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Preface 

 
This textbook was written for university students at BSc or MSc levels, having no 

preliminary knowledge about trade and marketing. The text is particularly targeted at 

students of agriculture, as is reflected in the examples and exercises focusing on issues 

of agricultural trade and marketing, but readers of other orientation will also find it 

useful.  

 

The book is divided into three main chapters. Chapter 1 deals with the basic concepts 

of trade and marketing, the reasons for and benefits of trade and commerce. The issue 

of specialisation between countries is touched briefly, and the concept of comparative 

advantage is explained. The chapter ends with discussing the role of trade in the 

economy, and with a brief historical overview of the development of the marketing 

concept. Chapter 2 deals entirely with marketing. This chapter intends to cover the 

basic issues and concepts that an introductory marketing textbook should discuss, 

explaining the main tools and methods applied in marketing. Looking at the marketing 

environment and the key aspects of profitable customer relations, the core concept of 

the marketing mix – the well-known  4 Ps of Product, Price, Place and Promotion – are 

explained in detail. The chapter ends with a set of marketing problems and exercises, 

mainly with agricultural content. The theme of Chapter 3 is trade and commerce. 

Again, the basic concepts and meanings of these terms are discussed at the beginning 

of the chapter, then the main characteristics of domestic trade are covered. The second 

part of the chapter deals with foreign trade, including the typical difficulties cross-

border trade, and a brief overview of the INCOTERMS 2020 rules.  Chapter 3, similarly 

to the former chapter, closes with problems and exercises related to domestic and 

foreign trade issues. 

 

The text is concise and focuses only at the most important aspects of marketing and 

trade. The contents are intended to for students not specialising in marketing or 

commercial studies, but needing a basic understanding of the topic necessary for their 

further studies and future career. Students of marketing may also find it useful for 

improving their English language skills. The material is intended for one-semester 

courses of 14 weeks with 2 to 3 contact hours per week. Therefore we had to limit 

ourselves to the essentials, often avoiding finer details and more subtle explanations. 

Hopefully the reader will find the material useful and gains inspiration from it, to 

engage with this exciting topic.  
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The book heavily relies on many excellent textbooks of trade and marketing published 

in the past three decades either in English or in Hungarian. Most of the concepts, 

definitions, explanations are discussed in a similar manner in many of these books. 

Similarly to other textbooks intended for university studies, the authors decided to 

avoid precise referencing within the text, to make it concise and easier to read. A 

detailed list of references is provided at the end of the book as a recommended further 

reading, but this is far from being complete. 

 

The textbook was published within the framework of the project EFOP-3.4.3-16-2016- 

00009 ’Improving the quality and accessibility of higher education at University of 

Pannonia’. The primary aim of using the English language was to provide a text for 

teaching international students. The secondary aim was that Hungarian students and 

young professionals may use the text for enhancing their English language skills in 

this exciting area of applied economics. 
 

 

Keszthely, 15th September 2020          The authors 
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Chapter 1  

The Role of Trade and Marketing in the Economy 
 

1.1 Why do we trade? 

 
The present chapter starts with the discussion of why it is important to understand the 

motivations of nations to trade with each other. The concepts of absolute and 

comparative advantage are explained, as major reasons to initiate trade. Some statistics 

on the recent processes of the world trade situation are provided to illustrate the 

significance of trade. Finally the economic significance of trade and marketing in the 

economy is summarised briefly in a historical prespective.  

 

It is very important to know, whether a country in itself is able to provide all goods for 

its population. Self-sufficiency, i.e., a situation, when home production is sufficient to 

maintain the population and all its activities, would not make the exchange of goods 

necessary, there would be no need to trade in this situation.  

 

However, when a country is specialised in its economic activities, i.e., it limits its 

production structure to only a few goods, then the rest of the commodities required by 

the population have to be purchased from abroad. Also, as specialisation in a few 

products usually results in higher outputs than needed by the country itself, the 

surplus has to be sold abroad. Thus, specialisation brings about regular trade of 

commodities among countries, which determines the structure of international trade. 

 

The other form of trade is internal trade, i.e. exchange of goods within the country.  

This is very similar to international trade when different regions of a country are 

specialised in different commodities. However, even if various regions specialise in 

the same types of goods, the pleasure of having wider varieties of goods is also a strong 

motivation to buy products of other areas. 

 

The main economic reasons for trade are: 

- Availability of natural resources  

Areas differ in their climate, land quality, minerals underground, and in many 

other natural features. Climate and land quality determines e.g. the range of 

agricultural products that can be grown. In Europe, the climate is not suitable 

to grow bananas or coffee, oranges and vinegrapes will grow only in the 
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southern regions that are warm and sunny enough.  Oil or copper ore, or 

diamonds can be mined only in specific areas of the world. Generally, a country 

cannot change its natural resources, and this is a limiting factor on the range of 

products that can be produced there. 

 

- Level of technology and efficiency 

The level of technology and the efficiency of various economic sectors is also a 

limiting factor. High technological levels - including machinery, and labour 

skills - are required to produce computers, mobile phones, robots, and many 

other items. The efficiency of production (i.e. the amount of output produced 

by a unit of resources) is a crucial factor in keeping production costs low, and 

high efficiency requires highly skilled labour, modern technology and high 

quality of management and organisation of production. These requirements are 

available mainly in developed countries. Newly industrialised countries have 

to make efforts to raise the technology and efficiency levels of production to 

increase their level of income. As a range of goods cannot be efficiently 

produced without high technology, this is another factor that determines what 

a particular country can produce. 

 

- Price and availability of labour 

There are goods that require a lot of human labour in their production. Then the  

cost of production depends on the price of labour and the availability of large 

numbers of workers. Wages of labour will determine the production costs, and, 

therefore the sale price of these goods. To keep prices low – so that goods can 

easily be sold in the market – the production costs must also be kept low. This 

requires low wages, and a lot of workers available at such low wages.  Countries 

which do not possess high quality machinery, capital resources, but have high 

population and low income levels, often specialise in the production of such 

cheap products, which they can still profitably sell due to the large cheap labour 

force. Good examples of such products are T-shirts and other clothes produced 

in Vietnam or Bangladesh. 

   

- Economies of scale 

Some sectors of the economy are characterised by large fixed costs of 

production. The setting up of a factory, the provision of the required 

infrastructure, general costs of management or organisation, R&D expenditures 

are very expensive. To cover these costs the produced goods have to be sold in 
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large quantities, because the fixed costs have to be spread out over the total 

quantity of output. Large quantities of output require a large number of 

consumers, therefore a national economy may be simply too small to buy all the 

produced items that are needed to make production profitable. Consider the 

aircraft industry, where the production of airplanes is very costly, while a 

country does not need a lot of airplanes in a year. Thus, an aircraft company can 

operate profitably if it can sell its output to many countries at the same time.  

There are only a few aircraft producers in the world, and their products can be 

found in many countries.  

 

- Diverse tastes and cultural traditions 

Finally, there are many goods that are available in great varieties in most 

countries. The wine shops in France sell French wines, as well as wines from 

Italy, Spain, California, and Germany, and the same is true for Hungary, where, 

besides local wines, a large variety of other wine producing areas is also 

available. Cheeses are also a good example, as they are produced nearly 

everywhere in the world, but besides local varieties, consumers are also 

interested in tasting products from other countries. Countries differ in their 

tastes and cultural traditions, and this gives rise to many different varieties of 

similar products. Consumers usually enjoy tasting different varieties, and this 

is a good reason to maintain the exchange of goods in commodities that can be 

produced in the home country, too.   

 

 

1.2 Reasons for Specialisation 
 

As it was explained above, a country cannot considerably change its natural 

endowments, so this is a limitation on the range of goods (and services) it can 

profitably produce. A country lacking a highly qualified labour force cannot 

successfully deal with production that would require highly skilled workers. 

Countries lacking capital resources (e.g. money saved for investments) cannot start 

investing in capital-intensive technology. Therefore resource availability in a country 

is a serious limitation on what to produce. Even if natural resources, capital or labour 

are available in sufficient quantities, a newly established industry may lack the 

experience to produce efficiently, therefore it cannot keep costs at a reasonably low 

level to be competitive with more experienced producers.  
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However, in spite of the above limitations the resources of a country usually 

allow the production of a wide range of goods and services. How should the economic 

agents decide, then, on what to produce, and what to leave to others? 

The following section will introduce two general principles of specialisation, the 

concepts of absolute advantage and comparative advantage. 

 

 

1.2.1 Absolute Advantage 

 

Let’s take the example of the production of roses and computers in the USA and in 

Colombia. The USA can produce both products, but in the USA roses would not grow 

very well in the coldest months of winter. In February, however, Valentine’s Day is a 

day when people buy a lot of roses. If the USA markets are supplied with roses grown 

in the USA, most of these roses will have to be grown in glasshouses. Thus workers 

have to be employed not only for the general care of roses, but for heating and lighting 

the glasshouses, and even for building the glasshouses, and the wages of these extra 

workers, and heating and lighting costs, are also added to the costs of producing roses. 

However, while the weather is severe in the USA in February, Colombia still enjoys a 

nice climate perfect for growing roses in the open air. Therefore, Colombia can produce 

roses much cheaper than the USA.  

The USA is a very efficient producer of computers. It possesses the required skilled 

labour, the machinery, factories and infrastructures, and long decades of experience. 

Colombia is also capable of producing computers, but the infrastructure, labour skills, 

experience, and machinery are not so well-established, therefore the production costs 

are considerably higher for the same type and quality of output. 

 

It seems reasonable for the USA that instead of wasting a lot of energy and money on 

growing roses in February at home, they purchase the required amount of roses from 

Colombia. The resources then could be used to produce more computers. Colombia, 

naturally, has to decrease the production of computers, in order to provide the labour 

and capital needed for growing the extra amount of roses. The extra amount of roses 

produced by Colombia can be exchanged for the extra amount of computers produced 

by the USA. 

 

Based on the efficiency levels of the two goods the two countries can be specialised: 

the USA to produce computers, and Colombia to grow roses, i.e. both countries to the 

commodity, in which they are more efficient. Then we say that the USA has absolute 
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advantage in manufacturing computers, and Colombia has absolute advantage in 

growing roses.  

 

Table 1.1 summarises the above in a simple way. Let’s assume, for the sake of 

simplicity, that the costs of production are expressed in terms of the amount of 

required labour, and no other resources differ between the production technologies of 

the two countries (in other words, we count all resources in labour equivalent units). 

Assume that the USA can produce 200 roses using 1 week (i.e. 40 working hours) of 

labour, and 40 hours of labour are needed to produce 2 computers, too. In Colombia, 

40 hours (1 week) of labour produces 500 roses, and the same amount of labour can 

produce only 1.5 computers. 

 If the USA wants 10 million roses in February, they have to sacrifice 10 million / 200 = 

50000 weeks of labour. This amount of labour, however, would be able to produce 2 x 

50000 = 100 000 computers instead. Therefore, it costs 100 000 computers to produce 

10 million roses in the USA. 

 

Table 1.1. Production of roses and computers without trade 

Production, 1 week labour  Roses Computers 

USA 200 2 

Colombia 500 1.5 

Efficiency rate Colombia/USA 500/200=2.5  

Efficiency rate USA/Colombia  2/1.5 = 1.333 

 

On the other hand, in Colombia, to produce 10 million roses, the required labour is 10 

million /500 = 20000 weeks of labour. Therefore, if Colombia wishes to produce 10 

million roses, it has to sacrifice the production of computers that would otherwise 

require 20000 weeks of labour. As 1 week of labour produces 1.5 computers in 

Colombia, this country has to give up the production of 20000 x 1.5 = 30000 computers. 

 

Now, as the USA, not producing roses, produces 100 000 extra computers instead, and 

Colombia, not producing computers, can produce 10 million extra roses. The USA can 

exchange its extra 100 000 computers for 10 million roses, and thus its situation is the 

same as with self sufficiency, while Colombia has 70 000 computers more. Another 

possibility is to exchange only 30000 American computers for the 10 million roses 

grown by Colombia, then the Colombian situation is the same as with self sufficiency, 

and the USA can have 70 000 computers more. 
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As the example shows, in either of the exchange versions, none of the countries lose 

compared to the self-sufficiency situation, but one of them actually improves its 

situation. Of course, they can agree upon an exchange rate in between. For example,  

10 million roses may be sold for 60000 computers, in which situation the USA gains 

40000  extra computers and Colombia 30000 extra computers, i.e. trade is beneficial for 

both of them. The total gain from specialisation it the 70000 extra computers that they 

can share between themselves (Table 1.2). 

 
Table 1.2.  The gain from specialisation of production 

Production Roses Computers 

USA -10, 000 000 +100 000 

Colombia +10, 000000 -30 000 

Total  0 +70 000 

 

The reason for this mutually advantageous situation is that by specialising, they can 

increase the total pool of produced goods.  

 

 

1.2.2 Comparative advantage 

 

Now let’s look at another situation, the production of roses and computers in the USA 

and in the Netherlands. As Table 1. 3 shows, the USA is more efficient in both roses 

and computers, than the Netherlands: one week of labour provides more roses and 

more computers in the USA than in the other country.  

 

If the USA wanted to increase its production by one computer, it would need half a 

week of extra labour, therefore it would have to give up the production of 100 roses. If 

the Netherlands wanted to produce one more computer, then it would need 1/1.5 = 2/3 

hours of extra labour, which would require the decrease of rose production by 120 

roses.  Thus we can say that one computer costs 100 roses in the USA and 120 roses in 

the Netherlands, i.e. computers are relatively cheaper in USA. The opportunity cost of 

one computer is 100 roses in the USA, and 120 roses in the Netherlands. The opposite 

way of arguing, i.e. the labour needed to produce one extra rose, leads us to the 

conclusion, that roses are relatively cheaper in the Netherlands, compared to the USA. 
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Table 1.3. Roses and Computers in the USA and the Netherlands 

Production, 1 week labour  Roses Computers Roses for 1 computer Computers for 1 rose 

USA 200 2 200/2 = 100 2/200 = 0.001 

The Netherlands 180 1.5 180/1.5 = 120 1.5/180 = 0.0083 

 

Although the USA has absolute advantage both in roses and in computers over the 

Netherlands, its advantage is larger in computers, than in roses. In other words, the 

disadvantage of the Netherlands is smaller in roses than in computers, compared to 

the United States.  This means, that the Netherlands has a comparative advantage in 

roses. Comparative advantage occurs when one country can produce a commodity or 

service at a lower opportunity cost than another. This means a country can produce it  

relatively cheaper than the other countries.  

Is there any meaningful way of specialisation in such a situation? The theory of 

comparative advantage states that if countries specialise in producing goods where 

they have a lower opportunity cost than other countries, then there will be an increase 

in economic welfare. Even if one country is more efficient in the production of all 

goods than the other, both countries will still gain by trading with each other, as long 

as they have different relative efficiencies. 

 

Going back to our example of roses and computers, and assuming that instead of 

producing roses at home, the USA intends to buy 10 million roses from the 

Netherlands, then 10 million / 200 =50000 person-week of labour will be freed for 

computer production. Then the USA will be able to produce  2 x 50000 = 100 000 extra 

computers with this labour resource. 

 

Table 1.4. Roses and Computers after specialisation, USA and the Netherlands 

Production Roses Computers 

USA -10 000 000 +100 000 

NL +10 000000 -83 333 

Total  0 +16 667 

 

In the Netherlands, the production of 10 million extra roses will require additional 

labour of 10 million / 180 = 55556 person-weeks. To make this labour available, the 

production of computers has to be decreased by 55556 x 1.5 = 83333. Thus, the total 

output of 10 million roses is unchanged, only the place of production moved from the 
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USA to the Netherlands. On the other hand, the total production of computers 

increased by 16667 units, because the USA can produce 100 000 more, while the 

Netherlands 83333 less of them. By specialisation the total amount of computers 

increased (Table 1.4), and this gain can be shared between the two countries. 

How can they share the gains of specialisation? 

It depends on the rate of exchange between roses and computers. The USA wishes to 

buy 10 million roses, and as long as it costs less than 100 000 computers (i.e. 1 computer 

=100 roses), the exchange is profitable for them. The Netherlands, on the other hand, 

wishes to sell 10 million roses for computers, and as long as they can get more than 

83333 computers for the roses (i.e. 1 computer =120 roses), they also gain by the 

transaction. 

Therefore any exchange rate can work that equates 1 computer with 100 to 120 roses. 

If the rate is closer to 100 roses, then the Netherlands gains more, and if the rate is 

closer to 120 roses, then the gains are higher for the USA. 

 

 

1.3 The Evolving Role of Marketing in History 
 

 

The production and sale of goods and services are the essence of economic life in society.  

All organisations perform these functions to satisfy their commitments to society, their 

customers and their owners. These organisations create a benefit that economists call 

utility – the want-satisfying power of goods or services.  

 

Table 1.5. The four basic kinds of utility by form, time, place and ownership  
TYPE DESCRIPTION EXAMPLES ORGANISATIONAL 

FUNCTION RESPONSIBLE 
Form Conversion of raw 

materials and 
components into finished 

goods and services 

Eating out in McDonalds, 
shoes from Nike, iPod 

Production 

Time Availability of goods and 
services when consumers 

want them 

Appointments with 
dentists, UPS home 
deliveries next day 

Marketing 

Place Availability of goods and 
services at convenient 

locations 

Soft-drink machines 
outside petrol stations, 

ATM machines in grocery 
stores 

Marketing 

Ownership 
(Possession) 

Ability to transfer title to 
goods or services from 

marketer to buyer 

Retail sales (purchases in 
exchange for cash, or 
credit card payment) 

Marketing 
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Marketing has played different roles in different times of the 20th century. Up to the 

beginning of the 1920s the focus was on production, i.e., providing goods and services 

to customers. Producers did not make much effort promoting their products, 

customers were looking for goods according to their needs. After the 1920s the focus 

gradually shifted to creative advertising and selling techniques. As production 

expanded, the shift from shortages to surpluses made producers aware of the need to 

persuade the consumer to buy. The next stage started in the 1950s when marketing 

focused on the consumer, and then producers started to search for consumer needs 

and developed products and services that can fill these needs. Since the 1990s 

marketing techniques developed towards a relationship-oriented approach. Marketers 

have increasingly recognised the need for building a strong relationship with partners 

– customers and suppliers - , and provide a wide range of customer services in addition 

to the actual product or service (see Figure 1.1). These stages and their essential 

strategies will be explored in more detail in Chapter 2. 

 
Era Production - 

oriented 

Sales -oriented Marketing-

oriented 

Relationship-

oriented 

Prevailing 

attitude 

A good product 

will sell 

Creative 

advertising and 

selling persuades 

consumers to buy, 

overcoming their 

possible 

resistance 

The consumer is 

king! Marketers 

should find a 

need and satisfy 

it. 

 

Building long-

term 

relationships 

with customers 

will lead to 

success. 

 
   

Approx. 

time 

period 

up to 1920 
from 1920 up to 

1950 

from 1950 to 

1990s 
Since 1990s 

Figure 1.1: Four Stages in the History of Marketing 

(Source: Kurtz: Contemporary Marketing) 
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Chapter 2 

Marketing in Agriculture 

 

 

2.1 The Role of Marketing in Business Planning 

 

2.1.1 What Is Marketing? -  Core Concepts in Marketing 

 

Marketing is a process by which companies create value for customers and build 

strong customer relationships to capture value from customers in return.  

 

The following core concepts are associated with marketing:  

 

 Customer needs, wants, and demands 

 Market offerings 

 Customer value and satisfaction 

 Exchanges and relationships 

 Marketing 

These core concepts are explained below. 

 

 MARKETING: A social and managerial process by which individuals and 

groups obtain what they need and want through creating and exchanging 

products and value with others. 

 CUSTOMER NEEDS: Customers feel a state of deprivation, when they lack 

something necessary for their well-being. Needs can be of a physical character, 

i.e. need for food, clothing, warmth or safety. Needs may refer to social 

deprivation, i.e. the feeling of belonging or affection, and needs may be of an 

individual character, when the deprivation is related to knowledge, or self-

expression which the individual wishes to experience. 

 CUSTOMER WANTS: Wants are human needs shaped by culture and 

individual personality – i.e. these describe the actual ways and forms that are 

suitable to satisfying the needs. 

 CUSTOMER DEMANDS: Demands are the human wants, when backed by 

buying power. This means that wants become demands when the customers 

own financial means (money) to purchase the goods or services that can satisfy 

their wants. 
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Figure 2.1:  Core Concepts of Marketing 

 

 MARKET OFFERINGS: these are some combinations of products, services, 

information, or experience offered to a market to satisfy needs or wants. 

Marketing myopia is focusing only on existing wants and losing sight of 

underlying consumer needs. If this happens, the offerings may seem to satisfy 

the wants of the customer, though the real need behind may be satisfied with a 

completely different product/service/experience. 

 EXCHANGE is the obtaining of a desired object from someone by offering 

something in return. 

 MARKETS are the set of actual and potential buyers of a product or service, 

facilitating the exchanges and transactions of these. 

 MARKETING MANAGEMENT is the art and science of choosing target 

markets and building profitable relationships with them. Target markets are the 

group of customers whom we intend to serve. Profitable relationships can be 

built with the target market by finding out how we can best serve the targeted 

customers. 

 

In the process of marketing management the marketers have to find a delicate balance 

between customer expectations, customer value and customer satisfaction. Customers 

will value market offerings if they see these offerings to bring satisfaction for them. 

Customer expectations are the levels of satisfaction that the customers hope to 

experience, and this satisfaction creates value. If expectations are too high, then an 

otherwise good product or service may disappoint the customer, even if it is suitable 
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to fulfil customer needs/wants. If expectations are too low, then customers may refuse 

to buy the product/service because they do not consider it valuable for their 

satisfaction.  

 
Figure 2.2: Customer Value, Satisfaction and Expectations 

 

An example of needs, wants and demands:   Café ‘Make Believe’ in Tel Aviv 

In 1998 an entrepreneur in Israel opened a café, named of Café Ke’ilu. The name of “Café 

Ke’ilu” roughly translates as “Café Make Believe”. The café offered a unique experience for 

customers. The manager said that people usually come to cafés not for the food or the drinks, 

but for the experience of sitting and talking with friends in a pleasant environment. The 

manager built the concept of Café Kei’lu on this observation. The café served its customers 

empty plates and mugs, there was nothing to eat or drink at all. The guests paid $3 during the 

week and $6 on weekends for the social experience. 

 

 

 

 

 

Figure 2.3: Café Make Believe  

(Source: https://www.haaretz.com/israel-news/culture/.premium-the-demise-of-tel-aviv-s-west-village-1.5355230) 

It may not surprise the reader, that the café was not a long-term success, and had to close down after 

two years of operation.The example shows the importance of finding the true needs of the targeted 

customers. 
 

 

2.1.2 The Modern Marketing System 

  

The modern marketing system comprises five actors. The main actors are  

a) the Company (the marketer, who intends to sell its products/services to 

customers) 
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b) The End User Market (the targeted customers whose needs and wants the 

company intends to satisfy) 

c) the Marketing Intermediaries (whose task is to distribute the company output 

towards the end user, the market) 

d) Suppliers (who sell input materials and products/services to the company, that 

are needed in the production process) 

e) Competitors (other companies who produce similar products/services which 

may also be chosen by the target market for satisfying their wants). 

 

The whole system operates in an environment determined by ecological (natural) 

conditions, the economic situation, the technology level, socio-cultural circumstances 

and political-legal regulations. 

 

 
Figure 2.4: The Modern Marketing System 

 

The process of marketing follows six important steps as listed below:  

a) Designing a customer-driven marketing strategy, 

b) Selecting customers to serve, 

c) Market segmentation, dividing the markets into segments of customers, 

d) Target marketing, selecting the segments to go after, 

e) Demarketing, i.e. marketing to reduce demand temporarily or permanently with 

the aim of not to destroy demand but to reduce or shift it in time or space, 

f) The values a company promises to deliver to customers to satisfy their needs. 
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As it was shown in Section 1.3, the concept of marketing has developed from a 

production-oriented approach towards a relationship-oriented approach during the 

past century. Accordingly, the orientation of marketing management has also 

changed, from a production-oriented concept to product concept to selling concept to 

marketing concept, to societal marketing, as illustrated in Figure 2.5.  

 

 
 

Figure 2.5: Marketing Management Orientations 

 

- The production concept is the idea that customers will favour products that are 

available or highly affordable. 

- The product concept is the idea that consumers will favour products that offer 

the most quality, performance, and features. Organizations should therefore 

devote their energy to making continuous product improvements.  

- The selling concept is the idea that consumers will not buy enough of the firm’s 

products unless it undertakes a large scale selling and promotion effort. 

- The marketing concept is the idea that achieving organizational goals depends 

on knowing the needs and wants of the target markets and delivering the 

desired satisfaction better than competitors do. 

- The societal marketing concept is the idea that a company should make good 

marketing decisions by considering consumers’ wants, the company’s 

requirements, consumers’ long term interests and society’s long-run interests. 

 



 

21 
 

 
 

Figure 2.6: Selling, Marketing, and Societal Marketing Concept 

 

 

In the selling concept the thinking of the producer starts from the production capacity, 

i.e. the factory, focusing on its existing products. The main means of becoming 

successful are to sell and promote the existing products, which ends in making profits 

by selling larger volumes of these products to the customer.  

The marketing concept, however, starts from the analysis of the markets, focusing on 

the customers’ needs. This is followed by integrated marketing actions, in which a 

product is designed, and is promoted to make the customer aware of its abilities to fill 

the customer’s needs. Profits, therefore, are generated through making the customer 

satisfied, not simply by selling more of the products, but by providing what the 

customer really needs. 

 

Societal marketing focuses not only on customer demand, and the producer’s intention 

to gain profits, but tries to balance these with the interests of human society. This has 
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become increasingly important nowadays, when most of the production and 

consumption processes have some harmful impacts on the local and global 

environment, and thus both the producers and the customers have to make sacrifices 

in order to support the idea of sustainability (see Figure 2.6.). 

