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ABSTRAKT

Procesy internacionalizace a globalizace, které se déji ve svétovém méfitku, vytvareji pod-
nikatelské prostiedi mnohem konkurenceschopnéjsi nez kdy predtim. Proto, pokud spolec-
nost chee soutézit s mezinarodnimi hraci na domacim trhu, by méla také rozsitit své aktivi-

ty na zahrani¢nich trzich a mit vyhodu z uspor z rozsahu.

Cukrarsky prumysl je jednim z nejvice koncentrovanych trhli z hlediska hospodarské sou-
téze. Existuje n€kolik svétovych spole¢nosti, které na téchto trzich pisobi a které maji kon-
trolu nad vétsSinou z trhu v dasledku jejich akvizi¢nich ¢innosti. To je duvod, pro¢ pro
Roshen Corporation jako jednoho z nejvétsich vyrobed cukratskych vyrobkd, je velmi di-
lezité rozvijet své podnikani dal.

Cilem tohoto projektu je analyzovat specifika ¢eského trhu cukrovinek z hlediska jeho
atraktivity a ziskovosti pro zahrani¢ni spole¢nosti pro vstup na tento trh. Zamétuje se také
na vyvoj marketingové strategie, v¢etné produktu, cenéni, propagace a strategie umisténi

pro proniknuti na ¢esky trh sladkosti.

Klicova slova: mezinarodni marketing, primysl cukrovinek, penetracni strategie.
ABSTRACT

The processes of internationalization and globalization which take place on a world scale
make business environment more competitive than ever before. Therefore, if company
wants to compete with international players on the domestic market, it should also expand
its operations to the foreign markets and take an advantage of the economy of scale.

Confectionary industry is one of the most concentrated markets in terms of competition.
There are several global companies operating on it, which have a control over the most of
the market due to theirs acquisition activities. That is why for Roshen Corporation being

one of the biggest confectionary producers, it is crucial to develop its business farther.

The aim of this project is to analyse specifics of the Czech confectionary market from a
perspective of its attractiveness and profitability for a foreign company to entry. It also
focuses on development of marketing strategy including product, pricing, promotional and

placing strategies for penetration the Czech market of sweets.

Keywords: international marketing, confectionary industry, penetration strategy.
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INTRODUCTION
Over the last few decades companies have been operating in an increasingly global envi-

ronment. Companies internationalize more than ever before. This means that many firms
are enlarging their businesses from operating only on domestic market to selling in one or
more international markets. At the same time the international environment is more com-
plicated and more competitive today. Therefore there are a big number of theories devel-
oped, and researches made about different ways of internationalization and combinations
of entry strategies. Certainly the critical change in the world economy is so called “globali-
zation of markets”. According to Axinn and Matthynssens (2001) global market is a phe-
nomenon which is the result of convergence and similarity of economies and cultures. The
authors of the article named three main factors that enable the development of global mar-
ket (Axinn, Matthynssens, 2001):

1. advances in telecommunication technologies, Internet, enable faster and efficient
communication within and between firms;

2. improvements in transportation: such means as containers, air travel, and super-
tankers facilitate faster and more effective movement of goods and people within
and between countries worldwide;

3. production process progress, e.g. flexible production systems enable cost-effective
product adaptation.

At the same time such market agreements as WTO, NAFTA, and MERCOSUR allow a
significant decrease in trade barriers. Also, authors emphasize internationalization of life-
styles as one more driver of globalization, as well as creation of EURO currency, and
opening of Eastern and Central Europe economies.

Eventually, there is a tendency of increasing investments, global mergers and acquisitions,
growing trade between trading regions, and increasing worldwide competition.

Moreover, electronic business and revolution in information technology led to change in
many management, marketing and internationalization theories. The Internet has a great
impact on international trade in terms of cost savings, speedier market penetration, and
availability of information for product or service improvement and transformation. In addi-
tion, companies can more easily get access to customer databases, market research infor-

mation, and connect with potential partners.
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1 INTERNATIONAL MARKETING

1.1 International marketing environment

One of the definitions of international marketing suggested by Bradley (2005) says:
“International marketing means identifying needs and wants of customers in different mar-
kets and cultures, providing products, services, technologies and ideas to give the firm a
competitive marketing advantage, communicating information about these products and
services and distributing and exchanging them internationally through one or a combina-
tion of foreign market entry modes.”
It is clear from the definition that to satisfy different needs and wants of customers, firms
have to take decisions on their marketing mix across the countries. Sharp (2013) pointing
our several factors that have to be considered in a global marketing environment (Appen-
dix 1), many of which directly or indirectly influence companies’ marketing strategies.
The differences between markets are falling into six categories: political, economic, socio-
cultural, technological, environmental, and legal factors. The variations in socio-cultural
environment is merely the most important and the most difficult to identify. The multina-
tional companies should study those differences and incorporate them in their marketing
strategy. The culture is defines as a sum of beliefs, rules, customs, techniques, and tradi-
tions, that characterize human population (Sharp, 2013). According to Sharp (2013), the
culture has three main characteristics:

1. It can be learnt — one is burn in the culture and acquires its norms through life.

2. Itis dynamic — the acceptable behaviour is changing.

3. Itis subjective — the perception is based on personal experience.
In order to understand culture, it is necessary to look at it through its elements: language,
religion, customs, and manners. Culture has strong effect on the product itself, on the price,
place, and promotion.
Sharp (2013) pointing out that not all products have to be adapted to local conditions. For
instance, food needs to be customized according to specifics of each country’s cuisine, but
computer chips are standard global product. The author also suggests three attributes of the
product that should be considered for the decision of standardization degree:

1. Physical attributes including size, weight, package, name, etc.

2. Service attributes: delivery, warranty, post-sale services.

3. Symbolic attributes: colour, shape, meaning of the brand name.
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The price is also affected by socio-cultural factors. The most multinational companies have
different pricing policy across the countries (Doole, Lowe, 2008). The reason for that is the
differentiation in willingness to pay for the same product in different countries. For exam-
ple, in such countries as Canada, USA or the UK people like fast-food and in total spend
around 10% of their income on grocery. However, food is more important for cultures of
France, Italy, and Germany, so people spend approximately 15% of their disposable in-
come for food (Sharp, 2013).

The culture has a strong influence on promotional activities of the international companies.
For instance, the topic of sex is taboo in some of the countries, and it is not appropriate to
use it in the advertising, unlike for many European countries. Other cultural issues to be
aware in promotional campaign are following (Usunier, Lee, 2013):

e gender roles;

o family model,

e humour;

e acceptability of competitive advertising, etc.

The impact of culture on distribution channel might be not as obvious as on other elements
of marketing mix, but still has to be taken into account. The example of such influence is
shopping behaviour of customers in different countries: time spent in the shop, return poli-
cy, opening hours, effectiveness of hypermarkets, and so on (Burca, Fletcher, Brown,
2004).

It is essential for the company to know the legal environment in the each country it oper-
ates. The laws dictate the rules of the business and trade for the activity of international
companies. The companies that have business in European Union have to cope with ever-
increasing regulations. The legal environment of the international markets has three main
dimensions (Doole, Lowe, 2008):

1. Domestic laws. Usually it is very complicated for the firm to figure out all the de-
tails of the market it’s going to establish the business in, so it is recommended to
resort to the help of the expert.

