasingIncreasing
Import Import 

USAUSA Advanced Advanced 
Nations & Nations & 
LDCsLDCs

IncreaseIncrease
Owing  toOwing  to
ComparativeComparative
Disadvantage Disadvantage 

    

                                                                                                                

                                                                                                                                                                                              

IPLC curves IPLC curves 

1. Stage 0 – Local Innovation1. Stage 0 – Local Innovation
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Stage 0, depicted as time 0 on the left of the vertical importing/exportingStage 0, depicted as time 0 on the left of the vertical importing/exporting
axis,  represents  a  regular  and  highly  familiar  product  life  cycle  inaxis,  represents  a  regular  and  highly  familiar  product  life  cycle  in
operation within its original market. Innovations are most likely to occuroperation within its original market. Innovations are most likely to occur
in highly developed countries because consumers in such countries arein highly developed countries because consumers in such countries are
affluent and have relatively unlimited wants. From the supply side, firmsaffluent and have relatively unlimited wants. From the supply side, firms
in advanced nations have both the technological know-how and abundantin advanced nations have both the technological know-how and abundant
capital  to  develop  new  products.  Developed  countries,  in  addition  tocapital  to  develop  new  products.  Developed  countries,  in  addition  to
being the original case where innovation take place, in all likely hood willbeing 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.be the place where such new products are first introduced to the public.
Introduction  occurs  there  because  marketers  are  familiar  with  localIntroduction  occurs  there  because  marketers  are  familiar  with  local
desires and marketing conditions, making them believe that the risks indesires and marketing conditions, making them believe that the risks in
introducing  any  product  at  home,  rather  than  some  where  else,  areintroducing  any  product  at  home,  rather  than  some  where  else,  are
smaller. Furthermore, it is common for a new product to have technicalsmaller. Furthermore, it is common for a new product to have technical
problems  even  after  market  introduction  and  acceptance,  perhapsproblems  even  after  market  introduction  and  acceptance,  perhaps
necessitating significant modifications. Products sold overseas may havenecessitating significant modifications. Products sold overseas may have
to  be  adjusted to  be  suitable  for  their  intended markets.  All  of  theseto  be  adjusted to  be  suitable  for  their  intended markets.  All  of  these
considerations together may be too complicated for innovative firms toconsiderations together may be too complicated for innovative firms to
deal with at the beginning. Thus, it is easier and more logical for a firm todeal 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  overseasconcentrate  its  effort  in  its  home  market  before  looking  to  overseas
markets.markets.

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

2.2. Stage 1- Overseas InnovationStage 1- Overseas Innovation
As soon as the new product is well developed, its original market wellAs soon as the new product is well developed, its original market well
cultivated, and local demands adequately supplied, the innovating firmcultivated, and local demands adequately supplied, the innovating firm
will look to overseas markets in order to expand its sales and profit. Thus,will look to overseas markets in order to expand its sales and profit. Thus,
this  stage  is  known  as  a  “pioneering”  or  “International  Introduction”this  stage  is  known  as  a  “pioneering”  or  “International  Introduction”
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stage. The technological gap is first noticed in other advanced nationsstage. The technological gap is first noticed in other advanced nations
because of their similar needs and high income levels. Not surprisingly,because of their similar needs and high income levels. Not surprisingly,
English – Speaking countries such as the United Kingdom, Canada, andEnglish – Speaking countries such as the United Kingdom, Canada, and
Austria account for about half of the sales of US innovations when suchAustria account for about half of the sales of US innovations when such
products are first  introduced overseas.  Countries with similar culturesproducts are first  introduced overseas.  Countries with similar cultures
and economic conditions are often perceived by exporters as posing lessand economic conditions are often perceived by exporters as posing less
risk  and  thus  are  approached  first  before  proceeding  to  less  familiarrisk  and  thus  are  approached  first  before  proceeding  to  less  familiar
territories.territories.

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

3.3. Stage 2 – Maturity Stage 2 – Maturity 
Growing demand in advanced nations provides an impetus for firms theirGrowing demand in advanced nations provides an impetus for firms their
to commit themselves to starting local production, often with the help ofto commit themselves to starting local production, often with the help of
their  governments’  protective  measures  to  preserve  infant  industries.their  governments’  protective  measures  to  preserve  infant  industries.
Thus, these firms can survive and thrive in spite of relative inefficiency.Thus, these firms can survive and thrive in spite of relative inefficiency.
This process may explain the changing national concentrations of high –This process may explain the changing national concentrations of high –
technology exports and the laws of the US share to Japan, France, andtechnology exports and the laws of the US share to Japan, France, and
perhaps the United Kingdom.   perhaps the United Kingdom.   
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Development of competition does not mean that the initiating countrie’sDevelopment of competition does not mean that the initiating countrie’s
export  level  will  immediately  suffer.  The  innovating  firm’s  sales  andexport  level  will  immediately  suffer.  The  innovating  firm’s  sales  and
export  volumes  are  kept  stable  because  LDCs  are  now  beginning  toexport  volumes  are  kept  stable  because  LDCs  are  now  beginning  to
generate a need the product. Introduction of the product in LDCs helpsgenerate a need the product. Introduction of the product in LDCs helps
offset any reduction in export sales to advanced countries.offset any reduction in export sales to advanced countries.

4.4. Stage 3 – World Wide ImitationStage 3 – World Wide Imitation

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

5.5. Stage 4 – Reversal Stage 4 – Reversal 
Not  only  must  all  good  things  end,  but  also  misfortune  frequentlyNot  only  must  all  good  things  end,  but  also  misfortune  frequently
accompanies  the  end  of  a  favorable  situation.  The  major  functionalaccompanies  the  end  of  a  favorable  situation.  The  major  functional
characteristics of this stage are product standardization and comparativecharacteristics of this stage are product standardization and comparative
disadvantage.  The  innovative  country’s  comparative  advantage  hasdisadvantage.  The  innovative  country’s  comparative  advantage  has
disappeared,  and  what  is  left  is  comparative  disadvantage.  Thisdisappeared,  and  what  is  left  is  comparative  disadvantage.  This
disadvantage is brought about because the product is no longer capital –disadvantage is brought about because the product is no longer capital –
intensive  or  technology  –  intensive  but  instead  has  become  labor  –intensive  or  technology  –  intensive  but  instead  has  become  labor  –
intensive -  a strong advantage possessed by LDCs. Thus, LDCs – the lastintensive -  a strong advantage possessed by LDCs. Thus, LDCs – the last
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imitators – establish sufficient production facilities to satisfy their ownimitators – establish sufficient production facilities to satisfy their own
domestic needs as well as to produce for the biggest market in the world,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.the  United States.  US firms are  now undersold  in  their  own country.
Black  –  and  –  white  television  sets,  for  example,  are  no  longerBlack  –  and  –  white  television  sets,  for  example,  are  no  longer
manufactured in the United States because many Asian firms can producemanufactured in the United States because many Asian firms can produce
them  much  less  expensively  than  any  US  firm.  Consumers’  pricethem  much  less  expensively  than  any  US  firm.  Consumers’  price
sensitivity exacerbates the problem for the initiating country.sensitivity exacerbates the problem for the initiating country.  

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

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

Marketing Strategies Marketing Strategies 
For those U.S. industries in the worldwide imitation stage or the maturityFor those U.S. industries in the worldwide imitation stage or the maturity
stage, things are likely to get worse rather than better. The prospect,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.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 adjustfirms to understand the implications of the IPLC so that they can adjust
marketing strategies accordingly. marketing strategies accordingly. 

i) Product Policy i) Product Policy 

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

a)a) Cutting labor costs through automation and roboticsCutting labor costs through automation and robotics
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b)b) Eliminating  unnecessary  options,  since  such  options  increaseEliminating  unnecessary  options,  since  such  options  increase
inefficiency and complexity. This strategy may be critical for simpleinefficiency and complexity. This strategy may be critical for simple
products or those at the low end of the price scale. In such cases, itproducts or those at the low end of the price scale. In such cases, it
is desirable to offer standardized products with standard package ofis desirable to offer standardized products with standard package of
features or options included.features or options included.

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

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

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

ii) Pricing Strategy ii) Pricing Strategy 

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

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

iii) Promotion Strategy iii) Promotion Strategy 

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

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

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

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

iv) Place (Distribution) Policyiv) Place (Distribution) Policy

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

Check Your Progress ExerciseCheck Your Progress Exercise
1.1. Discuss the steps involved in new product planning and Discuss the steps involved in new product planning and 

development?development?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
2.2. Explain in detail the major branding decision?Explain in detail the major branding decision?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
3.3. What is packaging? Explain in brief the functions and the problems What is packaging? Explain in brief the functions and the problems 

in packaging?in packaging?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
4.4. Explain in detail the characteristics of the international product life Explain in detail the characteristics of the international product life 

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

cycle?cycle?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

9.3 SUMMARY9.3 SUMMARY
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A product is a bundle of utilities, and the brand and package are part ofA product is a bundle of utilities, and the brand and package are part of
this  bundle.  Branding  decisions  involve  more  than  merely  decidingthis  bundle.  Branding  decisions  involve  more  than  merely  deciding
whether  a  product  should  be  branded  or  not.  Branding  entails  otherwhether  a  product  should  be  branded  or  not.  Branding  entails  other
managerial decisions. A manufacturer must decide whether to use its ownmanagerial decisions. A manufacturer must decide whether to use its own
brand or that of its dealer on its product.  brand or that of its dealer on its product.  

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

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

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

Any product moves through identifiable stages, where each of which isAny product moves through identifiable stages, where each of which is
related  to  the  passage  of  time  and  each  of  which  has  differentrelated  to  the  passage  of  time  and  each  of  which  has  different
characteristics.  The  life  cycle  of  a  product  consists  of  four  stages:characteristics.  The  life  cycle  of  a  product  consists  of  four  stages:
introduction, growth, maturity, and decline. The international product lifeintroduction, growth, maturity, and decline. The international product life
cycle describes the diffusion process of an innovation across the nationalcycle describes the diffusion process of an innovation across the national
boundaries.  The  stages  includes  in  the  IPLC  are:  local  innovation,boundaries.  The  stages  includes  in  the  IPLC  are:  local  innovation,
overseas innovation,  maturity,  world wide imitation,  and reversal.  Theoverseas innovation,  maturity,  world wide imitation,  and reversal.  The
moral of this process could be that the innovating country would be themoral of this process could be that the innovating country would be the
victim of its creation.victim of its creation.
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9.4 ANSWER TO CHECK YOUR PROGRESS EXERCISE9.4 ANSWER TO CHECK YOUR PROGRESS EXERCISE

1.Refer Section 9.2.31.Refer Section 9.2.3
2. Refer Section 9.2.52. Refer Section 9.2.5
3. Refer Section 9.2.63. Refer Section 9.2.6
4. Refer Section 9.2.9.24. Refer Section 9.2.9.2
5.Refer Section 9.2.95.Refer Section 9.2.9
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UNIT 10: PRICE MIXUNIT 10: PRICE MIX

ContentsContents
10.010.0 Aims and ObjectivesAims and Objectives
10.110.1 IntroductionIntroduction
10.210.2 Factors Determining PriceFactors Determining Price
10.310.3 Discount and AllowancesDiscount and Allowances
10.410.4 Pricing MethodsPricing Methods

10.4.110.4.1 Cost PlusCost Plus
10.4.210.4.2 Marginal AnalysisMarginal Analysis
10.4.310.4.3 Market Entry PricingMarket Entry Pricing

10.4.3.110.4.3.1 SkimmingSkimming
10.4.3.210.4.3.2 PenetrationPenetration
10.4.3.310.4.3.3 DumpingDumping

10.4.410.4.4 IncotermsIncoterms
10.510.5 Methods of FinancingMethods of Financing
10.610.6 SummarySummary
10.710.7 Answer to Check Your Progress ExerciseAnswer to Check Your Progress Exercise

10.0 AIMS AND OBJECTIVES10.0 AIMS AND OBJECTIVES

After studying this unit, you should be able to define:After studying this unit, you should be able to define:
-- the meaning of pricethe meaning of price
-- the various factors determining pricethe various factors determining price
-- the pricing methods (Local and International)the pricing methods (Local and International)
-- the method of financing the method of financing 

10.1 INTRODUCTION10.1 INTRODUCTION

Simply,  price  is  the  amount  of  money  and/or  other  items  with  utilitySimply,  price  is  the  amount  of  money  and/or  other  items  with  utility
needed to acquire a product.  Utility is an attribute that has the potentialneeded to acquire a product.  Utility is an attribute that has the potential
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to satisfy wants. Price is significant to the economy, to an individual firmto satisfy wants. Price is significant to the economy, to an individual firm
and in the consumer's mind.and in the consumer's mind.
Every  marketing  activity-include  pricing  should  be  directed  toward  aEvery  marketing  activity-include  pricing  should  be  directed  toward  a
goal.  Thus management should decide on its pricing objectives beforegoal.  Thus management should decide on its pricing objectives before
determining the price itself.determining the price itself.

To  be  useful,  the  pricing  objectives  management  selects  must  beTo  be  useful,  the  pricing  objectives  management  selects  must  be
compatible with the overall goals set by the company and the goals for itscompatible with the overall goals set by the company and the goals for its
marketing program.marketing program.

Some  of  the  pricing  objectives  set  by  the  firm  may  include:  ProfitSome  of  the  pricing  objectives  set  by  the  firm  may  include:  Profit
oriented; Sales oriented, Status quo-oriented.oriented; Sales oriented, Status quo-oriented.

10.2 FACTORS DETERMINING PRICE10.2 FACTORS DETERMINING PRICE

Knowing the objective of its pricing, a company then can move to theKnowing the objective of its pricing, a company then can move to the
heart of price management: determining the base price of a product.heart of price management: determining the base price of a product.

Base price, or list price, refers to the price of one unit of the product atBase price, or list price, refers to the price of one unit of the product at
its point of production or resale.  This price does not reflect discount,its point of production or resale.  This price does not reflect discount,
freight charges, or any other modification.freight charges, or any other modification.

The  same  procedure  is  followed  in  pricing  both  new  and  establishedThe  same  procedure  is  followed  in  pricing  both  new  and  established
products.products.

Other factors, beside objectives, that influence price determination areOther factors, beside objectives, that influence price determination are
discussed below:discussed below:

1.1. Estimated demandEstimated demand
In pricing, a company may estimate the total demand for the In pricing, a company may estimate the total demand for the 
product.  This is easier to do for an established product than for a product.  This is easier to do for an established product than for a 
new one.  The steps in estimating demand are new one.  The steps in estimating demand are 

a)a) Determine whether there is a price the market expects and Determine whether there is a price the market expects and 
b)b) Estimate what the sales volume might be at different prices.Estimate what the sales volume might be at different prices.

A  product  must  also  consider  a  middleman's  reaction  to  price.A  product  must  also  consider  a  middleman's  reaction  to  price.
Middlemen are more likely to promote a product if they approve its price.Middlemen are more likely to promote a product if they approve its price.

249



Retailer and wholesale buyers can frequently make an accurate estimateRetailer and wholesale buyers can frequently make an accurate estimate
of the selling price that the market will accept for a particular item.of the selling price that the market will accept for a particular item.

Moreover, the seller is gauging price elasticity of demand, which refers toMoreover, the seller is gauging price elasticity of demand, which refers to
the responsiveness of quantity demanded to price changes.the responsiveness of quantity demanded to price changes.

2. Competitive Reactions2. Competitive Reactions
Competition greatly influences base price.  A new product is distinctiveCompetition greatly influences base price.  A new product is distinctive
only until  the inevitable arrival  of  competition.  The threat of  potentialonly until  the inevitable arrival  of  competition.  The threat of  potential
competition  is  greatest  when  the  field  is  easy  to  enter  and  profitcompetition  is  greatest  when  the  field  is  easy  to  enter  and  profit
prospects are encouraging. prospects are encouraging. 

3. Other Marketing - mix elements3. Other Marketing - mix elements
A Product's base price is influenced considerably by the other ingredient A Product's base price is influenced considerably by the other ingredient 
in the marketing mix.in the marketing mix.

a)a) Product: We have already observed that a product's price isProduct: We have already observed that a product's price is
affected by whether it is a new item or an established one.  Over theaffected by whether it is a new item or an established one.  Over the
course of a life cycle, price changes are necessary to keep the productcourse of a life cycle, price changes are necessary to keep the product
competitive. competitive. 

b)b) Distribution Channels: The channels and types of middlemenDistribution Channels: The channels and types of middlemen
selected  will  influence  a  producers  pricing.   A  firm  selling  bothselected  will  influence  a  producers  pricing.   A  firm  selling  both
through wholesaler and directly to a retailers often sets a differentthrough wholesaler and directly to a retailers often sets a different
factory  price  for  these  two  classes  of  customers.   The  price  tofactory  price  for  these  two  classes  of  customers.   The  price  to
wholesaler is lower because they perform services that the producerwholesaler is lower because they perform services that the producer
would have to perform - such as providing storage, granting credit towould have to perform - such as providing storage, granting credit to
retailers, and selling to retailers.retailers, and selling to retailers.

c)c) Promotion: The extent to which the product is promoted byPromotion: The extent to which the product is promoted by
the  producer  or  middlemen  and  the  methods  used  are  addedthe  producer  or  middlemen  and  the  methods  used  are  added
considerations in pricing.  If major promotional responsibility is placedconsiderations in pricing.  If major promotional responsibility is placed
on retailers, they ordinarily will be changed a lower price for a producton retailers, they ordinarily will be changed a lower price for a product
than if the producers advertises it heavily.than if the producers advertises it heavily.
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d)d) Cost of a product: Cost of a product: Pricing of a product also should considerPricing of a product also should consider
its cost.   A product's total  unit  cost is made up of several types ofits cost.   A product's total  unit  cost is made up of several types of
costs, each reacting different to changes in the quantity produced.costs, each reacting different to changes in the quantity produced.

10.3 DISCOUNT AND ALLOWANCES10.3 DISCOUNT AND ALLOWANCES

Discount & allowances result in a deduction form a base (or list) price.Discount & allowances result in a deduction form a base (or list) price.
The  deduction  may be in  the  form of  a  reduced price  or  some otherThe  deduction  may be in  the  form of  a  reduced price  or  some other
concession,  such  as  free  merchandise  or  advertising  allowances.concession,  such  as  free  merchandise  or  advertising  allowances.
Discount & allowances are commonplace in business dealings.  DiscountDiscount & allowances are commonplace in business dealings.  Discount
takes several forms as explained below:takes several forms as explained below:

1.1. Quantity DiscountsQuantity Discounts
Quantity discounts are deductions from a seller's list price intended toQuantity discounts are deductions from a seller's list price intended to
encourage customers to buy in large amounts or to buy most of what theyencourage customers to buy in large amounts or to buy most of what they
need from the seller offering the deduction.  Discounts are based on theneed from the seller offering the deduction.  Discounts are based on the
size of the purchase, ether in Birr or in units. size of the purchase, ether in Birr or in units. 

e.g.   from 1-20   units e.g.   from 1-20   units nonenone
         20-40 units          20-40 units      2% discount     2% discount

                    41-60 units                    41-60 units     4% discounts etc.    4% discounts etc.