 

 

2.1.3 Building Profitable Customer Relationships 

 

Efficient marketing management requires planning.  A marketing management means 

choosing the right target market and establishing profitable relationships with this 

target market, which is based on value delivered to the targeted customers. An 

integrated marketing plan or program is a comprehensive plan that communicates and 

delivers the intended values to chosen customers. The plan should specify the tools 

that the firm can use to attain its goal. 

 

The main tool is the marketing mix, which is a set of four components (4 Ps) that the 

firm uses to implement its marketing strategy. The four components are: Product, 

Price, Place and Promotion. Each of these describe a specific component of the 

activities included in the marketing strategy. The components of the marketing mix 

will be discussed in detail in Sections 2.4-2.7. 

 

In its marketing strategy the firm will have to determine its offers, and identify the 

value it wishes to deliver to the customer, and then this value is to be communicated 

to the customer. However, the customer will compare the promised value to the 

perceived value, that is, to what extent the promised value is truly delivered. The 

customer considers the time, cost and effort needed to attain the product and enjoy its 

utility, or benefit, and the higher the costs /time/effort the less valuable the product is 

felt. The customer perceived value is the difference between the total customer value 

received and the total customer cost involved in receiving this value.  

When the customer feels that the purchased goods are as good as were expected, i.e 

the product’s perceived performance matches the buyer’s expectations, then the 

customer is satisfied. Customer dissatisfaction occurs when the performance of the 

product, i.e. the customer perceived value, is lower than the expected value. However, 

when the customer receives a better product, or a higher perceived value than what 

the seller promised, then the result is not only customer satisfaction, but customer 

delight. Delighted customers may repeat the purchase and recommend the product to 

other buyers, leading to higher sales volumes and sales revenues for the firm. 
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Profitable customer relationships require high customer perceived value, customer 

satisfaction, or customer delight. Customer Relationship Management (CRM) is the 

overall process of building and maintaining profitable customer relationships by 

delivering superior customer values and satisfaction. Basic customer relationships are 

related to the purchase action – good sales service, good performance of the product, 

guarantee. Full partnerships with the customers involve activities which are not limited 

to the action of the purchase, but provide benefits for the customers in their everyday 

life. The Harley Davidson Company sponsors the Harley Owners Group – a fan club 

of the Harley Davidson motorbike owners, with the aim of helping them enjoy their 

passion in an organised way. The worldwide club has more than 1 million members, 

and sponsoring them strengthens full partnership with these loyal buyers. 

 

 
Figure 2.7: The Overview of the Marketing Management System 

 

To build long-term customer relationships the key is the value that the customer 

perceives. However, the producer also wants to attain value, in the form of sales 

revenues and profits. High sales revenues and sales volumes require loyal customers 

with regular, repeated purchases, which can be measured by customer lifetime value, 

the share of the customer, and the resulting customer equity, as are explained below:  

 

 Customer lifetime value is the value of the entire stream of purchases that the 

customer would make over a lifetime of patronage.  
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 Share of customer is the portion of the customer’s purchases that a company gets 

in its product categories. 

 Customer equity is the total combined customer lifetime values of all of the 

company’s customers. 

 

Building the right relationships with the right customers involves treating customers 

as assets that need to be managed and maximized (see Figure 2.7).  

 

Firms have to consider that customers may usually make purchases in a competitive 

environment, where the required products are offered by many producers. Therefore 

a high customer equity requires a high share of the customers, and for this the 

delivered value has to be perceived as high. In offering this high value many partners 

are involved in the production process, including the producer itself with its staff, the 

input providers as the suppliers of raw materials, or machinery and equipment needed 

for the production process, and also the marketing and sales partners outside the 

company who take part in delivering the product to the customer. Partner relationship 

management involves working closely with partners in other company departments 

and outside the company to jointly bring greater value to customers. The supply chain 

is a channel that stretches from raw materials to components to final products to final 

buyers. 

The value chain is a series of departments that carry out value-creating activities to 

design, produce, market, deliver, and support a firm’s products. The value delivery 

network is made up of the company, suppliers, distributors, and, ultimately, customers, 

who partner with each other to improve performance of the entire system. 
 

 

2.1.4 Strategic Planning in Marketing 
 

All companies must look ahead and develop long-term strategies to meet the changing 

conditions in their industries for long-term survival. 

 

Strategic planning is the process of developing and maintaining a strategic fit between 

the organization’s goals and capabilities and its changing marketing opportunities. 

Strategic planning involves the definition of a mission statement, the specifications of 

goals and objectives, and the design of the business portfolio. These provide the basis for 

co-ordinating functional strategies, such as the marketing strategy. 
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Table 2.1: Examples of product-oriented vs market-oriented mission statements  
Company Product-Oriented 

Definition 

Market-Oriented Definition 

Home 

Depot 

We sell tools and home 

repair and improvement 

items. 

We empower customers to achieve the homes of 

their dreams. 

Nike We sell athletic shoes and 

apparel. 

We bring inspiration and innovation to every 

athlete* in the world. (*If you have a body you are 

an athlete.) 

Revlon We make cosmetics. We sell lifestyle and self-expression; success and 

status; memories, hopes and dreams. 

Ritz-

Carlton 

Hotels & 

Resorts 

We rent rooms. We create the Ritz-Carlton experience – one that 

enlivens the senses, instils well-being, and fulfils 

even the unexpressed wishes and needs of our 

guests. 

 

The mission statement is the organization’s purpose, what it wants to accomplish in the 

larger environment. A market-oriented mission statement defines the business in 

terms of satisfying basic customer needs. 

Mission statements can be described from a product-oriented viewpoint, and from a 

market-oriented viewpoint, too. Table 2.1 compares the mission statements of a few 

famous companies. 

 

Setting company objectives and goals can be made on the general business level, and 

on a specific marketing level.  

 

The general business goals include: 

 Building profitable customer relationships (as these provide the basis for 

attaining high sales volumes and revenues). 

 Invest in research (that can lead to improved products giving the firm a better 

position compared to its competitors). 

 Improve profits (by either increasing sales revenues, or decrease the costs). 

 

In relation to the general business goals specific marketing goals can be defined, that 

can contribute to the attainment of the business goals. Marketing goals can include: 

 Increase market share, 

 Create local partnerships, 

 Increase promotion. 
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Portfolio analysis, the BCG matrix, the Ansoff matrix 

 

The third step in strategic planning is the design of the business portfolio. The business 

portfolio is the collection of businesses and products that make up the company.  

Portfolio analysis is a major activity in strategic planning whereby management 

evaluates the products and businesses that make up the company.  

 

The business portfolio can be analysed by identifying strategic business units, evaluate 

their performance, and decide about what support and resources are to be allocated 

for each unit in the future.  

A strategic business unit (SBU) is a unit of the company that has a separate mission and 

objectives that can be planned separately from other company businesses. A SBU can 

be, for example, a company division (e.g. a production unit working in a region and 

producing for the regional market), a product line within a division (e.g. men’s shoes 

produced in the regional division of the shoe company), or a single product or brand 

(branded sportswear).  

 

In portfolio analysis the first step is to analyze the current business portfolio. One of 

the most widely used portfolio analysis tools is the growth-share matrix, also known as 

the BCG-matrix, named after its inventor, the Boston Consulting Group. This matrix 

assesses the business units by their growth rate and by their relative market share. 

Four types of business units are defined: stars, cash cows, question marks and dead dogs 

(Figure 2.8). The star-units are the most successful units of the company, with fast 

growth rates and high market shares. The cash cow units represent products, or 

divisions with high market shares, but low growth rates. They have gone past their 

“star” status, and in the current market situation they cannot grow anymore, but still 

provide high sales volumes covering a large share of the market. Question marks are 

newly started units (products, brands, etc.) which have not attained high relative share 

in the market yet, but show large growth rates. They may end up attaining high market 

shares in the near future, thus becoming a star unit maintaining a high growth rate, or 

slowing down become a cash cow. The dead dog units are products (product lines, 

brands) that could not attain any considerable market share, and show only a very 

moderate growth. These product ideas were introduced to the market with a hope of 

reaching high growth and higher shares, but failed. 
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After analysing the SBUs the company has to decide about the support that should be 

allocated to them. Some units deserve considerable support and resources to assist 

their further growth and expansion (e.g. the star units), others – as failures – will have 

to be downsized, or even closed down. 

 
Figure 2.8: The Growth-Share (or BCG) Matrix (BCG: Boston Consulting Group) 

 

The product/market expansion grid (also known as the Ansoff-matrix) is a tool for 

identifying company growth opportunities through market penetration, market 

development, product development, or diversification (Figure 2.9).  A fifth strategy, 

not included in the Ansoff-matrix is downsizing. 

 Market penetration is a growth strategy increasing sales to current market segments 

without changing the product. 

 Market development is a growth strategy that identifies and develops new market 

segments for current products. 

 Product development is a growth strategy that offers new or modified products to 

existing market segments. 

 Diversification is a growth strategy for starting up or acquiring businesses outside 

the company’s current products and markets. 

 Downsizing is the reduction of the business portfolio by eliminating products or 

business units that are not profitable or that no longer fit the company’s overall 

strategy. 
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Based on the BCG matrix the SBUs are classified as stars, cash cows, question marks 

and dead dogs. Examples of possible strategies for these units may be the following: 

For a dead dog the most typical strategy is downsizing. For a question mark the market 

penetration may be the reasonable strategy, the star product may be handled in market 

penetration or even market development, while the usual strategy for a cash cow can 

be either product development or diversification. 

 

 
Figure 2.9: The Product/Market Expansion Grid (Ansoff-Matrix) for Coca-Cola 

 

The BCG matrix and the Ansoff matrix both are very useful tools, but they have their 

own weaknesses. It is usually difficult to define precisely the SBUs in a company and 

measure their market share and growth. To construct the BCG matrix is therefore time 

consuming and expensive. Both the BCG and the Ansoff matrix focuses on current 

business units, therefore they cannot be efficiently used for future planning that 

involves the establishment of some new products and units. 

 

Segmentation, Targeting, Positioning 

 

The analysis of the current business portfolio is followed by the design of the 

prospective business portfolio,that is, developing and upgrading some SBUs, 

downsizing other ones, and possibly introducing completely new units, as well. The 

situation or market position of any SBUs depends on the buyers needs, wants and 

demands, as well as on the competitors, other firms that produce and sell products 

similar to our ones. The needs and demands of various groups of customers may differ 

slightly.  Teenagers demand different kinds of clothes and shoes than the 60 plus 

generation. Health conscious customers look for different types of food items than not 

health conscious people. Rich people usually want more luxurious hotel 
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accommodation for their summer holidays that low-income people. As the producers 

have limited resources, they usually cannot satisfy all customer needs, and they will 

have to find out which specific needs they are most capable of satisfying. To do this 

they have to understand the characteristics of their customers and find out existing 

differences in their demands.  Market segmentation is the division of a market into distinct 

groups of buyers who have distinct needs, characteristics, or behaviour, and who might 

require separate products or marketing mixes. A market segment is a group of consumers 

who respond in a similar way to a given set of marketing efforts. After identifying the 

main market segments the producers may choose which of these segments they intend 

to serve.  Market targeting is the process of evaluating each market segment’s attractiveness 

and selecting one or more segments to enter. For these selected segments the producer 

will want to emphasise the benefits it offers, underlining the main differences or 

advantages compared to the competitors present in the market. Market positioning is 

the arranging for a product to occupy a clear, distinctive, and desirable place relative to 

competing products in the minds of the target consumer. 

 

The Marketing Mix 

 

The marketing mix – also called the four Ps - is the main tool for a firm to focus its 

product to the selected target customers and position its products in comparison to its 

competitors. The marketing mix includes four components: product, price, place and 

promotion. The producers will have to define the main contents for all these four factors. 

 The “Product” factor includes the variety of products to be offered to the target 

market, the quality, the design, the various features, the brand name and 

appeal, the packaging used and all the additional services provided with it. 

 The “Price” factor contains the list price and possible discounts that are offered 

to the customer, other allowances offered under specific conditions, the timing 

of the payment and possible credit terms. 

 The “Place” factor means the place of the purchase or the various ways the 

customer can access the product. Place refers really to the distribution channels 

between the customer and the producer, including the locations, the 

inventories, the transportation, and the logistics of the distribution process.  

 The “Promotion” factor covers the various forms and ways of communication 

between producer and customer, such as advertising, personal selling, sales 

promotions and public relations activities. 

 

The contents of the four Ps will be discussed in detail in Sections 2.2.4 to 2.2.7. 
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Modern marketing theory focuses on the buyer’s viewpoints, and the marketing mix 

can be interpreted from the buyer’s viewpoint, too. In this sense the Product is 

equivalent to “Customer solution”, Price is “Customer cost”, Place is identified with 

“Convenience” of the purchase, and Promotion is interpreted as “Communication” 

with the customer, thus turning the “four Ps” into four Cs”. 

 

Another useful strategic planning tool is the SWOT analysis, which is used to help the 

company identify its strengths, weaknesses, opportunities, and threats related to 

business competition and the business environment. It starts with analysing the strong 

and weak points of the firm compared to its competitors and is followed by identifying 

the opportunities and threats that the changing environment may provide (Figure 

2.10). 

Strengths and weakness are therefore internally-related, while opportunities and 

threats focus on the external environment: 

 Strengths: characteristics of the business or a business unit that give it an 

advantage over others. 

 Weaknesses: characteristics of the business that place the business at a 

disadvantage relative to others. 

 Opportunities: elements in the environment that the business or the business 

unit could exploit to its advantage. 

 Threats: elements in the environment that could cause trouble for the business. 

 

The identification of the SWOT components is important, because they can infuence 

later steps in planning to achieve the objective.  

 

 
Figure 2.10: The SWOT Analysis (Strengths, Weaknesses, Opportunities, Threats) 
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Figure 2.11 summarises the main building blocks of strategic planning in marketing. 
 

 
Figure 2.11: The Building Blocks of Strategic Planning 

 

 

 

2.2  Basic Concepts of Marketing, Tools and Methods 
 

2.2.1 Analysing the marketing environment 
  

The marketing environment includes the actors and forces outside marketing that 

affect the marketing management’s ability to build and maintain successful 

relationship with target customers. Any change in the environment, however, will 

influence the behaviour of people, therefore changes will shape the conditions to 

which marketing strategy should be fitted. The wave of nostalgia in 2000 brought the 

feeling of millenium fever, i.e. the sense of something passing, and something new 

beginning. This led to products like the new modernised version of the Volkswagen 

Beetle model in the car industry. The threats of climate change and the growing 

concern for the environment has pointed at the importance of energy efficiency, 

creating demand for clean energy, wind power, solar energy, etc. The development of 

digital technology has led to the widespread application of internet shopping, and 

online payments.These examples illustrate how the environment influences customer 

behaviour and product development.  
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The company’s marketing strategy includes managing the relationships with 

customers and partners, which comprise the microenvironment for the company. 

Customers and partners, and the relationships with them are influenced by many 

external factors, which make up the macroenvironment. The components of these two 

types of the environment are discussed below.  

 

 The microenvironment consists of the actors close to the company, that affect its 

ability to serve its customers – the company, suppliers, marketing 

intermediaries, customer markets, competitors and publics 

 The macroenvironment means the larger societal forces, that affect the 

microenvironment – demographic, economic, natural, technological, political, 

and cultural forces.  
͌ 

 

The microenvironment 
 

The microenvironment is defined by the company itself, the suppliers and marketing 

intermediaries as its partners, the competitors, the various publics, and the customers. 

Each of these will be discussed below (Figure 2.12). 

 
 

Figure 2.12: The Components of Microenvironment 

 

The company includes several groups of actors influencing marketing decisions: 

 Top management 

  The main company departments: Finances, R&D, Purchasing, Operations, 

Accounting 
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Their priorities, internal relationships, and the distribution of power among these units 

have considerable impacts on how decisions are made, and strategies built. 

 

Suppliers are the partners who provide resources for the company to produce goods 

and services. They are important contributors to the creation of customer value. The 

availability, quality, amount, timeliness and scheduling, price, and method of 

payment are crucial factors in creating the product that is sold to the customer.  

 

 

Marketing Intermediaries are partners whose role is to help the company to promote, 

sell and distribute its products to final buyers.  

Marketing intermediaries can be:  

 Resellers – they help the company to find customers, and make sales to them. A 

food company, for example, can sell its food products in its own shop, or to 

retailers, who sell to their customers. 

 Physical distribution firms – e.g. warehouses and transportation firms, who stock 

and move the goods to their destination. 

 Marketing service agencies – marketing research firms and advertising agencies, 

media firms, marketing consultants who help the company to find the best ways 

of marketing its products. 

 Financial intermediaries – banks, credit card companies, insurance companies 

providing financial assistance, protection against risks. 

 

Competitors are firms selling similar goods, which are sensed by customers as good 

substitutes of the products offered by our company. Therefore their numbers, product 

ranges, and price levels considerably influence the marketing strategy of any 

company. Companies must gain strategic advantage by positioning their offerings 

against competitors’ offerings. 

 

Customers are the most important actors in the company’s microenvironment. The aim 

of the entire value delivery system is to serve target customers and create strong    

relationships with them. The main customer groups are households, business buyers, 

resellers and the government (for public services or transfers to the poor) – each of 

whom have different objectives for purchasing, and different considerations of 

customer value. The main types of customers and their behaviour will be discussed in 

more detail later. 
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The publics refer to any group that has an actual or potential interest in, or impact on 

an organization’s ability to achieve its objectives - i.e., on a company to implement a 

successful marketing strategy. They do not have any direct business relationship with 

the company, they are not partners or competitors, or customers. The main groups of 

publics are the following: 

- Financial publics – banks, investment houses, stockholders. 

- Media publics – newspapers, TV, broadcasting services, etc. 

- Government publics – government bodies that draw up regulations that affect the 

company (e.g. health and safety regulations influencing the production process). 

- Citizen-action publics – customer organisations, environmental action groups, etc. 

- Local publics – local community groups representing the interest of inhabitants 

living in the vicinity of the company’s production or sales area. 

- General publics – the overall society for whom the company wishes to set up a 

positive public image. 

- Internal publics - they are the workers and minor managers within the company, 

i.e. employees, who work for wages or salaries, and as thus, do not have a direct 

say in the formulation of the company’s marketing strategy. 
͌ 

 

The macroenvironment 

 
The macroenvironment refers to all the factors that influence the behaviour of the 

microenvironment. It includes the demographic, the economic, the natural, the 

technological, the political-legal, and the cultural environments (Figure 2.13). 

 

Figure 2.13: The Components of Macroenvironment 
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Demographic Environment 

 

Demography deals with the characteristics of human populations in terms of size, 

density, location, age, gender, race, occupation, and other statistics. The demographic 

environment is important because it involves people, and people make up markets. 

Demographic trends include age, family structure, geographic population shifts, 

educational characteristics and population diversity regarding the above, or ethnicity, 

religion or language. Examples: 

- The average number of children in a family – 1.7 in Hungary, 1 in China – is 

such a demographic feature, which clearly has an impact on family spending 

and choice of goods.  

- The changing age structure of the society includes the average age, the 

proportion of young people (under the age of 18 years), adults (between 18 and 

64 years) or the elderly (above 64 years). Countries differ greatly in these 

respects, in Europe most countries have larger proportions of elderly people, 

while in Asia or Africa the proportion of the young population is higher. 

 

From a marketing viewpoint the time of birth and growing up has an important impact 

on the consumer behaviour of the population.The main age groups are:  

- Baby boomers are people born between 1946 and 1964. They are the most affluent 

age segment of the population in the USA. They benefited from a time of 

increasing affluence enjoying more money to spend on food, clothes, and 

holidays. Their behaviour is often described by the term consumerism, which 

other generations often identify with excessive spending. 

- Generation X refers to people born between 1965 and 1976. The key 

characteristics of these people are high parental divorce rates, cautious 

economic outlook, less materialistic approach, family orientation (family comes 

first), lagging behind on retirement savings. They are sometimes called the 

"MTV Generation", as they grew up experiencing the emergence of music 

videos, and the MTV channel. 

- Millennials (generation Y or echo boomers) are people born between 1977 and 2000. 

They are generally comfortable with technology. They are further divided as 

tweens (ages 8-12, teens (13-19 year olds), and young adults (in their 20’s). This 

generation experienced recession, record unemployment affecting young 

people, as well as a period of economic instability. 
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- Generation Z is the segment of the population who are born between the mid 

1990s to mid 2000s (with a slight overlap with millennials). They are mainly the 

children of Generation X, but could have parents that are millennials. 

Generation Z tend to be knowledgeable of technology and social media, 

because they use the internet from a young age. 

 

Generational marketing is important in segmenting people by lifestyle, or life state 

instead of age. The current aspects of lifestyles / life states show the following patterns:  

- Divorcing or separating; 

- Choosing not to marry; 

- Choosing to marry later; 

- Marrying without intending to have children; 

- Increased number of working women; 

- Stay-at-home dads. 

Changes in the demographic environment will have to be considered in marketing. These 

include:  

- Changing geographic patterns, such as moving from rural to metropolitan 

areas, or changes in where people work (telecommuting, home office) 

- Changes in the workforce (workers becoming more educated, more white 

collar) 

- Markets are becoming more diverse (companies have to consider the 

international and the national markets at the same time, taking into account 

the demands of ethnic, gay and lesbian, disabled consumer markets). 

 

Demographic traits can be efficiently utilised in marketing. Each generation has 

different needs, and different preferences for satisfying these needs, different lifestyles 

also generate different demands. A divorced man might have different demands for 

food than a family man, a single working woman buys different clothes than a 

housewife with 5 children, etc. Countries differ in the ethnic diversity of their 

population. In Japan, the vast majority of the population is Japanese, therefore 

traditional Japanese food can be sold to nearly everyone. The USA has a population of 

very mixed ethnic origin, and ethnic food – including Chinese, Italian, Jewish, Arabic, 

Indian, and many others – will have authentic producers and customers throughout 

the country. Countries with mixed origin but strong assimilation are often referred to 

as ‘melting pots’, while others with population of mixed origin, each strongly 

preserving their traditional ethnic features are called ‘salad bowls’. 
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Wheelchairs for the disabled 
http://www.disabilityscot.org.uk/easy-guide-to-vat-

exemption-on-disability-goods-and-services/ 

Cell phone for the elderly 
https://3g.co.uk/guides/the-best-phones-for-the-

elderly-five-great-options 

 

Figure 2.14: Goods for Specific Demographic Segments 

 

 

Economic Environment 

 

The economic environment consists of factors that affect consumer purchasing power and 

spending patterns. Generally speaking, industrial economies are richer markets with 

more affluent consumer base. Subsistence economies consume most of their own 

agricultural and industrial output, and trade much less with foreign countries. 

Changes in income, such as the growth of per capita national income as an average, or 

the more even distribution of the national income will lead to a more affluent society, 

with increasing spending patterns.  

 

   
Bugatti La Voiture Noire 

– a luxury car 
https://passionbuz.com/luxurious

-cars-in-the-world/ 

Honda Accord EX (in 2013) 

– for the middle class 
https://www.vanityfair.com/style/photos

/ 2013/02/average-cars-for-average-

people 

Nissan Versa- affordable 

for the less affluent 
https://www.kbb.com/articles/best-

cars/top-10-most-affordable-new-

cars-2018/6/ 

Figure 2.15: Different Cars to Different Incomes 
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The financial situation has a great influence on the spending patterns of the 

population, but personal conditions and preferences regarding money also change the 

consumer behaviour.  

 

Value marketing involves ways to offer financially cautious buyers greater value. i.e. the 

right combination of quality and service at a fair price.  

The consumer behaviour of the different income segments – the upper class, the 

working class, and the underclass – shows large differences, not only by the amount 

spent, but also by the structure of spending. Engel’s Law shows that rising incomes 

lead to changes in consumer spending patterns: the percentage spent on food declines; 

the percentage spent on housing remains constant; the percentage spent on savings 

increases. These general trends are true in most countries of very different average 

income levels. 
 

 

Natural  Environment 

 

The natural environment involves the natural resources that are needed as inputs by 

producers and marketers, or that are affected by marketing activities.  

 

 
 

Waste deposits 
https://www.environmentreport.com.au/single-

post/2019/05/15/Mismanaged-waste-reaps-terrible-toll 

Melting polar ice caps 
https://www.greenandgrowing.org/environmental-

problems-threat/ 

 

Figure 2.16: Severe Environmental Problems 

 

Trends regarding the natural environment include: 

- Shortages of raw materials; 

- Increased pollution; 
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- Increased government intervention – regulating pollution and resource use for 

sustainability; 

- Environmentally sustainable strategies – based on recyclable or biodegradable 

materials, efficient production and sustainable energy use. 

 

 

Technological  Environment 

 

Technology is the most dramatic force in changing the marketplace. Technology 

developments create new products and opportunities. The safety of a new product is 

always a concern, because being new, there is no earlier experience about its usage or 

production. The electric current in mobile phones used so close to the brain or the ear, 

or the side-effects of newly invented antibiotics are examples of such safety concerns. 

Technological development may lead to wonderful positive inventions (e.g laptops, 

antibiotics, the internet), or horrible, negative, harmful ones (as the nuclear missiles, 

or weapons for chemical biological warfare). 

 

 

 
 

A solar panel 
http://energiashop.hu/img/1893/900912/400x400/9

00912.jpg 

A 3-D printer 
https://www.europeanbusinessreview.com/wp-

content/uploads/3d-printer.jpg 

Figure 2.17: Modern Technology Inventions 

 

 

Political  Environment 

 

The political environment consists of laws, government agencies, and pressure groups 

that influence or limit various organizations and individuals in a given society. The 

government develops public policy to guide business activity for the good of the 

society. This includes the introduction of safety standards, regulation of deceptive 
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advertising, of food labels regarding nutritional content information, environmental 

considerations on packaging materials, etc. 

 

Legislation regulating business means increased legislation about various aspects of 

business activity, and changing ways and levels of government agency enforcement of 

the legislation. Recently government legislation means increased emphasis on ethics. 

Companies are required to show socially responsible behaviour, i.e. they should 

respect and protect the long-run interests of the society (which is seen in energy use or 

pollution regulations). More concern about company  ethics is present in  cause-related 

marketing – i.e. marketing messages emphasising that a company offers a percentage 

of its sales revenues for a cause that is important for the society (e.g. ”if you buy our 

product, $1 of the paid price will be donated for cancer research”). 

