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FOREWORD

The purpose of this international congress is to increase the know-
ledge base of marketing thought and practice as it exists in a variety of
countries around the world. Marketing academicians, practitioners and
public policy makers at all levels throughout the world submitted original
papers for conference presentation and for publication in this proceedings.
All competitive were refereed (subjected to a peer review). The result of
this effort produced 312 empirical, conceptual, and methodological papers
involving all functional areas of marketing with a special focus on interna-
tional aspects. Out of the 162 which were accepted, 141 were published in
this proceedings.
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PRODUCT MODIFICATION STRATEGIES USED BY FOOD COMPANIES
FOR FAST ENTRY INTO NEW GEOGRAPHIC SEGMENTS

Kaye Crippen, National University of Singapore
Christopher Oates, National University of Singapore

ABSTRACT

This paper examines product modification strategies and techniques
used by food companies to gain entry into new geographic market
segments. Interviews were conducted with international and regional
companies of all sizes marketing in Asia-Pacific and included
companies from Europe, North America, Middle East, and Asia-
Pacific (A-P). The findings suggest that product modification has been
utilised in the Asia-Pacific region.

PRODUCT MODIFICATION

The issue of global standardization centers around the use of straight
product extension versus product adaptation for different market
segments (Levitt 1983, Terpestra 1991). The concept for this research
was formulated while trying to identify products that were modified
for the A-P market. Kawanaka and Sasaki (1991) at Kao, a large
Japanese consumer product firm, suggested that vast cultural
differences exist in how persons use consumer products, i.e. detergents
and shampoos. This led us to hypothesize that food preferences and
the way people use foods could also vary and that modification might
be necessary for some food products to gain acceptance in the A-P
market (Crippen & Oates 1992, 1993). This research suggested that
food product modification is often used to help gain product
acceptance in the A-P market.

Food marketing development efforts have accelerated in many Asia-
Pacific countries due to the increased spending power of an enormous
number of potential consumers. Increases in the number of working
women has created a big demand for processed foods especially in
Hong Kong, Japan, Korea, Malaysia, Taiwan, Thailand, and
Singapore. The number of urban supermarkets is growing as is the use
of television to advertise food products. Large populations with
increasing incomes are found in the PROC, Indonesia, and India; the
latter has the world’s largest number of middle class consumers
(Fortune 1992). Companies with flat competitive home markets i.e.
from Europe or North America are entering new geographic areas
with fast growing markets which offer long term potential. Asia-
Pacific with a large population, increasing urbanisation and rising
personal incomes, has become a target for many companies. Some
have chosen to enter the Asia-Pacific through countries such as
Singapore where English is the major business language. Early

entrants realized that it was necessary to quickly get into A-P markets
in order to establish local business relationships, to learn how to do
business, to develop brand awareness and consumer loyalty. There is
much growth in food markets in many regions, especially the Asia-
Pacific, which has the highest growth rate in consumption of food in
the world (Singapore Business 1993). However Selwyn (1991) advised
that there is a narrow window of opportunity.

Asia-Pacific in particular puts great demands on food companies
seeking to enter its markets, often requiring products to be modified
in terms of taste and flavour. Foods marketed in certain areas of the
A-P, i.c. Japan require higher aesthetic standards for packaging. High
temperature and humidity place additional strains on the product.
Many fast food chains have had to introduce new items or modify
products for the A-P market (Kotler 1991). For example, the Rendang
and Samurai burger and the Kaya McMuffin.

Many companies are doing more than just putting their current
products on the shelves around the world. International food giants

such as Campbell’s (Selwyn 1991 and Engardio 1993) and Nestle
(Heer 1991) and other smaller companies such as Yeo’s are modifying
products to suit different consumer taste pallettes which characterise
the different regions within the A-P where variations due to ethnic,
religious, and other cultural variables influence taste preferences.
Sensory evaluation literature suggests that there are differences in
product acceptability based on taste, flavor, and texture (Graf 1991).

Campbell’s Soup research and development office for the A-P region
in Hong Kong uses a strategic approach to new product development.
Some products are transferred directly i.e. tomato soup while other
products require short, medium, or long term development efforts.
Products requiring less development effort such as a spicier chicken
broth, a staple in Chinese and other regional cuisines, has been
introduced quickly into the market to establish a market presence and
1o create repeat purchases. Working women have less time to make
homemade style chicken broth, which requires hours of preparation as
do the double-boiled style Chinese soups i.e. water-cress and duck
gizzard. Campbell’s introduced the latter type under Swanson label;
these soups probably required a medium amount of effort to bring to
market. Longer range developments are in process in their regional
laboratory where a panel of local taste testers can be utilised. They
realised that in order to be successful in markets where taste
preferences vary from the west, they needed to modify some items
from their product line to be successful in these market.

REFERENCES

Anon. March, 1993. "Carving Up The Asian Market,” Singapore
Business.

Anon. Aug 19, 1992. "India: Open For Business". Fortune.

Heer, Jean. 1991. Nestle 125 Years 1866 - 1991.

Crippen, Kaye and Oates, Chris. 1992. "Trends in Changing Far East
Food Preferences and their Implications for New Product
Development,” Frontiers and Opportunities in Food and
Agrotechnology Conference Proceedings.

Crippen, Kaye and Oates, Chris. 1993. "Trends Influencing Changing
Asian Food Preferences with application for New Product
Development Model," Food Ingredient Asia Conference
Proceedings.

Engardio, Pete. March 15, 1993. "Campbell: Now It’'s M-M-Global,"
Business Week.

Graf, Emst & Saguy, and Israel Sam (eds.). 1991. Food Product
Development: From Concept to Marketplace. New York: Van
Nostrand.

Kawanaka, Hideo & Sasaki, and Jetsuo. 1991. "Recent Trends in the
Southeast Asian Toiletry Industry”. RIM Pacific Business and
Industries: Voell.

Kotler, Philip & Armstrong, Gary. 1991. Principles of Marketing.
Englewood Cliffs: Prentice Hall.

Levitt, Theodore. 1983. "The Globalisation of Markets". Harvard
Business Review: 92-102.

Matsuda, Naoko. July, 1990. "Product Successes & Failure in the
Japanese Market". Tokyo Business Today.

Mullich, Joe. 1992. "New packaging that sells the product,” Food
Business.

Selwyn, M. Dec 17 1991. "The New Food Chain," Asia Business.

Terpestra. 1991. International Marketing. Chicago: Dryden Press.

Wagner, Jim. 1992. "Around the world in 60 products,” Food
Business.

Worthy, Ford S. August 1990. "A New Mass Market Emerges".
Fortune.



MARKETING OF ECONOMIC DEVELOPMENT PROGRAMS
-- EXPECTATIONS AND HANDLING NEW OFFERINGS

Timothy Wilson, Clarion University, USA!

Abstract

Development centers in a position of marketing new pro-
grams to potential users may find themselves confronted
with the issue of needing to know what constitutes a rea-
sonable response to efforts as well as how initial intro-
duction might be best handled. Concepts relating to ex-
pectations are covered from both the source (supplier) and
the receiver (user) sides. A case study is reported that
apparently illustrates aspects of general expectations.
Previous association with the center and on-site meetings
at the prospect clients’ companies appeared to be positive
elements in the successful marketing of the case study
program.

Introduction

Periodically, development centers find themselves in a
position of marketing new programs to potential users. A
common reaction to such efforts by center personnel is that
efforts are marginally successful. Some respondents may
be obtained, but sign-ups take more time and more effort
than would be expected. The purpose of this paper is to
examine the start-up phase of programs and identify as-
pects of behavior that might be expected. At issue is what
constitutes a reasonable response to efforts as well as how
initial introduction might be best handled. A case study is
reported that apparently illustrates general behavioral ex-
pectations. It is anticipated that this paper may interest
development professionals who find themselves in posi-
tions of having to market new programs as well as market-
ing professionals who may assist them.

Conceptual Background

The marketing of economic development programs repre-
sents an exercise in industrial/institutional marketing.
Essentially, it involves one organization marketing its
services to another. It has been suggested that understand-
ing of industrial markets can be gained by examining the
smallest unit of analysis in marketing -- the dyad (Bonoma
1978). Five relationships were identified that were thought
to impact transactions. These relationships included not
only the relationships that existed between potential buyer
and seller as individuals, but between their respective

! Visiting Professor of Marketing at the University of
Ume3 at the time this article was prepared. The financial
assistance of the Stiftlesen Seth M. Kempes Minne Foun-
dation and the support of the Umed Business School and
Clarion University during the preparation of this paper is
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organizations as well. Thus, it may be not only personal
effort, i.e., individual to individual activity that counts, but
also relationships that exist between centers (and their
supporting organizations) and firms that may affect their
outcomes. This model may be used to guide analyses of
expectations when attempts are made to "sell" new eco-
nomic development programs to potential users.

Supply/Seller Side Considerations

Personal selling is the most important demand-stimulating
force in the industrial marketer’s promotional mix (Hutt
1987). It is perhaps inescapable that any center initiated
development program that is successful will require a
substantial amount of personal selling. Along these lines,
it is recognized that to some degree, there is a "law of
averages" that affects salesperson’s success. That is, each
time out an order may not result. Instead, it is known that
a certain number of calls among a certain number of po-
tential clients will produce a certain number of sales.
Indeed, it is common for salespeople to discuss this situa-
tion in terms of an inverted triangle in which a certain
number of "suspects” are required to produce a certain
number of "qualified prospects,” which in turn will pro-
duce a certain number of interviews that will eventually
produce a successful sale (see Marks 1981).

Salespeople likewise appreciate that it may be particularly
difficult to make a new sale. A number of calls may be
required in which information is presented to purchasing
participants before a sale may be closed. Survey results
indicate the average number of calls to close a sale may be
close to four, although this number may be less if comple-
mentary communication such as telemarketing is used
(Cahners 1989; Haas 1992). The model commonly used to
depict this aspect of marketing industrial products suggests
that it is markedly easier to sell to existing customers.
That is, the first time that an item is purchased from a
vendor a client may find that an intensive, detailed study
might be necessary. As more familiarity is gained, howev-
er, subsequent purchases may be made rather routinely,
with a minimum of investigation (Robinson 1967).

Demand/Purchasing Side Considerations

One way of looking at the user side of the dyad is to
consider the use of the development center’s service as
similar to the development of a new product for the poten-
tial user. That is, the small business manager has a num-
ber of options that might be considered for incorporation
into the business -- one might be the use of the center’s
service; others might include commercializing a new prod-
uct, or opening up a new sales territory. From among
these options, a limited number can be selected for pursuit
because of constraints in resources -- both financial and



personal. Thus, even though center programs may appear
attractive, they may not be utilized because of competing
alternatives within the firm. With regard to center opera-
tions, then, it migit be noted that all potential respondents
may not be equally likely to favorably accept an offer.
Among those who do, a number of personal sales calls
may be required to gain acceptance.

Background Summary

If a buyer-seller dyad is accepted as a reasonable model
for describing center-client transactions on new programs,
certain conclusions appear to be forthcoming. First, nei-
ther the buyer nor seller side of the dyad suggests that all
transactions will be successful. In fact, conversions of
much less than 100 percent may result. With regard to the
"buyer" side, studies do not yet seem to have been made
concerning the utilization of development options among
small firms. Product development, however, represents an
associated area. In this area, it has been suggested that
firms commercialize one out of seven ideas -- although the
ratio appears to be getting better (Booz 1982). On the
"selling" side, professionals have learned to deal with a
suspect -- prospect -- candidate truncation. At the prospect
to sale level, perhaps a ten to one ratio is appropriate
(Marks 1981; Belliveau 1990). These ideas are captured in
Figure 1. Further considerations suggest that it will take a
number of calls -- perhaps four to close a sale, and pre-
existing relationships between center and firm may be
important.
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Figure 1 - Proposal Process

Case Study -- The MAP Program

The case selected for discussion involves a center in a
geographically remote area in the US. Manufacturing
firms typically located within the development area that
was studied due to quality of life considerations. Although
opportunities existed in the lumber and mineral industries,
diversified manufacturing businesses tended to be located
there due to some experience of the owner-managers.
Either these individuals were born there, went to college
there, or had a pleasant vacation there. Certainly, location
close to market proximity was seldom a factor. The three
major industrial markets were about 400 miles away.

Firms "starting up" in this area tended to be successful
initially due to skill in manufacturing and an intuitive
approach to the marketplace. The area also was gifted
with a generally positive work ethic, reasonable labor rates,
and other economic considerations that offset high trans-
portation costs. Marketing, however, always had tended to
be a problem. General success among diversified firms
tended to be dependent upon an entrepreneur having a
"gut" feeling for the marketplace, getting repeat business
from old, established accounts, "hitting the road" during
slow periods, developing loose relationships with market-
ing reps and attempting product or geographical expansions
as a way to make up for lack of performance with existing
operations.