2. International law: piracy, hijacking, patents, trademarks, legal systems within eco-
nomic group, e.g. EU.

3. Domestic law in the home market: export control, duties to act according to nation-

al laws, etc.
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The political environment can influence organization’s decision-making process, plan-
ning, implementation, and control over its activities. The factors of political environment
are taxes, attitudes to sovereignty, equity issue, expropriation of profit, exchange control,
labour restrictions, price control, and market control. The level of political stability defines
the political risk in the country which might become a determinant in the decision of the
large market players to invest. There are three types of political risk (Lee, Carter, 2012):
1. Ownership risk: degree of protection of the lives, property, and intellectual proper-
ty.
2. Operating risk: the extent to which political activities interfere into the international
business of the firm.
3. Transfer risk: the problems of capital transfer between the countries.
The economic situation of the country that company is entering is characterized by cur-
rency fluctuations, stock market, GDP, purchasing power, disposable income of the popu-
lation, gross national income (GNI) and others. For analysis of the markets, economies are
classified in the following way (Lee, Carter, 2012):
o less-developed: countries at their first stages of industrialization, the domestic mar-
ket has a tendency to grow, increasing competition;
e newly-emerging: higher level of industrialization, reducing dependence on labour-
intensive industries (like agriculture), rising wages and literacy rate;
e emergent: advanced level of industrialization;
e post-industrial: information technology and ‘knowledge-industry’ markets, innova-
tions.
The companies have to be aware of the economic policies of the foreign country they try to
penetrate and the direction of the particular market development in order to properly eval-
uate the chances for success (Doole, Lowe, 2008).
Technology is a driver of global development of logistics and transportation, and commu-
nication. Previously, e-commerce was one of the biggest developments that had an impact
on marketing, while now social networks like Facebook, Twitter, MySpace, Pinterest,
YouTube and others are considered to be of a great effect. There has been a 150% increase
in the Internet use worldwide since 2000 (Lee, Carter, 2012). The advances in technology
in general have a considerable influence on marketing mix. Products are became cheaper to

make with retaining the high quality, the distribution is faster, the communication and rela-
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tions with customers are closer (Hollensen, 2011). Together with technological advances
the considerations for international marketing are coming (Sharp, 2013):

1. Protection of the intellectual properties and patents in other countries.

2. Conformation of the firm’s technology to local laws.

3. The stage of technology in the product life cycle in the different countries.
According to Armstrong and Kotler (2013) an international environment analysis can be
done in a number of ways: the most popular tools are SLEPT (Social, Legal, Economic,
Political, and Technological factors), STEEPLE (Social, Technological, Economic, Eco-
logical, Political, Legal, and Ethical factors) or PESTLE (Political, Economic, Social,
Technological, Legal, and Environmental factors). Those factors have to be evaluated in

terms of impact and importance.

1.1.1 The competitive environment

Both global and local markets are characterized by increasing competition. However 50
global companies have control over third of the world’s resources. The competitive situa-
tion is intensified by merge and acquisition processes, as well as advanced technologies
and communication. In order to gain a competitive advantage, the increasing number of
companies is utilizing outsourcing and value chain analysis. For instance, many automo-
bile companies like Toyota or VVolkswagen order components for the cars from all around
Europe. Such sophisticated database systems as Oracle is getting employed by more and
more organizations which are seeking for high-tech and efficient competitor intelligence
systems (Lee, Carter, 2012).

Michael Porter suggests the companies must understand competitive pattern in their indus-
try in order to be successful player in the market. Therefore he developed the five-force
model for competitive analysis (Porter, 1998):

e the threat of new entrants;

the bargaining power of buyers;

the threat of substitutes;

the bargaining power of suppliers;

the intensity of rivalry.
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In international marketing, Porter highlights the importance of balancing these five forces
in the process of strategic moves so that company will be able to defend itself against com-
petitors.
The macro competitive advantage is experiencing dramatic changes. The Internet, newly
emerging innovations, development of BRIC, income growth, and diminishing of location
as an essential factor of competition, it all play the role. The location as a strong advantage,
such as cheap labour and natural harbour, before was fundamental for comparative ad-
vantage. Nowadays the competition is more dynamic and previous elements of compara-
tive advantage are far less relative. Today companies are strengthening their positions
through global sourcing and so called “cooperation to compete” (Lee, Carter, 2012).
On the one hand it is easy to identify current competitors, but the threat can occur from
emerging companies. Once the firm identified its competitors, it should assess their objec-
tives, strategies, strength and weak sides (Kotler, Keller, 2012).
Kotler (2012) also suggest the utilization of benchmarking as a tool for competitor’s analy-
sis and eliminating the gaps between the company’s current state of performance with the
market leaders who do it better. Benchmarking can be done in the following steps:

1. Decide which factors to benchmark;

Determine the crucial variable to measure;

Identify the leaders in the particular market;

2
3
4. Evaluate the performance of the market leading companies;
5. Measure and compare the firm’s performance;

6. Determine the actions to close the gap;

7

Execute and control the results.

1.2 Modes of Foreign Entry

The way domestic companies are entering foreign markets is considered to be based on
some specific advantages which may have organizational, productive, managerial or tech-
nological character, that are possible to exploit in foreign markets.
The identification of an appropriate method of new market entry depends on the following
factors (Cavusgil, Knight, Riesenberger, 2008):

e Type of the product

e Size of the market

e Potential market share
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e Growth of the market

e Marketing strategy

e Characteristic of the country of new market (political and economic risks)
e Time horizon

e Transport costs and trade barriers

1.2.1 Exporting

In order to enter a foreign market the company must decide whether market factors favour
exporting or manufacturing abroad. Exporting is often the first method companies use to
enter foreign market, but there are some cases when exporting might be not suitable for

one company (Table 1).

Table 1: Reasons for and against exporting (Burca, Fletcher, Brown, 2004)

Exporting is attractive Exporting is not attractive
1. Relatively low cost 1.Lower-cost manufacturing locations
exist
2. Company may achieve experience | 2. Foreign agent fail to do business to
curve economies. the exporter’s best interest

3. Company has limited international | 3. Tariff barriers are high
expansion objectives

4. Company is struggling a surplus of | 4. Transport costs are high
production

There are two types of exporting (Perreault, Cannon, Mccarthy, 2010):
1. Indirect exporting:
e exporter does not looking for export sales;
o itallows producer to focus on domestic market and leave exporting to experts.
2. Direct exporting:
e exporter directly involved in searching for potential markets abroad (distributor,
delegation, sales subsidiary);
e itisthe best option for large companies or companies with international experience.
Three major methodologies of indirect exporting (Doole, Lowe, 2008):
1. Domestic purchasing: foreign organisation is purchasing product from some company;
it’s responsible for exporting, marketing, distribution of the product.
2. Export trading companies: a representative who is contacted by buyers overseas for
identifying potential sellers in the representative’s home country, and for negotiating

prices.
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3. Export management company: those are specialist companies which act as the export
department for a number of companies overseas. They are in charge of information
and contacts provide.

4. Piggy-Backing: the company can reach the needed credibility and awareness as well as
some experience for account of more experience established company who is already
operating on the market. The carrier is either performs the role of an agent and re-
ceives commissions, or buys the product and act as a distributor.

Turnkey projects (or management contracts) involve a second party (contractor) that

have a thorough knowledge about the country and the market, and that agrees to manage

every detail of the project for a foreign client, including the training of operations staff

(Hollensen, 2011).

Table 2: Reasons for and against turnkey projects (Hollensen, 2011)

Turnkey projects are not attractive
1. The company’s technology is its main
competitive advantage
2. Risk of becoming dependant on con-
tractor because of expanding foreign
sales which must be met.