 

 

Cultural Environment 

 

The cultural environment consists of institutions and other forces that affect a society’s 

basic values, perceptions, and behaviours. People grow up in societies that shape their 

basic beliefs, values. These have to be considered when designing an appealing 

marketing message.  

 

Persistence of Cultural Values 

- Core beliefs and values are persistent and are passed on from parents to children. 

They are reinforced by schools, churches, businesses, and government. 

Therefore these beliefs are very hard to change. 

- Secondary beliefs and values are more open to change, and include people’s views 

of themselves, others, organizations, society, nature, and the universe. 

 

Cultural values may change with time. These changes may provide new opportunities 

for marketing. The popular music groups, movie stars, celebrities often influence 

young people’s hairstyles, dressing, and behaviour. Therefore music or movie stars, 

celebrities are often used to deliver marketing messages.  

 

Shifts in Secondary Cultural Values are most frequent in the following areas: 

- People’s view of themselves: as individuals focusing on self-indulgence (a ‘me-

society’), or as useful members of the society willing to sacrifice some personal 

interests for the good of the community (a ‘we-society’). 
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- People’s view of others: a trend of more “cocooning” (i.e. people tending to stay at 

home instead of moving around in others’ company), a need to hide from the 

outside world (due to fear of and less trust in strangers). 

- People’s view of organizations: less trust in organisations, an increasing feeling of 

corruption, unfair or unethical behaviour of decision-makers and leaders. 

- People’s view of society: three different approaches live together. Patriots defend 

it, reformers want to change it, and malcontents want to leave it. 

- People’s view of nature: Some feel ruled by it, some feel in harmony with it, and 

some seek to master it. 

- People’s view of the universe: there is a renewed interest in spirituality. 

 

Companies may respond to the changing marketing environment in three generally 

different ways: 

- Looking at it as uncontrollable: the company can react and adapt to forces in the 

environment (‘wondering what happened’); 

- Proactive way: taking aggressive actions to affect forces in the environment 

(‘make things happen’); 

- Reactive way: watching and reacting to forces in the environment (‘watch things 

happen’). 
 

 

2.2.2 Consumer Markets, Business Markets and Buyer Behaviour 

 

Consumer buyer behaviour refers to the buying behaviour of final consumers -

individuals and households who buy goods and services for personal consumption. 

Consumer market refers to all of the personal consumption of final consumers. 

Consumer behaviour depends on many factors including influence coming from the 

external environment as well as the personality of the consumer. These factors will be 

examined below. 

 

Characteristics affecting consumer behaviour 

 

The most important characteristics are culture, social class, the consumer’s groups and 

social networks, family, age and lifestyle stage, and psychological factors like 

motivation, perception, learning, beliefs and attitudes. 
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– Culture is the learned values, perceptions, wants, and behavior from family and 

other important institutions. Subculture means groups of people within a culture 

with shared value systems based on common life experiences and situations ( e.g. 

Hispanic, African American, Asian  ethnic subcultures, or the subculture 

represented by mature consumers) 

 

– Social classes are society’s relatively permanent and ordered divisions whose 

members share similar values, interests, and behaviours. Social classes differ in wealth, 

material possessions, power and authority, and prestige in society.The lower class 

is typified by poverty, homelessness, and unemployment. The working class 

includes those minimally educated people who engage in “manual labour” with 

little or no prestige. The middle class is the “sandwich” class. These white collar 

workers have more money than those below them on the “social ladder,” but less 

than those above them. They divide into two levels according to wealth, education, 

and prestige: the lower middle class and the upper middle class. The upper class, 

comprising only a few percents of the population, holds the most affluent people 

of the society. The traits of social classes are measured by a combination of 

occupation, income, education, wealth, and other variables. 

 

– Groups and social networks. People usually belong to various groups depending 

on the situation they move in.  

o Membership groups are groups to which a person belongs, and these have 

direct influence on the person’s behaviour.  

o Aspirational groups are groups to which the individual wishes to belong.  

o Reference groups are groups that form a comparison or reference in forming 

attitudes or behaviour. 

o Online social networks are online communities where people socialize or 

exchange information and opinions, e.g. blogs, social networking sites 

(facebook), virtual worlds (“second life”).  

o Groups often affect the choices of their members by word-of-mouth influence 

and buzz marketing. Therefore marketing often consciously utilises the 

power of such groups by the actions of opinion leaders.  Opinion leaders are 

people within a reference group who exert social influence on others (also 

called influentials or leading adopters). Marketers identify them to use as brand 

ambassadors.  
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– Social factors 

o Family is the most important consumer-buying organization in society. 

Goods used by the whole family are often purchased by one family member. 

It is usually the mother who decides about groceries, the father about the 

family car, though the other members of the family may have a decisive 

word in the choice. Children may choose their own clothes or toys and 

convince their parents to pay for what they chose. Purchase decisions are 

made in the family in many different ways.  

o Social roles and status are defined by the groups, family, clubs, and 

organizations that a person belongs to. Consumer choices are often made 

with reference to these. 

 

– Personal factors 

o Age and life-cycle stage. Marketers and sociologists classify people by these 

factors. One such classification uses the following categories:  

 Young people: single – married without children – married with 

children (infant children/ young children / adolescent children) – 

divorced with children. 

 Middle aged: single – married without children – married with 

children (young children / adolescent children) – married without 

dependent children - divorced without children – divorced with 

children (young children/adolescent children) – divorced without 

dependent children. 

 Older: older married – older unmarried. 

o Occupation also affects the goods and services bought by consumers. 

o Economic situation includes trends in the individual’s personal income, 

savings, and interest rates. 

o Lifestyle is a person’s pattern of living; it measures the consumer’s activities, 

interest, opinions (AIOs). 

o Personality and self-concept: the unique psychological characteristics that lead 

to consistent and lasting responses to the consumer’s environment. 

 

- Psychological factors 

o Motivation is the desire to act in service of a goal. It's the crucial element in 

setting and attaining one's objectives. A motive is a need that is sufficiently 

pressing to direct the person to seek satisfaction. Motivation research is 

qualitative research designed to probe consumers’ hidden, subconscious 
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motivations. The most well-known concept of motivation, often used in 

marketing is Abraham Maslow’s hierarchy of needs (see Figure 2.18). 

o Perception is the process by which people select, organize, and interpret 

information to form a meaningful picture of the world. 

o Learning is the change in an individual’s behaviour arising from experience 

and occurs through interplay of drives, stimuli, cues, responses, 

reinforcement.  

o Belief is a descriptive thought that a person has about something based on 

knowledge, opinion, or faith. 

o Attitudes describe a person’s relatively consistent evaluations, feelings, and 

tendencies toward an object or idea. 

 

 

Figure 2.18: Maslow’s Hierarchy of Needs 

 

 

Types of Buying Decision Behaviour  

 

Types of buying decision behaviour are classified by the buyer’s level of involvement 

and the perceived differences between brands available for the purchase decision. 

Four types of buying behaviour can be distinguished: complex, variety-seeking, 

dissonance-reducing and habitual, as is explained by Table 2.2. 
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The buyer decision process contains five consecutive steps: need recognition, 

information search, evaluation of alternatives, purchase decision, and post-purchase 

behaviour. 

 

- Need recognition occurs when the buyer recognizes a problem or need triggered by 

internal or external stimuli. 

- Information search is started to find out how the need can be satisfied. For this many 

sources of information are available. Personal sources are family and friends, 

commercial sources are advertising, and the Internet. Public sources are mass 

media, and consumer organizations. Experiential sources are used when the 

customer is personally handling and examining or using the product. 

- Evaluation of alternatives is the way how the consumer processes information to 

arrive at brand choices. This usually means comparing several purchase options. 

- Purchase decision is the act by the consumer to buy the most preferred brand. The 

purchase decision can be affected by the attitudes of others or by unexpected 

situational factors. 

- Post-purchase decision is the satisfaction or dissatisfaction that the consumer feels 

about the purchase. This is defined by the relationship between the consumer’s 

expectations and the product’s perceived performance. The larger the gap between 

expectation and performance, the greater the consumer’s dissatisfaction.  Cognitive 

dissonance is the discomfort caused by a post-purchase conflict. 

 

 

Table 2.2: Types of Buying Behaviour  

 

 High involvement Low involvement 

Significant differences 

between brands 

Complex buying 

behaviour 

Variety-seeking buying 

behaviour 

Few differences between 

brands 

Dissonance-reducing 

buying behaviour 

Habitual buying 

behaviour 

 
 

Post-purchase satisfaction is crucial for marketers, as customer satisfaction is a key to 

building profitable relationships with consumers, so that the seller can keep the 

current customers and attract growing numbers of new consumers, reaping their 

customer lifetime value. 
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Characteristics of Business Markets 

 

Business buyer behaviour refers to the buying behaviour of the organizations that buy 

goods and services for use in production of other products and services that are sold, 

rented, or supplied to others. Business buyers include retailing and - wholesaling firms 

that acquire goods to resell or rent to others for profit. 

 

 Key features of business markets that differ from consumer markets are: 

- Market structure and demand: 

o Business markets contain fewer but larger buyers than consumer 

markets. 

o Business buyer demand is derived from final consumer demand. 

o Demand in many business markets is more inelastic – i.e. not affected as 

much in the short run by price changes than consumer markets. 

o Demand in business markets fluctuates more, and more quickly than in 

consumer markets. 

- Types of decisions and the decision process: 

o Business buyers usually face more complex buying decisions. 

o The business buying process is more formalised. 

o In business buying buyers and sellers work more closely together and 

build close long-term relationships. 

 

Participants in the Business Buying Process 

- Buying center is all of the individuals and units that participate in the business 

decision-making process. 

- Users: those agents who will use the product or service. 

- Influencers: help define specifications and provide information for evaluating 

alternatives. 

- Buyers: have formal authority to select the supplier and arrange terms of purchase. 

- Deciders: have formal or informal power to select and approve final suppliers. 

- Gatekeepers: control the flow of information. 

 

 

It is important to know who participates in the process, what are their relative 

authorities, what evaluation criteria each participant uses, and who are the informal 

participants who do not have a formal role in the decision-making process, but 

influence the decision-makers in various invisible or informal ways. The most obvious 
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influences on business buyers are economic factors (the price and the services 

provided), but personal factors, and emotions often play hidden but very significant 

roles.  

 

The choice of a delivery truck may be influenced by the driver’s personal liking, the 

business aircraft might be preferred to another model because seat cover or the floor 

carpet is a particular favourite with the CEO’s wife who often accompanies her 

husband on distance business trips.The seller must be aware of these hidden influences 

in order to know whom to convince when presenting the product. 

 

Table 2.3: A model of business buyer behaviour 

 
The environment  The buying organisation  Buyer 

responses 
 

Marketing 
stimuli 

 
Product 

 
Price 

 
Place 

 
Promotion 

 
Other 

stimuli 
 

Economic 
 

Technol-
ogical 

 
Political 

 
Cultural 

 
Compet-

itive 

  
 

The buying center 

 Product or 
service 
choice 

 
Supplier 

choice 
 

Order 
quantities 

 
Delivery 

terms and 
times 

 
Service terms 

Payment 

 Buying 
decision 
process 

 

 
(Interpersonal and 

individual influences) 
 

(Organisational influences) 

 

 

Stages of the Business Buying Process 

 

Stages of the buying process are very similar to those of a consumer purchase, but a 

few new stages are added to the procedure, due to the specialities of the business 

purpose. Steps are usually more formalised and better specified than in the process of 

a consumer purchase, and often follow a routine. The process contains 8 steps, as are 

listed below:             

                 

1. Problem recognition occurs when someone in the company recognizes a problem 

or need. Problem recognition may be initiated by internal stimuli  (e.g. a need 
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for a new product or production equipment), or external stimuli (e.g. an idea 

from a trade show or advertising). 

2. General need description describes the characteristics and quantity of the needed 

item. 

3. Product specification describes the technical criteria.  This may involve value 

analysis, an approach to cost reduction, where components are studied to 

determine if they can be redesigned, standardized, or made with less costly 

methods of production. 

4. Supplier search involves compiling a list of qualified suppliers. 

5. Proposal solicitation is the process of requesting proposals from qualified 

suppliers. 

6. Supplier selection is the process when the buying center creates a list of desired 

supplier attributes and negotiates with preferred suppliers for favorable terms 

and conditions. 

7. Order-routine specifications is the final order with the chosen supplier and lists 

all of the specifications and terms of the purchase. 

8. Performance review involves a critique of supplier performance to the purchase 

terms 

 

A specific example of business buying behaviour is purchases in institutional and 

government markets. Institutional markets consist of hospitals, nursing homes, and 

prisons that provide goods and services to people in their care. Their typical 

characteristics are low budgets, and a “Captive” audience.  Government markets tend to 

favour domestic suppliers and require suppliers to submit bids and normally award 

to the lowest bidder. Government purchases use public money, therefore they are 

carefully monitored, influenced by non-economic factors, often deal with minority 

suppliers or depressed suppliers and small businesses.  

 

 

2.2.3 Creating Value for Target Customers  
 

 

2.2.3.1 Market Segmentation 

 

Market segmentation is the process that companies use to divide large, heterogeneous 

markets into small markets that can be reached more efficiently and effectively with 

products and services that match their unique needs. 
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Market segmentation can refer to three different market levels: 

– Segmenting consumer markets, 

– Segmenting business markets, 

– Segmenting international markets. 

 

Segmentation can be effective if the market segments are clearly different, and could 

be easily identified, and the marketer could communicate different messages to 

separate segments, and offers products or services that are specifically targeted to the 

needs of the particular segments.The segments have to be measurable, accessible, 

substantial enough, and differentiable, so that action can be taken based on their 

separation. 

 

Main segmentation types in consumer markets  

 

- Geographic segmentation divides the market into different geographical units such 

as nations, regions, states, counties, or cities.The geographic location may 

determine the number of attainable consumers, their specific needs and demands. 

 

- Demographic segmentation divides the market into groups based on variables such 

as age, gender, family size, family life cycle, income, occupation, education, 

religion, race, generation, and nationality. 

o Age and life-cycle stage segmentation is the process of offering different 

products or using  different marketing approaches for different age and 

life-cycle groups. 

o Gender segmentation divides the market based on sex (male or female). 

o Income segmentation divides the market into affluent or low-income 

consumers. 

 

- Psychographic segmentation divides buyers into different groups based on social 

class, lifestyle, or personality traits. Consumers may prefer traditional lifestyles, or 

go for fashion, or fast life, and they may respond to different shop arrangements 

and designs as well as different goods. 

 

- Behavioural segmentation divides buyers into groups based on their knowledge, 

attitudes,   uses, or responses to a product. The most typical behavioural differences 

occur by: 
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o Occasions (Christmas or other festivities may lead to extreme purchase 

decisions). 

o Benefits sought (what the consumer may most value in relation to a 

purchase – e.g low price, long life, good looks, good assistance received 

in the shop, etc.). 

o User status (whether the purchase is associated to the consumer’s 

perceived status, or to a higher status in society). 

o Usage rate (the purchase may be a regular and not very important 

decision in the customer’s life, or an exceptionally important, rare 

decision). 

o Loyalty status (whether the customer is faithful to a particular brand or 

is willing to choose a different brand every time, preferring variety over 

loyalty). 

 

Sometimes multiple segmentation is used to identify smaller, better-defined target 

groups, combining two or three segmentation types at the same time. Geodemographic 

segmentation is an example of multivariable segmentation that divides groups into 

consumer lifestyle patterns using their geographic location, age, social and family 

status together.   

 

These segmentation methods can be applied not only in the home market, but in 

international markets, too. The typical classification applied in segmenting international 

markets uses geographic location, economic factors, political factors and cultural factors 

to identify similar customer segments abroad.  

Countries may have similarities in their history, and similar traditions reflected in 

everyday life. The political system may influence stability in the country which has an 

impact on long or short term purchasing behaviour of consumers and business buyers. 

The incomes and job security level greatly determine purchasing power and purchase 

behaviour.  

Cultural factors define what international trends are valid in the targeted country and 

what is invisible or even sensed as an insult.  

Intermarket segmentation divides consumers into groups with similar needs and buying 

behaviours even though they are located in different countries. This is particularly 

relevant for business markets, where national differences may matter less than the 

specific type of the business in which buyers are involved. 
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2.2.3.2. Market Targeting 

 

The purpose of market targeting is to decide which customers the company will serve. 

The target market consists of a set of buyers who share common needs or 

characteristics that the company decides to serve. To choose the targeted segment the 

company will have to evaluate various market segments according to their size and 

growth; the segment’s structural attractiveness; and the company objectives and 

resources. 

 

 

Market Targeting Strategies 

 

After comparing and evaluating possible market segments the company may apply 

one of several possible strategies: 

 

- Undifferentiated marketing targets the whole market with one offer. This is often 

called mass marketing, and is focused on common needs of the various segments 

rather than what is different in them. 

 

- Differentiated marketing targets several different market segments and designs 

separate offers for each. The goal is to achieve higher sales and stronger position in 

the market by offering every segment what they specially need. It is, however, 

more expensive than undifferentiated marketing, and requires more efforts from 

the company. 

 

- Concentrated marketing (niche marketing) targets a small share of a large market. It is 

used when the company resources are limited, the company possesses specific 

knowledge of the small market segment, and is able to deliver something special 

to their needs. As being better focused, it is usually more efficient and effective than 

the other targeting strategies, though reaches less customers than those. 

 

- Micromarketing is the practice of tailoring products and marketing programs to suit 

the tastes of specific individuals and locations. The types of micromarketing are 

local marketing and individual marketing. Local marketing involves tailoring brands 

and promotion to the needs and wants of local customer groups (specific cities, 

neighbourhoods or stores). Individual marketing involves tailoring products and 

marketing programs to the needs and preferences of individual customers. This 
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type of marketing is also known as one-to-one marketing, mass customization, or 

markets-of-one marketing. 

 

Socially responsible target marketing focuses on customers with specific needs, and shows 

concern for vulnerable segments, e.g. children, and concentrates on avoiding the 

abuses related to alcohol, cigarettes or Internet. Ethical behaviour in marketing is 

emphasised, and unethical behaviour like delivering low-quality products to minority 

markets, or attracting children to demand unhealthy food, or spend a lot of money on 

online games is not acceptable. 

 

 

2.2.3.3 Differentiation and Positioning 

 

Following market segmentation and target marketing the next step is product 

differentiation and positioning. Product differentiation means to decide on what ways 

the company products differ from the products of competitors in the aspects and 

attributes that are important for the targeted consumer segment. Product positioning 

is based on product differentiation.  

 

Product position is the way the product is defined by consumers on important 

attributes, i.e. it is the place the product occupies in consumers’ minds relative to 

competing products. Product position is based on the consumer’s perceptions, 

impressions, and feelings towards the company’s product compared to the competing 

products.  

The positioning map shows consumer perceptions of the company’s brands versus 

competing products on important buying dimensions.  

Product positioning should be based on the competitive advantage of the company’s 

product. Competitive advantage is an advantage over competitors gained by offering 

consumers greater value, either through lower prices or by providing more benefits 

that justify higher prices. 

 

 

The process of differentiation and positioning requires the following steps: 

- Identifying a set of possible competitive advantages to build a position, 

- Choosing the right competitive advantages, 

- Selecting an overall positioning strategy, 

- Developing a positioning statement. 
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Figure 2. 19: Product Positioning Map of Automobiles 

 

 

Competitive advantages that provide superior value for the customer may be derived 

from:   

- product differentiation (adding different features to the product that are 

important for the customer), 

- services differentiation (adding extra services with the product, that help the 

customer to enjoy the product more), 

- channel differentiation (providing various possibilities to access and purchase 

the product which are more convenient for the customer), 

- people differentiation (to provide better designed assistance for the customer, 

with more personalised care), 

- Image differentiation (to promote the product communicating an image that fits 

better to the customer’s self-concept, status and indentity). 
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2.2.4 The 4Ps  -  Product  

 

As it was discussed in an earlier section of this book, the basic tools of marketing are 

often summarised as the 4Ps of the marketing mix. The following section will examine 

each P in detail. 

First the issues of the product will be discussed. The second item is price. Then we turn 

to place, to discuss issues of the distribution channels, and finally the topic of 

promotion closes the section. 

 

 

2.2.4.1 Products, Services, and Experiences 

 

A product is anything that can be offered in a market, for attention, acquisition, use, or 

consumption that might satisfy a need or want. 

Experiences represent what buying the product or service will do for the customer. This 

means, that when a customer buys a bottle of perfume, or a toothpaste, there is a need 

behind the object, that the customer wishes to satisfy, by buying and using the 

commodity. For the toothpaste this need may be the feeling of health, freshness, or 

being trendy using a particular brand of toothpaste, while for the perfume it is not only 

the pleasure of having a nice scent around oneself, but all the complex feelings that the 

customer identifies with the scent: being attractive, beautiful, may be envied or adored, 

etc. These are the “experience” components of any product.  

 

Services are special „products” with intangible benefits. By purchasing a service there 

is no physical object that the customer can take home but there is an experience that is 

valuable for the customer. Think about veterinary services. When you ask for the vet 

to take care of your animal the core benefit is the treatment administered, which is not 

simply a mix of pills or medication (physical objects) but mainly the knowledge 

applied to identify the health problem and find out what to do about it. The benefit is 

the application of this knowledge by which the treated animal will feel better. The 

same is true for agricultural extension and advisory services, the services provided by 

the accountant helping the farmer with the farm accounts. Compare these with the 

purchase of seeds, herbicides, or feedstuff for cattle. Then the real benefit is the 

possession of the physical objects which will be applied according to the farmer’s 

intentions. 
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Currently there is a trend to sell experiences instead of simple products. Many 

companies changed their way of doing business from selling products to selling 

products in a package of services related to the use of the product. Instead of selling 

birthday cakes and decoration items in themselves, the company sells “birthday 

parties”, i.e. a complex service of organizing the complete birthday party. This, of 

course, includes cakes, and party decoration, but it also adds the setting up of the party 

hall, printing and selling out invitation cards, serving food and drinks to the people 

coming to the party, offering ideas for birthday gifts, and even buying the gifts, if 

wanted, providing music and entertainments, and tidying up after the party. 

 

Compare this with a “home-made” birthday party, when mom bakes the cake, the 

family members buy the drinks and serve the guests, not mentioning the cleaning after 

the party. Using the example of the birthday cake, in a goods-based economy we buy the 

(pre-mixed) ingredients, in a service-economy we buy the ready-made cake, and in an 

experience-based economy we buy complete birthday party experience. 

 

 

Product and Service Classifications 

 

Products and services are classified by who buys them, and how or for what purpose 

they are bought. 

 

Consumer products are products and services for personal consumption. They are 

classified by how consumers buy them. Four categories are distinguished: 

i. Convenience products 

ii. Shopping products 

iii. Specialty products 

iv. Unsought products 

 

Industrial products are products purchased for further processing or for use in 

conducting a business. They are classified by the purpose for which the product is 

purchased. Three groups of industrial products are distinguished: 

i. Materials and parts 

ii. Capital items 

iii. Supplies and services 

 

Let’s have a closer look at these product classes. 
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Classification of Consumer Products:  

 

i. Convenience products: these are products that the customer usually buys frequently, 

immediately, and with a minimum comparison and buying effort. Examples of 

convenience products are newspapers, candy, fast food, and many other things that 

we buy usually, without too much thinking about. 

 

ii. Shopping products: these are products that the customer compares carefully by 

suitability, quality, price, and style. These usually require a larger sum of money to 

spend, and their use is planned for a longer time. Examples of shopping goods are 

furniture, cars (without any special features), and household appliances. 

 

iii. Specialty products: these are products with unique characteristics or brand 

identification for which a significant group of buyers is willing to make a special 

purchase effort. When buying specialty products the customer does not compare 

similar products but wishes to buy a particular brand or variety because trust or strong 

brand fidelity is associated with the purchase. Typical examples of specialty products 

are medical services (we go to a doctor whom we trust), designer clothes (we want a 

special brand name to be trendy, or we trust in its excellent quality) and high-end 

electronics (to use a top-quality appliance), or luxury cars of top brands. Specialty 

products are usually expensive, but the customer does not care about prices, because 

the brand or the name of the service provider represents a unique value.  

 

iv. Unsought products: these are products that the consumer does not know about, or 

knows about, but does not normally think of buying. A newly invented technology 

(i.e. a newly invented solar panel that can store energy longer) is an unsought product, 

because the customer does not know about its existence. Life insurance, or funeral 

services are unsought services, because most people do not plan to buy them, and will 

do so only in emergency. Blood donations are similar – people rarely plan to deal 

regularly with blood donation issues, but when an accident occurs, they may decide 

to do so. As the customer does not plan, or think about the purchase of these goods, in 

the time of needing them there is not much consideration given to find the best price 

or the best value for money. Marketing of unsought products, therefore, requires 

special skills and tact on the side of the seller. 
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Classification of Industrial Products:  

 

i. Capital items are industrial products that help the buyer’s production or operations. 

Machinery and long-life equipment, including office equipment, belong to this 

category. 

 

ii. Materials and parts include raw materials and manufactured materials and parts 

usually  sold directly to industrial users. Raw materials, e.g. wheat, cotton, iron ore, 

etc., will be processed to create the industrial buyer’s product, while parts, as tires, 

small motors, etc. will be built into the buyer’s product as its components. 

 

 

iii. Supplies and services include operating supplies, repair and maintenance items, and 

business services. These are items needed for running the buyer’s business. Examples 

are lubricants for machinery, office tools, e.g. pens, printing paper, printer toners, or 

cleaning services for the buyer’s office or the workshop. 

 

 
Figure 2.20. Categories of Industrial Goods 

 

Other Markets Offerings 

 

Today marketing increasingly involves selling and promoting unusual objects, like 

organizations, persons, places, and ideas. The emergence of organization marketing, 
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person marketing, place marketing and social marketing is seen everywhere, from 

outdoor posters to TV and radio broadcasts to internet advertisements to promotional 

events. 

 

- Organization marketing consists of activities undertaken to create, maintain, or 

change attitudes and behaviour of target consumers toward an organization. By 

organizational marketing the company does not focus on its products, but on 

its image to make itself popular among its prospective customers. 