Not all firms, however, fit this mold. Exploratory research
on existing manufacturing businesses indicated a two-tiered
growth model (Musser 1987). On the one hand, there was
a small group of rapidly growing businesses that contrasted
to a larger grouping of slower growing, or declining, busi-
nesses. Rapid growth firms, having developed successful
marketing programs, tended to minimize the problems
associated with being located in a remote location. Fur-
ther, it was known that marketing advice was the most
common assistance provided by development centers in the
US at that time (Tinsley 1978, 1989; Felham 1985). These
observations suggested that a well conceived marketing
assistance program could spur growth of the slow growth
or declining firms, or at least strengthen their ability to
remain viable companies. This, in turn, would aid job
creation and retention, a primary community objective.

Consequently, the idea of a regional assistance program
was derived. A Marketing Assistance Program (MAP) was
proposed to remedy some of the marketing deficiencies
local firms had. Marketing specialists were to be brought
in to provide assistance to a maximum of ten basic eco-
nomic businesses with potential for increased sales and job
creation. Assistance could involve developing a new
marketing plan or updating an existing plan, introducing a
new product, developing a sales strategy, improving use of
marketing reps, expanding geographical or product lines,
penetrating deeper into existing markets, or other assis-
tance. In all cases, the specific area(s) to be addressed and
the level of effort were to be mutually agreed upon at the
onset of the assistance period by the business, the market-
ing specialist, and the center. Center staff members were



to assist the company in implementing the marketing plan
developed with a marketing specialist, particularly if this
implementation involved financial packaging or other
expansion or retention services.

The center had an effective structure in place for imple-
menting the marketing assistance program. The center also
had a history of success within the six counties within its
designation as the principal economic development agency
for the region. In addition to the home office staffed by
three development professionals, the center had established
two satellite offices, each staffed by a full-time develop-
ment specialist. The center had also established formal
working relationships with local economic development
corporations, industrial councils, public officials, bankers,
utilities, and the business community in what was at that
time a regional economic development network.

The program under discussion was externally funded, was
implemented at the start of the calendar year and was to
run for two years. Funding sources included a manpower
consortium ($25,000), the state department of commerce
($10,000) and the local university ($15,000) for total fund-
ing of $50,000. The program budget of $50,000 assumed
start-up costs of $10,000 and that ten companies - the
program’s stated goal - were to be assisted at an estimated
cost of about $4,000 per company. This money was to be
used to pay consultants for services rendered to clients.
Client companies, in turn, were invoiced for the consulta-
nt’s time and expenses and any other out-of-pocket costs
incurred. These monies were to be used to replenish the
fund so that a perpetual service, in principle, would be
available to assist the region.

Different types of contracts were written, but an essential
feature of each was that the client paid only if satisfied
with the work. The "task" contract offered clients inten-
sive assistance geared to achieving specific marketing
goals, usually over a six month to one year period. Re-
payment under this contract type asked the client to begin
repaying the loan upon completion of the contract scope of
work. A second type of contract, the "mentor" contract,
was designed for companies which are able to implement
their own marketing program but who wanted periodic
contact with the marketing specialist to review recent
marketing performance and to receive suggested "course
corrections." "Mentor" contracts provided four quarterly
consultations. Repayment of this loan was left to the
discretion of the client according to their perception of the
value of the assistance received. Clients were also offered
a repayment option in which they would pay royalties on
some future performance measure such as, for example,
sales increase. Thus, the risk for a business entering into a
contract with no guarantee of eventual financial return was
minimized. Program administrative expenses were an in-
kind contribution by the university (Musser 1990).

Results
Industrial Population

There were 56 manufacturing businesses in the six county
area that comprised the center’s development area. These
firms employed 3015 individuals. Largest employment
was in the fabricated metal products sector (SIC 33-37) --
18 firms with 1565 employed. Next came wood and paper
products (SIC 24-26) -- 16 firms/1133 employed and then
processed foods (SIC 20), 9 firms/117 employed. The
area’s "high tech" sector was comprised of two specialty
chemical firms (SIC 28) who employed 53 individuals.

Communication Process

Each of these firms was contacted by mail with a MAP
brochure and a cover letter that explained the program’s
intent. Additionally, press releases were issued to local
radio stations and newspapers to support the direct mail
effort and generally publicize the program. The initial
mail contact was followed by a telephone conversation
intended to arrange an initial meeting between company
management and a center representative to collect standard
Census of Manufacturing type information. All firms
responded favorably to this overture. Of these firms,
twenty-five expressed interest in the MAP. Subsequently,
75 minute face-to-face meetings were scheduled with these
interested companies. These meetings commonly were
held at a central facility, either at the development center
or an outlying regional location, to reduce candidate travel
while maintaining an expeditious schedule of sequential
meetings. Attending these meetings were the project coor-
dinator, the center’s regional contact person, the consultant
and the chief marketing person in the candidate company -
- frequently the president or an owner-partner.

These meetings typically developed a format in which
further information was obtained on the marketing efforts
of the company. This marketing information was devel-
oped from a structured interview that included questions on
product lines, target markets, present marketing mix, sales
history, company objectives, growth strategies, marketing
opportunities and present plans. After the potential client
finished with his or her communication, the consultant
summarized the apparent situation to the agreement of both
parties. Frequently, these situational summaries included
some suggestions of assistance for the firm.

Meetings were concluded by an oral description of the
program by the project coordinator and a description of the
financial arrangements that might be made. Follow-up
telephone calls were used to determine participant’s further
interest, and where interest was indicated, a letter of pro-
posal was sent. These proposals were developed by the
project coordinator after discussions with the consultant.
The proposals included specific tasks to be accomplished, a
time period in which the tasks would be accomplished, and
financial terms. These agreements were structured in
contract form so that the clients knew they were entering
into an expectation on their part -- both financial and in



participation. A follow-up call explained the nature of
these expectations.

If an agreement was reached, it tended to take further
meetings and communication. In fact, successful agree-
ment on an individual project tended to take three letters,
five telephone calls, and four meetings. A communication
model that started with awareness being raised initially and
which proceeded through client interest, evaluation, com-
mitment and agreement tended to be followed. Both the
pattern of communications and the communication model
is shown in Figure 2. Complete closing on initial projects
tended to take four months, but successful closings on
other projects took longer.
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Figure 2 - Communications in Signing

Signing Successes

Naturally, not all manufacturers who had shown initial
interest in the program ended up signing contracts. The
greatest decline in interest came after the first face-to-face
meeting with the consultant. Of twenty-five companies
attending the first meeting, twelve indicated that they had
no further interest in the program at that time. Because
these firms continued to be candidates for future contact,
they were not pressed for actual reasons for not entering
the program. Of the remaining thirteen firms, one signed
after the initial meeting, but other meetings were required
with the other twelve. Of these, six more companies
signed MAP contracts after the second consultant meeting
and two companies signed contracts after a third consultant
meeting, for a total of nine contracts. The attenuation in
participation is also shown in Figure 2.

Projects were normally contracted in a manner that provid-
ed for initial payment of 15 to 20 percent of total agreed
upon cost, with the remainder due upon project comple-

tion. Two clients chose "mentor” contracts, with the re-
maining seven choosing "task" contracts, i.e., projects tied
to specific tasks. Average contract amount was about
$2,000, about 50 percent less than originally projected.

Best success was obtained among local specialty chemical
firms where both producers agreed to projects. Local food
producers supplied the largest single group -- three, out of
nine firms. Wood furniture firms produced two contracts -
- out of a possible sixteen firms, and machinery & equip-
ment manufacturers produced two out of eighteen possibil-
ities. In all, a 17 percent penetration was obtained in
number of possible firms. About seven percent of possible
employment in the manufacturing sector was covered,
which indicated a tendency toward receptivity among
smaller firms; the largest contracted firm employed 50
persons. Some SIC’s were completely missing in the
portfolio. No project, for instance, came from basic wood
production operations. These results are shown in Table 1
along with the type of contract signed and the number of
meetings required to obtain a project among successful
firms.

Maj. Gr. Population Program Visits*  Contract
NS Product Cos./Empl. Cos./Empl. 123C Type
20 Processed Foods 9/117 3/61 XX X TASK
X XXX TASK
XX XX TASK
24-26  Wood & Paper Prds. 16/1133 2/52 X X MENTOR
XX X TASK
28 Specialty Chemicals  2/53 2/53 X MENTOR
XX XX TASK
25&30  Plastic Products 4/89 0/00
31&39  Crafts 5138 0/00
32 Concrete Products 2120 0/00
’ XX X TASK
33-37  Fab. Metal Prds. 18/1565 2/57 XX XX TASK
56/3015 9223

Table 1 - Population & Program Results
* Does not include first meeting.

Discussion

Initial internal evaluation at the center of this program’s
introduction tended to suggest that it had not been as
successful as it had been expected to be. This reaction
came from the relatively few number of recruits into the
program and the amount of effort that it took to get these
recruits. There were the nine contracts when ten had been
established as what had been thought to be a conservative
goal. This program was positioned as a "can’t miss" pro-
gram. It had adequate funding, was reasonably staffed,
and appropriately administered. Nevertheless, projects
were smaller in size than anticipated, and further, there had
been many more meetings and much more ancillary com-
munication than expected.

To a certain extent, the assistance supplied at the first
client-consultant meeting may have hurt the chances of
recruiting initial clients. Information exchanged at that
meeting sometimes gave potential clients adequate direc-
tion for immediate marketing efforts. Consequently, there



was no need for them to enter into a contract. From the
very beginning, however, the objective of this program was
to help local companies, not particularly client recruitment.
Thus, at no time was any attempt made to withhold mar-
keting suggestions from potential clients. Eventually,
clients who did not enroll initially may yet become clients.

"Expected” is a key word. The program offered a needed
service under terms that were difficult to refuse, and it
turned out to be a good program. Initial clients were
provided the services for which they contracted. Some
entered into second round projects, and other companies
entered the program later. It took time and effort, howev-
er, to develop the program.

In particular, the following lessons were learned in mar-
keting this program, which may be of assistance to other
development professionals:

1. "10" was not a conservative estimate. In making an
initial assessment of what might be possible, an arbitrary
selection was made of an expected number of successes.
This item may not seem so important in evaluating a pro-
gram, but this selection did play a role in directing the
effort during the early stages of the program. Some of the
time spent getting converts might have been spent in get-
ting initial results on the projects themselves.

In setting a goal, instead of selecting a number arbitrarily it
might have been better to have selected a percentage of
total population -- 10% or 15% would seem to be suggest-
ed from considerations of the conceptual background.

"10", a 20% penetration, was well into what would be the
early majority for this program in terms of product adop-
tion (Rogers 1962).

2. Past relationships did appear to play a role in successful
marketing of the program. Two key companies who en-
tered the program had previous relationships with the
center, or at least with the university in which the center
was located. The earliest adopting company, the one who
adopted after one meeting, had an owner who graduated
from the university. The firm also had utilized center
services previously in its foundation stage. Thus, to this
"innovator” the service was undoubtedly a modified rebuy.

The largest contract also was written to a firm whose
general manager and project manager had graduated from
the university. This firm also had utilized some start-up
funds the university had provided. Although there was
never any indication that a "pay back" was involved in the
relationship, it was fairly clear that a comfort zone had
been established among participants.

3. Certain industries produced no contracts. It may seem
inappropriate for center managers to think of discriminat-
ing among potential recipients for a service. The general
thrust of a development center is to be equalitarian in its
approach. In segmenting for successful introduction of a
service, however, growth is perhaps important -- small
firms and growing industries may be a key combination in

success. Situations where managers have some sense of
what might be accomplished, but lack resources to accom-
plish results apparently is important. As much as centers
may want to help older-line, basic industries, internal
Jjudgement concerning outside assistance may preclude
success in a sector. In the case here, the lack of any pro-
ject servicing the basic wood products industry was some-
what a disappointment. On the other hand, being able to
serve both special chemical firms was a plus for the pro-
gram.

4. On-site "sales" calls were esseritial to the program’s
success. It may seem trivial to consider where meetings
are held, but in this case successful conversions of pros-
pects to sales occurred primarily after meetings were held
in the potential client’s offices. Time was important to
potential clients in the project. In fact, one way of looking
at the projects that were contracted was that they represent-
ed time purchased -- time in which the manager could do
something else while a specific task was being done for
him. Thus, when the program began fitting into managem-
ent’s time, and not vice versa, favorable results appeared to
occur.

5. The customer really does determine what the product
will be. It is a truism in industrial marketing that in the
long term, the customer determines what the final product
will be (Corey 1975). It turned out in this program that
they also determined what the product would be in the
short term. Clients appeared to want small, specific pro-
jects when it came to assisting their businesses, i.e., a
survey of potential users of their businesses, an assessment
of consumers’ perceptions of a product, a letter suitable for
some direct mailing efforts. An essential task in develop-
ing the program was assisting managers understand what
might be done and the results an activity might produce.
The availability of larger amounts of support under favor-
able terms seemed not so important as specific results that
might be expected.

It was probably the results orientation that eventually sold
projects in the program as much as anything else. Even
when projects broke down into well defined steps, clients
appeared to want to contract for services on a step at a
time condition.

