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INTRODUCTION AND. THE PURPOSE OF THE STUDY




CHAPTER 1

INTRODUCTION AND THE PURPOSE OF THE STUDY

INTRODUCTION

The importance of exporting for British manufacturers and the
British economy is so obvious as to require little evidence.
At the national level, the importance of exports emerges from their
share of Britain's Gross National Product (GNP) if compared with
other industrial countries. Table 1.1 shows that the share of

Britain's GNP exported exceeds many of its leading industrial

rivals.
Table 1.1
Percentage Share of GNP Exported (1979)
Country A
U.K. 25
France 17
W. Germany 15
UISIAI 7
Japan 7
Source: Based on Statistics from International Economic

Report of the President, 1980.

Such importance has le 'd several writers to suggest that the

future of Great Britain as an industrial power is largely dependent

(1)

upon its success in the field of exports. Cannon and Dawson,



for example, argued that "specific events such as the exploitation
of North Sea 0il can reduce this dependence temporarily. Any
physical, natural resource such as oil is invaluable but it has a
specific life span. Long term prosperity is dependent on the
U.K.'s ability to employ the resource and any economic breathing
space it provides in order to establish a long term besis for
success. Inevitably, this prosperity is a function of the
country's industrial competitiveness, hence the critical importance

of exports'.

At the firm's level, exporting may be a necessary activity for

(2) (3)

the firm's growth and profitability. Day and Cooper et al.
indicated that through exports the firm may-‘gain one or more of the

following advantages:
(a) A larger total market, leading possibly to economies of
scale.

(b) A more rapid growth rate, if overseas markets are

offering better opportunities than the home market.

(¢c) Overcoming problems of the recession in the home

market.

(d) Reducing risk by diversification of markets.



Despite its importance, exporting has been little studied
especially from a marketing viewpoint. '"If export performance
is to improve ... more needs to be known about management attitudes,
marketing methods ... and the structure of effort and profitability

(4)

which make for success in exporting."

The relative weakness of exporting as an area of study is also

(6)

demonstrated from the writings of Baker(S) and Tookey. Baker
pointed out that the study-of exports has strongly concentrated
hitherto on procedures. Tookey indicated that although exports

are crucial to the British economy, it is surprising to find the

export function in the manufacturing firm has been little studied.

However, the present research tries to take the study of
exports out of the area of procedures and firmly into the mainstream
of marketing, endorsint to some extent the growing body of research
evidence that marketing plays an important role in developing
export markets as is the case in developing home markets.

(7)

Rothwell, from his study of several sectors of the

mechanical engineering industry, concluded that the technical

quality of the product determines its competitiveness in export

markets. The importance of price in exports is brought out in a
(8) . (9)

number of government reports., The NEDC Report demonstrated

the importance of non-price factors (e.g. distribution, delivery,



and service) on contributing to success in exporting. Ricks

.(10) and Michell(ll) emphasised the relationship between

effective promotion and higher export performance. Piper,(IZ)

(13) (14

Luft et 2al. and Kalfayan

highlighted the importance of

meeting foreign needs for success in exporting.

However, the available literature on British exporting
suggests that a selling approach (i.e. focusing on achieving short-
term profitability rather than meeting foreign needs) still pre-
dominates in British exports. Baker,(IS) from his analysis of the
recent trends in U.K. trading performance, argued that 'there
appears to be a pernicious and debilitating tendency to encourage
short-term expediency at the expense of long-term prosperity ...
many overseas sales are entered into on a marginal basis (to dispose
of excess domestic capacity necessary to achieve maximum production
economies, to bolster domestic prices) or to get rid of declining

products which are obsolescent in the context of competition in the

home market''.

The ITI Research (1975)(16) concluded that '"... generally the
British approach to selling abroad seems devoid of marketing logic
and that too many company managements treat foreign market potent-

ial in a way that they would never accept for the home market'.



The emphasis given to price in British exports demonstrates
the minor role given to the importance of non-price factors by
British manufacturers. The NEDO Report on International Price

(17)

Competitiveness said "British industry still places too much

emphasis on the price competitiveness of its products and seriously
under-rates the importance of non-price factors such as delivery,

design, after-sales services and credit facilities'.

L

18)

Mcfarlane pointed out that even among successful exporters

market research is often neglected, price is frequently cost
orientated, there is a reluctance to meet market needs and little

attention is given to effective promotion.

The selling approach adopted by British exporters is also

(19)

confirmed by Blood who concludes that "there is still far too
little attention given to marketing", and there is 'little or no

evidence of any special training or preparation for the highly-

specialised and expert task of modern exporting'.

Therefore, there is a real need to apply the concept of
marketing in exporting if British firms are to retrieve and main-
tain theilr traditional competitiveness in the world market.

(20), in his very recent work "Maxims for Marketing in the

Baker
Eighties", emphasised that "Marketing is only ome factor, albeit a

critical one, in ensuring commercial success ... true success can



only occur where those responsible for the direction of the enter-

prise are marketing orientated".

(21)

Cannon adopts a similar view when he said ''success will

go to the firm which opts to base its policies on an understanding
of the market and its needs, drives and choice processes, rather

than trying to impose home marketing overseas regardless of

circumstances'.

Taking account of the above facts, the main concern of this
research i1s to identify the extent to which marketing could
contribute to export success in general and help in retrieving and
maintaining the traditional competitiveness of British products in
export markets in particular. A model of export success has been

conceptually developed and practically examined by this study, as

will be seen.

The Aim of the Study

The main object of this study is to identify those factors
that could be taken as a basis for explaining export success (i.e.
why some firms are competitive in exporting, while others are not).
In the course of such inquiry, it is suggested that higher export
performance could be attributed to the following three major sets

of factors:



First: 1identifying the market needs and developing the

optimum mix. In this respect, special consideration is given to
the contribution of market research, superior quality and design,

efficient services, competitive prices, efficient promotion,

reliable delivery, and relationship with overseas agents.

Second: identifying the environmental differences prevailing
between home and foreign markets and adapting marketing efforts to
sult these differences. 1In this respect, special consideration 1is

given to cultural, economic, and technological differences and the

strategy adopted in facing these variations.

Third: the approach adopted in exporting, i.ei the long-

sighted approach that focuses on achieving long-term profitability
through the satisfaction of the buyer's needs rather than focusing
on getting more sales from abroad and achieving short-term

profitability and placing the foreign customer at the end of the

exporting process.

These factors, though distinct, are inter-related and a model
has been developed to encompass them in their relation to higher
export performance. The model will be explained later in
Chapter 6. However, a brief explanation of its dimensions here may

shed more light on the objective of the study as well as on the link

between these interacting variables.



This model proposes that export success can be attributed to

the following:

First: ''All elements of the export marketing mix'. However,

the model suggests that the contribution to export success varies
from one element to another. As will be shown during the

conceptual part of this thesis, non-price factors, especially product
quality and design, are found to be more important than the price
factor in achieving competitiveness in exporting. Therefore, it

1s suggested that price is just one element of the mix and is only
relevant in the context of other elements, such as reliability,

after-sales service and delivery.

Second: '"A degree of adaptation to foreign needs". As will
also be shown later on in this thesis, marketing factors are
applicable everywhere. However, the importance of these factors
varies from home to foreign markets because of the environmental
differences prevailing between them. Cultural, economic, and
tecbnological variations between home and export markets are found
to have an obvious impact on the importance of the various elements
of the marketing mix, and consequently on the attaimment of success
in exporting. Therefore, it is postulated that marketing
programmes which are geared to the needs of the home market may be
inappropriate to suit the needs of foreign markets and a degree of

marketing adaptation is needed. To avoid the need for costly
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adaptation, the model suggests that exporting firms can seek
foreign markets which, whilst having satisfactory potential, are
similar in their requirements to their home markets and use their
products and other marketing efforts employed at home in selling to

these selected markets.

Third: "A positive view of exporting'". The model also

proposes that competitiveness in exporting can be made if company
managements change their view toward exporting from a marginal
activity (which depends heavily on disposing of the surplus of

home production) to a basic activity that requires more commitment
to foreign needs. Consequently, exporting may provide them more
profitable business than selling at home, especially at the present

time where there is an obvious recession in the British market.,

1980's Queen's Award winners were chosen as a suitable sample
for study as they clearly met the criterion of "successful exporting
firms'". The frame used in contacting those winners was the
Supplement to the London Gazette of Friday, 18th April, 1980.

The Supplement gives the names and addresses of the 87 recipients
of the award. Products and services exported by these winning
firms were obtained from the Financial Times, 21st April, 1980.
The questionnaire, together with a covering letter describing the

objective of the study, was mailed to the managing director of each

of these 87 firms. The letter asked him or his senior colleague
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to complete the enclosed questionnaire, and in return for their
help we would send them a copy of the summary of the findings

prior to publication.