2.2. Trade discountTrade discount

Trade  discount  sometimes  called  functional  discounts,  are  reductionsTrade  discount  sometimes  called  functional  discounts,  are  reductions
form the list price offered to buyers in payment for marketing functionsform the list price offered to buyers in payment for marketing functions
the buyers will perform - functions such as storing, promoting and sellingthe buyers will perform - functions such as storing, promoting and selling
the product.  A manufacturer may quote a retail price of $800 with tradethe product.  A manufacturer may quote a retail price of $800 with trade
discount of 30% and 10%.  The retailer pays the wholesaler $560 ($800discount of 30% and 10%.  The retailer pays the wholesaler $560 ($800
less 30%),  and the wholesaler pays the manufacturer $504 ($560 lessless 30%),  and the wholesaler pays the manufacturer $504 ($560 less
10%).  The wholesaler is expected to keep the 10% to cover costs of the10%).  The wholesaler is expected to keep the 10% to cover costs of the
wholesaling functions and pass on the 40% discount to retailers.wholesaling functions and pass on the 40% discount to retailers.

3.3. Cash discountCash discount

251



A Cash discount is a deduction granted to buyers for paying their billsA Cash discount is a deduction granted to buyers for paying their bills
within a specified time.  The discount is composed on the net amount duewithin a specified time.  The discount is composed on the net amount due
after first deducting trade and quantity discounts from the base price.after first deducting trade and quantity discounts from the base price.
Every cash discount includes three elements.Every cash discount includes three elements.

 The percentage discountThe percentage discount
 The period during which the discount may be taken & The period during which the discount may be taken & 
 The time when the bill becomes overdue The time when the bill becomes overdue 

Let's say a buyer owes $400 after other discounts have been granted andLet's say a buyer owes $400 after other discounts have been granted and
is offered terms of 5/10, n/30 on an invoice dated January 10.  This meansis offered terms of 5/10, n/30 on an invoice dated January 10.  This means
the buyer may deduct a discount of 5% ($20) if the bill is paid with in 10the buyer may deduct a discount of 5% ($20) if the bill is paid with in 10
days of the invoice date - by January 20, otherwise the entire (net) bill ofdays of the invoice date - by January 20, otherwise the entire (net) bill of
$400 must be paid in 30 days - by February10 etc.$400 must be paid in 30 days - by February10 etc.

10.4 PRICING METHODS10.4 PRICING METHODS

To determine their selling price, most companies establishes their pricesTo determine their selling price, most companies establishes their prices
using one of the following methods:using one of the following methods:

i)i) Price are based on total cost plus a desired profit (Break evenPrice are based on total cost plus a desired profit (Break even
analysis is a variation of this method)analysis is a variation of this method)

ii)ii) Prices are based on marginal analysis (A consideration of bothPrices are based on marginal analysis (A consideration of both
market demand and supply)market demand and supply)

iii)iii) Price are based on competitive market conditions (Market price)Price are based on competitive market conditions (Market price)

10.4.110.4.1 Cost Plus Pricing (Mark Up)Cost Plus Pricing (Mark Up)
Cost plus pricing means setting the price of one unit of a product equal toCost plus pricing means setting the price of one unit of a product equal to
the total cost of the unit plus the desired profit on the unit.the total cost of the unit plus the desired profit on the unit.

Cost plus pricing when it is based on cost, the formula used is asCost plus pricing when it is based on cost, the formula used is as
followsfollows

Mark up %   =  Mark up %   =  markupmarkup
    cost    cost
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when mark up is based on selling pricewhen mark up is based on selling price

Mark up %   =           Mark up %   =           markupmarkup                  
         selling price          selling price 

Adding standard markup to the cost of the product examples: -Adding standard markup to the cost of the product examples: -
1.1. A retailer pays a supplier $10 for a product and marks it up toA retailer pays a supplier $10 for a product and marks it up to

sell at $20.  There is a 100% markup on the product and thesell at $20.  There is a 100% markup on the product and the
retailer's gross margin is $10.  If the operating costs of the storeretailer's gross margin is $10.  If the operating costs of the store
are $6 per unit, the retailer's profit margin is $4 or 40%.are $6 per unit, the retailer's profit margin is $4 or 40%.

2.2. Suppose a manufacturer, whose unit cost of the product is $20,Suppose a manufacturer, whose unit cost of the product is $20,
wants to earn a 20 percent markup on sales, his mark up pricewants to earn a 20 percent markup on sales, his mark up price
could be calculated in two ways.could be calculated in two ways.

i)i) Markup priceMarkup price =    =                                  Unit costUnit cost                                                                
            1   -   Desired return on sales            1   -   Desired return on sales

=  =        $20      $20                                            
    1-0.2 (20%)    1-0.2 (20%)
=   $25=   $25

ii)ii) GivenGiven
Unit costUnit cost == $20$20
MarkupMarkup == 20% (0.2)20% (0.2)
Markup price (sales price)Markup price (sales price) == PP
P P == 20 + 0.2p20 + 0.2p
P - 0.2pP - 0.2p == $20$20
0.8p0.8p == $20$20
pp == $20/0.8$20/0.8

== $25$25
One way to consider both market demand and cost in price determinationOne way to consider both market demand and cost in price determination
is break-even analysis to calculate break-even pints.  Break-even points isis break-even analysis to calculate break-even pints.  Break-even points is
that quantity of output at which total revenue equals total cost.that quantity of output at which total revenue equals total cost.

e.g.e.g. Total units sold - 14,000 selling price/unit    $10Total units sold - 14,000 selling price/unit    $10
Variable cost/unit $6 and fixed cost $ 56,000Variable cost/unit $6 and fixed cost $ 56,000
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:.  :.  Total sales         Total sales               10x14000     =  140,000      10x14000     =  140,000
Total variable cost              6x14000      =  Total variable cost              6x14000      =  8400084000

Contribution        =  56000Contribution        =  56000
Fixed costFixed cost     =      =  5600056000
BEPBEP   =  =

10.4.210.4.2  Break-even Analysis & Target Profit Pricing  Break-even Analysis & Target Profit Pricing 
(Marginal Analysis)(Marginal Analysis)

Another pricing method, marginal analysis, also takes into account of Another pricing method, marginal analysis, also takes into account of 
both demand and costs to determine the best price for profit both demand and costs to determine the best price for profit 
maximization.  Firms with other pricing goals might use price based on maximization.  Firms with other pricing goals might use price based on 
marginal analysis to compare price determined by different means.marginal analysis to compare price determined by different means.

  

This  approach is  particularly  useful  where there is  high proportion ofThis  approach is  particularly  useful  where there is  high proportion of
overhead costs to be included in the selling price.  However, demand andoverhead costs to be included in the selling price.  However, demand and
the perceived value of  the product  should not  be ignored.  Break-eventhe perceived value of  the product  should not  be ignored.  Break-even
analysis uses the concept of a break-even chart to develop a system ofanalysis uses the concept of a break-even chart to develop a system of
target profit pricing in which the organization tries to determine the pricetarget profit pricing in which the organization tries to determine the price
that will produce the profit it is seeking.that will produce the profit it is seeking.

The chart shows the total cost and total revenue at different sales volumeThe chart shows the total cost and total revenue at different sales volume
levels.levels.
Example:-Example:-

 Assume fixed costs to be $300,000Assume fixed costs to be $300,000
 Assume variable cost per unit to be $15Assume variable cost per unit to be $15
 Variable cost plus fixed cost gives the total cost (TC)Variable cost plus fixed cost gives the total cost (TC)
 Produce total revenue (TR) on the basis of a given price per unit Produce total revenue (TR) on the basis of a given price per unit 

sold.  sold.  
Assume if company salesAssume if company sales

 75,000 units75,000 units
 50,000  units50,000  units
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 37,500 units37,500 units
 30,000 units and 30,000 units and 
 20,000 units20,000 units

These are break-even volumes.  For instance, at $30, the company must These are break-even volumes.  For instance, at $30, the company must 
sell at least 20,000 units to break-even sell at least 20,000 units to break-even 
Break-even Break-even ==                 Fixed cost                Fixed cost                                                              
VolumeVolume Price - variable cost (contribution)Price - variable cost (contribution)

== $300,00$300,00
$30-15$30-15

== 20,000 units20,000 units

Suppose the enterprise wants to earn a target profit, it must sell more Suppose the enterprise wants to earn a target profit, it must sell more 
than 20,000 units at $30 each.  Consider ABC company has invested than 20,000 units at $30 each.  Consider ABC company has invested 
$2,000,000 in the business and wants to set price to earn a 15% return, $2,000,000 in the business and wants to set price to earn a 15% return, 
or $300,000.  In that case it must sell at least 40,000 units at $30 each.or $300,000.  In that case it must sell at least 40,000 units at $30 each.

10.4.3 Market Entry Pricing10.4.3 Market Entry Pricing
In preparing to enter the market with a new product, management mustIn preparing to enter the market with a new product, management must
decide whether to adopt a skimming or a penetration pricing strategy.decide whether to adopt a skimming or a penetration pricing strategy.

10.3.4.110.3.4.1  Market Skimming Pricing Market Skimming Pricing
Setting a relatively high initial price for a new product is referred to asSetting a relatively high initial price for a new product is referred to as
market skimming pricing.  Ordinarily the price is high in relation to themarket skimming pricing.  Ordinarily the price is high in relation to the
target market's range of expected prices. That is, the price is set at thetarget market's range of expected prices. That is, the price is set at the
highest possible level that the most interested customers will pay for thehighest possible level that the most interested customers will pay for the
new product.new product.

Market-skimming pricing has several purposes.  Since it should provideMarket-skimming pricing has several purposes.  Since it should provide
healthy profit margins, it is intended primarily to recover research andhealthy profit margins, it is intended primarily to recover research and
development costs as quickly as possible.  Further it provides the firmdevelopment costs as quickly as possible.  Further it provides the firm
with flexibility,  because it is much easier to lower an initial price thatwith flexibility,  because it is much easier to lower an initial price that
meets with consumer resistance etc.meets with consumer resistance etc.

10.4.3.210.4.3.2  Market Penetration Pricing Market Penetration Pricing
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In market penetration pricing, a relatively low initial price is establishedIn market penetration pricing, a relatively low initial price is established
for a new product.  The price is low in relation to the target market'sfor a new product.  The price is low in relation to the target market's
range of expected prices.  The primary aim of this strategy is to penetraterange of expected prices.  The primary aim of this strategy is to penetrate
the mass market immediately and, in so doing generate substantial salesthe mass market immediately and, in so doing generate substantial sales
volume and a large market share.   At the same time it is intended tovolume and a large market share.   At the same time it is intended to
discourage other firms from introducing competing products. discourage other firms from introducing competing products. 
10.4.3.3 Dumping10.4.3.3 Dumping
Dumping is  a form of price discrimination,  is the practice of chargingDumping is  a form of price discrimination,  is the practice of charging
different  price  for  the  same product  in  similar  markets.   As  a  result,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 localimported goods are sold at prices so low as to be detrimental to local
producers of the same kind of merchandise.producers of the same kind of merchandise.
Firms use dumping for many reasons:Firms use dumping for many reasons:
  When a  manufacturer  with  unsold  inventories  wants  to  get  rid  of  When a  manufacturer  with  unsold  inventories  wants  to  get  rid  of

distressed and excess merchandisedistressed and excess merchandise
  Selling at a loss to gain access to a market and perhaps to drive at  Selling at a loss to gain access to a market and perhaps to drive at
competition.competition.
   Consistently selling at lower prices in one market than in others.   Consistently selling at lower prices in one market than in others.

The  above  reasons  of  dumping  each  involves  charging  lower  pricesThe  above  reasons  of  dumping  each  involves  charging  lower  prices
abroad than at home.  Other forms of dumping include charging a lowerabroad than at home.  Other forms of dumping include charging a lower
price at home market than abroad. price at home market than abroad. 

10.4.4 Incoterms10.4.4 Incoterms
A quotation describes a specific product, states the price for that productA quotation describes a specific product, states the price for that product
as well as a specified delivery location, sets the time of shipment, andas well as a specified delivery location, sets the time of shipment, and
specifies payment terms.  When a company receives an inquiring fromspecifies payment terms.  When a company receives an inquiring from
abroad, the quotation must be very detailed in terms of weight, volumeabroad, the quotation must be very detailed in terms of weight, volume
and so on because of the customer’s unfamiliarity with foreign products,and so on because of the customer’s unfamiliarity with foreign products,
places, and terms.  Also the pro-forma invoice may have to be preparedplaces, and terms.  Also the pro-forma invoice may have to be prepared
and supplied with the quotation.and supplied with the quotation.
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Incoterms (International  Commercial  terms)  are shorthand expressionsIncoterms (International  Commercial  terms)  are shorthand expressions
(such as EXW, FCA, CIF) that state the respective responsibilities of the(such as EXW, FCA, CIF) that state the respective responsibilities of the
buyer and seller regarding matters such as transport costs, transfer ofbuyer and seller regarding matters such as transport costs, transfer of
risks  customs  and  insurance.  There  is,  however,  one  important  area,risks  customs  and  insurance.  There  is,  however,  one  important  area,
which is not governed by in incoterms 2000, and that is the transfer ofwhich is not governed by in incoterms 2000, and that is the transfer of
property of goods.property of goods.

The International Chamber of Commerce (ICC) has developed Incoterms.The International Chamber of Commerce (ICC) has developed Incoterms.
Incoterms 2000 is the latest version of Incoterms published by ICC inIncoterms 2000 is the latest version of Incoterms published by ICC in
year 2000 and contains 13 Incoterms. Contacts should therefore explicitlyyear 2000 and contains 13 Incoterms. Contacts should therefore explicitly
refer to them by the term "Incoterms 2000."refer to them by the term "Incoterms 2000."
The  quotation  must  include terms of  sale.   Some of  the  internationalThe  quotation  must  include terms of  sale.   Some of  the  international
commercial terms (INCOTERMS) used are:-commercial terms (INCOTERMS) used are:-

1. Ex-Works (EXW) or Ex-Named point of origin1. Ex-Works (EXW) or Ex-Named point of origin
Ex means from and the price quoted is calculated from the 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, exThere are several variation of this term and they include ex factory, ex
warehouse, ex mill, ex-works, under these terms, the sellers makes goodwarehouse, 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’savailable for the buyer at a specific time and place, usually at the seller’s
place of business or warehouse.place of business or warehouse.

2. FAS – Named port of shipment2. FAS – Named port of shipment
FAS stand for free alongside ship.  Under this term the price includesFAS stand for free alongside ship.  Under this term the price includes
delivery of goods along side the vessel or other mode of transportationdelivery of goods along side the vessel or other mode of transportation
and the  seller  pays  all  charges up to  that  point.   This  term does notand the  seller  pays  all  charges up to  that  point.   This  term does not
include the cost of loading.include the cost of loading.

3. FOB Named Point3. FOB Named Point
FOB  stands  for  Free  on  Board.   Like  the  other  terms  with  in  theFOB  stands  for  Free  on  Board.   Like  the  other  terms  with  in  the
quotation,  the point where the price is applicable must be mentioned.quotation,  the point where the price is applicable must be mentioned.
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There are a number of classes, and the point in question may be any oneThere are a number of classes, and the point in question may be any one
of these:of these:

 The named inland carrier at the named inland point of departure;The named inland carrier at the named inland point of departure;
 The named inland carrier at the named point of exportation;The named inland carrier at the named point of exportation;
 The named port of shipment; andThe named port of shipment; and
 The named inland point in the country of importation.The named inland point in the country of importation.

Nevertheless, the point used for quotation is usually the port of export.Nevertheless, the point used for quotation is usually the port of export.
In such a case the price includes local delivery and loading.In such a case the price includes local delivery and loading.

4.4. C&F – to named point of destination (CFR)C&F – to named point of destination (CFR)
C & F  stands  for  cost  and  freight.   Usually  this  term will  name theC & F  stands  for  cost  and  freight.   Usually  this  term will  name the
overseas port of import as the point in question.  The price, generallyoverseas port of import as the point in question.  The price, generally
includes the cost of transportation to the named point of debarkation.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 ofThe 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 buyerloss or damage to the goods is transferred from the seller to the buyer
when the goods pass the ships rail.when the goods pass the ships rail.

5.5. CIF – to named point of destinationCIF – to named point of destination
CIF stands for cost, insurance, and freight.  The point used for quotationCIF stands for cost, insurance, and freight.  The point used for quotation
can  be  any  location.   But  the  international  chamber  of  commercecan  be  any  location.   But  the  international  chamber  of  commerce
recommends that  this  point  should be the destination.   The CIF pricerecommends that  this  point  should be the destination.   The CIF price
includes the cost of goods, insurance and all transportation charges toincludes the cost of goods, insurance and all transportation charges to
the point of debarkation (destination).  Although the price covers morethe point of debarkation (destination).  Although the price covers more
items of activities than FOB, the seller’s obligation still end at the sameitems of activities than FOB, the seller’s obligation still end at the same
stage (when goods arte aboard and loaded) etc.stage (when goods arte aboard and loaded) etc.

6.6. FCA  FCA  – Free Carrier: the seller hands over the goods, cleared for– Free Carrier: the seller hands over the goods, cleared for
export, into the custody of the first carrier (named by the buyer) at theexport, into the custody of the first carrier (named by the buyer) at the
named place. This term is suitable for all modes of transport, includingnamed place. This term is suitable for all modes of transport, including
carriage  by  air,  rail  road,  and  containerized  modes  of  transport,carriage  by  air,  rail  road,  and  containerized  modes  of  transport,
including  carriage  by  air,  rail  road,  and  containerized/  multi-modelincluding  carriage  by  air,  rail  road,  and  containerized/  multi-model
transport.transport.
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7.7. CRFCRF – Cost and Freight: seller must pay the costs and freight to – Cost and Freight: seller must pay the costs and freight to
bring the goods to the port of destination. However, risk is transferredbring the goods to the port of destination. However, risk is transferred
to the buyer once the goods have crossed the ship's  rail.  Maritimeto the buyer once the goods have crossed the ship's  rail.  Maritime
transport only.transport only.

8.8. CPT  –CPT  – Carriage  Paid  To:  the  general  /containerized/  multi Carriage  Paid  To:  the  general  /containerized/  multi
equivalent of CFR. The seller pays for carriage to the named point ofequivalent of CFR. The seller pays for carriage to the named point of
destination, but risk passes when the goods are handed over to thedestination, but risk passes when the goods are handed over to the
first carrier.first carrier.

9.9. CIP CIP – Carriage Paid To: the general/containerized/ multi equivalent– Carriage Paid To: the general/containerized/ multi equivalent
of  CFR.  The  seller  pays  for  carriage  and  insurance  to  the  namedof  CFR.  The  seller  pays  for  carriage  and  insurance  to  the  named
destination point, but risk passes when the goods are handed over todestination point, but risk passes when the goods are handed over to
the first carrier.the first carrier.