Conclusions

A successful program introduction has been described. In
retrospect, many of the observations might have been
anticipated from industrial marketing considerations.
Although successful new programs will depend upon both
the geographical area into which the program is introduced
as well as the program itself, modest initial conversions
and multi-meeting approaches might be anticipated. Utili-
zation of in-plant meetings and "segmentation for intro-
duction" by focusing upon firms with previous favorable
ties to the center that happen to be in growth sectors may
enhance initial success rates. Further, smaller, results-
oriented projects may be most likely to be favorably ac-
cepted by target firms.
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MANDATED SAFETY RECALLS IN THE U.S.
AUTOMOBILE INDUSTRY -- 20 YEARS EXPERIENCE

Timothy Wilson, Clarion University, USA
Albert L. Page, University of Illinois at Chicago, USA

In an earlier study, an attempt was made to assess the
macro effect of mandated auto recall on the U.S. auto
industry. With the amount of information available at that
time, recalls were numerically significant and increasing,
the industry appeared to be relatively unaffected by their
mandated imposition. Out of 248 campaigns, only 15 were
100 percent successful, and overall, less that two-thirds of
all cars recalled were actually returned for inspection.
Newer automobiles tended to have greater success rates as
did vehicles from larger market share manufacturers.
Further, there appeared to be no impact on sales in
subsequent years nor did there appear to be any company
particularly adversely impacted by recall practice (Page and
Wilson 1976, 1979).

Because of the coverage and archetypical nature of these
recalls, it is important to track industry reaction to this
business constraint. The intent of the original legislation,
of course, was not to impact business deleteriously, but
rather to produce a safer product for U.S. consumers. In
effect, Senator Moss, one of the sponsors and supporters of
mandated recall, suggested economic costs, trade name
damage, and liability litigation would produce decreasing
recall numbers in the long run (1974). The study has
therefore been updated. Over a twenty year period, one-
half (numerically) the automobiles sold in the United States
have been recalled for inspection and/or repair of safety-
related defects. From information available from NHTSA
and trade associations, an analysis was made of industry
trends.
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Figure 1 - Number of Autos Recalled Over Period

Four observations were made. (1) After a period of first
growth and turbulence, the industry appears to have settled
into a trend of declining annual recall as shown in Figure
1. (2) Recall share appears overall to be related directly to
manufacturing market share, thus, manufacturing scale does
not appear to be a factor in affecting recall. Japanese
automobiles, however, appeared less likely to be recalled
than domestic automobiles. (3) No obvious effect existed
between automobiles recalled in a single year and
subsequent sales at either the industry or individual firm
level. (4) Cost of recalls appear reflected in price insofar
as the incremental cost associated with safety devices is
highly correlated with cumulative recalls over the period.

The overall conclusion of this study is that industry has
positively reacted to mandated recall legislation. The need
to control costs, please customers, and meet competition
apparently has been instrumental in meeting this challenge.
Moss, in his initial assessment of this probability appeared
correct. The Japanese have been particularly successful in
implementing control of recalls, and this observation has
not been lost on the industry. Chrysler, for instance, has
developed an advertising campaign associated with
favorable recall statistics (Chrysler 1988).

The lack of a sales impact, as this information has been
interpreted in the past, remains troublesome. This paper, as
well as previous studies, indicates little impact of recall on
subsequent sales. This approach inherently is an
information usage model.
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SUCCESS FACTORS IN GLOBAL PRODUCT INNOVATION:
AN ILLUSTRATION FROM THE PHARMACEUTICAL INDUSTRY

Poh-Lin Yeoh, University of South Carolina
Roger Calantone, Michigan State University

Abstract

Success in new product development is a critical
management issue for many firms in high technology industries. No
where is this statement more applicable than for firms in the
pharmacedutical industry. This industry remains one of the most
profitable among U.S. high technology industries. However, the
decades of uninterrupted growth have been replaced by a period of
dynamic change and instability brought about by spiralling health
care expenditures, heightening generic competition, increasing R&D
costs, and shortening patent lives.

Long-term survival and growth in this period of transition
demands a fundamental reorientation in firms’ new product
development efforts -- maintaining a constant flow of new drugs that
are highly differentiated and offer real cost advantages (e.g.,
requiring lower dosages than similar drugs). More importantly, new
product efforts should be devoted to the development of new
chemical entities (NCEs). Since the pharmaceutical industry is
globally dominated by W. Europe, Japanese, and American
multinationals, it is also equally important to consider the
international competitiveness of NCEs developed from these triad
economies.

The objective of this paper is to develop a model that
explains the probability of new product success in the global
pharmaceutical industry. As the choice variable is dichotomous
(global NCE/not global NCE), logistic regression (Walker and
Duncan 1967) was used for estimation purposes. Global NCEs are
defined using the classification scheme proposed by Hass and
Coppinger (1987). These authors defined global NCEs that
demonstrate multinational acceptance by six major industrialized
countries within four years. These countries include the U.S.,
Germany, Japan, the United Kingdom, France, and Switzerland.

Conceptual Model and Hypotheses

Based on a critical analysis of the new product development
and innovation literature as well as extensive interviews with industry
experts, five variables were hypothesized to influence a
pharmaceutical firm’s ability to develop global NCEs: (1) prior
experience; (2) product differentiation; (3) competitive intensity; (4)
source of technology; and (5) national origin of firm. The
relationship between the dependent variable and the five explanatory
variables are illustrated in Figure 1.

Findings

All the independent variables of the logistic model are
significant except for the national origin variable. This nonsignificant
finding suggests that drugs developed from the U.S., W. Europe, and
Japanese firms are equally likely to be global NCEs. The
classification hit rate and the R2 for the logistic model minus the
national origin variable was 86% and 0.773, respectively. These
indicators suggest that a significant proportion of the variance is
explained by the model. Analysis confirms that:
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FIGURE 1
FACTORS INFLUENCING THE PROBABILITY OF DRUGS
BEING GLOBAL NCEs
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(@) A firm's historical accumulation of specific technical
capabilities increases the firm’s chances of developing
global NCEs.

(b) Drugs that are highly differentiated are more likely to be
global NCEs.

(c) Global NCEs are more likely to be found in therapeutic
markets characterized by low competitive intensity.

(d) Compared to licensing, internally developed technological
skills have a greater positive effect on firms’ ability to
develop global NCEs.

Conclusion

This study yields some interesting insights into factors that determine
global success in the pharmaceutical industry. A better
understanding of what makes a new product a global success is
essential to improving R&D planning and management. The
pharmaceutical industry is both a high risk/high reward business
and firms with focused and sound R&D planning will enjoy a more
sustainable advantage in the industry.
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GOVERNMENT MANDATED-COUNTERTRADE IN AUSTRALIA: SOME
INTERNATIONAL MARKETING IMPLICATIONS

Peter W. Liesch, University of Southern Queensland

Abstract

Government mandated-countertrade (G M-C) is practised
in Australia as offsets policy. Its objectives and
implementation have been refined over recent years to
recognise the inefficiency of conventional arm's length
exchange for the international transfer of technologies,
skills and capabilities. Earlier formulations of offsets policy
in Australia sought increased workload for local industry,
whereas recent policy innovations focus on the use of
beaucratic governance, created and enforced by
government, to effect these transfers. Recent innovations
to Australian G M-C are outlined and some marketing
implications for foreign firms seeking to do business with
the Australian government are presented.

Introduction

Government mandated-countertrade (G M-C), practised as
offsets policy, has been in effect in Australia since 1970,
although since the late 1980s it has been refined. This
refinement has been stimulated, in large part, through the
search by the Australian government for mechanisms which
might assist Australian industry to improve upon its
international competitiveness and hence the national
economy to improve its macroeconomic performance. The
technology  imperative, characterising industrial
development policies, and access to international markets,
figure prominently in the current implementation of
Australian G M-C policy, with the inefficiency of
conventional arm's length exchange in transferring
technology and other information, such as international
marketing skills, organisational capabilities and managerial
acumen, now being recognised (Australian Civil Offsets
Program 1989, 1992).

Definition

Countertrade is exchange which involves a conditional
arrangement, in addition to the primary transaction, to
complete the exchange. It is becoming more widely
reported in the literature (eg Bates 1986; Cho 1987; de
Miramon 1983; Hansson 1991; Hennart 1989, 1990;
Huszagh and Barksdale 1986; Khoury 1984; Liesch 1986,
Lecraw 1989; Mirus and Barnard 1986; Neale and Shipley
1988; Palia and Liesch 1991; Wills and Palia 1987; Yoffie
1984). While not always being mutually exclusive in
practice, two fundamental forms of international
sountertrade may be identified, voluntary countertrade and
mandated-countertrade, although other classifications are
acknowledged (eg Hennart 1990),

Voluntary countertrade might be considered as a corporate,
competitive, largely marketing, device undertaken by firms
to broaden their competitive strategy options. Under these
arrangements, there is no external requirement that the firm
practise countertrade. Voluntary countertrade is not the
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subject of this paper. Mandated-countertrade exists in the
event of an externally imposed requirement for an exchange
to include a reciprocal and conditional transaction.
Further, when the requirement for reciprocity and
conditionality in trade is established and -enforced by
government, the practicz is G M-C. This paper specifically
focuses on that form of G M-C where the requirement for
reciprocity and conditionality derives from an obligation
placed on a foreign firm supplying a capital equipment
purchase funded by government (Hennart 1990). In the
Australian context, this form of G M-C is effected as
offsets policy, and is practised as the Australian Civil
Offsets Program (ACOP) and the Australian Defence
Offsets Program (ADOP).

This paper reports on mandated-countertrade as it is
practised by the Australian government. Very little has'
appeared in the literature on this topic, either in Australia
or elsewhere, with Hennart (1990, p.267) recommending
»_that future empirical research should be conducted at a
disaggregated level and should focus on the differential use
of particular types of countertrade”. The paper focuses on
one specific type of countertrade arrangement, government
mandated-countertrade, and it is in three parts. The first
part describes offsets policy in Australia, while in the
second part, the fundamental dimensions of G M-C as it is
practised in Australia are identified. ~Implications and
concluding comments for foreign firms seeking to supply
government-funded  procurements to Australia are
discussed in the third part.

GOVERNMENT MANDATED-COUNTERTRADE IN
AUSTRALIA

In its current form, the objective of the ACOP is "...to
contribute to the enhancement of Australia's industrial and
technological development by establishing internationally
competitive activities within Australia” (Australian Civil
Offsets Program 1988, para 1.2). The ADOP seeks "...to
enhance self reliance in supply and support of the Defence
Forces, to establish new or exercise existing industry
capabilities of importance to defence; and to develop
capabilities in industry that will enhance international
competitiveness and enable increasing involvement in
future defence procurement programs and for further gains
in self-reliance" (Doing Australian Defence Business 1987,
para 3.12).

With an emphasis on technology, skills and capabilities
transfer, the current programs are aimed at establishing
long-term commercial activities in Australia which are
internationally competitive.  Further, the most recent
(1991) revisions to offsets policy in Australia are "...based
on the idea that government buying power can be used to
gain access for local industry to the international marketing
capabilities and the internal markets of the transnational
corporations" (Australian Civil Offsets Program 1992, p.1).
Although these current objectives, in practice, do not differ
substantially from the earlier ones, the means of effecting



them have changed with an increased refinement being
practised under the current programs. There is a
recognition now in Australia that the rationale for a G M-C
policy lies with technology (skills and capability) transfer,
and accessing the internal markets of international firms,
but that the earlier machineries for offsets acquittal were
somewhat incomplete. This refinement is evidenced by the
increased range of eligible options available for foreign
firms to disburse offsets obligations and by the prospect for
increased participation of Australian firms in international
business activities by accessing otherwise blockaded
internalised markets.

Administration

Administration of the Australian offsets programs is split
between the Department of Industry, Technology and
Commerce (DITAC) for civil offsets and the Department of
Defence (DOD) for defence offsets. Defence offsets
commitments are specified in a defence procurement
contract and form one component of a program for
Australian Industry Involvement (AII). Civil offsets refer
to all offsets other than those embodied in a defence
procurement contract. Responsibility to provide offsets
rests with the overseas supplier who incurs an offsets
obligation when Australian state and federal governments
finance a purchase, lease or hire arrangement which it
sources, and where the duty-free price of the purchase
exceeds AUD$2.5m with an imported component in excess
of 30 percent of this price; or alternatively, the DOD
mandates offsets for designated defence strategic purposes.

Several criteria must be met before offsets proposals are
accepted. These are: the commercial viability criterion,
which requires that offsets result in Australian activities
which are competitive in price, quality and delivery; the
price criterion, specifying that offsets activity should not
incur any price premium;, the technology criterion,
requiring that offsets be of a level of technological
sophistication not inferior to that embodied in the goods or
services being purchased; the new work criterion, which
requires that offsets be additional to activity which would
have occurred in the absence of an offsets program; and the
defence criterion (peculiar to purchases subject to the
ADOP), which necessitates that defence offsets contribute
to self-reliance in supply and support for the Australian
Iggfe;lce Forces (Australian Civil Offsets Program 1988,
3).