Taking the firm as a unit of analysis in this study, 66 firms
responded to the questionnaire - 76% of all the firms which

received a Queen's Award for Export Achievement in 1980.

The study 1s organised into nine chapters, the first of which

1s the introduction.

Chapter 2 reviews briefly the literature pertaining to
"International Trade Theories', as an economic background for a
discussion of export marketing per se, and then distinguishes

between the three debating terms (exporting, intermational
marketing and international business) in the literature of inter-

national marketing.

Chapter 3 examines similarities and differences between
home and export marketing and the extent to which the importance
of marketing factors varies from home to export markets because of

environmental differences prevailing between them,

Chapter 4 examines the alternative strategies adopted by

exporting firms in facing these differences.
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Chapter 5 reviews the association between the various aspects
of marketing and export success and examines the main features of

the British approach adopted in exporting.

Chapter 6 gives an overview of the theoretical dimensions of
the study, the variables composing a model of export success, and

the research hypotheses that will be tested.

Chapter 7, design of the field ;tudy, is a bridge between the
theoretical framework and the empirical findings. It presents
an overview of the characteristics of firms under investigation,
criteria of export success, the development of the questionnaire
and its suitability, the response rate, and preparation for the

quantification of the collected data.

Chapter 8 presents the findings of the field study, showing
the statistical techniques used in analysing the data, and which

hypotheses were confirmed and which were not.

Chapter 9 summarises the findings of the study, discusses 1its
implications as well as its limitations, and suggests areas for

further research in exporting.
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CHAPTER 2

EXPORTING AND INTERNATIONAL MARKETING

INTRODUCTION

Before examining the role of marketing in exporting, it seems
appropriate to point out what does the term "exporting' mean?,
particularly when there is still some confusion between this term
and other terms in the literature of international marketing.

Some researchers and businessmen still view the term exporting as
synonymous with the term "international marketing' and others

regard 1t as meaning the same as ""international business''.

Accordingly, this chapter will be devoted to distinguishing
between these three terms in order to clarify their true meaning.
In order to make such distinction, it will be helpful if one
reviews first the theories of international trade as an economic
background for a discussion of exporting and international marketing,
Having done this, one turns to distinguish between exporting and
international marketing on one hand and international marketing and
international business on the other, followed by a discussion of the

importance of exporting for both the nation and the firm as well as

the decision to export.

The above issues will be presented into three sections:
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First: Theories of international trade.

Second: Distinction between exporting, international

marketing, and international business.

Third: Decision to export.
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Section One

Theories of International Trade

In this section we will review the theories of international
trade, their current trends, as well as their advantages and

disadvantages.

Theories of International Trade

Adam.Smith(l) in the "Theory of Absolute Advantage'' stated that
it would be of obvious advantage to two countries if they specialised

in the commodity in which each country had an absolute advantage.

Problems emerge, however, when one country is more efficient
than the other in manufacturing every product. The question of

whether there is still any point in trading arises.: The '"Theory

(2)

of Comparative Advantage' developed by Ricardo may give an answer

to this question. This theory assumes that even a country with an
absolute advantage for all goods will benefit from specialisation
in those goods where it is relatively most effective, importing

those commodities in which it has a comparative disadvantage.

In fact, the proposition upon which this theory was based has
come under increasing criticism. The failure of the theory to

explain why comparative cost advantages differ between countries was

(3)

examined by Heckscher and by Ohlin(4)_ The "Heckscher-Ohlin
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Theory of Trade' ;r the "Factor Endowment Theory of Trade' proposes

that a country will export the commodity in which its most abundant

factor is used relatively intensively and import the commodity which
incorporates the factors wifh*which 1t 18 least endowed., The

Stopler-Samuelson Theory(S)

1is closely associated with the
"Heckscher-Ohlin'" model. This describes the effect of protection

cun relatively scarce factors. )

The improving methods of investigation have led to a growing
number of empirical studies of the theory of Comparative advantage

'9(6) study of the

and the hypotheses deriving from it. -MacDougall
pattérns of exports of the U.S. and the U.K. provided considerable
support for this approach. It demonstrated that where the U.S.
output per worker was twice that of the U.K., the U.S. éﬁport
performance was significantly superior to the U.K.'s. Where the
superiority did not exist the pattern of trade reversed. However,

(7)

later study conducted by Leontief identified paradox. It
demonstrated that the U.S. which was generally seen as an economy
relatively abundant in capital and less well endowed with labour,

tended to import capital intensive items and export labour intensive

items.

-
e

There has been considerable debate on the above theory.

This may be due to the assumptions upon which it was based.

Specific problems emerged from these assumptions. These are as

follows:
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1. TFactors of production, although mobile domestically

are immobile internationally.

2. Perfect competition prevails, particularly free

entry into the market and product homogeneity.

3. Consumer patterns are similar.

4., Production patterns are constant,

5. There are only two trading countries with two commodities

and with two production factors.

Examination of the economic literature may indicate the

invalidity of these assumptions:

1. Factors of production: capital, labour, and technology
are also mobile intermationally. Baloghca) highlights that
"relative factor endownments and comparative costs are,
therefore, continually changing as a direct result of the
very grade to which their divergencies as between countries

allegedly (viz. Heckscher-Ohlin) give rise".

2. Imperfect competition through product differentiation,
government control and action and other forces exists

& ¢ ] (9)
(perhaps dominates international trade). Trade and Industry

indicated that "it has been announced by the Egyptian authorities

that at present import licences are unlikely to be granted for a

wide range of items that are either produced or manufactured

locally'.
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3. Consumption patterns differ widely from country to

(10)

country. Marketfact showed that '"prospects remain
bright for the cassette tape market, but cartridge systems, so
popular in the U.S, appear to be on the way out of the U.K.

market''.

4., Patterns of production are continuously affected by
factor endowments and can thus use alternative factors.

(11) said that "it is clear that Leontief's

Mason et al.
study could err in its conclusion because the orderings
of industries by capital intensity are different from

the U.S. and other countries, especially countries where

the relative cost of labour 1is less than the U.S."

5. Trade takes its place between many countries (at

least more than two countries and this against what the above
theory has assumed). It is true by definition that trade
between nations of the world, involves a wide variety of
goods and services which use many different production

factors.

Regarding point (5) above, it should be mentioned that economic

literature has moved in the direction of considering more countries,

more commodities and more production factors. Tohuson(lz), for

instance, highlighted that the introduction of third commodity

influences the possibility of factor price equalization.
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Current Trends in International Trade

Since the end of the Second World War a number of major trends

in international trade have taken place, some were aimed to impede

trade and others to facilitate 1it.

On the part of trade barriers, the most important obstacle 1is
governmental policies which aim at controlling trade in various
ways. The range of methods which governments use for restricting
imports and reducing competition in their own market is very
substantial. To improve their balance of payments and to
discourage imports, governments tend to impose high tariff rates on
products entering their home markets. Even as tariffs have
recuded in recent years, other non-tariff barriers seem to be

used to limit imports.

Non-tariff barriers are all obstacles placed in front of
prospective importers which are not incorporated in formal tariffs.
These obstacles range from specific trade practices and
regulations to limit competition to different levels of skill

and willingness to adapt to the market needs.

Many central planned economies have complete control of

their trade through government organisations, and the scope of trade
(13)

is often defined by bilateral agreements with other governments



23

With respect to regulation and language barriers, Japan is a
very clear example. The Japanese ‘are often accused of conscious
attempts to impede would-be importers by "Japanese methods of
negotiating and the complexities of Japanese law and language' as
well as by specific actions placed to limit imports in certain

areas. (14)

Even within grouqings such as the EEC, there are similar
- obstacles to limit imports. A report from the EEC, where the
common agricultural policy has produced a great control over
exports of agricultural goods within the community and these have

later been modified to take into consideration the effects of

.currency revaluation, suggests that in the face of all these

regulations, some exporters of agricultural products have simply

"eiven up".(IS)

Another form of non-tariff barriers is the national
preferences given to the local product at the expense of imported
products. Tariff reductions prevailing between EEC's have only a
limited influence in the face of national preferences and trading
advantages by local firms. The "buy British" policies often
adopted byﬂgovernment departments, bf authorities and by firms are
real barriers to foreign firms, Italians always prefer their own
goods, the French are "fiercely patriotic', and the Germans never
buy foreign goods when they can buy "German", are all frequent non-

(16)

tariff barriers reported by U.K. exporters.



24

From the cases of EEC's, it 1is clear that as fast as tariffs
are removed, non-tariff barriers exist, thus holding back progress
torwards the "'single home market'" goal of the member states. These
are problems which the exporter must find solutions to by adequate

marketing in all spheres.

On the other hand, two major developments to reduce the barriers
to trade have taken place. First, and probably the most important
attempt to facilitating trade is GATIT (the General Agreement on Trade
and Tariffs). GATT aims at removing the obstacles of trade.