Organisational marketing issues may be press conferences presenting a newly 

introduced way of protecting the environment, or a new campaign for 

supporting undernourished children in Africa, or a new logo trying to generate 

pleasant feelings about the company. 

- Person marketing consists of activities undertaken to create, maintain, or change 

attitudes and behaviour of target consumers toward particular people. It is 

often applied when candidates are presented to voters, and are trying to gain 

popularity.The person’s good qualities, pleasant looks, nice habits, lifestyle  and 

hobbies are presented in a way that the target audience can identify with, 

leading to preference for, or trust in that particular person. 

- Place marketing consists of activities undertaken to create, maintain, or change 

attitudes and behaviour of target consumers toward particular places. This is 

often applied in tourism, when a tourist destination tries to promote its good 

qualities, natural endowments, cultural heritage, hotels and entertainments 

towards potential tourists. Another form of place marketing is when a place 

(town, region) tries to promote itself towards possible investors – emphasizing 

all those qualities that the investors may appreciate: low tax rates, large 

customer base with high purchasing power, educated and experienced labour 

force, good infrastructure, and many other facilities. 

- Social marketing is the use of commercial marketing concepts and tools in 

programs designed to influence individuals’ behaviour to improve their well-

being and that of society. When a campaign tries to convince the public to use 

less chemicals or less energy, or save the natural environment, then social 

marketing is applied to sell the idea of environmental consciousness to people. 

When an epidemic requires special restrictions and more care from the people, 

again social marketing can help to make the idea of self-restriction more 

popular. Social marketing is the ‘sale of an idea’ to the public to initiate a change 

in the behaviour. 
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Figure 2.21: Examples of People Marketing and Place Marketing 

 

 

2.2.4.2 Product, and Services Decisions 

 

Marketers have to make several decisions about the product, regarding the product 

attributes, branding, packaging, labelling and product support services they intend to 

provide. 

 
 

 Product attributes are the benefits of the product or service, regarding its quality, its 

main features, its style and design.  

- Quality is the ability of the product to fulfill its functions, therefore to give 

customer value and satisfaction 

- Features are the various additional traits for differentiating it from other similar 

products, at an increased cost, therefore the value to the customer and the extra 

cost must be carefully balanced 

- Style and design describe the appearance of the product and grab the 

customer’s attention. Design is also important with regard to the product’s 

usefulness and functionality, too. 

 

 Brand is the name, term, sign, or design —or a combination of these — that 

identifies the maker or seller of a product or service. A branded product creates an 

image of quality, e.g. the customer may always buy the same brand, hoping for the 

same good quality. 

 Brand equity is the differential effect that the brand name has on customer response 

to the product and its marketing. This means, that the customer, attributing higher 

value to the brand, spends more on the product, increasing the gains of the 

producer. 
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 Packaging involves designing and producing the container or wrapper for a 

product. Packaging has a double function: it contains and protects the product on 

the one hand, and attracts the customer, on the other. Therefore the size, shape, 

colour of the packaging are as important as the text placed on it. 

 Labels identify the product or brand, describe attributes, and provide promotion. 

 Support services include advisory services on how to use the product, repairs, or 

providing information on updates and additional features (e.g in case of 

computing, electronics). 

 

Consider the brands Coca-Cola, Kit-Kat, Colgate, Procter&Gamble, and Chanel, and 

find out the typical features they apply in packaging and labelling. 

 

 

   

Figure 2.22: Examples of Global Brands 

 

 

Branding Strategy: Building Strong Brands 

 

Brands are probably the most powerful marketing assets. A brand represents the 

consumer’s perceptions and feelings about a product and its performance. It is the 

company’s promise to deliver a specific set of features, benefits, services, and 

experiences consistently to the buyers. Therefore brand strategy, i.e., to build strong 

brands, is a crucial component of marketing strategy. 

 

Major brand strategy decisions involve four key steps: brand positioning, brand name 

selection, brand sponsorship and brand development.  

 

Brand positioning has three components: 

- Product attributes (its contents, ingredients, quality), 

- Product benefits (what the customer will experience buying and using the 

product), 
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- Product beliefs and values (the emotional component: what the customer expects 

and appreciates). 

 

As an example, take the Dove soap. The product attributes refer to the texture, scent, 

the smoothness - and these can easily be copied by the competitors. The product 

benefits mean the promise of softer skin for the regular user. The product beliefs and 

values would suggest that the softer skin you get by using the Dove soap makes you 

more attractive and loved.  

 

Brand Name Selection is the second key task. The name should have several desirable 

qualities: it should 

- suggest benefits and qualities, 

- be easy to pronounce, recognize, and remember, 

- be distinctive, 

- be extendable (to be used later for other product categories), 

- be translatable for the global economy, 

- be capable of registration and legal protection (i.e. be different from other 

existing brand names). 

 

Brand sponsorship is a marketing strategy in which a brand is supporting an event, 

activity, person or organization. A brand may support a music festival, football games, 

beneficial events and so on. The purpose is to increase brand visibility, and thus to 

increase sales and gain new customers, gain publicity and differentiate from the 

competition. 

 

Brand development involves line extensions (when Coca-Cola introduces Diet Coke, and 

Zero Coke), brand extensions (the same brand name for a different product category, 

e.g. Dove for soaps, deodorants, body lotions, etc.), multibrands (having different 

brand names for the more expensive and the cheaper varieties of the same product, as 

in the soap brands of Unilever: Dove, Lifebuoy, Lux, etc.) and new brands.  

 

 

2.2.4.3   Services Marketing 

 

Services are commodities that are produced and consumed at the same time. Currently 

services represent about 75% of all commodities sold at the market. 
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There are three types of services industries: 

- the government (e.g. courts, hospitals, schools, the military services, etc.), 

-  the private not-for-profit organizations (museums, churches, colleges, 

charities, etc.), 

- business services (airlines, banks, hotels, law practitioners, etc.). 

 

Services are very special commodities, characterized by the following features: 

- Intangibility: services cannot be seen, tasted, felt, heard or smelled before the 

purchase. As an example, medical treatments cannot be seen (or in any way 

tried out) before the treatment was purchased, therefore a large level of 

uncertainty is involved when buying the service. 

- Inseparability: services are commodities that are produced and consumed at the 

same time, the consumption experience depends both on the customer and the 

service provider.  

- Variability (Heterogeneity): as the service itself means the interaction of the 

customer and the service provider, the actual service will change from customer 

to customer, and cannot be always exactly the same. 

- Perishability: Services cannot be stored for later sale or use. This may cause 

difficulties when demand fluctuates from season to season – in low season the 

capacities are unused, in high season the capacities are insufficient. 

 

Due to these special features (the intangible output and the interaction required during 

the production process), service firms often require additional strategies besides 

traditional marketing strategies. These are reflected in the concept of service-profit 

chain. The service-profit chain represents the company profit chain from employee to 

customer, which involves the employees’ activities in contact with the customer. In 

this chain the employee performance is crucial. Therefore internal marketing focuses 

on „selling” the company goals to the employees and convincing them to try to 

contribute as well as they can. Internal marketing usually involves training and 

motivating the employees.  

The service-profit chain links service firm profits with employee and customer 

satisfaction. The main components of this chain are:  

- Internal service quality (achieved by training to achieve top performance), 

- Satisfied and productive service employees, 

- Greater service value, 

- Satisfied and loyal customers, 

- Healthy service profits and growth. 
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Services marketing, therefore, involves three types of marketing, instead of the 

traditional external marketing activities. 

- External marketing is the traditional marketing activity between the company 

and its customers. 

- Internal marketing means that the service firm must orient and motivate its 

customer contact employees and supporting service people to work as a team to 

provide customer satisfaction. Internal marketing must precede external 

marketing.  

- Interactive marketing means that service quality depends heavily on the quality of 

the buyer-seller interaction during the service encounter. 

 
Figure 2.23: Marketing Strategies for Services Firms 

 

 

The success of services marketing depends heavily on service differentiation, service 

quality, and service productivity. 

 

- Managing service differentiation creates a competitive advantage from the offer, 

delivery, and image of the service. The offer can include distinctive features, the 

delivery can include more able and reliable customer contact people, 

environment, or process, while image can include symbols and branding. 

- Managing service quality provides a competitive advantage by delivering 

consistently higher quality than its competitors. Remember, service quality 

always varies depending on interactions between employees and customers. 
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- Managing service productivity refers to the cost side of marketing strategies for 

service firms. 

 

 

2.2.4.4   New Product Development 

 

As markets change quickly and consumer tastes also vary from time to time, all 

companies have to steadily develop new products.  There are two ways to obtain new 

products: by acquisition and by new product development. 

i. Acquisition refers to the buying of a whole company, a patent, or a license 

to produce someone else’s product. 

ii. New product development refers to original products, product 

improvements, product modifications, and new brands developed from 

the firm’s own research and development. 

 

Sometimes new products may become product failures. The most frequent reasons for 

such failures are the overestimation of the market size; poor design; incorrect 

positioning; wrong timing; too high prices; ineffective promotion; management 

influence; high development costs; and strong competition. 

 

Look at the following list of failed products. What might be the reaon for their failure? 

- Look of Buttermilk Shampoo,  

- Cucumber antiperspirant spray,  

- Premier smokeless cigarettes, 

- Ben-Gay Aspirin,  

- Gerber Singles food for adults,  

- Exxon fruit punch,  

- Fruit of the Loom laundry detergent,  

- Harley-Davidson cake-decorating kits.  

 

When developing a new product, the company cannot expect an immediate success. 

The process of creating a new product and introducing it to the market is a long process 

of several stages. After product development, the following four stages take place 

during the process of the product life cycle (Figure 2.24). 
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Figure 2.24: Product Life Cycle Stages, and Specialities of Style, Fashion and Fad Products 

 

 

Product Life Cycles Stages 

 

1. Introduction Stage 

   - Slow sales growth, little or no profit 

   - High distribution and promotion expense 
 

2. Growth Stage 

   - Sales increase, new competitors enter the market 

   - Price stability or decline to increase volume 

   - Consumer education  

   - Profits increase, promotion and manufacturing costs gain economies of scale 



 

66 
 

 

3. Maturity Stage 

   - Slowdown in sales, many suppliers, substitute products 

   - Overcapacity leads to competition 

   - Increased promotion and R&D to support sales and profits 

 

   - Maturity Stage Modifying Strategies 

   - Market modifying – sell the same product to new customers 

   - Product modifying – sell a modified product to the same customers 

   - Marketing mix modifying – change one or more components of the 4P-s 

 

4. Decline Stage 

   - Maintain the product – hoping, that competitors will leave the market 

   - Harvest the product – decrease the costs and keep up sales  

   - Drop the product – sell out to another company 

 

 

There are special products whose life cycle follows a somewhat different pattern (see 

Figure 2.24). 

- Style - products: represent a basic and distinctive mode of expression. 

- Fashion- products:  represent a currently accepted or popular style in a given field. 

- Fad - products: represent a temporary period of unusually high sales driven by 

consumer enthusiasm and immediate product or brand popularity. 

 

 

 

2.2.5 The 4Ps  -  Price 

 

Price is the amount of money charged for a product or service. It is the sum of all the 

values that consumers give up in order to gain the benefits of having or using a 

product or service. Price is the only element in the marketing mix that produces 

revenue; all the other elements represent costs. 

 

Considerations in setting the price:  

In setting the price the producer can start either from the production process and the 

associated production costs, or from customer needs and their implications on the 

production process. Besides, the market situation, and the competitors’ products 
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available in the market will also influence the price setting decision process. When 

starting from the production costs, the price floor will be determined under which no 

profit is attainable. When starting from consumer demand, the price ceiling can be 

clearly seen, above which no demand will be found. 

 

 

 
Figure 2.25: How to Set the Price 

 

 

Thus the seller has two price-setting strategies: 

- cost-based pricing focuses on the production process and production costs, i.e. 

cost-based pricing is product-driven;  

- value-based pricing focuses on customer needs, and value perceptions, and tries 

to design a product to satisfy it, therefore value-based pricing is customer-

driven. 

 
Cost-based pricing      

Design a good 

product 

 

 
 

Determine 

product costs 

 

 
 

Set price 

based on cost 

 

 
 

Convince buyers 

of the product’s 

value 

 

Value-based pricing 

     

Assess customer 

needs and value 

perceptions 

 
 

Set target price 

to match 

customer 

perceived value 

 
 

Determine 

costs that can 

be incurred 

 
 

Design product to 

deliver desired 

value at target 

price 

 

 Figure 2.26. Cost-Based Pricing and Value-Based Pricing 
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The importance of customer perceptions of value lies in the fact, that understanding 

how much value consumers place on the benefits they receive from the product, will 

give a good guidance for setting a price that captures that value. 

 

Cost-based pricing, therefore, uses production costs as the key, while value-based 

pricing uses the buyers’ perceptions of value, not the sellers cost, as the key to pricing. 

Price is considered before the marketing program is set. 

 

 

2.2.5.1. Value-based pricing and Cost-based pricing 

 

Value-based pricing 

 

Value-based pricing has two types: 

 good-value pricing, and 

 value-added pricing. 

 

Good-value pricing offers the right combination of quality and good service to fair price. 

It can be done in three different ways: 

• Existing brands may be redesigned to offer more quality for a given price or the 

same quality for less price. 

• Everyday low pricing (EDLP) means charging a constant everyday low price with 

few or no temporary price discounts – as is done by Penny Market, or WalMart. 

• High-low pricing means charging higher prices on an everyday basis, but 

frequently offering promotions to lower prices temporarily on selected items, 

which are usually lower than the prices applied by the EDLP method. 

 

Value-added pricing attaches value-added features and services to differentiate offers, 

and charging higher prices for these extra features, wich thus build pricing power for 

the company. Pricing power is the ability to escape price competition and to justify 

higher prices and margins without losing market share. This pricing power is often 

based on the added features that differentiate the product from competitors’ products. 

 

As the example in Figure 2.27 illustrates, rather than decreasing the prices to compete 

with cheap imports, Ebrahim Currim & Sons successfully launched umbrellas with 

funky designs, patterns, colors and other value-added features to successfully sell 

them at higher prices. 
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Figure 2.27: Example of Value-Added Pricing 

Ebrahim Currim&Sons, Umbrellas offers umbrellas with extra features of colour and design. 

Source: https://www.justdial.com/Mumbai/Ebrahim-Currim-Sons-Near-Juma-Masjid-Princess-

Street/022PDG03955_BZDET 

 

 

Cost-based pricing 

 

Cost-based pricing (also called cost-plus pricing) means setting prices based on the costs 

for producing, distributing, and selling the product, plus a fair rate of return for the 

producer’s effort and risk. Cost-based pricing adds a standard markup to the cost of 

the product, as the rate of return, or profit. Cost-plus pricing is often called markup-

pricing. 

The types of costs involved in the production, distribution and sales process are 

categorized as follows: 

– Fixed costs (FC) - these are the costs that do not vary with production or sales 

level (rent, heat, interest,  executive salaries); 

– Variable costs (VC) – these are the costs that vary with the level of production 

(packaging, raw materials); 

Total costs (TC) are the sum of the fixed and variable costs for any given level of 

production, while average cost (AC) is the unit cost associated with a given level of 

output. 
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The construction of cost-based (cost-plus) prices requires the calculation of the costs 

related to production (and distribution and selling), and then a standard markup is 

added to these costs.  

 

This is a relatively simple way of price setting, with the following advantages, or 

benefits:  

- Sellers are certain about their own costs, 

- Prices are similar in the whole industry, because usually there is not much 

difference between the costs of the different producers, therefore price 

competition is minimized;  

- Consumers feel that the price is fair – as it is reasonable to expect that prices 

should cover the costs, and give a fair profit to the producers. 

 

At the same time this pricing method has its problems and disadvantages, too. It does 

not consider the demand for the product, and therefore a lower price can create a too 

high demand, and a price set higher than competitors’ prices may lead to the loss of 

market share. 

 

A computational example of the cost-plus pricing method 

 

Our producer uses raw material for its product that costs $10 for each unit produced 

(variable cost). To rent the workshop and pay the administrative staff cost $300000 for 

a year (fixed cost). The producer expects to sell 50.000 units of the product in a year. 

 

The price is computed in the following way: 

VC per unit  =  $10 

 

FC= $300000 

 

Expected units sold (Q, quantity): 50000 

 

AC (unit cost, or average cost) = TC / Q 

 

TC/Q= VC/ Q + FC / Q  = $10 + $300000 / 50000 = $10 +$6 =$16 

 
Therefore the unit cost of the product is $16. 

 



 

71 
 

The manufacturer wants to earn a 20 percent markup on sales, which means that 20% of 

the price should be the profit of the manufacturer (i.e. 80% of the price should cover 

all the associated costs. 

 

markup = 20% = 0.2, i.e.  profit per unit product = markup x price 

 

but: profit per unit product = price – unit cost, which gives: 
 

markup x price = profit per unit product = price – unit cost 

 
In our example: 

 
0.2 x price = price - $16, or    $16 = price x (1-0.2) = price x 0.8 

 
and then: 

 
price = $16/0.8 = $20,  

the prices should be set at $20 per unit, and it is true, that 80% of it ($16) is the 
cost. 

 

In more general terms: 
 

markup x price = price – unit cost 

 

unit cost = price x (1-markup), and then 
 

price = unit cost / (1-markup) 

 
As the example showed, the computation of markup prices requires the estimation of 

the amount sold at the given prices. However, when we determine the 20% markup 

level, and arrive at the $20 price per unit, we may find, to our misfortune, that 

consumers find this price too high for the product and are not willing to buy 50000 

units, only 30000 units. 

 

Using the same figures as in the example, our unit cost will look like: 

VC = $10 (unchanged),  

FC/Q = $300000/30000 = $10, and then the unit cost (AC) = $10+$10=$20 

 

As we see, the price covers the unit cost but leaves us no profit at all. This is because 

we assumed a higher sales volume, and the markup raised the price too high for the 
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market demand. What can be done in such a situation? A higher level of markup 

would further raise the price, but then it would also induce a lower sales volume, 

further raising the unit cost.  Therefore, what we gain as unit sales income we may lose 

as increased unit cost.   This is why the manufacturer must learn about the market 

demand before setting the markup and the price. 

 

 

2.2.5.2 Break-Even Analysis and Target Profit Pricing 

 

There are two other important concepts about price: break-even pricing, and target profit 

pricing. 

- Break-even pricing is setting the price at which total costs are equal to total 

revenue and there is no profit. 

- Target profit pricing is setting the price at which the firm will make the profit it 

is seeking (e.g. a pre-defined positive profit, or zero profit, which is the same as 

break-even pricing). 

 

In Figure 2.28 the $20 unit price is a break-even price at 30 thousand units of output, 

while the same price is a $200000 target profit-price with 50 thousand units of 

output. 

 

 

Figure 2.28 Break-Even Pricing and Target-Profit Pricing (at unit price=$20) 
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2.2.5.3 External factors influencing prices 

 

When setting the price the manufacturer (seller) must consider some external factors. 

The first such factor is the relationship of market demand and market price, as it was 

illustrated by the example discussed about markup pricing. The second important 

factor (or, more precisely, group of factors) is the other economic agents and environmental 

factors, such as the government, the society, and the competitors and distributors.  

 

The Market Demand 

Standard economic analysis teaches us that for normal products the demand and price 

are inversely related, that is, at higher price the demand is lower. However, there are 

prestige (luxury) goods, for which higher price can be associated with higher demand 

when consumers perceive higher prices as higher quality and more prestige.  

 

Market demand is usually presented by the demand curve. The demand curve shows 

the number of units the market will buy in a given period at different prices. For 

normal goods the demand curve is decreasing – but for luxury goods it is an increasing 

curve. 

The relationship between price and demand is measured by the concept of price 

elasticity of demand. Price elasticity of demand illustrates the response of demand to a 

change in price. It measures the percentage change in demand when the price changes 

by one percent. The formula to compute the value of price elasticity is as follows:  

 

 
 

The value of price elasticity is evaluated by its sign and absolute value. For normal 

goods, an increase of price (a positive change) will lead to a decrease of demand (a 

negative change), therefore the price elasticity is a negative value. For luxury goods, 

rising prices mean rising demand, or decreasing prices mean decreasing demand, 

therefore price elasticity will be positive. 
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Figure 2.29: Inelastic and Elastic Demand Curves 

 

Inelastic demand occurs when demand hardly reacts to price changes, i.e. when the price 

changes by 1 %, the change in demand will be less than 1%, giving a price elasticity 

less than 1 in absolute value.  Elastic demand occurs when demand changes greatly for 

a small change in price, i.e. a 1% change in price results in a larger than 1% change in 

demand, leading to a price elasticity value larger than 1 in absolute value. As is shown 

in Figure 2.29, the demand curve is rather flat for elastic demand, and it is rather steep 

for inelastic demand.  

 

The Economy 

Economic factors that affect the consumer spending and consumer perceptions of 

prices and values can influence the pricing process, as well as economic factors that 

influence the company’s costs associated with manufacturing or sales and distribution 

of the product. Such factors include a boom or recession, inflation, and interest rates.  

 

 

2.2.5.4 Pricing Strategies 

 

Pricing strategies can be grouped into four categories: new-product pricing strategies, 

product mix pricing strategies, price adjustment strategies, and price reaction 

strategies (Table 2.4).  

 

These will be discussed below. 
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New-Product Pricing Strategies include two strategies: 

 Market-skimming pricing is a strategy with high initial prices to “skim” revenue 

layers from the market. It is applied when a new product is introduced into the 

market with fine features and high value, and a high price is targeted at the 

well-off customers (as the example of HD TV sets or the newest smartphone 

models show). 

 Market-penetration pricing sets a low initial price in order to penetrate the market 

quickly and deeply to attract a large number of buyers and quickly gain a large 

market share. This pricing strategy is often applied by stores selling mass 

products, targeted at not only the most affluent, but to the poorer segments of 

customers. 

 

Table 2.4: Summary of Pricing Strategies  
New product  

pricing 

Product mix  

pricing 

Price  

adjustment 

Price  

reaction 

 Market skimming 
 Market 

penetration 

 Product line pricing 
 Optional product 

pricing 
 Captive product 

pricing 
 By-product pricing 
 Product bundle 

pricing 

 Discount and allowance 
pricing 

 Segmented pricing 
 Psychological pricing 
 Promotional pricing 
 Geographical pricing 
 Dynamic pricing 
 International pricing 

 Reduce price 
 Raise perceived value 
 Increase price and 

improve quality 
 Launch cheaper 

“fighter brands” 

 

Product Mix Pricing strategies are applied for a group of products linked to each other 

in some ways. There are five ways of such pricing according to the product groups 

and their relations to each other. 

 

- Product line pricing takes into account the cost differences between products in 

the product line, customer evaluation of their features, and competitors’ prices. 

The product line is a group of products that are closely related because they 

funtion in a similar manner, are sold to the same customer group, are marketed 

through the same types of outlets, or fall within a given price range. 

- Optional product pricing takes into account optional or accessory products that 

can be used and sold with the main product (e.g. air conditioner, or a built-in 

music box in a car).  

- Captive-product pricing involves products that must be used along with the main 

product, i.e. accessories that are not optional but necessary for the full 

applicability of the main product. In such cases two-part pricing is a possible 

pricing method. Two-part pricing involves breaking the price into a fixed fee, 
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and a variable usage fee. An example is a laser printer sold at a low fixed price, 

while the toner cartridge, representing the variable usage fee, sold at a rather 

high price. 

- By-product pricing refers to a product with little or no value in itself, produced 

as a result of the main product. Producers offer it at low prices, because they 

will seek little or no profit other than covering storage and delivery costs. An 

example of such a by-product is straw harvested together with the cereal grains. 

- Product bundle pricing combines several products at a reduced price. This 

happens when a hotel room price includes food and entertainment, internet 

access and use of the hotel sauna in an all-inclusive price. 

 

Price Adjustment Strategies are applied when the already set basic prices are modified, 

i.e. adjusted to customer differences or a changing purchase situation. There are seven 

typical approaches to price adjustments: 

 

- Discount and allowance pricing reduces prices to reward customer responses such as 

paying early or promoting the product. It is also applied when an old product 

model is offered to clear the warehouses. There are seasonal discounts (e.g. summer 

clothes sold at half price in autumn) or quantity discounts (a 6-pack of mineral 

water costs less than six bottles bought separately). 

- Segmented pricing is used when a company sells a product at two or more prices 

even though the difference is not based on cost. This method is applied to allow for 

differences in customer perceptions, tastes, incomes, or different features of 

product versions, targeted to particular customer segments.  

- Psychological pricing occurs when sellers consider the psychology of prices and not 

simply the economics of production costs and profits. Customers will compare the 

price to reference prices that they carry in their minds about a given product. They 

will note the current price, remember past prices, and assess the buying situations. 

Due to the psychological pricing effect they may develop a feeling that the current 

situation is beneficial for them, and buy the product. A typical example of such a 

pricing is when the customer feels that a product at a price of  $99.9 is much cheaper 

that a similar product at $102 – though the price difference is negligible. 

- Promotional pricing is used when a product is temporarily priced below list price or 

even below costs to increase demand (e.g.: a bookshop organises a promotional 

event for a new book, when readers can meet and talk to the writer, and as a special 

offer, the new book can be bought at a lower price). However, a risk is associated 
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with promotional pricing: it can create “deal-prone” customers who will wait for 

promotions and avoid buying at regular prices. 

- Geographical pricing is used when the product is sold at different prices for 

customers in different parts of the country or the world. When the product is 

transported to distant places its price is usually higher because of the associated 

higher transport costs. Geography and the associated climate differences may incur 

additional costs of cooling or heating, or other handling costs, too. Geography may 

also represent differences in tastes, promotion, or ways of usage. 

- Dynamic pricing is when prices are adjusted continually to meet the characteristics 

and needs of the individual customer and situations. These differences may be 

associated with demography, cultural values, incomes, lifestyles and many other 

features.  

