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PASIC CONCEPTS AND CONSIDEPATIONS IN MARKETING

The two basic functionsof any husiness enterprise have often bean delined as
innovation and marketing, or, ir. different terms, production and marketing.

By the aane tokan, a firm's erfectiveness depends on its abllity to competc
through innovation on one hand, and on its gkill in marketinz a product or
service on the other; these prerequisites should be understood as cornlementary
t0 each other and not as suplementary. Thus far this seminar has coverce the
production part quite thoroughly, and now my task is to discuss the ideas, “
principles and functions in mar<eting.

Marketing consiats of the activities in the oreatior of markets asd ire
satiafaction of customers through the distridition of goodg and service.. Tt
includes the business activities that are required to develop and transre- &
flow 6! goods and services from production to consumptien. The American
Marketing Assocfation has defined marxeting as "the performance of businesc
activities that direct the flow of gnods and sersices from producer to sensures
or user”.As an alternative for this condensed definition, marketing could be
defined on the basis of the crucial functions involved, in whier case {t might
read e.g. as follows: "Marketing 15 the performence of all business activities
required to develop, promote and distribute products and services to setisfy
the existing and potential customers'demand”. No matter which of existing
numercus marketing definitions is used, the main elements still axe custos e
orientation, creatior of customer satisfaction and integrated marxetings.

In the next chapter the focus will be on the marketing concept cornsidered in
the 1ight of specific marketing functions or activities. At this poin: 1t
must be empnasized that although the modermn marketing techniques have been
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developed in ihe incdustrially advanced countries and are hasea cn their
competitive cerditions, modern marketing wil! become more important and
aoplicable also in the develuping countries amcng other things <oy tne
sollowing recssns. Pirsily, in many doveloping countrics the competition
within industries is getting keener, but at tne same time d1fferert kinds
of consumer goods compete {or a limited purchasing power. Secondly,
domestic firms have tc compete agains® foreign companies operating or
selling in the developing countries and applving modern marketing methods.
Tirdly, economic developmsni o:'fers more business opportunities, but,

on the other hand, =ary merketers believe that marketiing, in turm, iz an
essential contribution to the economic development, and !}refort marketing
orientation, marketing planning and implementation should be given aufficicient
weight.

VARKETING ACTIVITTES

Marketing functions or activities have in different connections quite
generally been ciasaified under various headings. Since it is more of & matter
of choice, the following presentation of marketing activities is based on the
struotural classification of ” Creating a Marxet " published gg?&nternazional
Labour Office, which book has veen distributed to the members of the seminar.
Some of the most comuorn divergencies in the definitions will be dealt with

at the end of this chapter.

MARKET RESSARCH
Marke’. or mark:ting research is ‘ne systematic collection and aralysis of

marketing inirormation. It includes various types of research, of walcn market
analysis is a study of the size, location and characteristics of marksis; sales
analysi{s is largely an analysis of saies data; and consumer research (8 concerned
with corsumer attitudes, motives and preferences.

Before starting the production of a new product thne management saould okttain
information on the potential market, {ts size and location , compeiivors,
expected market share and sales volume, customers'reeds and prefaorences ari se
on. The same requirements apply also to existing products if the sales voluze
or market share is to be increased. Some of the basic market informatics ray
he ohtained from statistics, previous studies, publications, Journals cte.
e data on customers, their wishes and pireferences, and ccmpetition may teo

some extent be gathered through the company’s own salesmen and resailers.

Consumer surveys, such as personal interviews, mail quastionrairecs and
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motivation research are more difficuic to be conducted without exdcrt nelp.
Tnstead, product tests, when new products are ziven to some Selected cuitomery,
or test mavketing, when a product is actually offered for sale in certain
locations only, may be applicanle for studying the customer. It mist be
erphasized ihat 'ne use of outside market researech experts, i at all possible,
rnormaliy glves the best results but 1e very costly in the fipst place, and
even in such a case many problems cannot be researched and have to be resolved
by sublective judgment.

PRODUCT JLANNING
Product planning {s the process of developing new products, or modifying or

ahandoning existing ones so as to meet customer needs and ‘o utilize the
capabili“ies of the firm. The ultimute aim of product planning 1s to develop

a product that sells, and therefore {t requires the participation of marketing

in addition to research and engineering. In fact, in marketing-minded companies
product planning is largely based on an analysis of market requirements and

future opportunities. An evaluation of the effects of technology and technological
change on market needs and competitive conditions is also necessary.