It provides the framework for negotations on reducing tariffs and
other trade barriers. It also identifies the use of import

quotas as a temporary instrument in balance of payment emergencies.
In addition, it stresses on the ''mon-discrimination' policy.

Such policy which means that all countries should be treated equally
and no preferential treatment be given to any of them except for
groups of countries, free trade areas, and customs unions that

(17

intend to completely abolish all tariff barriers between them.

Second, but on a narrower base, is the establishment of trade
groupilngs. These organisations can have several forms such as
customs unions, free trade areas, and economic unions. These forms
comprise an arrangement between a group of countries to abolish all
tariff and other trade barriers on each other's exports and imports,
and also include a common tariff towards the rest of the world

(18)

countries. The most diffused form of the trade groupings 1s
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the economic unions such as EEC. The EEC is now only one, but
probably the most powerful, of a number of similar groupings
throughout the world such as LAFTA (Latin American Free Trade Area),

EAC (East African Community) and WIAS (West Indies Associated States).

The net effect of these recent developments in trade may
strengthen the position of firms which are prepared to commit
themselves to export markets rather than the home market. Taking
U.K. firms as an example, they can exploit the increased opportunities
within other EEC countries. They will be helped by the growth of
common standards for their products and they will have a wider
range of methods of operating overseas open to them. These will
be enhanced by the freedom of movement of goods, services,

individuals and capital, which has been established between the U.K.

and its partners in the EEC.

Advantages and Disadvantages of International Trade Theories

Theories of international trade highlight many of the
advantages of international trade. They specify certain of the
preconditions for mutually profitable activity between traders.
"Competitive merchants buy where things are cheap and will sell
where things are dear (under free trade")Elg) They also permit
international specialisation which in turn results in the more
productive use of the resources of individual countries, i.e. they
enable the individual country to draw on world resources.

Temperate countries can import tropical agricultural products
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which they would not be able to grow. Similarly, in theory, less
developed countries can import from the more highly industrialised
nations more advanced products, such as machinery, to aid in their
process of development. (In practice, though, this process is

limited by their lack of resources).(zo)

However, they provide only a partial explanation of the pattern
of trade which we see today. In this pattern comparative advantage
is only one of the factors which determine the actual flows of
trade. They also appear to be affected to a very great extent by
governmental policies, by unequalities in size and relative wealth
of various countries, by international agreements, and by consumer

preferences which are influenced by factors other. than price (the

latter will be discussed in detail later on in this research).

(21)

This main criticism 1s supported by Cannon who says ''Although

the theory of comparative advantage is a closely reasoned doctrine
which, when properly stated, is unassailable, many forces act
against the implementation of policies based upon it. High tariffs,
protectionism, local preference and the fear of competition are facts

of 1life for the exporter'.
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Section Two

Exporting, International Marketing and

International Business

Having reviewed the theories of international trade and
their curreant status, it is convenient to turn now to distinguish
between the three terms exporting, international marketing and

international business, which is supported by evidence from

published research and informed opinion.

Exporting vs. International'Marketing

Terpestra(ZZ), to start with, defines the term "exporting" as

(23)

"selling to foreign markets''. Kotler regards it as '‘home

production and selling abroad". While other definitions are ''to

(24)

sell and ship to foreign customers" or '"sending out goods to

another country".(zs)

The term "international marketing' has been defined in different
ways. Livingstone 26 , for example, cited two possible meanings.
First, '"it can be used as a substitute for overseas trading', and
second "it can also be used in comparing marketing problems in

different countries'.

In turn some authors regard international marketing as a
synonymous term to exporting which means the marketing of goods and

services across national boundaries. This approach which is supported

}
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by Kapoor and McKay(27), Hess and Cateora(za), Kotler(zg), Walsh(SO),

and Miracle and Albaum‘31) suggests that international marketing

18 different from the general definition of marketing only in that:

l. goods and services are marketed across national

frontiers and,

2. the range of international marketing is usually
larger (inéluding besides exporting, also, importing,
and sometimes even licensing, assembling and

manufacturing in a foreign market).

On the other hand, Tookey(32) differentiated between exporting

and international marketing on the basis that while exporting aims
to "dispose of surplus products which cannot be sold on the home

market', international marketing aims to ''maximise profitable sales

and meet the needs in world markets'.

Baker(33) is of a similar view whenhe.argues that exporting 1is
the selling of physical goods to foreign markets, while internmational
marketing is "concerned with all marketing activities undertaken on
an international scale, and so includes consideration of the cultural
and behavioural aspects of foreign markets, the sale of services

and the operation of overseas subsidiaries".
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y(35) (36)

Also NEDO (1970)(34), NEDO (1971 and Duguid and Jacques
differentiated between the two terms in the same way that selling

is different from marketing.

Armed with insight from the above views, one may distinguish
between exporting and international marketing on the following

bases:

1. The main aim of exporting is to dispose of surplus and/or
declining products at home, and in turn to achieve short-
term profitability, while international marketing aims at

satisfying the needs of foreign customers and in turn

achieving long-term profitability.

2. Accordingly, exporting is seen as a marginal activity of the
firm and international marketing is often regarded as a

basic activity of the firm.

3. Exporting is also different from international marketing in the
range of activities involved. While exporting focuses on
the selling activity, international marketing extends to
include all marketing activities (including the selling
activity). This distinction suggests that the term inter-
national marketing is larger than exporting, i.e. it includes -
besides exporting - licensing abroad, joint ventures,

establishing sales subsidiaries in overseas markets, and/or
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even setting up a small assembly operation. Under these
circumstances risk, investment, commitment to supervision,

and control of investment are. significant in international

-~

» » # & “;ﬁ" & d
marketing 1f compared with their importance in exporting.

4, Finally, these two terms are also varied in terms of their
organisation, i.e. i1t is possible to find that the export
work of many firms is carried out as an additional task by
the existing marketing department, or a small export section
may be established, whereas firms which adopt the intermational
marketing approach tend to combine home and foreign operations

into an international marketing department which is often

organised on a product or a market basis.

The above differences suggest that a firm which operates only
through exports from its home country is not an international
marketer. Such a firm could, of course, be an international marketer
if it takes an active role in the marketing of its products abroad.
This may include licensing to a foreign firm, joining partnership

abroad, and/or establishing a foreign sales subsidiary.

International Marketing vs. International Business

Having defined the term international marketing, we turn now to
define the term international business in order to make a comparison
between these two terms. 1In fact, a search of the relevant

literature indicated that although much has been mentioned about
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the multinational firms - the organisations that practice business
on an international basis - little has been said about the term

international business itself.

Two main reasons may underlie this: (1) the very modest
attention given to international business by most economists, and
(2) the substantial confusion between the terms international
marketing and international business between both academics and

practitioners. In support of the first reason we cite

37)

Samuelson's comprehensive textbook which hardly mentions

(38)

international business. MacKenzie , as another example,

devotes a page out of a 400 page book to international business and

concludes that '"there are no general theories available to explain
(39)

the working of international business'. Prescott , as a third

example, has made no attempt to deal with the term international
business and argues that this subject '"appears to liewithin the
scope of a number of academic disciplines, none of which 1is
particularly anxious to adopt it as a field of study'.

(40)

In support of the second reason we cite Livingstone who

indicated that the terms used by businessmen and writers on the
subject of international business have not yet been standardised.

They may differ not only from country to country, but also from

(41) (42) (43)

individual to individual. Cohen and Terpestra .

, Dunning

as another example,regard the two terms as meaning much the same.
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Terpestra, for example, pointed out that he "will use the term

'multinational firm' interchangeably with 'international firm'."

However, two definitions are mentioned here which are
appropriate and useful in distinguishing the term international

business from the term international marketing. The first is

(44)

developed by Livingstone who said:

"International business comprises any type of commercial
activity which involves the crossing of national frontiers:
firstly, physically, by the movement of exports or the
building of production plant in one country which is

owned and controlled from outside that country's frontiers;

secondly, by less tangible movement across frontiers,
through financial transactions by way.of payments for goods,

capital investment abroad, or payment of royalties, license

fees, etc., for the use of patents, trade marks or general

know=how''.

. 45
The second 1s developed by Tomb and Shackelford( )*who

identified the operating methods of international business as:

"Corporate management is expected to give equal attention

to profit opportunities, A company that decides to manage

itself as a world enterprise no longer can appraise proposed
uses of corporated resources on a country by country basis.

Each opportunity needs to be related to other opportunities

available throughout the operating complex. This 1s the
way corporate management will decide which countries are the
lowest net cost locations for production, raking into account
transportation,

such factors as accessibility to key markets,
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tariffs, taxes or political stability. 1Instead of
thinking or planning separately for U.S. and overseas
operations, the Chief Executive and his staff will ask:
Where in the world can we market our products
to assure ourselves of the most rapid and
profitable sales and growth?
Where in the world should we do research and
development to capitalise, at optimum costs,
on the technical capabilities that exist in
the world?
Where in the world shall we make our products
so that we will be competitive in all major
markets, including the U.S? .... the role of

logistic decision-making becomes of paramount

importance.