Turnkey projects are attractive
1. It allows company to earn a great
economic return from
2. Political and economic risks are lower

Franchising is a contractual agreement by which the company is selling the rights for in-
tangible property to a foreign firm (franchisee), which is obliged to strictly follow the rules

on how it should do business (Doole, Lowe, 2008).

Table 3: Reasons for and against franchising (Doole, Lowe, 2008)

Franchising is attractive

Franchising is not attractive

1. It allows company to avoid risks,
costs, and barriers of penetrating a for-
eign market.

1. It restraints the company’s ability to
invest its money to support franchise
abroad.

2. The franchiser support company with
assistance, training, and help with com-
ponents.

The geographic distance can make it
difficult for a franchisor to keep control
over the business of franchisee.

1.2.2 Foreign manufacturing strategies without direct investment

Such strategies involve higher risks and costs of moving company’s business abroad, and

is available in the form of:
1. Contract manufacturer.

2. Licensing agreement.
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Contract manufacturer is the arranged by the company a local manufacturer in the for-
eign market to produce products for it under the contract. Among the advantages of con-
tract manufacturer are (Doole, Lowe, 2008):
1. It allows the firm to be focused on its sales and marketing with minimum invest-
ments.
2. It helps to overcome trade barriers
3. In case the business abroad didn’t succeed, the firm can make withdrawal relatively
easy and less costly.
The only disadvantage of this method is a lack of control over the manufacturing activities,
but according to Burca, Fletcher and Brown (2004), this problem can be solved with con-
stant quality control from the company.
Licensing means transferring risk, control, and advantage of resource commitment to an-
other entity (generally, a foreign firm) by granting rights for such intangible property as
patents, copyrights, trademarks, inventions, etc. through a contractual arrangement, in ex-

change for some type of royalty or economic compensation (Johanson, 2008).

Table 4: Reasons for and against licensing (Johanson, 2008)

Licensing is attractive

Licensing is not attractive

1. If company can leave the develop-
ment costs and risks related to opening a
foreign market to a contractor.

1. The firm is lacking tight control over
production process, marketing and over-
all strategy of the product.

2. A company doesn’t have to cope with
investment barriers

2. There is a potential risk of loss of
intangible property.

3. A company doesn’t want to develop
existing application of business abroad
itself, but can receive a return on market
opportunities.

3. The firm isn’t able to manage strate-
gic moves across countries, and deal
with competition in another country
using profit made on domestic market.

1.2.3 Foreign manufacturing strategy with direct investment

This is a way of market penetration which involves different levels of risks and costs, and
cooperation with other organizations. This includes (Doole, Lowe, 2008):
1. Assembly operations.
2. Wholly-owned subsidiary.
3. Acquisition.
4. Joint venture.
5

Strategic alliances.
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Assembly is a foreign-based structure that assembles components which have been pro-
duced in the home-market. It has following advantages (Bennet, Blythe, 2002):

1. Decrease the trade barriers;

2. Economy of scale.

3. Assembly level requires lower level engineering skills and management.
Wholly owned subsidiary is a complete ownership of the newly established subsidiary by
foreign company. Wholly owned subsidiary can be established in two ways (Jeannet, Hen-
nessey, 2004):

1. by setting up a new operation in the foreign country

2. by acquiring an existent firm

Table 5: Reasons for and against wholly owned subsidiary (Jeannet, Hennessey, 2004)

Wholly owned subsidiary is not at-
tractive
1. The company is taking all risks and

Wholly owned subsidiary is attractive

1. It allows a better control of sales and

close contact with customers

costs of overseas business by itself

2. Tight control over production across
countries that is important for develop-

2. Considered to be costly for markets
that are far from home country.

ment of global strategy

Merge and acquisition is the fastest way to enter the market by acquiring an existing firm
abroad. Among other advantages are (Doole, Lowe, 2008):

e access to already experienced and trained labour-force;

e  existing contracts with suppliers and customers;

e established distribution channel;

e recognized brand.
On the other hand, the acquired company may have a bad reputation in the market, demo-
tivated labour force, and out of date processes and technology (Doole, Lowe, 2008).
Joint venture is the co-investment and establishment of a separate company that is owned

by two or more companies independently at the same time (Burca, Fletcher, Brown, 2004).

Table 6: Reasons for and against joint venture (Burca, Fletcher, Brown, 2004)

Joint venture is attractive

Joint venture is not attractive

1. The company can take an advantage
of its local partner knowledge about the
country, competitive conditions of the
market, etc.

1. Co-ownership may lead to conflicts
based on different views, goals and ob-
jectives.

2. The costs and risk are shared

2. Absence of tight control over subsidi-
ary
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3. It can help company to avoid different | 3. Risk of giving control over technolo-
government interference and barriers gy or another intangible property to the
partner

Strategic alliances are contractual agreements which are supposed to be beneficial for
both parties, but different from joint ventures or licensing. The alliance can be arranged on
the basis of: technology, R&D, marketing or distribution relations, cross-licensing, and
manufacturer with supplier relationships. The success of strategic alliance depends on care-
ful research, advanced planning, monitoring and proper management (Perreault, Cannon,
Mccarthy, 2010). Usunier and Lee (2013) emphasise the significant role of culture aspect
of cross-countries alliances in terms of trust and quality information exchange.

Moreover, it is important to draw attention that a choice of entry mode involves choice of
location and level of control. Rialps (2001) defined control as the ability to affect the sys-
tems, decisions, and methods. Control also determines the risks and returns on assets for
companies going international. Different strategic options of entry modes and correspond-

ing level of control is shown on the Figure 1.

N Direct export :
- @ Production
(sales subsidiary)@-- . subsidiary
Commercial
Franchising joint  ven- /
Qg O Production
P joint  ven-
o _________ ///
Licensing
_ @ o _
S Assembling
= Direct ex- plant
3 port
Direct export
Indirect (distributor)
export

Risk, investments, time

Export development path
---------------------------- FDI
Contractual agreements

Figure 1: Foreign market entry modes (Rialp A., Rialp J., 2001)
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2 INTERNATIONAL MARKETING MIX

2.1 International product policy

The decision about the product is one of the first decisions to take in order to develop in-
ternational marketing mix. Hollensen (2011) pointing out the importance of defining what
contributes to the product offer in order to create an acceptable one. Kotler (2012) pro-
posed five levels of the product offer that should be examined by companies in order to
make their product/service attractive overseas. Three of those levels are (Hollensen, 2011):
1. Core product:
e functional features;
e performance;
e perceived value;
e image;
¢ technology.
2. Product attributes:
e brand name;
e quality;
e size and colour variations;
e country-of-origin image;
e price;
e personnel behaviour.
3. Support services:
o delivery and installation
e Quarantee
o after-sale service (repair, maintenance);
e spare details
Moreover, the possibility of standardizing the product is decreasing with each higher level.

Therefore, it is much easier to standardize the core product features.

2.1.1 Standardization versus customization

Standardized or differentiated approach of doing international business is significant con-
frontation in the marketing literature of a long duration. Many authors are arguing for
standardized behaviour of the international companies and a creation of single strategy,
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pointing out that it strengthen global corporate image and minimize costs. They believe
that markets are becoming increasingly homogeneous, and so-called global customer has
unified demands. Others claim that there are no same markets that make it necessary to
adapt marketing mix in order to satisfy customer’s needs and wants everywhere (Lee,
Carter, 2012).

