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PART I. 

AN OVERVIEW OF MARKETING AND MANAGEMENT PROBLEMS 

FACED BY SMALL BUSINESS MANAGERS IN DEVELOPING 

COUNTRIES 
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INTRODUCTION 

The marketing problems of a small clothing manufacturer 

in Nepal are not the marketing problems of a small bicycle 

manufacturer in Chile. If we accept the fact that problems 

of two companies manufacturing the same product in the same 

country may be quite different, the limitations of a paper 

addressed to a multi-industry, global audience become 

startlingly apparent. 

This paper then »fill present some guidelines to marketing 

management. These guidelines are not universal truths to be 

accepted slavishly and without regard to the precise situation 

existing in a given company or a given country. Selection of 

material for this paper has been made on the basis of the 

widest possible application to the most frequently found types 

of problems and procedures. Pragmatism rather than theory has 

been an additional guideline. If the reader will use the 

material as a chemist uses a catalyst, he will be on safe 

ground. 

This is a paper on marketing. Marketing, however, is only 

one part of the system known broadly as management. To have 

competency in marketing one must relate it effectively to the 

overall operations of the company. This integration of 

marke ring into the other conceptual and functional areas of the 

company will be evident throughout the entire discussion. 



-i- 

There Is little doubt that  the owner of a small business 

in any country is  faced with difficult problems  of a nature 

that does not concern his  larger competitors.     In   the 

developing countries,   these problems are apt to  be  compounded 

by economic  factors not applicable in the more  industrialized 

nations. 

In spite of this troublesome mixture,  there  is  reason for 

optimism in examining the future of the small scale  sector in 

the emerging economies.    For such optimism to be justified, 

a number of conditions must be met.    The small industry owner 

must operate his business in such a manner as to minimize the 

disadvantages of smallness and to maximize the advantages. 

Government agencies involved with economic development must 

recognise the essent .al part played by small industry in such 

development.    Going beyond mere recognition, government must 

assist in providing appropriate mechanisms to achieve viability 

of this sector. 



A.     PROBLEMS   INHERENT   IN  OPERATING A   RUSINESH   IN  A   DUVKUiPINi. 

COUNTRY 

Before a   relevant   Hating of  auch problema  can  be made, 

It  is well   to  recognise   the   heterogéneos»  nature   of   the   ter» 

"developing country".     Dr.   Irntit  Dichter ha»  suggeated thee« 

broad apectrum definitiona of  two categorica of developing 

countries: 

Mevoiutlonary Countries.    Vmtiuili, Menico»  Argentina, 
Brasil,  Spain, Indi«, Chin«, and the Philippines arc 
in thla group.    In theae areaa larga groupa of people 
art juat ««erging fro» ntar starvation and ara dia- 
covering industrialisation.     Relatively speaking, 
there are more extremely rich people, a small  but 
expanding middle class and a very large body of de- 
pressed economic groupa  that are beginning to di acovar 
the poaaibilitiea of enjoying life through revolution 
in induatry.    In theae countries Urge sections of the 
population have not even reached the stag« of being 
consumers.    Theae are the Indians living In many South 
American countriea,  the people living In the villages 
of India,   Indonesia and so on. 

Automobiles are available to a relatively email group. 
They are taxed so highly that they are beyond the reach 
of moat people.    American cara are considered the ideal. 
People want to show off.    Small cars are bought aa a 
way to get started.    Aa the middle claaa develops,  chara 
should be an even further increase in the sale of amali 
and compact cars with the really rich people preferring 
the big American cars. 

Primitive Countries.    The newly liberated countries of 
Africa comprise another group.    In these countriea there 
exists only a very tra* 11 group of wealthy indigenous and 
foreign businessman,  a few political leaders and foreign 
advisors.    The rest of the population is most often 
illiterate and ignorant and exists in a pre-consumer 
stage,  characterized either by barter or by almost complete 
primitive "self-sufficiency".    The few cars that are sold 
are primarily for the government bureaucracy.    There is no 
car market yet. 

1 / 



î'H»t«j*       'Il   finit   lims;     *i      I   !»-     liV     Un     ;rt*' '• M -,     «   (H!  n | f   %  v ,      SffVf       |n 

t i lu« i i n t *•>   t hf   %t *»|»r   ..l    thi-   «<*m«,ntlt    problrrn»   in   ils »u unsing 

"ffrvr Ir»|»| «if   -• - »nf r i m s** %«<«*    *p#»t'iftc   pr t »h î i •«•.-<*    tact-*«)   by 

Njiinf«*»*»!   tu  Mfiv   **í   ihr»*   c<mnt r i >      tn« lud«    f hi    follitwinx: 

1»       i,i-.*       -     -. *   :•{•*!«    -« l    ->r   (^t.t    trini    tî.t'H'      >n   wjfH 

i » «   uff«*; i4ü -. t ;•. i      « t lima ,       I n   &;wn«     » I    {h*    Tt»»t *•   ,M » í«M f ¡ .'• 

í'««mtr   r»   ¡tft?   h««i'u t|fl«<»n   m.mv   h«*    ì«H.t»r<l   \(pon   Wì ih   «   hi«h   Jc^ii 

oi   «%iuf*îi If*,     !#=  Eiiii»*|iîê,   for  exampi*-.   thf «»»t !  f'»r   • ihr* 

preneur   la  "ehtfte** which   i«   Identical  with  thf word   for  hancH ; ! 

tfh#re  tha-y entât,   »weh attitudes make  it  difficult   fur buaineas 

•ftá  lnduetry  t» attract  c «partent and  rira pont ibi«  ;»t rs.nncl, 

Abaence of   industrially  orientrti   financial   inat I tut. lona and 

lath of maémrn •»íflcient    Uetrtbution organ i «at ion»  art* 

additional  resulta of lack of     nduatrlal   or *>•*?»im» s   tradition. 

Along cha sasM  lines we  find in moat   ^fv. i   ui »untries 

a ratuetance  to  taita  ria* ..     An  essential   part   oi   t**<> <*eatem 

econowic philosophy la that entrepreneurshi i»,   risk    aklng and 

profit e*klng,  ara naturally sequential and lngUsl.    To the 

e Iti san of an underdeveloped country WHO ha a managed to accumulate 

sona capital either ey saving or inheritance,   «tuch wildly 

•peculati ve i dea a ara apt to he unthinkable.     If he finds hiraeelf 

with a large au» of cash ha la auch more likely to buy a house or 

land than to go into business.    Any capital gain which results 

fro« tha sala of such proparty is not, in his eyes,  either inmoral 

or unduly risky. 
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2)  The problem of finding sufficient cash for capital 

expansion or for inventories is not unique to either the 

developing countries or to small business. It is a problem 

faced by General Motors in Detroit and by Jose Gomez operating 

a small foundry in Medellin, Colombia. Jose Gomez or his 

counterparts in Nigeria or India have, however, many fewer 

cash-raising options open to them. Most of these small 

businessmen must depend on family, friends, and their own 

business as sources of additional funds. 

One aspect of financing that is unique to the developing 

countries is the almost total unavailability of foreign ex- 

change - particularly the "hard currencies" - available to 

small business. With specialized imported machinery and 

certain raw materials thus placed out of reach by Reserve 

Bank policies, product planning must be conducted with auch 

limitations in mind. 

3) Shortages of trained manpower exist in many of the 

emerging economies. This manpower shortage covers the entire 

gamut of management needs from the executive level down to the 

factory worker where the absence of one skilled lathe operator 

can disrupt the entire production process. In marketing a 

truly skilled market-oriented salesman may be so unique as to 

be almost non-existent. Far too many salesmen are merely 

'»hawkers" in the sense of the »Wear" or "mercado". 



The  occasion«!   campenv   which   by   VI'MM-   ->f    I tw»n * -m! t . • 

policies   in  personnel   procurement   <»r   by  t hv   *«*     »f   ttaint«g 

programs  actually  hai  compel i»nt   personn»i,    »ft««»   11 mli  thnr 

valuable   resources  pirated  by com pet t f « -r».      Though  »hu  ¡>r*< 

tice may belp  the national   économe mm  a whol*.   f *   i «   fri« 

trating and expensive  for  the manager/«mer who   it  ih*  vi* ti», 

4)     Consumer credit problem«.     The highly   Industrial 

countries owe a substantial   part  of their CMt grcatth  t«   the 

extensive use of consumer credit.    Such credit   ha» been par- 

ticularly significant  in th«   financing PÍ  durable goods such 

as automobiles and appliances.     Host  of ihm developing countries 

have no such consumer credit  traditici and no organi ist i «nal 

structures  for providing it.    Cjne reason for lack of  tuch « 

credit structure is, of course,   the extremely low p«r capita 

income in such countries.     It la nor  difficult   to s«e Che 

prob lem J in providing widespread credit to  the mass of the 

Indian market, where the annual  per capita Incosse la under 

$70. per year or even in Colombia where the comperabU per 

capita figure was $325.  in  1966.    The  fact  that  per capita 

Income figures are always mean averages la a significant con- 

sideration for the marketing nan.    It say he »any decades be- 

fore consumer credit for the sjaaa earkst trill ha economically 

feasible in most developing countries.    On the other hand, 

there is in many auch countries a tiny but affluent  upper 
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'—..... » Kr.», „g middl, ,lass. If ehe funds and organl2a_ 

•ion»   c.„  be  made  avallabu,   to  provlde wider credit   to  such 

C ""•"''   the "l" •"< «».trlbution process can be accelerated. 

5)    Advertising and promotion problems  still represent 

-.lor  dlf.lculMo«   in „,any  underdeveloped  countries.     Few of 

these  „„.ncries can provide a truly national medium  such as „e 

""d  m   th, „est.     ,„ special cases>   such as lndia and tribai 

Africa,  «uitjpxe lan8uages ^ , nacionai ^^ ^  ^^^ 

Low  rates of literacy intensify  the problem of advertising 

•nd written sale, promotion.     Successful marketers in such 

countries make  extensive use of radio   (loud mu8ic coming ftga 

. transistor radio in a bullock cart or mud huts dramatize, 

thi. medium),   posters, movie  trailers, and good packaging. 

6)    Market research has, until recently, been either non- 

existent or ineffective in most of the developing countries. 

There appear to be two basic reasons  for this limited use of an 

M.«tl.l marketing tool.    The first is the  lack of a market 

research tradition.    I„ the absence of such a tradition the 

u« of market research appeared to most businessmen as an 

un„ec....ry expense ., „ell as a useless activity,    m the 

..cond place,  tool. a„d structure, for mark,* re.earch „ere 

•imply not available.    Government, „ere unable or unwilling 

^o provide basic  .tatl.tic.l market and population data of 

•ufficlant accuracy or timelines». 
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In   the past decade,  however,   availability of usable basic 

data has become much more widespread.    The efforts of  the 

various   economic units of the United Nations have played a 

major role in this  improvement.     In addition,   the economic 

ministries  of many of  the developing countries  have recognized 

the need  for reliable and timely statistical  information if 

industrialization is  to proceed.     Some private marketing organi- 

zations,   such as J. Walter Thompson,  have been instrumental in 

providing specialized market data. 

Predictably,   the actual use of these newly available data 

by small business has been slow in developing.     It is to be 

hoped that such use will now proceed at a greatly accelerated 

pace. 

The relative importance of these problems will vary from 

industry to industry and from country to country.    They are 

part of the composite picture of industry in the emerging 

countries. 

B.    PROBLEMS UNIQUE TO SMALL BUSINESS AMD INDUSTRY 

1)    Quality and quantity of management skills.    Of all the 

problems of small business,  that of inadequate management skills 

is probably the most universal and the most difficult to solve. 

In many instances the marketing function suffers the moat from 

this inadequacy.    This is particularly true in the manufacturing 
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industries.  In these industries the company has often been 

foundec by an engineer.  Upon becoming an owner, he It mora 

apt than not to concentrate his managerial talents in the area 

of production and engineering. As a result, the company may 

fail because of lack of knowledge of pricing policy, distribu- 

tion policy, product policy (shaping the product to consumer 

needs), and promotion policy. 

unlike big industry, small industry can rarely find or 

pay for the most competent executives available in the three 

critical functional areas of finance, marketing, and production. 

For example, the marketing director for Tat* Steel Company «ay 

be making ten times the salary of his counterpart in the small 

Krishi Engine Company of Hyderabad. The Tata «an*s salary is, 

however, paid for by several thousand tines the rupee grots 

margin of the Krishi executive. 

2) Corporate stagnation and nepotismi. Many saall 

businesses are totally family-«mad. The present owner/manager 

may be a far cry in character and competency fro« the original 

founder of the company. Cultural patterns oftan exclude non- 

family individuals from key decision-making and policy-making 

positions. This type of nepotism in corporate behavior can 

have unfortunate results. 

3) The problem of finance, though not peculiar to the saall 

scale sector, is more critical and sera scute to saall business. 
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thillkp   the   largì* company,   the  small   entrepreneur  cannot go  to 

the general   public  for additional  equity capital.     In far too 

many cates,   he  li unwelcome at   the  bank when  he needs  short- 

ten«  fund«   for working capital,   e.g.     seasonal  needs and so 

forth.     Thfa   unavailability  of  cash   is bound   tit   be   reflected 

in  his  mark»*   i   g  policies,   such as   inventory  quantities,   choice 

of distribution channels,   pricing,   and new product  development. 

4)     "Unfair competition"  from  larger concerns,  making  the 

same or similar products,   is often mentioned as a critical 

problem for the small businessman.    This allegation needs to 

be examined critically,  however.    Aggressive and continuing 

competition  fro« other companies,  big and small,  is a fact of 

business  life.     Probably no company which is not prepared and 

able to meet  such competition should be in business at all. 

C.     fOTDfTIAL ADVANTAGES OF THE SMALL FIRM 

From a marketing point of view,  small business can have 

aosM advantages over large competitors.    These advantages are 

not automatic nor are they necessarily self-evident.    In every 

•Mil company such potential advantages must be sought out, 

studied,  and capitalised upon.    This arduous process is not an 

*d hoc activity - it is constant and recurring - the company 

that la lax in this constant search for competitive advantages 

la not likely to stay in business long. 
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Let me cite some of the potential advantages which either 

exist or can be developed for the small firm. 

1) Pioneering and innovation. In the industrial market 

particularly small business, top management can keep in close 

touch with customer needs and work out realistic responses to 

such needs. 

2) Pricing advantages.  Paradoxically it is in the area 

of pricing that the small businessman is apt to complain the 

most bitterly about the unfairness of his larger competitor. 

Yet there are price advantages to be had for the smaller company 

which is alert enough to look for them. Generally, it is 

possible to gear a small company more efficiently for short 

production runs. Frequently, too, the small company will be 

selling in areas near its plant and thus have lower freight 

costs to be reflected in the delivered price. 

3) Production control advantages. Many small plants 

c«n give greater flexibility in the scheduling of unexpected 

rush orders. Such flexibility is a valuable service to the 

customer. It provides the small company with a very real 

selling and marketing tool. 

4) Special services. Doing the "impossible" has been 

responsible for the success of many small firms. One such 

firm has borrowed from the U.S. Navy the slogan "The difficult 

we do immediately - the Impossible may take a little longer." 