10.10. DAFDAF – Delivered At Frontier: the seller makers the goods available, – Delivered At Frontier: the seller makers the goods available,
cleared for export, at the named place on the frontier. Suitable for rail/cleared for export, at the named place on the frontier. Suitable for rail/
road transport.road transport.

11.11. DES  DES  – Delivered Ex ship: the seller makes the goods available to– Delivered Ex ship: the seller makes the goods available to
the buyer on board the ship at the port of destination, un-cleared forthe buyer on board the ship at the port of destination, un-cleared for
import.import.

12.12. DEQDEQ – Delivered Ex quay: one step further than DES – the goods – Delivered Ex quay: one step further than DES – the goods
must be unloaded into the quay at the port of destination.must be unloaded into the quay at the port of destination.

13.13. DDU DDU – Delivered Duty Unpaid: the seller must deliver the goods all– Delivered Duty Unpaid: the seller must deliver the goods all
the way to a named place in the country in the country of destination.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  theHowever,  the  buyer  must  clear  the  goods  for  import  and  pay  the
necessary duties.necessary duties.

14.14. DDPDDP –  Delivered Duty Paid: maximum obligation for the seller – –  Delivered Duty Paid: maximum obligation for the seller –
seller pays for costs, charges, and official formalities up to destination.seller pays for costs, charges, and official formalities up to destination.

 Elements of Export CostsElements of Export Costs
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The following is a sample export costing worksheet used to establish aThe following is a sample export costing worksheet used to establish a
"cost-plus"  series  of  pricing  points,  which  could  be  used  to  make  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 asquotation. In this example the goods are planned to be moved by seas as
the principal mode of transport; the shipment is not containerized. Thethe principal mode of transport; the shipment is not containerized. The
worksheet is used to establish prices at a number of Incoterm points ofworksheet is used to establish prices at a number of Incoterm points of
delivery: EXW, FAS, FOB, CFR and CIF Incoterms 2000. For simplicitydelivery: EXW, FAS, FOB, CFR and CIF Incoterms 2000. For simplicity
everything is coasted and priced in US$.everything is coasted and priced in US$.

Product charges and prices
Amount in US $Amount in US $

Product cost: $10 per unit  x 100 unitsProduct cost: $10 per unit  x 100 units
(A)(A)
Target mark-up: 15% of (A)Target mark-up: 15% of (A)
Overseas agent's commissions: 5% ofOverseas agent's commissions: 5% of
(A)(A)

10001000
150150
5050

12001200

Financing costs on production: 8% ofFinancing costs on production: 8% of
(A)(A)
Export packing chargesExport packing charges
Labeling and marking for 100 unitsLabeling and marking for 100 units
Other direct export costsOther direct export costs
                EXW PRICE (Factory)                EXW PRICE (Factory)

8080
100100
5050
2020

14501450

Inland freight to port of shipmentInland freight to port of shipment
Unloading and terminal chargesUnloading and terminal charges
                FAS PRICE (Port  of                FAS PRICE (Port  of
shipment)shipment)

100100
100100

16501650

Loading charges on shipLoading charges on ship
Export  documentation,  clearance  forExport  documentation,  clearance  for
exportexport
                 FOB PRICE (Port of                 FOB PRICE (Port of
shipment)shipment)

5050
3030

17301730
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Ocean freight to port of destinationOcean freight to port of destination
                 CIF PRICE (Port of                 CIF PRICE (Port of
destination)destination)

300300
20302030

Insurance coverageInsurance coverage
                  CIF PRICE (Port of                  CIF PRICE (Port of
destination)destination)

2020
20502050

Notice how the CIF price is double the initial product cost: this shows Notice how the CIF price is double the initial product cost: this shows 
how important it is to work through these cost carefully.how important it is to work through these cost carefully.

10.5 METHODS OF FINANCING10.5 METHODS OF FINANCING

There are several payment methods.  Some methods periods financing toThere are several payment methods.  Some methods periods financing to
buyers, whereas other methods assure sellers of prompt payment.  Thesebuyers, whereas other methods assure sellers of prompt payment.  These
payment methods are:-payment methods are:-

1. Consignment1. Consignment
When consignment is used goods are shipped but ownership is retainedWhen consignment is used goods are shipped but ownership is retained
by the seller.  This means that the product is furnished on a deferred –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 bypayment basis, and when the product is sold, the seller is reimbursed by
the consignee.  The problem with consignment sales is that a high degreethe 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  ofof  risk  prevails.   First  of  all,  it  is  costly  to  arrange for  the  return  of
merchandised  that  is  unsold.   In  addition,  because  of  the  distancemerchandised  that  is  unsold.   In  addition,  because  of  the  distance
involved,  the  seller  has  difficulty  keeping  track  of  inventory  and  itsinvolved,  the  seller  has  difficulty  keeping  track  of  inventory  and  its
condition.condition.

2. Open account2. Open account
With an open account, goods are shipped with at documents calling forWith an open account, goods are shipped with at documents calling for
payment, other than the invoice.  The buyer can pick up goods withoutpayment, other than the invoice.  The buyer can pick up goods without
having to make payment first.  The advantage with the open account ishaving to make payment first.  The advantage with the open account is
simplicity and assistance to the buyer, who does not have to pay creditsimplicity and assistance to the buyer, who does not have to pay credit
charges to banks.  The seller in return expects that the invoice will becharges 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 ispaid at the agreed time.  A major weakness of this method is that there is

261



no safeguard against default, since a tangible payment instrument doesno safeguard against default, since a tangible payment instrument does
not exist.  The lack of payment instrument also makes it difficult to sellnot exist.  The lack of payment instrument also makes it difficult to sell
the  account  receivable.   To  compound  the  problem,  the  buyer  oftenthe  account  receivable.   To  compound  the  problem,  the  buyer  often
delays payment until the merchandise is received a standard practice indelays payment until the merchandise is received a standard practice in
many countries.many countries.

3. Cash in Advance3. Cash in Advance
The seller may want to demand cash in advance whenThe seller may want to demand cash in advance when

iii)iii) The buyer is financially weak or an unknown credit risk;The buyer is financially weak or an unknown credit risk;
iv)iv) The economic / political conditions in the buyer’s countryThe economic / political conditions in the buyer’s country

are unstable; andare unstable; and
v)v) The seller is not interested in assuring credit risk, as in theThe seller is not interested in assuring credit risk, as in the

case of consignment and open account sales.case of consignment and open account sales.

Because of the immediate uses of money and the maximum protection,Because of the immediate uses of money and the maximum protection,
seller prefer cash in advance.  The problem of course, is that the buyer isseller 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 doubtnot 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 cashabout 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 sellerin advance, the seller shift the risk completely to the buyer, but the seller
may end up losing the sale by this insistence.may end up losing the sale by this insistence.

4. Bill of exchange (Draft)4. Bill of exchange (Draft)
A  means  of  financing  international  transaction  is  through  a  bill  ofA  means  of  financing  international  transaction  is  through  a  bill  of
exchange or draft,  which is  a request  for  payment.  The request  is  anexchange or draft,  which is  a request  for  payment.  The request  is  an
unconditional order in writing from one person (drawer) requiring theunconditional order in writing from one person (drawer) requiring the
person to whom it is addressed (drawee) to pay the payee or bearer onperson to whom it is addressed (drawee) to pay the payee or bearer on
demand or  at  a  fixed or  determinable time.   The drawer,  usually  herdemand or  at  a  fixed or  determinable time.   The drawer,  usually  her
exporter, is the maker or originator of the draft requesting payment.  Theexporter, is the maker or originator of the draft requesting payment.  The
drawee usually the buyer, is the party responsible for honoring or payingdrawee usually the buyer, is the party responsible for honoring or paying
the draft.  The payee may be the exporter, the exporters bank, the bearer,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 aor 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.negotiable instrument that contains an order to pay a payee.
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There are other variations of this kind of draft.  If bills of lading, invoicesThere are other variations of this kind of draft.  If bills of lading, invoices
and the like accompany the draft,  this is known as documents againstand the like accompany the draft,  this is known as documents against
payment (D/P).  If financial documents are omitted to around stamp taxpayment (D/P).  If financial documents are omitted to around stamp tax
charges against such documents or if bills of lading come from countriescharges against such documents or if bills of lading come from countries
where  drafts  are  not  used.   This  type  of  collection  is  known as  cashwhere  drafts  are  not  used.   This  type  of  collection  is  known as  cash
against documents.  Frequently, the draft terms may read “90 days sightagainst documents.  Frequently, the draft terms may read “90 days sight
D/A” or documents against acceptance.  Upon accepting this draft, theD/A” or documents against acceptance.  Upon accepting this draft, the
buyer is permitted to obtain the documents and the merchandise, whilebuyer is permitted to obtain the documents and the merchandise, while
not being obliged to make payment until the draft matures.not being obliged to make payment until the draft matures.

5. Bankers’ acceptance:5. Bankers’ acceptance:
A bankers’  acceptance assists  in the expansion of  credit  financing.  AA bankers’  acceptance assists  in the expansion of  credit  financing.  A
bankers’ acceptance is a time draft whose maturity is usually less than sixbankers’ acceptance is a time draft whose maturity is usually less than six
months.  The draft becomes a bankers’ acceptance when the bank acceptmonths.  The draft becomes a bankers’ acceptance when the bank accept
it.  That is, the bank on which the draft is drawn stamps and endorses itit.  That is, the bank on which the draft is drawn stamps and endorses it
as “accepted”.as “accepted”.

An  acceptance  becomes  the  accepting  bank’s  obligation,  and  onceAn  acceptance  becomes  the  accepting  bank’s  obligation,  and  once
accepted it becomes a negotiable instruments that can be bought or soldaccepted it becomes a negotiable instruments that can be bought or sold
in the market like a certificate of deposit (CD) or commercial paper. Thein the market like a certificate of deposit (CD) or commercial paper. The
bank has primary responsibility for payment to the acceptance holder atbank has primary responsibility for payment to the acceptance holder at
maturity. But the draft originator still has secondary liability in case thematurity. But the draft originator still has secondary liability in case the
accepting bank does not honor the claim.accepting bank does not honor the claim.

6. Letter of Credit6. Letter of Credit
An alternative to the sight draft is a sight letter of credit (L/C).  As a legalAn 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 agreementinstrument, it is a written undertaking by a bank through prior agreement
with  its  client  to  honor  a  withdrawal  by  a  third  party  for  goods  andwith  its  client  to  honor  a  withdrawal  by  a  third  party  for  goods  and
services  rendered.  The  document,  issued  by  the  bank  at  the  buyer’sservices  rendered.  The  document,  issued  by  the  bank  at  the  buyer’s
request  in favor of  the seller,  is  the banks promise to pay an agreedrequest  in favor of  the seller,  is  the banks promise to pay an agreed
amount of money on its receipt of certain documents within the specifiedamount of money on its receipt of certain documents within the specified
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time period. Several banks may be involved in the process.  The issuingtime period. Several banks may be involved in the process.  The issuing
bank, as a rise,  issues letters of credit for its present customers only,bank, as a rise,  issues letters of credit for its present customers only,
even if collateral is offered by someone else.  In contrast, the advisingeven 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.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  foreignThe  issuing  bank  forwards  the  L/C  to  the  advising  bank  (its  foreign
correspondents),  which  is  usually  selected  for  its  proximity  to  thecorrespondents),  which  is  usually  selected  for  its  proximity  to  the
beneficiary.   In the case of a conforming bank, the same services arebeneficiary.   In the case of a conforming bank, the same services are
performed as the advising bank but also the conforming because liableperformed as the advising bank but also the conforming because liable
for  payment.  There  are  several  types  of  letter  of  credit,  includingfor  payment.  There  are  several  types  of  letter  of  credit,  including
revocable, irrevocable, confirmed, unconfirmed, and transferable.revocable, irrevocable, confirmed, unconfirmed, and transferable.

 Revocable letter of creditRevocable letter of credit
With  a  revocable  L/C,  the  issuing  bank  has  the  right  to  revoke  itsWith  a  revocable  L/C,  the  issuing  bank  has  the  right  to  revoke  its
commitment to honor the draft drawn on it.  Without prior warning orcommitment to honor the draft drawn on it.  Without prior warning or
notification to the seller, the bank can cancel or modify its obligation atnotification to the seller, the bank can cancel or modify its obligation at
any time before payment even after shipment has already been made.any time before payment even after shipment has already been made.
Since the bank’s commitment is not legally binding, the protection to theSince the bank’s commitment is not legally binding, the protection to the
seller is minimal.  Exporters generally do not want to accept a revocableseller is minimal.  Exporters generally do not want to accept a revocable
L/C.L/C.

 Irrevocable letter of creditIrrevocable letter of credit
This type of L/C is much preferred to the revocable letter of credit.  InThis 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 inthis 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’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  properapproval.  It  is  possible,  however,  for  the  buyer  who  receives  proper
documents but unsuitable goods because of fraud to obtain an injunctiondocuments but unsuitable goods because of fraud to obtain an injunction
preventing the banker from paying the fraudster.preventing the banker from paying the fraudster.

 Confirmed letter of creditConfirmed letter of credit
For the exporter it is highly desirable for the L/C to be confirmed throughFor 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 ana bank in the exporters country because the exporter then receives an
additional guarantee of payment from a second bank (i.e. the confirmingadditional guarantee of payment from a second bank (i.e. the confirming
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bank).  The advising bank sends a cover letter along with the original L/Cbank).  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 thatto the exporter, stating that the L/C has been confirmed. The bank that
confirms  the  L/C  must  be  financially  sound  and  the  exporter  shouldconfirms  the  L/C  must  be  financially  sound  and  the  exporter  should
specify that (the confirming bank must be acceptable to the seller).specify that (the confirming bank must be acceptable to the seller).

 Unconfirmed letter of creditUnconfirmed letter of credit
When the  L/C is  not  confirmed by  a  bank in  the  sellers  country,  theWhen 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  ofcertainty  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 iscredit may still be acceptable as long as the foreign  bank that issues it is
financially strong.  In fact, some multinational banks are so well knownfinancially strong.  In fact, some multinational banks are so well known
that they prohibit letters of credit issued to them to be confirmed becausethat they prohibit letters of credit issued to them to be confirmed because
they believe that confirmation would tarnish their prestige.   However,they believe that confirmation would tarnish their prestige.   However,
letter of credit can still be confirmed confidentially.letter of credit can still be confirmed confidentially.

 Transferable letter of creditTransferable letter of credit
When the seller is an agent or broker for the supplier of the goods, it isWhen 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’sdifficult 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 orcredit 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/Cbroker 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 fullallows 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 orto another party.  The agent as the first beneficiary request the issuing or
advising bank to transfer the L/C to his supplier (second beneficiary).  Itadvising 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 canis 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.  Forbe revocable and confirmed, irrevocable and unconfirmed, and so on.  For
maximum security  and  earliest  payment,  the  seller  should  ask  for  anmaximum security  and  earliest  payment,  the  seller  should  ask  for  an
irrevocable and confirmed L/C.irrevocable and confirmed L/C.

Check Your Progress ExerciseCheck Your Progress Exercise
1.1. Discuss the factors determining Price?Discuss the factors determining Price?
______________________________________________________________________________________________________________________________________________________
______________________________________________________________________________________________________________________________________________________
2.2. Explain in detail the market entry pricing strategies?Explain in detail the market entry pricing strategies?
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______________________________________________________________________________________________________________________________________________________
______________________________________________________________________________________________________________________________________________________

3.3. Explain in detail the INCOTERMS pricing?Explain in detail the INCOTERMS pricing?
______________________________________________________________________________________________________________________________________________________
______________________________________________________________________________________________________________________________________________________
4.4. Discuss in detail the methods of financing?Discuss in detail the methods of financing?
______________________________________________________________________________________________________________________________________________________
______________________________________________________________________________________________________________________________________________________

10.6 SUMMARY10.6 SUMMARY

Price is a value given to the product. Like any other activities, pricing isPrice is a value given to the product. Like any other activities, pricing is
also based on certain objectives. The objectives might be profit oriented,also based on certain objectives. The objectives might be profit oriented,
sales volume oriented and status quo oriented.sales volume oriented and status quo oriented.

A  seller  before  fixing  the  selling  price  must  closely  asses  the  factorsA  seller  before  fixing  the  selling  price  must  closely  asses  the  factors
determining the price. The factors include: cost of the product, estimatingdetermining the price. The factors include: cost of the product, estimating
of a demand, marketing mix elements, etc. A seller must also consider theof 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:various incentives to be given to the buyer, which takes the forms of:
quantity discount; trade discount, and cash discount.quantity discount; trade discount, and cash discount.

In preparing to enter to the market wit the new product, managementIn preparing to enter to the market wit the new product, management
must decide whether to adopt a skimming pricing or a penetration pricingmust decide whether to adopt a skimming pricing or a penetration pricing
strategy.  When a company receives an inquiry from abroad, the sellerstrategy.  When a company receives an inquiry from abroad, the seller
must be certain about the specific delivery location, the payment terms,must be certain about the specific delivery location, the payment terms,
time of shipment, etc. The international commerce) has introduced thetime of shipment, etc. The international commerce) has introduced the
common  terms  to  be  used  in  to  the  international  trade  namelycommon  terms  to  be  used  in  to  the  international  trade  namely
INCOTERMS. Some of the terms widely used are: EXW, FAS, FOB, C&F,INCOTERMS. Some of the terms widely used are: EXW, FAS, FOB, C&F,
CIF, etc. CIF, etc. 

There are a lot of methods used to finance the international business.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 toSome of the mode of payments are in favor of the buyer whereas some to
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the seller. The available mode of payment includes: consignment, openthe seller. The available mode of payment includes: consignment, open
account, bill of exchange, banker's acceptance, letter of credit, etc.account, bill of exchange, banker's acceptance, letter of credit, etc.

10.7 10.7 ANSWER TO CHECK YOUR PROGRESS EXERCISEANSWER TO CHECK YOUR PROGRESS EXERCISE

1.1. Refer Section 10.2Refer Section 10.2 3. Refer Section 10.4.43. Refer Section 10.4.4
2.2. Refer Section 10.4.3Refer Section 10.4.3 4. Refer Section 10.54. Refer Section 10.5

UNIT 11: PLACE MIXUNIT 11: PLACE MIX

Contents Contents 
11.011.0 Aims and ObjectivesAims and Objectives
11.111.1 IntroductionIntroduction
11.211.2 MeaningMeaning
11.311.3 Types Of IntermediariesTypes Of Intermediaries

11.3.111.3.1 Direct ChannelDirect Channel
11.3.211.3.2 Indirect ChannelIndirect Channel

11.411.4 Channels DecisionChannels Decision
11.511.5 Physical DistributionPhysical Distribution

11.5.111.5.1 MeaningMeaning
11.5.211.5.2 Tasks of Physical DistributionTasks of Physical Distribution
11.5.311.5.3 Mode of DistributionMode of Distribution

11.611.6 Shipping DocumentsShipping Documents
11.711.7 SummarySummary
11.811.8 Answer to Check Your Progress ExerciseAnswer to Check Your Progress Exercise

11.0 AIMS AND OBJECTIVES11.0 AIMS AND OBJECTIVES

After studying this unit, you will be able to explainAfter studying this unit, you will be able to explain
-- meaning of channels of distributionmeaning of channels of distribution
-- factors determining choice of channelsfactors determining choice of channels
-- meaning of physical distributionmeaning of physical distribution
-- the tasks of physical distributionthe tasks of physical distribution
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-- the various shipping documents used to move cargo.the various shipping documents used to move cargo.