~ Offsets Variants

Four offsets acquittal variants have existed in Australia:
individual  offsets  arrangements,  offsets  credit
arrangements, pre-qualified offsets supplier arrangements
and partrerships for development. The latter three variants
were introduced in the 1988 revisions to the practice of G
M-C in Australia. Individual offsets arrangements are
disbursed on a case-by-case basis by obligated tirms which
are generally infrequent suppliers of government purchases.
Activity additional to that which fulfils an immediate offsets
obligation might be approved as offsets credits. Offsets
zredits accumulated by a foreign supplier can, with the
concurrence of the offsets authority, be transferred to
another foreign supplier. That is, a market in offsets credits
has been established.

16

The awarding of Pre-Qualitied Offsets Supplier Status
(PQOSS) seeks to facilitate offsets obligated firms placing
activities in Australia that are long-term, and as such has
the intent of avoiding the possibility of a piecemeal, ad hoc
approach to fulfilling obligations that could detract from
the ultimate objective of enhancing the establishment of
viable long-term internationally competitive activities.
Firms achieving PQOSS are granted offsets clearances by
Federal and State purchasing authorities (Australian Civil
Offsets Program 1988, Ch.5.3). At the present, 35 foreign
firms hold PQOSS.

A Partnerships for Development program is operational in
the information industries where the intent is to engender
the establishment of corporate alliances between the foreign
supplier and local Australian enterprises. Most of the
foreign multinationals tendering for the supply of computer
hardware to Australian government instrumentalities have
become accredited partners in development (Australian
Civil Offsets Program 1989, Ch6; 1992, Ch.6). At
present, 21 firms from the USA, United Kingdom, Japan
and Europe have partnerships in development status with
an annual aggregate export commitment from Australia of
$1.169b and an annual aggregate commitment to R&D in
Australia of $233m (Australian Civil Offsets Program
1992, Ch.6). These firms are committed to achieving an
annual Australian R&D budget of 5 percent of their
Australian turnover and an export to import ratio of 50
percent, with an average Australian value-added content
across all exports of 70 percent over a period of seven
years.

Specific offsets obligations can be discharged in many
forms and include: the transfer of technology, training
programs, research and development, overseas marketing,
exports of products and services, joint or collaborative
ventures where the Australian involvement is to occur at
the conceptual, design, development and production stages,
venture capital investments and administrative expenses
incurred in arranging offsets (Australian Civil Offsets
Program 1992, Ch.4). Although multipliers apply to the
R&D and training forms of offsets (ie the offsets obligated
firm is accredited with achievements in excess of 100
percent of the supply cost of the offsets), until recently, the
export of local products and services has been most
preferred by offsets obligated firms. In 1991-92, R&D
surpassed the export of products and services as the most
preferred form of offsets disbursement (Australian Civil
Offsets Program 1992).

Liesch (1986), in a stucy of the performance of offsets for
the period 1970-84, showed that offtets orders placed by
foreign offsets obligated firms with Australian recipients, as
a percentage of the contract value for offsets purposes
were 8.5 percent for the total defence sector, 15.2 percent
for the total civil sector and 11.8 percent overall. These
figures indicated that there may be a problem in meeting
the targeted level of 30 percent offsets achieved, as a
percentage of the duty-free purchase price on any single
government purchase incurring an offsets obligation. Much
of the policy refinement since the mid-1980s can be traced
to improving upon this poor performance.

An indication of the extent of defence offsets activity in
Australia is complicated by the nature of the Australian
Industry Involvement Program (AII), and by the paucity of
accurate published data. The AII program includes the
ADOP activities classified as designated and assisted
workload and local content activities, although there has



not been, in the past, consistency in this differentiation.
Designated and assisted activities are those deemed to have
a defence, strategic significance to Australia and, hence,
might be permitted a price premium for them to be
undertaken in Australian firms. Defence offsets, in
principle, should not incur a price premium and these
activities are incurred on the imported component of a
defence procurement. Local content is a term used by the
Department of Defence which includes designated and
assisted workload and which refers to the non-offsets
balance of AII undertaken in Australia.

For the period January 1986-June 1989, defence offsets of
$501.561m were committed, which represents 21 percent
of the total value of AIl. The balance of AII activity,
$2.005b, is local content including designated and assisted
activities. AII, for this period, represented 66 percent of
the value of all contracts placed for defence-related
procurements. The emphasis on local content reflects the
present Australian government's desire to use Australian
prime contractors for the major defence projects. Most of
the activity undertaken by these Australian primes is local
content which is not subject to offsets requirements; offsets
obligations relate only to imported content. For example,
the new Australian submarine project is being undertaken
by the Australian Submarine Corporation (ASC), a
corporation specifically established to manufacture the
Australian class of the Swedish Kockums Type 471
submarine. ASC's shareholders are: Kockums Marine AB
(40 percent and Swedish), Wormald International (25
percent and Australian) and Australian Industry
Development Corporation (35 percent and Australian).

The aerospace, and weapons and weapon systems sectors
have dominated the industry categories within which
defence offsets activity has taken place in Australia, with 47
percent of total offsets secured over the period January
1986 to June 1989 being aerospace and 31 percent being
weapons-related. For this time period, as a proportion of
contract value for offsets purposes, the aerospace industry
has attracted some 36 percent of total offsets, while the
weapons-related industry has attracted 18 percent. The
automotive industry has secured the largest share, relative
to the contract value for offsets purposes, of activity for
local firms (42 percent of contract value) (Patterson 1989).

DIMENSIONS OF GOVERNMENT MANDATED-
COUNTERTRADE

Generic countertrade

On the one hand, the conjecture might be put that
mandated-countertrade is trade expanding, in the sense of
promoting trade that otherwise would not have occurred
and that it has facilitated an increased awareness of
alternative commercial arrangements beyond conventional
arm's length exchange. Alternatively, the conjecture might
be put equally forcibly that mandated-countertrade departs
from free-market principles which provide the discipline
necessary to realign domestic industry structures towards
those consistent with patterns of international comparative
advantage. Consistent with this view is the opinion that
although some short term expediency might be obtained
from mandated-countertrade, its continued practice and
possible (likely) institutionalisation is antagonistic to free-
trade principles which return net gains to those
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participating. It might be argued by these persons there are
hidden, long term costs associated with countertrade that
together with the more apparent costs overwhelm the
visible and immediate benefits (Liesch 1991).

The genesis of the newer forms of countertrade, such as G
M-C, as complements to conventional trade and
international business, lies largely with domestic politics.
Increasingly, governments have become involved in
creating environments within which local firms might
capture the greatest advantage through trade. Offsets
policies are evidence of this involvement by governments,
particularly from developed market economies to "do for
local firms that which they cannot do for themselves'. In
particular, the leverage accorded government in the
procurement of capital goods from abroad provides such an
opportunity. Further, and particularly pertinent to the
acquisition of *big-ticket' military purchases, offsets policies
provide the public facade that the purchasing economy is
acquiring net benefits in the form of local production
capability and capacity from its capital procurement budget
in the defence pdrtfolio. Governments have found it
necessary to persuade constituencies that defence budgets
provide local benefits additional to national defence
preparedness (Cooper 1984).

Trade-related international economic integration

While the rationale for G M-C, as practised in Australia is
ensconced firmly in the failure of conventional arm's length
marketplace exchange to effect technology (including
marketing, managerial and administrative skills and
capabilities) transfer, these arrangements also display
distinct aspects of trade-related international economic
integration. Employing the Norman and Dunning (1984)
taxonomy of the evolutionary process of a nation's
international business involvement, most G M-C
arrangements have fallen within the intra-industry industrial
composition category as these transactions involve, in the
primary instance, arrangements for local participation
within the same industry category as the purchase subject
to the offsets obligation. However, if suitable offsets
activities cannot be contracted within the same industry
category, unrelated offsets have been approved. It might
be presumed that in the more sophisticated G M-C
programs these latter arrangements are minor in relation to
the wider variety of technology transfers, training
programs, R&D, part-production, joint and collaborative
ventures entered into, which fall within the same industry
category identified by the original purchase. Unrelated
offsets are illustrative of international inter-industry
transfers. :

Protectionism

The ACOP and the ADOP include both explicit and implicit
aspects of protectionism for Australian industry. For
example, implicit within these programs is the Krugman
(1987) prospect that government support for certain key
industries, with a view to developing an indigenous
capability, might then be transposed to increased activity in
export markets (eg the Partnerships for Development focus
for the information industries).  Explicit is content
protection for targeted Australian industries, particularly
key activities of defence strategic importance (Industries
Assistance Commission 1984; Warr and Parmenter 1984,
Joson 1985). However, the success of this form of import-



protection cum export-expansion strategy is very much
contingent on a passive international trade and commercial
environment. This protectionism has the intent and effect
of profit-shifting, and could well prompt both commercial
and foreign government reciprocity.

Increasingly, industrial policy has been taking the form of
non-tariff’ protection (Ewing 1984), and while Australia's
protectionism until the early 1980s had been described as
"...visible, and its mainly tariff and tariff quota mechanisms
are (were) open to quantification...(which)...was done to
improve Australia's international negotiating stance"
(Ewing 1984, p.72), there has been a marked shift toward
non-tariff measures in the 1980s and to date (Forsyth
1985). In the main, both domestic and international politics
determine the nature and extent of protection, and this is a
function of both the economic and political power of the
participants. A new era of technological nationalism exists
in Australia, and this is evidenced by an increased
government intervention in the high technology industries,
an intervention that has been described as the substitution
of competition between governments for the competition
between firms (OECD 1984).

SOME CONCLUDING FOREIGN FIRM
INTERNATIONAL MARKETING IMPLICATIONS

Of the four immediate groups of participants involved in G
M-C activity, viz the offsets obligated foreign firm, the
home country government of the obligated firm, the
mandating government and the offsets recipient firm, the
following comments are targeted at the former. The
implications now to be raised inform foreign firms of some
issues, pertaining to offsets, they need consider when
entertaining the prospect of dealing with the Australian
government. Foreign firms tendering to supply Australian
government-funded civil and defence procurements must
adhere to the requirements of the Australian offsets policy.

Selection of an offsets acquittal variant

Of the four offsets variants identified previously, two are
available to foreign firms with defence offsets obligations
(case-by-case individual arrangements and offsets credit
arrangements), all four variants are available to foreign
firms supplying information industries' products (the
above, together with the awarding of pre-qualified offsets
supplier status and the partnerships for development
arrangement), while all other foreign firms supplying civil-
related products have the option of all arrangements except
that of partnerships for development.

The choice of offsets variant is largely dependent upon the
nature of the procurement supplied, but also and possibly
more important, the demand pattern of the procurement.
First, defence suppliers, with the two options only, are
unlikely to choose beyond the case-by-case form of
acquittal if the procurement is a one-off arrangement,
whereas offsets credits might be accumulated when the
product is being procured more frequently. Second,
suppliers of civil-related goods (excluding those in the
information industries) have three options and will most
likely choose the case-by-case acquittal if they are
supplying on a one-off basis, with offsets credits possibly
being sought when the purchases are more frequent, and
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PQOSS sought by firms regularly supplying government
procurements. Third, foreign firms supplying information
technology goods have a similar choice, but with the
further Partnerships for Development option which will
most likely be negotiated by regularly supplying firms
seeking to incorporate their local offsets activities into an
international production and marketing network as part of a
global configuration and coordination strategy.

These strategies, however, are complicated further by the
size of procurement contract and the availability of the
facility to trade in offsets credits. For example, a foreign
supplier making a large one-off or infrequent sale might
find it advantageous to accumulate offsets credits against
these sales and, either hold or, trade these credits with
other firms which are having difficulty in acquitting their
obligation. While arrangements will differ across firms, an
optimal outcome will ensue if the negotiated arrangement
produces net benefits for all interested parties. This will
occur if offsets activities can be arranged that are consistent
with, or preferably enhance, the obligated firm's
international configuration of its operations and if the local
Australian offsets recipient obtains activity that it would
not have acquired in the absence of the offsets mandate (ie
the new work criterion is satisfied).

By accumulating offsets credits, the foreign supplier is
excused from negotiating offsets arrangements on future
sales, provided all relevant criteria are satisfied. With a
similar effect, but more formalised, the awarding of PQOSS
allows the foreign firm to plan its discharge of obligations
on a long-term basis without the requirement of seeking
clearances on individual sales. These firms are able to
develop strategies for offsets acquittal that are more likely
to foster local collaboration and alliance-building than the
piece-meal, one-off arrangements which characterised pre-
1986 implementation of the policy. The Partnerships for
Development variant, although at present available only to
foreign firms in the information industries, is the most
sophisticated offsets wvariant in Australia. These
partnershif;s are an attempt to cement collaboration
between local enterprises and foreign firms with firm-
specific attributes that are lacking in their Australian
counterparts, and the acquisition of which is seen by the
Australian government as being essential to improving local
firm and industry international competitiveness.