Especially in the case of sm\1ll companies and markets, r.ew-produc: development

is mainly dependé} on the suitabllity of the companv's existing technfcal and
marketing experience.

Product modification 1s any physicalvalteration of an existing product or its
packaging. Tt mav become necessgary due to new tecrnological developmer.ts, comnet?.
conditions, changes in custcomers ‘necds and preferences and so on. The ross:
important product-modification strategzies are quality improvement throuss betrar
materials and engineering, feature improvement aiming at {ncreased «3er Denelics,
real or imaginary, and style improvment aiming at better aesthetic appeal.

Compared to new-product developmont and product modification, the importanc.

of product elimination is often neglected. For this reason, many marginal or
losing products may consume considerable company resources whion could be ernloge
productively cisewhere, ans as a result, reduce the firm's profitanility arg

1ts ability to take the advantage of new onportunities. In order to avoid ios.es
or financial setbacks, the company should have a periodic product review systen
especially for products wnich yield less than a company average

In regard to product planning there are two basic marketing strategzies,
preduct differentiation and market segmentation. Product difrerentiation !s
4 metnod of control over the demand for a product by advertising or promoting

real or imaginary differences between that proeduct and competitiors‘products.
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It is bazicaliy a firm’s strategy <o establish its market position and counter -
halance existing or notent:al price competition; in fzect, the prices of differentiated.
sroducts tend to exceed the averaze level. Market segmentation, on the othrer

rand is based on considering a heterogenous market as a nunber of smaller homogeneous
markets in response to «ifferiny product preferences among imporiant market segments.
Also market segmer-ation often relies on : bstantial use of dvertising and sales
»romotion In order to inform market segments of the availability of products meeting
tineir special needs. Succesful marketing generally requires careful appliction of

toth product sirategies.

PRICING

Pricing is the process of determining the orice of a product on tne basis of

the type of the product, custumer demand, costs, competition and the company
objectives. In most cases the starting point in developing a price is the character
of the product, 1.e. its physical and market qualities, production aspects, its
é?ree of differentiation, and whether it is new or establisned. In the case of
durable consumer goods ther? is normally scme leeway for price differenticls
hetween competingproducts. For so-cglled shopping goods this depends largzely

on the use of brands, speclal features, styling and the iike, whereas sveci.liy
goods permit considerable é}iation in setting the price. As I menticned prev:aUDly.
differentiated products may generally commend gomewhat higner prices. Produdz
differentiation would give the best resul+~, *f the company's -roduct rhas a

distinetive advantage over the competing ones, but even if this is not the casg .,

differentiation can be developed in other aspects of sale, such as delivery torme,
service and coredit conditions.

The pricing of a new product depends on whether it is comple‘ely new or sirilar
to existing products. In thq latter case the price is cetermined by tr. srice
range of the existing substif&@s. If the product is comnletely new, th:re arc
ragically two better known pricing approaches, market-skimming and market

penetration. The former refers to setting a high price accompanied by consiceradle

promotional expenditures during the early phases of market development and wncn
followed by lower prices during later phases., The latter consisis o sctting
a relatively low price in order to stimulate the growts of the market and to

capture a large share of it in the early stages.




in praciise there are basically three different pricing policies, CO8i-0jenved,

cdemand~oriented and competition-oriented. In cost-oriented pricing the fism

set3 1ts prices largelv or wnollv on the bhasis of 1ts costs. e most comnon
methods are markun or cost-plus pricing, where the orice is determined by tdiing
some fixed percentaze to the unit cost, and target oricing, in whion the orice
is determinec on the basis of a specilied target rate of retira on the Iinvestzan
required for the product. Demand-oriented oriecing 18 tased on tre ciflerenccs

in the intensity of demand, in otker words, a nigh price is Crargec wren or where
demand is intense, ard a low price is crarged wnen or whire cemand 135 »mcak,

even though unit costs may be the same in both cases. A common fovm of Gumirc-
oriented pricing is price diserimiration, in whieh a rarticular product is z0ié
at two or more prices. Price diascrimination may take various forms depending on
whether its tasis is the customer, the nroguet versiorn, the place or the tima.
Competition-oriented pricing 1s & policy of setting prices chiely on tre husis
of what the competitors charge, and not on the basis »f own Costs or cemand.