- International pricing is the pricing strategy applied when prices are set in a specific 

country based on country-specific factors, such as the economic conditions, the 

competitive conditions, laws and regulations, infrastructure, or the company 

marketing objective regarding that particular country. The average income level of 

a country determines the price range at which reasonable market demand for the 

product may be expected, the national cultural traditions influence the customer 

value perceived, the market laws (including customs charges) will have a direct 

influence on the price, and the company may have a priority objective of getting a 

larger market share in a foreign country, therefore it may enter the market with low 

prices.  

 

Price Reaction Strategies represent the process of assessing and responding to 

competitor price changes. The process is described in Figure 2.30. The company will 

have to respond when the competitors decrease their prices, but there is no action 

needed in response to rising competitor prices. Basically four options are available in 

response to decreased competitor prices: to reduce our own prices, to raise the perceived 

value of our own product, to improve the quality and increase the price of our own product, 

or launch a “fighter brand” of our product, i.e. a product variety that can be sold at a 

really low price to beat competition. 

 

In addition, the following methods of pricing are applicable as general response 

strategies in a competitive situation: 

 

- Price fixing means that sellers set prices without talking to competitors. 
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- Predatory pricing is selling below cost with the intention of punishing a 

competitor, or gaining higher market share, and ultimately putting 

competitors out of business, and gaining long-term profits.  

- Retail (resale) price maintenance is a pricing strategy when a manufacturer 

requires a dealer or retailer to charge a specific retail price for its products.  

- Deceptive pricing occurs when a seller states prices or price savings that 

mislead consumers, or are not actually available to consumers. An example 

of deceptive pricing is scanner fraud, the failure of the seller to enter current 

or sale prices into the computer system, therefore at the cashier a higher 

price will be charged than what is announced at the display shelf. Another 

example is price confusion, which occurs when firms employ pricing 

methods that make it difficult for consumers to understand what price they 

are really paying. 

 

 

 

Figure 2.30: The Process of Assessing and Responding to Competitor Price Changes 
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2.2.6.  The 4 Ps - Place 

 

 

The third element in the marketing mix is “Place”. This term refers to distribution, in 

other words, the process of making the product accessible for the customer. This 

requires transport and sales, i.e., to bring the product close to the client. Looking at the 

whole production process, transportation is involved at several stages of the whole 

process. Before the actual production the producer has to purchase the required inputs, 

e.g. raw materials, machinery and tools, and these are transported to the place of 

production. After the production process is finished, the completed product will be 

transported to the customer.  

 

The whole process, i.e. the system from accessing the inputs to transforming the inputs 

into a finished output, and making the output accessible to the customer, is called 

supply chain. 

 

  

2.2.6.1 Supply Chain Partners 

 

The supply chain consists of two types of partners: 

 

• Upstream partners include raw material suppliers, components, parts, 

information, finances, and expertise to create a product or service. 

• Downstream partners include the marketing channels or distribution channels 

that look toward the customers and make the product available to them. 

 

 

From supply chain to demand chain 

 

The concept of supply chain represents a “make and sell” view, concentrating on the 

firm’s raw materials, productive inputs, and factory capacity. However, a customer-

oriented marketing approach prefers to speak about ‘demand chains’. The demand 

chain represents a “sense and respond” view, and  suggests that planning starts with 

the needs of the target customer, and the firm responds to these needs by organizing 

a chain of resources and activities with the goal of creating customer value. The value 



 

80 
 

delivery network is the firm’s suppliers, distributors, and ultimately customers who 

partner with each other to improve the performance of the entire system. 

 

 

 

 
SUPPLY CHAIN 

 

 
DEMAND CHAIN 

 

Figure 2.31: The Structure of the Supply Chain and the Demand Chain 
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The process of distribution may take place in various forms. The producers could sell 

directly to the customers, or they can rely on indirect ways, involving intermediaries 

to help in the process. Consider an example of two manufacturers (M1 and M2) and 

three customers (C1, C2 and C3). It is easy to see that if both manufacturers rely on 

direct distribution channels, then they will have to maintain 6 channels of distribution 

(three each). Moving to an indirect way of distribution adding an intermediary (D) 

into the process, then both manufacturers deliver their products to this intermediary 

(2 channels), and then the distributor would sell to the customers (3 channels), 

therefore only 5 channels are needed.  With increasing numbers of manufacturers and 

customers the difference is even more striking. With m manufacturers and k customers 

the number of relationships without intermediaries is m x k, while with one 

intermediary in the system this number becomes m + k. With 3 manufacturers and 3 

customers m x k = 9, while m + k = 6, with 10 units of each m x k = 100, and m + k = 20. 

With today’s multitudes of actors both on the side of production and consumption, the 

importance of intermediaries is undeniable (see Figure 2.32). 

 

 

Intermediaries 

 

Intermediaries offer producers greater efficiency in making goods available to target 

markets. From an economic viewpoint, intermediaries transform the assortment of 

products into assortments wanted by consumers. Channel members add value by 

bridging the major time, place, and possession gaps that separate goods and services 

from those who would use them. 

 

Intermediaries play a few special roles in the distribution process that help the 

producer to achieve better results. These roles are: 

 

 Provide information about customers and their demands, 

 Promote the products, 

 Establish contact with the customer, 

 They match the producers’ supply with the customers’ demand, 

 They negotiate prices between producers and customers, 

 They arrange the physical distribution of products, i.e. take care of 

transportation and storage, 

 They finance the cost of the distribution channel, 

 They bear the risks along the distribution channel. 
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DIRECT DISTRIBUTION, 6 contacts 

 

 

 
INDIRECT DISTRIBUTION, 5 contacts 

Figure 2.32: Examples of a Direct and an Indirect Distribution Channel System 

 

 

Distribution systems are either conventional distribution channels or vertical market 

systems (VMS). Conventional distribution systems consist of one or more independent 

producers, wholesalers, and retailers. Each seeks to maximize its own profits, and 

there is little control over the other members and no formal means for assigning roles 

and resolving conflict. In vertical market systems one actor has control over the other 
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members of the whole system, either by being the owner of the others (e.g. when a 

fruit juice production company owns wholesaler units, e.g. bottlers, and retail units), 

or having a contract with them (e.g. a car manufacturer’s contracts with its car dealers). 

 

The intermediaries between producer and customer are wholesalers and retailers. 

Wholesalers usually purchase the product directly from the producers and sell it to 

retailers. Retailers usually buy the product from wholesalers and sell it directly to the 

customers.  The following sections will explain the functions of retailers and 

wholesalers. Multichannel distribution systems may use different approaches to different 

customer segments: the producer may maintain a webshop or online site for selling 

directly to a customer segment, have a retailer partner to reach another customer 

segment, and use a wholesaler-type partner to sell in bulk to a third customer segment. 

 

2.2.6.2  Retailing 

 

Retailing includes all the activities in selling products or services directly to final 

consumers for their personal, non-business use. Retailers are businesses whose sales 

come primarily from retailing. Retailers are often called “the last mile to the customer”.  

The retail store is an important marketing medium, it reaches more people than TV 

commercials. Walmart, the largest publicly owned retail company of the world, with 

400 billion US$ net sales in 2009 and 519 billion in 2019, operated more than 11 

thousand stores which was visited by an average 275 million customers each week in 

2019 (data from Statista 2020, at https://www.statista.com/). 

 

 Retailers can be classified by the amount of services they perform, by the relative 

prices they apply, and by the product lines they deal with. 

 

 Retailers by the amount of service 

 

- Self-service: In this type, the customers generally serve themselves, i.e. 

they choose the product they want, and make their own decision, 

without the involvement of any salespersons. In most of such shops the 

only involvement of the shop staff is at the end of the purchase, when 

the bill is paid, but the tendency of self-service payment by a bar-code 

scanning system has been spreading fast. Webshops, or vending 

machines, and some supermarkets are of this type. 
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- Limited service: The customers enter the shop and look for the goods they 

want, and may make their decisions. However, they may need some 

guidance or help in finding exactly what they need. The limited service 

means that there is shop staff available for explaining and helping the 

customers with their decisions. Service usually includes handling the 

point-of-purchase transaction, product selection assistance, arranging 

payment plans, offering delivery. An example of such retailers is 

electronics shops, or clothes shops.  

 

- Full service: means that the customers are assisted by the retail personnel 

from the beginning of the purchase. When, for example, buying 

complicated machines, the customers need precise guidance about the 

technical requirements, installation, and therefore the choice of the 

proper item requires detailed knowledge of the brands and items offered 

for sale. Expensively priced retailers (e.g. exclusive clothes, perfumes, 

jewellery) often apply this level of service. 

 

 Retailers by relative prices 

 

- Discount stores: Discount retailers are best known for selling low-priced products 

having a low profit margin (i.e., price minus cost) in large volumes. Typically, 

discount retailers operate with low rents and other overhead costs by having 

simple store environments, often in warehouse style, and by offering fewer services 

to their customers. As discount retailing is a very competitive area, nowadays 

discount stores tend to improve their service levels, but keep to the low prices and 

low profit margins. 

- Off-price retailers: The off-price retail model relies on the purchase of over-

produced, or excess, branded goods at a lower price. Off-price retailers may 

buy these goods in large volumes directly from the producer. There are three 

types of off-price retailers: 

• Independent off-price retailers: these retailers are either independently 

owned and run, or are divisions of larger retail companies. They can 

offer lower prices because they buy the products cheaper than the 

wholesale price, therefore they can sell them cheaper, still having a 

profit margin.  

• Factory outlets: this retail model is similar to the off-price retail model, 

these shops sell the unsold goods of a manufacturer. Traditionally, a 

factory outlet is a store attached to a factory or warehouse, and in 
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modern usage outlet stores are typically manufacturer-branded 

stores. 

• Warehouse clubs: A warehouse club (or wholesale club) is a retail store, 

usually selling a wide variety of merchandise, in which customers 

may buy large, wholesale quantities of the store's products at 

ultralow prices. Bargain hunters and small business owners like to do 

shopping in such clubs.  The clubs keep prices low due to the no-frills 

format of the stores. In addition, customers may be required to pay 

annual membership fees in order to shop. 

- Regular price retail: retail shops buy at normal wholesale prices and sell at 

normal prices – that allow them to cover all their costs and a profit margin.  

 

• Retailers by product line – i.e. the range and depth of the product lines sold 

 

- Specialty stores: These stores typically sell a narrow product line with 

deep assortment, e.g. a specialty wine shop sells only wines, but a very 

wide range of different wines. 

 

- Department stores: These large retail stores sell a wide variety of product 

lines. They sell an extensive assortment in variety and range of goods, 

organized into separate departments. All departments are housed under 

the same roof to facilitate buying, customer service, merchandising, and 

control. 

 

- Convenience stores:  They are small stores that sell a limited line of high-

turnover convenience goods, like newspapers, drinks, snacks. Regular 

supermarkets belong to this category. A shop at a petrol station is a 

typical example of a convenience store. 

 

- Superstores: They are much larger than regular supermarkets. They sell a 

large assortment of routinely purchased food goods, but they have an 

extensive offer of non-food goods and services as well. A hypermarket is 

a huge superstore. 

 

- Category killers: These retail establishments are really giant specialty 

stores. They sell a very deep assortment of a particular product line (e.g. 
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electronics, books, linen and textiles, toys, etc.), with a knowledgeable 

sales staff. 

 

Currently the various retail stores are increasingly similar. Discount stores, while 

keeping their prices low, tend to offer more services and better store environment. 

Supermarkets, at the same time, while maintaining their range and assortment of 

products, tend to offer decreasing prices. 

 

Retailer Marketing Decisions  

 

The retail marketing strategy starts with customer segmentation and targeting, 

followed by the decisions on the product lines and assortments, the services provided 

and the price policy. The following decisions have to be made: 

 

• Segmentation, targeting, differentiation, and positioning involves the definition and 

profile of the market and the targeted customer, so the other retail marketing 

decisions can be made accordingly. 

 

• Product assortment and service decisions include: 

- Product assortment – what product lines, and what range of assortments the 

targeted customers want. 

- Services mix – what kind of services should be offered regarding the 

purchase, which of these would the targeted customer really need or 

appreciate. 

- Store atmosphere – what kind of store design and environment would 

attract more people of the target group, and how much these will cost to the 

retailer. 

 

• Price policy must fit the target market and positioning, product and service 

assortment, and competition. The following options are available to choose 

from: 

- High markup on lower volume sold (often applied by specialty stores). 

- Low markup on higher volume sold (a typical price policy in discount 

stores) 

- High-low pricing involves charging higher prices on an everyday basis, 

coupled with frequent sales at discount prices, and other price promotions. 
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- Everyday low price (EDLP) involves charging constant, everyday low prices 

with rare occasions for sales or discounts. 

 

• Place Decisions – referring to the typical locations for retail stores 

- Decisions on the choice of store location typically depend on the target 

market, and the positioning. High-end stores usually choose trendy 

shopping districts, while low-end shops (e.g. discount stores) choose the 

edge of the town or city. 

- Central business districts are located in cities and include department and 

specialty stores, banks, and movie theaters (service retailers). 

- A shopping center is a group of retail businesses planned, developed, 

owned, and managed as a unit. The number of stores depend on the size 

of the area from which the center expects customers. The typical types 

are the  following: 

- Neighborhood shopping centers contain 5 to 15 retail stores, and serve 

5000-50000 people living within a few minutes driving distance. 

- Community shopping centers contain about 15 to 50 retail stores, and 

serve approx. 50000-100000 people, offering service retail possibilities 

as well. 

- Regional shopping centers usually contain 50 to 100 retail stores of 

goods and services, and  located within 30 minutes of driving for at 

least 250000 people. 

- Power center:  This is a large, unenclosed shopping area usually 

located near a regional shopping center, and bringing together huge 

specialty stores as stand-alone stores in the single trading area.  

- Lifestyle centers: small, open-air upscale stores and malls at convenient 

locations, containing non-retail units as well, e.g. a playground, 

skating ring, a movie, stages for concerts and entertainment, etc.; with 

the aim of creating spaces to be rather than just to buy. Convenience, 

safety and pleasant ambience create their overall appeal.  The location 

for these units is usually the suburbs of towns and cities, to reach 

well-off customers, who also look for a pleasant lifestyle, and leisure. 

 

The Future of Retailing 

 

Retailers have to choose target segments carefully, position themselves strongly, and 

consider several new ways of selling if they intend to stay competitive and profitable.  
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The new trends include: 

- Non-store retailing (online sales, mail orders, phone orders, home delivery). 

- Retail convergence (increasingly more retailers sell the same product lines, 

creating greater competition for retailers and greater difficulty in differentiating 

offerings). 

- Megaretailers (huge and powerful retail chains applying superior information 

systems, possessing large buying power and working with very large selection). 

- New retail technology (computerized information about customers, better 

forecasts, electronic ordering through webshops, inventory management, 

scanning, improved merchandise handling, etc.). 

- Global expansion of retail chains (as Tesco, Aldi, Metro, Carrefour, etc.), and 

retail stores as communities (e.g. bringing together environment-conscious 

customers).  

 

New retail forms follow the pattern of the wheel-of-retailing concept. This states that 

many new types of retailing forms begin as low-margin, low-price, low-status 

operations, and challenge established retailers. As they succeed, they upgrade their 

facilities and offer more services, increasing their costs and forcing them to increase 

prices, eventually becoming the retailers they replaced. 

 

 

2.2.6.3 Wholesaling 

 

 

Wholesaling includes all activities involved in selling goods and services to partners 

buying for resale or business use. Therefore the customers for wholesalers may be 

other wholesalers, retailers, and producers alike. Wholesalers perform several 

important functions in the supply chain. 

 

Functions of wholesaling: 

i. Selling and promoting involves the wholesaler’s sales force helping the 

manufacturer reach many smaller customers at lower cost. 

ii. Buying-assortment building involves the selection of items and building of 

assortments needed by their customers, saving the customers work. 

iii. Bulk breaking involves the wholesaler buying in larger quantity from the 

producer, and breaking it into smaller lots for its customers.  
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iv. Warehousing involves the wholesaler holding inventory, reducing its customers’ 

inventory cost and risk. 

v. Transportation involves the wholesaler providing quick delivery of the goods to 

the buyer, due to its proximity to the buyer. 

vi. Financing involves the wholesaler providing credit to the suppliers, and 

financing the suppliers by ordering earlier, and paying on time. Therefore the 

suppliers receive money much earlier than when the final customer pays for the 

product. 

vii. Risk bearing involves the wholesaler absorbing risk by taking over the product 

from the supplier, and bearing the cost of theft, damage, spoilage, and 

obsolescence. 

viii. Market information involves the wholesaler providing information to suppliers 

and customers about competitors, new products, and price developments. 

ix. Management services and advice involves wholesalers helping retailers train their 

sales clerks, improve store layouts, and set up accounting and inventory control 

systems.  

 
Wholesalers are classified by the services they actually provide to their partners, and 

by the ownership of the goods they take over from the suppliers.  

 

• Merchant wholesalers represent the largest group of wholesalers. They purchase 

the goods from the suppliers and sell them to the buyers. They include: 

- Full-service wholesalers: they provide a full set of services and functions listed 

above. 

- Limited service wholesalers: they provide only a few services and specialized 

functions. They may deal with a limited product line only, and not with the 

whole range of a manufacturer’s products; or they may deal only with 

transport and selling, but not with the other wholesaler functions.  

• Brokers and agents do not take title (i.e. do not become the legal owners of the 

goods they take over from the supplier), perform a few functions, and specialize 

by product line or customer type.  

- Brokers bring buyers and sellers together and assist in negotiations, but they 

are not the owner of the sold goods in any part of the negotiation process. 

- Agents represent either the buyers or the sellers in the negotiation process, 

so they represent the interests of only one of the partners, otherwise they 

are similar to brokers. 
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• Manufacturers’ sales branches and offices is a form of wholesaling by sellers or 

buyers themselves, rather than through independent wholesalers. 

 

Trends in Wholesaling 

 

The success of wholesaling and wholesalers depends on their ability to increase the 

efficiency of the entire marketing channel. Wholesalers must constantly try to find 

better ways to meet the needs of their customers and suppliers. The final goal is to 

build value-adding customer relationships.  In this process a couple of challenges 

emerge.  

Wholesalers will have to face a pressure on wholesaler profits. Suppliers try to raise their 

profit margin by offering their goods at higher prices, while retailers, in order to attract 

more customers, push prices down. Omitting wholesalers entirely, and establishing 

direct contact between producer and retailer is a possible way to keep producer profits 

and retailer profits high, with low consumer prices, as long as this procedure remains 

efficient and low-cost. However, the increased use of computerized, automated, and 

Web-based systems will help wholesalers contain the costs of ordering, shipping, and 

inventory holding, thus boosting their productivity. Another way of success is to use 

the options offered by globalisation, and thus many wholesalers are now going global. 

This is not an easily available option for the small retailers and the small producers, 

therefore the relationship with a global wholesaler may be a good possibility for them 

to enter the international market. Wholesalers, with their practice of buying larger 

volumes, may have the market power to increase efficiency and effectiveness by 

streamlining the acquisition process. 

  

 

2.2.7 The 4Ps  -  Promotion 

 

Promotion represents the ways of communication between the company and its 

customers, partners, or environment. The promotion mix is the specific blend of tools 

that the company uses to persuasively communicate customer value and build customer 

relationships.  

 

Major Promotion Tools 

 

The major promotion tools are: advertising, sales promotion, public relations (PR), 

personal selling and direct marketing. They differ in the following aspects: 
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 How many people can be reached by the promotion activity? 

 Is there personal interaction between the customer and the seller? 

 Does the promotion activity intend to sell a product, or „sell the producer 

company”? 

Let’s have a closer look at these promotion tools. 

 

2.2.7.1 Advertising 

 

Advertising is any paid form of non-personal presentation and promotion of ideas, 

goods, or services by an identified sponsor (the producer, the seller company).  Its 

main advantage over other promotion tools is its ability to reach a lot of people at the 

same time. It does not involve any personal interaction between producer (seller) and 

consumer. Its aim is to focus the attention on some product that the company intends 

to sell. 

 

The main objectives of this type of promotion are: to inform, persuade, or remind the 

customer, and thereby generate purchase of the product. 

 

The main forms of advertising apply the mass media, as:  

 broadcasts: television commercials, radio advertisements – often fitted into the 

breaks of TV or radio programmes; 

 printed advertisements: in newspapers, magazines, leaflets and brochures, etc.; 

 internet ads: online websites containing banners, displays (e.g.videos placed on 

a website), mobile advertising, popups, blogs, search engine marketing and 

optimizing, social media advertising, email marketing, and many other recently 

emerging new forms; 

 outdoor advertisements: billboard advertising (giant posters placed in popular 

locations – either static, e.g. on buildings, or mobile, e.g. on mobile vehicles, or 

digital images on giant screens),  lamp-post banners, bridge banners, guerilla 

advertising, display and retail advertising. 

 

Although mass media advertising reaches masses of customers by the same activity, it 

can be very expensive. In TV commercials one minute usually costs about 1000 EUR. 

Examples are abundant, we encounter many of them in our normal daily activities. 

Some forms used excessively may make the targeted customer annoyed (as TV 

commercials breaking an exciting film) – but the unconscious impact is still effective. 
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Billboard advertising 

 
Mobile outdoor advertising 

 

 
Lamp-post banners 

Figure 2.33: Examples of Outdoor Advertising  

(Source: https://penji.co/types-of-outdoor-advertising/) 

 

 

2.2.7.2  Sales promotion 

 

Sales promotion is the temporary, short-term incentives to encourage the purchase or 

re-sale of a product or service.  It usually offers some advantage for the customer (or 

the re-seller) to make a purchase decision on the spot or within a short time. Therefore 
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sales promotion activities can be targeted at consumers, or to members of the 

distribution channel (this latter is often referred to as trade promotion). 

Sales promotion activities – similar to advertisements – can reach many people at the 

same time. Some of its forms do not require personal interaction (discounts, coupons), 

while others require the personal involvement of the sales staff of the seller (displays, 

demonstrations). 

 

 

 
Discount 

 

 
Coupons 

https://keap.com/business-success-blog/sales/e-commerce/26-best-examples-of-sales-promotions-to-inspire-your-next-offer 

 
Displays  

 
Demonstrations 

https://www.repsly.com/blog/consumer-goods/ultimate-guide-to-in-store-promotions-demos 

Figure 2.34: Examples of Sales Promotion  

 

The typical forms of sales promotion are: 

 discounts: some products are temporarily offered at a lower price, e.g. when 

items within a store are marked as ‘15% off’, to increase sales; 

 coupons: these are vouchers that allow consumers to purchase products (e.g. a 

new product) at a discounted price, e.g. discount vouchers distributed to fast 

food chains, or cut-outs published in newspapers, or store brochures;  

 displays: point-of-purchase displays encourage consumers to buy a product 

immediately, drawing their attention to a product by giving it special 

placement, and easy availability;  
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 demonstrations: in-store product demonstrations involving the store staff, that 

show customers how the product works (e.g. for electronics), or how it tastes 

(for food and drink items),  and therefore generate a quick decision to buy. 

 

2.2.7.3  Personal Selling 

 

Personal selling is the personal presentation by the firm’s sales force for the purpose of 

making sales and building customer relationships. In personal selling the sales force 

establishes interpersonal interactions with individual customers— face-to-face, by 

telephone, via e-mail, through video or Web conferences, or by other means.  

Salespeople inform potential customers about a product or services, but they also use 

their power of persuasion, and offer a possibility for customer feedback, as well, thus 

creating and maintaining a strong, trusting relationship. Effective personal selling 

addresses the buyers’ needs and preferences without making them feel pressured. This 

require careful training of the personnel so that they can be convincing without being 

pushy. 

 

https://courses.lumenlearning.com/suny-hccc-

marketing/chapter/reading-personal-selling/ 

https://www.referenceforbusiness.com/small/Op-

Qu/Personal-Selling.html 

Figure 2.35: Examples of Personal Selling 

 

Forms of personal selling are: 

 sales presentations: in-person or virtual presentations to inform a prospective 

customer about a product, service, or organization; 

 trade shows: demonstrating how a product or service works and the benefits it 

offers, highlighting advantageous features and how the offering solves 

problems the customer encounters; 

 incentive programs: a free offer to test the product or a service, so satisfied 

customers find it a good incentive to buy more; e.g. when promoting a hotel’s 

services some prospective customers, or re-sellers are offered a free stay; or 
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when promoting a new food or drink customers are invited to a free tasting 

event. 

 

 

2.2.7.4 Direct Marketing 

 

Direct marketing involves making direct connections with carefully targeted individual 

consumers to both obtain an immediate response and cultivate lasting customer 

relationships. Direct marketing is a less public and more personal promotion tool. Its 

effect is immediate, the message is generated quickly and interactively, the customer’s 

response will immediately modify the message. This is often experienced in marketing 

messages accompanying your emails when you use a public service provider: gmail 

often forwards you selected marketing messages related to products that you searched 

for recently by the Google search engine. 

Direct marketing often involves the use of a customer database with accessibility 

information (postal address, email address, telephone number). 

 

Forms of direct marketing: 

 

• catalogue: printed brochure or magazine about product lines, sent by normal 

mail to your address, offering order facilities; 

• telemarketing: connecting with customers over the telephone or, more recently, 

through web-based video conferencing, offering a product or informing the 

customer about new products and purchase possibilities; 

•  Kiosks: small, temporary, stand-alone booths used in high-traffic areas for 

marketing purposes,  freqently located in shopping malls or on busy city streets 

with significant foot traffic, offering interactive, self-service purchases, and 

providing promotional messages; 

• Direct mail, telephone, e-mail: directly addressed communication to the customers 

informing them about a purchase possibility that they might be interested in; 

• Internet: the websites that the customer usually visits, will contain banners, pop-

ups that are related to the customer’s purchase behaviour (e.g. gmail marketing 

messages associated with recent Google searches). 
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Catalogue 

https://www.catalogueau.com/target/targ

et-online-clothing-catalogue-february-

womens-casual-offers/ 

 
 

 

 
Telemarketing 

https://technologyadvice.com/blog/market

ing/telemarketing-best-practices/ 

 

 
 

 
 

Kiosk 
https://baanto.com/2016/04/18/gener

ate-buzz-boost-brand-image-digital-

kiosks/ 

 

Figure 2.36: Examples of Direct Marketing 

 
2.2.7.5 Public Relations (PR) 

 
Public relations involves building good relations with the company’s various publics 

by obtaining favorable publicity, building up a good corporate image, and handling 

or heading off unfavorable rumors, stories, and events. 