11.1 INTRODUCTION11.1 INTRODUCTION

Ownership  of  a  product  has  to  be  transferred  somehow  from  theOwnership  of  a  product  has  to  be  transferred  somehow  from  the
individual or organization that makes it to the customer who needs andindividual or organization that makes it to the customer who needs and
buys it.  Goods also must be physically transported form where they arebuys it.  Goods also must be physically transported form where they are
produced  to  where  they  are  needed.   Services  ordinarily  cannot  beproduced  to  where  they  are  needed.   Services  ordinarily  cannot  be
shipped but rather are produced and consumed in the same place. shipped but rather are produced and consumed in the same place. 

Even  before  a  product  is  ready  for  market,  management  shouldEven  before  a  product  is  ready  for  market,  management  should
determine what methods and routes would be used to get it there.  Thisdetermine what methods and routes would be used to get it there.  This
means establishing strategies for the products: -means establishing strategies for the products: -

i)i) Distribution channel and Distribution channel and 
ii)   Physical distribution ii)   Physical distribution 

Between producers and the final users stands a marketing channel, a hostBetween producers and the final users stands a marketing channel, a host
of marketing intermediaries performing a variety of functions a variety ofof marketing intermediaries performing a variety of functions a variety of
names.  Some intermediaries such as wholesalers, retailers -  buy; takenames.  Some intermediaries such as wholesalers, retailers -  buy; take
title  to  and  resale  the  merchandise.   Others  -such  as  brokers,title  to  and  resale  the  merchandise.   Others  -such  as  brokers,
manufacturer's representative, and sales agents - search for customersmanufacturer's representative, and sales agents - search for customers
and may negotiate on the producer's behalf but do not take title to theand may negotiate on the producer's behalf but do not take title to the
goods.goods.

The process of getting goods to customers has traditionally been calledThe process of getting goods to customers has traditionally been called
physical  distribution.   Physical  distribution  starts  at  the  factory.physical  distribution.   Physical  distribution  starts  at  the  factory.
Managers  try  to  choose  a  set  of  warehouses  (stocking  points)  andManagers  try  to  choose  a  set  of  warehouses  (stocking  points)  and
transportation  carriers  that  will  deliver  produced  goods  to  finaltransportation  carriers  that  will  deliver  produced  goods  to  final
destinations in the desired time and/or at the lowest total cost. destinations in the desired time and/or at the lowest total cost. 

Distribution  role  within  a  marketing  mix  is  getting  the  product  to  itsDistribution  role  within  a  marketing  mix  is  getting  the  product  to  its
target market.  The most important activity in getting a product to markettarget market.  The most important activity in getting a product to market
is  arranging  of  its  sale  (and  transfer  of  title)  from  producer  to  finalis  arranging  of  its  sale  (and  transfer  of  title)  from  producer  to  final
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customer.   Other  common  activities  (or  functions)  are  promoting  thecustomer.   Other  common  activities  (or  functions)  are  promoting  the
product, storing it, and assuming some to the financial risk during theproduct, storing it, and assuming some to the financial risk during the
distribution process.distribution process.

A producer can carry out these functions in exchange for an order (and,A producer can carry out these functions in exchange for an order (and,
hopefully payment)  from a customer.   Or  producer  and consumer canhopefully payment)  from a customer.   Or  producer  and consumer can
share  these  activities.   Typically,  however,  firms  called  middlemenshare  these  activities.   Typically,  however,  firms  called  middlemen
perform  some  of  these  activities  on  behalf  of  the  consumer  or  theperform  some  of  these  activities  on  behalf  of  the  consumer  or  the
producer.  producer.  

A middleman is a business firm that renders services related directly toA 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.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 theA middleman either owns the product at some point or actively aids in the
transfer of ownership.  Often, but not always, a middleman takes physicaltransfer of ownership.  Often, but not always, a middleman takes physical
possession of  the  product.  Middlemen are  commonly  classified on  thepossession of  the  product.  Middlemen are  commonly  classified on  the
bases of whether or not they take title to the product being distributed.bases of whether or not they take title to the product being distributed.
Merchant  middlemen  actually  take  title  to  the  products  they  help  toMerchant  middlemen  actually  take  title  to  the  products  they  help  to
market.  The  two  groups  of  merchant  middlemen  are  wholesalers  andmarket.  The  two  groups  of  merchant  middlemen  are  wholesalers  and
retailers.  Agent middlemen never actually own the products, but they doretailers.  Agent middlemen never actually own the products, but they do
arrange the transfer of title.  Real estate brokers, manufacturer's agents,arrange the transfer of title.  Real estate brokers, manufacturer's agents,
and travel agents are examples of agent middlemen. Physical distributionand travel agents are examples of agent middlemen. Physical distribution
is a necessary as well as a costly activity.  According to one executive atis a necessary as well as a costly activity.  According to one executive at
Procter & Gambler, the average time required to move a typical productProcter & Gambler, the average time required to move a typical product
form "farm to shelf" is four to five months.  Although it takes only aboutform "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 in17 minutes to actually produce a product, the rest of the time is spent in
logistical activities  -  storage, handling, transportation, packing and sologistical activities  -  storage, handling, transportation, packing and so
on.on.

In the developed economies, the distribution sector typically accounts forIn the developed economies, the distribution sector typically accounts for
one-third  of  the  gross  domestic  product  (GDP).    Furthermore,one-third  of  the  gross  domestic  product  (GDP).    Furthermore,
international logistics costs can account for 25 to 35 percent of the salesinternational logistics costs can account for 25 to 35 percent of the sales
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value of a product, a significant difference from the 8 to 10 percent forvalue of a product, a significant difference from the 8 to 10 percent for
domestic shipment.domestic shipment.

After a company establishes its channels of distribution, it must arrangeAfter a company establishes its channels of distribution, it must arrange
for  the  physical  distribution  of  its  products  through  these  channels.for  the  physical  distribution  of  its  products  through  these  channels.
Physical distribution, which we use synonymously with logistics, consistsPhysical distribution, which we use synonymously with logistics, consists
of all the activities concerned with moving the right amount of the rightof 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, physicalproducts to the right place at the right time.  In its full scope, physical
distribution for manufacturers includes the flow of raw materials formdistribution for manufacturers includes the flow of raw materials form
their  sources  of  supply  to  the  production  line  and  the  movement  oftheir  sources  of  supply  to  the  production  line  and  the  movement  of
finished goods from the end of  the  production line to the final  users'finished goods from the end of  the  production line to the final  users'
locations.  Middlemen manage the flows of goods onto their shelves aslocations.  Middlemen manage the flows of goods onto their shelves as
well as from their shelves to customers' homes, stores, or other places ofwell as from their shelves to customers' homes, stores, or other places of
business.  The activities comprising physical distribution are:-Inventorybusiness.  The activities comprising physical distribution are:-Inventory
location and warehousing; Materials handling; Inventory control ;Orderlocation and warehousing; Materials handling; Inventory control ;Order
processing and Transportation.processing and Transportation.

A  decision  regarding  any  one  of  these  activities  affect  all  the  others.A  decision  regarding  any  one  of  these  activities  affect  all  the  others.
Location  of  a  warehouse  influences  the  selection  of  transportationLocation  of  a  warehouse  influences  the  selection  of  transportation
methods and carriers.  The choice of a carrier influences the optimummethods and carriers.  The choice of a carrier influences the optimum
size of shipment. size of shipment. 

11.2 MEANING OF CHANNEL OF DISTRIBUTION11.2 MEANING OF CHANNEL OF DISTRIBUTION

A  distribution  channel  consists  of  the  set  of  people  and  firmsA  distribution  channel  consists  of  the  set  of  people  and  firms
involved in the transfer of title to a product as the product movesinvolved in the transfer of title to a product as the product moves
form producer to ultimate consumer or business user.form producer to ultimate consumer or business user.

A channel of distribution always includes both the producer and the finalA channel of distribution always includes both the producer and the final
customer for the product in its present form as well as any middlemencustomer for the product in its present form as well as any middlemen
such as retailers and wholesalers.such as retailers and wholesalers.
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The channel for a product extends only to the last person or organizationThe channel for a product extends only to the last person or organization
that buys it without making any significant change in its form.  When itsthat buys it without making any significant change in its form.  When its
form is altered and another product emerges, a new channel is started.form is altered and another product emerges, a new channel is started.
i.e.  when lumber is milled and then made into furniture, two separatei.e. when lumber is milled and then made into furniture, two separate
channels are involved.  The channel for the lumber might be lumber mill-channels are involved.  The channel for the lumber might be lumber mill-
broker-furniture manufacturer.  The channel for the furnished furniturebroker-furniture manufacturer.  The channel for the furnished furniture
might be furniture manufacturer -retail furniture -store-consumer. might be furniture manufacturer -retail furniture -store-consumer. 

Beside producer,  middlemen, and final customer, other institutions aidBeside producer,  middlemen, and final customer, other institutions aid
the  distribution  process.   Among  these  intermediaries  are  banks,the  distribution  process.   Among  these  intermediaries  are  banks,
insurance  companies,  storage  firms,  and  transportation  companies.insurance  companies,  storage  firms,  and  transportation  companies.
However,  because  they  do  not  take title  to  the  products  and  are  notHowever,  because  they  do  not  take title  to  the  products  and  are  not
actively involved in purchase or sales activities, these intermediaries areactively involved in purchase or sales activities, these intermediaries are
not formally included in the distribution channel.not formally included in the distribution channel.

11.3 TYPES OF INTERMEDIARIES11.3 TYPES OF INTERMEDIARIES

A good product may not be accepted by a market if  it is not properlyA good product may not be accepted by a market if  it is not properly
made available. All products need competent distribution. A manufacturermade available. All products need competent distribution. A manufacturer
can sell directly to end user abroad, but this type of channel is generallycan sell directly to end user abroad, but this type of channel is generally
not suitable or desirable for most consumer goods. In foreign markets, itnot suitable or desirable for most consumer goods. In foreign markets, it
is far more common for a product to go through several parties beforeis far more common for a product to go through several parties before
reaching the final consumer. In this unit we shall see the various channelsreaching the final consumer. In this unit we shall see the various channels
of  distribution  that  are  responsible  for  moving  products  fromof  distribution  that  are  responsible  for  moving  products  from
manufacturers to consumers.manufacturers to consumers.

Companies used two principal channels of distribution when marketingCompanies used two principal channels of distribution when marketing
abroad:abroad:

i)i) Indirect sellingIndirect selling
ii)ii) Direct sellingDirect selling

i) Indirect Sellingi) Indirect Selling
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Indirect selling also known as the local or domestic channel, is employedIndirect selling also known as the local or domestic channel, is employed
when a manufacturer markets its product through sales intermediaries orwhen a manufacturer markets its product through sales intermediaries or
middle men.middle men.

The  middlemen,  acting  as  the  manufacturers  external  exportThe  middlemen,  acting  as  the  manufacturers  external  export
organization, usually assumes the responsibility for moving the productorganization, usually assumes the responsibility for moving the product
overseas. The intermediary may be a domestic agent if it does not takeoverseas. 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 totitle to the goods, or it may be a domestic merchant if it does take title to
the goods.the goods.

An indirect channel does, however, have limitations. The manufacturerAn indirect channel does, however, have limitations. The manufacturer
has been relieved of any immediate marketing costs, but, in effect, hashas been relieved of any immediate marketing costs, but, in effect, has
given up control over the marketing of its product to another firm.given up control over the marketing of its product to another firm.

This situation may adversely affect the products success in the future. IfThis situation may adversely affect the products success in the future. If
the chosen intermediary is not aggressive, the manufacturer may becomethe chosen intermediary is not aggressive, the manufacturer may become
vulnerable, especially in the case where competitors are careful aboutvulnerable, especially in the case where competitors are careful about
their distribution practices.their distribution practices.

ii) Direct Sellingii) Direct Selling
Direct  selling is  employed when a  manufacturer develops an overseasDirect  selling is  employed when a  manufacturer develops an overseas
channel. This channel requires that the manufacturer deal directly with achannel. This channel requires that the manufacturer deal directly with a
foreign party without going through an intermediary in the home country.foreign party without going through an intermediary in the home country.
The manufacturer must set up the overseas channel to take care of theThe manufacturer must set up the overseas channel to take care of the
business activities between the countries. Being responsible for shippingbusiness activities between the countries. Being responsible for shipping
the product to foreign market itself, the manufacturer exports through itsthe product to foreign market itself, the manufacturer exports through its
own internal export department or organization. own internal export department or organization. 

11.3.1 Direct Channel11.3.1 Direct Channel

There are several types of intermediaries associated with both the directThere are several types of intermediaries associated with both the direct
and  indirect  channel.  The  various  types  of  domestic  and  foreignand  indirect  channel.  The  various  types  of  domestic  and  foreign
intermediaries can be as follows:intermediaries can be as follows:

i)i) Foreign DistributorForeign Distributor
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A foreign distributor is a foreign firm that has exclusive rights to carryA 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.out distribution for a manufacturer in a foreign a country or specific area.

There  are  a  number  of  benefits  in  using  a  foreign  distributor.  UnlikeThere  are  a  number  of  benefits  in  using  a  foreign  distributor.  Unlike
agents,  the  distributor  is  a  merchant  who  buys  and  maintainsagents,  the  distributor  is  a  merchant  who  buys  and  maintains
merchandise in its own name. This arrangement simplifies the credit andmerchandise in its own name. This arrangement simplifies the credit and
payment activities for the manufacturer. payment activities for the manufacturer. 

To  carry  out  the  distribution  function,  the  foreign  distributor  is  oftenTo carry  out  the  distribution  function,  the  foreign  distributor  is  often
required to warehouse adequate products, parts, and accessories and torequired to warehouse adequate products, parts, and accessories and to
facilities  and  personnel  immediately  available  to  service  buyers  andfacilities  and  personnel  immediately  available  to  service  buyers  and
users.users.
    

ii)ii) Foreign RetailerForeign Retailer
If foreign retailers are used, the product in question must be a consumerIf foreign retailers are used, the product in question must be a consumer
product rather than an industrial product. There are several means byproduct rather than an industrial product. There are several means by
which a manufacturer may contact foreign retailers and interest them inwhich a manufacturer may contact foreign retailers and interest them in
carrying a product, ranging from a personal visit by the manufacturer'scarrying a product, ranging from a personal visit by the manufacturer's
representatives to mailings of catalogues, brochures, and other literaturerepresentatives to mailings of catalogues, brochures, and other literature
to prospective retailers.to prospective retailers.

iii)iii) State-control Trading CompanyState-control Trading Company
For some products, particularly utility and telecommunication equipment,For some products, particularly utility and telecommunication equipment,
a manufacturer must contact and sell to state-controlled companies. Ina manufacturer must contact and sell to state-controlled companies. In
addition, many countries, especially those in Eastern Europe, have state-addition, many countries, especially those in Eastern Europe, have state-
controlled trading companies, which are companies that have a completecontrolled trading companies, which are companies that have a complete
monopoly in the buying and selling of goods.monopoly in the buying and selling of goods.

iv)iv)End UsersEnd Users
Sometimes, a manufacturer is able to sell directly to foreign end usersSometimes, a manufacturer is able to sell directly to foreign end users
with no intermediaries involved in the process. This direct channel is awith no intermediaries involved in the process. This direct channel is a
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logical  and  natural  choice  for  costly  industrial  products.  For  mostlogical  and  natural  choice  for  costly  industrial  products.  For  most
consumer products, the approach is only practical for some products andconsumer products, the approach is only practical for some products and
in some countries.  A significant problem with  consumer purchase canin some countries.  A significant problem with  consumer purchase can
result from duty and clearance problems.result from duty and clearance problems.

11.3.2 Indirect Channel11.3.2 Indirect Channel
For a majority of products, a manufacturer may find it impractical to sellFor a majority of products, a manufacturer may find it impractical to sell
directly to the various foreign parties, i.e., foreign distributors, foreigndirectly to the various foreign parties, i.e., foreign distributors, foreign
retailers,  state-controlled  trading  companies,  and  end  users).  Otherretailers,  state-controlled  trading  companies,  and  end  users).  Other
intermediaries, more often than not, have to come between these foreignintermediaries, more often than not, have to come between these foreign
buyers  and the manufacturer.  Although there are many kinds of  localbuyers  and the manufacturer.  Although there are many kinds of  local
sales intermediaries, all can be grouped under two broad categories: (1)sales intermediaries, all can be grouped under two broad categories: (1)
Domestic agents and (2) Domestic merchants.Domestic agents and (2) Domestic merchants.

The basic difference between the two is ownership (title) rather than justThe basic difference between the two is ownership (title) rather than just
the physical possession of the merchandise. Domestic agents never takethe physical possession of the merchandise. Domestic agents never take
title to the goods, regardless of whether the agents take possession of thetitle to the goods, regardless of whether the agents take possession of the
goods or not. goods or not. 

Domestic merchants, on the other hand, own the merchandise, regardlessDomestic merchants, on the other hand, own the merchandise, regardless
of whether the merchants take possession or not. An agent represents theof whether the merchants take possession or not. An agent represents the
manufacturer  where  as  a  merchant  (eg.  Distributor)  represents  themanufacturer  where  as  a  merchant  (eg.  Distributor)  represents  the
manufacturers product. The merchant has no power to contract on behalfmanufacturers product. The merchant has no power to contract on behalf
of  the  manufacturer,  but  the  agent  can  bind  the  manufacturer  inof  the  manufacturer,  but  the  agent  can  bind  the  manufacturer  in
authorized matters to contracts made on the manufacturer's behalf.authorized matters to contracts made on the manufacturer's behalf.