Tre most common tyne 1s the so-called going-rate or imitative oricing, whera

a firm tries to keep its price at the uverage level of tre industry. Zsneelally
in fairly homogeneous product markets or in cases where thcre are close aubst‘tQ?n
a firm should taxe the competitive prices as a starting point for its oriceo
decisions, and costs should te regarded as setting the lower limits or, nric.
Even in the case of product differnqtiation the presurably higher prices muct

be set 1in some realistic ard feasible relation to the oompetitive noneéiflsrent-
iated procducts.

if a firm wants to change its established price, it has to consider eLTatTully
customers' and competitors‘possible reactions. "he provable reaction o CilE LoneTa
can be expressed Iin terms of price elasticity of demand, whereus compeTiiong’
re&ctionlhopend very much on the market atructure anc the dogree of prcduc:
romogeneity., If, on the other hand, a price change 1is initlatec by a Corsatitaa,
& Tirm must try to understand the comoetitor's intent and the 1likely cumnticn

of the change. By and large, price as a competitive weapon may %e ratier Canseroy
uniess the firm has o distinet cost advantage. Instead, in many cases waion Jacad
with competition, other marketing tecnniques, such as produet differenziacion,
advoertising, sales promotion, improved distribution and the iike, may ne more
&ppropriate.




ADVERTISTNY
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Advertising ir definec as any said form of imperscnal oresentatiorn and promotion
of idea, mooas or services by an identified sponsor through nuss media, such

as newspapers, racazines and Journals; radio and television, motion plctures,
posters, signs and billtoards, Jdirect mail, catalogues, lcaflets, anc s$o on.

Trne purnocse nf adveriising if to make potential huvers respond more {avorably

to the f'irm's offering. ™is is almed at hy providing information to customers,
~v aroising customers® interest, bv tryving te influence thelr desires and buying
decisions, and by giving real or emoiional reasons to prefer the particular
esmpany's procuct. These, in turn, usually involve finding various points of
advantaze to Gistinguish ‘ne product from competitivae ores. When succesful,

such efforts partiaily protect the product from direct price ccmvetitien

An important factor i{n this respect ls a brarnd or traderiark,B name or syanol

by which the product can ne identified and distinguished. By mezns of advertisi:y-
and other promotional metriods a company should try to create brand nrefrerce oné
brand loyalty, wnich can also refer to the name of the company and not the oroduct

only.

The most important elements in planning an advertising program are the size oJ
tne advertising budget, selection of media, message design, timing of adveo.iser

and measurement of effectiveriess “he size of advertising hudzet s comrorn.:

-t

determinied in manv wavs -according to wnat the company can alfcrd, or ag a regul:
nercentage cf the comnany's sales, or to correspond to comperitors’ exvencitures,
or by definirg the cost of accomplishing specified communication zoais, whiur
actually amounts to estimating marginal revenues and costs of snecifis acdvertis..
nerolects. The selection of media muct he hased on the foliowing lactor.: tre

svailabilits of various media, the zeographical range of nartlicular MeCla, 7C -

habits of the target audience or segment, the nature of the producst, and the slus
of different media. The effectiveness of advertising depends largely or thc
development of good message content and presentation, which are the elesents 70
message design. These aspects are influenced by local characteristics, &né tnere
Tore thev should be preceded hy marketing research covering tne tuyving sroceoc an
buyer motives, attitudes and behavior The timing of advertising should ne¢
determined on ‘ke hasis of the nature of the product, target cusioners, el punatl
éistribution channels and other marketing factors. As a I w excmoles, when

irtroducing a new proauct, a comnany ray try to create trind prefl:rence dV

advertising heavily in the initlal phase and tc a lesser extecat _ater on, or in t




case cof some soecial product, instead of repetition, it may he necessa™y 1o ust

iry to reach most of the knowingly interested people, anc then tre acvertising
efrort would be fairly evenly distributed over a period of time. Cre of the zast
aifficult tasks related to advertising is the measurement of its effcetiveness.
~vevertheless, a continuous effort snould be made to evaluste the likely communicatior
eilect. 1 e <the effect of given advertising on buyers" kriowlecdge, feelings anc
cdecisions, and the. likely sales effect, in other words, tho effect of ziven
advertising on sales

SALES PROMOTTON

Sales promotion consists of those marketing activities, other tran perszonai

selling, advertising and publicity that stimulate eonsumer purehising anc cesler
effectiveness. Some of the most common techniques are such as Gisplavs, sicwc

érd exhibitions, demonstrations, samples, prepiums, conteRts, manuals and othen
prototional 1iterature, special customer service and so on. In contrast o Levertislin,
sales promotion involves non-repetitive, onetime communications efforis, andé it

is mostly accomplished hy carrying the selling message to the actusl point of sule.
Sales promotion is basically a direct method of influencing the custoners arnd
therefore it cen st'mulate demand falrl quickly compared to advertising. Turttere
more, it can be anplied to some particular market segments or areas mor. casily

The satisfactory selection of.various methods of sales promotion reou’res

continuous study of the market and the competitive situation. As there are no ont.zus
rules, the company should experiment with different metnods amiuse then in VAY.i0ua
combinations. The extent of neceesary sales promotion deperds on the compan's

other promotional efforts, advertising, personal selling and puolioity. Bv ite
nature, sales promotion is a fairly ciose suhstitute to &dvertising anc -horefore
any factors restrieting the use of ldyormiling'normally increase the reistive
importance of sales promotion.