This involves a continuing re-examination of the
relationship among key markets and alternative source

of supply. For example, political or economic develop-
ments might make it more profitable to serve a Canadian
assembly plant with component parts made in the U.S.

instead of parts manufactured in Britain."

Taking the above definitions into account, one can draw out
some conceptual differences between international marketing and

international business. These are as follows:

1. Objectives: international marketing aims to maximise profit-
able sales of the firm's products through meeting the needs of
foreign markets, while international business aims to maximise
return on investment throughout the world, to develop a world-wide

business, and to invest, produce, and market in various countries
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according to the relative profitability of operations in each

country.

2, Strategies: in international business, operations of diverse
countries are joined, together by a common strategy, i.e. the welding
of individual country strategies into a global operating pattern of
complementary activities. By contrast, in international marketing,
each country is viewed as an individual market and a development of
a separate strategy 1s likely. Accordingly, one may say that
lnternational business 1s a world-oriented operation and inter-
national marketing is a foreign market-oriented operation.

A related difference lies in the differentiation between the home
and foreign market. In international business, firms have no real

domestic markets; they see the world as their market and mobilise

their resources (capital, management, and technology) to optimise
their position everywhere., Whereas, in international marketing,
firms still differentiate between their home and foreigﬁ.markets
and this means that there are separate strategies and organisations
for each market. So, one may argue that international marketers
are originally home marketers with interests abroad. These
differences have been supported by a chief executive of Abbott

(46)

Laboratories, a pharmaceutical company with plants in 22 countries,
who said "we are no longer just a U.S. company with interests abroad.

Abbott is a world-wide enterprise and many major fundamental

decisions must be made on a global basis.”
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3. Decisionwhaking riterion: .1n international business decisions
on‘grawth and survival are based on the best alternative available
anywhere rather than on the interests of host countries, i.e. firms
transfer production.froﬁ.a high cost subsidiary to a lower cost one,
and some of this production may be re-sold to a third subsidiary.
However, this is not the case in international marketing. In the
latter, firms must take the foreign needs into account when they
intend, for example,_tq restriét £he licensiﬁg, or to change the

- management and technical resources in joint ventures. This may be

(47)

clear from Priel's differentiation between international

business and other forms of international marketing. He indicated
that "a great degree of recipgocity'has by now been established in
most cases aﬁd there 1s also a vast volume of interdependence
between fellow subsidiaries of the same company. This, in fact,
1s so extensive, that statistics in Fortune Magazine's 500-List

specifies the volume of sales turnover to third parties'’.

4. The scope of operations: i£ is quite obvious fromLivingsfone'é
definition of international business, quoted ;arlier, that this'term
ig largér than the term international marketing.' It includes
exporting from the parent country to an overseas market or from a
third country subsidiary,_licensing, joint ventures, assembling, and
setting upimanufacturing and marketing facilities in foreign markets.
So, it 1s natural to find individual units within the international
business firm adopt policies identifiable as an exporter or

international marketer. Not only does international business
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include commercial and manufacturing and marketing activities,

it also includes training, servicing, financing, and co-ordinating
activities. In international business, firms held training
programmes for domestic and foreign staff, offering transportation
service and financial resources to their subsidiaries abroad, and
assist their foreign divisional and regional managers to co-ordinate
their businesses. Accordingly, establishing small selling
subsidiaries in foreign markets by manufacturing companies does not
make them international business firms, although it does make

them international marketing firms.

5. Organisation: 1in international marketing, foreign operations
are managed by an international marketing department which 1s
generally organised on a country or product basis. The issue of

centralisation or decentralisation is not so obvious as in the case

of international business, because of the limited number of markets

to be served and the relatively small amount of investment to be

located abroad as well. While in international business, Operatiogs
are often managed by "Headquarters' who generally practice varying
degrees of centralisation of decision-making over foreign sub-
sidiaries. In fact, the range of centralisation varies from
country to country. As Baker(ae) indicated, European firms tend to
delegate authority for their subsidiaries to manage their ordinary
operations, but major policy decisions are left to them. Americam
firms have only lately begun to come round to this degree of

decentralisation, after some costly attempts to practice full control

at head office.
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Exporters vs. International Businessers

Having defined the term "exporting' and the term "international
business', 1t is possible to compare between exporters and inter-
national businessers from many dimensions: objectives, activities,

strategies, management and ownership, and investment and risk.

The following diagram shows these differences.

Diagram 2.1
CoEEarison between Exporters and International Businessers

Dimension Exporters International Businessers

1. Objectives | Achieving short-term Maximising return on invest-
profitability through ment throughout the world.
increasing sales volume | Development of world-wide

business, investing, produc-
ing and marketing in various
countries according to rel-
ative profitability of

these operations.

2. Activities | Selling. The main All international marketing
and method is the use of activities (including the
Methods overseas agents and overseas sales), plus
distributors., producing and marketing 1in

many countries and offering
training, co-ordinating,
and financing services to
their subsidiaries.
Operating through a number
of foreign affiliates.

3. Strategies | Using the same strategy | Using different strategies,

e?P]-OYed at home with each of which is designed
little adaptation, if for a particular country,
any, to foreign needs but all are joined together
(home market oriented) into a global operating

strategy (world market
oriented)
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Diagram 2.1 (cont'd)

Dimension Exporters International Businessers

4. Management | In most cases, the In most cases, a highly
and export work is carried centralised and integrated
Ownership out by the existing world organisation headed
marketing department or | by an office located in the
a small export section parent country. Varying
is established. degrees of centralisation
Management and ownership| and decentralisation
are represented from exist. Management and
the home country. ownership are represent-

ative from different
countries.

5. Investment | Little or no investment.,| Huge investment in people,

and Risk Minimal risk but with assets, and service around
little profit and in the world. High risk but
some cases with no with a huge sales volume;
profit, the sales of some inter-

national businessers
exceed the GNP of some
countries.
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Section Three

Why ExEorting?

In the previous section we defined the term exporting and
distinguished it from the two terms international marketing and
international business. This section discusses the importance
of exporting at both the national and the firm level as well as the

decision to export.

A. The Importance of ExEorting as an Area for Research

) At the National Level.

Export earnings play a critical role in overcoming the deficit

(49)

of balance of payments of the nation. Hurst in his report
about exploiting British technology abroad said: 'With the balance
of payments deficit running at 500 £ 2 bn, a sharp increase in

export earnings 1s virtually the only way to close the gap pending

receipt of benefits from oil import reductions'.

The nation's growth may correlate with its export achievement.
(50) ° " o .
Cannon and Dawson comment: The future of Britain as an
industrial power is largely dependent upon its success in the field

of exports'.

The importance of exports may emerge from its share of the

Gross National product (GNP) and the rate of growth of this share.
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The following figure illustrates this fact. It shows exports as a

percentage of the GNP of some developed countries., From this

figure it is obvious that such countries depend upon exports as a

significant source of their national income such as West Germany,

U.K. and France.
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Figure 2.1
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Source: Based on statistics from International Economic
Report of the President, March 1976.
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(51)

Mason states that "Exports are essential for our national
survival. Britain is a small country with very few raw materials.
We are not self-supporting as, for example, a large country like
the United States of America is and we have to import most of our
raw materials, and our food. We depend on our exports of
manufactured goods to enable us to live'".

522 3 : .
(52) argues that the importance of exporting 1s 80

Livingstone
obvious as to require little evidence. He also adds: "Exporting
increasingly may be a necessary condition for a secure home market.”

In a study carried out by the U.S. Fofeign Trade Commuﬁity(SB)
to assess the current impact of exports on the nation's employment
situation, it was shown that "Exports do add a major and growing
number of jobs in manufacturing, in agriculture, and in construction
engineering and other service industries. Exports have emerged
recently as a stabilising factor in U.S. employment .... American

companies operating worldwide tend to concentrate their R & D work

in the U.S. creating jobs for scientists and techmicians.”

Export earnings help to support research which will, in the
long-run, generate new technology for the nation. Finneran(sa)
said the income his company gains overseas contributes to the
support of a research laboratory in Houston. These payments

provide jobs for scientists and engineers in proving out new 1ideas.

They help to support research which will generate new American

technology.
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2.At the Firms' Level.

pay(5%)

shows that the decision to export i1s made for reasons

of firm survival and increased profitability. Corporate

advantages from exporting involve:

(1) A larger total market, leading possibly to economies

(2)

(3)

(4)

(5)

of scale.

A more rapid growth rate, if foreign markets are offering

better opportunities than the home markets.

Overcoming problems of fluctuating seasonal demand in the

home market by selling abroad in markets with different

demand patterns.
Reducing risk by diversification of markets.

Where the home market is protected, the stimulus of a

more competitive situation in overseas markets may lead

to an overall improvement in the firm's performance.