Vrontis and Thrassou (2007) outline that successful companies are moving from custom-
ized products and services to global ones that are functional, advanced, and low-priced. He
also argues that the most competitive companies rather develop items that everyone likes
then concentrate on some details which customers of each market might like.

However, supporters of adaptation approach are opposed the above mentioned arguments,
outlining its controversial character. They argue that globalization is more overstatement,
and standardized marketing approach is leading to fall. Besides much evidence of cultural
and other differences, a single product everywhere will scare away customers, estrange
employees, and company will fail to meet the real needs of its customers (Vrontis,
Thrassou, 2007).

The adaptation theory supporters are considering marketing as a subject to many factors
such as culture, language, climate, tastes, occupation, education, and race. It is clear that
people from different countries speak different language, influenced by different religions;
regulations vary from country to country. In addition, there are other macro-factors like
economic conditions, political stability, social situation, legal system. The most important
constraint from all of those is the hardest to estimate, is a culture which comprises values
and attitudes, behaviour patterns, views and beliefs, manners and customs, as well as dif-
ferences in tastes. Supporters of this theory should pay attention to adjustment of their
marketing mix in order to suit special market needs and local tastes (Usunier, Lee, 2013).
Despite the fact that both schools highlight benefits that international companies can gain
by adapting one or another approach, it is necessary to admit that extreme utilization of
only one theory is impractical. The best practice for multinational companies in the em-
ployment of both of these polarized processes to some extent. It is impossible to do busi-
ness in totally standardized way because of heterogeneity of different countries. On the
other hand, adaptation approach involves huge costs and it doesn’t allow getting benefits
from standardization method. The author underlines the value and inevitability of both
customization and standardization, supporting the idea that both concepts should be incor-
porated simultaneously (Usunier, Lee, 2013).
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The reasons which are driving international companies towards adaptation of their market-
ing mix were identified in the research conducted by Vrontis and Thrassou. Those factors

are placed according the percentage of importance in the Table 7.

Table 7: Reasons for adaptation according to the level of importance (Vrontis, Thrassou,

2007)
No. | Reasons in order of importance | Percentage, %
1 Culture 93
2 Market development 87
3 Competition 84
4 Laws 82
5 Economic difference 78
6 Sociological considerations 74
7 Differences in customer perceptions 71
8 Technological considerations 60
9 Political environment 53
10 | Level of customer similarity 49
11 | Marketing infrastructure 44
12 | Differences in physical conditions 39

As shown in the Table 7, the top reasons in favour of adaptation are culture, market devel-
opment, and competition. Though macroeconomic factors such as legal, economic, politi-
cal, social, technological, and others are of less importance.

At the same time, there are number of reasons that force companies to standardize their
marketing strategies (Table 8). Many multinational companies are aware of the advantages
associated with standardization. Eventually, when companies expand their business abroad

they are likely to standardize the marketing tactics.

Table 8: Reasons for standardization by the level of importance (Vrontis, Thrassou, 2007)

No. | Reasons in order of importance Percentage, %
1 Global uniformity and image 81
2 Economies of scale in production, R&D and promotion 75
3 Synergetic and transferable experience and efficiency 74
4 Consistency with the mobile consumer 52
5 Easier planning and control 48
6 Stock costs reduction 43

As research revealed (Vrontis, Thrassou, 2007), the most important factors of standardiza-
tion are global uniformity and image, economies of scale, and synergetic effect. Consisten-
cy with consumer, simplified planning and control, and lower stock costs are of less im-

portance.
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Ultimately, this study identified nine factors that have a strong influence on company’s
international behaviour and marketing strategies they choose in relation to adaptation and
standardization. Those are the following (Vrontis, Thrassou, 2007):
1. Product (good or services) sold.
Customer of the company.
Industrial sector that the company is operating in.
Entry modes.
Relationship of parent company with its subsidiary.
Total amount of turnover of the company world-wide.

Number of continents where company has business.

© N o o B~ D

Level of authority delegated to the subsidiary by parent company.

9. Number of employees of the company world-wide.
The results of the findings are summed up and presented In the Appendix 2 and Appendix
3. They illustrate the reasons why international companies incorporate standardization or
adaptation approaches and what benefits they receive.
Clearly, therefore, the choice of the approach also depends on the market: high-technology
markets, especially in such product categories as electronics, are highly standardized, as
well as clothing and music, while food and beverages, on contrary, in general are strongly
culture-bound and should be customized. The assumption that consumers around the world
are tending to sacrifice preferences of product’s features for lower price and high quality is
under the big question. Although a lot of price-sensitive markets exist, the adaptation re-
mains a powerful marketing tactic. Another reason for differentiation in international mar-
kets is derived from brand loyalty. However, branding is not taken into consideration in a
price-sensitive market (Bradley, 2005).
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Ultimately, standardization strategy may not succeed in every single case. It should be
flexible to accept modification by local management. Such constraint as culture shouldn’t
be ignored as it challenges the benefit the company may get. This fact might convince the

firm to estimate the relationship between their product/service and culture (Figure 2). For

Impact of culture
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Figure 2: Impact of culture and scale on stand-
ardization (Bradley, 2005)

instance, in such business as entertainment, culture and scale effects are considerable,
while in some medical and engineering services both influences are low. The impact of
culture is insignificant in consumer electronics and personal computers, but the scale effect
is high. Therefore, the marketing strategy for each industry and market should be planned
accordingly as each requires specification of customer demands in different countries and
cultures (Bradley, 2005).

2.1.2 Product positioning

Hollensen (2011) emphasises that a product positioning is a crucial element in the market-
ing activity of multinational company. According to the author, a firm can set premium
price only in the case when customer has a perception that the offered product or service is
clearly different from the competitive one. To do this, it is essential to determine the basis
of the positioning strategy that may aim on one or several attributes of the product offer
(Doole, Lowe, 2008), such as price and quality, a particular application, differentiation in

product or service attributes, comparison with a competitor, target consumer.
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Sensitive to the media influence and through the travelling market segments are showing
the tendency to increasing demand for standardized products. At the same time, there is
emerging demand for the same products among the population of developing countries.
Therefore, a unique positioning of product or service should be achieved rather through
more complicated and creative approach than through simple price positioning (Doole,
Lowe, 2008).

Roger Bennett and Jim Blythe (2002) suggest that position depends on several factors like
nature of the product, lifestyle of consumers, and products of competitors. The Figure 3
depicts the market position of six competing firms of a certain type of products according
to reliability and price. Each firm’s market share is indicated by the size of the circle.
Company A is a market leader which means their product is expensive but reliable. Com-
panies B and C are following the leader, and occupy certain niche charging high prices and

promising high reliability. E is average player, and F offers cheap but unreliable products.

High

0
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Figure 3: A perceptual map (Roger Bennett, Jim Blythe, 2002)

Perceptual map can show the gaps in the market. The variables should be chosen correctly
because the position of product can be shifted in customer’s minds by changing such vari-
ables as packaging, warranty, after-sale service, user-friendly features, and general attrac-
tiveness. In addition, promotional activities such as advertising and public relations are
also essential for establishing or changing the perception of the product (Roger Bennett,
Jim Blythe, 2002).