As stated in the definition, sales promotion also refers to stimulating deales
effectiveress. This can also be acrieved partly by applying some of the eforue
mentioned general techniques to the dealers but also through {insnclal inducemants,
such as allowances, credit extensiors etc., through training and consuiting, good
Co-operation and personal relationships, and so on.
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sistrioution (s tha markcting activity covering all tne aspects of the movement
ant {Jlow of poocs ana services from producer Lo consumer or usc:. By ihe same
vokenachannel of distribution is the set of marketing intermediaries,agunts
and wholesale and retail dealers, through which the goods and services are
rarseted,

A manufacrurer can deve.on nhis own rarketing ciiannel by owxning and operating
the Intermediate anc retail facilities, or select firms &.reacy operuting
in the distributive siructure, or use a combination of hota. The selection
of a channel or & combinaticn of cnannels aepends mainly on the Tollowin
factors: custcmer characteristics, such as trnelir runber, Zeogoubnical
distrivution, ourchasing patterns and suscepliuility to cifferent sclling
metnods; the nature of the product, wulk, degree of stuncarcization,scvice
requircments and unit value; the characteristics of intermediaries, suoh as
tne strengths and weaxnesses ¢l different tyoes of middlemen in nandling
various tauk4; the structure of channels used oy competitors, eitner a3 a
target or as an exaple to be avoided; companv characteristics, such as its
size, financial strength, product line, past channel experience, and overa.l
marketinz policies.

The basic options of distribution channels available to a manufacture are snown
in the figure 25.1.

Gotion 1 i the case of different selling, which can happen through the mas-fistarer’s
own retail outlets, door-to-door salesmen or through direct contacts to Hig CuLLsmads,
such a8 govermerit, instituions and the llke. Option 2 is common waier a procuder

a8 a charge to sell in quantity to such rgtailers as departnent stores, Crhain £t0Tve
or nall-order houses. Option 3 is a channeltvoically followed by manufaeturuers of

&
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mass consumption goods, and option 4 1s an example of a chanrnel, where thc sarv.

of an agent micdleman, such as sales agent, 1s used Tor initial cisoersion o. ~ccia.

‘n practise, however, the selection of different chanrel aliernatives '3 more
comnlicated, ir. fact, & manufacturer often uses different channels, at aifleriit
times, Tor different products, In different markets. The nroblen of selcating
t~e most satisfaatory channcel n€ distribution for a oroduct is cormplex, onl il
situation has to be analvzed incividially After svelling out tre malor Foosidle
crannel alternatives, each of these must hbe evaluated according to ceconomic, conts~ol
ari edaptive criteria, of wnicn the irst refers %o sales, cests and profits,

.oe¢ sec.nd to possible sources ol channel confll -, and * .+ ard o 4re Tincts




flexibility in regard to new competitive and distributlonzl eralienes. Aftap
determining its tasic channel structure, a company ras 1o sclees indivieual
interrediaries to work with or find f:rms willing to work wi<s it. It alzo

Las to motivate channel merbvers by special incentives and Supervision in Ldditiorn
to riorral trade relations . Puthermore, it has to Pirioaicaily evaiuate the
verformance of individual intermediariecs against their own past sales, othepr
intermediaries" sales, and nossibly, sales quotas.

in addition to er'fective channels, a ver- important roie in distrirution is

playved rv phvsical distrirution, which covers tne actual mevement of 2008,

The functicns involved in physical distrinution include LIENSPODLLATINN, waree
housing, order handling, and inve.tory conirel, whieh can he zn elicient {nstrirment
in the Cemand~stimulation hrocess. A comrpany g able to prerote sales ny o lering
more tnin competitors nv means of service or hy cutting »riccs wnrousn scducod
phvsical aistrirution Costs. Since prnys.cal aistrinution aciivities nro [ignay
interrelated, the cholce o7 1ie appronr.ate svstem must be preceded ny thl
analysis of the total distriruti{on costs dssociated witn difrerer: propos«c
svatems. “he optimum physical distribution 8tratezv, then, has to mininlze

the coat but algo provide a Ziven level of ¢ 3tomer servicg.