Kotler(56) states that there are two factors which underlie

the importance of exporting for a firm. First, a firm might be

pushed into export markets by the general lack of opportunity in

the home market. The gross national product of its country may

be lower or growing very slowly. Second, a firm might be pulled

into exporting by great and inviting opportunities for 1ts product

in a foreign market.
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Cooper et al.(57) undertook a study in the U.K. Pottery

industry to find out the relationship between export performance
of firms and the pressure of home demand. Firms were asked to
name the benefits of exporting, and a large majority of them gave
as a reason the need for security through diversification of
markets. They also regarded exporting as a stimulus to introduce

new products and/or new production techniques.

Today, companies have some social responsibility towards the
community in which they operate. If the community requires a
healthy export trade, then any company that neglects export might
be regarded as acting irresponsibly. Exporting enables a company

to provide considerable job satisfaction to its employees.

This is an area of great importance for the future, because
unless a firm can achieve the interests of the community, it 1is

unlikely to be allowed to continue.(ss)

Hackett(sg) conducted a survey in 1975 to find out the entry

motivations of the U.S. franchise companies operating abroad.

Companies were asked to rank in importance factors underlying the
decision to expand in foreign markets. The high rankings of most
respondent companies were: (1) a desire to take advantage of a

market with great potential and (2) to establish the company name

in markets that will be important in the future.
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B. Export is a Neglected Area in Marketing

Although exporting may be a necessary condition for the nation's
growth as well as for the firms' profitability, it is still a

(60)

neglected area in marketing. Tookey illustrated this fact by
indicating that "it 1s surprising to find out that the export
function in the manufacturing firm has been little studied". A

(61)

study conducted by the EDC in mechanical engineering industry

argued that "success in exporting is crucial to our national
prosperity, yvet remarkably little has been published about the

(52) showed

factors which make for success'. Miracle and Albaum
that '"while the subject of intermational trade has been given
extensive treatment in the literature of international economics,
foreign trade principles and policies, export sales management,
and similar titles, relatively little to date has been done in

treating the process and activities aof intermational trade as

marketing process and activities'.

The lack of marketing studies in the field of exporting was

63)

also noticed by Bilkey( whose review of 43 studies of factors

affecting export behaviour of firms mentioned nothing about the
role of marketing factors in achieving firms' export success.
Mason(64) stated that courses on export are absent subjects in the
curriculum of higher education in the U.K.. Even the existing

courses are few and far between and available only at a few

institutes in principal cities. Wind and Perlmutter(63) pointed

out that the growing importance of export marketing to the survival
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and growth of firms and to the economic survival and independence

of most countries is widely accepted. Yet, the academic discipline
of multinational marketing has lagged considerably behind the
development of U.S. marketing. The number and quality of texts

and research studies on export marketing problems is surprisingly

limited.

Product policy, as a major element of the international market-
ing programme has been given little attention by multinational

(66)

marketing studies. Terpstra reported that the question of
what products to sell in foreign market is the focus of international
product policy. Should we sell the same products we sell
domestically or should they be adapted to the local conditions?
Theories of foreign investment do not address this question.

They concern themselves with explaining why the firm will invest
and produce in overseas markets without determining what products
the firm will offer to those markets. They assume that the firm
will be producing the same products abroad as at home. Miracle
and Albaum(67) indicated that while a number of researchers
examined international product policies, they deal with the
subject rather briefly, and their treatment depends largely on

anecdotal evidence. Further, several books offer a framework for

planning product strategy, but are limited on the topic exporting.
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C. Factors underlying the neglect of axporting

One may establish that the reasons which have led firms to pay
little attention to exporting may embrace one or more of the

following factors:

1. Many firms prefer to concentrate on the home market because
‘they believe that it provides them with better profits than do the
foreignmarke;s. Thud,'firms devote their marketing efforts to
expanding the domestic market and exploiting its possible segments.
This preference is confirmed by a number of researchers. For

- (68)

example, Livingstone sald that "any one foreign market is likely

to be much less important than a large home market ,.. domestic
considerations take first priority and any attempt to apply

systematically theoretical marketing concepts, relates therefore to

(69)

the domestic market". Mason said that "many manufacturers

have found, and in fact are still finding, that an export market 1s
just around the corner to provide a rewarding return'. A director

of a large industrial organisation in the U.K. reported that they had
concentrated on the home market, simply because it provided sufficient

return. Hackeu;(70) in his survey of the expansion of the U.S. firms

in foreign markets, showed that most of the respondent firms have
attained lower profits from their export operations, 46.4 per cent

generated less than 5 per cent of their profits from overseas

operations. One out of every four firms in international markets

already generate 5 to 9 per cent of its profits from these markets.
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71)

Kearns( pointed out that the presence of the American firms
abroad is minimal. The only logical explanation is that many U.S.
firms have not taken an interest in exporting, but have remained
adapted to the home market, which i1s still highly profitable,
although it i1s no longer able to consume the entire potential

domestic production.

2. The degree of uncertainty in the home market is generally

less than its counterpart in the foreign market. Thus, businessmen
prefer to sell in the domestic market rather than overseas markets.

(72)

Livingstone explains that "if the company is inhibited by

uncertainties and lack of knowledge in the home market, it may be

even more constrained in the foreign market where 1its sense of

(73)

uncertainty may be even greater'". Kotler reported that most

businessmen prefer domestic marketing to export marketing because

domestic marketing is generally simpler and safer. The businessmen
do not have to learn another language, deal with different economies,

with different currencies, and to face political and legal uncertain-

ties.

3. The need to adapt the product to fit the requirements of
foreign markets may lead firms to prefer the home market. Frain(74)
exhorts firms to consider this fact before going abroad. He argues,
"Products have to be modified to suit the market's taste ... firms

taking the trouble to make even the most superficial changes may

well be rewarded". Fayerweather(75) directs the attention of
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international marketing managers to adapt to foreign conditions which
vary over a wide range from home conditions. The international

marketing manager must understand each market and plan programmes

(76)

which will work effectively in it. Livingstone argues that while

a product, 1its price, quality, packaging, and servicing facilities
may be totally acceptable at home, this does not make 1t acceptable

(77)

elsewhere without adaptation to local conditions. Kotler "
also adds that firms would prefer home market to overseas market
because they do not have to adapt the product to a different set of

needs and expectations.

4, Businessmen are still regarding export operations as an
additional activity to home marketing. Thus, top managements of
firms are largely involved in home marketing rather than export

marketing activities, which in turn, may be managed by less efficient

managers. Ryans and Baker(78) reported that in spite of much talk
about tﬂe opportunities of foreign markets, many U.S. firms still
regard international busiﬁess as a mere appendage to domestic °
business. International business is separated from its domestic
counterpart and managed by a group of specialists, while the top
management focuses on the home operations. Leighton(79) stated
that in any business where home marketing is given much attention,
the export department tended to get the less capable personnel and

is considered the logical place to make major cuts when business

conditions got tough.
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This narrow view of exporting may be the main cause behind
the lack of professionals in the field of export operationms.
A recent report published by Industrial Market Research Ltd.(ao)
says that ''the export function has been downgraded in Britain.
For one of the most experienced trading countries in the world,

the ratio of export to domestic sales staff is lower than one might

have expected, and so 1s the actual time spent abroad by .export sales

executives',

(81)

Schooler also reported that exporting may not appear to be

an attractive alternative but should not be neglected or refused until
the attractiveness of other alternatives .is determined and comparison

1s made.

5. The difference in techniques used in both domestic and
export markets may make businessmen feel reluctant to enter foreign

(82)

markets. Livingstone stated that '"'techniques which may yield
answers in the domestic market may be inappropriate somewhere else,
This is particularly the case when the political or cultural back-

(83)

ground 1s significantly different". Yoshino highlighted that
there is a great danger of assuming that successful domestic
techniques can be directly applied to other areas of the world.

He also emphasised the need to study carefully the level of

technological knowledge which eixsts in foreign markets.
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6. The complex nature of export procedures may lead businessmen

. . (84
to concentrate on the home market to avoid such problems. Frau.n(8 )

confirmed this fact by indicating that ''the mere thought of selling
abroad frightens many firms - not without reason - for it is often
a complicated business. Small firms, particularly, become so

daunted by tales of the difficulties that many never try to operate

beyond their own immediate market here in the United Kingdom'.

(85)

Wilson pointed out that any businessman intending to enter
foreign markets must first estimate some important factors, e.g.

the size of market, growth trends, political and economic stability
of market, competitive products, leading competitors, market shares,
promotion methods, and legal requirements and trade barriers. These
factors are difficult to measure in the home market in general and
more difficult in the foreign market in particular. This may lead

businessmen to concentrate upon.domestiC'markets and try to avoid

export markets with their obstacles.