Selection of offsets arrangement

The offsets obligated foreign firm must select an offsets
arrangement from a specified list which satisfies the
elemental offsets criteria earlier identified. Timeliness of
acquittal is a consideration in this selection as horizons for
completion, and milestones, must be detailed in the
negotiated offsets deed. In this regard, the various
multipliers applied to certain offsets arrangements can
hasten offsets disbursement. The unwillingness of foreign
suppliers to contribute investments to venture capital funds
is clear, and offsets disbursement through skills transfer
activities is not overly attractive, even with the multiplier
applied. It could well be that obligated firms assess their
human capital stock as being worthy of protection, as are
certain key technologies, and these remain internalised.
These firm-specific attributes characterise many of the firms
supplying government procurements, and are central to
their global competitive advantages; they are unlikely to be
shared with other firms, irrespective of multipliers being
applied. Underwriting the technological and commercial



development of potential rivals is evaded demonstrably by
foreign offsets obligated firms.

In general, the most frequently used form of recent civil
offsets acquittal has been the obligated firms' purchase of
Australian products and services for export. The recent
interest shown by offsets obligated firms in R&D offsets
might be explained, at least partially, by the relative
attractiveness of the Partnerships for Development program
for information technology firms, and the PQOSS for
others. The longer gestation periods required for gearing
up for R&D offsets acquittal might be providing an
indication that foreign firms are commencing to fulfil their
obligations under the requirements of these offsets variants.
However, the formation of joint or collaborative ventures is
not being sought actively, as an offsets form, which is
possibly explained by the requirement that the local
involvement in the venture should be at the conceptual,
design and development stages of a project. Once again,
this form of acquittal might be seen by the foreign firm as
distributing its competitive advantage to a possible future
rival, and hence is avoided.

Finally, part-production arrangements have waned in
attractiveness, which is not surprising in light of the
diseconomies that have plagued this form of acquittal.
While part-production has been a major focus of Australian
pre-1986 offsets, the excess cost considerations implicit in
duplication of suppliers in various countries, with their
concomitant shortfalls in minimum efficient scales of
operation, have militated against this offset arrangement.
This inefficiency is compensated largely by the obligated
firm imposing a price premium on the sale to “offset' the
increased cost of locally-supplied component parts.
Nonetheless, the Australian Department of Defence is likely
to continue to accept some such price premium for certain
designated activities critical to the defence objective of
maintenance of industry capability for defence preparedness
motives.
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Abstract

This paper considers the implications for
countertrade (CT) of recent liberalisation of
politico/economic structures in the former
Eastern Bloc. Because CT is a response to
market imperfections, more relaxed
institutional restrictions with greater
availability of information may remove the
need for CT However, orthodox trade
requires mutual currency convertibility or
reliable access to trade finance. Until
these are established, CT 1is likely to
feature strongly in trade with former CMEA
countries. Meanwhile, lower institutional
barriers will drive Western and Eastern
partners toward more formal strategic
alliances. The experiences of a small group
of UK exporters illustrates these tendencies.

Introduction

British firms are often reluctant
participants in economic relationships with
Eastern European countries. Complicated
protracted negotiations with governmental
Foreign Trade Organisations, distaste for the
political structures of the government and
concern and suspicion of the quality of goods
offered have resulted in a relatively low
proportion of British trade conducted with
the nations of the former Council for Mutual
Economic Assistance (CMEA).

Firms from other European nations, for
example, Germany and Holland, have been less
reticent in their economic links with these
countries, partly owing to geographical
factors but largely due to their readiness to
engage in countertrade (CT), an undesirable
practice in the eyes of many Western
executives and their governments.

The various forms of CT all have a common
feature: reciprocity. In each case, a seller
provides a buyer with goods (or services) and
undertakes in return to purchase goods (or
services) from the buyer. To many, this
linkage of sales to purchases represents a
throwback to a darker, moneyless age, when a
hungry carpenter had to find a farmer whose
barn-door needed repairs. The invention of
money and the evolution .of markets were
direct responses to this "double coincidence
of wants" problem. Therefore, reversion to
CT often appears to be an inefficient
alternative to trading via cash or credit.

During the post-war period, a ma jor
proportion of trade between former CMEA
countries and a significant proportion of
East-West trade was conducted in this way.
As the Eastern Bloc economies expanded,
albeit at rates slower than those experienced
in Western Europe, their need for advanced
technology inputs outstripped their capacity
to finance the required imports by
conventional means. As a result, Western
suppliers increasingly faced demands to deal
via CT, with the implied threat that the
sales would otherwise be lost to a competitor
more receptive to CT.

Several official reports have recorded the
growing incidence of CT (UN 1979, Ford 1986)
often %n less than enthusiastic terms. Some
Western nations have been "flatl{ opposed" to
CT, while others, although clearly regretting
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the necessity to deal in this way, gave it
qualified approval.

However, not all Eastern Bloc nations were CT
enthusiasts. According to an official
source, "The Hungarian government has never
in the past, (and obviously not in the
present), advocated the idea of trading with
any country, and specifically with the West,
on a countertrade basis. In Hungary, we
never had any compulsory, legislator

directive or incentive to countertrade wit

the West".

This paper continues by considering the
likely future prospects for CT activity,
examines the motives for CT from both an
"Eastern" and a "Western" perspective and
suggests that, in view of these, CT may be
supplanted by more formal trading
relationships. The penultimate section
briefly describes fundings based on a small
sample of UK exporters, in the light of
which, an assessment of 1likely future
developments in the former Eastern Bloc is
offered.

Prospects for Countertrade

Recent developments in Eastern Europe have
led to suggestions that demands for CT will
decline (eg Van Hoof 1991). There are
several reasons for this.

At a general level, the sheer freedom from
the bureaucratic interference required by a
centrally-planned regime, will probably
promote more enterprising attitudes and
require speedier and more efficient business
transactions, whereas CT is slow and
cumbersome (Jasch 1989).

More specifically, recognition at official as
well as business levels of the development
gap between Western and Eastern Europe will
lead to greater demands for technology-based
imports from the West. Freedom from controls
over the pattern of import and export trade
may lead to greater ability by Eastern
exporters to supply goods which Western firms
really require, and for which they are
prepared to offer hard currency. The arrival
of Western banking, accountancy and
consultancy resources in Eastern Europe will
sharpen local expertise, and enhance the
likelihood of additional loan facilities
bein% granted to finance such imports.
Finally, the very fact that tied trade was
associated with the old regimes may lead
local entrepreneurs to seek alternative
trading media.

CT with the former GDR has already virtually
ceased since the reunification with the FRG
while recent events threaten the continuation
of CT in several other states. As with
Hungary, Rumanian CT is now insignificant
since the country now "acts for free trade,
(we offer) no encouragement for CT, and we
press for hard currency". CT is no longer
mandatory in any Eastern country and
conventional modes of trade financing are
ipcreasin§1y available. In general, the
historical motives for CT in the region are
disappearing.

Although many of these former CMEA countries
remain highly indebted and suffer chronic



domestic and foreign currency shortages, this
financial stringency is likely to ease in the
long term through internal development and
injections of Western aid, possibly including
substantial debt remissions.

It is easy to see from the following examples
why Western firms would welcome the demise of
CT. ICL provided components to Poland for
building portable televisions to Western
European standards and then acted as sales
agent for the TVs in the West. The Poles
then purchased ICL personal computers in kit
form with the hard currency received for the
TV sets. These machines were customised for
the Polish market and sold 1locally for
Zlotys, which were then used to subsidise
production of yet more televisions which ICL
sold in the West.

The US 3M Corporation set up a Swiss
subsidiary to negotiate deals with Eastern
Bloc countries. The proceeds from selling
$1lm of Polish nails were deposited in a
European bank and the Polish government drew
on the account to buy 3M health-care
products.

Perhaps the Dbiggest CT transaction with
E.Europe was the complex Soviet pipeline
deal, involving German pipe producers, a
separate firm o% gas suppliers and the Soviet
Union as supplier of mnatural gas and
initiator of the deal. Essentially, the
Western firms were to be paid for their
respective construction and distribution
services in the form of natural gas
throughout (Schuster 1978).

Motives for Countertrade

Whether demands by E.European importers to
deal via CT really will decline depends on
what impact recent liberalisations may have
on the motives for CT. It is useful to
distinguish "Eastern motives" from "Western
motives".

The Eastern Perspective

From the Eastern perspective, incentives to
CT can be grouped into economic, political
and developmental, although these categories
inevitably overlap.

Economic Motives. :

Eastern European countries often used CT to
by-pass hard currency shortages and debt
crises and to augment import volumes. (Roosa
1985) Moreover, CT may enable both Western
firms and Eastern countries to predetermine
the terms of trade by setting the implied
values of @goods thus reducing foreign
currency risk. CT enables countries to
concede, or even initiate, secret price cuts
to stimulate exports during periods of flat
demand without causing long-term damage to
world prices. Similarly, Eastern European
countries have imposed CT terms on Western
exporters beset ' by excess capacity during
recession (Nykryn 1985), in order to overcome
Western import barriers, such as anti-dumping
restrictions, and to redress trade balances.
(Gonzalez 1985)

Political Motives.

Under the former tight state control of trade
and industry, CT was used to promote
political ideals. The Foreign Trade
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Organisations (FTOs) which formerly
administered CT in ex-CMEA countries, used
their powers to deter low priority imports by
imposing strict obligations on importers and
to surmount Western import barriers.

The clandestine nature of CT enabled it to be
used as a veil to regulate the types and
volumes of imports and to administer
internally  unpopular austerity regimes.
Moreover, the FTOs used CT to mask imports of
strategically important products at the
expense of possibly more socially desirable,
and certainly more popular and urgently-
needed, consumer goods.

Developmental Motives.

This group of CT motivators is linked with
internal industrial development ambitions,
although these are not exclusively associated
with Eastern Europe (Jones 1990). Common
incentives for demanding buy-back or offset
terms are to enhance a country's technology
stock, its infrastructure, labour skills and
employment levels (Griffin and Rouse 1986).
By allocating additional CT credits to
exporters in favoured industries, it is
possible to stimulate the diversification of
a nation’s industrial base. This is further
facilitated when CT is used to penetrate new
markets by accessing the marketing channels
of Western firms to overcome adverse country-
of-origin stereotypes and to save on
distribution costs (Zurawicki 1988).

The Western Perspective

Western exporters generally prefer hard
currency or Letters of Credits to payment in
goods since currency is more liquid, more
certain and less troublesome, despite greater
exchange rate volatility in recent times.
If, however, Western exporters face problems
like general spare capacity and strongly
competitive rivals, they may accept customer
demands for CT to meet their own volume
objectives and achieve contributions to fixed
costs. CT is often regarded as a "second-
best" alternative, reluctantly adopted only
when orthodox approaches appear unworkable.
However, experience breeds expertise, (Palia
1990) and many firms now operate specialist
units to manage their CT operations. Why do
they use CT rather than orthodox trading
channels?

The needs of "inefficient" Eastern marketers
can be exploited by the Western exporter to
enter and develop a new market. CT may be
more efficient than orthodox trade if access
to a "ready-made" customer reduces search
and transactions costs, such as agents'’
commission. It may avoid the bureaucratic
delays in a currency rationing process
operated by an importer’s government. By
advancing the receipt of traded goods and
hence, income from selling them, CT resembles
factoring (Mirus and Yeung 1986). CT may
also be an ‘internalising’ device whereby
large diversified multinationals can source
new materials, components and  supplies
offered on terms superior to those of current
vendors (Kogut 1986). This form of "company-
oriented" CT satisfies the needs of the
counterdelivery recipient and can reduce
distribution costs, thus achieving better
exchange terms than by paying market prices.



CT is a response to imperfections in those
centrally-planned and other less developed
economies, with only embryonic market
systems, unreliable legal systems and poor
information flows (Mirus and Yeung 1991). 1In
some transactions, the quality of goods and
services is only fully observable to
suppliers, encouraging sellers to under-
supply the unobservable characteristics.
Conversely, property rights over information-
based goods and services are difficult to
protect. CT may be a useful device for
dealing with these principal-agent and
property rights problems. The exporter finds
that the value of the contract depends on his
efforts to identify and sell exportable local
goods, while his own property rights are not
easily appropriated. CT "packages", despite
serious drafting and implementation costs,
may thus be preferable, under certain
conditions, to sets of independent contracts.

CT thus occurs in response to market
imperfections and, in the case of trade with
"command" economies, official restrictions on
conventional trade and currency dealings.

From the Western perspective, involvement in
CT may be interpreted in two ways. On the
one hand, it may be merely "opportunistic",
representing an ad hoc and essentially short-
term means of boosting sales and achieving a
contribution to fixeg costs at a time of
particularly harsh trading conditions. On
the other hand, it can be seen as a way of
obtaining an initial "toe-hold" involvement
in a market, serving as a forerunner to a
longer term presence when conditions permit.

Recent liberalisation programmes introduced
in a number of Eastern European countries
have a number of possible implications for
East-West CT. The establishment of more
conventional trading relationships could well
obviate the need for some forms of CT or
reduce reliance on them. This would apply
particularly to “"opportunistic" CT.

Greater access to hitherto restricted markets
and more positive official attitudes towards
conventional trade deals and inward
investment can be expected to both encourage
established traders to increase their
involvement in ‘these markets and to prompt
new traders and investors to participate in
various types of strategic alliance.