Tne managerial functions nf marketing, udministration ¢ marketinz DTOIraNE
ard control of marketing managerent. 'Inltead, tne 1ast part of ner<ating
activities will cover triefly the other two ma.jor promotiora. elements :in

marketing, namely persgonal selling and publicity, that nave not heor irelidud

in the aforementioned conceptual framework.

PERSONAL SELLING

Personal gelling is defined as orel oresentation in a conversation wits one

Or more prospective purchases for the purpose of mAKIng sales. Has‘cal.v

tre selling process consists of making the customer aware of tre sredust,
ceveloping customer comprehension of tre product offur, convineing tae CubloTar
irat the product can satisfy his or ner needs, and persuading the custoTer c=
lthe actusl purchase.

decause salesmen may be very important in the creation of sales oni are Shiddaw

s performing different activities, tne company ghould decide exaativ w-o:
it tries to accomplish through direct selling. From the strategic point or
View, the company has to determine the size and the organization o its sales
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force, wnich is in practice often done on the basis of the estirited

territerial productivity or feasible workload of salesmen, and tne carcfully
pianned organizatioral lines by territories, nroducts or customars. The manageriél
tasks of personal selling are tne recruiting and se.ecting o salecmen, thelr
training, motivation and stimulation, supervision, monetary compensation, and

periodic evaluation of salesmen's performance.

PUELICITY

Publicity can be defined as impersonal stimulation oi demand for a product

or service by securing favorable information in commuriications mudia &oout
the company or product as part of news or entertainment conient and withnout
paymerit by the sponsor. In practise, publicity may take the form ol news
releases, articles references, general booklets, pampniets and so o.n. Thne
signicance of publicity comes from tne fact that people tend to he relalively
more influcnced by a news item or other officlal-looking informazion theon

hy direct advertising. For this reason publicity is uscd to scme extent

by many companies to supplement their advertising and selling efforts.

MANAGEMENT IN MARKETIN®

PRINCIPLES

~he first and moat vital principle of marketing management i3 custemc®

or mar<et orientation, or in other words, the fact that tne customer !

the most important thing for tne firm's survival and growta. Secondly,
therc must be total company philosophy and commitment and active attitude
towards marketing. Thirdly, the marketing function must be intergrated,

{ e. all company decislons including organization, production, communicatlions,
finance and distribution must take into account all marketing elements und
all factors influencing marketing effort Fourthly, the marketing e lor:

must be planned and evaluated continously.

Tre main tasks of marketing managcment consist of assessing markeiin
ooportunity, olanning and programming marketing effort, organizing for
marceting activity, and ocontrolling marketing effort, which will he dealt
with below.
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ASSZSSING MARKET'INS OPPORTUNITY

Tnis function involves identif'ying company mission ang goals, and analyzing
profit potentials In order to determine the markets whare the comzany noy

try to achieve its objectives. Tn practise, i: is essentially a cron.em

of outlining the existing and potential customers. Tne process ol assessing
marxketing opportunityv should be continuaus bhecause this would fzecilitate
dwnamic marketing and production operations, identification of new crailengos
and problems facing the company, and taking the advantage of ensnginz market
opportunities.

Tne assessment of marketing ooportunity, which should be the Jactor to determire
Gompany activities, must be based on the analysis of the firm's present Tarkés
position, rescurces, characteristics and eapabilif.iea.

PLANNING AND PROGRAMMING MARKETING EFFORT

Marketing planning calls for the establishment of objectives, the Jorsulation
of strategies, and the development of concrete programs and must basicaliy
consist of the anticipation of possible problems and the consideration of
alternative solutions to them

Trne main componeris of marketing planning process can in prireipie ho
classified under four subsequent phases. The first, the situation &ralvsis
and identification af problems and opportunities covers the firm's sctua)
business, product lines, markets, organization, channels of distribution.
competition, technological change and profits. The second phase, tnhe deter-
mination of specific goals or objectives concentrates on the firm‘s desired
business, product and marketing mix, market share and profits or reiumn on
investment. The third, the development of marketing strategies refurs o
the generation of many different types of Strategies on one hand, &nd the
selection of more promising ones on the other . A marketing stratezy is
composed of two parts: definition of market targets including the ivoe.
of customers the firm wants to reach, and composition of @ marketing 1ix
which 1s the combination of manpower and other resources &ré Iinpuis neecel
in marketing programes to fulfil objectives and plans, in other words,