5) Top management  supervision.     Some  customer   orders 

require expert   top management   supervision.    When a  customer 

is  assured  that   the president of one of his  suppliers   is  per- 

sonally checking on  the production,   testing,   shipping,   and 

delivery of his  order,  he   is   likely   to be  a satisfied customer. 

6) Big  business needs  small business.     Twenty   years  ago 

General Motors   had 10,000  sub-contractors.     Today it   is  said to 

have  over 30,000,  of which  the vast majority are classified as 

Small  Business  by the United States Government.     Unfortunately, 

the  sub-contracting policy by big business  is not as widespread 

as  it might be  outside the heavily industrialized countries of 

the West.     It  seems  likely,  however,   that   the  large  scale  sector 

in the developing countries will discover  the economic  soundness 

of substantial  amounts of  sub-contracting.    The  small  company 

with progressive marketing management will be aware of the large 

potential market in the sub-contracting area.     It will try to 

promote it and will be ready to take advantage of it when such 

a market develops spontaneously. 

CONCLUSIONS 

The preceding section has summarized some of the critical 

management  (and marketing)  challenges and opportunities  for 

small business in developing countries. 

In any company,  in any country in the world,  there is room 

for improvement in management methods and practice.    This paper 
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is, howev-r, concerned only with the improvement of manage- 

ment and marketing methods in the small icale sector in the 

developing countries. 

The most obvious method of achieving the desired improve- 

ment is education, education, and more education.  By "education" 

I mean the learning process in its broadest sense and including 

every medium for the effective expansion and transfer of 

knowledge, h  , conceptual  ,d substantive. Such education 

can and should range from informal talks between butine «men 

to highly structured university courses leading to higher 

degrees in management. 

Management education programs of both the formal and 

informal variety have, in the past 15 year«, iprung up in 

astonishing numbers and variety. This growth has taken 

place in the developing countries as well as in the traditional 

bastions of management in the western world. There is scarcely 

• country that does not have within its own borders a wide 

variety of general and specialised management courses. The 

Council for International Progress in Management (a CIOS affili- 

ate) recently published a comprehensive guide to these world- 

wide progrmma. U      Stretching to 572 page, the book Includes 

36 ptgaa of listings of apeelaiiaed marketing course, available 

from Singapore to Bogota . In both directions! 
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Small business  is offered special programs  in a  great 

number of countries.     These  include India,   Colombia,   Israel, 

Singapore,  Japan,   the united States,  Great  Britain,   Uganda, 

Egypt,   Poland,  and Czechoslovakia.    1_/ 

The problems  of aid to  small business,   therefore,  are no 

longer characterized by lack of educational opportunities.    The 

most  critical hindrance to  improved management performance in 

small business is   lack of sufficient motivation for improvement 

by the owner/manager himself.     I  recall that once in South 

America,   the owner of a leather goods plant  (with marketing 

problems) was invited to attend a week's marketing seminar. 

He refused to participate,  saying "I don't think I should go, 

I'm not marketing now as well as I know how"!    This attitude, 

while not often stated as bluntly, is  found far too often in 

the small company. 

Formats of management education programs that stress 

implementation should rank high on the agenda of small industry 

extension officers and the various organizations concerned with 

the improvement of small business performance. 

Oie such program, "MANAGEMENT OF GROWTH AND TECHNOLOGICAL 

CHANGE stressing immediate,  on the spot implementation, was 

developed recently by Northeastern University of Boston, 

Massachusetts.    It was sponsored by the Small Business 

Administration and several other United States Government 
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agencies.  It is described in Appendix B in the belief that 

its basic philosophy and its format can be adapted by those 

concerned with small business management education in devel- 

oping countries. 
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PART II 

MARKETING FUNCTIONS:     PROBLEMS AND OPPORTUNITES 

FOR THE SMALL BUSINESSMAN IN DEVELOPING COUNTRIES 
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INTRODUCTION - THE NATURE OF TKE MARKETING PROCESS 

The developing countries - almost by definition - represent 

an economy of scarcity,  m these countries one often senses, 

in one form or another, a downgrading of the marketing function. 

The thought is often expressed that marketing problems do not 

exist because, if goods are available, sales „ill be automatic. 

This type of thinking is shortsighted and dangerous.  Presumably 

it stems partially from equating marketing and selling.  In the 

industrialized countries, It i, generally recognized that selling 

i. only a .mall part of the marketing process, albeit an im- 

portant one. 

Contrasted with this parochial viewpoint found in so many 

underdeveloped countries Í. thinking expressed by Peter Drucker, 

one of the world's mo.t eminent management authorities. Drucker 

believe, that management ha. only two basic functions: MARKETING 

•nd INNOVATION. He observe, that no profit center, are found 

in.ide a busine.. - only cost centers. U     The pro£lt 

center, are, of course, to be found in the market place. 

Marketing a. practiced in the more .ophisticated economie, 

h., two b..ic ta.k.: X)    to direct the u.e of re.ource. in con- 

formity with d^d. and 2) to aid in making the economy more 

dyn«aic. Failure of economic planner, and the business community 

to act in conformity with the.e principle, have the effect of 
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slowing down national economic growth, 

It is important to note that, even where managers 

minimize verbally the importance of rarketing, inevitably 

marketing procedures play a significant part in the opera- 

tions of their firms.  It is unfortunate that h. cause of 

neutral or negative attitudes, these marketing functions do 

not receive the managerial time and analysis which they 

deserve.  Product policy, distribut'on policy, and pricing 

policy are all elements of marketing to be found in every 

company. If they exist only in a routine, automatic frame- 

work, the company's growth and profitability are hound to 

be adversely affected. 

In view of the importance of marketing in the manage- 

ment (and planning) processes, it seems appropriate to look 

at some important considerations related to this Junction. 

These have been selected on the basis of broad applicability 

(in terms of geography and various types of industry) and 

their importance to management. 

The only justification that any company has for its 

existence is to provide a needed product or service at a 

fair price. The adaptatfceof the product to the customer re- 

quirements is the essence of progressive marketing thinking. 

The adaptation process can and should take many forms. Design, 

materials, color, utility, wearing qualities, are some of the 
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elements involved in product development.  In addition, the 

related aspects of price, service, and place utility enter 

into the process of providing customer satisfaction. 

In days gone by, "marketing" was merely high pressure 

selling of what was frequently rather questionable merchandise, 

Such good* ranged from wooden nutmegs in American Colonial 

days to useless pills today. The warning "let the buyer 

beware" holds true today. 

Today's ideal marketing man must have command of many 

types of skills. He should make use of many subjects, in- 

eluding economics, psychology, anthropology, and sociology. 

For example, General Robert Wood was, in the early 1900's, 

president of the giant American mail order house of Sears 

and Roebuck. Almost 100 p*r cent of the sales of this company 

was to farmers through the mails. General Wood spent months 

studying population trends in the United States, ite noted 

the falling farm population and the rapid movement frost 

rural areas to cities and towns. As a result of Wood's catisui 

observations, Sears Roebuck started a program of building 

retail »tores in city areas. Today, only a relatively minor 

part of Sears' $6 billion annual sale, still are accounted 

for by their mail order section. Most volume is in their 

retail «tore operations. General Wood's skill in economica 

and sociology is largely credited for this success story. 
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Henry Ford was popularly known as an engineering genius. 

While this was undoubtedly true, it was his insight into a 

potential market that paved the way for the development of 

the Ford car.  Looking at the America of the late 1890*8 and 

early ^OO's, Ford was convinced that America needed or would 

soon need mass low-cost mechanical transport. As a result 

of this belief, Ford designed his early car and the production 

techniques that could produce it at the $400 which he believed 

the market could pay. The total product was designed around 

the needs of the market. 

Ford was also far ahead of his tlsw in the actual creation 

of a market, He recognised that a nata market could not be 

achieved until the discretionary buying power of most of the 

population was raited above the subsistence level. He 

visualised every one of hi a workers as a potential buyer of 

a Ford car. In order to help accomplish this objective, he 

paid his workers $5 per day. This was at a period when the 

average industrial wage was lesa than $2.50 per day. This 

"socialistic11 thinking horrified other contemporary industrial 

leaders. Ford was vilified at a "madman" and a "socialist". 

The long-range retultt of Ford* s economic philosophy mw 

dramatically illustrated by the multi-acre parking lot for 

wölken outside every aajor united States factory. 
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Sea M   Knrbiick   mui   the   Fort«  Moto»   Campmnv   «r,    a   Ur   rrv 

from  the world's   „mull   bu. i ne ««s   that   we  .re  considering 

in   thl.   paper.     Nevertheless,   the   ideas  and   the   fundamental 

marketing skills of General   Wood and Henry  Ford could be 

profitably  imitated by   the owner and manager of every  amali 

buslneaa. 

The marketing  function  Involves,  of courte,  a great 

•na/.y more elementa   than  thoae  reviewed thua   far.     Some are 

entirely phyalcal  In nature.     Theae Include:     aortlng,  grading, 

transporting,  and displaying.    Others may be defined aa a set 

of  force, that make  things happen,  such aa promoting,  selling, 

»   rchaudi.ing,  and negotiating.    The performance of theae 

task«  involve, an assortment of techniques which vary widely 

fro» country to country and will not be discuas ed her«. 

A.     TU! DOKlNájfT PUCI OF MAJUllTIHG IN FUúmm, 

TJffi MSic lOTREFWOflUIUÀL FUWCTIOIt 

Planning it the flrat function of management.    It i§ 

unfortunate,  therefore,  that the greatest .in of mission 

in th« anali scale sector 1. the failure to plan effectively 

or In many ca.ea failure to plan at all.    Ask the average 

•mall Industry manager for a projected profile of hi. company 

even two yeart henea, and you are apt to receive a blank 

itare, banal generalities, or a mere recital of wishful 

thinking. 
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A "manager" will give a variety of reasons lor not 

having a written long-range plan. They may include the 

following; 

1. Lack of time 

2. Too many unexpected developments 

3. Company too small 

4. Company "successful" in  the past without  plan 

None of these reasons  stand up to critical analysis. 

A manager must be able  to   find or make  time  for  this most 

important  of management responsibilities.     Some  small business 

managers put aside evenings, weekends,  or holidays in order 

to have uninterrupted opportunities  for thinking and 

planning. 

Planning includes preparing alternatives for the un- 

expected development.    Shortage of raw materials?    a strike? 

new government controls?    a drop in sales?    The manager who 

has planned will, in most instances,  have his courses of 

action laid out in advance. 

Small sise is not a reason for non-planning.    A cobbler 

can plan where to locate his shop, the type of customer to 

who« he wishes to cater, whether he wants to give credit or 

not, whether he wants to have one or more employees,  and 

the extent of the cobbling operations he wishes to undertake. 
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By making  such  decisions in advance,   he is controlling his 

business  rather  than   letting circumstance, control him 

completely,     (it   should be noted  that most of the cobbler's 

decisions are marketing decisions.) 

Failure to  plan  because of alleged success without  it, 

is naive in the extreme.    It is  comparable  to the motorist 

who says,   »i have never had an accident;   therefore there is 

no need for me to carry insurance." 

A most important,  but seldom mentioned, reason for the 

•«all scale manager to plan,  is  the sense of security it 

gives him in knowing where he is going, how he is going to 

get there, and what he can do in case of unexpected develop- 

ments. 

Most tuccessful management planners use the following 

•tap. - or some modification thereof - in constructing a 

realistic long range plan: 

1. Identify objective! 

2. Isolate probable problems 

3. Determine needed facts 

4. Analyze facts 

5. Develop alternatives 

6. Make decisions 

7. Assign priorities 



-27- 

8. Detail implementation (and why not delegate this 
step to those responsible for each phase of the 
implementation) 

9. Review periodically (at least quarterly) 

Most companies find, often to their surprise, that when 

a long range plan is developed the market is the dominant 

factor throughout the entire plan.  Objectives are market 

objectives.  Production techniques and scheduling are guided 

by market requirements, and financial requirements are sales 

volume or market-oriented. 

The first stage of the planning process might start with 

four basic questions: 

1. What kind of company are we? 

2. What kind of company do we want to be? 

3. What kind of company can we be? 

4. What skills and resources do we need to achieve 
our goals? 

Here is a condensed story of an actual Indian company 

which used this approach as a guide for its long-range company 

planning.* 

For purposes of illustration, let us look at the 

abbreviated answers to these questions for this company 

(the Goyal Company).** 

* This and other case histories in this paper are for 
illustrative purposes only. They are not intended to indicate 
either the correct or the incorrect handling of a business 
situation. 

** Name disguised. 



U     ^}   kiiI±JiL '.:.,l»liîîîVJ,.rJ!.^l?    W*'  «re   a   company with 

- capital   of   2SO.000  rupee.     We have  sale«  of  6.5   lakhs 

(8,50,000   r.,,1,.«..)  annually.     Sale«   (of  patented   fasteners 

with a high  value added)   are   limited  to   large appliance 

manufacturers  and motor vehicle  assemblers   in  ?  out  of 

16 Indian  statea.    We have  35  skilled workers operating 

automatic machinery purchased  from Czechoslovakia.     Pro- 

duction ¿ s at a capacity of about 30 per cent on a one- 

•hift basis.    We have 10 non-skilled workers.    Our 

salaried people include a general manager,  a production 

••nager, and a «tales manager.    Ownership la in the hands 

of the general manager and the production manager, who 

•re first cousins.    We ara getting « return of 15 per 

cent on assets before tanas.    We think thia is far too 

low in the economy of today.    If« believe - but are not 

•wa - that we ara supplying about 20 per cant of the 

requirements of the market, in which we are operating. 

2'    mmt kind of ««—«» a" we want to h«?    We would 

like to cover the total national market which requirea 

tha products which we are currently «anufacturing.    This 

potantiai market we believe to ba about 20 time, our 

©urrent production.    Wa would alao like to add a re- 

Utad lina of producta (already designed),  to ba sold 

to our existing customers and to firm, with aiadlar 

. • j 



requirements.     They  could also be  sold by the  same 

type of  salesmen.    We  do not know as  yet what  the 

possible  volume of  this  new line would be.     The   line 

could be   produced,   however, with machinery manufactured 

by Hindustan  Machine  Tools   (a local   firm). 

3. What   kind of company can we be?     Covering  the  entire 

Indian market with our present product does not appear to 

be possible.    The necessary increase  in production 

equipment would require  foreign exchange which is  currently 

unobtainable from the reserve bank.    Because of the need 

for short-term deliveries and personal contacts by our 

executives,  it would require a plant in the North 

(about  1,500 miles away).    This would mean less  top- 

management supervision,  plus high additional  fixed costs. 

AS an alternative, we can see the possibility of in- 

creasing our sales in our present markets.    We can add 

an additional shift to provide a greater output  from 

our existing equipment.    We can also add a new product 

line as  previously noted. 

4. What resources and skills do we need to achieve these 

goal87    At this point,   the Goyal Company recognized the 

need for the development of a comprehensive long-range 

plan.    This plan included a review of existing policies 

and a step-by-step analysis of the market, production, 
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financial,  and personnel  requirements  for  two years 

ahead. 

The results of this "new look» were nothing short of 

spectacular.     Return on assets  increased to 25 per cent 

before taxes.    Market penetration grew from 20 per cent to 

an estimated 35 per cent of the potential market.     The new 

product line reached a break-even point within 2% years and 

within four years was accounting for 25 per cent of Goyal's 

total sales volume. 