Strategic Alliances

Strategic alliances are cooperative
arrangements between businesses (each of
which continues to retain its own individual
identity), enabling them to obtain access to
technologies, know-how, capital and markets
to augment their own resources and
capabilities. Pairing resources and
capabilities in this way allows strategic
partners to achieve synergistic effects
otherwise unobtainable on an individual
basis, while allowing each partner to focus
and concentrate on its core business
strengths. Strategic alliances are seen as a
particularly effective way of expanding
internationally as an alternative to solo
exporting and foreign direct investment.
Partners can contribute established marketing
and distribution systems, production and R &
D facilities and local knowledge of the
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markets they serve. They can ensure that
products get to market more quickly and more
effectively, particularly where products need
to be modified to meet local regulations
covering product standards and packaging, and
the preferences of local customers.

Strategic alliances can take a variety of
forms including:

* joint production agreements, in which
partners cooperate to make components
or complete products. These agreements
enable partners to optimise the use of
their own resources, to share
complementary resources and to take
advantage of economies of scale by, for
example, each specialising in the
production of particular components or
finished products.

* co-marketing agreements in which
partners cooperate to market or promote
each other’s products. Again, these
aﬁreements enable partners to maximise
their marketing efforts by obtaining
wider sales coverage through wholesale
and retail outlets and the benefit of
partners’ local marketing expertise.

* cross-licensing agreements may be used
to enhance the effectiveness of
production and marketing alliances by
exchanging the rights to wuse their
products or services.

* joint R & D agreements in which
partners cooperate in basic Research
and Development of products. Such

agreements facilitate the input of
different mixes of technical expertise
and know-how in solving problems and in
progressing projects, allow partners
to reduce the expense and risks
involved in R & D work.

* joint ventures involve the formation of
independent businesses through the
cooperation of two or more parent
firms. The central characteristic of a
joint venture is that it is an equity-
based relationship, with ownership
split in a variety of ways. Forming a
joint venture is usually undertaken if
the nature of the business or project
requires partners to forge a deeper
commitment to the business or project
than can be allowed for within the
confines of a contractual agreement.
One implication of the equity
arrangements is that it is usually more
difficult to terminate than other types
of strategic alliance.This factor does
not appear to have prevented increasing
numbers of Western firms from
concluding joint venture deals in
Eastern Europe.

Joint Ventures: A Flurry of Activity

Recent joint venture initiatives include
Fiat’s purchase of a 51% stake in its long-
standing associate FSM in the first-stage of
the privatisation of Poland’s car industry.
Fiat also plans to buy into Russia’'s VAZ
motor manufacturing company which produces
Ladas, with a mixture of cash, technology
transfer, and licence deals. Fiat is likely
to export existing designs for production at



VAZ's Togliatti plant, which it helped set up
over 20 years ago. It plans to build up its
presence in Russia as a "second leg" within
E. Europe to complement the much larger car
interest in Poland, eventually producing
300,000 cars p.a. To date, this is the
largest expansion by a Western company
anywhere in E. Europe.

Fiat will not be alone in Russia. British
Aerospace, 1is planning to invest "tens of
millions of pounds" in building 150,000 units
of its Montego model in order to capitalise
on low Russian labour costs and to get into
position for building up market share in
Eastern Europe. Finance will be provided via
an equity stake in its partner, NAMI, the
state-controlled organisation responsible for
motor vehicle technology and design in Russia
and the other states o% the former USSR.

In air transport, Air France is leading a
consortium to buy 40% of Czechoslovakian
Airlines (CSA) in a deal which values the
group at $150m. The state government and
Iocal financial institutions will retain the
remainder of the shares. Meanwhile, British
Airways intends to set up a Moscow-based
airline in partnership with Aeroflot by
forming Air Russia as a legally-established
company . BA will take a 30% holding with
Aeroflot splitting the rest of the majority
stake with Moscow’s domestic airport. The
new airline will wuse Russian airspace to
shorten trans-Asian flights, slicing hours
off long-haul services.

In tobacco, BAT has purchased a majority
shareholding in Pecsi  Tobacco Factory,
Hungary's largest cigarette manufacturer with
45% of the local market. Philip Morris has
acquired the Egri Tobacco Factory also in
Hungary, and RJR Reynolds Tobacco, (part of
RJR Nabisco) is to build a cigarette factory
in Poland. The Reynolds plant, expected to
cost around f£18m, should come on-stream in
1993, initially producing ‘Camel’, but
eventually making other brands.

Involvement by UK Firms in Easterm Europe

To gain  some insights into economic
transactions with E. European nations, the
authors recently contacted twenty leading
exporters, all from the 'Financial Times Top
100 Exporters’. Executives were asked
whether they had engaged 'in CT in E. Europe
and if so, whether this form of trade had
increased/remained constant/decreased in
recent years as a proportion of their exports
to this area. They were also asked about the
extent of their = involvement in strategic
alliances in E. Europe. Companies occupied a
wide range of consumer and capital goods
industries.

Four companies reported increased CT, one
company no change and five reported either a
sharp decrease or total cessation in CT. Ten
companies with no past or current involvement
in CT with E. Europe were currently exporters
to, or investors in E. Europe.

Of the firms reporting an increase in CT, all
were involved in Dbarter and three in
counterpurchase, all had joint  venture
involvement, three to a "significant" degree.
0f the five firms with reduced CT, four had
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ceased CT totally, although the remaining one
still conducted over 10% of its exports to E.
Europe in this way. Only one of these firms
was significantly involved in joint ventures,
while two had no form of strategic alliance
at all. Of the firms with no CT involvement,
two had significant joint venture involvement
and two were involved in a minor way. One
further firm was planning a joint venture.

Clearly, firm conclusions cannot be drawn
from such a small sample but the results
indicate: -~

* Evidence of increased as well as
falling CT suggests that many
E.European customers continue to expect
Western firms to deal in this way.

* Firms with increased CT tend to have
rather greater involvement in strategic
alliances, especially in joint

ventures. This suﬁgests that for these
firms, CT may have been a way of
obtaining a strategic foothold in E.
Europe and now that conditions are
more liberal, there is scope for more
formal and more extensive involvement.

* Firms with reduced CT, tend to have
fewer strategic alliances which points
to only opportunistic and perhaps
reluctant involvement in CT and in E.
Europe in general.

* Some firms with no CT involvement are
involved in strategic alliances, having
‘leapfrogged’ the CT stage in their
relationships with E. Europe.

Assessment

Like Mark Twain's death, reports of the
imminent demise of CT appear exaggerated.
There is little question that Western firms,
eager to avoid the often substantial
transactions costs of CT, would prefer to
receive hard currency for their exports. But
until presentl "soft" currencies become
fully convertible and Western Banks and aid
agencies significantly expand their lending
to Eastern European enterprises, as distinct
from governments, it is difficult to see how
East-West trade <can expand without CT.
Insistence on hard currency by Eastern
agencies may often be counterproductive and
contribute to local industrial dislocation.

In this respect, a significant development is
the establishment of Western-backed banking
agencies within Eastern European countries to
provide small-scale venture capital to assist
industrial reconstruction. At issue is not
simply the rise and possible fall of East-
West CT, but whether it will give way to more
permanent forms of industrial cooperation and
on what scale. While currency problems
continue, CT will persist but it is likely to
be augmented by an acceleration of more
formal types of strategic alliance like joint
ventures.

It is tempting to suggest that CT is merely a
staging post en route to such alliances,
which are "a natural progression from CT".
For a firm with a market bridgehead
established via CT involvement, the
dismantling of many of the legal and



institutional impediments, thus alleviating
property rights and agency problems, will
encourage the consolidation of a more secure
presence in markets deemed to be of strategic
importance.

Among our small sample of exporters, there is
evidence of this gradual progression,
evidenced most strikingly by the case of the
pharmaceutical company ceasing to CT, having
set up a joint venture in Poland (ie) it does
not CT, because "it now has no need to".

However, this gradualistic argument should
not be overstressed. Some companies have set
up joint ventures without having prior
experience of CT, or 1indeed any other
contact, with the host country,. These
companies have clearly " jumped" the CT phase
of building up trading relationships.

The future for CT largely hinges on the
future availability of Western funding to
lubricate trade. Without this, CT is likely
to persist, at least in the medium term, as
existing countertraders continue or possibly
increase their activities, and as other
companies, mnewly aware of the strategic
importance of the more open Eastern markets
"test the water," initially via
involvement. Other companies will "lea
frog" this stage and take full or partlaf
equity stakes in local enterprises.

Many observers argue that the economic centre
of gravity of Europe is swiftly moving
eastwards. Firms which fail to consider the
strategic potential of E. Europe risk being
left %ehind in the wake of the likely
concentration of European economic activity
into the London - Berlin - Milan tr1angle
There are undoubtedly severe problems in the
evaluation of investment and related
activities in E. Europe but firms should ask
whether they can afford not to become
involved in such ventures.
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COUNTERTRADE EXPERIENCES OF TURKISH FIRMS IN USSR MARKETS
Yesim Toduk Akis, Bogazi¢i University

Abstract

Countertrade has emerged as one of the most interesting and
important topics of international trade during the last decade.
Estimates of global countertrade transactions as a percentage
of world trade, range from one percent to 30 percent (Cohen
and Truell 1982). Although accurate statistics are hard to
obtain, the consensus of expert opinion puts the percentage
of world trade financed through countertrade transactions at
between 20-25 percent (Okoroafo, 1988).

Although Soviet trade which has been mainly in the form of
countertrade is extensively discussed in literature,
publications in the past were mostly concerned with trade
among CMEA countries, trade with the West (particularly
U.S.), or trade with special agreement countries eg. Finland.
There is a shortage of information about the USSR trade
(which has been mainly countertrade) and business relations
with the developing countries.

In 1984, Turkey signed a countertrade agreement with the
USSR involving the purchase of natural gas, while the
payment would be with exports of goods and construction
services. The implementation of the deal became possible in
1989 and immediately USSR became the new target market
for many Turkish firms.

This study is among the first investigating the countertrade
practices with the former USSR. In this empirical study, a
questionnaire was designed for administration to business
people that were already involved with the USSR.

The sample was formed from the DEIK (Foreign Economic
Relations Board) Soviet-Turkish Business Council
members. 103 questionnaires were passed to DEIK
members during the plane trip from Istanbul to Moscow. 63
business people representing different companies completed
the questionnaire.

Findings will be reported in two sections; one related to the
characteristics of the sample, and the other on the
countertrading practices.

At the time of the study, December 15,1991, only 14% of
the sampled Turkish firms had practiced countertrade before.
For each company in the study, their satisfaction with the
countertrading arrangements at the time of the central buying
system and after the decentralization of the buying system

from the central Moscow authority down to the Republic
level is measured. Besides, opportunities and challanges
faced in the former-USSR by the Turkish companies are

identified.
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COUNTERTRADE AS A REACTION TO LACK OF LIQUIDITY

Burhan Fatih Yavas, California State University, D.H.
Hamdi Bilici, California State University, Long Beach

Abstract

This research-in-progress is about one of the most
prevalent forms of countertrade, a phenomenon
which has received considerable attention in recent
years. The review of the relevant literature is
presented in terms of a theoretical framework
similar to the one developed by Verzariu (1987). In
so doing, the paper attempts to point out clearly the
gaps in the literature. Since there are important
differences among various forms of countertrade
each countertrade deal should be examined
individually (Hennart, 1990). This study singles out
"international barter” as the form of countertrade to
be investigated. @~ Among the motivations for
international barter, perhaps the most frequently
mentioned is the lack of liquidity: "When the money
game is impossible, countertrade remains the only
game in town" (Samonis, 1990 p.121).

The objective of this study therefore is to provide,
an example of how lack of liquidity may limit the
volume of international trade. This objective is
accomplished by using a standard single country
neoclassical economic model (referred to in the
literature as a"wedge" model) in a two-commodity
two-factor setting. Model derivation requires some
attention to the background assumptions for a
wedge model of the trade balance, such as the role
of uses of compensatory financing in international
payments, equilibrium in the world as well as within
specific countries.. etc.

An earlier attempt to by Bilici and Yavas (1992),
which provided an example of the existence of
liquidity constraints leading to countertrade, was
based on the assumption of perfect competition in
both factor and product markets. Even though the
assumption of perfect competition is fairly standard
in the literature, it seems unrealistic to have
liquidity constraints and yet to claim that there is
perfect competition in output markets. The present
paper expects to remedy that problem. While the
main contribution is the appropriate development of
the basic analytical framework to incorporate
international liquidity, the novelty of the paper is to
permit imperfect competition in output markets.
Within the confines of the model being developed,
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it is shown that countertrade (particularly barter
trade) can supplement money-mediated trade and
therefore contribute to the growth of international
business. Therefore, countertrade, far from being
inefficient and cumbersome way of doing business,
may be a rational response to conditions which
restrict standard trade (Girling, 1992).
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PERCEIVED CONSEQUENCES OF BUSINESS PRODUCT STOCKOUTS
IN CANADA AND THE U.S.A.

Peter M. Banting, McMaster University
David Blenkhorn, Wilfrid Laurier University
Paul A. Dion, Susquehanna University

Abstract

The perceived consequences for business buyers of
being stocked out by their supplier and their
repurchase loyalty on the next purchase occasion
were researched using personal interviews and a
mail survey of professional buyers. Lost sales
and production disruptions resulting from the
stockouts prompted one quarter of the buyers to
abandon their supplier, but the majority returned
on the next purchase occasion.