B P R - r f e . - - .
L0 clenen e L. econuet alarning, prleing, brandinz, Llvertising, SLLias

. 2 - . - % -y 3 . M S Y. S .
pronetion, tesdinel selline, chyaleal handliiag, cronnels of wisitributien,

Q'Hp
M ¢ H - k s - . - o~ - ke R N ~ -
SOrVicing and $0 ~n 0 ‘tre Tagt vhase IR Tmarkoesing plannay orocess 15 the
eveuniien ard Ldfustrent o1 plans, wnilen ealls for establisned objective

N

st ienre Lo ayas, walah, ln o tirm, gotermine the nctuessary control

acbiv vies & u ‘ho pesd Jesoany adfustaenns,

Yhe nrosranting o rarksting eflort consists of two major functions, the
cperantd onal action sohedules for each element & wne Dian
and the ectanlioiogent of the noosselry Sunelisnal proceiures. .. chowld
e noled Tn Lhis cosneciiarn tiat marketiss planning and programming, i

caericd ¢ut in datail, w'll 5130 provide a built«in control device.

A gy -, 1 ep ey ey ~ ~r a4
OPOANTETNG FO7 U DRKE™ING T TIVITY
.

—

In principle, the framework for crpanization and planning is provicded by
tne conzany goals and ohjectires., Traditiorally, &n organizatiorn was dominated

ny praduction or finenciel orintation as clarifleld in [igure 25.2

long with the development of the marketing concept, salos were remsved

Trom the production manazer to aprorcximately the same level In order o
rvold ronflicts tiat tend o ocour beiwean tne iogzic of customer s&t.saction
wng thet of cost minindirzation in such a case, marketing minded comaanics nive
toplied tlie moarrn marketing concept by central izing the responsiviliczy

op the total merketing task under one executive who estaclishes, coorcinatis
1d interrates all lactors neccssary to achieve marketinz goals, as irndiecazed
in figirs 25.3.

~sthough there a~c¢ differing cpiniors, from a customer-market orlented

company's po.nt of view it {5 ohviour that the marketing executive must te
4t & .LuZh level in the orgenization so that he ean participate in all oress

of business pollev related ‘o the marketing oblectives of tnhe firm.

CONIPOLLING MARKTTNA FT Y

In pragtiecc, & corniny can armn.y rmony different tyres of controlz irn oxder
Tnoneep rarseting efltort Reyed *o veas of profitable opoortuniov. Tre Sasoc
Tosmg o varies conirols aive maragerial controls, finantial and cost a2cs:rols

- e b

anad leadere snin contenls, of anich the first 1s tasec on tlear-cut o Lrs o

standaris 7 nerforaince, ana oneratlona. srocedures and nolicles eastzoligned
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7y the management. Financial and cost controls in marketing oten corzist

cf distribution cost accounting and cost analysis by funtion ang procuct,
wrereas the most comronly used methods of forecasts anc Guolas essentillly
involve both maragerial und 'inanelal control. Leader-—s’nip controls, trrough
which the two former controls are integrated is exercised itnrough orginization
and motivation of individuals and groups. Tne objective of this type of
control. 18 to motivate the individuals to acnieve and exceed precetermined
organizational and {ndividual goals

All affective control Systems must include four common elenants, of whlen
the first consists of the delinition of goals and standards, wnich shoulc
be understood and accepted by the peraons involved and statec nunericaily

i possible and feasible. Tne estanlishment of numerical siancards usuilly
imp.ies also a range of toleraole deviation. The second element consist of
the development o< a program for achieving these goals, whioch i3 a detiiled
plan on how the resources should be used a specified period of tima. The
third element consists of the measurement of actual results. Te aetual
performance should be checked 2gainst desired performance on the besiis of
various types of information, botn external anfi internal, and depending

on e specific cirmusstances, the comparigons may be made elther continuoaly
a8 through daily field reports or intermittently as through quarterly
reporta. .ne fourth element in 4 control system consists of making adlustrents
in the goals, pPrograms, or botn, if 'thc goals are not being achieved.

FUNDAMENTALS OF EXPORT TRADE

At the national economy level there are basically many reasons for “XpOST
trade. Some of the typical cq}lu are excessive natural resources of .
country, the necessity of Paying for imports, balance of rayuents prohiems
national welfare and profits from exports. From an individuai comparv's pcint
of view, however, the considerations regarding export trade are essentia.ly
different, and therefore these will be the basis for the following discuss:c..