PROBLEMS FACED BY A SMALL COMPANY IN DEVELOPING A LONG-RANGE 

A small firn 8uch a8 che g^ CoBp„ly> attemptlng to 

develop it. fir.t long-range Pl.n>  i. faced by . „erie8 o£ 

seemingly impos.lble problems.    Lack of experience of cour.e 

represent, lack of management time,  lack of neces.ary data, 

internal and external, and lack of conviction ..  to the 

u.efulne.. of the effort in relation to the time expended 

upon it. 

The lack of experience can only be overcome by perfor- 

mance,    m .11 probability,  the m«,.ger'. inexperience in 

Planning i. n0 greater than the inexperience that originally 

exiated in the management of hi. company.    The .econd pl.„ 

•ill be ...1er than the fir.t, and the third ea.ier than 

the second. 



In respect to availability of management time, we have 

already seen how it can and should be budgeted into a 

manager's weekly schedule - if necessary, after working hours 

After all, PLANNING is considered the first function of 

managemen t. 

The apparent lack of required data has often provided , n 

excuse for abandoning the development of a plan. We shall 

see, however, that the key data is frequently easily avail- 

able. A company's own records, plus published government 

and trade information, can often provide the essential in- 

formation necessary for a workable plan.  Customers and 

suppliers also represent possible dala sources. 

The manager's belief in the usefulness of planning in 

relation to the time and effort expended is generally a 

personal matter.  It is often based on the results of his 

own or someone else s plan.  In this area, I have one strong 

recommendation for the "long-range" planner from the small 

scale sector. For the small scale enterprise, planning 

should be done for a two-year period, i.e., next year and 

the year after next. This is in sharp contrast to the 

5- and 10-year periods which are more appropriate for larger 

firms in industrialized countries. 

For the small business planner, the two-year plan 

achieves the most important objectives of - <. planning 
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process.  It helps him to understand the interrelated 

functions of marketing, production, and finance.  It 

encourages the manager to look into the future of his 

2S£ket in particular and of the national economy in 

general.  Naturally, the two-year plan requires less 

preparation time and is subject to fewer major revisions 

th.n a 5- or 10-year plan.  It has the tremendous additional 

benefit of appearing more believable and realistic to the 

new planner. 

Sale« Forecasting of Goyal 

Let me return then to the actual planning process of the 

Goyal Company. The general manager of Goyal realised that a 

tales forecast was a necessary first step in developing a 

plan. The elements of forecasting described below guided 

the development of the first forecast of sales attempted by 

the Goyal Company. 

The Process of Sales Forecasting 

A sales forecast of reasonable accuracy can be de- 

veloped by any manager of a small business who Is willing to 

work at It on a logical step-by-step basis. Additional 

future sales can be developed from the following sources: 

1. Greater sales to old customers 

2. Sales to new customers in present territories 

3. Opening of new territories for present product 

4. Adding a new product line 
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The officers   and   salesmen of  the Goyal  Company,   in  a 

concentrated  two-week   period,   talked  personally   tu  every 

customer of the company.    They received estimates of probable 

requirements of each company for   the   following  year.    They 

also  looked at growth   trends  for   the   industries  to which  the 

company  sold.    Economic and labor conditions were noted. 

The continued existence of a strike   in a major  customer's 

plant caused the Goyal  planners   to  reduce substantially  the 

sales  figure which they had received  from the customer's 

president.    After all   factors had been considered and 

suitable adjustments made,  a one-year sales forecast was 

completed.    A condensed version of this forecast is  shown in 

Exhibit II. 

GOYAL COMPANY 
Sales Forecast - 1966 

1965 (Actual) 1966   (Estimated) 

HYDERABAD DISTRICT 

Bengal Appliance Con 
Gupta Associates 
Anand Company 
Central Services 
Mohan and Sons 

TOTAL HYDERABAD 

WARANGAL DISTRICT* 

NIZAMABAD DISTRICT* 

VIJAYAWADA DISTRICT* 

VIZAKAPATNAM DISTRICT* 

OTHERS* 

TOTAL 

Rs. 45,000 Rs.42,000 
15,000 17,000 
19,000 25,000 
11,000 11,000 
10.500 60,000 

1,00,500 1,55,000 

78,200 1,01,000 

75,000 97,000 

50,000 75,000 

25,000 (6 months)       60,000 

5,22,100 5,12,000 

8,50,800 10,00,000 

«Actual and estimated sales were broken down by customer 
for each district, as is shown for the Hyderabad district, 
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In the process of gathering the material for this sales 

forecast,   the Goyal manager began  to realize  that  there was 

among  their customers,  a  vast range of actual and potential 

sales  volume.     He also reflected that he himself had spent 

the  same amount of time with a customer whose 1965 purchases 

of Goyal products had been  Rs.500 as with one whose purchases 

totalled Rs.19,000. 

As a result of this   thinking,   the Goyal manager made a 

volume analysis by size of account   (Exhibit  III).     The results 

were startling,     it was shown that 19 per cent of the customers 

accounted for 96 per cent of the total sales volume, or to put 

it  the other way, about 81 per cent of Goyal customers repre- 

sented only 4 per cent of the sales volume! 

Exhibit III 
AKALYSIS BY SIZE OF ttJSTfiMirp 

AHHUAL SALES 

Under Ra. 1,000 

No.  of Customers      % 

30 29 

1,001 
5,000 

10,000 
15,000 

5,000 
10,000 
15,000 
20,000 

Over 20,000 

25 
33 
10 
8 

106 

22 
30 

9 
7 

100 

Rupee Volume       % 

Ra.1,500 0.3 

5,750 
24,750 

1,25,000 
1,62,000 

0.7 
3.0 

15.0 
19.0 

5,30,500       62.0 

8,50,000      100.0 
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Naturally,   as  a  result of  this analysis,   the company 

officers began to suspect that  there might be equally large 

differences in the profitability of the accounts according to 

quantity of sales.     It was decided,   therefore,   to make a  cost 

analysis by size of customer.     Expenses of selling,  direct-mail, 

phone,  billing and delivery expense were subtracted from gross 

profit.     Results were then calculated in terms of rupees  of 

profit per 100 rupees of sales.    A summary of these  findings 

is shown in Exhibit IV. 

PROFIT AND EXPENSE ANALYSIS 
Per Rfl.   100.00 Sales by Size of Customer 

ANNUAL SALES 

Under Rs.1,000 

1,001 - 5,000 
5,001 - 10,000 

10,000 - 15,000 
15,000 - 20,000 

Over 20,000 

Margin 

Rs.11.00 

10.00 
9.50 
9.00 
8.00 

7.25 

Expense 

Rs.43.00 

21.00 
7.50 
6.00 
3.50 

2.50 

Profit 

Ra.32.00 Loss 

11.00 Loss 
2.00 
3.00 
4.50 

4.75 

These figures indicated to the company that some immediate 

and drastic policy changes were indicated.    Salesmen were in- 

structed to cease calling regularly on accounts producing an 

annual volume of less than 5,000 rupees  (unless a realistic 

future potential could be estimated).    The time thus saved 

was to be directed to developing new business.    Over-all prices 

were raised, but a volume discount structure was developed to 

help equalize the high relative costs of selling to the smaller 

customers. 
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The principles  "discovered" by  the Goyal Company 

relating to  the  large variations in profitability between 

large and small accounts were described in some detail by 

Peter F. Drucker.    —^ 

Let me cite  four of Professor Drucker's key observations: 

1. Economic results require that managers concentrate 
their efforts on the smallest number of product lines, 
services,  customers,  markets,  distribution channels 
end uses,  and so on which will produce the  largest amount 
of revenue.     Managers must minimize  the attention devoted 
to products which produce primarily costs,  because their 
volume is too  small or too splintered. 

2. Economic results require also that staff efforts be 
concentrated on the very few activities that are capable 
of producing truly significant business results - with as 
little staff work and staff effort as possible spent on 
the others. 

3. Effective cost control requires a similar concentratio 
of work and efforts on those very few areas where improve- 
ment in cost performance will have significant impact on 
business performance and results -  that is,  on those 
areas where a relatively "minor" increase in efficiency 
will produce a "major" increase in economic effectiveness. 

4. Managers must allocate resources,  especially "high- 
grade human resources",  to activities which provide 
opportunities  for high economic results. 

IT IS MY CONSIDERED OPINION THAT THESE FOUR RULES OF 

PETER DRUCKER,  IF FAITHFULLY FOLLOWED. WOULD REVOLUTIONIZE 

THE MANAGERIAL PERFORMANCES OF SMALL BUSINESSES AROllffli THE 

WORLD! 

For Goyal, in developing their long-range plans,  the 

final decision in the mark ating area related to their proposal 

to add a new product line.    To help in this and future 
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decisions of a similar nature,   an outline  of product policy 

considerations was  developed.     This outline in abbreviated 

form is shown below. 

PRODUCT POLICY 

Purpose 

To establish product policy within the general  framework 

of  the company policies.    To  emphasi"e the  importance of 

product policy as one of the basic decisions  to be made by 

management. 

The Nature of Product Policy 

A.    Product policy in Goyal is the determination of the 

products to be manufactured. 

1. Basic requirement is  the fulfillment of a consumer 

need. 

a. To meet a need that is at present unfulfilled. 

b. To provide a product or service better than those 
now available - in terms of product design,  price, 
delivery, etc. 

2. Additional considerations include  the export potential 

of the product and the replacement of imports.    Foreign ex- 

change implications and raw material availability for the 

products meeting such requirements must also be considered. 

3. The production,  financial and management requirements 

to be considered when selecting a product  for manufacture. 
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a. What machines and technical skills are needed for 
the product under consideration? 

b. In terms of (a), how much capital is required? 
Where may it be obtained? 

c How much experience does the potential manufacturer 
have with the product under consideration - as a 
retailer? as a wholesaler? 

B.  Product policy may also be described as determining 

what products to add and what products to drop from Goyal's 

line. Emphasis should be placed upon the constant n*-d to 

update a product line in order to keep pace with changing 

consumer demand and to meet competitive situations. 

1. Sources of new products. 

a. Internal developments. 

b. Acquisition of a going concern. 

c. Licensing agreements. 

2. Qualitative criteria for considering new product». 

a. Changing nature of the market for old product« in 
favor of a specific type of design or performance. 

b. Distinctive »know-how» in relation to management 
knowledge, engineering skills, research, etc. 

c. Common production facilities - also includes 
excess capacity providing such excess capacity 
is not temporary. 

d. Common **rketing facilities, i.e., the same or 
similar distribution channels. 

e. Common raw materials. 

3.    A useful set of criteria for the addition of new 

producta is as follows: 
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a. Existence of primary demand for the product under 
consideration (as contrasted with selective demand). 

b. A break-even point low enough to insure profit- 
ability within 18 months. 

c. Availability of necessary raw material within the 
bounds jf import regulations. 

d. Availability of necessary production equipment 
within the bounds of existing import regulations. 

e. Compatibility with existing or available company 
resources in terms of: 

(1) Management skills 
(2) Sales and distribution channels 
(3) Production skills 
(4) Fixed and working capital requirements 

f. À national tariff policy structured so as to 
provide adequate protection for the proposed 
new product. 

4. Dropping product 

a. When sales volume will apparently remain below 
the break-even point. 

b. When competition forces sales at lower prices than 
will provide a satisfactory margin and/or return 
on investment. 

Summary 

Goyal product policy determines the nature of our operations 

in terms of marketing, production,  and finance.    Product 

planning is a dynamic rather than a static operation.    Original 

selection of a product and an "add and drop" procedure are 

inherent factors in our product policy. 
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B.  SOME BASIC DECISIONS FACED BY THE SMALL ENTREPRENEUR 

IN HIS ROLE OF MARKETING MANAGER 

*• Product Policy. The results of decisions made in 

the area of product policy will be among the most critical 

in the life of any company, large or small. 

For the emerging country, the cumulative results of 

thousands of such decisions will exert a profound influer-e 

on its economic development.  It is incumbent upon all who 

have responsibility for such development to exert an in- 

telligent influence on the product policies of both new 

and established firms.  This influence may be exerted in a 

number of ways. The most authoritarian ways are through 

licensing and direct regulation by government agencies. More 

subtle methods include education and extension and consulting 

services. A former president of the Ryukean Development Bank 

refused to make loans to those firms whose product policy was, 

in his opinion, contrary to the national interest. 

In his book DEVELOPMENT OF FREE ASIA, Maurice Zinken 

described some errors in industrial development (including 

product policy): 

The question that planners ask in Asia is not "How can 
the national income be increased at the least cost?" 
Instead they begin from a whole series of different 
premises and build upon them. They argue that wealth 
comes from industrialization; so they create uneconomic 
industries and bolster them with protection. They 
accept that national safety requires a high degree of 
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autarky;   so   they build up defence industries and 
automobile  industries which  run expensively because 
their production  is   too  small.     They consider the 
handicraftsman represents certain social values  it is 
important  to  preserve;  so they keep him in existence 
by  subsidies.     They worry about   their balance of pay- 
ments;   so  they lend money to shipping companies at 
uneconomically  low rates,  or talk of synthetic petrol 
plants.    They have the political  pressures of their 
Ministers  to consider;   so they spread schemes evenly 
over the country and  give special attention  to back- 
ward areas.     The list of errors  into which the ignoring 
of profits  is  long.     Separately,   they can each be 
justified by some non-economic consideration -  from 
defence to human charity.    Together they keep the 
people of Asia in poverty and squalor and ignorance 
for longer than is necessary,    o / 

As Zinken,  Rostov, Bryce, and other economists make 

abundantly clear,  then,  product policy decisions are of vital 

concern to a national economy as well as to its individual 

entrepreneurs. 

Sound product policy in the underdeveloped countries 

starts with the readiness  of the market.    The united States, 

the United Kingdom, Japan, and the Federal Republic of Germany heve the 
financial 
resources required to create a market for a new product. 

Management in the developing countries has sufficient in- 

herent problems without adding market development to the 

list.     It would be folly,   for example,  for a firm in Chile, 

Jordan,  or Zambia to try to manufacture and introduce to the 

market electric toothbrushes or electric carving knives. 

An examination of the import list may be a good starting 

place to look for products with preexisting markets. 
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Another consideration in product policy - on a macro 

basis - is the cost factor, unless a product is to be 

sheltered behind a long term tariff wall, it should be able 

to show a cost advantage or at least a cost equality with 

the import.  Such cost advantages may come from a lower 

transportation expense, cheaper or better raw materials, 

cheaper or more efficient labor, and so on. 

Murray Bryce states in his book INDUSTRIAL DEVELOPMENT: 

"The most logical way to find new areas for industrial develop- 

ment is to look first for projects which will process further 

and thus increase the value of agriculture, mining, and timber 

products already being produced for export." 

Bryce goes on to say, "Promising industrial development 

projects often have to be discovered by development agencies 

and then offered to businessmen who may undertake them 

There are several good ways to identify new opportunities. 

They can be used simultaneously since they supplement each 

other well." U 

He then lists 10 approaches for locating industrial oppor- 

tunities (products to manufacture): 

1. Study Imports. Considered along with any domestic pro- 
duction, imports indicate an existing market and suggest 
opportunities for new projects to satisfy a proven demand. 

2« Investigate local materials. The quality or price in 
the region of certain raw materials or other production 
elements, such as power, may lead to opportunities to 
produce competitively for export and for domestic markets. 