Introduction

Product availability is viewed by buyers as a
critical aspect of physical distribution (Cooper
et al. 1991, Germain and Cooper 1990, Gilmour
1977, Jackson et al. 1986 and Lalonde and Zinser
1975). Buyers'’ sensitivity to  product
availability is understandable given that poor
service may result in serious production
disruptions (Dion et al. 1991), particularly to
those buying on a Just-In-Time (JIT) basis.

Stockouts, or lack of product availability, arise
when the supplier has failed to anticipate
correctly and to meet the true level of demand
for the product. The classical approach to
demand fluctuations is maintenance of buffer
inventories. The amount of inventory required to
assure higher service levels increases at an
increasing rate (Robeson and House 1985). JIT
substitutes enhanced supplier response time for
these inventories.

Stockout costs are difficult to estimate because
many are either subjective (Badinelli 1986, and
Gardner and Dannenbring 1979), or a function of
the buyer’s reaction (such as switching brands)
(Dion et al. 1991). Rigorous mathematical
treatments of stockouts (Badinelli 1986, and
Gardner and Dannenbring 1979) require simplistic
assumptions about stockout costs, such as
equating them to some proportion of demand or
backorder levels. They neglect such important
components as: decreased buyer loyalty,
production disruptions, expediting costs and
machine downtime. Only one study (Dion et al.
1991) in the business marketing literature has
dealt with the issue of the consequences of
stockouts for the buying firm and its reaction to
them. For retail market treatments, see Schary
and Becker (1979), Shycon and Sprague (1975), and
Walter and Lalonde (1975). This paper assesses
stockouts subjectively because buyers, lacking
objective information, act according to their
perceptions. As one researcher (Tucker 1983)
states, "It doesn’t matter what a supplier does
in the area of customer service; it only matters
what customers think the supplier does."

29

This paper reports survey research among 367
National Association of Purchasing Management

(NAPM) buyers and in-depth interviews with
twenty. The following questions are addressed:
1) What and how severe are the consequences of

stockouts in terms
buyers’ operations?

of disruptions to

2) What actions (brand or supplier desertion,
purchase delay, product quality changes,
etc.) do buyers take when faced with
stockouts?

Background

There is ample evidence of the importance of
physical distribution strategy in general, and
the product availability dimension in particular.
A study of service elements by Jackson et al.
(1986) found in-stock performance to be of
paramount importance to buyers across a variety
of product types, industries and firm sizes.

Walter and Lalonde (1975) report that 14% of the
retail buyers they studied switched stores after
one stockout while 40% deserted after two
stockouts. Another study (Progressive Grocer
1968) found that nearly one half of customers,
when confronted with a stockout, switched brands
rather than shopping elsewhere or forgoing
purchase. Shycon and Sprague (1975) report that
store buyers often retaliate against suppliers
who stock them out. Retail studies are, however,
difficult to generalize to business-to-business
sectors, particularly manufacturing.

In theory, managers seek to balance inventory
cost against the cost of lost customers in
developing a service strategy. However, they
lack knowledge both of the consequences of
stockouts and of buyers' reactions to them. For
example, stockouts may change the buy class
status from a straight rebuy to a modified rebuy
where the "in" supplier’s position is challenged.
This is the fundamental reason stockouts must be
taken seriously.

Purchase Factors Not Included in the Study

Some complications in dealing with stockouts and
inventory levels that are not included in this
study are: product line extensions increase the
number of stock keeping units (SKUs) and may lead
to increased stockouts. Promotion or price
incentives may generate discontinuous or "lumpy"
demand patterns that upset inventory management
efforts. Postponement of commitment can alter
product availability by delaying the creation of
finished inventories. The strong ties of buyer



loyalty and brand allegiance (Cooper et al. 1991)
can influence reaction to stockouts.

Study Method

To enhance the reliability of our study, two
independent methodologies were employed. Twenty
purchasing managers from 18 different New England
firms were interviewed in depth and a mail survey
sampled 2,350 purchasing professionals, drawn in
approximately equal numbers from the National
Association of Purchasing Management (NAPM)
roster of a large Upper Midwest U.S. city and
from members of the Purchasing Management
Association of Canada (PMAC). 367 useable
responses were obtained from the mailing (a 16%
response rate).

Using a critical incident approach, the buyer was
asked to recall the last time that a supplier was
out of stock. The buyer was to choose an
incident involving purchase alternatives, such as
another product, another grade of the same
product or an alternate supplier, and where the
purchase was not a special order. Questions were
based on that sole incident. This insured that a
broad range of products were involved and that
the respondent’s alternatives were not
constrained.

No participation incentives were offered, nor was
return postage provided. The questionnaire
consisted of 26 items from a previously tested
instrument (Dion 1991).

Statistical analysis revealed no significant
differences between the survey sample and the
membership of the NAPM. An analysis of the
results revealed that there was no change in
respondents’ answers which could be linked to
their time of response. The size of the average
responding firm was 1,724 employees. The sample
was drawn from a variety of industries, including
electronics, transportation equipment, chemicals,
instruments, mining, and paper, to name a few.

Evaluation of Study Method

The features of the study method should be kept
in mind when interpreting the results:

1. The research presented here is largely an

initial investigation in this topic area.

2. The respondents were asked questions which
their professional buying function should
enable them to answer on a factual basis,
e.g. the occurrence of production
disruptions. They also were asked
questions which drew upon their perceptions
of the financial consequences of stockouts
(which cannot be supported with documented
accounting data). The study does not
purport to assess objectively the dollar
consequences resulting from stockouts.

3. The results from the two samples may be
compared for general convergence, but not
for specific numerical findings; ie.
percentages, because of the small size of
the interview sample.
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4. Data were gathered from three independent
geographic areas (New England, the U.S.
Midwest and Canada). The results may be
generalizable beyond the specific research
samples employed.

Results and Discussion

The research was designed to focus on buyers
perceptions as the basis of their actions. For
Talble 1 reveals convergence
between the results obtained from the two
different methodologies. This lends some support
to the conclusions based upon them.

many questions,

The Consequences of Stockouts for Buyers

Lost Sales Costs. Fourteen of the interview
respondents and one quarter of the mail survey
respondents reported lost sales due to stockouts.
One third of the interview sample reported losses
exceeding $5,000.00, while approximately 20% of

the mail survey respondents reported losses
exceeding $5,000.00. These estimates represent
opportunity costs which could be traded-off

against the cost of the higher inventories needed
to eliminate them. The proportion of buyers
involved suggests that stockouts are a
significant problem that merits attention.

Production Disruptions. Approximately two thirds
of each sample reported production disruptions as

a result of stockouts. Approximately 15 and 18
percent for the interview and mail survey samples
respectively, estimated disruption losses
exceeding $5,000.00. As in the case of lost
sales, these estimates should be balanced against
the cost of eliminating them. For suppliers,
these findings are disturbing because production
disruptions are costly to customers’ operations
personnel. Their impacts range from scheduling
problems to missed product shipments, and focus
unfavorable attention on the buyer'’s performance.
Thus buyers affected by stockouts may
subsequently retaliate against a supplier whose
poor service sullies their professional buying
performance.

Increased Administration Costs. Almost three

quarters of the respondents across both samples
reported increased administrative costs resulting
from stockouts. The amounts of these losses were
not estimated. Because they strike directly at
the buyer, they are likely to be an important
purchase decision influence, particularly when
the buyer uses vendor analysis.

More than half of each sample reported at least
two stockouts per year in their critical
incidents. There are no data on the cumulative
effect of multiple stockouts on buyer loyalty in
the marketing-to-production literature. However,
Walter and Lalonde (1975) report that the
incremental desertion rate can be substantial in
retailing. Continued poor product availability
could be expected to vitiate the basis of the
buyer-seller relationship.

We hypothesized "a priori" that buyers purchasing
on a JIT basis would report more serious



TABLE 1
SUMMARY OF RESULTS

Interview Sample (n=20)

Survey Sample (n=367)

Description of Stockout and Operational Results

14/20 report loss of sales resulting
from stockout, 1/3 of these losses
over $5000

14/20 reported production slowdown
or stoppage as a result of stockout

3/20 reported loss exceeding $5000
resulting from production disruption

3/4 reported increased administrative
costs resulting from stockout

n.a.
2/3 reported stockouts more than
once a year

34 order cycles per year

average cost of stocked-out
product: $863

Buyer Reactions Resulting From Stockout

9/20 purchased from new supplier
2/20 stayed with new supplier
2/20 split volume between new/old
supplier, 16/20 returned to old
supplier

4/20 bought alternate brand

16/20 of those who purchased alter-
native brand returned to old brand

Unacceptable stockout frequency level:
would abandon supplier

once/yr. or less : 1/4
once every 3-6 months: 1/4
once every 3 months : 1/2

24% report loss of sales resulting
from stockout, 20% of these losses
over $5000.

65% reported production slowdown
or stoppage as a result of stockout

18% reported loss exceeding $5000
resulting from disruption of production

70% reported increased administrative
costs resulting from stockout

30% of stocked-out products purchased
on a JIT basis

55% reported stockouts more than
once a year

26 order cycles per year

average cost of stocked-out product:
$555

23.5% purchased from new supplier
19% stayed with new supplier

23% split volume between new/old
supplier, 58% returned to old supplier
27% bought alternate brand

75% who purchased alternative brand
returned to old brand

Unacceptable stockout frequency level:
would abandon supplier

once/yr. : 8%
twice/yr. : 4L8%
three times/yr.: 30%
four times/yr. : 1l4s

Price increase buyer willing to pay to achieve acceptable service level:

n.a.

mean 3.6%, std. dev. 4.8%
max. 30%

consequences from stockouts, because of their
reliance on buyer-supplier coordination as a
substitute for large production-input
inventories. Although thirty percent of the mail
survey sample reported that they bought on a JIT
basis, this factor was not statistically linked
to other results. Failure to confirm the
hypothesis may be because our methodology focused
on buyer perceptions as opposed to documented
numbers. Second, although thirty percent of the
buyers reported using JIT, the extent to which
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they had abandoned their dependence on
inventories was not ascertained.

Buyers Reactions to Stockouts

In the mail survey, almost one quarter of the
stocked-out buyers abandoned that supplier for
the purchase at hand. Of those deserting their
supplier, about sixty percent returned on the’
subsequent purchase while approximately equal
proportions of the remainder stayed with the new



supplier or split their purchase between the new
and original suppliers. An out-of-stock supplier
runs about a five percent chance of losing the
customer (the one quarter deserting-times the one
fifth not returning) and a slightly higher chance
of having to split its sales volume with a
competitor (the one quarter deserting times the
one quarter splitting their purchase volume).

Buyers desert an out-of-stock brand with
approximately the same frequency as they desert
their suppliers, but about three quarters return
to their original brand. Thus buyers are more
loyal to their brands than to their suppliers.
The manufacturer whose product is not available
to the buyer runs an approximately six percent
chance of losing the customer (the one quarter
deserting times the one quarter not returning).

Talble 1 results suggest that buyers are much less
tolerant of suppliers that stock them out twice a
year versus once. They are about six times more
likely to desert a supplier following a second
stockout. These results are consistent with the
retail findings of Walter and Lalonde (1975).

Although probably a last resort, buyers reported
that they were willing to pay only a small
increase in price, an average of three and one
half percent, to secure acceptable service
levels.

Discussion of Results

In evaluating the adverse effects of stockouts,
manufacturers and suppliers need to consider the
following issues:

1. The probability of losing a customer which
was presented above was a statistical
abstraction, based on aggregated data.
Many factors would mediate an individual
buyer’s reaction to a stockout, including
brand loyalty, competitors’ strength, the
history and strength of the buyer-seller
relationship and remedial efforts by the
salesforce.

2. Our research only dealt with buyers’
reactions to the stockouts referenced in
the critical incident method employed and
their next purchase decision.

3. Another concern for manufacturers and
suppliers arising from stockouts is the
loss of incumbent advantage suffered when a

buyer deserts, however transitory the
desertion may Dbe. Previous to the
stockout, the manufacturer or supplier

could be thought to enjoy a straight rebuy
repurchase relationship. The stockout
prompted many buyers to recycle into a
modified rebuy buy class. This means that
the sales effort and expense consumed in
attaining the straight rebuy relationship
with the buyer had been squandered.

4. Buyers reported a slightly higher loyalty
to product brands than suppliers.
Possibly, some of the product brands may
have had performance characteristics which
were preferred by the buyers for their own
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operational needs. Therefore, changing
brands could involve substantial switching
costs for the buyer.

5. Multiple stockouts, particularly a second
stockout, appear to have serious
consequences for buyer loyalty. Stockouts
subsequent to an initial one may be
attributed by the buyer to a supplier’s
lack of commitment to taking remedial
action. In such a case the buyer might
gauge future chances of securing adequate
product service as poor. Perceptions and
expectations are important in this regard.