The external publics for a company include the media, local citizens, government 

authorities, financial institutions (banks, stockbrokers), and the community in general. 

The internal publics refers to the staff, for whom the company should provide relevant 

news, stories related to company philosophy and operations to generate trust. 

In public relations the company deals with many partners at the same time, in an 

impersonal way, and PR activities promote not a particular product, brand or product 

line, but the company as a whole. Its general objective is to create a favourable image 

of the company, so that prospective partners feel more inclined to do business with it. 

PR has higher credibility than advertising, because independent media presents the 

company news story as ordinary editorial material, and the journalist delivers the 

message, not the company. It is also much cheaper for the company than to launch an 

ordinary advertising campaign. 

 

The main forms of public relations activities are: 

• press releases: news stories published about new orders, new products, the 

relaunch of old products, new employees, financial results or market trends; 

• sponsorships: supporting by an exchange of funds or in-kind benefits a not-for-

profit cause can help to build feelings of goodwill and loyalty towards the 
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company, and promote business reputation, and then the customers can 

identify the company brand with good business practice and ethics; 

• special events: the aim of hosting and sponsoring a special event  - a centennial 

celebration, the opening of a building of public importance, the opening of an 

exhibition or a theatre production, or a sport event – is to promote an idea, and 

associate the company with this idea, that enhances its recognition and 

approval by its publics; 

• web pages: an attractive and functional company website is crucial to building 

brand image, a website does not only serve a marketing purpose, but is also an 

excellent way to gain the trust of potential clients, evoking positive sentiments. 

 

 

 
 

Press conference and special event 
https://newsroom.porsche.com/en/2019/company/porsche-

annual-press-conference-2019-live-annual-sustainability-report-

17218.html 

 
Special events and sponsoring 

https://www.treasurecoast.com/house-hope-invites-

community-grand-opening-celebration/ 

Figure 2.37:  Examples of Public Relations Tools 

 
 

2.2.8 Integrated Marketing Communications 

 

 

The need for integrated marketing communications is explained by the following 

factors: 

• Consumers are changing, and currently it is quite normal, that they look for, 

and find more and more information on their own. They are easily capable of 

checking any marketing promises for their truthfulness. If they find conflicting 

information, they may make their own opinions opposite to the company 

message. 
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• Mass consumer markets are getting fragmented, too. Customers increasingly 

require more personalised products, adjusted to their special needs, therefore 

mass marketing is no longer as effective as it used to be. 

• With the fast development of new communications technology it is increasingly 

possible to deliver more personalised interactive messages, and this underlines 

the decline of mass marketing. 

 

In order to deliver clear and effective messages the seller or producer has to build up 

a carefully blended mix of promotion tools. As communication costs money and time, 

it should be as effective as possible. Figure 2.38 summarises the steps involved in 

developing effective marketing communication. 

 

 

1. Target audience: groups or 

individuals, current or 

potential users 

2. What is the desired response 

from the customer? Where is 

the desired audience in the 

„buyer readiness stage”? 

3. Message content, form, 

structure 

4. Personal or non-personal 

media? 

5. Who is the communicator? 

Celebrities, professionals,… 

6. Collecting feedback: effect on 

the target audience, measures 

of changed behaviour 

Figure 2.38: Steps in Developing Effective Marketing Communication 

 

The steps presented by Figure 2.38 are explained below. 

 

Step 1: Identifying the target market:   

 

In this step we have to determine 

• What will be said: e.g. communicate the benefits of the product; 

1. Identify the 

target

audience

2. Determine the 

communication 

objectives

3. Design the 

message

4. Choose the 

media

5. Select the 

message source
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• How it will be said: use a funny, a rational, an emotional way of 

communication; 

• When it will be said: decide about the timing of the communication situation; 

• Where it will be said: decide about the location of the communication situation; 

• Who will say it: choose an effective and trustworthy communicator, e.g. an 

expert, or a popular person, an influencer, e.g. a movie star, a celebrity, etc. 

 

Step 2: Determining the communication objectives: 

 

Marketers seek a purchase response that depends on the consumer’s position in the 

stages of buyer readiness. 

 

The stages of buyer readiness are: 

Awareness, that leads to  

 Knowledge, that leads to  

 Liking, that leads to 

 Preference, that leads to  

 Conviction, that leads to 

 Purchase 

 

Step 3: Designing a message: 

 

The message content is an appeal or theme that will produce the desired response from 

the customer. The appeal can be either a rational one, an emotional one or a moral one. 

o A rational appeal: relates to the audience’s self-interest (e.g. the product is 

affordable, or it is healthy…). 

o An emotional appeal is an attempt to stir up positive or negative emotions 

to motivate a purchase (love, joy, humour, e.g. „it is fun that you 

deserve…”) 

o A moral appeal is directed at the audience’s sense of what is right and 

proper (e.g. energy saving electric bulbs save the earth….). 

 

The message structure builds up the message to make it more convincing for the 

audience.  

There are several options to create an effective message structure: 

• Draw conclusions or leave it to the audience? 

• Strongest or weakest argument comes first? 
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• One-sided or two-sided arguments? 

 

The message format determines the way how the message can attract attention, e.g. by 

contrast, or by novelty. 

 

The AIDA model is perhaps the best known marketing model that identifies cognitive 

stages a person goes through during the buying process for a product or service. The 

stages  of the model explain its name: Get Attention  (A) - Hold Interest (I) - Arouse 

Desire (D) - Obtain Action (A). The message design should take these stages in account. 

 

 

 
Figure 2.39: Effective Message Format – by Contrast and Novelty 

https://www.adsoftheworld.com/media/print/pedigree_dentastix_doggie_dentures 

 

 
Step 4: Choosing Media: Personal and Non-Personal Channels 

 

Personal communication means an interaction of seller and buyer, either face to face, by 

phone, mail, e-mail, or by an Internet chat channel. 

Non-personal communication means the application of media that carry messages 

without personal contact or feedback. Examples are the major media  (e.g. TV, 

radio, newspapers), posters, web sites,  events, etc. 



 

101 
 

 

Personal communication is effective because it allows personal addressing and 

feedback. 

 

Control of personal communication: who can start the communication process? 

• Company (by salespeople). 

• Independent experts (advising for consumer groups) - When the company 

cannot directly initiate it, it still may try to influence it, like when a toothpaste 

producer pays a dentist to do a survey and test the toothpaste, and talk about 

(positive) results. 

• Word-of-mouth (neighbours, friends…). 

 

An interesting form of personal communication is that of opinion leaders, or 

influencers. Opinion leaders are people within a reference group who exert social 

influence on others (because of their special skills, knowledge, personality, or other 

characteristics). 

Buzz marketing (by a company) involves cultivating opinion leaders and getting them 

to spread information about a product or service to others in their communities. 

 
Step 5: Selecting the Message Source 

 
The message’s impact on the target audience is affected by how the audience views 

the communicator. The choice of the communicator depends on whom the customer 

will believe, whom they trust, whom they can identify with. 

 

The two most popular message sources are  

- celebrities (athletes, entertainers, etc.), and 

- professionals (whom we can trust for their expertise). 

 

When a company wishes to employ a celebrity or an expert to deliver its marketing 

message, the costs may be quite high. However, by the chosen person the message can 

become really effective with the targeted audience, and the high costs may easily be 

covered by increased sales revenues. 
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https://www.groupon.co.uk/deals/tefal-jamie-oliver-four-piece-

cookware-set 

 
https://medium.com/@ranaq/how-marketing-

created-a-billion-dollar-brand-the-sensodyne-case-

study-3394d45f1fc2 

 
https://celebaz.blog.hu/2016/04/08/julia_roberts_lanc_me_la_v

ie_est_belle_reklamfoto_523  
https://hu.pinterest.com/pin/549861435725492860/ 

Figure 2.40: Celebrity and Professional Message Sources 

 

 

 

2.2.9 How Much to Spend on Promotion?  

 

Promotion is a very costly activity, though without it no company can be competitive 

in the long run. However, the budget for promotion should be carefully planned, 

keeping in mind the needs of effective communication and the expected benefits in 

terms of sales revenues. There are basically four approaches to determine the 

promotion budget. 

 

1. Affordable budget – method: a certain proportion of money left after operating 

costs and capital outlays will be spent on promotion.  

2. Percentage of sales – method: a certain percentage of current or forecasted sales, or 

of the unit sales price will be spent on promotion. 

3. Competitive parity – method: sets the promotion budget to match competitors’ 

promotion spending. 
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4. Objective and task – method: sets the promotion budget based on what the firm 

wants to accomplish with promotion. 

 

Although these approaches look very straightforward, there are a few problems 

associated with most of them:  

• Methods 1. and 2: promotion itself influences sales revenues and prices, therefore 

the budget cannot be precisely planned ahead.  

• Method 3: Competitors may not represent good industry standards, so following 

their example may be a bad promotion decision. 

• Method 4: although the plan may be clear, the company may lack the funds to 

carry it out. 

The promotion costs also depend on which tools are applied. The choice is not easy. 

There is a well-known saying among marketers: Half of my advertising is wasted, but I 

don’t know which half! The best thing we can do is to carefully compare the advantages 

and disadvantages of each promotion tool and make our choice accordingly. 

 

The Nature of Each Promotion Tool – Advantages and Disadvantages 

 

Advertising: 

•  it reaches masses of geographically dispersed buyers, 

• it involves low cost per exposure, 

• it can repeat a message many times, 

• it is impersonal and works only one-way. 

Personal selling: 

• it is often the most effective method in building buyers’ preferences, 

convictions, actions, developing relationships, 

• it is the most costly tool per contact. 

Sales promotion: 

• it attracts consumer attention, and may generate quick response (purchase), 

• its impact is short-lived („buy it now!”). 

Public relations: 

• it is a very believable form of promotion, often under-used. 

Direct marketing: 

• it is non-public, immediate, customized, interactive, directed on a specific 

person. 
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2.2.10 Socially Responsible Marketing Communication 

 

There are many legal and ethical issues surrounding marketing communications. The 

most important considerations to take into account are: 

• Communicate openly and honestly with consumers and resellers;  

• Avoid deceptive or false advertising; 

• Conform to all federal, state, and local regulations; 

• Follow rules of “fair competition”; 

• Do not offer bribes, do not attempt to obtain competitors’ trade secrets; 

• Do not disparage competitors or their products. 

 

Examples are abundant about cases when one or several of the above ethical rules are 

broken. Figure 2.41 gives just a few of them, but we can meet many in our everyday 

lives. 

 
https://media-cdn.tripadvisor.com/media/photo-

s/08/62/44/a5/the-sign-for-good-wifi.jpg 

 
https://researchleap.com/impact-of-unethical-advertising-

misleading-information-or-deceptive-advertising-on-

customer-purchasing-intention-with-mediating-effect-of-

word-of-mouth-case-of-pakistan/ 

 
https://wherevermymouth.com/2011/04/08/how-

advertising-hurts-moms-part-1-misleading-ads-and-the-

codes-purpose/ 

 
https://hu.pinterest.com/youarenatural/misleading-

adverts/ 

Figure 2.41. Ethical Issues of Marketing Communication - Examples 
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2.3 Examples and exercises to Chapter 2 
 

 

The following examples will present marketing-related problems in agriculture and 

agribusiness. Read carefully the descriptions of the cases and work out the answers. 

 

Exercise 2.3.1: The marketing mix of a small bakery 

You are planning to open a small bakery near the student 

residence hall of your university.  

Define the target market.  

Describe the 4 Ps of the marketing mix. 

 
 

 

 

Exercise 2.3.2:  Marketing a pesticide 

 
You are working for a pesticide 
company, planning to introduce a new 
pesticide that you plan to sell primarily 
to small-scale farmers. The 
introduction of a pesticide will 
probably raise the attention of the 
publics that are part of the company’s 
microenvironment.  (Remember: the 
following seven groups of publics may 
be involved: financial, media, 
government, citizen-actions, locals, the 
general publics, and internal publics. 

 
 
i. What impacts can they have on the company’s 

situation? 
ii. How could the company handle these issues? 

 

 

 

Exercise 2.3.3:  Concern about the natural environment 

Nowadays there is increasing concern about the natural environment, 
and pollution.  Our company will have to respond to such concerns. 
How can the company do that,  how should the company change its 
behaviour, production and/or commmunication? Work out your 
answer for the company, assuming that the company produces:  

i. packaging for candy 
bars; 

ii. gas-powered lawn-
mowers; 

iii. tires for automobiles. 
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Exercise 2.3.4: Customer satisfaction and customer loyalty 

 

 
Our company produces apples for various customer 
segments.  You can see a scatter chart about the 
customers’ satisfaction (measured on the horizontal 
axis),  and customer loyalty (measured on the vertical 
axis).  Both satisfaction and loyalty are scaled on a 1 to 
5 basis – with 1 being very low and 5 being very high 
level of evaluation. 

 
i. Look at the chart, and describe briefly the 

four customer segments. 
ii. Are there any segments that look strange 

and do not appear to make sense? If yes, try 
to explain their behaviour. 

iii. There are „obvious’ segments, i.e. the one 
representing high customer satisfaction 
together with high loyalty. Do you think 
that the company would get more value 
from this obvious segment, or can they gain 
more from understanding “unexpected” 
segments? 

 
This chart is based on only two variables: 
loyalty and satisfaction. What other variables 
could be used in a similar manner to 
understand better the market segments of 
apple consumers? 

 

 

Exercise 2.3.5: Consumer segments, purchase behaviour and product differentiation   

A deep survey identified 13 consumer segments, that are described below. 
i. Identify food products that can be sold to the following segments: 2-3-7-8 -12-13 

ii. Identify television sets that can be sold to the following segments: 4-5-9-10 
iii. Which three segments would be most typical in the market of agricultural products (e.g. 

fruits, eggs, fresh farm products)? Choose an agricultural product, and suggest a value 
proposition to each of the chosen three consumer segments. 

 
1. Convenience driven consumers: looking to 

simplify the purchase, or its process, and are 
primarily seeking the benefit of convenience. 

2. Budget conscious shoppers: make their purchase 
decision based on the lowest price, or select 
the product that represents the best value for 
money. 

9. Service/relationship focus: Particularly in 
service industries, there would be a market 
segment that would be interested in quality 
of service provided and/or developing a 
relationship with the firm and its staff. 
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3. Focus on quality:  interested in higher quality 
products and services. Many consumers in 
this segment believe that buying higher 
quality represents better value over time. 

4. Rational, value for money: more involved in the 
purchase decision and look to make decisions 
on a “best product solution” basis. 

5. Attracted to strong brands: less involved in their 
purchase decision, and will rely upon a strong 
brand to guide their purchase decision. 

6. Environmentally aware: take into account the 
environmental impact of their purchases. 

7. Family focused: a family or household unit has 
one main grocery buyer who is purchasing on 
behalf of themselves and other people in the 
family. 

8. Health and diet conscious: In various markets, 
particularly food, beverages, medicines, 
vitamins, health centers – this is a growing 
market segment, quite interested in the health 
and well-being aspects of the product. 

10. Flexibility is important: The tailoring of a 
product offer is becoming more important to 
some groups of consumers. 

11. Social status: use brands and products as a 
means to signal their self-identity and social 
status. This would be quite common in 
markets such as cars, alcohol, cigarettes, 
holiday destinations, restaurants, clothing, 
jewelry, and so on. 

12. Variety seekers: Many markets will have a 
group of consumers who seek out variety. 
Some consumers simply like change and 
choice, whereas others like to experience 
new things. 

13. Benefit seekers: In some markets, there are 
usually multiple segments that are seeking a 
particular benefit from a product. The brand 
should be positioned around a specific 
product attribute – common in fast moving 
consumer goods. 

14. Just for me: The “just for me” market 
segmentincludes consumers interested in 
their own needs and pleasures. They will 
seek out product solutions that make them 
feel good, even though they may be 
expensive or not necessarily healthy. 

15. Existing customers: simply the firm’s existing 
customer base. 

 

 

Exercise 2.3.6: Detailed marketing mix analyses  

 

i. Read carefully the described situation (the production of an agricultural commodity, e.g. a 

crop or an animal product). 

ii. Define a target market for the commodity. 

iii. Define the value proposition, and a positioning statement. 

iv. Construct the 4Ps for the product for the target market (product,  price, place, promotion) 

Complete the above tasks in an essay of approx. 4 pages of A4 size. 

 

Exercise 2.3.6.1: Lakatan Bananas  (based on the idea by Karen Geneston) 

 

Banana is the most economically important fruit crop in the Philippines and the only 
locally grown fruit available year-round. Lakatan banana (Musa acuminata) is one of the 
most common banana cultivars in the Philippines, along with 
the Latundan and Saba bananas. The fruit can be harvested from 8 to 12 months after 
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planting, it is longer and thicker-skinned than the Latundan bananas and turn yellow-
orange when ripe. 
The Lakatan variety is known for its firmness and flavour, it is tastier and cheaper than 
the Cavendish variety, which is most exported. 
Lakatan banana is considered perishable and its life span varies upon the age of maturity 
when it is harvested. If fully mature, it could last up to 16 days at room temperature after 
ripening and can hold its best quality. 
The producer is ’Lakatan Banana Growers Association’ which consists of individual 
small banana growers. The association was established so that the farmers can offer the 
product in large quantities in bulk and have more influence on the price, not depending 
on a middleman. Another aim was to help the cooperation of farmers in promotion, and 
in accessing bank loans.  

 
 

 
Exercise 2.3.6.2:  Corda Olive Oil (based on the idea by Nicole Ruberti) 
 
The "Corda" company is located in Dolianova (Sardinia),  the company owns 2.5 hectares of 
olive groves. The company owns a total of 1,400 plants, each plant is 16 years old. The 
company specializes in the production of extra virgin olive oil obtained from typical 
cultivars of the centre and south of Sardinia, the "round of Cagliari" and "Semidana". Olive 
production is 80 q per ha with a yield of 20% oil, with an average annual production of about 
1760 liters of extra virgin olive oil obtained from organic farming.  Oil is a commodity 
product with a large market, a big demand and a high competition.  
The company has chosen to certify its oil as a „DOP – Sardinia” , i.e. a Protected Designation 
of Origin-product, distinguishing it from the competition. The olives are produced by 
organic farming. This character refers not only to the growing phase but to the process of oil 
extraction from the fruit, too.  
Corda Oil participated in 2015 at the national competition of extra virgin oils, ranking 
among the top 25 best oils of Italy. The extra virgin olive oil obtained from the cultivars 
"Round of Cagliari" and "Semidana" is an oil that easily combines with various dishes, and 
it is indeed an oil which normally tastes slightly bitter and has fruity notes. Also, oil with a 
good quality such as Corda Oil has health benefits: according to the latest research it is 
considered to be of  high nutritional value and very healthy.  

 
 
Exercise 2.3.6.3: Poultry Eggs  (based on the idea by John N.  G.  Bonsu) 
 
Poultry eggs are a good source for the daily recommended intake of protein. Agro Mindset 
Eggs are produced by the Agro Mindset farm. The farm takes its name to represent the ideal 
„agro mindset” , providing sustainable farming techniques that are environmentally 
friendly. 
Consumers have had growing concerns about what they consume in terms of what 
agricultural techniques (organic and inorganic farming) are used to produce consumer 
foods. 
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The AgroMindset farm organisation is located near the local market of Soko in the Ashanti 
Region of Ghana, near the Kwame Nkrumah University of Science & Technology campus, 
with many supermarkets, cafes and restaurants in the area, and a residential area populated 
by the university staff mainly. 
The farm can organise weekly delivery of fresh eggs, or daily sales depending on demand. 
Bulk purchases may be arranged at a discounted price. 
 

 
 
Exercise 2.3.6.4:  Poultry Feeds  (based on the idea by  Nestory Mtelele Laurent) 
 
In Tanzania, poultry feeds are used by farmers who keep chickens, ducks, geese, Guinea 
fowl and other domestic birds. In recent years in Tanzania the number of poultry keepers 
has increased, due to high demand for poultry meat in the market, especially for the local 
breeds of the country. The market demand is high, but the availability of local poultry meat 
is limited, due to slow growth. 
In Tanzania the local chicken breeds take at least 7 to 8 months to be ready for consumption,  
as their weight gain is slow. The traditional way of poultry growing is free keep without the 
use of fodder. However, using our new poultry feed the growth process will speed up, and 
instead of 7 to 8 months the poultry will be ready for consumption within four months. 

 
 
Exercise 2.3.6.5: Your own choice 
 
Now choose an agricultural commodity of your own choice. Describe briefly the product, 
and carry out tasks ii), iii) and iv) for this product. 
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Chapter 3 – Trade and Commerce 
 

 

This chapter gives an overview of the history of trade, the concept, the importance and 

role of trade in the society. The role of trade in a nation’s economy is presented, the 

types of trade introduced, and the main features of a trade firm are described. The 

meaning and structure of domestic trade is explained, with special regard to the 

activities of multinational trade chains and networks. Other areas of trade, special 

products and trade forms are presented with case studies, the role of the franchise 

system is explained. The concepts of retail and wholesale trade are revisited with 

stronger emphasis on organisational aspects. 

International trade will be explained by defining foreign trade transactions, the system 

and processes of foreign trade. The various forms of payment and negotiation 

strategies are discussed. Then the terms of international haulage, shipping, and 

transportation are discussed with special regards to logistic processes, presenting the 

INCOTERMS 2020 system. 

 

3.1 Domestic Trade 
 

3.1.1 The Role of Domestic Trade in the Economy 

 

3.1.1.1 The brief history of trade 

 

Trade as an economic activity is as old as the ancient times. Its emergence was due to 

the fact, that certain groups of the society possessed surpluses of some goods, while 

they had not enough of some other commodities. Exchange of goods requires partners 

and products that the partners are willing to exchange for each other. Besides, the 

exchanged goods have to be transported from the place of production to the place of 

exchange, and then to the place of consumption. Another issue is to determine the 

relative values of the exchanged goods. Initially exchange of goods took place in the 

form of barter, i. e. direct exchange of one commodity for the other one, in their natural 

forms. 

The difficulties of barter naturally led to the emergence of commodity money. 

Commodity money is a commodity, which is in frequent use, everybody 

acknowledges its value, therefore a unit of such a commodity (e.g. a unit of oil, a unit 

of cereals) could serve as an exchange unit. 
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The development of trade led to the emergence of a specific commodity money. As the 

typical goods used as commodity money were not long lasting, they were not suitable 

for saving and accumulating wealth. Besides, it was rather difficult, if not impossible, 

to transport them to long distances. The need arose for a commodity money that keeps 

its value for a long time, and was easy to transport to long distances. This lead to the 

emergence of precious metals as money. Consequently, trade expanded, transactions 

became simpler and faster, and this led to the birth of money changers, and then banks. 

The trade routes became longer and longer, and with it, the risks associated with long-

distance trade increased. This made the transport of large quantities of precious metal 

practically impossible. On the other hand, increasing trade volume required increasing 

quantities of precious metals, which became difficult to find. The next step in the 

development of trade was the emergence of money substitutes issued by banks. Money 

substitutes made the flow of money safer, and thus trade became safer, too. The system 

of banknotes, and later electronic money, and special payment techniques emerged, and 

became widely used both in domestic and international trade, enhancing the security 

and safety of transactions, protecting the interests of trade partners, and contributing 

to the development of trade and commerce. 

 

 

3.1.1.2 The concept and definition of trade and commerce 

 

Many think that trade and commerce mean the same thing, but really, trade means a 

narrower concept than commerce.  

Trade means the exchange of goods and services between two or more parties in return for 

money or money’s worth. Commerce is concerned with facilitating the exchange of goods 

and services between the parties, therefore it is sub-classified as trade (the exchange of 

goods and services) and auxiliaries to trade, including activities such as insurance, 

transportation, warehousing, advertising, and so on, covering all activities that 

complete the exchange. 

 

The meaning of trade: 

Trade means the sale and purchase of any valuable and marketable commodity or 

service. The commodity or service travels from the producer, either directly, or 

through an intermediary, to another economic agent as a production input, or to a 

consumer for final consumption. 

In this concept the terms of product, service, final consumer also carry specific 

meanings. 
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- A product (commodity) is any item that can be offered in the market to satisfy 

some existing needs, i.e., it is a bundle of physical and other qualities. The 

emphasis is on the physical features. 

- A service is not associated with a physical object, and therefore it cannot be saved 

or stored.  

- The final consumer is a person, who will use up all the commodity to satisfy some 

need or want, i.e., the commodity will not return  to the production process. 

- Trade plays an intermediary role in connecting the producer and the consumer, 

and wholesalers and retailers are the key actors in this process.  

- The market is the group of actual and potential sellers and buyers, and the system 

of their transactions. The market is the ’place’, where demand and supply 

appear. The other two components of the market are price and income. 

 

 

Trade plays an intermediary role in the economy, as a process that connects production 

and consumption. Both the purchase of inputs and sale of outputs take place in the 

market. Trade is the result of the increasing division of labour. By assisting the division 

of labour, it enhances the productivity of the national economy, the efficiency of 

resource utilisation, and the pay-off of the invested financial assets.  

 

Trade, as the regular purchase and sale of goods, is a typical activity of firms, business 

enterprises. It necessarily involves the actual process of exchanging goods, i.e. the 

transport of goods from producers to users. The user can be another producer, another 

firm, or the final consumer, as well. This activity is a natural activity for any firm. 

Looking at it from a higher viewpoint, the process of buying and selling requires a 

system, an organisation, containing companies and firms that deal mainly with the 

exchange of goods. In this sense the trade sector consists of retailers and wholesalers. 

Adding to it all the necessary auxiliary activities (insurance, storage, inventory 

management, transfer of payments and of information) we arrive to the much wider 

concept of commerce. 