-4V- 

3. Study available  skills.     Labor and management   skills 
which have  already been  developed  in  the  area,   such as 
in making handicraft  items or  industrially manufactured 
goods, may  suggest  the  possibility of producing other 
things requiring similar know-how. 

4. Make  industry studies.    Many  good opportunities are  to 
be  found in  expanding or"diversifying  industries  already 
established.     A thorough analysis of existing industries 
may lead to  identifying  logical  new projects. 

5. Apply  technology.     Changing  technology continually 
creates new industrial  opportunities which can be 
identified by reexamining local  raw materials and 
existing products in the light of current  scientific 
and technical advances. 

6. Examine interindustry relationships.     The growth of 
one industry almost always creates opportunities  to 
establish others.    The  identification of these 
possibilities can be done by analyzing how the inputs 
and outputs  of industries fit  together. 

7. Evaluate development plans.    Major development plans 
create surrounding opportunities  for manufacturing goods 
not previously marketable in  the region.     The plans 
should be studied to discover how they will change  the 
market. 

8. Review old projects.    Projects previously developed 
but not implemented often become feasible when markets 
or related industries have changed.    It is often possible 
to  find new opportunities in old ideas  for which the 
economic circumstances have improved. 

9. Observe experience elsewhere.    Familiarity with 
current industrial developments in other countries or 
regions having somewhat similar conditions will often 
suggest the possibility of projects which have been 
successful elsewhere. 

10. Use industry lists.    Industry lists such as  the 
standard industrial classifications of the United 
Nations or the United States Government provide 
systematic check lists of opportunities.    They are 
useful for suggesting ideas and for making sure that no 
possibilities have been overlooked.    «__/ 
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Bryo. intended these criteria primarily for use of 

economic planners and managers of major industries. Their 

use by growth-minded owners of small busine.s is entirely 

feasible and reasonable. 

Product policy for an individual company requires addi- 

tional considerations of a more specific nature than those 

previou.iy noted. These should include the following: 

1.  Development of product lines, as contrasted with . 

«Ingle product or unrelated products, is generally a desir- 

able practice. Generally .peaking, a product line consist, 

of products that «re closely related to each other in term, 

of use. An example would be a company producing power hand 

tools. The product line might consist of v.riou. size drill», 

power s.w., shapers, »anders, and routers. Such a product 

line would be suitable for di.tribution through the same 

channel, and would probably be purchased by the same type 

of ultimate consumer. If the.e five basic product, repre.ented 

the complete product line of a mmufacturer, there would be 

1... chance of the "20-80 principle» having harmful effect, 

on costs and profits.* 

» The Goyal company discovered that a small percental »f +u T 
customers accounted for a high percental «f *£L  8?   thelr 

products of a comoanv ann•m*- c ••"" percentage of the 
sales and profit  íhfrfTÍ   * large P*rc«*age of the 
"20-80 nrinSpl'8» "*' *» **<•  to some market^ -. - ^ 



Buying habits  -   including  those of  distribution  -  will 

have a   substantial  effect   on product line   policy.     For 

example,   most retail  paint   dealers  - because of the need 

for a high inventory  - will not buv paint  and  related 

products   fron more  than one manufacturer.      It would be  unwise, 

therefore,   for a  paint manufacturer to restrict his production 

to only a  few shades,  varieties,  and sizes of paint and 

varnish. 

Product differentiation is a goal for every manufacturer. 

If a product has unique qualities of importance to the  con- 

sumer,   the sales problem will be much easier.    Large companies 

can differentiate their products  through brand name with the 

aid of massive advertising  expenditures.     The small company 

should seek differentiation through the inherent features 

and qualities of their products.    Less than three decades ago, 

the now giant Xerox company was a small five-man company with 

a new but highly differentiated product.     The features of 

this product were so unique and of such importance to 

customers that the company grew at an unprec enden ted rate 

to the billion dollar volume it enjoys today. 

Timing is an essential but often neglected consideration 

in product policy.    One dictionary definition of "opportunity" 

is "an appropriate or favorable time or occasion."   Earlier 

in this paper mention was made of the marketing genius of 
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Henry Ford.  He sensed the need of the market for a low- 

priced car.  To keep costs down he produced only one model 

in one color, black. The customers of the early 1900's 

accepted this product policy decision.  By 1920 the market 

was demanding greater variety in models and color.  Ford 

refused to change his policy. General Motors recognized the 

change of customers' needs and provided a variety of colors 

and models. Only when on the brink of bankruptcy did Ford 

change policy to conform to the needs of the market. Ford's 

timing was right in 1900 but wrong in 1920. The small 

businessman must be aware that cultural, technical, and 

economic factors are critical elements in the introduction 

of new products or in dropping existing ones. 

2.  DISTRIBUTION POLICY 

It is in the area of distribution that the small manu- 

facturer is apt to experience his greatest frustrations. 

In the process of distribution, the m¿aager finds he has 

least control over the corporate destiny. The manager may 

do an excellent job of long range planning (on paper), 

create an excellent internal organization, have a line of 

fine products, good internal controls, and an excellent 

production organization. However, unless he can sell directly 

to his ultimate customer, he will be dependent for the sale 
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of his product upon another organization, over which he has 

little or no control.  This lack of control carries with it 

a potential loss of contact with the ultimate consumer, who 

is responsible for the survival or non-survival of a given 

manufacturer. 

Far too many manufacturers in the developing countries 

behave as if middlemen are their ultimate consumers.  In 

fact, they delegate the entire marketing function to out- 

siders whose services are often available to the highest 

bidder and whose loyalty is questionable ... in such 

cases the middleman may "own" the market. 

The "leverage factor" is a phenomenon in the distribution 

area that operates, more frequently than not, against the small 

manufacturer. Simply stated, the "leverage factor" is the 

relative importance of one firm to another. For example, 

a small manufacturer rf canned fruit products, the Manzana 

Co., distributes its products through National Food Supply 

S. A.  The latter has 50 to 60 times the sales volume of the 

canned fruit company. Any action taken by the Manzana Co. 

will have only a minute effect on the National Food Supply 

Co. S. A. The actions of the latter, however, may have a 

profound effect upon the Manzana Co. For example, a manage- 

ment decision of National to decrease margins, take on 

competitive lines, decrease promotion activitl'p.. etc. could 

be disastrous for the smaller company. 
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Let us look at the reverse type of situation.  Assume 

that a giant firm, Hindustan Lever for example, has decided 

to distribute its products through wholesalers.  Hindustan 

Lever with its huge sales volume could, by a change in policy, 

affect substantially every wholesaler handling its product. 

Keeping the leverage principle in mind it is easy to 

see inherent disadvantagesunder which many small businesses 

operate with respect to distribution channels. 

Another «»favourable factor in respect to distribution 

channels of developing countries is the minimum number of 

functions they perform as contrasted with similar types of 

channels in the industrialized nations.  The following table 

gives some idea of the extent of this discrepancy. 

CONTRAST IN TURKISH AND AMERICAN WHOLESALING 12/ 

Turkish      American 
Function Wholesalers   Wholesalers 

Geographically stationary 
and concentrated All 

Supply oriented All 

Involvement in partial financ- 
ing of retailers All 

Vertical integration and in- 
volvement in production      Most        Some 

Involvement in exporting and 
importing Moat:        None 

Involvement in consulting and 
other services None        „^ 

Involvement in sales promotion  None        All 

Some 

Some 

Some 
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Although this comparison was made  in Turkey,   the general 

pattern is  similar in many of the developing countries. 

Distribution channels  evolve as  the result of specific, 

local cultural and economic  factors.     It is,   therefore, 

virtually impossible  to describe in detail  a distribution 

system that is representative of all emerging economies. 

Nevertheless,  there are certain characteristics of 

distribution common to  the majority of such countries. 

Among these are: 

1. Small and fragmented markets 
2. Multi-product line distributors -  to spread risks 
3. Limited capital resources 
4. Sale of goods in small quantities 
5. Absence of  «tandardiaation 
6. Inadequate storage facilities   (compounded by 

poor transportation systems) 
7. No promotional activities by middlemen 
8. No  technical advisory services available to 

industrial consumers from middlemen 

For the small producer of technical goods selling to industry, 

this failure of middlemen to offer advisory services is often 

a major handicap.    In economically advanced countries, many 

producers of technical products depend on such advisory ser- 

vices to lift their products out of competition based solely 

on price. 

In Canada one such small producer manufactured an effec- 

tive but undifferentiated farm fertilizer.    Many of his com- 

petitors were divisions of large pe tro -chemical  firms.    The 

small producer was unwilling to enter into price competitions 

with such firms.    Instead he hired two college-trained agricul< 
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turalists  to work with the  salesmen of his distributors. 

These men  soon became competent  in providing creative technical 

training  to distributor salesmen.     These salesmen in  turn used 

this   technical knowledge  to provide consulting  services  to 

the   farmer;   in  this  case,   the  ultimate consumer.     The result 

of  this program was   successful.     A satisfactory  sales volume 

was maintained by the manufacturer in spite of occasional 

price-cutting activities by larger competitors. 

Some  small   firms have been able to make use of so-called 

"missionary salesmen"  to provide promotion and  technical aid 

to the consumer when  the middleman has been unwilling or 

enable to do so.     The missionary salesman works  directly with 

the ultimate consumer in providing such specialized services. 

Any  sales resulting  from these  efforts are made  through the 

middleman.     The  latter continues  to provide basic functions 

of assembly,  storage,  credit,  and delivery.     Using the "20- 

80 principle" it is often possible for even the smallest 

company to reach those potential customers who will account 

for 80% of his sales volume. 

Reluctance of distributers  to provide the manufacturer 

with the names of these customers is often encountered in the 

less  sophisticated economies.     In such instances the persuasive 

ability of the manufacturer will be the key criterion in the 

success of the plan.    The small manufacturer must be able to 

convince the distributar that there are decisive mutual advan- 
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tages  to  such cooperation. 

Buying habits  and buying patterns are of prime  impor- 

tance  in distribution  decisions.     As   extreme examples,   it  is 

axiomatic  that virtually no industrial users buy  from retail 

outlets and few users  of consumer products can buy  them di- 

rectly from the manufacturer.     Less  obvious,  until  after  the 

fact,  has been  the  food-buying habits  in  some of  the devel- 

oping countries.     In Brazil and  Spain,   for example,   intro- 

duction of supermarkets has met with very little  success. 

In  these countries  the  tendency of  the consumer  to buy in 

small quantities,  at a small neighborhood store where credit 

is available  (and where gossip and small  talk are also available) , 

is a factor inhibiting supermarket development. 

Additional  aspects of buying patterns may be summarized 

as follows: 

1.      Total demand per time period-average per customer 

and distribution among customers.    Again we see the 

"20-80 principle" in operation.    Though this principle 

is generally considered with respect to industrial 

•ales,  it is also applicable to sales to the 

ultimate consumer.    Such variations from the mean 

average are not, for consumer products,  of such 

significance as to dictate use of entirely different 

distribution channels. 
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2*  Frequency of purchase and average purchase quantity. 

An analysis of these factors is shown in the Goyal 

case.  The cost of handling many small orders is 

often larger than the gross profit obtained. In 

such cases either a cash and carry policy or greater 

use of wholesalers may be the only satisfactory 

solutions. 

3.  Nature and extent of planning associated with pur- 

chases. If the nature of the product is such that 

it is purchased on impulse of an emergency basis, 

an intensive distribution policy may be necessary. 

Such products may include replacement parts for 

machinery, tires, batteries, or prescription drugs. 

4*  Relation of purchases of product to purchases of 

other products. These are products naturally bought 

and used in a complementary fashion with other pro- 

ducts. Paints and paintbrushes, flashlights and 

batteries, drills, bits, and drill presses are ex- 

amples of such complementary use.  In this case the 

manufacturer may have no alternative but to usa the 

channels selling those products complementing hi« 

own. 

Distribution cost analysis is, in essence,  the process 

of distinguishing between profitable and unprofitable sales. 
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It permits  the application of scarce resources  to  those areas 

of maximum potential  profit.     It  is used far  too infrequently 

by the small business.     The Goyal Company used it effectively, 

In doing so Goyal eliminated some unprofitable customers and 

established new and more effective distribution policies. 

The tools  for distribution cost analysis  should be avail- 

able to every small business.    Existing company records pro- 

vide first the  five basic types of data: 

1. Name and location of customers. 

2. Types of business of customers. 

3. Number of each customer's orders in a given period. 

4. Total  sales  to each customer in the same period. 

5. Total  sales  and gross profit on each product in 
the company's  line. 

This last item may be compiled with such expense items as 

warehousing,   transportation,  salesmen's remuneration,   sales- 

men's expenses and bad debts. 

Some firms  find it desirable to develop more elaborate 

methods of classifying and allocating costs.    The more com- 

plex the method the more expensive it will be to operate. 

The small businessmen should examine the cost/benefit ratio 

of any system he is considering. 

Cooperatives 

This section on distribution would be incomplete without 

at least a brief comment on marketing cooperatives. 
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Cooperatives  are virtually a world-wide  institution. 

They exist in both  the  socialist  and the capitalist countries. 

Among  their most   familiar roles are  the sale  and distribution 

of agricultural  produce and handicraft products.     As is  true 

with other organizations,   the success of a cooperative de- 

pends  on  its management and on the environment  in which it 

operates. 

"A cooperative is an organization set up by a group of 

persons or firms  to perform services for themselves.    Their 

object  is  to secure better services in terms of quality and 

cost  than they could otherwise obtain.    Their chief instru- 

ment  for achieving this purpose is group integration, which 

is a source of both bargaining power and of efficiency.    Co- 

operatives,   in short,  aim to provide for some other groupa 

in  the economy some of the economic benefits  enjoyed by large 

business,  and they seek  to accomplish this aim through eco- 

nomies of scale and organization." 13/ 

Ownership by the users is one of the most distinctive 

characteristics of the cooperative.    Cooperatives do not 

attempt to make a profit in the traditional sense - rather 

they try to perform some of the necessary business functions 

at a minimum cost,   thus maximizing the profits of the cooperative 

member made through the remaining operations. 
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Probably   the  lirgest marketing cooperative  in  the world 

is  the California Fruit Growers Association.     This group per- 

forms all  of   the marketing  functions  -   from  tree   to retailer   - 

for more  than   95% of all   the  citrus  growers   in California 

and Arizona.      It  is probable   that more   than  half of  the Amer- 

ican citrus   crop  is handled  by  the  organization, 

With  the   exception  of agricultural   products  and handi- 

crafts,   relatively  few cooperatives perform  the   functi.ua  of 

the merchant   middlemen.     There  is,   however,   no   reason whv   co- 

operatives   should not assume   the  role  of  the wholesaler   to 

serve specialized segments of  small  industry.     One might 

hypothesize,   for example,   a   specialized  industrial«state 

where  the majority of the  small   companies manufactured  hand 

tools and related supplies.     Other  things being equal,   such 

a complex could provide  the   ideal  environment   ior a marketing 

cooperative. 

For groups interested in cooperative ventures additional 

information and assistance may be obtained through libraries 

and extension services. 