According to Roger Bennett and Jim Blythe (2002), if company wants to establish business

abroad, it should decide whether to position the products in the same way everywhere or
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not. If it decides to modify the position in the foreign market, the next step is to conduct
the research among the consumers overseas, or utilize the data from the home market. The
factors which influence these decisions are:

1. The possibility of standardization of the product across countries.

2. If the good satisfy the same customer needs in each market.

3. Competitive advantage of the brand.

4. To which degree the name and features must be adapted.

5. The size of the target group which the product might appeal to.
According to Doole and Lowe (2008) the perception of the same product can vary from
country to country. For instance, McDonalds and KFC restaurants are targeting mass mar-
ket in the developed countries as places for everyday eating. While, in the less developed
countries those are the places for special occasions, and even out of reach for some seg-

ments of population.

2.1.3 The country-of-origin effect

Among other factors of international competitive advantage the country-of-origin is of the
considerable impact and big interest. The history of county-of-production image began
after the First World War, when defeated Germany was punished by requirement to label
all their exported products with a mark “Made in Germany”, which later became a sign of
high quality. Many researched yet in 1962 named the “made-in” as a fifth element of the
marketing mix because of its significant effect on the perception and success of a product
above other marketing techniques in a foreign country. In the age of globalization country-
of-origin image became important intangible asset for creating and maintaining competi-
tiveness, especially if customers are not familiar with a product. It is proved that this factor
is frequently used for quality evaluation. This is applied most of all to such products as
computer technologies, cars, cosmetics, household appliances and similar. Consequently, it
IS not surprising that number of studies proved the influence of country-of-origin image on
purchase decision, since this concept explains consumer’s buying behaviour in terms of
perception of quality of the product according to the country it is coming from. The most
commonly used definition of country-of-origin image is “the picture, the reputation, the
stereotype that businessmen and consumers attach to products from a certain country” (Jo-
hansson, 2000).

Products from developed countries with positive image are perceived as being better and of
higher quality as compared to goods from countries with negative image. This fact facili-
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tates entering foreign markets and acquiring consumers’ loyalty or, on contrary, creates
barriers for internationalization in case of negative country’s image. The country-of origin
image is classified as so called extrinsic cue, which means it is not physical attribute so it
can be altered only with a change of the product’s physical characteristics.
According to Cateora and Graham (2007), there are ten main elements that influence on
the extent to which “made-in” labels affect buying behaviour. Those are:

e experience;

e knowledge;

e stereotypes;

e ethnocentrism;

o relationship (political and cultural) between exporting and importing countries;

e Dbrand image;

e political, economic, and social factors of country-of-purchase;

e specifics of target segment.
These are principle factors on the stage of consumer’s evaluation of good, and they should

be considered when design international marketing strategy.

2.1.4 International branding

The question of branding is closely related to the issue of image effect of the product.

Brand is the most visible asset of the multinational company which helps company to stand

out and to be differentiated from its competitors. Brands for customer are means of identi-

fication of the product and promise of certain quality, performance or image. Another im-

portant function of the brand value adding by providing following benefits (Doole, Lowe,

2008):

o Higher sales: branded products are likely to generate higher volumes of sales that non-
branded products if they have an average market price.

e Premium pricing: brand allows company to charge higher prices for products with the
same quality and features as non-branded products with lower prices.

e Lower costs: higher sales volumes bring reduction of costs as a result of economies of
scale.

e Improved use of assets: due to higher sales volumes, such assets as equipment, distribu-

tors channels, and supply chain are expected to be utilized by managers more effective.
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Svend Hollensen (2008) suggests four levels of branding decisions which are presented on

the Figure 4.
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Figure 4: Branding decisions (Hollensen, 2008)

Bennett and Blythe (2002) highlight that neglecting the brand means waste of money for
advertisement because a firm promotes the generic product and consequently the product
of the competitors. Therefore a firm needs to specify the unique features of its product and
link them with catching and easily recognizable brand image. Moreover, brand can signifi-
cantly decrease the selling costs because firs of all, it no longer advertises the class of
product generally, but the firm’s own product, and secondly, distributors are more willing
to deal with branded products on account of already existing demand (Bennett and Blythe,
2002).
According to Doole and Lowe (2008), it is proved that brand image is the most important
criteria of buying decision among young groups of population, mainly children and teen-
agers, as they are more susceptible to the influence of new trends and fashion dictated by
companies. Consequently, the brands also have impact on the parents as the result of ‘pes-
ter power’ effect.
Hollensen (2011) underlines the advantages of private label for retailers and manufactur-
ers. From the retailer’s perspective:
1. Private brands provide higher profit margins. The good itself costs around 75-80 %
from retailer’s price. So if retailers are buying good from manufacturer for lower price,
it provides them with better margins. Private labels are especially popular in the United

Kingdom (e.g. Marks&Spenser). For example, food retailers in the UK achieve up to
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8% profit, which is a big number compare to international standards. The average figure
in USA and in France is 1-2%.

2. Private labels improve the image of retailers. That is why many retailers try to achieve
loyalty of customer to their chain of shops by providing own good-quality products. In
fact, there is a tendency in growth of market share of premium private-labelled prod-
ucts.

From the manufacturer’s perspective private labels are seen as threat, however there are

some advantages:

1. Since there are no promotional expenses, this option is especially suitable for SME with
limited resources.

2. The private brand producers can expand their business abroad together with the retailer
international chain.

The minuses of the private brand for manufacturer are following:

1. Because of the absence of own brand, the only way for the manufacturer to compete
with other suppliers of the retailer is to offer lower price.

2. The producer has no control over the promotion activity of its products.

3. The threat of cannibalism of the producer’s own brand by private brands, in case the
manufacturer has both.

Co- branding is cooperation between two or several brands, keeping both, in order to cre-

ate the greater value as the result of synergy effect (Hollensen, 2008). Though, the value

potential is not great enough to consider the establishing of joint venture or new brand. Co-
branding products are usually complementary, for example, Bacardi Rum and Coca-Cola.

In fact, co-branding can be an alternative strategy to brand extension.

Manufacturer’s own brand is helping companies since 1960s to go around the retailers

right to the consumers (Hollensen, 2011). Due to intensive promotional activities band

created consumer loyalty to the companies and their products. However creation of the
global brand is very complicated process. According to Doole and Lowe (2008), the com-
pany has to take number of decision concerning the establishing the image across the coun-
tries, appropriate positioning and so on. The biggest danger for manufacturer’s brands is
coming from the retailers and private labels. Nowadays retailer companies became bigger
and more efficient due to information technologies and advances in transport. This allows

retailers to take a control over the distribution channels. Moreover, the gap between the
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quality of private labelled products and manufacturer’s brand became distinctly smaller
compare to 10 years ago (Hollensen, 2008).

Single brand is also known as family brand means one label for the whole range of prod-
ucts. It is especially helpful when company has the range of relatively similar goods so that
each newly launched product is automatically perceived of the same quality as the rest. If
company chooses multiple names for the single market, it assumes that market is hetero-
geneous and it segmented for different needs (Hollensen, 2008). However, multiple brand-
ing means higher marketing and inventory costs, as well as loss of economy of scale (Bur-
ca, Fletcher, Brown, 2004).

The firm can go to multiple markets either with local or global brand. The global-brand
approach is suitable when the products under the brands have a good image and are known
for high quality. In such cases, it is wise to extend the name to other products worldwide
(Hollensen, 2011). The examples of famous and successful global brands are Coca-Cola,
Master Card, Shell, etc.

The approach of modifying the brand name for each market is appropriate when the mar-
keting strategy is identification with the local market (Burca, Fletcher, Brown, 2004). Hol-
lensen (2011) also emphasizes that multinational corporations sometimes prefer to acquire
local brand instead of applying global brand technique (e.g. Nestle-Orion in Czech Repub-
lic). The pluses and minuses of the different branding strategies are described in the Ap-
pendix IV.