Agents can be further classified according to the principal whom theyAgents can be further classified according to the principal whom they
represent. Some intermediaries represent the buyer; others represent therepresent. Some intermediaries represent the buyer; others represent the
interest  of  the  manufacturers.  Those  who  work  for  the  manufacturerinterest  of  the  manufacturers.  Those  who  work  for  the  manufacturer
include  export  brokers,  manufacturers  export  agents  or  salesinclude  export  brokers,  manufacturers  export  agents  or  sales
representatives  export  management  companies,  cooperative  exports.representatives  export  management  companies,  cooperative  exports.
Agents  who  look  after  the  interest  of  the  buyer  include  purchasingAgents  who  look  after  the  interest  of  the  buyer  include  purchasing
(buying) agents/offices and country controlled buying agents.(buying) agents/offices and country controlled buying agents.
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i)i) Export BrokerExport Broker
The function of an export broker is to bring a buyer and a seller togetherThe 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 infor 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.,seeking potential buyers. It negotiates the best terms for the seller (i.e.,
manufacturer) but cannot conclude the transaction without the principal'smanufacturer) but cannot conclude the transaction without the principal's
approval of the arrangement. As a representative of the manufacturer theapproval of the arrangement. As a representative of the manufacturer the
export  broker  may  operate  under  its  own  name  or  that  of  theexport  broker  may  operate  under  its  own  name  or  that  of  the
manufacturer.  The  export  broker  is  useful  because  of  its  extensivemanufacturer.  The  export  broker  is  useful  because  of  its  extensive
knowledge of  the market  supply,  demand and foreign customers.  Thisknowledge of  the market  supply,  demand and foreign customers.  This
knowledge enables the broker to negotiate the most favorable terms ofknowledge enables the broker to negotiate the most favorable terms of
the principal.the principal.
  
ii)ii) Manufacturer's Export Agent or Sales RepresentativesManufacturer's Export Agent or Sales Representatives
Because of  the title  of  this  intermediary,  one might  easily  mistake anBecause of  the title  of  this  intermediary,  one might  easily  mistake an
export agent or sales representative for a manufacturer's employee whenexport agent or sales representative for a manufacturer's employee when
in fact, this is an independent business person who usually retains his orin fact, this is an independent business person who usually retains his or
her own identity by not using the manufacturer's name.her own identity by not using the manufacturer's name.

Except  for  the  fact  that  this  intermediary  is  also  a  manufacturer,  theExcept  for  the  fact  that  this  intermediary  is  also  a  manufacturer,  the
cooperative  exporter  functions  like  any  other  export  agent.  The usualcooperative  exporter  functions  like  any  other  export  agent.  The usual
arrangement is to operate as an export distributor for other suppliers,arrangement is to operate as an export distributor for other suppliers,
sometimes acting as a commission representatives or broker. Because thesometimes acting as a commission representatives or broker. Because the
cooperative exporter arranges shipping, it takes possession of goods butcooperative exporter arranges shipping, it takes possession of goods but
not title. not title. 

iii) Purchasing/Buying Agentiii) Purchasing/Buying Agent
An  export  agent  represents  a  seller  or  manufacturer;  theAn  export  agent  represents  a  seller  or  manufacturer;  the
purchasing/buying agent represents the foreign buyer. By residing andpurchasing/buying agent represents the foreign buyer. By residing and
conducting business in the exporters country, the purchasing agent is in aconducting business in the exporters country, the purchasing agent is in a
favorable position to seek a product that matches the foreign principalsfavorable position to seek a product that matches the foreign principals
preference and requirements.preference and requirements.
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Operating on the overseas customer's behalf, the purchasing agent actsOperating on the overseas customer's behalf, the purchasing agent acts
in the interest of the buyer by seeking the best possible price. Therefore,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 servicethe purchasing agents client pays a fee or a commission for the service
rendered.  The  purchasing  agent  is  also  known  by  such  names  asrendered.  The  purchasing  agent  is  also  known  by  such  names  as
commission agent, buyer for export, export commission house, and exportcommission agent, buyer for export, export commission house, and export
buying agent.buying agent.

iv) Country-controlled Buying Agentiv) Country-controlled Buying Agent
A variation on the purchasing agent is a 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  theThis  kind  of  agent  performs  exactly  the  same  function  as  the
purchasing/buying  agent,  the  only  distinction  being  that  a  countrypurchasing/buying  agent,  the  only  distinction  being  that  a  country
controlled buying agent is empowered to locate and purchase goods forcontrolled buying agent is empowered to locate and purchase goods for
its country. This agent may have a permanent office location in countriesits country. This agent may have a permanent office location in countries
that are major suppliers, or the country's representative may make formalthat are major suppliers, or the country's representative may make formal
visits  to  supplier  countries  when the  purchasing need arises.   Havingvisits  to  supplier  countries  when the  purchasing need arises.   Having
more  freedom  than  the  manufacturer’s  own  salesperson,  a  salesmore  freedom  than  the  manufacturer’s  own  salesperson,  a  sales
representative  can  select  when,  where,  and  how  to  work  within  therepresentative  can  select  when,  where,  and  how  to  work  within  the
assigned  territory.  Working  methods  include  presenting  productassigned  territory.  Working  methods  include  presenting  product
literature and samples to potential buyers.literature and samples to potential buyers.

v) Export Management Company (EMC)v) Export Management Company (EMC)
An export management company (EMC) managers, under contract, theAn export management company (EMC) managers, under contract, the
entire export program of a manufacturer. An EMC is also known as aentire export program of a manufacturer. An EMC is also known as a
combination  export  manager  because  it  may  function  an  exportcombination  export  manager  because  it  may  function  an  export
department for several allied but non competing manufacturer.department for several allied but non competing manufacturer.

EMCs are compensated in several ways. Frequently, compensation is inEMCs are compensated in several ways. Frequently, compensation is in
the form of a commission, salary, or retainer plus commission. Dependingthe form of a commission, salary, or retainer plus commission. Depending
on the  product,  the  commission  varies  from 7.5  to  20  percent  of  theon the  product,  the  commission  varies  from 7.5  to  20  percent  of  the
wholesale distribution price. Some EMCs also become traders (i.e., exportwholesale distribution price. Some EMCs also become traders (i.e., export
merchants). In such cases, they buy merchandise at right and thus takemerchants). In such cases, they buy merchandise at right and thus take
title to the goods. They are compensated by receiving discounts on goodstitle to the goods. They are compensated by receiving discounts on goods
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purchased for resale overseas, and such discounts may be greater thanpurchased for resale overseas, and such discounts may be greater than
other middle men receive for the domestic market.other middle men receive for the domestic market.

EMCs may have a variety of contractual agreements with manufacturers,EMCs may have a variety of contractual agreements with manufacturers,
ranging  from  formal  contracts  (contractual  channel)  to  informalranging  from  formal  contracts  (contractual  channel)  to  informal
agreement  (administrative  channel)  and  independent  operationsagreement  (administrative  channel)  and  independent  operations
(conventional channel).(conventional channel).

vi) Cooperative Exportervi) Cooperative Exporter
A cooperative exporter is a manufacturer with its own export organizationA cooperative exporter is a manufacturer with its own export organization
that  is  retained by other  manufacturers  to sell  in  some or  all  foreignthat  is  retained by other  manufacturers  to sell  in  some or  all  foreign
markets.markets.

vii) Resident Buyervii) Resident Buyer
Another  variation  on  the  purchasing  agent  is  the  resident  buyer.  AnAnother  variation  on  the  purchasing  agent  is  the  resident  buyer.  An
implied by the name, the resident buyer is an independent agent that isimplied by the name, the resident buyer is an independent agent that is
usually located near highly centralized production industries.  Althoughusually located near highly centralized production industries.  Although
functioning much like a regular purchasing agent, the resident buyer isfunctioning much like a regular purchasing agent, the resident buyer is
different because it is retained by the principal on a continuous basis todifferent because it is retained by the principal on a continuous basis to
maintain a search for new products that may be suitable. The residentmaintain a search for new products that may be suitable. The resident
buyer provides many useful services for a manufacturer. It can offer abuyer provides many useful services for a manufacturer. It can offer a
favorable opportunity for a supplier to maintain a steady and continuousfavorable opportunity for a supplier to maintain a steady and continuous
business relationship as long as the supplier remains competitive in termsbusiness relationship as long as the supplier remains competitive in terms
of price, service, style and quality.of price, service, style and quality.

viii)   Export Merchantviii)   Export Merchant
The intermediaries covered so far have certain factors in common: theyThe intermediaries covered so far have certain factors in common: they
take neither risk nor title, preferring to receive fees for their services.take neither risk nor title, preferring to receive fees for their services.
Unlike these middlemen, domestic merchants are independent businessUnlike these middlemen, domestic merchants are independent business
that are in business to make a profit rather than to receive a fee. Thethat 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.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  marketThe  mark  up  is  affected  by  the  profit  motive  as  well  as  by  market
conditions.  In  any  case,  the  export  merchant,  hopes that  the  price  atconditions.  In  any  case,  the  export  merchant,  hopes that  the  price  at
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which the product is sold will exceed all costs and expenses in order towhich the product is sold will exceed all costs and expenses in order to
provide a profit.provide a profit.

ix) Export Drop Shipperix) Export Drop Shipper
An export drop shipper, also known as a desk jobber or cable merchant, isAn 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 ofa special kind of export merchant. As all these names imply, the mode of
operation requires the drop shippers to request a manufacturer to “dropoperation requires the drop shippers to request a manufacturer to “drop
ship” a product directly to the overseas customer. It is neither practicalship” a product directly to the overseas customer. It is neither practical
nor desirable for the shippers to physically handle or possess the product.nor desirable for the shippers to physically handle or possess the product.
Based on this operational method, the shippers ownership of the goodsBased on this operational method, the shippers ownership of the goods
may only last for a few hours.may only last for a few hours.

x) Export Distributorx) Export Distributor
Whereas  export  merchants  and  drop  shippers  purchase  from  aWhereas  export  merchants  and  drop  shippers  purchase  from  a
manufacturer when ever they receive orders from overseas,  an exportmanufacturer when ever they receive orders from overseas,  an export
distributor  deals  with  the  manufacturer  on  a  continuous  basis.  Thisdistributor  deals  with  the  manufacturer  on  a  continuous  basis.  This
distributor is authorized and granted an exclusive right to represent thedistributor is authorized and granted an exclusive right to represent the
manufacturer and to sell in some or all foreign markets. It pays for goodsmanufacturer and to sell in some or all foreign markets. It pays for goods
in  its  domestic  transaction  with  the  manufacturer  and  handles  allin  its  domestic  transaction  with  the  manufacturer  and  handles  all
financial risks in the foreign sale.financial risks in the foreign sale.

An export distributor differs from a foreign distributor simply in location.An export distributor differs from a foreign distributor simply in location.
The foreign distributor is located in a particular foreign country and isThe foreign distributor is located in a particular foreign country and is
authorized to distribute and sell the product there. The export distributor,authorized to distribute and sell the product there. The export distributor,
in comparison, is located in the manufacturers country and is authorizedin comparison, is located in the manufacturers country and is authorized
to sell in one or more markets abroad.to sell in one or more markets abroad.

xi) Trading Companyxi) Trading Company
In  international  marketing  activities  for  many  countries,  tradingIn  international  marketing  activities  for  many  countries,  trading
companies may be the most dominant form in volume of business and incompanies may be the most dominant form in volume of business and in
influence.  Many  trading  companies  are  large  and  have  branchesinfluence.  Many  trading  companies  are  large  and  have  branches
wherever they do business. A trading company performs many functions.wherever they do business. A trading company performs many functions.
The  term describes  many  intermediaries  that  are  neither  brokers  norThe  term describes  many  intermediaries  that  are  neither  brokers  nor
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import merchants. A trading company may buy and sell as a market. Itimport merchants. A trading company may buy and sell as a market. It
may handle goods on consignment, or it may act as a commission housemay handle goods on consignment, or it may act as a commission house
for some buyers. By representing several clients, it resembles an EMC,for some buyers. By representing several clients, it resembles an EMC,
except for the fact that it:except for the fact that it:

 has more diverse product lineshas more diverse product lines
 offers more servicesoffers more services
 is larger and better financedis larger and better financed
 takes title (ownership) to merchandisetakes title (ownership) to merchandise
 it is not exclusively restricted to engage in export trade, andit is not exclusively restricted to engage in export trade, and
 goods  beyond  the  role  of  an  intermediary  (which  provides  onlygoods  beyond  the  role  of  an  intermediary  (which  provides  only

export  facilitation  service)  by  engaging  directly  in  production,export  facilitation  service)  by  engaging  directly  in  production,
physical distribution channel development, financing and resourcephysical distribution channel development, financing and resource
development.development.

Firms may rely on existing channel,  or they may use new channels toFirms may rely on existing channel,  or they may use new channels to
better  serve  current  customers  and  reach  prospective  customers.   Inbetter  serve  current  customers  and  reach  prospective  customers.   In
selecting  their  channels,  a  firm  should  seek  to  gain  a  differentialselecting  their  channels,  a  firm  should  seek  to  gain  a  differential
advantage.advantage.

Most  distribution  channels  include  middlemen,  but  some  do  not.   AMost  distribution  channels  include  middlemen,  but  some  do  not.   A
channel  consisting  only  of  producer  and  final  customer,  with  notchannel  consisting  only  of  producer  and  final  customer,  with  not
middlemen providing assistance, is called direct distribution. In contrast,middlemen providing assistance, is called direct distribution. In contrast,
a channel of producer, final customer and at least one level of middlemena channel of producer, final customer and at least one level of middlemen
represents  indirect  distribution.   Diverse  distribution  channels  existrepresents  indirect  distribution.   Diverse  distribution  channels  exist
today.  today.  

11.4 CHANNELS DECISION11.4 CHANNELS DECISION

As in any domestic market, the international market requires a marketerAs in any domestic market, the international market requires a marketer
to make at least three channel decisions: length, width, and number ofto make at least three channel decisions: length, width, and number of
channels of distribution.channels of distribution.

i) Channel Lengthi) Channel Length
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Channel length is concerned with the number of times a product changesChannel length is concerned with the number of times a product changes
hands among intermediaries before it  reaches the final consumer. Thehands among intermediaries before it  reaches the final consumer. The
channel is considered long when a manufacturer is required to move itschannel is considered long when a manufacturer is required to move its
product through several middlemen.product through several middlemen.

ii) Channel Widthii) Channel Width
Channel width is related to the number of middlemen at a particular pointChannel width is related to the number of middlemen at a particular point
or step in the distribution channel.  Channel width is a function of theor 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 anumber of wholesalers and the different kinds that are used, as well as a
function of the number and kind of retailers. As more intermediaries orfunction of the number and kind of retailers. As more intermediaries or
more  types  are  used  at  a  certain  point  in  the  channel,  the  channelmore  types  are  used  at  a  certain  point  in  the  channel,  the  channel
becomes wider and more intensive.becomes wider and more intensive.

iii) Number of Distribution Channeliii) Number of Distribution Channel
Another  decision  that  concerns  the  manufacturer  is  the  number  ofAnother  decision  that  concerns  the  manufacturer  is  the  number  of
distribution  channels  to  be  used.  In  some  circumstances  thedistribution  channels  to  be  used.  In  some  circumstances  the
manufacturer  may  employ  many  channels  to  move  its  product  tomanufacturer  may  employ  many  channels  to  move  its  product  to
consumers. For example, it may use a long channel and a direct channelconsumers. For example, it may use a long channel and a direct channel
simultaneously.  The  use  of  dual  distribution  is  common  if  thesimultaneously.  The  use  of  dual  distribution  is  common  if  the
manufacturer  has  different  brands  intended  for  different  kinds  ofmanufacturer  has  different  brands  intended  for  different  kinds  of
consumers. Another reason for using multiple channels may involve theconsumers. Another reason for using multiple channels may involve the
manufacturers setting up its own direct sales force in a foreign marketmanufacturers setting up its own direct sales force in a foreign market
where the manufacturer cannot remove the original channel (eg. Agents)where the manufacturer cannot remove the original channel (eg. Agents)
because of a strategic or legal reasons. because of a strategic or legal reasons. 

There is no single across the board solution for all manufacturers channelThere is no single across the board solution for all manufacturers channel
decision. Yet there are certain guidelines that can assist a manufacturerdecision. Yet there are certain guidelines that can assist a manufacturer
in  making  a  good  decision.  Factors  that  may  be  taken  into  accountin  making  a  good  decision.  Factors  that  may  be  taken  into  account
include  legal  regulation,  product  image  and  characteristicsinclude  legal  regulation,  product  image  and  characteristics
intermediary’s loyalty and conflict, and local customs.intermediary’s loyalty and conflict, and local customs.

i) Legal Regulationsi) Legal Regulations
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A country  may  have  specific  laws  that  rule  out  the  use  of  particularA  country  may  have  specific  laws  that  rule  out  the  use  of  particular
channels or middlemen. France for example, prohibits the use of door tochannels or middlemen. France for example, prohibits the use of door to
door selling. The Iraqi legislation prohibits state enterprise from dealingdoor selling. The Iraqi legislation prohibits state enterprise from dealing
with  third  party  intermediaries  (including  commission  agents)  inwith  third  party  intermediaries  (including  commission  agents)  in
obtaining foreign supplies.obtaining foreign supplies.

ii) Product Image and Characteristicsii) Product Image and Characteristics
The  product  image  desired  by  a  manufacturer  dictate  the  manner  inThe  product  image  desired  by  a  manufacturer  dictate  the  manner  in
which  the  product  is  distributed.  A  product  with  a  low-price  imagewhich  the  product  is  distributed.  A  product  with  a  low-price  image
requires intensive distribution. On the other hand, it is not necessary norrequires intensive distribution. On the other hand, it is not necessary nor
even desirable for a prestigious product to have wide distribution.even desirable for a prestigious product to have wide distribution.

For high-unit  value,  low turnover specialty  goods,  a  manufacturer canFor high-unit  value,  low turnover specialty  goods,  a  manufacturer can
shorten and narrow its distribution channel. Consumers are likely to doshorten and narrow its distribution channel. Consumers are likely to do
some  comparison  shopping  and  will  more  or  less  actively  seeksome  comparison  shopping  and  will  more  or  less  actively  seek
information about all brands under consideration. In such cases, limitedinformation about all brands under consideration. In such cases, limited
product exposure is not an impediment to market success. product exposure is not an impediment to market success. 

iii) Middlemen’s Loyalty and Conflictiii) Middlemen’s Loyalty and Conflict
One ingredient for an effective channel is satisfied channel members. AsOne ingredient for an effective channel is satisfied channel members. As
the channel widens and as the number of channel increases, more directthe channel widens and as the number of channel increases, more direct
competition among channel members is inevitable. Some members willcompetition among channel members is inevitable. Some members will
perceive large competing members and self service members as beingperceive large competing members and self service members as being
unfair. unfair. 

Some  members  will  blame  the  manufacturers  for  being  motivated  bySome members  will  blame  the  manufacturers  for  being  motivated  by
greed when setting up a more intensive network. greed when setting up a more intensive network. 