3.      PRICING 

Pricing  stands as one of the most  difficult decisions 

required of  the businessman.     For  the manager of the small 

business pricing decisions can be even more critical  than 

for his larger competitor. 
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Pricing  principles   applicable   exclusively   to   the  small 

enterprise   have not  been  developed.     Price determination  in 

itself does   not appear   to  be a marketing  factor  significantly 

different  between large  and small  companies.     Collateral 

factors  such as high cost  of operation,   poor  consumer accep- 

tance,  weak  distribution  and service organizations,  and ability 

to provide   funds for  advertising and sales promotion will  in- 

evitably be   reflected  in   the price policies of  the small 

company. 

An intelligent small  busint-s manager may turn to the 

literature of economics and business  to assist hi .   in develop- 

ing a price policy for his company.     Such a course is liable 

to result in confusion and frustration.    Much of the available 

published material is presented in  the highly abstract ter- 

minology of  the professional economist.     It provides little 

practical assistance for  the amali manufacturer of bicycles 

in  Pakistan or the Congo.     Price  theories,  concepts,  formulas, 

and mechanisms developed by economists are not,   therefore, 

ready-made tools for the marketing man seeking  to establish 

a price for a specific product. 

This does not mean that all economic and management 

principles relating to pricing can be ignored.     Two such 

principles are fundamental  tools to assist in establishing the 

prices at which any business can sell its products at the 
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maximum profit.  One of these principles is related to the 

elasticity of demand and the other to the calculation of a 

break-even point.  These will be examined briefly later in 

this section. 

"Pure" price problems virtually never exist in the real 

world of business and the market place.  Among "outside" 

factors bearing on pricing decisions are: 

1. Product policy. A company producing a highly 

differentiated product of great importance to 

the consumer can sell his product at a relatively 

higher price than one who is selling a staple un- 

differentiated product with marginal consumer 

Interest. 

2. Distribution channels. Distribution through one 

channel may require higher margins than sale 

through other channels. Since discounts to various 

distributors must come out oí the price which the 

ultimate consumer pays, such a consumer price 

must be calculated with such discounts in mind. 

3. Advertising and sales promotion. The costs in 

these oust be considered as part of the direct costs 

of the product. The amounts devoted to promotion 

will vary with product policy and conditions existing 

within the channels of distribution. All have a 



bearing  on   the  final   price  established by   the 

manufacturer. 

4.       Market   research and demand determination.     Even 

under optimum conditions  and with highly sophis- 

ticated  tools,   accurate  demand determination is  a 

difficili  task.     Yet  it  is obvious   that  the nature 

and extent  of demand will  influence  the  sales at 

a given price.    Changes  in  sty¿2,   economic con- 

ditions,  and price will   all be influential in de- 

termining the shape of  the demand curve. 

ELASTICITY OF DEMAND is a factor which must be considered 

by the businessman in establishing prices for his products. 

The economist treats  this demand concept in a far more com- 

plex manner than is necessary for  the small businessman.     It 

would be most unwise  for the average markering man to go 

through the complicated mathematical calculations that delight 

the economist. 

Essentially when a businessman is setting a price for 

one of his products,  he tries to estimate the probable sales 

volume at various prices.    The economist starts his calculations 

in the same manner and calls the result a "demand schedule". 

A sophisticated businessman may conclude that demand is either 

elastic or inelastic,   i.e.,  if sales  (demand)  are likely to 

increase with a lowering of price and decrease with an increase 
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in price, demand is deemed to be elastic.  Seme products by 

their very nature are sensitive to price and others insen- 

sitive.  Very little more salt would be sold if the price 

were reduced.  On the other hand, a great many more auto- 

mobiles would be sold if the price were reduced.  Therefore, 

demand for salt would be considered inelastic, while demand 

for automobiles would be elastic. A simplified and highly 

exaggerated demand schedule is shown in Table 1. 

Table 1 

Price Demand or 
Sales Volume Un it 8 

$10 1 
9 2 
8 3 
7 4 
6 5 
5 6 
4 7 
3 8 
2 9 
1 10 

It trill be noted that this tabular demand schedule ignores both 

total revenues and costs. As it stands now, it tells nothing 

except that the product has an elastic type of demand. 

Table 2 shows the same demand schedule with total rev- 

enues at each price and volume level plus assumed variable 

costs of $3 per unit. 
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Table 2 

Price    Volume    Total      Total        Total Gross 
Income   Variable Costs*  Margin or Con- 

tribution to 
ITO Ï Cío Î3 Profit & Overhead 

9       2       18        6 \2 

8       3       24        9 15 
7       4       28       12 16 
6       5       30       15 15 
5       6       30       18 12 
4       7       28       21 7 
3       8       24       24 0 
?       *       18       27 (9) loss 
1      10       10       30 (20) loss 

*In this example variable costs include only labor and raw 
materials. The totals of such costs vary by volume. 

From the above table it may be seen that given the stated 

facts $7 is the optimum selling price since it provides the 

greatest gross margin ($16) after the deduction of $3 in var- 

iable costs for each unit sold. 

A word of caution to the businessman who wishes to make 

use of the type of calculations shown in Table 2.  It is easy 

for the writer to arbitrarily establish the hypothetical 

volume shown in column 2. It is difficult for the business- 

man to arrive at realistic figures for his product. The best 

he can do is to make a series of educated guesses. Even an 

educated guess, however, may be better than ignoring the 

demand schedule altogether. 

A simple break-even point analysis Is an additional tool 

that should be used by every businessman when setting prices. 
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In making such an analysis it is assumed that «« price has 

been established. The calculations that follow indicate 

the sales volume necessary to break even and the extent of 

profits accruing at varying additional volumes after the 

break-even point has been reached.  (The extent of losses 

at volumes below the break-even point will also be show .) 

Step 1 in the determination of break-even.  Divide costs 

into fixed and variable.  Variable costs are those which vary 

in total according to the volume produced.  Direct labor and 

raw material are almost always considered as the basic variable 

costs. There are other costs (fixed costs) which will stay 

the same at any volume.  Property taxes, insurance, executive 

salaries, and amortization costs are examples of some typical 

fixed costs. 

Step 2. Subtract unit variable costs from the proposed 

selling price, resulting in a figure called "contribution to 

profi. and overhead". 

Step 3. Divide total fixed coati» by the unit contribution 

to profit and overhead. The result is the number of units 

which must be sold at the assumed price for the company to 

break even, or BEP. 

An example of such a calculation follows. 
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Oran Shoe Company 

Fixed costi (overhead) 

Executive salarles 
Insurance 
Debt service 
Taxes (property) 

Total fixed costs 

Variable costs (per unit) 

Raw material 
ftlrect labor 

Total variable (par unit) 

Sailing prlca (par unit) 
Less variable coit (par unit) 

Contribution to profit & overhead IGT 

wtm*é costa       musm- - !• 
Unit contribution   10F. 

¿0,000F. 
10,000F. 
25,000F. 
3.000F. 

100,000 

•F 

R 
1SF 

ISF 
W 

000 «aita 

This tabular typ« of analysis «ay ala« hi projected In 

graphic forme, whieh li frequently «ore helpful since profits 

or loaaes at varying volumes can be seen at a glance. In 

using this type of calculation, the Oram Company sight try 

to assess the total potential demand in the market which they 

intend to serve. For example, it night be determined that 

the probable demand for shoes in 25F. price range had been 

about 500,000 pairs the previous year. This would mean that 

Oran would have to capture 2%  (10,000 pairs) of the total 

market to break even. This could be a reasonable sales goal. 



,(, <~ 

|(t   on   the   other   hand,    tin-   total   annual    >ales  had   tuen  only 

¿0,000   pair«,   Oran would   need   507   of   the  market   to   break  even. 

Depending  on  competition   this  might   be   an   overly-ambitious 

aalei  goal.     An   alternative  could  be   to  manufacture   a   lower 

price   shoe  appealing  to  a wider market.     In  this  case a new 

break-even  analysis would  be   required. 

Break-even  analysis   is not   intended  to provide   the  final 

answer  to the  pricing problem of a manufacturer.     It  serves 

rather  to  indicate  the  lowest   price at which a product can 

be  sold without  loss.     It  cannot determine  a specific price 

because it does not give  sufficient recognition  to  the market 

place. 

In pricing a product that is neither new nor highly 

dlftarantlated, there are two divergent policies that may be 

followed by a small firm: one is sailing the product at above 

the customary or "going price"; the other is "price shading" 

or sailing bale** the prevailing price. Both policies involve 

risks but both also presant opportunities. 

To set a price higher than the going price for a similar 

product requires »axis*» utilization of all potential advan- 

tages possessed by smaller business. Constant personal attention 

by the small company*s top executives, special favors in terms 

of product or services that are not obtainable from the larger 

firm, are all part of the composite picture that must be 



-64- 

created by the small firm charging equal or higher prices. 

Again it must be stressed that these factors do not exist 

automatically with smallness.  They must be consciously created 

and continuously maintained. 

Price shading or selling below the going price is the 

obvious method for a small firm to get orders in a price- 

oriented market. Two major dangers are incurred by this prac- 

tice.  The first is the possibility of immediate and massive 

price retaliation by larger competitors. This is most likely 

to occur if the small firm appears to be inordinately aggressive 

and ambitious.  If the challenge is local and unlikely to try 

to expand on a national basis, the large firms may ignore it. 

The second and perhaps the greater danger of undercutting 

the going price is the possibility that the small firm may 

sell at prices below its actual costs. Fixed costs such as 

debt service, depreciation, maintenance, and so on may be for- 

gotten in the calculation of price. A realistic break-even 

analysis will help bring these hidden fixed costs into a clear 

focus. 

The ultimate price will, in most well-run finas, be estab- 

lished both empirically and mechanistically. Neither process 

is satisfactory by itself. Costs, extent of demand, condition 

of the market, attitudes of distributors and product character- 

istics are all important in price determination. 



~i. 

MARKET  RESEARCH 

Market  research is   an  effective managenu-n«    tool   that 

can be useful   in any  economy  regardless  .»I   i t •    s tat v   of 

development.  It Is also a disciplini- that tnav he transferrid 

from the industrialized nations to thoi»e countries »till in 

the development stage. 

Before market research can become a significant factor 

in the emerging economies, two critical developments must take 

place.  Firrt, those concerned with the business, economic, 

and government infra-structures must be convinced of the use- 

fulness of market research.  Second, government, large-scale 

industry, and other groups involved in economic planning must 

take positive steps to provide the essential raw material of 

the market researcher, i.e. basic statistics. 

The first of these developments, including as it does 

Inherent attitudes of large numbers of people, is the more 

difficult to achieve. Attitudinal changes cannot b* accom- 

plished through fiat or legislation. Change will come only 

through education and wide exposure to successful use of 

market research by a pioneering segment of the influential 

businessmen throughout the country. It is normally a slow 

process. It can, however, be accelerated by use of extension 

services, seminara, and articles in appropriate trade Journals. 
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GoviTiimiMit contributions to market research can be 

created by legislative action and the necessary appropriations 

Even the most backward countries have machinery for collecting 

basic demographic data.  To be useful in market research such 

data must be fractionalized and provided for the most minute 

political and economic subdivisions.  In addition, expanded 

data must be gathered, for industrial production (by product 

categories and sub-categories), consumer income, import and 

export figures, housing information, and many other categories. 

Much of this data must be gathered and published more fre- 

quently than is now customary.  In the vast majority of the 

developing countries, it is most unusual for the government to 

provide any data at intervals more frequent than the decennial 

census.  Towards the end of this ten-year period the data be- 

come! obsolete and therefore useless or unreliable. If we 

presuppose the existence (in a given country) of favorable 

attitudes by business and the availability of adequate govern- 

ment statistics, there are other difficulties facing the would- 

be user of market research. 

Government statistics - and similar types of data - rarely 

in themselves give the answers to the marketing problems of 

industry in either the large or small scale sectors. Such 

•tatistics provide only the raw data prerequisite for most 

market research activities. One of the best known of these 
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activities is the market survey designed to get answers for 

specific marketing problems. It is in the survey that the 

researcher in developing countries may run into technical 

problems. 

Harper Boyd, Jr. and his colleagues have suggested that 

these difficulties include sampling problems data gathering 

problems, and field work problems. 9 / 

Scientific sampling methods require precise identifi- 

cation of the discrete elements in the planned sample, e.g., 

specific blocks within a city and accurate isolation of demo- 

graphic units such as families. Lack of large scale maps and 

absence of street numbers on dwellings, make geographic identi- 

fication difficult. The sprawling joint family presents a 

major problem in the isolation of demographic entities. 

Data gathering for a market survey may, in industrialized 

countries, be done by telephone, mail, or personal interview. 

In the emerging economies, all three methods present very real 

obstacles to the market researcher. Telephones are usually 

found in only the upper strata of the population. Mail sur- 

veys are handicapped by a low literacy rate. Personal inter- 

views are made difficult by high costs, a cultural disin- 

clination to give strangers personal information, and lack of 

trained interviewers. 

Organization of the field force. In the developed 

countries, women generally play a major role as field workers 
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in a market  survey.      In the developing countries cultural 

traditions often make it impossible for women to be used 

in such capacities.     The use of male interviewers  is made 

difficult by the reluctance of housewives  to accept questioning 

from unknown males. 

For most small  businesses   these  technical problems  re- 

lating to market research are of only passing interest.     The 

majority of small  firms are unable  to afford specifically 

designed market surveys even if they were convinced of their 

usefulness.     It is,   however,  possible  for such data to be 

developed for various  industrial classifications.     The two 

most likely sources  for industry-wide  surveys are government 

and trade associations.    Up to  the present there are,  in most 

developing countries,   serious problems in trade association 

organization, participation, and cooperation,  particularly 

in the small scale sector.    Thus,  if small industry is to have 

useful market research tools,   they will probably have to be 

provided by government agencies. 

The Government  of India through its Small Scale Industries 

Board created,  over  a decade ago,  a workable program of market 

and economic research assistance to Industries in  the small 

scale sector.    This program was developed jointly by a group 

of highly trained Indian economists  together with a task force 

from the Stanford Research Institute.    The project was funded 
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by  the  Ford Foundation. 

This program had two basic  objectives.     The  first was   to 

provide guidelines   to  the administrators and  professional   and 

technical people   in   the all-India  program  for  assistance   to 

small   scale industry.     The  second was  to provide market   re- 

search help to  the  owners of  small   industrial   firms.     The   overall 

program is admirably described   in a book by   the  Indian  and 

Stanford team leaders,  Nanjundan,   Robison,   and Staley.   10/ 

The design of this book makes  it  an excellent handbook  for 

government administrators in other countries.     Market research 

reports as developed for use by  the small  scale Indian entre- 

preneur included both All-India and Regional  reports.     (The 

latter were necessary in a country the size of India but  ob- 

viously are not necessary in the  smaller,  more homogeneous 

countries.)    An example of the major topics  covered by one of 

these reports,  Hosiery Industry-All-India U/  are shown below: 

I. Introduction 
II. Description of Products 
III. Growth and Present Status of the Industry 
IV. Demand Outlook 
V. Competitive Outlook 
VI. Employment and other Social Benefits 
VII. Problem and Recommendations 
VIII. Opportunities for Small Businessmen 
Appendices 

Th« actual or potential hosiery manufacturer making use of 

this study has at his disposal useful data of far greater 

magnitude than he could conceivably gather on his own.     The 

L 
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loan officer (private or public) has much of the industry 

information he needs prior to making any loan in the hosiery 

indus try. 