2.1.5 Product strategy

Lee and Carter (2012) pointed out several factors which are the basis for making decision
on an international product strategy. These factors are following:

- the firms general market mission and objectives;

- availability of resources to commit for international development;

- the product itself;

- market and customer expectations;

- international environment factors;

- marketing mix support;

- control and risk.
There are five main international strategy that are result of combination of standardization
and adaptation (Barlett, Quelch, 2006) described in the Table 9.
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Table 9: International strategies (Lee, Carter, 2012)

Strategy Basis
Single product, single message globally Global reliability
(straight extension)
Product extension, promotion adaptation Local customers
Product adaptation, promotion extension Local market differences
Dual adaptation Total differentiation
Product invention New for the market, tailore

Straight extension strategy involves introduction of the same product and standardized
promotion in the each market (Hollensen, 2008). Coca-Cola was one of the first companies
that employed the global approach (one product, one message worldwide) that allowed
them to benefit from cost savings and reinforcement of the same advertisement (Doole,
Lowe, 2008). This is the simplest and the most profitable international strategy under the
right conditions (Keegan, Green, 2008). However, according to Keegan and Green (2008),
to make it effective, the message should be understood across the countries, but sometimes
it’s complicated to implement. As a rule, the standardized approach more often implied to
business-to-business products, because industrial products are not that linked to the culture
as consumer goods.

The straight extension approach appeal to the multinational companies mainly under the
reason of enormous cost saving. Obviously, the sources of savings are design, economy of
scale, R&D costs, inventory savings, etc. In addition, the significant amount of financial
resources global companies have to spend for promotional activities in each country which
is also avoided with this approach (Keegan, Green, 2008).

Product extension/promotion adaptation strategy involves leaving unchanged product
with updated promotional activity according to cultural differences in each market or dif-
ferent target segment. It is relatively cost-effective since making variations in advertising is
not as expensive as changes in product which involves expenditures for inventory, manu-
facturing, and R&D (Hollensen, 2008). The biggest costs are associated with marketing
research, revising advertisements, pont-of-sale material, sales promotion efforts, and other
communication elements (Keegan, Green, 2008).

Product adaptation/promotion extension approach is used if promotional campaign has
international appeal, but the product requires adaptation according to local use and condi-

tions (Doole, Lowe, 2008). While the core product function is retained, the modifications
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are made to meet the local regulations, legal requirements, physical environmental condi-
tions, etc. For instance, electrical appliances have to be altered in connection with different
electrical voltages across countries (Hollensen, 2011).

Dual adaptation strategy means adopting a totally differentiated approach which em-
ployed by non-market-leaders companies when one of the previous three methods has
failed. This is an expensive but sometimes necessary way (Hollensen, 2011). Most of the
multinational companies apply dual adaptation strategy, but utilization of several strategies
simultaneously in different markets is also possible (Keegan, Green, 2008).

Product invention strategy is suitable for emerging markets where there is a need but no
purchasing power to buy existing product. In this situation the firm needs to develop a new
product that would satisfy the needs and be affordable for potential customers with limited
purchasing power. Sometimes manufacturers from developing or undeveloped countries
have to upgrade significantly their product to go on global high-income markets (Keegan,
Green, 2008).

2.2 International pricing

Doole and Lowe (2008) identified many factors that firm should take into consideration
when expanding its business to international market. There are three categories of factors
affecting price according to Doole and Lowe (2008), and Bennett and Blythe (2002):

1. Company and product factors:
e costs of production;
e positioning of the product;
e company’s objectives;
o life cycle, product range, unique features of the product, substitutes;
e inventory;
e available resources;
e shipping costs.
2. Market factors:
e consumer’s perception of the product’s image;
e purchasing power of the target segment;
e competitive position in the market (strategies, strength);
e market growth;
e need for marketing mix adaptation;
e market structure and distribution channels;
e price elasticity.
3. Environmental factors:
e government interfere and policies;
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e currency fluctuations;
e |ocal inflation rate;
e business cycle stage;
e employment of non-money payment and leasing;
e supply costs.
According to the Bennett and Blythe (2002) there are four common international pricing

strategies that multinational companies apply when entering new market: cost-based pric-

ing, skimming pricing, market pricing, and penetration pricing.

2.2.1 Cost-based pricing

This is one of the most widespread pricing strategies because cost of production is a major

factor affecting the price. The firm must at least break even to survive. In order to establish

a unit price, the company has to determine the period of production run, add up fixed and

variable costs, and divide assessed total cost by planned output. In the end, it is necessary

to add some percentage mark-up to get a unit price. The disadvantages of this approach

(Bennett, Blythe, 2002):

e if a company has a wide range of products, it is complicated to calculate overheads
properly;

e the unit production costs of the products that are not soled immediately but stored,
might be altered;

e ignoring consumer perception, their willingness to pay more, and indication of the qual-
ity by the price.

Moreover, in the process of international pricing, it is difficult to estimate all the extra-

costs related to international trade, for example, cargo and payments insurance, freight

forwarders’ fees, custom duties, documentation costs and others.

2.2.2 Skimming pricing strategy

This means charging a high price in order to receive the greatest possible return in a short
period of time. This strategy can be applied if the product is unique and that there is such
group of customers who are ready to pay high price. Moreover, the firm should be certain
that the reaction of competitors on reduction of their prices will be slow enough (Burca,
Fletcher, Brown, 2004).

Disadvantages of skimming pricing (Hollensen, 2008):
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1. The company might be vulnerable to intense competition because of the small market
share.

2. The threat of grey marketing.

3. It is difficult to maintain distinct presence in the distant markets with high-quality

product which requires a lot of resources.

2.2.3 Market pricing strategy

This strategy involves charging the price relatively the prices of the same competitive
product which already exist on the market. Both production and marketing costs should be
adjusted. It assumes that the company has a thorough knowledge of the competitive envi-
ronment in the international market. In addition, the life cycle of the product must be of
sufficient duration to guarantee the entry of the company into the target market abroad.
Market pricing can lead to a problem, when the volume of sale is not high enough to re-
ceive the expected return (Burca, Fletcher, Brown, 2004).

From the competitive price it is possible to make a “reversed” price evaluation and calcu-
late the necessary net price. If the net price can create a desirable profit margin then the

firm can adopt this pricing strategy (Hollensen, 2011).

2.2.4 Penetration pricing strategy

The strategy is used on the first stages of market entry to quickly acquire the market share
due to low prices. This method requires price-sensitive consumers, mass market, and re-
duction of costs through experience curve and economy of scale effects (Burca, Fletcher,
Brown, 2004). The main risk related to penetration pricing is that competitors might also
decrease their prices or cheap products will not appeal to consumers. The reasons for low
pricing are following (Hollensen, 2011):

¢ Increasing competition in the target market;

e Low income level of foreign market consumers;

e If company’s expenditures are mainly covered by sales in the domestic market, then it

can offer lower prices overseas to bring as much additional revenue as possible.
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2.3 International promotion

2.3.1 Integrated marketing communication strategy

Lee & Carter (2012) pinpoint that the international marketing communication is becoming

more complex because of accelerating of change in technologies, emerging of ‘global’

consumer, intensive competition, fragmentation of media, etc. Consumers are no longer

that susceptible to marketing messages, on contrary, they became more sophisticated and

aware of markets which made them resistant to direct approaches. Furthermore, the topic

of integrated marketing communication (IMC) is becoming more and more discussed in

contemporary marketing literature (Lee, Carter, 2012). Grein and Gould (1996) suggest the

definition of IMC from the international point of view:

“System of active promotional management which strategically coordinates global com-

munications in its entire component parts both horizontally in terms of countries and or-

ganizations and vertically in terms of promotional discipline. It contingently takes into

account the full range of standardized versus adaptive market options, synergies, variations

among target populations and other marketplace and business conditions.”