ADVANTAGES OF EXPORT TRADE

For & new or potential exporter the advantages are direct or indircet. -a

“ic .{ormer case they consist of creation of larger market, incrcas.i ané
Sremed aen
4nc very often mass production, specialization and conceatration in. produeiion

Awm,
-bh

o) e ? o
faster inventory turnover and more sales Tevenue, better chances I'or halance




seasonaldifferentials, and possibilities for limiting risks caused by chanzes
in any local - including domestic - demand conditions. Mhe indlrect acvaniages

as

"i

muy he tne following: increased exmort brings atout changes amons other Ih

<)

in the firms tec}}xical and managerial structure through compelition, contacis

anGc so on?nactiVe export company has to follow technical developne ® ond
endencies in forelgn countries, which will make it more competitive comestically;
exsort trade often tends to improve co-operation with other doTmcstic companies

ir, the form of rationalisation, specialization and tne liie; weli-xnown 2&nc
succesful expurtemhiveéa belter image in the rome market ané iy have better

char. ces to obtain more long-term credits, both domestic and rorelgn.

STJDY OF EXPORT POTENTIAL

me Tirst step in studying export potential is to determine tre Tirz’s position
{n tne home market, the genercl trends within the Industry arnc the preden
exports 17 any. The firm's own position must be aralysed Ywsed on such Jactors
as its existing market share, trends of develonment, and financial position ard
avaiiability of adequate financial resources. The seccnd step is lhe study ol
production, 1.e. sultability of products for export, possiole patents cr other
special products,production capacity, and plannirg capacity for te(:hnlcai

modifications etc.

Tne next factor determining export potential is prieing, in general , & prige

(f
(I
VS
ct
£
ot
<]
[

of a product is fixed by the price level of the axisting competitors or su
and tnis price has then to be ornken down to See how well it govers the coOStl.

Ir. expor: pricing however, there are some special features thax acuid e Taken
into account. In the case of export products, domestic s&les tax 15 noruaily
deductible as well as taxes and duties paid on imported raw-vzateriais arnd
accessories. All domestic selling expenses should also he deductea Trer export
prices. In practice, one of the most common methods of detlermining the _cWest
acceptable exnort price 18 the so-called breakeven analysis, in wrnicn trhac poise
has to cover at least all variable costs and then, 1f possible, to tecure softc
unit contribution to fixed costs. One important cost factor In export IoLdé are

€x anses
P used by exparting whicn mav consist of such necessiiles &3

the specific
market research, advertising, product modification, new pack.zes, trave.s &nd 80
cr.. Tnese cannot often he addressed to any particular sale eana should theretove

te covered over a pericd of time.

“ae lagt step in studying the export pctential is to determine thce ranje ar nd

scope of trhe different tools of rmirketing available to thne company Basiciliy

pr—
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thev are the same as covered reviotsly under marketing cetivities, but in
export trade thev have to be ad. usted to local conditions in Torei;n countrics,

o -

waich will fncrease costs substantially, Also tne competition Is most lixely
to be kecrer, and 1o thooe reasons ine potential exporter should co=-onirite
closely witn domestic or forelgn represeatatives and preferabiv with othes
exporters. when planaing to «xpart, o firm hus to bear in mind that export tride
s & lomi-term actlivivy, it will take vears to learn, and the profits will olwen
.ot be reachanle ‘mmedialely. On the other handfh(éxporter 1§ required to conply
with agreenents and commitments in every detall and to have tne ¥nowlecgze of

cxnort trade, terms and procedures.

IXPCRAT PROCESS

Cocasionally a firm may receive inquiries from forelgn resrescntatives or imporiers

lezding to actual sale later on. NMore often, however, export process must O

‘nitiated by active operation from tne potential exporter's part. Onc possioility
of doing this is to carry out market research wnich also ciariiies availit.e
Gistribution channels and their costs. Such a study, however, .s ofic. very costiy,
speculative and useful for a short period so that it can normally Ye asnilud oy
ilarger comnanies only. Annther way ot gaining foothold in roreign mLrxkuus 8 to
taxe part in trade fairs and exhibitions, which may serve par.ly as mea. s oJ
estaplisning contacts and partly as actual selling situations. Zven this “ype of
participation is rather costly and can best be accomplished through co=-cperaiicn

cf many smaller firms.