 

The function of trade (or commerce, in the wider sense) is to manage the market and 

arrange the distribution of goods (Figure 3.1).  Managing the market means to find 

consumers for the producers’ supply, or find goods, i.e. supply for the consumer 

demand. The role of trade activities include the assessment of consumer demand, and 

searching for, and purchasing the demanded goods (or initiating the production of 

such goods), and then arranging the sale transaction. The distribution function means 



 

113 
 

that trade matches the producer supply and the consumer demand in space, time, and 

variety, and carrying out other auxiliary tasks. 

 

Trade and commerce play a significant role in the freight of goods, in the 

transportation, classification, storage, packaging of goods, and in delivering the goods 

to the customer. Today the various functions of commerce are increasingly performed 

by specialised actors (e.g. logistics companies), or by the producers themselves (e.g. 

classifying and packaging the product), while sometimes trading companies may deal 

with the actual production of goods, too. 

 

 
 

Figure 3.1: Trade as an Organisational System 

 

 

During the process of distribution the most important activity is to connect the different 

places of production and consumption. Production takes place usually in a 

concentrated form, while consumption is dispersed, therefore the produced goods 

have to be also dispersed. In agriculture, besides concentrated production, the 

multiagent production forms also exist, i.e. the products are produced by many 

dispersed producers. Then the produced output has to be collected from many 

producers, which takes extra time and requires extra costs.  
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The bridging of the temporal difference of production and consumption is particularly 

important. Production may be seasonal while consumption evenly distributed 

throughout the year (e.g. of vegetables, fruits), or consumption may be seasonal and 

production is continuous (as of heating fuels, fashion clothes). The uneven patterns 

caused by seasonality are smoothed out by storage, involving either the producer, the 

merchant, or the customer. 

 

The harmonisation of different production and consumption structures is an explicit 

commercial task. The producers produce large quantities of a few goods, while the 

consumers want small quantities of many goods. It is the task of commerce to create 

the ’mixture’ of goods that the customer wants. 

 

Auxiliary tasks may emerge besides the above listed activities, i.e. maintenance and 

repair services, or the quality assurance of the goods, and the protection of the 

consumer’s health and safety. Commerce is often involved in these, too. 

 

As Figure 3.1 shows, the role of commerce may be active or passive. The passive role 

involves a one-way process. The production of a commodity, its transport to a 

commercial establishment, followed by its sale to the consumer is a passive process, 

with a one-way information flow, without considering the consumers’ specific 

features. An active process, however, means a two-way process, when commerce 

transmits the market demand and consumer opinions to the producer. A commerce 

unit orders the product or service on the basis of a previous market research, and after 

selling the commodity, it may survey the customers’ opinions, or measure consumer 

satisfaction.  

 

 

3.1.1.3 The role of commerce in the national economy 

 

As it was mentioned previously in the brief historical overview, trade and commerce 

emerged as a result of the division of labour. Division of labour itself separated human 

activities to various employment sectors and professions. The process took place hand 

in hand with specialisation, in which various producers started to deal with only one 

or a few specific products, in which they were the most skilful. Therefore the resulting 

surpluses and shortages had to be balanced, and this task was taken up by commerce. 

Business entities buy and sell through commerce. Commerce itself influences the 
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producer and the production process. The level and quality of production is usually 

assessed by the goods available in commerce. 

Commerce has a crucial role for the final consumer, too. Consumers can satisfy their 

needs and wants by purchasing goods and services offered by commerce. Commerce 

influences the volume and level of consumption. 

 

The importance of commerce is also seen in the looks of a town, as the street view is 

considerably determined by the advertisements, shop-windows, nameplates and sign-

boards of shops. Commerce assists the distribution of not only goods, but of incomes, 

too. It contributes significantly to the tax revenues of the state. Its role in employment 

is also significant, it provides jobs to a high proportion of the labour force. 

Commerce is associated with the flow of goods, money and information. The 

distribution of goods requires storage and delivery facilities (warehouses, inventory 

management, haulage and transport facilities, with money flowing in the opposite 

direction to commodity flows). The flow of information going from the producer to 

wholesaler to retailer to consumer about the quality, utility and availability of goods, 

and the information flow in the opposite direction, from consumer to producer, about 

the consumers’ needs, preferences, demand for quality and quantity are integral parts 

of the process.  

 

Commerce, as a sector of the national economy includes: 

- trade in goods and services 

- catering and restaurant services 

- tourism (trade in hotel and accommodation services, entertainments, etc.) 

Trade in goods and services includes: 

- domestic trade (trade in goods and services within the borders of the country) 

- foreign trade (trade in goods and services accross national borders of nation-

states). 
 

 

3.1.2. The Tools and Methods Used in Domestic Trade 

 

3.1.2.1. Types of trade: wholesale and retail   

 

As it was already explained in Section 2.2.6, there are two basic forms of trade: retail 

and wholesale. The trade system includes four major actors: the wholesaler, the 
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retailer, the producer and the consumer. Let’s review what these actors do (Figure 3.2). 

 
 

Figure 3.2: Retail and Wholesale Forms and the Factors Affecting Their Evolution 

 

Producers: 

The producer is the actor who produces goods for sale. The overall aim is to produce 

something that is ultimately valued by the consumer. Producers rarely sell their 

products directly to consumers, but they rather sell to traders – who can either be 

wholesalers, or retailers. 

 

Wholesalers: 

Wholesalers purchase new or second-hand goods from the domestic producers or 

from abroad, in large quantities, with the aim of selling them to retailers or to large-

scale users, e.g. industrial users, institutions, or even to other wholesalers. 

Sometimes a wholesaler actually purchases the goods and pays for them, other times 

it does not buy the goods but acts as an intermediary, helping to organise the 

transaction between the sellers and the buyers (i.e. acts as an agent). 

Wholesalers do not make a distinction between domestic and foreign partners, 

therefore foreign trade can also be considered as a wholesale activity (but with 

somewhat different features than domestic trade). 

 

The types of wholesalers are: 

 classical wholesalers, 

 traditional wholesalers (selling to retailers, partners who will re-sale the 

goods), 
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 Wholesalers with limited functions (cash and carry, Metro, self-service 

warehouses), 

 Agents, brokers, 

 Sales organisations, offices of producers. 

 

 

 

 
Figure 3.3: The Roles and Functions of Wholesalers  

 

 

Retailers 

 

Retailing includes all the activities that are involved in selling goods and services 

directly to consumers. 

 

Types of retailers include: 

- Retail stores, 

- Retail without stores, 

- Trade organisations, 

- Internet-based online trade, e-commerce. 
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Typical features of retail are: 

- Retailers deal with the products created by producers focusing on their utility; 

- The aim of retail is to satisfy consumer demand at a specific place and time; 

- Retail focuses primarily on the personal needs of the population; 

- Business entities often purchase materials or tools from retailers (e.g. 

chemicals, stationery, tools of small value, etc.). 

 

Let’s have a closer look at the various types of retaliers. 

 

Retail stores include the following store types: 

 

- Department store: selling a wide range of consumer goods, deep in 

assortment, arranged and sold in different departments. 

- Discount store: offering low prices on less fashionable branded products 

from a range of suppliers. 

- Drugstore: selling products related to household cleaning, bodycare and 

health-related items, often offering other services, too – in a store area of 

600-800 m2, in easily accessible locations. 

- Retail chain: selling the same line and assortment of products arranged in 

similar fashion, and operating under the same ownership. 

- Supermarket (with a store area of 500 - 2500m2). 

- Hypermarket (with a store area of 2500m2 or more). 

- Shopping center, mall: an integrated unit comprising shops  and other 

service facilities of varied types and sizes, operated together; these shops 

serve basically retail purposes, but they may also contain other service 

establishments ( e.g. restaurants) and entertainment facilities (e.g. a movie 

theatre). 

 

Various types of goods are typically sold by different types of retailers. The following 

list summarises the most frequent matches. The two major types of purchases are 

convenience goods and shopping goods (see Chapter 2). 

 

- Convenience goods are usually sold and purchased in traditional local retail 

stores, retails chains, supermarkets, hypermarkets and discount stores. 

- Shopping goods, on the contrary are rather purchased in specialised stores, 

department stores, and shopping centres. 
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Retail without stores includes: 

- Sales by agents or brokers 

- Direct marketing 

- Teleshop 

- Catalogue sales  

- Multilevel marketing 

- Sales by vending machines and kiosks 

- Street sellers 

- Mobile sellers 

- Online trade, webshops, e-commerce   

 

Retail by trade organisations is another specific retail form. These trade organisations are 

usually classified by the types of goods they sell: 

- Food items  

- Clothing and textile 

- Mixed assortments of goods 

- Chemical goods 

- Ironmongery, and glassware 

- Electricity and communications  

- Newspapers, stationery, books, decoration items, toys, watches, clocks, 

jewellery 

- Pharmacy and healthcare goods 

- Heating and construction material 

- Waste materials 

- Secondhand goods  

- Other non-classified specialised items. 

 

E-commerce (electronic commerce) is buying or selling products using online services 

over the internet.  Electronic commerce relies on the technologies of mobile 

communications, electronic money transfer, internet marketing, inventory 

management systems, electronic data interchange (EDI), and many others. 

 

Modern electronic commerce typically uses internet websites for at least some parts of 

the transaction, although it may use email communications, too. The transaction 

usually consists of selecting the product from a website, ordering through the website, 

arranging the way of the delivery and payment. The product will be delivered to the 
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buyer, and payment may be directly online before the delivery, or in cash at the time 

of delivery. Sometimes the customer receives information about the exact delivery 

time of the product by email, and email may also be used to inform regular customers 

about new products, new discount possibilities, in the form of newsletters. Online 

retailing is typical for the purchase of online books. Amazon is probably the largest 

web-based book-store, but today they deal with a lot of other commodities, too. 

Another favourite commodity sold online is music (directly downloaded from digital 

distribution sites, like the iTunes Store), but today the retail of clothes, electronics 

(computers, smartphones), household utensils, and nearly any item is available online, 

including non-perishable food and pharmaceuticals, too. Online auctions are exciting 

new features in e-commerce. There are giant global e-commerce companies which 

deliver worldwide both to individuals and to businesses, of which eBay, Amazon and 

Alibaba are probably the most popular ones.  

 

 
 

Figure 3.4: Popularity of Online Shopping 

 Share of people with least 1 online purchase in the past 12 month in Europe, 2018 

https://www.retailinsiders.nl/docs/77f3cdc4-38b2-4dd2-8938-cb4293cc8c19.pdf, (based on data from Eurostat) 

 

Online purchase is an increasingly popular form of retail, as internet access grows. 

However, there is still considerable difference between countries. As Figure 3.4 

illustrates, 82 % of the population have used e-commerce in 2018 in the Netherlands 

and Switzerland, while the same proportion is less than 30% in Croatia, Bulgaria, and 

Macedonia, although the access to internet is above 60% throughout Europe. 
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3.1.2.2 Global retail chains  

 

In the times of globalization most companies consider foreign markets attractive 

business opportunities in different countries of the world. Global retailing has 

emerged as a profitable opportunity for large companies that wanted to expand their 

activities from the domestic markets to other countries, and gain global recognition.  

With increasing consumer awareness, purchasing power, and changing preferences, 

commerce across the geographical boundaries have gained significance. The barriers 

of international trade have also been eased out in many countries to promote global 

trade practices. 

Global retailing means selling products (goods and services) across the geographical 

boundaries of countries to consumers in various parts of the world, often to overseas 

markets, with the aim of attaining global presence and recognition, and capturing 

business opportunities throughout the world.  

Global retailing is widely applied today by many big brands and organizations, to 

access potential markets in many countries. The brands ‘Intel’, ‘Facebook’, ‘Toyota’, 

‘IBM’, ‘L’Oreal’, ‘PepsiCo’ and ‘Domino’s’ are only a few examples well known 

everywhere. However, global retail companies dealing with all sorts of commodities 

are also well-known household names: Wal-Mart, Tesco, Metro, Carrefour, Praktiker, 

OBI, Aldi, Lidl, and many other hypermarket chains are among the biggest 

transnational companies, present worldwide.  

 

Global Retailing Strategies 

When a company intends to enter the global market, it has to plan and decide on a 

suitable business model or strategy by adequately analysing the potential market.  

 

Basically, four possible ways of going global are available, to choose from: 

- Organic: The company opens up its stores in different countries and starts to sell 

in many countries. It is a useful strategy if the potential market is culturally 

close and easy to enter. 

- Chain acquisition: The company may purchase another existing company which 

has multiple stores in the potential market or country, and thus becomes the 

owner of all these stores. This is a good strategy, when the target markets are 

complex and difficult to enter, but are culturally close. 

- Franchise: This is one of the most common strategies of global retailing, which 

will be discussed in more detail later. Briefly, franchising is a complete business 
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model, brand, procedures, copyrights, etc., that are offered to be applied in the 

same way in different countries.  It is a suitable strategy to enter culturally 

distant and accessible markets. 

- Joint venture: The company may decide to collaborate with already existing 

companies in different countries, and enter the markets of these countries 

through the home companies. This is a good strategy in countries which posses 

a high level of entrance difficulty and are culturally distant. 

 

Difficulties of going global 

When an organization moves from domestic to the global market, it has to deal with 

many problems and complexities: 

 

 Technology of communication and e-retailing: Companies today operating on an 

international level are judged by the efficiency of receiving and transmitting 

information, therefore they need to depend upon the technology and e-retailing 

platforms. 

 Language, and culture: While selling goods or services overseas, it is crucial for 

the company to be able to connect and communicate with locals or potential 

consumers, for which the knowledge of the local language, style and 

behavioural norms is a basic requirement. This is not simply an issue of 

translation, but involves a deep knowledge of culture, too. Culture deeply 

influences consumers’ values, their priorities for the goods or services, 

purchasing power and modes of shopping and payments.  

 Consumer empowerment: With the rapid change in technology, consumers have 

more and more choices, and they require better services, which makes it 

difficult for the companies to generate customer loyalty. 

 International shipping policies: The international (foreign) trading policies 

including customs and excise duty, taxes and rates, import-export policies, 

exchange rates, etc. mean a considerable challenge for the companies going 

global. 

 

Table 3.1. The Top Global Grocery Chains Listed by Their Overall Net Sales  

Company In-store net sales 

for 2019 

Online net sales 

for 2019 

1. WALMART $503 billion $49 billion 

2. COSTCO $151 billion $7 billion 

3. 7-ELEVEN HOLDINGS $120 billion  
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4. KROGER $119 billion  

5. SCHWARTZ GRUPPE $117 billion  

6. ALDI $108 billion  

7. CARREFOUR $106 billion $124 billion 

8. AEON $82 billion  

9. TESCO $82 billion $4 billion 

10. TARGET $71 billion $7 billion 
Source: Canadian Grocer website: http://www.canadiangrocer.com/top-stories/the-10-largest-food-retailers-in-the-world-by-

sales-89478 

 

 

3.1.2.3 A specific business model: the franchise 

 
Franchising is based on a marketing concept, in which one company, the franchisor, 

licences its know-how, procedures, intellectual property, and the use of its whole 

business model, including its brand and rights to sell its branded products and services 

to another company, the franchisee. The franchisee pays certain fees and agrees to 

comply with certain obligations, defined in a franchise agreement.  

 

For the franchisor, the use of a franchise system is an alternative business growth 

strategy, compared to expansion through newly established outlets (chain stores) 

owned by the company. Adopting a franchise system strategy for the sale and 

distribution of goods and services minimizes the franchisor's capital investment and 

liability risk, by involving the franchisee company’s capital, and legal obligations.  

Franchising is not an equal business partnership, the franchisor usually has some legal 

advantages over the franchisee. But under the circumstances of transparency, financial 

means and proper market research, franchising can be a vehicle of success for both 

franchisor and franchisee.  

 

Franchising is often used as a mode of entering a foreign market.  

 

The history of franchising 

 

The boom in franchising started after World War II, although early history goes back 

to 1886, when an enterprising druggist named John S. Pemberton in the USA concocted 

a beverage comprising sugar, molasses, spices, and cocaine. Pemberton licensed 

selected people to bottle and sell the drink, which was an early version of what is now 
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known as Coca-Cola. Pemberton developed a bottling procedure with lower unit costs 

for the bottlers, and gave this know-how to his partners. His was one of the earliest—

and most successful—franchising operations in the United States.  

In the early 20th century, as the United States shifted from an agricultural to an 

industrial economy, manufacturers licensed individuals to sell automobiles, trucks, 

gasoline, beverages, and a variety of other products, although the franchisees did little 

more than selling the products. The sharing of responsibility typical for contemporary 

franchising did not exist, and franchising was not a growth industry in the United 

States.  

Perhaps the father of modern franchising is Louis K. Liggett, who, in 1902, invited a 

group of druggists to join a ’drug cooperative’. About 40 druggists pooled $4,000 of 

their own money and set up their own manufacturing company, adopting the name 

’Rexall’, as a private label for marketing their products. The key to success was the 

lower unit production costs, which allowed lower prices.  Sales soared, and Rexall 

became a franchisor. The chain's success set a pattern for other franchisors to follow.  

In the 1960s and 1970s people with more entrepreneurial spirit began to discover the 

attractiveness of franchising, but there were serious pitfalls for investors, which almost 

ended the practice before it became truly popular.  

 

Fees, contract agreement, and obligations of the partners 

There are three main components of the payment made to a franchisor:  

- a royalty for the trademark,  

- reimbursement for the training and advisory services given to the franchisee,  

- a percentage of the individual business unit's sales.  

A franchise usually lasts for a fixed time period and serves a specific geographical area. 

One franchisee may manage several such locations. Agreements typically last from 

five to thirty years, with premature cancellation of the contract often bearing serious 

consequences for franchisees. No laws require an estimate of franchisee profitability, 

therefore, franchisor fees are typically based on "gross revenue from sales" and not on 

profits realized.  Various tangibles and intangibles such as national or international 

advertising, training, and other support services are commonly made available by the 

franchisor.  

 

Obligations of the parties 

Franchisor and franchisee have their specific interests to protect. It is the major interest 

of the franchisor to protect the trademark, the know-how and this determines the 

obligations of the franchisee. 
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The franchisee is obligated to carry out the services for which the trademark has been 

made prominent or famous, with a great deal of standardization required. The place 

of service has to bear the franchisor's signs, logos and trademark in a prominent place. 

The uniforms worn by the staff of the franchisee have to be of a specified design and 

colour. The service has to be in accordance with the pattern applied by the franchisor 

in the successful franchise operations. Thus, franchisees are not in full control of the 

business, as they would be in retailing. However, as the specific service requires the 

purchase of specific equipment, the franchisee gets assistance in this by the franchisor. 

When starting the franchise, the franchisee usually receives an initial training from the 

franchisor, the fee of which is covered by the initial franchise fee.  

The franchisee must carefully negotiate the license and must develop a marketing or 

business plan with the franchisor. The start-up costs and working capital must be 

known, and assurance must be provided that additional licensees will not crowd the 

"territory" if the franchise is worked according to the plan. Franchise agreements carry 

no guarantees and the franchisee has little or no recourse to legal intervention in the 

event of a dispute. Franchise contracts tend to be unilateral and favourable for the 

franchisor, and franchisees are required to acknowledge, in effect, that they are buying 

the franchise knowing that there is risk, and that they have not been promised success 

or profits by the franchisor.  

 

Advantages and disadvantages 

Franchising offers a possibility to the franchisor to access venture capital without the need 

to give up control over the operations of the chain. After the brand and formula are 

properly designed, franchisors, by selling franchises, are able to expand rapidly across 

countries using the resources of their franchisees while reducing their own risk. 

Although this way franchisors pass most of the risk to their franchisees, failure rates 

are much lower for franchise businesses than for independent business startups.  

 

The primary advantage for a firm looking to expand into new areas and foreign markets 

is, that the firm does not have to bear the development cost and risks of opening a 

foreign market on its own. It is the franchisee’s responsibility to handle these costs and 

risks, and build a profitable operation as quickly as possible. 

 

A primary disadvantage to franchising is quality control, as distance can make it difficult 

to detect whether the franchises are of poor or good quality. The franchisor wants its 

own brand name to convey a message to consumers about the quality and consistency 

of the firm's product, requiring the same consumer experience and quality regardless 
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of location or franchise status. A customer who had a bad experience at one franchise 

may assume that same experience can be expected at other locations. 

 

Advantages for the franchisee are: the access to an already successful trademark and 

marketing strategy, together with brand name, logo, the looks of the franchise, 

therefore the franchisee will have to introduce an internationally well-known name to 

a local market. This may require much less capital than to start up a completely new 

business. 

A disadvantage for the franchisee is, that there is little control over the marketing and 

product development, as there are typically set out in the franchise contract. The 

franchisee looses the freedom of an independent entrepreneur, and the success of the 

franchise depends on the bad business decisions of the franchisor, just as on bad 

performance of other franchisees. 

 

Some of the most popular international franchise brands are: 

- McDonald’s 

- KFC 

- Burger King 

- Pizza Hut 

- 7 Eleven 

- Marriott International 

- RE/MAX 

- Dunkin’Donuts 

- InterContinental Hotels and Resorts 

- SUBWAY 

 

 

3.1.3 Examples and exercises for Chapter 3.1 

 
The following examples and exercises will present data series about domestic trade in 

various countries. Carefully examine the data presented in the charts or the tables and 

try to answer the questions. 

 

 

Exercise 3.1.3.1  

Look at the following table. It contains retail sales values for various categories of 

goods in Hungary, from 2006 to 2018. Answer the questions listed after the table. 
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Retail sales by categories of goods (million HUF) 

Commodity groups 2006 2008 2010 2014 2016 2018 

Food  1 457 045 1 688 411 1 790 413 2 311 327 2 524 747 2 885 225 

Alcoholic beverages 230 324 250 192 251 447 311 616 308 152 343 868 

Non-alcoholic beverages 170 829 206 278 200 572 257 518 271 297 323 166 

Coffee 57 537 61 970 59 465 81 311 87 474 103 992 

Tobacco 171 442 229 427 244 308 534 924 587 586 681 821 

Pharmaceutical and medical goods 276 862 314 419 406 834 475 602 480 572 505 155 

Cosmetic and toilet articles 186 484 192 281 228 051 316 449 372 362 439 874 

Textiles, clothing goods 273 057 308 993 303 765 407 375 509 434 653 242 

Footwear, leather goods 101 598 108 675 117 625 171 379 206 350 240 185 

Furniture 158 377 156 069 124 240 110 740 137 815 188 251 

Household articles of textile materials 39 368 36 342 39 565 63 279 70 489 93 270 

Lighting equipments 56 488 43 750 58 189 62 117 54 378 74 627 

Household articles 91 570 86 353 76 847 83 169 99 392 113 614 

Durable electrical household  appliances 117 823 99 840 73 057 76 490 97 025 128 699 

Small domestic electric appliances 51 685 48 230 49 858 71 305 71 230 88 097 

Radio, TV and video equipments 113 787 97 249 67 041 73 103 76 894 94 989 

Audio, video tapes and discs 32 923 29 809 17 788 12 852 10 817 7 700 

Hardware 249 038 233 551 186 965 164 514 142 454 157 067 

Sanitary equipments 133 095 160 291 121 784 78 139 69 978 70 700 

Do-it-yourself materials and equipments 70 273 68 642 62 905 68 912 71 290 92 445 

Building materials 333 271 329 695 224 198 286 682 284 882 350 088 

Paints, resins and lacquers 56 065 67 816 54 190 63 155 66 699 81 800 

Books, news, stationery 209 196 150 498 145 337 135 077 145 754 140 496 

Information processing equipments 136 466 131 124 88 454 89 848 96 851 109 145 

Photographic, optical and precision equipments 37 746 30 225 27 973 44 421 48 105 48 760 

Wallpapers 6 671 5 850 4 873 4 877 5 099 6 144 

Floor coverings 36 229 29 683 25 910 16 301 23 116 33 282 

Household fuel 19 684 21 736 27 490 18 796 22 127 24 766 

Cleaning materials 113 014 115 154 147 748 170 194 181 614 190 760 

Second-hand goods 10 875 15 912 18 687 29 737 34 001 33 960 

Phones 72 756 61 655 48 116 54 471 67 840 140 839 

Watches, clocks and jewels 27 982 31 946 24 113 30 989 33 949 40 178 

Sports articles, games and toys  67 546 82 698 102 416 115 705 135 668 166 435 

Automotive fuel 1 129 165 1 312 647 1 358 798 1 624 201 1 461 197 1 857 649 

Other articles 480 402 459 109 421 039 379 818 404 339 492 962 

Retail trade, total 6 776 673 7 266 520 7 200 060 8 796 389 9 260 978 11 003 251 

New motor vehicles 888 424 784 046 386 593 360 100 402 193 476 915 

Second-hand motor vehicles 274 707 273 074 145 936 115 394 93 369 108 018 

New and second-hand motorcycles 28 988 24 310 16 307 6 580 8 408 8 737 

Motor vehicle parts and accessories 346 939 322 564 344 486 245 981 219 026 243 020 

Retail sale of motor vehicles 1 539 058 1 403 993 893 322 728 055 722 996 836 689 

Source: KSH, http://www.ksh.hu/docs/eng/xstadat/xstadat_annual/i_okfb004b.html 

 

Questions: 

i. Identify commodities that are related to the agricultural sector.  
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ii. Select commodities that belong to the categories of convenience goods, 

shopping goods, specialty products. Can you find anything that may be 

considered as an unsought good? 

iii. How much did the retail industry grow from 2006 to 2018? What is the average 

annual growth rate? 

iv. Can you find any category within the retail sector whose growth was higher or 

lower than the retail average? 

v. What is the growth pattern of the retail sale of motor vehicles? Is it different 

from the time pattern of retail trade total? Why? 
 