INFORMAL INEXPENSIVE METHODS OF MARKET RESEARCH FOR SMALL 

BUSINESS 

A wag once said, "The three most expensive words in 

market research are 'my wife says'." He was obviously re- 

ferring to the tendency of some businessmen to make decisions 

based on grossly inadequate information.  It has been pre- 

viously noted that highly structured market surveys are be- 

yond the financial capabilities of most small firms. Yet 

there are methods of gathering market information available 

at little or no cost. Such information if evaluated carefully 

can be most useful. 

Company records can almost always provide valuable 

market intelligence. We have seen how the Goyal Company used 

its own records to help in sales forecasting.  Internal records 

may show a trend of increasing sales to one type of industry 

and decreasing sales to another. 

Salesmen, be they company owners or hirad hands, can 

frequently provide market intelligence of value in corporate 

decision making. Salesmen are constantly in the market placa, 

and their selected questions and critical observation can 

provide useful feedback to marketing executives. 
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Trade   shows  and  exhibitions  have   a  high  potential   value 

for obtaining market   information.     The  cumulative  knowledge 

and experience of people   attending   such  shows  is   substantial. 

Informal   talks with  selected representatives of various  levels 

of distribution and with  other manufacturers  should have  sig- 

nificant  value  to the  alert  small businessman. 

Newspapers and  trade  papers  should be considered as 

sources  of market  information.     Reports  of large  industry 

locating nearby or a new  industrial   process requiring certain 

components or raw materials are examples. 

All   these methods  of acquiring market intelligence can 

and should be used in  the  small  scale  industry.     Benefits are 

not automatic.    Records must be searched and tabulated,   sales- 

men must be trained and  Interrogated,   and published data 

written down and placed in an active  file. 

SlfrWARY 

The marketing  (and management)   problems of Small Busi- 

ness in developing countries may be viewed in two different 

perspectives.    The first of these looks at common character- 

istics -  problems and opportunities  - of firms within this 

classification.    The second examines  the functional areas of 

marketing management - analysing common practices and sug- 

gesting methods for Improvement. 



-72- 

It must be emphasized that marketing is only one part 

of the total management system.  Proper understanding of 

the marketing function can only be achieved by relating 

it to the total management structure. 

All industry in the developing countries faces lack 

of a strong tradition in the art of management. Often there 

is an outright antipathy for the dignity and usefulness of 

commercial and industrial activities. This antipathy in turn 

retards the development of commercial financial institutions, 

trained manpower, and government assistance programs. 

The manager of a small business is further handicapped 

by a distribution system that is more of a disadvantage to 

him than it is to his larger competitor. He is often unable 

to hire the most competent executives because their higher 

salaries can be covered by only a small sales volume. The 

small company has far fewer financing options. This in turn 

may have an unfavorable effect on his product policy, in- 

ventory policy, and distribution alternatives. 

There are, nevertheless, advantages available to the 

small scale manager who it intelligent and aggressive enough 

to search then out and cultivate them continuously. These 

include close customer relationships, special services in terms 

of design, scheduling and deliveries. Sub-contracting is 

• till a potentially profitable - but at yet unexplolted - 
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aspect of selling by the  small  scale  sector. 

PLANNING  is a word familiar  to  the  small  scale owner 

but  seldom understood and almost never used.     Planning is 

the  first  function of management.     Setting objectives  in 

terms  of  sales  volume  is a logical   starting place  for  the 

planning process.     The Goyal  Company provides an excellent 

capsule example of planning.     The principle of minimizing 

efforts in the  less profitable activities is shown dramat- 

ically in the Goyal analysis.     This "20-80 principle" 

should be applied wherever applicable in business decision 

making. 

Product Policy - deciding what products to manufacture 

and offer for sale - is one of the most critical decisions 

a company must make. The right products, at the right time, 

to the right customers, are the essential elements of good 

product policy. National planners can, through licensing 

and other means, influence product policy of individual firms. 

Such influence should be directed so as to assist in the over- 

all Industrial development of the country. 

Distribution policy and the location of satisfactory 

distribution channels often find the small firm at a disad- 

vantage. A «sail firm rarely has a sufficiently large sales 

potential to be of major importance to a distributor. It may 

have to accept any terms offered by the middleman. In devel- 
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oping countries such terms seldom include special services 

such as promotion and aggressive selling.  Stocking and 

order-taking are frequently the only functions performed 

by such middlemen. Marketing cooperatives are a possible 

solution to unsatisfactory distribution channels. 

Price policy by small business should be established 

first by considering basic economic factors such as elasticity 

of demand and break-even point calculations.  The final price 

will undoubtedly be set in the market place by competition, 

primary demand, and the qualities of differentiation in- 

herent in the product. 

Market Research. Unless specialized Market Research 

projects are available this valuable tool will probably not 

be a major factor in the marketing program of the average 

small firm.  The government of India has designed a multi- 

industry market study that can be used as a model for other 

countries.  10/ Many inexpensive do-it-yourself market research 

procedures are available to the imaginative small business 

manager. 
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APPENDIX A 

THREE SELECTED CASES ILLUSTRATING PROBLEMS OF 

PLANNING, PRODUCT POLICY, PRICING, DISTRIBUTION, 

MARKET RESEARCH AND OTHER ASPECTS OF MARKETING 

MANAGEMENT 

A-l 

â-2 
A-3 

EXCELSIOR MANUFACTURING COMPAN\   PLUS 
NOTES & COMMENTS* 
THE TORA GOWftMT plia lOTíS A COMBÉS* 
BREAD FACTORY INC. plus NOTES & 
COMMENTS* 

*Ia *U of th« «oov« euu th« «tt*eh«d NOfIS 6 CHMBRS 
r«pr«t»nt th« personal vi«,, of th« author of toit MM?. 
Th*y ar« not ntcMMriljr thoa« of too cat« vritor. 
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EXCELSIOR MANUFACTURING  COMPANY 

In  December  1963,   Ajit  Prasad Jain,   one of  the   two 

partners  of  the Excelsior Manufacturing Company, was  con- 

sidering ways and means of   increasing  the   profitability  of 

the  company.     Although  the   company had within  a  period of 

four years introduced and marketed moi? than 30 products, 

Mr.   Jain held the view  that none of  these  products  had 

helped materially  to attain an over-all  financial  stability 

for the company.     The search for new product ideas,   the 

transformation of ideas into marketable products,  and success 

in solving the product problems presented  to them had brought 

great personal satisfaction to him and his brother and to some 

of the consumers whose problems  they had solved, but had not 

made the Excelsior Manufacturing Company a very profitable 

operation. 

Set up in 1958 in an industrial  town in Western India 

by Ajit Prasad Jain and his brother,   Jayant Kumar Jain, 

Excelsior Manufacturing Company had started by manufacturing 

polythene (also known as pole thy lene) bags.    Ajit and his 

brother were share brokers, who had accumulated a sum of 

fifty thousand rupees  to invest In a manufacturing enterprise. 

They had inherited a plot of land with power available.    In 

addition, Jayant had worked for three months with a plastic 

manufacturer in the samt town.    With this background and a 
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confidtMici-  in   their ability  to   think  creatively  and  sell 

vigorously,   the  brothers   acquired  extruders  and moulding 

machinery  for   the manufacture  of polythene bags. 

The  raw material   situation   fluctuated widely and made 

the  going hard   for  the new  firm.     Up  to  1958   the   import of 

polythene was  permitted by  the  Government of  India,   imports 

being allowed only  to  the actual users of polythene who were 

successful in obtaining  import  licenses.     In   1958,   the Imperial 

Chemical Industries,   then  the only manufacturer of polythene 

in India,  indicated to  the government that it was in a 

position to fill  the Indian demand for this plastic.    Con- 

sequently imports of the material were banned by the govern- 

ment.    For some reasons,  however,  I.C.I.'s manufacturing 

plant ran into difficulties and could not satisfy the demand 

of extruders and moulders.    Some of the companies dependent 

upon polythene as the basic raw material for their products 

were idle for as long as six months in 1959.    At the hue and 

cry raised by the companies,  the Import position was 

liberalised and polythene was allowed to be Imported again. 

In 1960,  on a promise givan by I.C.I.,  the Imports were once 

more banned.    Ajlt stated the I.C.I,  still failed to meets 

its obligations,  and the manufacturing units suffered 

Case material of Indian Institute of Management, Ahmedabad is 
prepared as a basis for class discussion.    Cases are not de- 
signed to present illustrations of either correct or incorrect 
handling of administrative problems. 
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ef v.    im- another  idle-machine   peuod.     On a   further hue  and 

ports were  again   liberalized,   but by  that   time   the  damage 

had been done.     Th.    ilu-tuating  raw mate ri M   situation had 

eliminated  several  marginal   units  that  were  dependent   upon 

polythene  as  the  raw material   for  their  products. 

Tn  1961,   the  Union  Carbide Company   set   up  an   Indian 

company and entered  into   the manufacture  of polythene. 

According  to Ajit,   the Union Carbi de Company's output was 

not of a consistent  quality.     Added  to  this,   it was not 

known  exactly as  to how many  tons  Union Carbide was in a 

position to produce  of:     (1)  moulding grade polythene; 

(2)  blow moulding polythene;   (3)   film moulding polythene; 

•ltd  (4)  pipe moulding polythene.    This uncertainty affected 

the manufacture of products dependent upon polythene as  the 

raw material left the producers too uncertain of the 

availability of different grades used for manufacturing 

different products. 

Another very significant way in which the uncertain, 

raw material position had hampered the growth of companies 

like his, Ajit said, was that the I.C.I., apart from being 

a supplier of the basic raw material needed by him, was also 

his competitor for such products as polythene bags, tubings, 

and linings.    He added that although his customers obtained 

polythene bags from him (as a case in point) at slightly 
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lower rates   than  those  quoted by   the  Imperial   Chemical 

Industries,   they were  hesitant   to deal with him because of 

the uncertainty of his  supply position.    The  supplier of  the 

raw material who was also a  producer of the  products was  in a 

unique position to  restrict  the growth of  the  business of his 

competitors by making  the supply of raw material uncertain. 

Ajit also believed  that  the price of the  raw material 

(polythene)   that he purchased from Indian manufacturers was 

exorbitant.     He had paid,  he recalled, Rs.3.50 per kg.   for 

polythene when he had imported it  (all coats inclusive).    Now 

he had to pay Rs.6.25 per kg. ex-factory on his Indian 

purchases. 

While the raw material situation remained extremely 

troublesome insofar as the Excelsior Manufacturing Company 

was concerned, its development of one product after another 

also was a source of management concern. 

The company started by manufacturing polythene bags. 

Mr. Ajit Jain visited local textile mills and first sold his 

polythene bags to them for the storage of cotton.    From the 

textile mills the Jain brothers expanded the area of their 

operations by selling polythene bags to the leather, pickle, 

and wire Industries.    By 1*63, polythene baga comprised 40% 

of the total sales of the company.    (See Exhibit I.) 
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During his frequent visits to the local textile mills, 

Ajtt talked to the persons in charge of the spinning and 

weaving departments.  This provided him a good opportunity 

for studying the needs of the textile industry as well as the 

problems faced by them that called for solution.  For example, 

there was the case of sliver guide.  The sliver guide made 

out of steel was imported and was obtained with difficulty in 

the local markets. On one of his visits to the Ganesh Textile 

Mills, Ramaswamy, the Spinning Master, complained to Ajit that 

frequent breakages of the sliver guide was giving him con- 

siderable trouble. Ajit reported this to his brother, Jayant, 

who said that he could find a solution for the problem. He 

then set out to design a sliver guide made out of plastics 

and in about two weeks' time had a design ready. The item 

was manufactured under his close supervision and when the 

finished product was ready, he showed it to his brother. 

Both were immensely pleased with the new product and Ajit 

proceeded to the textile mills to deliver the article to the 

Spinning Master of the mill. Mr. Ramaswamy put the new 

product to test and was immensely pleased with its performance. 

He inquired the price of the article and was told that it 

would be Rs.150 per piece. Ramaswamy decided to buy two 

pieces for his mills. 

*A sliver guide is part of a machine in the spinning department 
of a textile mill. Cotton comes in rope fashion to the machine 
which feeds card cans. When this rope breaks, the sliver guide 
stops the machine thereby preventing it from being damaged. 
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The brothers   then  decided  to  explore  the market  for  the 

sliver guide.     They believed  that   they had a good  product 

in   their hands.     Ajit spoke  about  the  product  to   the managers 

of  local  textile mills which he visited and also  sent letters 

to almost  50 mills  explaining the advantages of  the newly made, 

plastic sliver guide over  the widely used steel  guide.     In- 

quiries were  received from several mills,  but  the  company 

managed to sell  only 36 pieces. 

When Ajit was visiting the "Mosaki Mills" seeking orders 

for his polythene bags and the sliver guide,  the general 

manager, Vinod Shah,  showed enthusiasm for both products, 

but informed Ajit that his real problem was with the temper 

rollers   which caused frequent stoppage of the looms. 

When Ajit reported to his brother the problems of Mosaki 

Mills Ltd.,  Jayant believed that a solution could be found to 

this  problem too.     He enjoyed creating new products and 

helping people  to solve their problems.    Two weeks later, 

Jayant showed his brother the design of a temper roller made 

out of plastics.    The design was then turned into a finished 

product, and when Ajit was satisfied with its durability and 

advantage over the temper rollers made out of rubber, he 

presented one to Vinod Shah.    The product was accepted by the 
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mills   and   the   first   tryouts   proved  to  be  encouraging.     A] it 

suggested  to his brother that  the  cost of the new temper 

roller   should be Rs.6  per-piece  as against   Rs.2  per-piece 

paid by  the  textile mills for  the  temper rollers made out 

of rubber,  which had  an  expected   life  span   of one month   to 

two months as against   the guaranteed life   span of the  plastic 

temper  roller of six months.     Ajit started   pushing the  sales 

of the  product and was  successful by October,   1963 in  selling 

three  gross of them.     After four weeks of  serious effort  put 

into selling the product, he realized that  its market was 

limited. 

An  experience similar to the above brought the creation 

of a plastic spindle bowl    from  the company.     Though  the 

product was well received by the  people who purchased it, Ajit 

was unable to sell more than eight gross priced at Rs.6 per- 

piece  to  the weaving departments  of the local textile mills. 

Ajit and his brother apart   from the manufacture of 

polythene bags,  sliver guides,   temper rollers,  and spindle 

bowls,   had added other lines to   the company's manufacturing 

activities.    These included polythene tubings,  sheetings, 

plastic  fabrication,  and polythene linings.     The company was 

also in  the process of manufacturing tables and large bowls 

needed by the textile mills. 

Spindle bowl is a guide for the  shuttle on an automatic  loom. 
Its function is to prevent the shuttle from moving up.     If 
spindle bowl wears out or is nonfunctioning,   then the shuttle 
will move out and the  loom will  stop.    Spindle bowls were 
commonly made out of leather or  synthetic rubber. 
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Ajit suggested to Jayant that some of the textile mills 

he had visited had indicated a need for a chemical processing 

2 
plant  for their bleaching operations.  The existing plant 

was about 28 feet high and was originally made out of metal 

containers with a plastic lining inside.  Jayant came up 

with the idea of a new product.  By August 1963, the company 

was successful in manufacturing the plant made entirely out 

of plastic and attributed this to the creativeness of Jayant. 