D. Export Decision Making

In considering export marketing, a firm is faced with a number
of basic decisions. Whether to involve in exporting activities or
not. And even if a firm is determined to go abroad, then a decision
has to made as to what specific market or markets are to be
entered. Consequently,- the firm must determine how it is going

to serve these markets, i.e. what methods should be used to satisfy

customer needs in these markets, This last decision can De called
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the basic marketing mix decision which includes planning and
strategy with regard to product, price, promotion, channel of

distribution, and other elements of the marketing mix.

Kotler(se)

provides a simple model of export marketing which
consists of five major types of decisions: (1) the international
marketing decision, (2) the market selection decision, (3) the entry
and operating decision, (4) the marketing mix decision, and (5) the
marketing organisation decision. He points out that to get a
company involved in exporting the first step is to determine
whether the foreign opportunity is attractive enough to_justify
further investigation. The second is whether a company possesses
the resources and capabilities to enter foreign markets. Once the
company has decided to market abroad, it should compare the various
overseas markets, and make market selection on the basis of an
evaluation of the probable rate of return on investment. After a
company has determined that a specific market offers an attractive
opportunity, i1t has to state the best way of entering that market.
Kotler points out that three methods can be used; export, joint
venturing, and direct investment. Many firms start as exporters,
move to jolnt venturing, and finally undertake direct investment as
their overseas business expands. A company that operates in a
foreign market must adapt it product, communications, distribution,

and pricing to local conditions. Finally, the company must develop

an effective organisation for managing export activities.
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ay(87) also developed a model of the export marketing decisiom.

D
This model starts with a company which moves to exporting when a new
opportunity occurs in a foreign market. Once a company has
identified the profitable opportunity, it should select market(s)
which offer satisfactory potential sales of its products, are similar
to its domestic market, and enable its foreign operations to be
concentrated and effective. Entering the foreign market‘a company
would benefit from focussing on a few markets and preparing special
annual marketing plans for dealing with them. Day provided some
reasons behind concentrating on few markets: (1) a company will need
a smaller organisation to cope with these markets, (2) it will acquire
a more detailed knowledge of them, and (3) it will have a better
understanding of the agents' and distributors' capabilities. With
better knowledge of customers will come a better understanding of their
needs. Under these conditions the company's products will be sold
less '"on price' and more on other considerations, because a company
will have a better chance to adapt to the local situation. With the
potential markets established, exploration begins, initially with
desk research which depends upon information available from many
general sources. Recently, exporters tend to evaluate their
potential markets in more detail by using quantitative techniques.
Once an exporter decided that the 0pp6rtunity should be pursued, he

will be required to determine whether to extend his marketing

promotions which are employed in the countries where he has estab-

lished markets or to invest in a special promotion.
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The elements of the decision of exporting are illustrated in

Figure 2.2.

Figure 2,2,
Export Marketing Decision

New =?| Can the opportunity

be realised by
extending
promotions?

1s the profit Extend
opportunity

sufficient? existing
promotion

No |,

Does the opportunity] Yes Invest in

warrant a special -

new

promotion? promotion

No \b

No
IIIIHIIHI!HHIIII IIIHHIHHH!HHIIII

Source: A.J. Day. ExBorting for Profit, Graham & Trotman .Ltd., London,
1976, p.36.
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SUMMARY AND CONCLUSION

The main purpose of this chapter was to distinguish between
the three terms (exporting, international marketing, and international
business) used in the literature of international marketing in order

to clarify their true meaning. In order to be able to do so, the

definitions of these three terms have been explored.

A comparison between '"exporting' and "international marketing"
revealed that while exporting is concerned with the sale of goods
and services = produced at home - to a foreign market, internatiomnal

- marketing 1is concerned with the marketing of goods and services to
and in a foreign market, i.e. international marketing is wider than
exporting. It includes beside exporting, licensing, joint ventures,

and/or setting up a foreign sales subsidiary or a small assembly

operations subsidiary.

Comparing "international marketing" with "international business',
it was found that although both are concerned with marketing to and in
foreign markets, international business is wider than internatiomnal
marketing on the basis that international business is concerned with,
in addition to all activities of exporting and international marketing,
the production of goods and services in many different markets
through the use of many foreign subsidiaries which operate within a

highly integrated and controlled world strategy.
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With respect to the importance of exporting, it was found
that although exporting may be an important activity for the nation's
growth as well as the firm's profitability, little attention has been
paid to i1t. The main reason behind this neglect is the claim that
exporting is less profitable than home sales, and in turn, such
activity is regarded as a marginal rather than basic activity of the

firm.
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CHAPTER 3

FACTORS UNDERLYING VARIATION IN THE IMPORTANCE OF
MARKETING MIX ELEMENTS BETWEEN DOMESTIC AND FOREIGN MARKETS

INTRODUCTION

In the previous chapter the term exporting has been defined
and distinguished from other terms in the literature of international
marketing. The aim of the present chapter is to examine an issue
fundamental to this research, namely '"does the importance of the

marketing mix elements vary from one market to another?"

An examination of the above issue will be divided into two

sub-parts:

(1) Similarities and differences between home and

foreign marketing.

(2) Environmental differences between world markets

and their impact upon the marketing mix elements.
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Similarities and Differences between Home and Foreign Marketing

The literature of marketing has two schools of thought
concerning similarities and differences between home and foreign

marketing. Each of them adopts a different approach towards this

1ssue.

The first school, which is supported by only a handful of
authors, adopts what may be termed the '"marrow view'" of marketing
that marketing should be viewed as a local problem, i.e. marketing
techniques which are used in the home market may differ from those
used in the foreign market. Michaelies(]') indicates that he
"would be the last to suggest that American marketing techniques
will, or necessarily should, ever fit India's particular

(2)

requirement". Weissman adds that "until we achieve one World

there is no such thing as international marketing, only local

marketing around the world". Similarly, Barlow(3), Wadinambi-
avatchi(4), and vaor(S) point out that marketing techniques are

not the same in all the world markets.

On the other hand, however, the second school, which 1s
supported by a larger number.: of authors, adopts what may be termed
the world-wide view of marketing that marketing principles,
concepts, and know-how are universally applicable. Baker(6), to

start. with, argues that "Marketing technology, i.e. "the

application of principles, rules, or knowledge relating to the non-
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human elements of marketing", has universal validity and potentially
universal applicability. The applicability of marketing technology
is dependent upon circumstances of the environment in which it is
applied".

(7)

On the same theme, Kotler indicates that ''the steps,

concepts, and techniques for effective marketing management are the
same” in both domestic and international markets.

Meidan(B) too suggests that the basic marketing functions are
about the same in both home and foreign markets, but the application
of these functions can be significantly different in foreign markets
if we take into account the impact of the environmental forces.

(9)

Miracle and Albaum also emphasise the world-wide view of

marketing when they point out that 'the broad approach to the
solution of marketing problems is identical, namely, the consider-

ation of alternative marketing methods in light of the firm's

. |
environment''.

(10) (11) (12)

Keagan, Tookey, Terpestra,

Holloway and Patterson,(IA) and Christopher et al.

Hess and Cateora,(IB)

(15) are of a
similar view when they argue that marketing is universally applicable,

wvith some adjustments reflecting the enviromment in which it is

applied.
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The above discussion suggests that differences between home
and‘foreign marketing lie in the application of marketing principles
and techniques, rather than these principles and techniques them-
selves, and such differences may be due to the environmental
differences prevailing between home and foreign markets. The latter
leads one to examine to what extent environmental characteristics
vary from home to ‘export markets, and the extent to which these

differences affect the importance of the various elements of the

marketing mix.

Environmental Differences and their Effect on the Marketing Mix

Elements

#

Environmental variables are ''those variables which impact upon
the management process and the effectiveness of the firm, but are

imposed upon the firm from its environment and are not readily

SUbjeCt to control by top managers"_(le)

These variables are numerous and diverse. Examples of these
are given in Figure 3.1. However, we will focus on only three
environmental aspects, which we consider most relevant to the export
marketing mix, namely culture, the stage of economic developument,
and the state of technology. Each of these variables will be
examined from two angles: 1its difference from home to foreign
markets and its impact on the marketing mix elements. In this

regard, our attention will be  focused on McCarthy's(17) four "P's"
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Figure 3.1

Examples of the Environmental Differences between
Home and ExEort'Markets

(1) Differences in the Cultural and Societal forces, e.g. as to:

(a) Cultural practices and perceptions;
(b) religious values and prohibition;

(¢) 1linguistic differences;
(d) the level of literacy and education achievement;
(e) the family system and pattern of life styles; and

(£f) class structure.

(2) Differences in the Legal and Political System, e.g. as to:

(a) regulations laying down product performance and safety
specification;

(b) 1laws regulating advertising and other forms of promotion
and branding;

(¢) 1legislation governing such conditions as price guarantees,
warranties, etc;

(d) differences in the political parties; and

(e) differences in the types of government.

(3) Differences in Economic and Technological Development, e.g.

as to.

S

(a) differences in the natural resources;
(b) differences in the standards of living;

(¢) differences in the levels of personal disposable
income per capita;

(d) the stage of economic development; and

(e) the state of technology.