In  effect,  intensive  distribution  reduces  channel  members  cooperationIn  effect,  intensive  distribution  reduces  channel  members  cooperation
and their loyalty as well as increases channel conflict.and their loyalty as well as increases channel conflict.
iv) Local Customsiv) Local Customs
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Local  business  practices,  whether  outmoded  or  not  can  interior  withLocal  business  practices,  whether  outmoded  or  not  can  interior  with
efficiency and productivity and may force a manufacturer to employ aefficiency and productivity and may force a manufacturer to employ a
channel of distribution that is longer and wider than desired.channel of distribution that is longer and wider than desired.

i.e.,  Because  of  Japan’s  multi  distribution  system,  which  relies  oni.e.,  Because  of  Japan’s  multi  distribution  system,  which  relies  on
numbers of  layers of  middlemen, companies often find it  necessary tonumbers of  layers of  middlemen, companies often find it  necessary to
form a joint venture with Japanese firm.form a joint venture with Japanese firm.

v) Power and Coercionv) Power and Coercion
The one party with resources and alternatives can demand more becauseThe one party with resources and alternatives can demand more because
it needs the other party less. As such, the least dependent member of theit needs the other party less. As such, the least dependent member of the
channel members to accept its plan. Dealers in a developing country dochannel members to accept its plan. Dealers in a developing country do
not  retaliate  against  the  manufacturers  use  of  coercive  influencenot  retaliate  against  the  manufacturers  use  of  coercive  influence
strategies. strategies. 

vi) Controlvi) Control
If it has a choice, a manufacturer that wants to have better control overIf it has a choice, a manufacturer that wants to have better control over
its  product  distributor  may  want  to  both  shorten  and  narrow  itsits  product  distributor  may  want  to  both  shorten  and  narrow  its
distribution channel. i.e., In England 75% of the beer is sold in pubs, mostdistribution 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  ownof  which are  owned by  the  big  brewer who naturally  push  their  own
brands.brands.

In conclusion, there are a number of factors that affect channel decisions.In conclusion, there are a number of factors that affect channel decisions.
Some of these factors are interrelated empirically, it has been shown thatSome of these factors are interrelated empirically, it has been shown that
overseas  distribution  channel  choice  is  affected  by  culture  and  otheroverseas  distribution  channel  choice  is  affected  by  culture  and  other
product constraints. product constraints. 

11.5 PHYSICAL DISTRIBUTION11.5 PHYSICAL DISTRIBUTION

Physical distribution is a necessary as well as a costly activity.  In thePhysical distribution is a necessary as well as a costly activity.  In the
developed economies, the distribution sector typically accounts for one-developed economies, the distribution sector typically accounts for one-
third of the gross domestic product (GDP).   Furthermore, internationalthird of the gross domestic product (GDP).   Furthermore, international
logistics costs can account for 25 to 35 percent of the sales value of alogistics costs can account for 25 to 35 percent of the sales value of a
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product, a significant difference from the 8 to 10 percent for domesticproduct, a significant difference from the 8 to 10 percent for domestic
shipment.shipment.

In its full scope, physical distribution for manufacturers includes the flowIn its full scope, physical distribution for manufacturers includes the flow
of raw materials form their sources of supply to the production line andof 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 thethe movement of finished goods from the end of the production line to the
final users' locations.  Middlemen manage the flows of goods onto theirfinal users' locations.  Middlemen manage the flows of goods onto their
shelves as well as from their shelves to customers' homes, stores, or othershelves as well as from their shelves to customers' homes, stores, or other
places of business.  The activities comprising physical distribution are:-places of business.  The activities comprising physical distribution are:-
Inventory  location  and  warehousing;  Materials  handling  ;  InventoryInventory  location  and  warehousing;  Materials  handling  ;  Inventory
control ;Order processing and Transportation.control ;Order processing and Transportation.

11.5.1 Meaning Of Physical Distribution11.5.1 Meaning Of Physical Distribution

Physical distribution, which we use synonymously with logistics, Physical distribution, which we use synonymously with logistics, 
consists of all the activities concerned with moving the right consists of all the activities concerned with moving the right 
amount of the right products to the right place at the right timeamount of the right products to the right place at the right time

The  strategic  use  of  physical  distribution  may  enable  a  company  toThe  strategic  use  of  physical  distribution  may  enable  a  company  to
strengthen  its  competing  position  by  providing  more  customerstrengthen  its  competing  position  by  providing  more  customer
satisfaction  and/or  by  reduction operating costs.   The management  ofsatisfaction  and/or  by  reduction operating costs.   The management  of
physical  distribution can also affect a firms marketing mix particularlyphysical  distribution can also affect a firms marketing mix particularly
product planning, pricing, and distribution channels.  Each opportunity isproduct planning, pricing, and distribution channels.  Each opportunity is
described below. described below. 

a)a) Improve customer serviceImprove customer service
A well -run logistics system can improve the service a firm provides itsA well -run logistics system can improve the service a firm provides its
customers whether they are middlemen or ultimate users.   To ensurecustomers whether they are middlemen or ultimate users.   To ensure
reliable  customer  service,  management  should  set  standards  ofreliable  customer  service,  management  should  set  standards  of
performance for each subsystem of physical distribution.  performance for each subsystem of physical distribution.  

b) Reduce distribution costsb) Reduce distribution costs
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Many avenues to cost  reductions may be opened by effective physicalMany avenues to cost  reductions may be opened by effective physical
distribution  management.   For  example,  eliminating  unneededdistribution  management.   For  example,  eliminating  unneeded
warehouses will lower costs.  Consolidating stocks at fewer locations maywarehouses will lower costs.  Consolidating stocks at fewer locations may
reduce  inventories  and  their  attendant  carrying  costs  and  capitalreduce  inventories  and  their  attendant  carrying  costs  and  capital
investment.investment.

c) Create time and place utilitiesc) Create time and place utilities
Storage, which is a part of warehousing, creates time utility.  Storage isStorage, which is a part of warehousing, creates time utility.  Storage is
essential  to  correct  imbalances  in  the  timing  of  production  andessential  to  correct  imbalances  in  the  timing  of  production  and
consumption.consumption.

Transportation adds value to products by creating place utility.Transportation adds value to products by creating place utility.

d) Stabilize prices: -d) Stabilize prices: -
Careful  management  of  warehousing  and  transportation  can  helpCareful  management  of  warehousing  and  transportation  can  help
stabilize prices for an individual firm or for an entire industry.  If marketstabilize prices for an individual firm or for an entire industry.  If market
is temporarily glutted with a product, sellers can store it until supply andis temporarily glutted with a product, sellers can store it until supply and
demand conditions are better balanced.  demand conditions are better balanced.  

11.5.2 Tasks Of Physical Distribution11.5.2 Tasks Of Physical Distribution
Physical distribution refers to the actual physical flow of products.  InPhysical distribution refers to the actual physical flow of products.  In
contrast,  physical  distribution  management  is  the  development  andcontrast,  physical  distribution  management  is  the  development  and
operation of  processes  resulting  in  the  effective  and efficient  physicaloperation of  processes  resulting  in  the  effective  and efficient  physical
flow of products.  An effective physical distribution system is built aroundflow of products.  An effective physical distribution system is built around
five  interdependent  subsystems:  inventory  location  and  warehousing,five  interdependent  subsystems:  inventory  location  and  warehousing,
materials  handling,  inventory  control,  order  processing,  andmaterials  handling,  inventory  control,  order  processing,  and
transportation. Each must be carefully coordinated with the others.transportation. Each must be carefully coordinated with the others.

a)a) Inventory location and warehousingInventory location and warehousing
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The name of the game in physical distribution is inventory management.The name of the game in physical distribution is inventory management.
One important consideration is warehousing, which embraces a range ofOne important consideration is warehousing, which embraces a range of
functions,  such  as  assembling,  dividing  (bulk-breaking),  and  storingfunctions,  such  as  assembling,  dividing  (bulk-breaking),  and  storing
products  and  preparing  them for  reshipping.   Management  must  alsoproducts  and  preparing  them for  reshipping.   Management  must  also
consider the size, location, and transportation of inventories.  These fourconsider the size, location, and transportation of inventories.  These four
areas are interrelated. The number and locations of inventory sites, forareas are interrelated. The number and locations of inventory sites, for
example, influence inventory size, and transportation methods.example, influence inventory size, and transportation methods.

b)b) Materials HandlingMaterials Handling
Selecting the proper equipment to physically handle products, includingSelecting the proper equipment to physically handle products, including
the warehouse building itself,  is  the materials  handling subsystems ofthe warehouse building itself,  is  the materials  handling subsystems of
physical distribution management.  Equipment that is well matched to thephysical distribution management.  Equipment that is well matched to the
task can minimize losses from breakage, spoilage, and theft.  Efficienttask can minimize losses from breakage, spoilage, and theft.  Efficient
equipment  can  reduce  handling  costs  as  well  as  time  required  forequipment  can  reduce  handling  costs  as  well  as  time  required  for
handling.  Containerization is a cargo-handling system that has becomehandling.  Containerization is a cargo-handling system that has become
standard  practice  in  physical  distribution.   Containerization  minimizesstandard  practice  in  physical  distribution.   Containerization  minimizes
physical handling thereby reducing damage, lessening the risk of theft,physical handling thereby reducing damage, lessening the risk of theft,
and allowing for more efficient transportation. and allowing for more efficient transportation. 

c) Inventory controlc) Inventory control
Maintaining control over the size and composition, of inventories, whichMaintaining control over the size and composition, of inventories, which
represent a sizable investment for most companies, is essential  to anyrepresent a sizable investment for most companies, is essential  to any
physical  distribution  system.   The  goal  of  inventory  control  is  to  fillphysical  distribution  system.   The  goal  of  inventory  control  is  to  fill
customers' order promptly, completely, and accurately while minimizingcustomers' order promptly, completely, and accurately while minimizing
both the investment and fluctuations in inventories.  both the investment and fluctuations in inventories.  

d) Order processingd) Order processing
Still  another  part  of  the  physical  distribution  system  is  a  set  ofStill  another  part  of  the  physical  distribution  system  is  a  set  of
procedures  for  receiving,  handling,  and  filling  orders.   The  orderprocedures  for  receiving,  handling,  and  filling  orders.   The  order
processing subsystem should include provision for billing, granting credit,processing subsystem should include provision for billing, granting credit,
preparing invoices, and collecting past-due accounts.  Consumer ill willpreparing invoices, and collecting past-due accounts.  Consumer ill will
results if a company makes mistakes or is slow in filling orders.  That'sresults if a company makes mistakes or is slow in filling orders.  That's
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why more and more companies have turned to computers to execute mostwhy more and more companies have turned to computers to execute most
of their order processing activities. of their order processing activities. 

e) Transportatione) Transportation
A major function of the physical distribution system in many companies isA major function of the physical distribution system in many companies is
transportation - shipping products to customers.transportation - shipping products to customers.

11.5.3 Modes of Distribution11.5.3 Modes of Distribution
The  availability  of  transportation  is  one  important  factor  affecting  aThe  availability  of  transportation  is  one  important  factor  affecting  a
company’s site selection, to move a product both between countries andcompany’s site selection, to move a product both between countries and
with in a country.with in a country.

There are three fundamental modes of transportation: air, water (OceanThere are three fundamental modes of transportation: air, water (Ocean
and  inland),  and  land  (rail  and  truck).  Ocean  and  air  shipments  areand  inland),  and  land  (rail  and  truck).  Ocean  and  air  shipments  are
appropriate  for  transportation  between  countries,  especially  when  theappropriate  for  transportation  between  countries,  especially  when  the
distance is considerable and the boundaries are not joined. Inland water,distance is considerable and the boundaries are not joined. Inland water,
rail, and track are more suitable for inland and domestic transportation.rail, and track are more suitable for inland and domestic transportation.
When countries are connected by land, it is possible to use rail and truckWhen countries are connected by land, it is possible to use rail and truck
to move merchandise from locations.to move merchandise from locations.

The appropriate transportation mode depends on The appropriate transportation mode depends on 
i)i) market locationmarket location
ii)ii) speed andspeed and
iii)iii) costcost

A firm must first consider market location. Contiguous markets can beA firm must first consider market location. Contiguous markets can be
served by rail or truck. To move goods between continents, ocean or airserved by rail or truck. To move goods between continents, ocean or air
transportation is needed. Speed is another consideration. When speed istransportation is needed. Speed is another consideration. When speed is
essential,  air  transport  is  without  question  the  preferred  mode  ofessential,  air  transport  is  without  question  the  preferred  mode  of
distribution. Air transport is also necessary when the need is urgent ordistribution. Air transport is also necessary when the need is urgent or
when delivery must be quickly completed as promised.  For perishablewhen delivery must be quickly completed as promised.  For perishable
items, a direct flight is preferable because a shorter period in transportitems, a direct flight is preferable because a shorter period in transport
reduces both spoilage and theft.reduces both spoilage and theft.
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Finally cost must be considered as well. Cost is directly related to speed aFinally 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 inquick 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 lessterms of other kinds of savings. Packing costs for the air freight are less
than for ocean freight because for air freight the merchandise does notthan 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  arehave  to  be  in  transit  for  a  long  period  of  time  and  the  hazards  are
relatively low.relatively low.

Inland carriers are generally bear the responsibility for any damage toInland carriers are generally bear the responsibility for any damage to
goods while in their possession. The same thing cannot be said for oceangoods while in their possession. The same thing cannot be said for ocean
carriers. Their reluctance to accept responsibility is due to the numerouscarriers. Their reluctance to accept responsibility is due to the numerous
unavoidable  perils  found  at  sea.  Such  perils  include  severe  weather,unavoidable  perils  found  at  sea.  Such  perils  include  severe  weather,
seawater, standing, fire, collusion and sinking. As a result, ocean carriersseawater, standing, fire, collusion and sinking. As a result, ocean carriers
refuse to accept any liability or loss or damage unless a shipper can proverefuse to accept any liability or loss or damage unless a shipper can prove
that they were purposefully negligent – a difficult task indeed. that they were purposefully negligent – a difficult task indeed. 

To protect against loss or damage and to avoid disputes with overseasTo protect against loss or damage and to avoid disputes with overseas
buyers,  exporters  should  obtain  marine  insurance.  Marine  cargobuyers,  exporters  should  obtain  marine  insurance.  Marine  cargo
insurance is an insurance that covers loss or damage at sea, though ininsurance is an insurance that covers loss or damage at sea, though in
practice it also applies to shipments by mail, air and ship. The insurancepractice 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 ofmay be arranged by either a buyer or seller, depending on the term of
sale.sale.

There are two basic forms of marine insurance:There are two basic forms of marine insurance:
i)i) special (one-time) coverage andspecial (one-time) coverage and
ii)ii) open (blanket) coverage.open (blanket) coverage.

i) Special Policyi) Special Policy
A  special  policy  is  a  one  time  policy  that  insures  a  single  specificA  special  policy  is  a  one  time  policy  that  insures  a  single  specific
shipment.  One time insurance is  relatively  expensive because the riskshipment.  One time insurance is  relatively  expensive because the risk
cannot  be  spread  over  a  number  of  shipments.  Nevertheless,  it  iscannot  be  spread  over  a  number  of  shipments.  Nevertheless,  it  is
practical insurance solution if a seller’s export business is infrequent. practical insurance solution if a seller’s export business is infrequent. 

ii) An Open Policyii) An Open Policy

287



An open policy is an insurance contract issued to a firm in order to coverAn open policy is an insurance contract issued to a firm in order to cover
all  its  shipments  as  described  in  the  policy  within  named geographicall  its  shipments  as  described  in  the  policy  within  named geographic
regions.  The  policy  is  open  in  the  sense  that  it  is  continuous  byregions.  The  policy  is  open  in  the  sense  that  it  is  continuous  by
automatically providing coverage on all cargo moving at the seller’s risk.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  individualThe policy  is  also open in  the  sense that  the values of  the  individual
shipments cannot be known in advance. Under this policy, no reports ofshipments cannot be known in advance. Under this policy, no reports of
individual shipments cannot be known in advance. Under this policy, noindividual shipments cannot be known in advance. Under this policy, no
reports of individual shipments are required, although the insured mustreports of individual shipments are required, although the insured must
declare all shipments to the underwriter. To protect cargo, an insurancedeclare all shipments to the underwriter. To protect cargo, an insurance
policy must specify the kinds of protection desired. In providing coverage,policy must specify the kinds of protection desired. In providing coverage,
the policy distinguishes between particular average and general average. the policy distinguishes between particular average and general average. 

1. General Average1. General Average
General average is a sacrifice made intentionally for the common good toGeneral average is a sacrifice made intentionally for the common good to
diminish an impeding peril. Any loss in a sea adventure is shared by alldiminish 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 aparties (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 partiescontribution 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 onthrough 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, theboard for the general benefit of all parties. To have a general average, the
following considerations must exist:following considerations must exist:

-- A peril that threatens the whole adventureA peril that threatens the whole adventure
-- A  sacrifice,  either  physical  or  in  the  form  of  unusual  expenseA  sacrifice,  either  physical  or  in  the  form  of  unusual  expense

incurred andincurred and
-- A measure of success, for if  nothing is saved there is nothing toA measure of success, for if  nothing is saved there is nothing to

contribute. contribute. 

A merchant’s protection with respect to general average assessment isA merchant’s protection with respect to general average assessment is
largely dependent on the extent to which the merchant has insured thelargely dependent on the extent to which the merchant has insured the
property.  If  the  insured  value  equals  or  exceeds  the  CIF  value  (theproperty.  If  the  insured  value  equals  or  exceeds  the  CIF  value  (the
contributory  value),  the  underwriter  will  pay  the  general  averagecontributory  value),  the  underwriter  will  pay  the  general  average
assessment in full. Otherwise, the merchant will be paid a pro-rata valueassessment in full. Otherwise, the merchant will be paid a pro-rata value
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in the amount borne by the insured as a proportion of the total assessedin the amount borne by the insured as a proportion of the total assessed
value. Such payments are normally affected by any clause dealing with avalue. Such payments are normally affected by any clause dealing with a
particular average.particular average.

2. Particular Average2. Particular Average
Particular average is a partial loss of an accidental nature resulting fromParticular average is a partial loss of an accidental nature resulting from
a peril against which there is insurance. Unlike general average, the lossa peril against which there is insurance. Unlike general average, the loss
is only experienced by the particular insured that is affected. In this case,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 theonly shipper’s insurer is liable, subject to the terms and conditions of the
policy.  For  example,  if  the  specified  condition  is  free  of  particularpolicy.  For  example,  if  the  specified  condition  is  free  of  particular
average, a partial loss is not covered, unless the loss is caused by theaverage, 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 withstranding, sinking, burning, or collision of the ship. In the case of with
average,  a  shipment  is  protected from partial  damage as  long  as  theaverage,  a  shipment  is  protected from partial  damage as  long  as  the
damage exceeds 3% (or some specified percentage) of the total  cargodamage exceeds 3% (or some specified percentage) of the total  cargo
value.value.

3. Free of damage insurance3. Free of damage insurance
This type of coverage is very limited, because it only covers total,  notThis type of coverage is very limited, because it only covers total,  not
partial, loss of goods (Actual or absolute total loss).partial, loss of goods (Actual or absolute total loss).

4.  Fire and sea perils4.  Fire and sea perils
Perils  of  the  sea  are  the  general  words  used  in  the  perils.  Clause  toPerils  of  the  sea  are  the  general  words  used  in  the  perils.  Clause  to
include losses caused by unusual forces of nature while operating in andinclude losses caused by unusual forces of nature while operating in and
about navigable waters. Examples of sea perils include the opening ofabout navigable waters. Examples of sea perils include the opening of
seams  caused  by  heavy  weather  resulting  in  seawater  entering  andseams  caused  by  heavy  weather  resulting  in  seawater  entering  and
causing damage to cargo.causing damage to cargo.