This would involve strategic decision made through tracking, comparison, and coordina-

tion of promotional activities across all the relevant markets. The advantages of incorporat-

ing international IMC are following (Lee, Carter, 2012):

e coordination of marketing activities across countries;

e standardization of communication;

e establishing a consistent brand,;

e gaining knowledge and experience from other countries.

Despite this, the possibility of standardization of marketing communication is quite doubt-

ful. Burca, Fletcher and Brown (2004) propose the next factors which might create obsta-

cles for communication standardization:

e Language differences: diversity of languages creates a challenge since not everything
can be translated word-by-word and have the same meaning everywhere.

e  Marketing acceptability: the level of countries development have an impact on accept-
ability of marketing activities.

e Media availability: the types of media, as well as its volume, vary from country to
country. Sometimes certain media channels might not be allowed to be used for com-

mercial advertisement.
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e Intermediary availability: advertising agencies, market research institutions, and media
buying groups are not equally available and effective in every country.

e Competition: competitor’s activities directly influence the intensity of promotion.

e Government control: government might conduct regulatory activities toward interna-

tional promotion to support domestic producers or protect their citizens and culture.

2.3.2 Communication strategies

The generic marketing communication strategies are divided into two main groups: push
and pull strategies. The push strategy means forcing the promotion of the product from
manufacturing to retailer and wholesaler down by distribution channel to the customer us-
ing such methods as personal selling, discounts, and special offers. The pull strategy works
in the opposite direction: the company communicates with target segment to identify the
needs, and then attract final consumers to retailer or distributor to make a purchase (Doole,
Lowe, 2008).

There are number of marketing tools for the external market which help to implement the
marketing communication strategy of the firm. Those assigned to communicate product
differentiation: exhibitions and fair trades, personal selling, advertising agencies, sales
promotion, and direct marketing. And those which aiming to communicate with more
stakeholders: public relations, sponsorship, and corporate identity.

Personal selling and word of mouth is often the first way for companies to promote their
products. Though it is very expensive, it is effective method to receive the first orders from
the new market, and gain the trust of distributors. However, the utilization of personal sell-
ing is limited to the situation when sales are high enough to cover the additional costs.
Exhibitions and trade fairs are common approaches to meet the potential customers or
partners from other countries. Exhibition at international fair trade involves costs for space,
stand, travelling, and expenses for sales staff time which are very high. The advantage of
such method is that customer is receiving personal and interactive experience with a prod-
uct.

Trade missions are often associated with exporting activities of foreign companies. Trade
missions are organized by the top management of companies for prearranged discussions
with potential customers in the host country.

Advertising is the most visible form of communication often used to support other promo-

tional activities of the company, and to raise the awareness about the firm or its product.
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The availability of mass media such as television, radio, cinema, outdoor advertising al-
ways vary in different countries so it is essential to make a prior research on advertising
media. Nowadays the online advertising is employed more frequently because of one-way
communication disadvantage of offline commercials. According to Kotler (2006) market-
ing management should go through four important stages when developing advertising
program: setting objectives, setting the budget, developing the advertising strategy, and
evaluating advertising campaigns.

Television advertising allows a greater capacity and large audience, but great competition
and high costs at the same time at the same time. In fact, television provide with opportuni-
ty to reinforce the company’s advertisement with product placement in programmes or
films, and sponsorship of different events.

Press advertising is still available, but less effective since the number of readers decreased
with the Internet development. In addition, the company should make sure about literacy
rate in the country of target market.

The reason for the usage of agencies is explained by financial consideration, specialist
knowledge of the market, creativity, and external perspective.

Sales promotion is usually applied at the most crucial moment of purchase decision. Its
objective is to offer the better value for a client. This approach is especially effective on
the markets where there is no distinctive difference between companies and their product,
except of special sales offer. Sales promotion of consumer goods can include price reduc-
tions, coupons for discounts of vouchers for savings.

Direct marketing has changed from only telephone and e-mail marketing to more ‘pro-
Internet’ marketing. The essential element of today’s direct marketing is up-to-date data-
base which is merged with the company’s promotional message.

In order to build customer’s loyalty the company has to develop a better image that include
offering high quality and value, being a reliable supplier, show care and respect to local
community and environment. To reach these objectives, company must establish the good
relations with all of its stakeholders through corporate identity, sponsorship, public rela-
tion.

Corporate identity is about constant promotion of company’s standards and values in the
dealing with the stakeholders by demonstrating it throughout all company’s activities.
Sponsorship has become a tool to attract the attention and gain the trust to the brand
through its connection with other brands or events. By sponsoring events, such as music
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festivals or sport championships, company is linking is not only raising the awareness of
its brand, but also creating associations in the mind of potential customers as a facilitator of
fun (Lee, Carter, 2012).

Public Relation is different from advertisement since its main role is to build trustful rela-
tions with key publics. The employees are considered as internal publics, and external pub-
lics include customers, suppliers, distributors, media, government (lobbying for legisla-
tion), financial community, and stockholders. The main functions of PR are following
(Usunier, Lee, 2013):

1. Enhance a favourable corporate image in the peaceful time.

2. To deal with criticism, maintain goodwill, and anticipating the information that may

harm the reputation of the firm during the crisis situations.

2.4 International distribution channels

Kotler and Armstrong (2006) highlight that company’s success largely depends on well
entire distribution channel performs and competes with competitor’s channels. According
to Hollensen (2008), distribution channels normally account for 15-40 % of the product’s
retail price. The figure in the Appendix | illustrates a comprehensive approach to the cru-
cial decisions in international distribution.
Doole and Lowe (2008) emphasize the complexity of international distribution strategy
and highlight next major areas for management to consider:

e Selection of foreign market intermediaries.

e Building the relationships with selected intermediaries.

e Dealing with different types of retailers in the foreign country.

e Employment of new and innovative form of distribution.

e Managing the logistics.
One of the first decisions in selecting the distributor is whether it should be direct (inte-
grated channel) or indirect distributor. The advantage of direct distributor is more control
over the channel and connection with final consumer. On the other hand, indirect distribu-
tor help to decrease exporting expenditures, overcome freight rate, and eventually obtain
higher profit margins (Hollensen, 2008).
Available options of direct foreign intermediaries: (Doole, Lowe, 2008):

e Cooperative organization: in charge of exporting activities and partly of administration.
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e Export distributors: responsible for order processing, promotion, inventory stock, ship-
ping, after-sale service.

e Export agents: perform such functions as promotion, buyer or seller representative.

Company may have its own sales forces in form of (Doole, Lowe, 2008):

e Export department in domestic market: carry on all activities related to export.

e Travelling sales representative: contact and conduct negotiations with potential custom-
ers abroad.

e Subsidiary in the foreign market: allows greater presence in the market, handles sales
and distribution activities, promotion, and warehousing.