Each plant was priced at Rs.20,000 and the company expected 

to make a profit of 20% on the sale price to the customer. 

The company had supplied three plants to local textile mills 

and an order had been accepted for a fourth one. The Jain 

brothers demanded one-third of the price of the plant when 

the order was accepted and the remaining two-thirds at the 

tine of delivery.  Seeing the good work done on this product 

by the Excelsior Manufacturing Company, an organisation which 

owned two textile mills and had an extensive distribution 

network and contacts with textile mills all over the country 

approached the company seeking to become its sole selling 

agent of the plants on a 10Z commission basis. The Jain 

brothers were con templa ting whether the arrangement would be 

beneficial to the company in light of its existing resources. 

2Name disguised at the request of the company. 
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By this time Jayant had also been successful in 

developing two, additional new products.  One was a plastic 

socket which when inserted in the ends of steel and iron 

pipes acted as a thread protector during shipment or storage. 

The sockets were priced at 10 nP. each. A leading manufacturer 

of pipes had placed an initial order for one lakh of sockets. 

Another was a consumer product; a small plastic kettle to 

hold hot or cold beverages. The kettle was to be priced at 

2 nP. per-piece. Jayant had visualized sales of the product to 

tea and coffee vendors at railway stations. He felt that 

passengers who were in a hurry would buy the kettle filled 

with coffee or tea. After they were through drinking, they 

could throw it away. 

By October 1963, out of the 12 competitors of the 

Excelsior Manufacturing Company in or near the town where 

the company was situated, five had gone out of business and 

two were about to close down their factories. Ajit attributed 

this to the low returns which the plastic manufacturers were 

securing, the keen competition met, and the uncertainty of 

the raw material situation. 

The Jain brothers, on their part, had decided to utilize 

an additional plastic; vis., P.V.C., as tha raw material for 

of their products. Jayant felt that he could put his 
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mind to work in designing new products made of P.V.C. 

Polyvinyl Chloride which was manufactured locally, was 

available in plenty, and was used as a basic raw material 

for linings, tapestry cloth, wallets, rexines, etc. 

The products of the company were sold by Ajit and Jayant 

by visiting the local mills personally or by initiating a 

contact with the mills through mail.  Of the two brothers, 

Ajit was the active salesman. The company employed no other 

salesmen because it was felt by the partners that the volume 

of business did not justify any such addition to the staff 

of the company. 

The manufacturing plant of the company, situated close 

to its administrative office, had two extruders, three 

moulding machines, two fabricating machines, and one printing 

machine. The factory worked 15 days a month in three shifts 

when raw material was available. In its four-and-a-half 

years of existence, the Excelsior Manufacturing Company 

had not sustained a loss, but neither had it made a sub- 

stantial profit. 

P.V.C, (polyvinyl Chloride) is a thermoplastic material of 
great versatility. It is a white powder which, when com- 
pounded with a variety of chemicals, can be used to produce 
rigid or flexible sheeting, extrusions and moulded parts 
requiring close tolerances. It can be dyed any color and has 
found wide applications in the manufacture of goods ranging 
from toys and raincoats to light plugs and electrical insulat- 
ing materials. It is abrasion resistant and also resistant to 
Oil   and  M 1-Haoosl   .«-.-i... oil and oil-based stains. 
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After giving all this information to the case writer, 

Ajit turned around and said, "We have ideas and products. 

We have also resources, land, and machinery and a company 

which has acquired a reasonable amount of goodwill in local 

industrial circles.  Now please tell us what should we do 

with our products and how should we sell them?" 

What would you say to Ajit in case you were in the 

case writer's position? 

Exhibit I 

EXCELSIOR MANUFACTURING COMPANY 

Percentages of Salea Product-wise in 1962 and 1963 

% 

1962 
% 

1963 

J>* Temper Rollers 2 2 

2. Sliver Guide 2 2 

3. Spindle Bowl 2 2 

4. Polythelene Bags 57 40 

5. Linings 10 S 

6. Tubings IS 3 

7, Novelty I teste 5 3 

• • Chemical Processing Pleat . 12 

f. Sockets 7 28 

100X 100X 
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Exhibit II 

ELCELSIOR MANUFACTURING COMPANY 

Total Sales in Lakhs of Rupees* 

1960-1961 1961-1962 1962-1963 

2.50 3.00 4.00 

Exhibit III 

EXCELSIOR MANUFACTURING COMPANY 

Gross and Net Profit» of the Company 

1960-1961      1961-1962     1962-1963 

Gross Profits     R«.20,000      Rs.25,000     R«.30,000 

Net Profits      Rs. 2,000      Rs. 2,500     Is. 3,000 

* One lakh - 100,000. In 1963 a rupee «as worth about 

$.21 U.S. 
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NOTES AND COMMENTS ON EXCELSIOR MANUFACTURING COMPANY 

The Elcelsior Manufacturing Company appears  to be a  firm 

that is heavily oriented towards manufacturing  to the ex- 

clusion of good marketing practices.     There is  a compulsion 

towards production prior to  any  realistic  effort  to determine 

long and short range demand. 

Over 30 products have been manufactured during  the 

past 4 years.    At  the time  the case was written only nine 

major products remained.    Of  these nine,  3 or 33 1/3% account 

for 80% of sales.     It may be inferred that these 3 products 

also account for most if not a^l of the net profit. 

If precise cost accounting data were available,  it 

would probably show that the six remaining products are 

being sold at a loss.    Research and development,  set-up 

costs plus executive time,  represent overhead expense items 

which it would be difficult  to absorb with a sales volume 

of between only 32,000 Rs and 8,000 Rs per product. 

Return on investment appears to be low.    If we assume 

an investnent of 50,000 Rs,   then the 3,000 Rs net profit 

represents a return of only 6%.    It is significant too that 

as sales increase the net profit goes up only in direct 

proportion.    Normally, as sales rise the percentage of net 

profit should also rise.    This is because overhead costs can 
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be  spread over a larger unit  volume,  bringing down  the 

overhead cost per unit. 

The company should make a greater effort  to  determine 

long and short  range  demand before  taking a product into 

production.     Break-even  calculations  should be prepared 

for every product.     Executive  time  for selling  should be 

concentrated on  those  items with  the highest potential net 

sales and profit.    Existing products should be dropped if 

they are not contributing to overhead or have no  potential 

for so doing. 

VORA AND COMPANY* 

In December 1963,  Mr.  P.K.  Vora,  Proprietor of Vora 

and Company,  manufacturers of Blossom Quick-Cooking Oats 

located at Lucknow,  sought counsel from the Small  Industries 

Service Institute at Lucknow1 regarding steps  that might be 

taken  to increase the  sales of his company.    The company had 

Lucknow is located in Utter Pradesh in Northern India. 

*This case was gathered through the joint efforts of Russell 
Loftus of the Small Industries Extension Training Institute 

L c^:V?tstesLdi
t
an InritUte °f ^^men?,1^^. ine case m its present version was written by Prof    Nell  H 

%£ZlVhe 8M" °f the Indi"n In'"*- «>? ££j£.   * 
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been organized in 1959, had started to sell its product 

nationally in 1961, but by December, 1963 had failed to 

attain a profitable volume of sales. 

Mr. Vora's family had been in the grain business for 

several generations.  In 1959, some four years after the 

Government of India had stopped the importation of packaged 

cereals, Mr. Vora and his family decided to enter the business 

of processing and selling a product similar to Quaker brand 

quick-cooking rolled oats, a product of the Quaker Oats 

Company of the United States. For some years previous to the 

Government's embargo, this product had been imported into 

India by the firm of Müller and Phipps, which acted as sole 

selling agents. The firm advertised the product in many 

Indian cities and reportedly had attained at least a moderate 

volume of sales, particularly in South India, in the States 

of Kerala and Madras. 

In 1956 shortly after the embargo on Quaker Oats, the 

Ganesh Flour Mills of Delhi started to develop and market 

a quick-cooking white oats under the trade mark Champion. 

After some three years of experimental marketing in nearby 

areas, Ganesh Mills extended its distribution nationally, 

devoting a moderate amount to advertising in city markets 

throughout India. 
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The management of Vora and Company developed the 

machinery and the method of processing its product on a 

trial and error basis.     The  first product offered was not 

deemed satisfactory by the management and was withdrawn from 

the market.    Not until  1961 was  the Company  satisfied with 

the product's quality and with its processing equipment, 

which,  when perfected,   could produce on a one-shift basis 

500 cases a month,  each case consisting of 36 tins of 550 

grams each.    White oats of finest quality were imported 

from Australia under Government license,  since Indian grown 

oats of required characteristics were not available. 

The perfected product was submitted to test among 

consumers and was rated by them as equal to or better than 

the competing product.    The management had made application 

for permission to use the mark of the Indian Standards 

Institution and learned that the product and ita processing 

measured up to required standards.    Mr. Vora anticipated 

early arrival of the papers which would permit the Company 

to place the I.S.I.  Certificate mark on its packages and 

to refer to the mark in Company advertising and selling. 

He looked upon the I.S.I, certification mark as a valuable 

«id towards building a reputation among the trade and 

consumers as to the quality and purity of the product.    The 
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competitive product,  Champion,  bore  the I.S.I,  certifica- 

tion mark on its packages. 

When entering  the business, Mr. Vora had no  definite 

data regarding the volume of sales   that had been obtained 

by Müller and Phipps  for Quaker Oats before  the embargo, 

nor did he know the sales figures   for Champion oats.    He 

did know that oatmeal porridge was  the leading hot breakfast 

cereal In the United States and some European countries. 

He had been informed that the cost of the imported product 

had restricted its  sale in India,   to families with high 

medium to high income.     Moreover,   he found that its use had 

gained wider acceptance in South India than in other parts 

of the country.    From his discussion with agents, Mr. Vora 

listed demand for quick-cooked oats in order of quantitative 

importance by regions as  follows:   (1) Kerala  (2)  Mysore 

(3) Madras  (4) Bombay  (5) Calcutta,  and  (6)   the northern 

region comprised of Delhi, U.P. and Rajasthan. 

Apart from the high nutritive value of oatmeal porridge, 

its taste when eaten with milk and sugar or with butter or 

syrup was liked by many people.    The quick-cooking oats had 

appeal to many housewives because they had to be boiled for 

only four to five minutes to be ready to serve, whereas the 

older variety of rolled oats required about thirty minutes 

of cooking.    Moreover,  since the housewife had to exercise 



-94- 

care to  prevent  the porridge  from sticking to the pan and 

•corching, either by stirring frequently or cooking over a 

low fire,  or by cooking  in a double boiler,   the long cooking 

type was less appealing than the new quick-cooking type. 

The quick-cooking was made possible by pre-cooking in 

manufacture after  the oat  grain had been  split and rolled. 

Packaging and Trade Mark 

Vora and Company adopted a round heavy tin package 

similar  to that which was being used for Champion Quick- 

cooking Oats,  which,  in  turn,  was presumably patterned 

after the package in which Quaker oats had been imported. 

The management had adopted the Trade Mark Blossom.    The 

label was printed directly on the tin.    A bright green 

background had  the brand name in large red type at the 

top of the can.     Directly below this was an illustration 

of several sheaves of oats and a smiling girl.    Beneath 

the left half of the illustration in large white type was 

the phrase White Oats with the word white over the word 

oats.    The phrase quick-cooking, in smaller type was to the 

right of the white oats lettering. 

The competing tin of Champion oats carried the 

smiling face of a young boy. 

The Blossom tin contained 550 grams of oats, the 

quantity contained in what was thought to be the largest 
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selling package of Champion oats, although Ganesh Mills 

also marketed a tin containing 750 grams,  Quaker oats 

had been sold in a 500 gram tin. 

The case in which the product was delivered to retailers 

contained 36 tins. The Champion case also contained 36 tins. 

Distribution Channels and Terms for Sales 

To secure distribution of its product, Vora and Company 

appointed agents, who generally were selling non-competing 

food products, with exclusive regional rights.  For instance 

for the States of Punjab, U.P., Rajasthan, Jammu and Kashmir 

and for the Delhi territory, the management appointed Messrs. 

R.C. Ramanathan of New Delhi as exclusive agents for sale of 

the product to retailers. The firm also handled the products 

of large and well known firm of packaged food manufacturers. 

Messrs. R.C. Ramanathan were granted a commission of 

10% of list price. They had three permanent salesmen 

covering their territory. In turn, they appointed sub- 

distributors in large towns or cities such as Delhi, Agra, 

Gwalior and Mussoorie to whom they gave 2\%  of list price 

out of their commission. Retailers were allowed a trade 

discount of 10% of Vora and Company's list price. Thus, 

the company received from its sales list price less 20%. 

The Company appointed agents for the remaining States 

on the same terms. The agents and sub-agents did not 



act as full   fledged wholesale distributor,  performing the 

functions of buying,  stocking and distributing Blossom 

Oats In their  territories.    They «cted rather,  merely as 

Indenting agents,   taking orders In case  lots   from retailers 

for shipment by Vora and Company  from Lucknow.     The agents 

merely guaranteed acceptance of delivery and payment of 

orders.    Vora shipped its produce for destination with 

bank draft attached to  invoice, which was released for 

delivery of the shipment on payment of the draft. 

Mr. Vora reported that in the south of India in the 

States of Madras, Kerala and Mysore, which were the largest 

consumers of oats,  sales had been very disappointing. 

The agent appointed for these State, „a. new to the sale 

of food products.    The agency fi• for some time had 

salesmen of its own calling on retailers and the sub- 

distributors appointed with selling rights for various area. 

with the total area had produced very little business for 

Blossom Oats.     In light of the sluggishness of the sub-agent. 

the agent had recently reported employment of salesmen to 

push the sale of Blossom Oats. 

Mr. Vora had not made a practice of visiting his 

selling agents, but communicated with them by mail. 



-n- 

Pricing 

The list prices for Blossom Oats as of December, 1963, 

varied by section of the country.  In the north of India 

the list price was Rs.81 per case of 36 tins.  In Bombay 

and in South India the price was Rs.85. As stated previously, 

the product was sold F.O.R. destination; the commission to 

agents was 10% of list; sub-agents were granted 2\%  of list 

out of the agent's 10%; the retailers were granted a trade 

discount of 10% of list. Thus Vora and Company received 

from the sale of each case the following: 

In North India     Rs.64.80 (Rs.81/ - less 20%) 

In Bombay and     Rs.68.00 (Rs.85/ - less 20%) 
South India 

Mr. Vora stated that reports received from the trade 

gave the list price of Champion Oats in North India as 

Rs.93/ - per case. Moreover, he was told that the agents 

for this product received 1\%  of list as commission and the 

trade got a discount of 1\%  from the list. Champion 

reportedly sold its larger size tins at a list price of 

Rs.108/ - for a case of 36 tins. These agents bought and 

carried stocks of Champion Oats in their godowns for 

delivery to retailers. 

Sales 

Sales for Blossom Oats in the two years following 

improvement of the processing had been irregular and had 
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averaged far below plant capacity.  For the six month 

period June-November end, 1963, sales averaged only 83 

cases per month. 