When the insured has fire and sea perils coverage, claims are paid onlyWhen 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 thewhen the vessel is stranded sink, burned or in collision, and only if the
damage is caused by fire or sea perils.damage is caused by fire or sea perils.

  Fire and sea perils with damage  Fire and sea perils with damage
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This coverage is similar to fire and sea perils, but it is not necessary toThis 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.show that the vessel has been standard, sink burned and in collision.

   All risk insurance   All risk insurance
This is the most complete type of coverage but applies only to physicalThis is the most complete type of coverage but applies only to physical
loss of cargo or damage from an external cause suffered in transit.  Itloss of cargo or damage from an external cause suffered in transit.  It
excludes war, strikes, riots, costs of delay, and loss due to the inherentexcludes war, strikes, riots, costs of delay, and loss due to the inherent
nature of goods.nature of goods.

All of the above policies provide for general average and include salvageAll of the above policies provide for general average and include salvage
changes. A firm can also insure profit through a valuation clause in thechanges. A firm can also insure profit through a valuation clause in the
cargo policy, which insures exports and a fixed basis of valuation. Thecargo policy, which insures exports and a fixed basis of valuation. The
following is an example of a typical valuation clause in a marine policy.following is an example of a typical valuation clause in a marine policy.
Valued at amount of income plus 10%.Valued at amount of income plus 10%.

11.6 SHIPPING DOCUMENTS11.6 SHIPPING DOCUMENTS

It  is  not  an exaggeration to say that,  "paper moves cargo".   To moveIt  is  not  an exaggeration to say that,  "paper moves cargo".   To move
cargo,  documentation  is  a  necessity.   Moving  cargo  to  an  overseascargo,  documentation  is  a  necessity.   Moving  cargo  to  an  overseas
destination is a much more complex task than transportation of freightdestination is a much more complex task than transportation of freight
locally.  Other than the usual package designed to protect and/or promotelocally.  Other than the usual package designed to protect and/or promote
a product while on display, packing (shipping package) is necessary if thea product while on display, packing (shipping package) is necessary if the
merchandise is to be properly protected during shipment. Before a sellermerchandise is to be properly protected during shipment. Before a seller
can request payment, the seller must provide the buyer with a number ofcan request payment, the seller must provide the buyer with a number of
documents showing that the terms agreed upon have been compiled with.documents showing that the terms agreed upon have been compiled with.
The  buyer  requires  such  documents  to  protect  him  and  to  satisfy  itsThe  buyer  requires  such  documents  to  protect  him  and  to  satisfy  its
government requirements. The documents that is used in clearing goodsgovernment requirements. The documents that is used in clearing goods
from customs authority are as follows:-from customs authority are as follows:-

1. Commercial Invoice1. Commercial Invoice
To collect payment, an invoice is needed.  There are two kinds of invoices.To collect payment, an invoice is needed.  There are two kinds of invoices.

i)i) Pro-forma invoice:  Pro-forma invoice:  is an invoice provided by a supplieris an invoice provided by a supplier
prior to the shipment of merchandise.  The purpose of this invoice isprior to the shipment of merchandise.  The purpose of this invoice is
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to inform the buyer of the kinds and quantities of goods to be sentto inform the buyer of the kinds and quantities of goods to be sent
their  value and important  specification (weight,  size  and so  on).their  value and important  specification (weight,  size  and so  on).
The buyer may also need the pro-forma invoice in order to be ableThe 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.to apply for an import license and/or a letter of credit.

ii)ii) Commercial invoice:Commercial invoice: A commercial invoice is a document A commercial invoice is a document
that provides an itemized list of goods shipped and other charges.that provides an itemized list of goods shipped and other charges.
As  a  complete  record  of  the  business  transaction  between  twoAs  a  complete  record  of  the  business  transaction  between  two
parties, it provides a complete description of merchandise quantity,parties, it provides a complete description of merchandise quantity,
price and shipping and payment terms.price and shipping and payment terms.

2. Certificate of origin2. Certificate of origin
A certificate of origin is a document prepared by the exporter and used toA certificate of origin is a document prepared by the exporter and used to
identify or declare that the merchandise originated in a certain country.identify or declare that the merchandise originated in a certain country.
It assures the buyer or importer of the country of manufacture.  TheseIt assures the buyer or importer of the country of manufacture.  These
documents are necessary for tariff and control purposes.  Some countriesdocuments are necessary for tariff and control purposes.  Some countries
may require statements of origin to establish possible preferential ratesmay require statements of origin to establish possible preferential rates
of  import  duties  under  the  most  favored nation  arrangements.    Thisof  import  duties  under  the  most  favored nation  arrangements.    This
certificate  also  prevents  the  inadvertent  important  of  goods  fromcertificate  also  prevents  the  inadvertent  important  of  goods  from
prohibited or unfriendly countries.prohibited or unfriendly countries.

3. Packing list3. Packing list
A packing list is a document that lists the type and number of pieces, theA 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 andcontents, weights, and measurement of each, as well as the marks and
numbers.  Its purpose is to facilitate customs clearance, keep track ofnumbers.  Its purpose is to facilitate customs clearance, keep track of
inventory  of  goods,  and  assists  in  tracing  lost  goods.   For  insuranceinventory  of  goods,  and  assists  in  tracing  lost  goods.   For  insurance
purpose, the packing list can be used in determining the contents of a lostpurpose, the packing list can be used in determining the contents of a lost
piece.  Furthermore, it is also useful in estimating shipping costs prior topiece.  Furthermore, it is also useful in estimating shipping costs prior to
export.export.

4. Airway bill / Bill of lading4. Airway bill / Bill of lading
An airway bill is basically a bill of lading issued by air carriers for airAn airway bill is basically a bill of lading issued by air carriers for air
shipments.  This transport instrument is not a negotiable document.  As ashipments.  This transport instrument is not a negotiable document.  As a
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result, a carrier will release goods to a designated consignee without theresult, a carrier will release goods to a designated consignee without the
waybill.   Bill  of  lading  is  a  document  issued  to  record  shipmentwaybill.   Bill  of  lading  is  a  document  issued  to  record  shipment
transportation.  Usually prepared by a shipper on the shippers’ carrier'stransportation.  Usually prepared by a shipper on the shippers’ carrier's
forms, this document serves three useful functions.forms, this document serves three useful functions.

As a document of title:As a document of title:  it is a certificate of ownership that allows a holder  it is a certificate of ownership that allows a holder
or consignee to claim the merchandise described.or consignee to claim the merchandise described.
As  a  receipt  of  goods:As  a  receipt  of  goods: the  carrier  issues  it  to  the  shipper  for  goods the  carrier  issues  it  to  the  shipper  for  goods
entrusted to the carrier's possession of the freight.entrusted to the carrier's possession of the freight.
As a contract of carriage:As a contract of carriage:  the bill of lading defines the contract terms  the bill of lading defines the contract terms
between the shipper and his carrier.   The conditions under which thebetween the shipper and his carrier.   The conditions under which the
goods are to be carried and the carrier's responsibility for the deliverygoods are to be carried and the carrier's responsibility for the delivery
are specified.are specified.

5. Insurance certificate5. Insurance certificate
A certificate  of  insurance  is  a  negotiable  document  issued  to  provideA certificate  of  insurance  is  a  negotiable  document  issued  to  provide
coverage for a specific shipment.  It briefly describes the transaction andcoverage for a specific shipment.  It briefly describes the transaction and
its coverage.its coverage.

6. Special purpose documents6. Special purpose documents
As in the case of an inspection certificate, an importer may request otherAs in the case of an inspection certificate, an importer may request other
special documents, such as a certificate of weight / measurements andspecial documents, such as a certificate of weight / measurements and
certificate of analysis in order to protect the importer's interest.  Othercertificate of analysis in order to protect the importer's interest.  Other
documents may include - inspection report, warranty, bank permit, etc.documents may include - inspection report, warranty, bank permit, etc.

Check Your Progress ExerciseCheck Your Progress Exercise

1.1. Discuss the factors determining the channel decision?Discuss the factors determining the channel decision?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

2.2. Discuss the types of intermediaries involved in direct channel?Discuss the types of intermediaries involved in direct channel?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

292



3.3. Discuss the types of intermediaries involved under indirect channel?Discuss the types of intermediaries involved under indirect channel?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
4.4. Explain in detail the shipping documents required in customs Explain in detail the shipping documents required in customs 

clearance? clearance? 
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

11.7 SUMMARY11.7 SUMMARY

Ownership  of  a  product  has  to  be  transferred  some  how  from  theOwnership  of  a  product  has  to  be  transferred  some  how  from  the
individual or organization that makes it to the customer who needs andindividual or organization that makes it to the customer who needs and
buys it.  A  middleman is  a  business  firm that  renders  services  relatedbuys 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 producerdirectly 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 taketo the consumer .They are classified on the basis of whether they take
title  to the product  being distributed.  A merchant middleman actuallytitle  to the product  being distributed.  A merchant middleman actually
takes  title  to  the  product  .While  agent  middle  men  do  not.  Antakes  title  to  the  product  .While  agent  middle  men  do  not.  An
organization have two choices when it comes to channel decision .Theyorganization have two choices when it comes to channel decision .They
include direct and indirect channel. In direct channel the seller directlyinclude direct and indirect channel. In direct channel the seller directly
handles the distribution. While under the indirect channel, the seller useshandles the distribution. While under the indirect channel, the seller uses
intermediaries to handle its distribution tasks.intermediaries to handle its distribution tasks.

Goods have to move from the point of production to consumption. TheGoods have to move from the point of production to consumption. The
process traditionally is called physical distribution. Physical distributionprocess traditionally is called physical distribution. Physical distribution
consists of all activities concerned with moving the right amount of theconsists of all activities concerned with moving the right amount of the
right  products  to  the  right  place  at  the  right  time.  The  activitiesright  products  to  the  right  place  at  the  right  time.  The  activities
comprising physical distribution are: inventory location and warehousing,comprising physical distribution are: inventory location and warehousing,
material handling, inventory control, order processing and transportation.material handling, inventory control, order processing and transportation.

To  move  goods  across  the  customs  boundary,  documentation  isTo  move  goods  across  the  customs  boundary,  documentation  is
necessary.  Moving  cargo  to  an  overseas  destination  is  much  morenecessary.  Moving  cargo  to  an  overseas  destination  is  much  more
complex  task  than  transportation  of  freight  locally.  Some  of  thecomplex  task  than  transportation  of  freight  locally.  Some  of  the
documents  necessary  to  clear  goods  from  customs  are:  certificate  ofdocuments  necessary  to  clear  goods  from  customs  are:  certificate  of
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origin,  bill  of  lading,  packing  list,  air  way  bill,  insurance  certificate,origin,  bill  of  lading,  packing  list,  air  way  bill,  insurance  certificate,
special purpose documents, etc.special purpose documents, etc.

11.8 ANSWER TO CHECK YOUR PROGRESS11.8 ANSWER TO CHECK YOUR PROGRESS

1.1. Refer Section 11.4Refer Section 11.4 3. Refer Section 11.3.23. Refer Section 11.3.2
2.2. Refer Section 11.3.1Refer Section 11.3.14. Refer Section 11.64. Refer Section 11.6

UNIT 12: PROMOTION MIX UNIT 12: PROMOTION MIX 

ContentsContents
12.012.0 Aims and ObjectivesAims and Objectives
12.112.1 IntroductionIntroduction
12.212.2 Elements of PromotionElements of Promotion

12.2.112.2.1 Personal SellingPersonal Selling
12.2.1.112.2.1.1 Types of Personal SellingTypes of Personal Selling

12.2.212.2.2 Public Relation/PublicityPublic Relation/Publicity
12.2.312.2.3 Sales PromotionSales Promotion
12.2.412.2.4 AdvertisingAdvertising

12.2.4.112.2.4.1 Advertising MediaAdvertising Media
12.2.512.2.5 Direct MarketingDirect Marketing

12.312.3 SummarySummary
12.412.4 Answer to Check Your Progress Answer to Check Your Progress 

12.0 AIMS AND OBJECTIVES12.0 AIMS AND OBJECTIVES

After studying this unit you will be able to explainAfter studying this unit you will be able to explain
-- meaning of promotionmeaning of promotion
-- elements of promotionelements of promotion
-- the advertising media usedthe advertising media used
-- the tools under sales promotion, etcthe tools under sales promotion, etc

12.1 INTRODUCTION12.1 INTRODUCTION
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Modern marketing calls  for  than developing a good product  pricing itModern marketing calls  for  than developing a good product  pricing it
attractively, and making it accessible to target customers.  Companiesattractively, and making it accessible to target customers.  Companies
must  also  communicate  with  their  present  and  potential  customers,must  also  communicate  with  their  present  and  potential  customers,
retailers, suppliers, other stakeholders,  and the general public.  Everyretailers, suppliers, other stakeholders,  and the general public.  Every
company is inevitable cast into the role of communicator and promoter.company is inevitable cast into the role of communicator and promoter.
For most  companies,  the question is  not  whether to communicate butFor most  companies,  the question is  not  whether to communicate but
rather what to say, to whom, and how often.rather what to say, to whom, and how often.

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

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

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

12.2 ELEMENTS OF PROMOTION12.2 ELEMENTS OF PROMOTION

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

Advertising:-Advertising:- Any  Paid  form  of  non  personal  presentation  andAny  Paid  form  of  non  personal  presentation  and
promotion of ideas, goods, or services by an identified sponsorpromotion of ideas, goods, or services by an identified sponsor
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Sales promotion: Sales promotion: A variety of short-term incentives to encourage trial orA variety of short-term incentives to encourage trial or
purchase of a product or service purchase of a product or service 

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

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

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

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

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

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

The process of CommunicationThe process of Communication

Source’s Source’s Receiver’sReceiver’s
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  Environmental FactorsEnvironmental Factors Environmental factorsEnvironmental factors

Source’s Source’s Receiver’sReceiver’s
  Field of experienceField of experience     Field of experienceField of experience  

  SourceSource eencoding ncoding     informationinformation DecodingDecoding ReceiverReceiver  

              

FeedbackFeedback

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

12.2.1 Personal Selling12.2.1 Personal Selling
The goal of all marketing efforts is to increase profitable sales by offering 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 want satisfaction to consumers over the long run. Personal selling is by 
far the major promotional method used to reach this goal. Personal far the major promotional method used to reach this goal. Personal 
selling can be defined as follows:-selling can be defined as follows:-

"  Personal  selling  is  the  personal  communication  of  information  to"  Personal  selling  is  the  personal  communication  of  information  to
persuade somebody to buy something"persuade somebody to buy something"11

According  to  AMA,  personal  selling  is  an  “oral  presentation  in  aAccording  to  AMA,  personal  selling  is  an  “oral  presentation  in  a
conversion with one or more prospective purchases for the purpose ofconversion with one or more prospective purchases for the purpose of
making  sales.  Personal  selling  is  more  known  commonly  asmaking  sales.  Personal  selling  is  more  known  commonly  as
salesmanshipsalesmanship..22

Personal selling is the individual, personal communication of information,Personal selling is the individual, personal communication of information,
in contrasts to the mass, impersonal communication of advertising, salesin contrasts to the mass, impersonal communication of advertising, sales
promotion, and other promotional tools.promotion, and other promotional tools.
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This means that the personal selling is more flexible than these otherThis means that the personal selling is more flexible than these other
tools.  Sales  people  can  tailor  their  presentation  to  fit  the  needs  andtools.  Sales  people  can  tailor  their  presentation  to  fit  the  needs  and
behavior of individual customers. Sales people can see their customer's'behavior of individual customers. Sales people can see their customer's'
reaction  to  a  particular  sales  approach and make adjustments  on  thereaction  to  a  particular  sales  approach and make adjustments  on  the
spot. spot. 

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

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

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

12.2.1.1 Types Of Personal Selling12.2.1.1 Types Of Personal Selling
The types of selling jobs and the activities involved in them covers a wideThe 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 sellingrange. One way of classify sales jobs is on the basis of the creative selling
skills required, from the simple to the complexskills required, from the simple to the complex

Robert MCcmurry, classified sales jobs as follows:-Robert MCcmurry, classified sales jobs as follows:-

1.1. Driver- sales person:-Driver- sales person:-

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

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

3.3. Outside order takerOutside order taker

In this position the sales person goes to the customer in the field andIn 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 aaccepts an order. An example is a hardware sales person calling on a
retail hardware store, or a sales representative for a radio station whoretail hardware store, or a sales representative for a radio station who
sells advertising time to local business. The majority of these sales aresells advertising time to local business. The majority of these sales are
repeat  orders  to  established  customers,  although  these  sales  peoplerepeat  orders  to  established  customers,  although  these  sales  people
occasionally do introduce new products to customers.occasionally do introduce new products to customers.
  
4. Missionary sales person:-4. Missionary sales person:-

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

5. Sales Engineer:-5. Sales Engineer:-

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

6. Creative sales person- an order getter.6. Creative sales person- an order getter.
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This  involves  the  creative  selling  of  goods  &  intangibles-  primarilyThis  involves  the  creative  selling  of  goods  &  intangibles-  primarily
services, but also social causes and ideas (don't do drags, stop smoking,services, but also social causes and ideas (don't do drags, stop smoking,
obey  speed  limit  etc.).  This  category  contains  most  complex,  difficultobey  speed  limit  etc.).  This  category  contains  most  complex,  difficult
selling jobs-  especially  the creative selling of  intangibles,  because youselling jobs-  especially  the creative selling of  intangibles,  because you
can't see, touch, taste, or smell them. Customers often are not aware ofcan'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  thattheir  needs  for  a  seller’s  product,  or  they  may  not  realize  how  that
product  can satisfy  their  wants  better  than the product  they  are  nowproduct  can satisfy  their  wants  better  than the product  they  are  now
using.using.

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

1. Selling centers- Team selling1. Selling centers- Team selling
To match the expertise on the buying side, especially in business markets,To match the expertise on the buying side, especially in business markets,
a  growing  number  of  firms  on  the  selling  side  have  adapted  thea  growing  number  of  firms  on  the  selling  side  have  adapted  the
organizational concept of a selling center. A selling center is a group oforganizational concept of a selling center. A selling center is a group of
people representing a sales department as well as other functional areaspeople representing a sales department as well as other functional areas
in a  firm such as finance,  production,  and research and development.in a  firm such as finance,  production,  and research and development.
Team selling is expensive, and is used only when there is a potential forTeam selling is expensive, and is used only when there is a potential for
high sales volume and profit.  high sales volume and profit.  