In order to select an appropriate intermediary, the organization should consider following

factors, suggested by Czinkota and Ronkainen (2006):

e  Customer characteristics;

e Culture;

e  Competition;

e Company objectives;

e Character of the market;

e Costs;

e Capital required;

e Coverage needed;

e Control issues;

e Continuity provided;

e Communication effectiveness.
Hollensen (2011) pointing out the significance of customers for the distribution channel

decision. Geographic dispersion, shopping habits, consumption patterns, outlet preferences
vary greatly among countries and that is why should be considered when making distribu-
tion decision (Hollensen, 2011). Moreover, the culture and traditions of the countries have
a strong impact on the rules of business in general and distribution in particular (Doole,
Lowe, 2008).

The distribution policy will also depend on whether company has long-term or short-term
objectives in the foreign market (Doole, Lowe, 2008). In addition, the choice of distribu-
tion channel should meet company’s objectives for profitability and market share (Burca,
Fletcher, Brown, 2004). The competition between the distribution channels that want to
serve the same market might affect company’s success in the market. For instance, com-
petitors may have agreement with main wholesaler to create barriers for companies with

substitute product to enter the market. Therefore, it is recommended to utilize different
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from competitors distribution approach and develop a competitive advantage (Hollensen,
2008).
The characteristics of the market including the regular requirements and regulations also
determine the choice of the channel. In fact, it is affected by economic health of the coun-
try as well because the capital investments vary according to the distribution mode. Anoth-
er important factor related to the nature of the market is potential of the product. It is obvi-
ous that foreign product in the international market is not that well-known and demanded
at least at initially (Burca, Fletcher, Brown, 2004).
Costs should be taken into account when deciding on distributor. The greater the involve-
ment of the company in the international market in terms of market entry mode, the greater
the costs. There are less costs linked to functions of foreign intermediary, and more ex-
penditures related to the establishing the foreign subsidiary or managing export itself
which include costs for setting up distribution channel, maintaining, negotiating, logistics
expenses, etc. (Burca, Fletcher, Brown, 2004).
The volume of market coverage provided by the channel is essential. Coverage refers as
for geographical dispersion as for number of outlets. There are several available approach-
es (Hollensen, 2011):

1. Intensive coverage: involves large number of intermediaries in the foreign market.

2. Selective coverage: several intermediaries for the target area.

3. Exclusive coverage: only one intermediary.
Eventually, every company should choose such distribution channel mode that would pro-
vide it with enough control and communication with final customer to be effective and
build a competitive advantage (Doole, Lowe, 2008).
Furthermore, Hollensen (2008) emphasizes that management of international logistics
should be considered carefully within chosen distribution channel mode. The following
questions must be raised:

1. Order handling

Export documents (transportation, banking, commercial, government)
Transportation (water, road, air, rail)

Freight forwarders

Inventory

Warehousing

Packaging

Third-party logistics.

O No bk owd
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3 ANALYSIS OF THE CZECH MARKET

3.1 Confectionary market overview

Confectionary industry is the fourth largest sector in the Czech food and drink industry.
Currently the volumes of chocolate sales make up around 50% of total confectionary sales,
sugar confectionary is accounted for 35%, and 15% by gum. Czech Republic imports more
than 25% of total confectionary market (Czech Republic food and drink report, 2013). Ac-
cording to Czech Republic food and drink report (2013), the most recognisable chocolate
candies in Czech market is a Hungarian brand Szaloncukr. The annual consumption of this
sweet is approximately 6500 tonnes. There is a tendency of increasing attractiveness of

healthy products including confections among the consumers.

The confectionary industry is represented mostly by multinational companies, which dom-
inate the market with the price. The market leader in the Czech confectionary sector is
Nestl¢ Cesko. Despite the common trend among other companies including Nestle to move
their businesses to such developing countries as China and India, Nestle’s subsidiary in
Czech Republic is still growing due to the production innivations, and development of its
main brands. Among other global comanies that control the biggest share of Czech con-

fectionary market are Mars, Cadbury, and Kraft Foods.

Forecast of confectionary market in Czech Republic to 2017 (Czech Republic food and
drink report, 2013):

e Confectionary total annual value sales are expected to increase by 3%;
e The expected growth of confectionary total annual volume sales is 3.3%;
e Chocolate total annual value sales are expected to increase by 3.2%;

e The expected growth of sugar confectionary total annual sales growth is 3.4%.
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Figure 5: Czech Republic confectionary sales in 2010-2017 (Czech Republic
food and drink report, 2013)

According to confectionary consumption forecast, there is a modest growth of confections’
sales estimated to 2017 (Figure 5). Also, the increase of demand for more value-added
premium confectionary products is expected. Due to large number of strong global compa-
nies operating in the industry, this sector is well developed and segmented which spur

companies to focus on innovations and intensive marketing activities.

The chocolate sales which take more than 50% of all confectionary sales are the fastest

growing sector, and it is forecasted to continue to increase by 13.6% by 2017 (Table 10).

Table 10: Confectionary value/volume sales (Czech Republic food and drink re-
port, 2013)

_ 2010 | 2011 |2012e |2013f [ 2014f | 2015f | 2016f | 2017f

olopiiclaiop g 70,15 71,62 7331 7522 7755 80,11 8275 8548

(tonnes)

Ol iR -1.63 210 235 261 310 330 330 330

growth, (tonnes)

Sl egiceilens 968.3 936.4 861.2 8605 881.3 907.3 940.8 984.7
ery (CZKmn)

Chocolate celes 18,17 18,95 20,42 21,88 22,32 22,92 23,06 27,26
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OOl w2075 21,43 22,78 24,19 24,64 2572 26,06 27,26
(CZKmn)

SNICIGNEIWAEIEY 826 329 629 621 185 254 315 459
growth, CZK(y-o-

)

3.2 Confection consumption in the Czech Republic

According to the Leatherhead food research, the Czech Republic is 18" in the list of top 20
chocolate consuming nations in 2012. The chocolate consumption per capita was account-
ed for 4.9 kg.

The market research of confectionary and milling in the Czech Republic conducted by
Proexport Clolombia revealed that Czech consumers perceive chocolates as a delicacy
while candies are bought more often and perceived as snack.

Therefore, the confection consumption has a tendency to increase during holidays such as
Easter, St. Nicholas Day and Christmas, and also during autumn and winter. People usually
decorate Christmas tree with chocolate toys; while chocolate eggs and chocolate bunnies
are common for Easter. In fact, chocolate gifts are traditional in Czech Republic for birth-
days, other special occasions or as an expression of gratitude. According to the Barry
Callebaut’s report “Chocolate consumption and taste preferences around the world” in
2012 the most popular gift in the Czech Republic were plain milk and filled chocolate tab-
lets.

Czech consumers are more likely to buy milk chocolate than black with a large percentage
of cocoa or white chocolate. Also the chocolate with different fillings is less popular than
chocolate bars with nuts, raisins or candied fruits. The waffled sticks are very common as
well. There is no much difference in chocolate consumption by gender, but there is evi-
dence that men buy plain chocolate more often than women who prefer chocolate with
fillings. Sweet white chocolate is the most favourite among small children. The largest

group of chocolate consumers are teenagers from 15 to 19 years old with consumption is
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getting lower when age increases. Furthermore, chocolate confections are often bought by
young mothers with children.

Concerning the size of products, small chocolate sticks (ty¢inky) are the most popular be-
cause of lower price and fast consumption. People also prefer classical 100 grams choco-
late bars and small boxed candies below 200 grams in luxury-looking packaging. Younger
generation easily switch between brands and are likely to try novelty confections.

Moreover, the tendency towards sugar free sweets or those with bigger percentage of cacao
was reported in 