#rem a small company's point of view, maybe the best way of initiating é&xgor:i
process i8 to contact elther importers or some intermadiaries dircctly by Llotter
or through own sales representative. The choice of auproprzto channclis $aouLs

deperid on the specific circumstances, such a&s the type of the product, taec cc.......n}s
size. Tne local (foreign) purchasing habits and the price of the procuct.

mne channels of distribution in export trade can tasicaily be divided into twd
groups, those in the home country anc those in foregn countries. Tr. tne Jomer

case the main intermediaries are export agents and export firms, altli ough octasionally
some of the tasks are handled also by wholesalers ané cdeparment stores. Trné Ll
cifference between an export agent and export firm is that the former su-ls Zor una

on the account of the marufacturer, while the latter buys the product anc sei.s it

on its own account and also assumes all the risks.
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Tnothe Tewnlpn eruntries the distribution charnels coneist tyrfeally -7
€ rtoagents.norma’’v  cated in talrd esuniries, imtert apents, import
firms, waolesn'e Tiprss. doartuent stores. retail stores. and hrokers,
wnlen are genera’l’v naies nieganlzat on Sometimes there mavy ne tac 0s8icilizy
~fselling direet’r *n ‘ndustries and Institutions. occasionally even
threadga a Veeal manufasturer i case the nenducts are supplementary Due
to the nigh onsts Ifnvalved. eztablichment of wn sales organization is
wsually realistic for “arge compsn'es with very »rofitable products or man

cma’l crmpantes working in ~lcse co- aperation

In the fleld of export trade there are often many types o1 supporting activitlas

at different levels, wnich are o2 vivil importance for relatively small exsorters
I there are gover%xent export organizations or even finanecial suppert, taese
should be utilized if passible. On the other nand, therc may be forsign

trade assoclations ard industrial 1‘ed§~ations vhich may be able w0 furnisn

Some necessary information or support. The expors activitics may 1o some

extent Dbe promoted tirough chambers of commerce, iocal banks carrying on
international operations, and through officlal commercial represantitions and

iegations of the respective foreign countries. Unfortunately, the availzabil ty

of these institutions may be ratner limited depending on the local cireumstinacas.

T’.’xergfehoweven} some important possitilities that can be affected by indivicial
expor'ters, and these ar: export and slales associations and export sT0upRsS

and pools, whicn are baced on voluntary co-operation. Export and s.les as3coiations
may be formed by the line of business or by territory, and their mzin activicty

is often concentrated on premotional aspects, such as estaolishing Susinces

connections, arranging exhiritlons and Joint advertising, but they can &30 :
enzage in market reseaicn and even celiing. Export sroups anc pools, on the

otner hand are vased on smalier groups, in which sme 1 manufacturers o

different but supplementary products ob*ain marketing intormation as a Joint

effort, use the same channels of disiribution and hire loint persoriaal. In th: :
21gnt of the prevailing keen competition in the international mariets, some

forms of co-operation oetween small companies are neccssary for increased

exports i not even for any exports at all.
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ESSENTTAL INFCIRMATION

The basic export trade information of any exporter snould consist ol a
faiprly t}?rough knowledge of terms of delivery

and terms of payment. If an export zgent or fira
is beling used, rormally the company does not have to app.y these terms in practi.
In other casaes, however, itv must pe familiar with delivery ciauses, such &s
fas, fob, c&f and ¢if and with their effects on pricing and actual export
meagsures, and with methods of payment which include letter of ceredit, cocunents
against cash or aceeptance, and direct payment. Even though the vxporicse
does not handle these functions, it would be useful to have some ides o:

foreign currency controls and rates of exthange as well as of various 87..5ping
documents, such as bill of lading, insurance certificate, commercial invoice,
oconsular invoice and certificate of origin,

One task of increasing significance in export trade is to obtain crcait
information before selecting a partner in a foreign country. Tnis informetion 4 .
normally provided by local banks carrying on international operations.

An exporter should also become familiar with the existing Toreisn trade
agreements with the pertinent countries, as well as with potential regulaticns
concerning patents and trademark registrations. Last obut not least, an
exporter should know how to find business contacts abroad. One possibiiity
of doing this is through the previously mentioned supporting organizatioi.,
but thepe are alsc many other sources of this type of information, sueh as
special international publications and reference books for dif‘erent lines
of business, foreign trade directions, local professional Journals inc 8o on.

As a final point it should be emphasized that export trade is a very
¢iffioult and demanding activity, and it calls for effective domestic

operation to begin with. On the other hand, once a firm is in a pos.iion

to start exporting, it may find it very interesting, challenzing and proitable
in the long run.
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