2. 2. System sellingSystem selling
The  concept of systems selling means selling a total package of relatedThe  concept of systems selling means selling a total package of related
goods and services- a system- to solve a customer’s problem. The idea isgoods 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 thethat the system-the total package of goods and services – will satisfy the
buyer’s needs more effectively than selling individual products separatelybuyer’s needs more effectively than selling individual products separately..
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3.3.  Relationship sellingRelationship selling
Developing  a  mutually  beneficial  relationship  with  selected  customersDeveloping  a  mutually  beneficial  relationship  with  selected  customers
over time is relationship selling. It may be an extension of team selling, orover time is relationship selling. It may be an extension of team selling, or
it may be developed by individual's sales representative in their dealingsit may be developed by individual's sales representative in their dealings
with customers. The seller attempts to develop a deeper, linger-lastingwith customers. The seller attempts to develop a deeper, linger-lasting
relationship built or trust with key customers- usually large accounts.relationship built or trust with key customers- usually large accounts.

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

a)a) Candor Candor – Be truthful in what you say– Be truthful in what you say
b)b) Dependability Dependability – Behave in a reliable manner– Behave in a reliable manner
c)c) CompetenceCompetence- Display your ability, knowledge and resources- Display your ability, knowledge and resources
d)d) Customer orientationCustomer orientation – Place you customers’ needs and  – Place you customers’ needs and 

interest on a par with you owninterest on a par with you own
e)e) LiabilityLiability – Seek a similarity of personality between you and  – Seek a similarity of personality between you and 

the customers, and commonality of interest and goals.the customers, and commonality of interest and goals.

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

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

Telemarketing is growing because:Telemarketing is growing because:
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1)1) many buyers prefer it over personal sales calls in certain selling many buyers prefer it over personal sales calls in certain selling 
situations, and situations, and 

2)2) Many marketers find that it increases selling efficiency.Many marketers find that it increases selling efficiency.

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

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

12.2.2 Public Relation/Publicity12.2.2 Public Relation/Publicity
Like  advertising  and  sales  promotion,  public  relation  is  an  importantLike  advertising  and  sales  promotion,  public  relation  is  an  important
marketing tool.  Not only must the company relate constructively to itsmarketing tool.  Not only must the company relate constructively to its
customers, suppliers and dealers, but it must also relate to a large set ofcustomers, suppliers and dealers, but it must also relate to a large set of
interested publics.  Public relation may be defined as follows:interested publics.  Public relation may be defined as follows:

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

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

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

1.1. Press relation -Presenting news and information about organization inPress relation -Presenting news and information about organization in
the most positive lightthe most positive light

2.2. Product  publicity  -  Sponsoring  various  efforts  to  publicize  specificProduct  publicity  -  Sponsoring  various  efforts  to  publicize  specific
productsproducts

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

4.4. Lobbying -Dealing with legislators and government officials to promoteLobbying -Dealing with legislators and government officials to promote
or defeat legislation and regulationor defeat legislation and regulation

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

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

Publicity is the non-personal stimulation of demand that is not paid for byPublicity is the non-personal stimulation of demand that is not paid for by
a sponsor that has released news to the media. Advertising and publicitya sponsor that has released news to the media. Advertising and publicity
are guile similar in the sense that both require media for a non-personalare guile similar in the sense that both require media for a non-personal
presentation of the promotional message. One difference between the twopresentation of the promotional message. One difference between the two
is that with publicity a company has less control over how the messageis that with publicity a company has less control over how the message
will  be  used  by  the  media.  Another  difference  is  that  publicity  iswill  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 thepresumed to be free in the sense that the media are not paid for the
presentation of the message to the public.presentation of the message to the public.
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There are three means for gaining good publicity:There are three means for gaining good publicity:

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

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

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

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

12.2.3 Sales Promotion12.2.3 Sales Promotion
Sales  promotion  consists  of  those  promotional  activities  other  thanSales  promotion  consists  of  those  promotional  activities  other  than
advertising,  personal  selling,  and  publicity.  As  such,  any  promotionaladvertising,  personal  selling,  and  publicity.  As  such,  any  promotional
activities that do not fall under the other three activities of the promotionactivities that do not fall under the other three activities of the promotion
mix are considered sales promotion.mix are considered sales promotion.

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

12.2.3.1 Meaning12.2.3.1 Meaning

It can be defined as follows:It can be defined as follows:
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"Sales promotion consists of a diverse collection of incentives tools mostly"Sales promotion consists of a diverse collection of incentives tools mostly
short  term  designed  to  stimulate  quicker  and/or  greater  purchase  ofshort  term  designed  to  stimulate  quicker  and/or  greater  purchase  of
particular products by consumer or the trade."particular products by consumer or the trade."

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

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

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

The effectiveness of sales promotion can be tempered by psychologicalThe effectiveness of sales promotion can be tempered by psychological
barriers, and this fact is applicable to middlemen as well as consumers.barriers, and this fact is applicable to middlemen as well as consumers.
Some retailers are reluctant to accept manufacturers coupons becauseSome retailers are reluctant to accept manufacturers coupons because
they fear they will not be reimbursed. Consumers, on the other hand, maythey fear they will not be reimbursed. Consumers, on the other hand, may
review  rebates,  mail-in  coupons,  and  money-back  guarantees  withreview  rebates,  mail-in  coupons,  and  money-back  guarantees  with
suspicious, thinking that something must be wrong with the product.suspicious, thinking that something must be wrong with the product.
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International  marketers  need  to  confirm  the  validity  of  a  statementInternational  marketers  need  to  confirm  the  validity  of  a  statement
concerning the effectiveness of a sales promotion technique. Sometimes,concerning the effectiveness of a sales promotion technique. Sometimes,
casual observation and hearsay have a way of making a particular claimcasual observation and hearsay have a way of making a particular claim
become a statement of fact without support of empirical evidence.become a statement of fact without support of empirical evidence.

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

12.2.3.2 Sales Promotion Tools12.2.3.2 Sales Promotion Tools

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

i) Premium & Giftsi) Premium & Gifts

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

ii) Price Reductions, Discounts and Salesii) Price Reductions, Discounts and Sales

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

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

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

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

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

 Stimulating business user or household demand for a product Stimulating business user or household demand for a product 
 Improving  the  marketing  performance  of  middlemen  and  salesImproving  the  marketing  performance  of  middlemen  and  sales

people people 
 Supplementing advertising and facilitating personal selling.Supplementing advertising and facilitating personal selling.

One sales promotion technique may accomplish one or two but probablyOne sales promotion technique may accomplish one or two but probably
not all of these objectives.not all of these objectives.
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The  choice  of  sales  promotion  techniques  should  be  dictated  by  theThe  choice  of  sales  promotion  techniques  should  be  dictated  by  the
objectives  of  the  total  marketing  program.   Consider  the  followingobjectives  of  the  total  marketing  program.   Consider  the  following
situations and the different strategies available:situations and the different strategies available:

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

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

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

a)a) Most sales promotion have definite starting & ending pointsMost sales promotion have definite starting & ending points
b)b) Most sales promotions are designed to impact sales directlyMost sales promotions are designed to impact sales directly

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

12.2.4 Advertising12.2.4 Advertising
Advertising,  sales  promotion,  and  public  relations  are  the  massAdvertising,  sales  promotion,  and  public  relations  are  the  mass
communication tools available to customers.  As its name suggests, masscommunication tools available to customers.  As its name suggests, mass
communication uses the same message for everyone in an audience.  Thecommunication uses the same message for everyone in an audience.  The
mass  communicator  trades  off  the  advantage  of  personal  selling,  themass  communicator  trades  off  the  advantage  of  personal  selling,  the
opportunity  to tailor  a message to  each prospective customer,  for  theopportunity  to tailor  a message to  each prospective customer,  for  the
advantage  of  reaching  many  people  at  a  lower  cost  per  person.advantage  of  reaching  many  people  at  a  lower  cost  per  person.
Advertising is  one of  the most  common tools  companies  use to  directAdvertising is  one of  the most  common tools  companies  use to  direct
persuasive communication to target buyers and publics.  persuasive communication to target buyers and publics.  

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

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

The purpose of  advertising is  to sell  something a  good,  service,  idea,The purpose of  advertising is  to sell  something a  good,  service,  idea,
person,  or  place  either  now or  later.  This  goal  is  reached  by  settingperson,  or  place  either  now or  later.  This  goal  is  reached  by  setting
specific objectives that can be expressed in individual advertisement thatspecific objectives that can be expressed in individual advertisement that
are  incorporated  into  an  advertising  campaign.   Thus,  the  immediateare  incorporated  into  an  advertising  campaign.   Thus,  the  immediate
objective of an advertisement may be to move target customers to theobjective of an advertisement may be to move target customers to the
next stage in the hierarchy say, from awareness to interest.next stage in the hierarchy say, from awareness to interest.
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These objectives must flow from prior decisions on the target market,These objectives must flow from prior decisions on the target market,
market positioning, and marketing mix.  The marketing positioning andmarket positioning, and marketing mix.  The marketing positioning and
marketing mix strategies define the job that advertising must do in themarketing mix strategies define the job that advertising must do in the
total marketing program.total marketing program.

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

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

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

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

The  choice  of  advertising  objective  should  be  based  on  a  thoroughThe  choice  of  advertising  objective  should  be  based  on  a  thorough
analysis of the current marketing situation.  For example, if the productanalysis of the current marketing situation.  For example, if the product
class is mature, the company is the market leader, and brand usage isclass is mature, the company is the market leader, and brand usage is
low, the proper objective should be to stimulate more brand usage.  If thelow, 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 brandproduct 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 theis superior to the leader,  then the proper objective is to convince the
market of the brand's superiority.  market of the brand's superiority.  

12.2.4.1 Advertising Media12.2.4.1 Advertising Media
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The  appeal  and  the  target  audience  determine  the  message  and  theThe  appeal  and  the  target  audience  determine  the  message  and  the
choice of media.  Advertisers need to make decisions at each of threechoice of media.  Advertisers need to make decisions at each of three
successive levels to determine which specific advertising mesuccessive levels to determine which specific advertising medidia to use:-a to use:-

 Which type of media will be used?    Which type of media will be used?    
Newspaper, television, radio, magazine, or direct mail?  What aboutNewspaper, television, radio, magazine, or direct mail?  What about
the less prominent media of billboards, and yellow pages?the less prominent media of billboards, and yellow pages?

 Which category of the selected medium will be used?Which category of the selected medium will be used?
Television has network and cable.  Magazines include general interestTelevision has network and cable.  Magazines include general interest
and special interest categories.  And there are national as well as localand special interest categories.  And there are national as well as local
newspaper.newspaper.

 Which specific media vehicles will be used?  Which specific media vehicles will be used?  
An advertiser that  decides first on radio and then on local  stationsAn advertiser that  decides first on radio and then on local  stations
must determine which stations to use each city.must determine which stations to use each city.

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

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

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

2.2. Audience CoverageAudience Coverage
The audience reached by the medium should match the geographicThe audience reached by the medium should match the geographic
area in which the product is distributed.  Furthermore, the selectedarea in which the product is distributed.  Furthermore, the selected
medium  should  reach  the  desired  types  of  prospects  with  amedium  should  reach  the  desired  types  of  prospects  with  a
minimum of wasted coverage.  Wasted coverage occurs when anminimum of wasted coverage.  Wasted coverage occurs when an
advertisement reaches people who are not prospects for a product.advertisement reaches people who are not prospects for a product.
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3.3. Requirements of the messageRequirements of the message
The medium should fit the message.  For example, food products,The medium should fit the message.  For example, food products,
floor  coverings,  and apparel  are  best  presented visually.   If  thefloor  coverings,  and apparel  are  best  presented visually.   If  the
advertiser  can  use  a  very  brief  message,  as  is  common  withadvertiser  can  use  a  very  brief  message,  as  is  common  with
reminder advertising, billboards may be a suitable medium.reminder advertising, billboards may be a suitable medium.

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

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

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

1. Television1. Television
Television combines motion, sound, and special visual effects.  ProductsTelevision combines motion, sound, and special visual effects.  Products
can  be  demonstrated  as  well  as  described  on  TV.   It  offers  widecan  be  demonstrated  as  well  as  described  on  TV.   It  offers  wide
geographic  coverage  and  flexibility  in  when  the  message  can  begeographic  coverage  and  flexibility  in  when  the  message  can  be
presented.  However, television is a relatively expensive medium. In mostpresented.  However, television is a relatively expensive medium. In most
countries,  television  is  takes  for  granted  because  it  is  availablecountries,  television  is  takes  for  granted  because  it  is  available
everywhere and in color. Outside USA, or even in other advanced nations,everywhere and in color. Outside USA, or even in other advanced nations,
it is a different story altogether.it is a different story altogether.

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

2. Radio2. Radio
A radio set is inexpensive and affordable – even among poor people. It isA radio set is inexpensive and affordable – even among poor people. It is
virtually a free medium for listeners: the programs are free and the costsvirtually a free medium for listeners: the programs are free and the costs
of  operating  and  maintaining  a  radio  set  are  almost  negligible.of  operating  and  maintaining  a  radio  set  are  almost  negligible.
Furthermore, illiteracy poses no problem for this advertising medium. AsFurthermore, illiteracy poses no problem for this advertising medium. As
a communication medium, radio is entertaining, up-to-date and portable.a communication medium, radio is entertaining, up-to-date and portable.
The medium penetrates from the highest to the lowest socio-economicThe medium penetrates from the highest to the lowest socio-economic
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levels,  with  Fm  stations  being  preferred  by  high-income  and  better-levels,  with  Fm  stations  being  preferred  by  high-income  and  better-
educated listeners. Not surprisingly, radio commands the largest portioneducated listeners. Not surprisingly, radio commands the largest portion
of advertising expenditures in a great number of markets.of advertising expenditures in a great number of markets.

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

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

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

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

4. Magazines4. Magazines
Marketers of international products have the option of using internationalMarketers of international products have the option of using international
magazines  that  have  regional  editions  (e.g.  Time,  Business  week,magazines  that  have  regional  editions  (e.g.  Time,  Business  week,
Newsweek,  and  life).  In  the  case  of  Reader’s  Digest,  local  languageNewsweek,  and  life).  In  the  case  of  Reader’s  Digest,  local  language
editions are distributed. Local (i.e. national) business magazines are goodeditions are distributed. Local (i.e. national) business magazines are good
vehicle to reach well-defined target audience. Magazines are the mediumvehicle to reach well-defined target audience. Magazines are the medium
to use when high quality printing and color are desired in advertising.to use when high quality printing and color are desired in advertising.
Magazines  can  reach  a  national  market  at  a  relatively  low  cost  perMagazines  can  reach  a  national  market  at  a  relatively  low  cost  per
reader.   Through  special  interest  magazines  or  regional  editions  ofreader.   Through  special  interest  magazines  or  regional  editions  of
general interest magazines, an advertiser can reach a selected audiencegeneral interest magazines, an advertiser can reach a selected audience
with a minimum of wasted circulation.with a minimum of wasted circulation.

5. Trade Journals5. Trade Journals  
are the medium used by an advertiser to reach among a particular classare the medium used by an advertiser to reach among a particular class
of persons such as doctors and engineers. Thus, where the objective ofof persons such as doctors and engineers. Thus, where the objective of
advertising is to reach such a specific class of persons,  trade journalsadvertising is to reach such a specific class of persons,  trade journals
become very suitable as a form of advertising.become very suitable as a form of advertising.

6. Business Directory6. Business Directory  
Yellow pages as we know it today a printed directory of local businessYellow pages as we know it today a printed directory of local business
names and phone numbers organized by type of product has been aroundnames and phone numbers organized by type of product has been around
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since the late 1800's.  Yellow pages advertising revenue exceeded bothsince the late 1800's.  Yellow pages advertising revenue exceeded both
radio and magazines.  radio and magazines.  

7. Screen (Cinema7. Screen (Cinema) ) 
In  virtually  all  countries,  the  cinema  is  a  favorites  activity  for  socialIn  virtually  all  countries,  the  cinema  is  a  favorites  activity  for  social
gathering. People are avid moviegoers because of the limited televisiongathering. People are avid moviegoers because of the limited television
broadcasting and because of people’s natural desire to go out to place ofbroadcasting and because of people’s natural desire to go out to place of
social  gathering.  Cinema  advertising  has  several  advantages.  It  hassocial  gathering.  Cinema  advertising  has  several  advantages.  It  has
impact of outdoor advertising without the drawback of being stationery.impact of outdoor advertising without the drawback of being stationery.
It  has  sight  and  sound  like  television  but  with  better  quality.It  has  sight  and  sound  like  television  but  with  better  quality.
Furthermore,  cinema  advertising  has  a  true  captive  audience.  AFurthermore,  cinema  advertising  has  a  true  captive  audience.  A
disadvantage  is  that  some  moviegoers  may  result  having  to  watchdisadvantage  is  that  some  moviegoers  may  result  having  to  watch
commercials.commercials.

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

(1) Promotion and (1) Promotion and (2) Ordering/delivery(2) Ordering/delivery

Direct markets Direct markets ProspectsProspects

316

Promotional
methods

Advertising mediaDirect
Advertising
Direct Mail

Ordering methods
Mail order
Telephone

Personal visit



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

Direct Mail is thus only one kind of Direct Advertising Medium, which isDirect Mail is thus only one kind of Direct Advertising Medium, which is
in turn a part of general Advertising Media or the promotional methods ofin 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 ofDirect 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,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 allalso known as direct marketing, is the most personal and selective of all
media.  Printing and postage fees make the cost of direct mail per personmedia.  Printing and postage fees make the cost of direct mail per person
reached quite high compared with other media.  However, because directreached quite high compared with other media.  However, because direct
mail goes only to the people the advertisers wishes to contact, there ismail goes only to the people the advertisers wishes to contact, there is
almost no wasted coverage.  Reaching the prospect does not, however,almost no wasted coverage.  Reaching the prospect does not, however,
ensure that  the message is  received.   Direct  mail  is  pure advertising.ensure that  the message is  received.   Direct  mail  is  pure advertising.
Therefore, a direct advertisement must attract its own readers.Therefore, a direct advertisement must attract its own readers.

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

Check Your Progress ExerciseCheck Your Progress Exercise

1.1. Discuss in detail the types of salesman?Discuss in detail the types of salesman?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
2.2. What is advertising? Explain in detail its objectives?What is advertising? Explain in detail its objectives?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
3.3. What is an advertising media? Explain in detail the factors What is an advertising media? Explain in detail the factors 

determine media selection?determine media selection?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
4.4. What is sales promotion? Discuss the various tools used in sales What is sales promotion? Discuss the various tools used in sales 

promotion?promotion?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        
5.5. Explain in brief the elements of promotion?Explain in brief the elements of promotion?
                                                                                                                                                                                                                                                                        
                                                                                                                                                                                                                                                                        

12.3 SUMMARY12.3 SUMMARY

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

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

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

12.4 ANSWER TO CHECK YOUR PROGRESS12.4 ANSWER TO CHECK YOUR PROGRESS

1.1. Refer Section 12.2.1.1Refer Section 12.2.1.1
2.2. Refer Section 12.2.4Refer Section 12.2.4
3.3. Refer Section 12.2.4.1Refer Section 12.2.4.1
4.4. Refer Section 12.2.3.2Refer Section 12.2.3.2
5.5. Refer Section 12.2Refer Section 12.2
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