(4) Differences in the Nature and Structure of Competition, e.g.

as to:

S

(a) the bases of competition;
(b). the intensity of competition; and

(¢) the number of competitors.
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Figure 3.1 (continued)

(5) Differences in the Institutional Organisations, e.g. as to:

(a) the general business infra structure;
(b) mwarketing institutions available;
(¢) the bureaucratic system; and

(d) the attitude of host governments.

Source:

(1) H. Thorelli, "International Marketing: An Ecological

View'", in H. Thorelli (ed.), International Marketing

Strategy, Penguin Education, London 1973, pp. 23-40.

(2) P. Hovel and P. Walters, "International Marketing

Presentations - Some Options', European Journal of
Marketing, vol. 6, No. 2, 1972, pp. 69-79,.

'(3) J. Fayerweather, International Marketing, Prentice-Hall,
Inc., Englewood Cliffs, New Jersey, 1965, pp. 19-30.

(4) J. Hess and P, Cateora, op. cit., pp. 9-12,
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namely, product, price, promotion, and place.

1. Culture

The term ''culture’ 1s not an easy term to define in measurable
components since it involves an overall social heritage, a distinct-

(18)

ive form of environmental adaptation. And also because "it 1is

not something to master, like technology, but the way in which we

cope with reality from familiar assumptions".(lg)

However, we present here Bennett and Kassarjian's(zo)

definition, which we consider as appropriate to describe the term

culture.

According to Bennett and Kassarjian culture is '"'a set of
learned beliefs, values, attitudes, habits, and forms of
behaviour that are shared by a society and are transmitted from

generation to generation within that society".

Although many cultural variables may derive from this
definition such as religion, language, education, values, attitudes,
social organisation and even legal aspects, our attention will be
focused on examining the difference between home and foreign
markets as well as the effect on the markgting mix of only three
aspects, namely language, religion, and literacy. The reason

behind such focus 1s that these three variables have the most
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apparent effect on the various elements of the marketing mix.

(1) Language

A. Differences between World Markets

Language 1is the most obvious difference between world markets.
English is the spoken language in Britain, America, South Africa,
and in other African countries. French is the language of the
French market, one of the two main languages spoken in Canada,
and the dominant language in some African markets (e.g. French
Congo). Arabic is the language of the Middle East countries, and
many different languages are spoken in South America, Asian, and

Eastern Bloc markets.

Not only do language differences exist between difféfent'world
markets, but also between the different regions of one market.
In Belgium, for example, French is the spoken language in the South,
whereas Flemish 1s spoken in the North. In Canada, as another
example, French and English are spoken by two different cultural
groups. In India, as a third example, 203 languages are spoken

reflecting many different Indian cultures.(ZI)

Moreover, differences between languages exist in their

expression to the modern commercial and technical activities.

as(22)

D pointed out that the English language has a rich

vocabulary for commercial and industrial activities, reflecting the
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nature of the English and American societies. Many less industrial-
ised societies have only limited vocabularies for industrial and
commercial activities. Commenting on the important role of the
English language in India, he said "it would be a serious error for
India to replace English with Hindi or other Indian languages

because none of them gives adequate expression to the modern
commercial or technical activities which are necessary for India's

economic development',

B. Thelir effect on the mix

Because language is the key to communication, information
related to product characteristics and promotion are the factors
upon which language differences have an impact. With respect to
product characteristics, language differences may raise a problem in
interpreting the information related to how to use a product or to
judge its quality. "An English manufacturer of KD kitchen
furniture would have a disaster if the buyer for a Canadian store
had not noticed th;t the proofs of their instructions were in
European, not Canadian, French“.(23) The difference in inter-
preting the word "Roo" was the main problem facing the diffusion of
the American Beef-A-Roo fast food system in the Australian market.
According to Australian usage the word "Roo' means '"Kangaroo',
not beef and is a meat, which urbanised Australian disdain. 1In
facing this problem, the trade name of this system has changed to

"Beef~-Ranch" to meet the Australian interpretation.(za)
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With respect to promotion, the most obvious effect of
language differences between home and foreign markets is on
advertising. Not only does the problem here include the different
languages in different markets, but also the more subtle obstacles
of linguistic nuance and vernacular. Consequently, the
communicability of written and oral advertisements will depend not
only on what is being said, but also on what is being understood,
and what the total i1mage or impression is that the advertisement

(25)

transfers. Cannon polnts out that in some countries a direct

translation of "Come Alive with Pepsi" is "Come out of the grave
with Pepsi?"”. 1In the U.K., if a product went '"like a bomb" it
would be a great success, but in the U,S. it would be a total

failure.

The above suggests that the problem is the interpretation of
a foreign market's language rather than the translation of that
language, and this may necessitate the 'learning' of foreign

languages if firms are to sell to customers of different cultures.

By contrast, over 70 per cent of the British firms use the
English language in their correspondence with foreign customers,

depending on the fact that English is the universal tongue of

Support for this tendency is also to be found in the ITI(27)

report on "Export Development in France, Germany, and the U.K.'".
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The report concludes that 'languages come quite low on the

British exporters' list of priorities ... French and German

respondents, on contrast, often cited knowledge of languages as the
single most important attribute of an export specialist as it
improves the flow of communication, enhances one's ability to grasp
the ethos and mentality of an overseas market, and is an important

psychological tool in selling. The French and Germans felt that

the British did not appreciate this sufficiently when trying to sell

to France and Germany'.

However, depending only on the English language in export

correspondence and giving little attention to learning a foreign
market's language may lead to losing opportunities in that market.
Once again the findings of the Industrial Market Research Ltd.'s(za)
study lend support to this view by concluding that "the British
export manager has not fully realised that the extent to which

he has lost business because ... unlike his competitor in Holland

or Sweden, he cannot speak the language of his customer'.

(2) Religion

A. Differences between World Markets

World markets also differ in terms of their religious beliefs
and values. For example, in North America and Europe the dominant

religion is Christianity. 1Islam covers a large area in Africa
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and Asia. Buddhism 1s largely found in South and East Asia.
Hinduism is the main religion in India, and Shinto is the religion

of the Japanese people.

B. Religious differences and the Marketing Mix

Religion has much to do with the consumption patterns of its

believers and therefore it has an impact on the type of product

they consume. In thé'MOSlem,countries, for example, alcohol and
some types of meat (e.g. pork) are prohibited, thus, it is unwise

to recommend a British manufacturer to sell Scotch Whisky to Saudi
Arabia or a French manufacturer to sell pork meat to the Pakistanian
market. Taking the Indian market, as another example, it would be
unwise to encourage a British*ﬁanufacturer to sell beef products to

the Hindu people, since the cow is their sacred animal.

Not only do religious beliefs have an effect on the consumption

of some existing products, but also their impact extends to
(29)

E

include the consumption of a new product, Coldthorpe indicated
that because '"matural" rice is a religious symbol for the Indonesian
people, their government has failed to replace it with the "maize-

rice'" although a comprehensive marketing strategy emphasising that

the substitute is as good as the '"natural" rice was undertaken.

Religion also has an obvious impact on the content of the

advertising message the customer accpets. Dichter(30) indicated
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that '"in puritanical cultures it is customary to think of
cleanliness as being next to godliness. The body and its
functions are covered up as much as possible. But in Catholic
and Latin countries, to fool too much with one's body, to over-
indulge in bathing or toiletries, has the opposite meaning'.

For this religious belief, an advertising message, based on
puritanical principles threatening Frenchmen that if they don't
brush their teeth regularly, they would develop cavities or would
not find a lover, has failed to communicate. To cope with the
Frenchman's thoughts, the advertising message was changed to "a
permissive one". This message adopted the approach that frequent

brushing 1s modern and chic, although not absolutely necessary.

Colour, as a religious symbol, has an effect on the image of
an advertising message and therefore its ability to communicate.
In an article entitled "Key to Asia: Respect for Difference',
the author stressed that the U.S. exporter must know the meaning
of using certain colours to the Asian countries before he advertises
to these countries, otherwise using a wrong colour would lead to a
bad impression. In India, for example, advertising a product in
a wedding setting with the models wearing black dresses or suits

would be a big mistake in the context of such a pleasant
(31)

occasilion.
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As religion has such an effect on the product to be consumed
and its advertising, any manufacturer is advised to study carefully
the religious values prevailing in a foreign market and have the
ability to cope with these values if he wants to exploit the export

opportunity prevailing in that market,

(3) Literacy

A. Differences between Markets

World markets also differ in terms of the level of literacy,
since these markets vary in their economic development. Harbison
and‘Myers(32) in their study "Education, Manpower and Economic
Growth" have found a significant relationship between the level of
literacy prevailing in a market and the stage of economic develop-
ment of that market. Similarly, Fayweather(Bs) highlighted that
in developed markets (e.g. Japan, U.S.A, West Europe) almost all

adults are literate, while in the majority of developing markets

literacy ranges down to as low as a fifth of the population.