Costs 

Mr.  Vora gave  the  following facts  regarding his  costs 

per case as determined from the accounting data of the 

June-November  period referred  to above: 

Direct Costs per case of 36 tins of 55,' gr.  each 

Material Rs.24.12 

Packing  tins 

Other packing materials, 
wooden case,  waterproof 
paper,  box strapping pads 

Direct Labour* 

Freight  (railway) 

21.60 

4.00 

5.40 

4.80 
59.92 

Overhead Costs:    Monthly Overhead Costs were stated 
to be as follows: 

Per Month 
Rent 

Electricity & Water 

Rs.165.00 

50.00 

*Mr. Vora's monthly wage bill was Rs.900 but the work fn^* 
was used at least half time on another project Lwnicí 
Mr    Vora was engaged.    In light of the irresularitv of 
production    the labour cost ¡Iven is probable Wg^as 

irQri:%:%^wouid be if *• *« y^%:iating 
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Coal 

Depreciation on plant 
@ 6% (Rs. one lakh 
investment) 

Interest on Working 
Capital 

Rs. 50.00 

500.00 

250.00 

Rs. 1,015.00 

When this overhead was allocated against the 500 cases 

sales of the period, the overhead costs came to Rs.12.18 

per case. 

In the above figures, Mr. Vora did not include any 

salary for himself. 

Advertising 

From the start of national distribution, the selling 

agents had urged Mr. Vora to advertise Blossom Oats. For 

some months he undertook such advertising in the major cities 

in which he had sales representation. After spending some 

Rs.4,000 without any apparent sales response to justify 

such expenditure, he ceased his advertising. 

While Mr. Vora had suffered considerable losses since 

the launching of his enterprise, he was still anxious to 

make a succès» of it and was willing to put more money into 

the venture if suggested changes for his marketing gave 

promise of bringing profitable sales. 

As Counsel, what advice would you give Mr. Vora 

regarding the procedures he should adopt? 
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NOTES AND COMMENTS ON VORA AND COMPANY 

The Vora Company's attempt to market an expensive 

packaged food with which the management was basically 

unfamiliar is illustrative of a number of classical 

marketing errors. 

Mr. Vora believed the best market for quick-cooking 

oats to be in Southern India, 600 to 1200 miles from his 

Lucknow plant. This distance factor placed Vora at an 

initial disadvantage. At this distance, transportation is 

expensive and uncertain. A new venture of this nature 

generally requires intensive on-the-spot supervision by 

management. Mr. Vora, who conducts business with his 

selling agents solely by mail, appears to be unwilling or 

unable to provide this personal supervision. 

In the selection of a selling agent in the allegedly 

profitable market of Southern India, Vora seems to show 

poor judgment. The agent selected was said to have been 

new to the sale of food products. One may thus infer that 

the agent has few, if any, established relationships with 

retail food stores. Müller & Phipps, formerly selling 

agents for Quaker Oats, were now, due to the embargo, without 

a similar product. It would appear reasonable for Mr. Vora 

to have tried to obtain the services of this experienced firm. 
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Without  strong consumer  brand preference,   quick-cooking 

oats are  not   the  type of product   to be  "pulled"   through 

distribution  channels   through  the buyer's  insistence  on a 

particular brand.     It must instead be   "pushed"   through 

channels   through selling activities on  the  part     of   the 

distribution channels.     The necessary  push may  sometimes 

be motivated  through free "deals" of  some nature.     For example, 

five packages  of the product might be  offered free with every 

case of 36 packages  purchased by  the  retailer.     Such deals 

have proved highly  successful  for many grocery products where 

"push" is  required.    Vora probably would have done better  to 

use  the Rs 4000 spent in non-productive advertising   to 

finance  such deals.    With direct costs  of Rs 8.25 for five 

packages,  484 deals could have been arranged. 

Break-even point calculations indicate that using the 

price and cost figures   shown Vora required about 112  case 

sales per month in order to break even,  as  contrasted with 

the 83 cases per month actually sold. 

Rs  68.80        net price  received 
59.92        direct costs 

8.88        contribution  to profit and overhead 

Rs  1,015        overhead . u2 cases 

8.88        contribution 

The decision of Vora to attempt national distribution 

immediately is also open to question.    The  lower freight 
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costs and the personal supervision might have had 

significant favorable effects had Vora decided to 

distribute only  on a  local  basis. 

BREAD FACTORY INC. 

Five Valparaiso    (Chile)   businessmen were considering 

the establishment  of a baking industry on  the basis of  the 

fact that  two of  them had some experience and also marketing 

knowledge, / 

They  took advantage of a  trip one of them took to Europe 

and the  States,  and made a survey of the business abroad. 

This man found  that,   if bread production could be 

fully mechanized,   the chances were that a better product, 

better display,  lower cost,   and,  of course,  better profit 

could be  obtained. 

They thought that there would be no serious competitive 

struggle because: 

1) They could sell their bread lower than competitive 
bakeries and also than the government appointed 

2) Quality and display would be better. 

3) IVÏÏÏÏ! 0t,the neW Pr0duct in the «**<* "O"" be 
Urge lmP°«*»«, as long as output would n.t be 

k re.Kr.re Ä lTfA*ï "" **" P«" 
Contiguous  to Valparaiso Is  tne cuHf Vina ¿J?^ ^ket'- 
popuUtlon of 161,000.    Vina «a population is Sì ÏÎL"^' 
than Valparaiso's.    Most Valpara'is'o business executives"^ 
professional people make their homes in Vina. 
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The  product  they intended  to  sell was   of a  common 

type:      small size bread   (loaf,   "french" bread,   etc.). 

Moulded bread was  considered a luxury  item with very 

limited market,   due  to which  they planned  to make a very 

limited quantity thereof. 

But  the cost of a medium size mechanized plant was  too 

high with regard to  the capital  these businessmen had put 

together. 

Somebody suggested that,   inasmuch as  it was a product 

for common people's  consumption and that would sell at 

prices much lower than current,   the Government might be 

concerned with backing such line of business. 

The Government was keenly interested, sponsored the 

business and put the capitalists in touch with an inter- 

national organization. 

The international organization gave  the business 

favourable consideration,  but judged the  type of bread 

intended for manufacture was not the most convenient one 

for the consumer.    They adduced that the one product that 

should be manufactured was moulded bread and not small size 

bread,  giving, among other things,  the following reasons: 

1) Moulded bread stays in good condition during 
several days. 

2) Moulded bread permits addition of special ingredients 
improving its quality and making it more nourishing. 
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3) Moulded bread's consumption is by the slice, there- 
fore full use is made thereof and waste (hard bread), 
unavoidable in the small size bread's case, is 

prevented. 

4) Wider range of utilization. 

5) Better taste. 

6) Better appearance. 

7) On account of all the above advantages, and some more, 
the American consumer turned his demand towards 
moulded bread and, therefore, it was expected that 
the same might happen here within a relatively short 
time. Moulded bread would be the bread of the future. 

Expecially the second and third advantages shown above 

afforded economical features of a nation-wide order, which 

made it interesting for the Government. For this reason, 

the international organization was concerned with promoting 

consumption of this type of bread. 

Bearing in mind all the above reasons, the international 

organization suggested the businessmen should buy a mechanized 

plant exclusively intended to make moulded bread, and offered 

price payment terms extraordinarily advantageous for them. 

The businessmen became convinced by all these reasons 

and conveniences, and they resolved to buy this type of 

mechanized plant. The plant was set up in Valparaiso by the 

makers' technicians. It was set up in a bam the businessmen 

bought that was originally planned for another manufacture, 

but its features were those required to efficiently set up 

the machinery. 
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The  first trials   showed that,   in  fact,   tht, plant made 

moulded bread at an  exceptionally low cost. 

While the plant was being set up,   the businessmen started 

working out a plan  to  sell  the new product:    moulded bread. 

Just as it had been assumed,  moulded bread is at 

present  looked upon as a  luxury in  that city.    That is,  to 

be in a position to  sell  this bread it is not  sufficient to 

set up 2 or 3 stands at different locations,  as it might 

have been possible in  the case of regular bread  for common 

people's consumption. 

The plant's output was about 7,000 units a day in one 

shift,  and 14,000 and 21,000 in 2 and 3 shifts respectively. 

As  it was figured that each stand could sell between 30 and 

50 bread units per day,   it was necessary to do  the selling 

at between 140 and 230 stands,  considering the output of one 

single  shift.    Of course,   this involved the investment of 

hugh sums in the distribution system;  purchase of delivery 

trucks, payment of salaries and wages,  gasoline and parts, 

etc. 

Therefore, upon setting up the plant, the owners de- 

cided to utilize for the manufacture of regular bread the 

personnel hired to start the plant, and the usable machines 

as well. 

The bread was sold at a stand expressly set up at the 

factory itself. 
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It was also decided to make some moulded bread, between 

300 and 400 units a day. A truck contributed by one of the 

partners used to take the bread to the fair for sale to the 

general public. 

The plant began to sustain substantial monthly losses. 

For this reason, it was decided to bring production down. 

The mechanical equipment's maximum output, in an eight- 

hour shift, is: 

49 cwt moulded bread a day; or, 
33 cwt regular bread a day. 

The hired personnel's maximum output in an eight-hour 

shift, is: 

49 cwt moulded bread a day; or 
14 cwt regular bread a day. 

The reduced regular breßd output capacity is mainly due 

to the fact that it requires manual work in most of the stages 

of its manufacturing process, which is not the case with 

moulded bread, as may be seen from the following table: 

Moulded Bread   Regular Bread 

1.-Kneader 

2.-Cut 

3.-Moulds 

4.-Oven 

X "Manual process 

57,4 cwt 

86,1 cwt 

86,1 cwt 

49,1 cwt 

57,4 cwt 

13,9 cwt X 

13,9 cwt X 

33,4 cwt 
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After a period of time during which the losses carried 

on, the partners met in order to see whether it was advisable 

to close the shop or to introduce changes apt to yield profit. 

NOTES AND COMMENTS ON BREAD FACTORY INC. 

The five Chilean businessmen who founded the Bread 

Factory made a serious error in determining their product 

policy.  They accepted without question the advice of an 

international organization to make the moulded bread rather 

than the "common" bread originally chosen. 

In doing so they failed to make a realistic analysis of 

Chilean buying habits and buying motives with respect to 

bread. Though it was recognized that moulded bread was 

considered a luxury item, with potential sales only to upper 

income families, the company chose to manufacture this luxury 

item and sell it at one location in a low income market. 

Bread is a "convenience item," i.e., a product for which 

the consumer is not willing to shop extensively and which is 

usually purchased at the time of buying other food items. 

An item of this nature requires either many convenient retail 

outlets or a house-to-house delivery service such as that 

used by dairies in Valparaiso, Vina, and other Chilean cities. 

The judgment that the sale of 7,000 units per day would 

require 140-230 outlets was probably correct. That the 

servicing of such outlets would incur costs was also realistic. 
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This type of  thinking plus a cost analysis  should have been 

done in advance of establishing the business and purchasing 

the equipment. 

The cost of changing established buying habits  - e.g., 

common bread  to moulded bread -  is generally too expensive 

a process  to be attempted by a small company with limited 

resources.     For example,   the benefits claimed for  the moulded 

bread,  taste,   nutrition,  economy,   etc.  are not apparent to 

a buyer viewing the product on the shelf.    To influence the 

consumer the claimed benefits would have to be promoted by 

extensive,  long term advertising. 

Two things should now be apparent to the company.    First, 

the low income consumers of Valparaiso do not offer an adequate 

market for moulded bread.    Second, whatever market is selected, 

it will be necessary to have the product available in a large 

number of outlets. 

One solution might be to shift the market effort to 

higher-income Vina del Mar.    It might be possible to enter 

into a cooperative program with one of the dairies that now 

distribute milk on a door-to-door basis.    An alternative 

plan would be to purchase one truck and attempt to sell to 

those retailers in Vina who cater to the higher-income 

families. 
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APPENDIX B 

A MANAGEMENT DEVELOPMENT PROGRAM DESIGNED FOR 

INSTANT IMPLEMENTATION OF THE SUBJECT MATTER 
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The program vas called MANAGEMENT OF GROWTH AND 

TECHNOLOGICAL CHANGE.  It was designed by Northeastern 

University in Boston, Massachusetts to serve those small 

companies whose general growth was being inhibited or 

threatened by changing technologies with the accompanying 

danger of a product line that was, or would soon become, 

obsolete. 

The long-range plan for the program was to present it 

in four phases, as follows: 

1) Long and Short Range Planning 

2) Market Planning 

3) Production Planning 

4) Financial Planning 

No claim for originality was made for the subject 

material for each of the four phases.    Hundreds of such 

subjects are constantly being taught in management programs 

around the world. 

The unique aspect of the program was related to the 

selection of the participants and the format of each session. 

Participation was limited to eight small companies with 

the characteristics described above.    Each company was re- 

quired to send its chief executive officer plus  two other 

high-level company executives normally involved in the 

decision-making process.    For the initial phase six of the 

il 
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eight companies chose to send the president, the treasurer, 

and the marketing or sales manager.  One of the two other 

companies substituted the production manager for the 

treasurer. The remaining company, whose president also 

acted as treasurer, sent its manager of research and 

development and its sales manager.  There were thus a total 

of 24 participants. 

Faculty members for the program were drawn from North- 

eastern university, from the College of Business Administration 

and the School of Industrial Engineering. 

Each phase of the program ran for eight days - one day 

a week for eight weeks. The daily sessions started at 

1 p.m. and ran until 9 p.m. with one hour for dinner (this 

permitted the executives to work in their plants in the 

morning). The sessions were held at a country Continuing 

Education facility of the University designed for residential 

programs• 

The dally sessions were divided into two parts.  Part I, 

from 1 p.m. to 4 p.m., was devoted to a plenary session con- 

cerned with the appropriate subject matter and using modern 

methods of instruction such as case method, role playing, 

visual aids, and other related techniques. 

Following the one-hour supper break each company went 

into executive session in a separate room. This session was 
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from 5 p.m. to 9 p.m.  Each of the eight company groups 

was accompanied by a faculty member from the university 

who acted as a moderator and resource person.  This grouping 

provided complete administrative privacy. The assignment 

of each company team was to examine in detail the problems 

and opportunities of its own firm.  Short and long range 

objectives were examined in the light of the existing and 

probable future developments within the industry. The 

work covered in each of the evening sessions was related 

to the subject matter developed in the morning session. 

For example, if new improved methods of sales forecasting 

had been featured in the morning - a comparison between 

the existing sales forecasting methods of the XYZ company - 

the improved methods were then discussed in the executive 

sessions. When appropriate the newer methods were then in- 

corporated in the company's planning and policy. 

It was manifestly impossible to develop, in the limited 

time available in each session, all the detail necessary for 

successful implementation. What did result in every case 

was the creation of the framework of a plan. This was an 

accomplishment without precedent in any of the eight companies 

involved in the seminar. Each company could and did do the 

additional work - at its own offices - necessary for implemen- 

tation . 

\ 

i 
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During each phase of the program each executive spent 

a total of 64 hours; of this time 32 hours were spent in 

planning sessions with colleagues from within his own 

company.  During this 32 hours they also had the services 

of what was essentially an outside consultant, i.e., a 

University faculty member.  It was the almost unanimous 

opinion of the participants that never had company meetings 

produced such immediate and visible results. Among other, 

less tangible results were learning to work together and 

learning to use skills acquired in the classroom. 

-,m^v»^m^m,^m~m^wi.fimw^ 
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16. S. 73. 