 

Exercise 3.1.3.2  

 

Look at the charts below. Explain what you see. What is the significance of food, 

drinks and tobacco within the retail industry in Hungary? 
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Exercise 3.1.3.3 

 

The table and the figure below describe retail trade in Hungary from 2004 to 2018 by 

retail shop type. Answer the following questions: 

 

i. Which types of shops show significant increase in their sales? 

ii. Which types of shops face considerable decrease in their sales? 

iii. Explain the situation of shops selling books and newspapers. 

iv. What happened with the „Mail order and internet” sales during the crisis of 

2008? Is it similar to other shop types? Why or why not? 

v. Automotive fuel sales revenues steadily increased from 2004 to 2018. Does it 

mean that sales volumes also increased? 

vi. What can you say about the situation of specialised and non-specialised food 

shops by the figure? 
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Sales of retail shops by type of shop (2000–) [Million HUF] 

Type of shop 2004 2008 2010 2014 2018 

Predominantly food and beverages 2 247 896 3 012 715 3 007 208 3 281 621 3 897 728 

Food, beverages and tobacco 215 201 280 228 312 142 898 729 1 193 944 

Specialized and non-specialized food 

shops, total 2 463 097 3 292 943 3 319 350 4 180 350 5 091 672 

Manufactured goods in non-specialized 

shops 276 878 292 838 232 125 276 322 431 897 

Textiles, clothing, footwear 344 523 406 095 389 209 479 560 701 798 

Furniture and electrical goods 1 218 622 1 196 824 1 053 730 956 829 1 015 661 

Books, newspapers 152 807 179 794 175 583 107 580 100 110 

Computer equipment and others  558 817 505 409 510 620 550 727 656 505 

Books, computer equipment and others, 

total 711 624 685 203 686 203 658 307 756 615 

Pharmaceutical and medical goods 179 049 293 283 311 580 358 271 459 091 

Cosmetics articles 65 446 111 571 134 192 192 227 285 220 

Pharmaceutical and medical goods, 

cosmetics articles, total 244 495 404 854 445 772 550 498 744 311 
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Second-hand goods  28 871 33 097 33 478 39 066 44 960 

Mail order and internet 23 624 35 820 46 029 177 820 543 209 

Non-food shops, total 2 848 637 3 054 731 2 886 546 3 138 402 4 238 451 

Total retail sales except automotive 

fuel 5 311 734 6 347 674 6 205 896 7 318 752 9 330 123 

Automotive fuel sales 822 773 1 210 478 1 272 696 1 629 825 1 897 004 

Total retail sales 
6 134 507 7 558 152 7 478 592 8 948 577 

11 227 

127 

Motor vehicles and vehicle parts sales 1 244 583 1 112 362 614 790 575 867 630 168 
Source: KSH, http://www.ksh.hu/docs/eng/xstadat/xstadat_annual/i_okfa007b.html 

 

Exercise 3.1.3.4 

 

The following tables show the number of commercial units operating in shopping 

centres and in hypermarkets.   

 

i. Compare the differences of shop structure, shop number, and  change by time; 

ii. Are there any shop types that decrease in shopping centres and increase in 

hypermarkets? Why? 

 

Number of commercial units operating in shopping centres, Hungary 

Activity groups 2004 2008 2012 2016 2017 2018 

Retail shops         
Specialized and non-specialized food shops 229 343 562 586 596 579 
Manufactured goods in non-specialized shops 124 155 181 200 207 215 
Textiles, clothing,  footwear 2 189 2 952 3 525 3 070 2 943 2 881 
Furniture and electrical goods 448 432 472 382 381 350 
Books, computer equipment and others 1 129 1 605 1 914 1 648 1 643 1 583 
Orthopaedic and vetenary goods, cosmetics 
articles 

144 293 402 383 386 376 

Second-hand goods  24 28 58 59 59 50 
Total retail shops 4 287 5 808 7 114 6 328 6 215 6 034 
Other units       
Motor vehicles and vehicle parts 24 22 25 17 18 20 
Catering units 642 789 1 060 898 915 899 
Tourism offices 53 64 .. .. .. .. 
Repair shops 41 73 .. .. .. .. 
Lending points 7 14 .. .. .. .. 
Wholesale shops 245 251 102 70 71 68 
Total other units 1 012 1 213 1 187 985 1 004 987 
Grand total 5 299 7 021 8 301 7 313 7 219 7 021 

Source: KSH, http://www.ksh.hu/docs/eng/xstadat/xstadat_annual/i_okk007b.html 
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Number of commercial units operating in hypermarkets, Hungary 

Activity groups 2004 2008 2012 2016 2017 2018 
Retail shops         
Specialized and non-specialized food shops 163 278 553 592 611 606 
Manufactured goods in non-specialized shops 48 34 44 51 65 71 
Textiles, clothing,  footwear 429 510 618 567 508 455 
Furniture and electrical goods 211 126 149 142 135 127 
Books, computer equipment and others 490 895 1 133 1 056 1 051 1 042 
Orthopaedic and vetenary goods, cosmetics 
articles 

61 
93 118 101 97 106 

Second-hand goods  3 17 73 54 48 52 
Total retail shops 1 405 1 953 2 688 2 563 2 515 2 459 
Other units       
Motor vehicles and vehicle parts 9 16 20 16 17 16 
Catering units 249 332 432 449 451 471 
Tourism offices 13 25 .. .. .. .. 
Repair shops 28 44 .. .. .. .. 
Lending points 5 1 .. .. .. .. 
Wholesale shops 9 7 6 13 15 12 
Total other units 313 425 458 478 483 499 
Grand total 1 718 2 378 3 146 3 041 2 998 2 958 

Source: KSH, http://www.ksh.hu/docs/eng/xstadat/xstadat_annual/i_okk008b.html 

 

 

3.2 Foreign Trade 
 

3.2.1 The Global Firm and the International Trade System 

 

A global firm is a firm that  

- operates in more than one country, 

- gains marketing, production, R&D, and financial advantages not available to 

purely domestic competitors,  

- and sees the world as one market. 

 

Global firms, when going global, will have to ask a number of basic questions: 

- What market position should we try to establish in our own country, in our 

economic region, and globally? 

- Who will our global competitors be, and what are their strategies and resources? 

- Where should we produce or source out our product? 

- What strategic alliances should we form with other firms around the world? 
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The International Trade System  

 

The international trade arena differs from the domestic one in many respects. The 

international market differs from the domestic market in the complexity of the 

customers, and the number and market power of the competitors, and basically, in all 

aspects of the business environment. The most severe differences are related to the 

access to the market. Many countries establish barriers that make it difficult for foreign 

companies to enter their national markets. These trade restrictions may just make it  

more expensive to enter a foreign market, but sometimes they may completely prohibit 

it. 

 

International trade can have many benefits over closed economies and self-sufficiency. 

It allows specialization according to the comparative advantages, and therefore, may 

lead to the most efficient utilization of natural resources. It allows access to 

commodities that a country would otherwise be unable to produce – due to climatic, 

or technological resources. By selling goods to a larger international market the 

economies of scale can be utilized, with the benefit of lower unit costs. Finally, it 

provides for comsumers a much wider variety of goods, while international 

competition forces producers to produce goods of better quality more efficiently. 

However, there are a few reasons, why international trade should be restricted. More 

developed and bigger foreign competitors make it impossible for newly established 

smaller domestic firms to learn and become successful – because they would 

immediately lose their market to the bigger and better competitors, and go bankrupt. 

There are national industries, which, although less efficient, than producers abroad, 

still provide employment to many workers, and going bankrupt due to better foreign 

competitors, make their former employees unemployed. The need for national 

independence make many countries sensitive to the issues of self-sufficiency in at least 

the most basic sectors, i.e. food, therefore the survival and profitability of the domestic 

food producers is a strategic issue, and foreign competitors would pose a serious risk 

to it. These, and some other reasons may justify the trade restrictions among countries. 

 

The most typical, and widely employed trade restrictions are tariffs, quotas, exchange 

controls and non-tariff trade barriers.  

- Tariffs are taxes on certain imported products designed to raise revenue or to 

protect domestic firms. 
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- Quotas are limits on the amount of foreign imports a country will accept in 

certain product categories to save its foreign currency stock, and protect 

domestic industry and employment. 

- Exchange controls are a limit on the amount of foreign currency exchange and 

the exchange rate against other currencies. 

- Nontariff trade barriers are biases against bids, or restrictive product standards 

that go against foreign product features. 

 

 

In spite of the justifications listed on behalf of international trade restrictions, most of 

the countries have worked on making international trade easier and better regulated. 

The first such set of rules were established in 1947 by 23 countries within the 

framework of the General Agreement on Tariffs and Trade (GATT). GATT was designed 

to promote world trade, by reducing tariffs between its member states, and ease other 

international trade barriers. GATT lived as long as 1995, and had 128 members by this 

date. In 1995 GATT changed into another international organization, the World Trade 

Organization (WTO). WTO was established with the aim of enforcing GATT rules, of 

mediating between countries in case of trade disputes, and of imposing trade sanctions 

on countries not complying with the trade rules. 

 

Although WTO promotes the idea of non-discrimination and equal treatment of 

nationals and foreigners, it allows for preferential treatment between groups of 

countries who have formed preferential trade zones for themselves. Free trade zones 

are groups of countries who maintain restriction-free international trade between each 

other, and deal with third parties in the same way.  

 

The largest regional free trade zones are: 

 

• European Union (EU), 

• North American Free Trade Agreement (NAFTA), 

• Asian Pacific Economic Cooperation (APEC ), 

• Association  of  South  East  Asian  Nations (ASEAN), 

• Common  Market  for Eastern and Southern Africa (COMESA), 

• Southern Common Market (of South-America - MERCOSUR). 
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Figure 3.5: Major International Trade Blocks in 2018 

https://lightmagazineafrica.com/2018/04/23/trade-blocs-importance.html  

 

 

3.2.2 The Global Marketing Environment and the Global Marketing Mix 

 

The global marketing environment 

 

The global marketing environment consists of countries with their differences and 

similarities. Regarding possible differences between countries the aspects of economic 

environment, the political-legal environment and the cultural environment are the 

most relevant ones to consider. 

 

The economic environment consists of countries classified by their industrial structures 

and income levels: 

Industrial structure:  

• Subsistence economies, 

• Raw material exporting economies, 

• Industrializing economies, 

• Industrial economies. 

Income distribution: (per capita income levels, by World Bank)  

• Low-income households (below $1026 per capita, in 2019), 

• Middle-income households (between $1026-$12375 per capita, 2019), 
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• High-income households (above $12375 per capita in 2019). 

 

The political-legal environment refers to the country’s attitude toward international 

buying, the level of government bureaucracy, the country’s political stability, and the 

monetary regulations valid in the country. 

 

The cultural environment consists of the business norms applied in the country, the 

cultural preferences, traditions, behaviours, and to what extent it is expected of new 

entrants to adapt to local cultural values and traditions rather than imposing their 

own. 

 

When a company decides to enter the global market, the choice of the target markets 

must be based on the careful analysis of the economic, political-legal and the cultural 

environments in the foreign target country. These environments may be completely 

different from the one the company was accustomed to at home, therefore the 

company will have to find out how to cope with the new environment. 

 

The Global Marketing Mix 

When entering the global market, the company has basically two choices regarding its 

global marketing programme. Either to apply a standardized marketing mix, i.e. selling 

the same products and using the same marketing approaches worldwide; or to use an 

adapted marketing mix, by adjusting the marketing mix elements in each target market, 

bearing more costs but hoping for a larger market share and return. The two 

approaches are built into the 4Ps in the following way: 

 

Product 

- Straight product extension means marketing a product in a foreign market 

without any change. 

- Product adaptation involves changing the product to meet local conditions or 

wants. 

- Product invention consists of creating something new for a specific country 

market. 

Price 

- Uniform pricing is the same price in all markets, but does not consider income or 

wealth, thus the price may be too high in some markets, or not high enough in 

others. 



 

137 
 

- Market-based pricing is the price that the market can pay, but does not consider 

actual costs. 

- Standard markup pricing is a price based on a percentage of cost but can cause 

problems in countries with high costs. 

 

Distribution Channels (Whole-Channel View) 

- Seller’s headquarters organization supervises the channel and is also a part of the 

channel. 

- Channels between nations move the products to the borders of the foreign nations. 

- Channels within nations move the products from their foreign point of entry to 

the final customers. 

 

Promotion: Companies can either adopt the same communication strategy they use at 

home, or change it for each market. 

 

Companies may apply a mix of standardised marketing tools and adapted marketing 

tools, as is presented in Figure 3.6.  

 

 

 
 

Figure 3.6: The Global Marketing Strategies 

 

3.2.3 Techniques of International Commerce 

 

International commerce is challenging compared to domestic trade for several reasons. 

The products themselves may not be equally suitable for the international market, or 

the markets in particular countries. Labelling and packaging should take into 
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consideration the customs and styles required by various countries, different cultures. 

Marketing activities should be modified accordingly. When the product is sold to a 

foreign country the way of payment will have to be agreed upon, including the form 

of payment and the currency to be used. Transportation usually involves a much 

longer distance than in domestic trade. For this longer distance it is often impossible 

to use one vehicle without the need to move the sold product from one mode of 

transport to another one (e.g. from a truck to a train, from a train to a ship, from a ship 

to a truck, etc.). When crossing the border, special customs duties arrangements are 

required, too. 

All these complications mean a more complicated procedure to make a sales and 

delivery contract. The contract should specify the price, and the services included in 

the price. The price may differ accordingly. The price is usually lower if the seller just 

hands over the product at the factory gate, and then all the issues related to transport 

are the responsibility of the buyer. If the seller takes up the task of delivery to at least 

a considerable distance, then the price is usually higher, as it will have to cover the 

transport costs, and also the risk of injury during the transport process.  

As there are so many varieties of the possible and feasible arrangements, a set of 

generally accepted rules of international trade and transport were set up for global 

use. As international trade contracts are written in a language that is often different 

from the native language of either the seller or the buyer, then the subtle details of the 

negotiations may be difficult to formulate. To avoid these difficulties, or 

misunderstandings, and make the international trade contracts easier and more 

straightforward, a set of international commercial terms have been established by the 

International Chamber of Commerce (ICC) and applied generally. These terms are 

called ’INCOTERMS’ (INternational COmmercial TERMS). Their core element is the 

concept of covering transportation costs, and covering insurance costs or costs of 

damage during the transport route. They are widely used in international commercial 

transactions and their use is encouraged by trade councils, courts and international 

lawyers. They define common contractual sales practices, and are intended primarily 

to clearly communicate the tasks, costs, and risks associated with the global or 

international transportation and delivery of goods, they define the respective 

obligations, costs, and risks involved in the delivery of goods from the seller to the 

buyer. Therefore, they are widely applied in international sales contracts, because: 

 

- they reduce the uncertainty caused by trade practices in different countries, 

- they simplify the negotiations involved in international commerce, 

- they ensure common understanding of obligations 
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The first INCOTERMS rules were set up in 1932, but since then several updates have 

been done, in 1953, 1967, 1976, 1980, 1990, 2000, and 2010. The current, ninth version, 

Incoterms 2020, is valid since 1st January 2020 (see Table 3.2). 

The Incoterms rules contain four categories, the E-terms, the F-terms, the C-terms and 

the D-terms. The E-terms require the least involvement from the seller, the D-terms 

require maximum involvement from the seller. These classification groups are defined 

by answering the following questions: 

- Who is responsible for the main carriage – the buyer or the seller? 

- If the seller is responsible for the main carriage, where does the risk pass from the 

seller to the buyer – before the main carriage, or after it? 

 

Table 3.2: INCOTERMS 2020 
Category Transport 

mode 
Name Code Explanation 

E
  -

  B
uy

er
 

re
sp

on
si

bl
e 

fo
r 

al
l c

ar
ri

ag
e 

an
y Ex works 

 
EXW 

This rule places minimum responsibility on the seller. 
The seller merely has to make the goods available, 
suitably packaged, at the specified place, which is 
usually the seller’s factory or depot. 

F 
B

uy
er

 a
rr

an
ge

s 
m

ai
n 

ca
rr

ia
ge

 

an
y 

Free 
Carrier 

 
FCA 

A very flexible rule that is suitable for all situations 
where the buyer arranges the main carriage. 
The seller is responsible for export clearance; the buyer 
assumes all risks and costs after the goods have been 
delivered at the named place. 

se
a 

&
 in

la
nd

 
w

at
er

w
ay

 o
nl

y 

Free Along-
side Ship 

 
 

FAS 

In practice it should be used for situations where the 
seller has direct access to the vessel for loading, e.g. bulk 
cargos or non-containerised goods. (For containerised 
goods, consider “FCA” instead.)  
Seller delivers goods, cleared for export, alongside the 
vessel at a named port, at which point risk transfers to 
the buyer. The buyer is responsible for loading the 
goods and all costs thereafter 

se
a 

&
 in

la
nd

 
w

at
er

w
ay

 o
nl

y 

Free On 
Board 

 
FOB 

In practice it should be used for situations where the 
seller has direct access to the vessel for loading, e.g. bulk 
cargos or non-containerised goods. (For containerised 
goods, consider “FCA” instead.) 
Seller delivers goods, cleared for export, loaded on 
board the vessel at the named port. Once the goods have 
been loaded on board, risk transfers to the buyer, who 
bears all costs thereafter. 
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C
 

Se
lle

r 
ar

ra
ng

es
 m

ai
n 

ca
rr

ia
ge

, b
ut

 r
is

k 
pa

ss
es

 b
ef

or
e 

m
ai

n 
ca

rr
ia

ge
 

an
y 

Carriage 
Paid To 

 
 

CPT 

The seller is responsible for arranging carriage to the 
named place, but not for insuring the goods to the 
named place.  Delivery of the goods takes place, and 
risk transfers from seller to buyer, at the point where the 
goods are taken in charge by a carrier. 

an
y  

Carriage & 
Insurance 

Paid to 
CIP 

As with CPT, delivery of the goods takes place, and risk 
transfers from seller to buyer, at the point where the 
goods are taken in charge by a carrier.  

se
a 

&
 in

la
nd

 w
at

er
w

ay
 

on
ly

 Cost and 
Freight 

 
CFR 

In practice it should be used for situations where the 
seller has direct access to the vessel for loading, e.g. bulk 
cargos or non-containerised goods. (For containerised 
goods: use ‘CPT’ ) Seller arranges and pays for transport 
to named port. Seller delivers goods, cleared for export, 
loaded on board the vessel. Risk transfers from seller to 
buyer once the goods have been loaded on board, i.e. 
before the main carriage takes place. Seller is not 
responsible for insuring the goods for the main carriage. 

se
a 

&
 in

la
nd

 w
at

er
w

ay
 o

nl
y 

Cost Insur-
ance and 
Freight 

 

CIF 

In practice it should be used for situations where the 
seller has direct access to the vessel for loading, e.g. bulk 
cargos or non-containerised goods.(For containerised 
goods, consider ‘CIP’ instead.) 
Seller arranges and pays for transport to named port. 
Seller delivers goods, cleared for export, loaded on 
board the vessel. Risk transfers from seller to buyer once 
the goods have been loaded on board, i.e. before the 
main carriage takes place. Seller also arranges and pays 
for insurance for the goods for carriage to the named 
port. As with “CIP”, the rule only require a minimum 
level of cover, which may be commercially unrealistic.  

D
 

Se
lle

r 
ar

ra
ng

es
 m

ai
n 

ca
rr

ia
ge

, r
is

k 
pa

ss
es

 a
ft

er
 m

ai
n 

ca
rr

ia
ge

 

an
y 

Delivered 
at Place 

Unloaded 

 
DPU  

The seller is responsible for arranging carriage and for 
delivering the goods, unloaded from the arriving 
conveyance, at the named place.  Risk transfers from 
seller to buyer when the goods have been unloaded. 
‘Terminal’ can be any place (a quay, container yard, 
warehouse, etc.) The buyer is responsible for import 
clearance, duties and any applicable local taxes. 

an
y 

Delivered 
At Place 

 
DAP 

The seller is responsible for arranging carriage and for 
delivering the goods, ready for unloading from the 
arriving conveyance, at the named place. Risk transfers 
from seller to buyer when the goods are available for 
unloading; so unloading is at the buyer’s risk. The buyer 
is responsible for import clearance and any applicable 
local taxes or import duties. 

an
y 

Delivered 
Duty 
Paid 

 

DDP 

In practice it should be used where the seller has direct 
access to the vessel for loading, e.g. bulk cargos or non-
containerised goods. (For containerised goods, consider 
“ FCA” instead.) Seller delivers goods, cleared for 
export, loaded on board the vessel at the named port. 
Once the goods have been loaded on board, risk 
transfers to the buyer, who bears all costs thereafter. 

Source: ICC, 2019 
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The four groups in relation to responsibility for main carriage and risk transfer are:  

- Buyer is responsible for all carriage: EXW. 

- Buyer arranges main carriage: FAS; FOB; FCA. 

- Seller arranges main carriage, risk passes after main carriage: DPU; DAP; DDP. 

- Seller arranges main carriage, but risk passes before main carriage: CFR; CIF; 

CPT; CIP. 

 

According to INCOTERMS 2020 the 11 transport modes are divided again into two 

main groups: 

- rules for any transport mode (EXW, FCA,  CPT,  CIP,  DPU,  DAP, and  DDP), 

- rules for sea and inland waterways only (FAS, FOB, CFR, CIF) – and only for 

bulk cargos, not for containerised goods. 

 

To understand the differences of the various categories it is useful to review the 

complex procedure of an international commercial delivery process.   Figure 3.7 shows 

the logistic procedure of an international delivery, illustrating the possible 

applications of the relevant INCOTERMS rules. 

 
- Figure 3.7: Application of the Incoterms Categories in Global Logistics 
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3.2.4 Examples and Exercises for Chapter 3.2  

 
Exercise 3.2.1 

 

The importance of trade in the global economy is illustrated by the world trade 

statistics available at the website of the World Trade Organisation. The following 

figure and table illustrate the main trends, and the shares of various regions. 

 

 
Value of world exports by major product groups from 2006 to 2018  

(Source: www.wto.org) 

 
Merchandise exports by product group and destination – annual (Million US dollar) 

Product/Sector code – sector name 2012 2014 2016 2018 
SI3_AGG - AG - Agricultural products 1655099 1752575 1579410 1806904 
SI3_AGG - AGFO - Food 1369778 1479958 1351779 1532499 
SI3_AGG - MIFU - Fuels 3399965 3061385 1476418 2407601 
SI3_AGG - MAIS - Iron and steel 482478 470719 343794 470735 
SI3_AGG - MACH - Chemicals 1960336 2048737 1816103 2237154 
SI3_AGG - MACHPH - Pharmaceuticals 509901 552072 538959 636731 
SI3_AGG - MAMT - Machinery and transport 
equipment 5789595 6158252 5728605 6763743 
SI3_AGG - MAMTOF - Office and telecom 
equipment 1708540 1800278 1681285 2056284 
SI3_AGG - MAMTOTEP - Electronic data 
processing and office equipment 562342 535204 469854 604747 
SI3_AGG - MAMTOTTL - Telecommunications 
equipment 658130 731424 685410 748843 
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SI3_AGG - MAMTOTIC - Integrated circuits 
and electronic components 488068 533650 526020 702695 
SI3_AGG - MAMTTE - Transport equipment 1972622 2115722 2032606 2253010 
SI3_AGG - MAMTAU - Automotive products 1303965 1405174 1365144 1547075 
SI3_AGG - MATE - Textiles 282816 312819 281015 312644 
SI3_AGG - MACL - Clothing 415785 483908 444100 494076 
SI3_AGG - AG - Agricultural products 67991 60376 59725   

https://data.wto.org/ 

 

i. Compare the value of world trade in the major products groups 

(manufactured goods, fuels and mining products, agricultural 

products) between 2012 and 2018.  

ii. Assess the time patterns of the trade values. How large is the average 

growth of the various product groups from 2006 to 2018?  As the growth 

is uneven, try to explain the periods of decline around 2008 and 2015.  

 

 

Exercise 3.2.2 

 

Look at the following table of merchandise trade by world regions.  Can you see any 

differences between various parts of the world?  

 

Merchandise trade by region, 2015 (US$ billion, and percentage) 

Region 

Exports Imports 

US$ 

billion 

Share in 

world, % 

Annual % 

change 

US$ 

billion 

Share in 

world, % 

Annual % 

change 

2015 2014 2015 2014 2015 2015 2014 2015 2014 2015 

Developing 

economies’ 

6934 43.6 43.4 1 -14 6664 41.0 40.9 0 -13 

Latin America 920 5.9 5.8 -3 -15 1027 6.2 6.3 -1 -11 

Developing Europe 169 1.0 1.1 4 -9 247 1.5 1.5 -3 -14 

0Africa 388 3.0 2.4 -8 -30 559 3.5 3.4 2 -14 

Middle East 841 7.0 5.3 -4 -35 707 4.2 4.3 2 -10 

Developing Asia* 4616 26.8 28.9 4 -7 4124 25.6 25.2 1 -14 

Developed economies 8550 52.4 53.5 0 -12 9290 56.3 56.9 1 -11 

Commonwealth  of 

Indep’ States (CIS) 

500 4.0 3.1 -6 -32 345 2.7 2.1 -11 -32 

World 15985 100.0 100.0 0 -14 16299 100.0 100.0 1 -13 

*: Excluding Hong Kong (China) re-exports or imports for re-exports 
 (Source: www.wto.org) 
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The share of world export of manufactured goods is shown by product groups for 2017 

in the following figure.   

 

i. Which sectors are responsible for the largest numbers of employment?  

ii. Are these sectors important in your country?  

iii. How does employment relate to exports? 

 

 
World exports of manufactured goods, 2017 (% share) 

Source: www.wto.org 

 

 

 

Exercise 3.2.3 

 

The following two charts show the top agri-food exporter and importer countries of 

the world for 2016, 2017 and 2018.  

 

i. Compute the agri-food trade balance for the EU, the USA and China.  

ii. Explain why the same country is an important exporter and an important 

importer of the same products (agri-food goods). 

iii. Compute the shares of the presented countries in export and in import for 

2018. 
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Top world agri-food exporters and importers (billion EUR) 

Source: EC, 2019. 
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Exercise 3.2.4  

 

Compare the structure of agri-food exports and agri-food imports of the EU.  

 
Main categories of EU agri-food exports in 2018. (Source: EC, 2019) 

 

 

 
 

Main categories of EU agri-food imports 2018. (Source: EC, 2019) 
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Exercise 3.3.5 

 

Compare the structure of agri-food imports of the EU from the US and from China in 

2018. 
 

 

Main categories of EU agri-food imports from China in 2018. (Source: EC, 2019) 

 

 

Main categories of EU agri-food imports from the US in 2018. (Source: EC, 2019) 
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