B. Effect on the'Marketing Mix Elements

The most obvious effect of the level of literacy may be on
promotion, especially on the type of media to be used in advertising
as well as the content of the advertising message itself. In
markets where literacy 1s extremely low, conventional forms of

printed media cannot be used successfully, and the exporter should
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use more radio and film. In Turkey, for example, where the

literacy rate approximates to 25 per cent of the population,

Salmi(34) emphasised that 1f an exporter is to reach a large

segment of the Turkish market he must use more radio advertising.

In Nigeria, as another example, where a low level of literacy 1is
(35)

dominant, Baker suggested that radio and motion pictures are

practical advertising mediums.

Not only does the low level of literacy determine the
advertising medium to be used, but also the content of the advert-
ising message to be sent. A British executive in Hong Kong
describes this by saying that '"a large percentage of our population
is illiterate, but many of these people are extremely wealthy and
kﬁbwledgeable. How do we sell to them? By symbols, usually.

They learn to recognise the symbols and know the company represented.
And if the symbols are shown against colours that represent good
fortune and long life, we have created the feeling of goodwill

and communicated an advertising'message".(36)

Moreover, the effect of low levels of literacy extends to
include the selection of a brand for the product which suits
i1literate customers. Most effective is a catchy trademark which
becomes the identification of the product. A large American firm
has been successful in selling to the masses in India, who know

its product only as a "peacock! dye, through its distinctive trade-

mm_k”(37)
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The above discussion suggests that world markets differ
widely in terms of their cultural values, and such differences
have a significant impact on the product and promotion elements.
Consequently, one can argue that products and advertisements
which are geared to a home market with certain religious beliefs,
language, and level of literacy, may be inappropriate to foreign
markets with different religion, language, and level of literacy.

(38)

Livingstone gives support to this argument. In his words
"It can be a risky proposition to assume that because one's product
... and one's advertising policy is geared to certain status

valuations encountered in one market, the same policies are

equally valid in another market'.

I1TI. The Stage of Economic and Technological Development.

A. Economic differences betwecen World Markets

World markets are also varied in terms of the stage cf economic
development. Some markets are much more advanced than others,
In fact, several criteria have been used in order to classify world
markets into economic groups. Among these are per capita generat-
ion of electricity, percentage urban population, manufacturing as
a percentage of Gross National Product (GNP), as well as degree
and type of industrialisation, availability and use of modern

technology and the GNP and its annual rate of growth.
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The latter three criteria are the most commonly used criteria
in classifying world markets. According to these criteria world
markets are classified into three main groups: developed, develop-
ing, and less developed. -The following is a review of how world
markets can be classified in terms of these three criteria.
According to the degree of industrialisation, Livingstone(ag)

distinguished between these three groups of markets as follows:

(1) Developed markets are ''those economies which are industrial
rather than agricultural or raw material producers, and with
a high and rapidly growing standard of living'. Examples

of these markets are West Europe, the U.S.A. and Japan.

(2) Developing markets are ''those societies outside Europe which
are nevertheless European in culture and outlook, and do not
yet possess the massive industrial base of the developed
nations of the first group, but have substantial national
resources and the determination to industrialise and so
lessen their dependency on raw material exports'. Examples

of these are New Zealand, Israel, Argentine and Venezuela.

(3) Less developed markets are 'those societies which are over-
populated in terms of their resources, and with population

rising faster than national product, may actually be becoming
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even poorer per head of the population. 1In attempting
to break out of the vicious spiral of over-population,
many or most are trying to industrialise to move away
from subsistence farming and the export of raw materials
to a measure of industrial development'. Examples of

these markets are most African, Asian, and Latin

American countries.

Based on the application of science and technology in the
economy, Rostow,(ao) in a widely recognised model, distinguished
between five stages of economic growth., These are traditional
agricultural society, transition from agricultural to industrial
society, steady growth to a strong industrial base, drive to
mature employment of modern technology, and high-mass consumption
society. In the first stage, there is an absence of the
application of the modern science and technology. In the second
stage, the advances of modern science are starting to be applied
in agriculture, and in the third stage such application extends to
include industry. In the fourth stage, the economy seeks to
extend modern technology to all economic activities. In the
final stage, the economy has the technological skills to produce
anything it chooses to produce. According to these different
degrees of the application of modern technology, Rostow considered

the first three societies as less developed, the fourth society as

developing, and the fifth society as developed.
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The third most frequently mentioned criterion, and probably
the most practical one, of determining the stage of economic
development of the country is the GNP per capita. In fact, there
is a wide agreement over the validity of this criterion as a
measure of the stage of economic development of the market among a

(41) r’(42)

large number of authors (see for example Baker, Kotle

(43) (44) (45)

McCarthy, Fayerweather, Baker, for

and Leighton).
instance, said on this issue that '"... as long as those who use it
compute it in a consistent manner then it provides a convenient
starting-point for analysing changes within and between economies
.e. it will be useful to accept that a country's economic perform-
ance is generally judged in terms of the increase in its GNP, for,
or so the argument runs, if the Gross National Product is expanding

(in real terms of course), then there is more to go around, so the

welfare of the individual must be increasing too'.

Accordingly, it is appropriate to present here some statistical
data about the GNP per capita and its annual rate of growth of
World markets, and to show how many of these markets are developed
and how many are not. Table 3.1 gives details about these 1ssues.

Before proceeding to this table, two main points should be mentioned:

1. This table is based on data obtained from the 1980
annual report of the World Bank and figures mentioned

in that table are the 1976~79 averages.
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Table 3.1

GNP per capita and its Annual Rate of Growth (1976-79)

Deve10ped(l) Developing
GNP per capita and its rate of growth Markets Markets

(Average (Average

1976-79) 1976-79)

(2)

GNP per capita (U.S. Dollars) 1031
Rate of Growth (percentages):
Total GNP 5.2%
Population 2 4%
GNP per capita 2.8%

(1) 1According to the World Bank develoged markets include:

A. Industrialised countries: Australia, Austria, Belgium,

Canada, Denmark, Finland, France, Germany (Federal Republic
of), Iceland, Ireland, Italy, Japan, Luxembourg, Nether-
lands, New Zealand, Norway, South Africa, Sweden,
Switzerland, United Kingdom, and United States.

B. More advanced Mediterranean countries: Cyprus, Greece,

Israel, Malta, Portugal, Spain, and Yugoslavia.

(2) According to the World Bank developing markets include:

A. Africa South of the Sahara: Benin, Botswana, Burundi,

Cameron, Central African Republic, Chad, Comoros, Congo
(People's Republic of the), Ethiopia, Gabon, Gambia (The),
Ghana, Guinea, Ivory Coast, Kenya, Lesotho, Liberia,
Madagascar, Malawi, Mali, Mauritania, Mauritius, Niger,
Nigeria, Rwanda, Senegal, Sierra Leone, Somalia, Sudan,
Swaziland, Tanzania, Togo, Uganda, Upper Volta, Zaire,
7zambia (and the East African Community).

B. East Asia and Pacific: Fiji, Hong Kong, Indonesia, Korea

Republic of), Malaysia, Papua New Guinea, Philippines,

Singapore, Thailand, Taiwan.
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(continued)

Latin America and Caribbean: Argentina, Barbados,

Bolivia, Brazil, Chile, Colombia, Costa Rica,
Dominican Republic, Ecuador, El Salvador, Guatemala,
Guyana, Haiti, Honduras, Jamaica, Mexico, Nicaragua,

Panama, Peru, Trinidad and Tobago, Uruquay, Venezuela.

North Africa and Middle East: Algeria, Bahrain, Egypt,

Jordan, Lebanon, Morocco, Syria, Tunisia, Yemen (AR),
Yemen (PDR).

South Asia: Afghanistan, Bangladesh, Burma, India,

Nepal, Pakistan, Sri Lanka.

The Eastern Bloc and o1l exporting countries are not
included in the list of world markets because of the

unavailability of data.

Source: Based on the 1980 annual report of the World Bank,

e

Table 1, pp. 130-131,.
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GNP per capita is estimated by $§ and the rate of

growth of the GNP per capita is percentage.

Analysing Table 3.1 the following observations emerge.

22

3.

Developed markets can be classified into six groups:
West Europe, North America, Australia, Japan, advanced

Mediterranean countries, and South Africa.

Developing markets can be classified into five
categories: Africa (excl. South Africa), Asia (excl.

Japan), South America, Caribbean, and Middle East

(excl. Israel).

There is no mention to what may be called '"less developed"
markets in the list provided by the World Bank, i.e. all
countries which are not developed in terms of the GNP

per capita are developing markets (all of them are trying
to industrialise rather than depending on agricultural

manufacturing and exporting of raw materials).

The average GNP per capita of developed markets 1is

greater than that of developing markets ($5407 vs $1031).