6. Since manufacturers may be the victims of
poor service from their suppliers, they
must establish and enforce inventory level
policies which meet the needs of their
ultimate customers. Similarly, suppliers
(such as distributors) may suffer when
manufacturers fail to provide the product.
Problems of this sort in the distribution
channel may be difficult to resolve, given
the uncertain nature of the losses involved
and the difficulties inherent in assigning
responsibility for service failure.

7. The seriousness of a stockout may depend on
which customer 1is inconvenienced. A
dilemma for both manufacturers and
suppliers is the choice of which customer
to serve when available inventories are
deficient.

Summary and Conclusions

The research described above investigated
business buyer’s perceptions of the negative
consequences of being stocked-out by their
supplier, and also their loyalty to both supplier
and product brand in the face of these stockouts.
Inherent methodological difficulties precluded
attempts to assess the consequences of stockouts
on an objective basis. The rationale for this
was that the buyer’s perceptions of these
consequences would form the basis of his or her
repurchase decision.

As a result of being stocked-out:

1. A substantial number of buyers perceived
losses of sales.

2. Two thirds of the buyers studied reported
production disruptions.

3. More than one half of the respondents
reported being stocked-out more than once
in a year.

4. Three quarters reported increased
administrative costs.
5. Approximately one quarter abandoned their

supplier; three fifths of these returned on
the next purchase, while the rest either
stayed with an alternate supplier or split
their purchases.

6. One quarter abandoned their product brand



and three quarters of these returned to the
original brand on the next purchase.

The results suggest a fundamental lesson for
managers: that. poor product service can negate
the accomplishments of the firm’s best tactical
and strategic efforts. In that sense the product
delivery variable dominates the marketing mix.
Thus it deserves more attention from researchers
than it has heretofore received.
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COMPARATIVE ANALYSIS OF FOOD AND AGRIBUSINESS
MARKETING SYSTEMS

$afak Aksoy, Trakya University
Erdener Kaynak, The Pennsylvania State University

Abstract

The primary objective of this paper is a comparative examination of
export orientated food and agribusiness marketing systems with
specific reference to fresh fruit and vegetables. The empirical
investigations comprise case studies of BELGIUM, CHILE,
CANADA, NEW ZEALAND, TURKEY, and SOUTH AFRICA. A
general framework for the export orientated food marketing system
is described and success criteria for firms operating in such a
system are proposed. Two main groups of factors underiie the
performance of export orientated food marketing systems. The first
group incorporates external and internal factors such as
geographic location, natural resource endowments, physical and
non-physical distance to recipient markets, and government
involvement (externals); organisational structure and ownership of
firms and objectives and motivations to export (internals). The
second group of factors comprise marketing management
components. Relying on these findings, seven quantitative and
qualitative criteria for success are proposed.
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INTERNATIONAL MARKETING OF AIRLINE SERVICES:

U.S. VERSUS FOREIGN CARRIERS

Erdener Kaynak, Pennsylvania State University at Harrisburg
Orsay Kucukemiroglu, Pennsylvania State University at York

Abstract

The purpose of this paper is to discuss
major criteria used for survival as well as an
analysis of the future of the airline industry.
Specific marketing implications such as impact on
service levels, price, and distribution are also
highlighted. As well, results of a survey con-
ducted in South Central Pennsylvania on airline
selection for foreign travel were presented for
orderly decision making purposes by airline exec-
utives.

Introduction

In recent years, there have been a number
of changes in international airlines industry
which have had profound effects on the develop-
ment of this very volatile sector of the economy
in most countries of the world. Demographic,
socio-economic and technological changes have led
the way to some philosophical transformation of
the industry and the way they do business nation-
ally as well as internationally. In this process
of restructuring both national as well as private
airlines had to modify their policies and strate-
gies. In particular, the emergence of consumer-
oriented marketing approach was evident. The
essence of the marketing concept incorporates
three basic elements of customer-orientation,
integrated marketing efforts and the resultant
company profitability.

Globalization is a watchword in interna-
tional airline industry. Most of the successful
airlines tried to make their global operations
fully integrated into the corporate structure
while allowing the global operations to grow and
prosper (Dickson 1983). Within this overall
framework, joint marketing agreements, co-market-
ing and mergers, cooperative marketing agree-
ments, cross-border equity investments, equity-
swaps are the primary forms of market entry.

The Study

The purpose of this empirical study was to
find out airline passenger satisfaction and/or
dissatisfaction while flying by a U.S. and/or
foreign carrier to foreign destinations. The
survey was conducted in the Tri-County Region of
South Central Pennsylvania. Within this region
of the state of Pennsylvania, three major cities,
namely, Harrisburg, Lancaster and York were se-
lected as the base for sampling of the popu-
lation. A stratified sampling method was
utilized. In terms of economic well-being of
residents, two types of neighborhoods, namely,
upper income and middle income were identified in
each city. A total of 200 persons in each city
was contacted. Drop-off and pick-up method of
questionnaire administration method was used.
Questionnaires were hand-delivered to pre-deter-
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mined houses in each survey neighborhood by
senior marketing research students of two local
universities. In the cover letter, a request was
made of the person who had made at least one for-
eign travel by plane within the last twelve
months to fill in the questionnaire. After a
week’s waiting period, questionnaires were per-
sonally retrieved. Final analysis was based on
376 completed questionnaires which gave us a re-
sponse rate of 62%. Demographic and socio-eco-
nomic profiles of the respondents showed similar
characteristics to the general population of the
tri-county region. The sample population con-
sisted of more males, 65% of the respondents had
individual income of less than $40,000, 67% pos-
sessed college and graduate education, 69% of the
respondents had professional type of jobs, and
the median age category (31-50 years group) con-
sisted of 52% of the sample.

Findings

Airline industry world over is in a stage
of rapid transformation. In this process, pas-
senger satisfaction and repeat purchase is becom-
ing of prime concern of airlines. To this end,
both domestic as well as foreign airlines are
instituting certain changes. Some of these
changes are geared towards improvement of both
airport and in-flight service. Airlines also
offer more leg room and restful cabin decor.
Passenger information system developed by certain
foreign airlines shows the plane’s course and
flight data on the movie screen when movies are
not playing.

Study results indicated that users of U.S.
carriers showed different demographic, socio-eco-
nomic and behavioral characteristics in selecting
an airline for foreign travel. Statistically
significant differences were found between the
users of domestic and foreign carriers in the
importance they attached to service attributes.
In developing strategic marketing plans, airline
executives should place more importance to those
attributes which are deemed most important by
passengers. In the development of new services
and aircrafts, consumer driven type of input
should be utilized. This will, of course,
increase the likelihood of success in the turbu-
lent environment of airline industry.

References Upon Request



MODELS OF RETAIL FIRMS IN EUROPE

Luca Zanderighi, Bocconi University
Enrico Zaninotto, University of Venezia

Abstract

In this paper we compare the organization of the food

retail firms in four European countries: France,
Italy and the United Kingdom. We verify that

the differences in organization are much more important

Germany,

than the structural differences in Europe and we try to
explain why there are different models of retail firms
in different countries. We wonder whether a “"best way"
We find that
sometimes, despite the absolute differences in costs,

would possibly emerge in the future.

federated systems could have better performances when

retailing is growing fast.

Stylized facts: the market structure

The patterns of evolution of the retail structure in
grocery present, at a first glance a great hamogeneity
in the major European countries. It is easy to note
several dimensions in which the retail structures tend

to be similar:

1. the reduction of the number of the outlets per
capita;
2. the growth of the large grocery outlets, like

supermarkets and hypermarkets;

3. the concentration of the major outlets in few firms,
both as a consequence of the internal growth and of M&A
operations.

Stylized facts: the property right structure

There are several levels at which it is possible to
describe the ways the resources are coordinated in an
organization. A basic element of the coordination is

the property right structure. A set of assets or
activities coordinated in an organization could refer
to a single proprietor or to different investors,
linked by contractual agreements, informal links and
It may be useful to
define as "federated retail systems"” the organizations
like
logistics, network of
independent retailers manages the outlets, under more
or less tight contracts with the central offices. A way
to describe different property right structures in
retailing is to distinguish between multiple chains,
buying groups and voluntary chains. Federated systems
have different market shares in the four European
countries. In the UK the federated systems of retailing
are a marginal phenomenon.

costs sunk in the relationship.

where a central organism manages some functions,

marketing, buying, and a

In Germany, voluntary chains and buying groups jointly
manage 54.5% of supermarkets with a surface of 400-1499
sqmt, and 31% of the and

largest supermarkets
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hypermarkets They have generally adopted a
mixed structure.
proprietary control of an important

which amounts to more than

(1989).
The federative central has a direct
share of the
outlets, 70% in the Rewe
Group and to 52% in Edeka. More puzzling is the French
case. The share of the federated systems amounted in
1989 to 45.5% of the total surface of supermarkets and
hypermarkets. Federations like Intermarché and Leclerc,
which are not classified as buying groups or voluntary
chains, have a great importance In Italy voluntary
chains and buying groups have had a faster growth in
supermarkets than multiple groups.

Why is there such a difference?

The transaction cost theory and the theory of property
rights point to the existence of one best way to
organize the firm, or to share the property rights
within it. In this view the persistence of several
forms of firm should be explained only as the effect of
obstacles in the market, preventing the selection of
the most efficient structures. The growth and the
decline of buying groups and voluntary chains in
Britain might support this explanation. After the rapid
growth of the major retailers, small shops tried to
gain economies of scale acting cooperatively to manage
indivisible inputs, but they did not succeed and have

been confined to market niches In France, Gemmany and

Italy, there is room for another explanation, i.e. the
advantages of a federation when new large stores are
rapidly established. Federating is
mltipliers, it is
strategy. During the development of the super and
hypermarkets it is important to obtain the better
locations rapidly and to be the first mover in each
single market. The firms having initially developed
some organizational skills could then federate several

not a reaction

against instead a competitive

independent shopkeepers to gain the control of the
market. This could explain in some way the persistence
of different systems. The differences in efficiency
could in fact be overcome by the advantages of the
rapid growth and the conquest of the best locations.
Nevertheless, the advantages in growth do not establish
a permanent advantage of federated systems: a possible
evolution is to transform progressively a federation
into a single property system. The cases of Germany and
of the voluntary chains in Italy are well understood.
The particular form some federated systems like Leclerc
and Intemmarché in France have taken, emphasizes the
role of heavy costs sunk in the relationship in
preserving federated systems against competitive forms
of fimm.



AN INTERCULTURAL ANALYSIS OF DANISH EXPERIENCE WITH INVESTMENTS IN TURKEY

Muzaffer Bodur, Bogazi¢i University, Turkey
Tage Koed Madsen, Odense University, Denmark

This paper investigates the experiences of Danish investors in
Turkey with the objective of identifying: (a) the patterns in
internationalization process, entry mode, and partner selection
criteria; (b) the nature of collaborations and specializations in
management functions; (c) the perceptions about Turkish
business and cultural environment that may enhance or
impede future relationships.

Drawing upon a case study of seven Danish firms ( out of a
total of 16 ) with investments in Turkey, data is collected
through in-depth interviews held with the Danish managers
who are responsible from operations in Turkey. The sample
firms represent a diverse range of industries including, quality
control and calibration instruments, maintenance machinery
for cement manufacturing, shipping equipment and motors,
paint manufacture, brewery, airline and catering services, and
insurance.

A qualitative analysis of findings give some support: (a) for
evaluating Danish investments in Turkey by means of
Uppsala internationalization and network models ( Johanson
and Mattsson, 1990 ); (b) for the effects of national culture on
the entry mode choice (Kogut and Singh, 1988 ); and (c) for
the emphasis on partner-related rather than task-specific
criteria in selecting partners when the task environment is
somewhat uncertain ( Geringer, 1988 ).

An intercultural analysis of business structures and
management principles are carried out by utilizing Hofstede's
( 1983 ) cultural dimensions and Clark's (1990) "national
character" construct. Observed differences are evaluated
within the framework of interpersonal business
communications ( Francis, 1991 ) which involve marketing
negotiations and decisions for collaborative strategy
formulation. Implications of the study for international
marketing managers in understanding each others likely
responses are discussed by .means of drawing upon
relationship marketing paradigm.
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CONTRIBUTION OF STRATEGIC MARKETING PLANNING TO THE PERFORMANCE OF SMALL

AND MEDIUM SIZED FIRMS

AN EMPIRICAL RESEARCH

Minoo Farhangmehr, University of Minho, Braga - Portugal

Abstract

Although prescriptive literature attributes a
number of benefits to strategic marketing
planning, its usefulness, however, is not
universally accepted and there is argument as
to its benefit and its likely influence on the
performance of firms. While some argue that
formal strategic planning is a major factor in
corporate success and enhances organisational

performance others challenge this view.
Unfortunately, the research on the effect and
value of strategic planning has shown

This study looks at the
impact of strategic marketing planning on
performance of the firms and how the
performance variables relates to a number of
other variables.

conflicting results.

1. Introduction

All authors of prescriptive theories attach
benefits to strategic planning and agree that a
major source of problems in companies is their
inability to plan ahead and be responsive to
environmental change (Aaker 1984; Al-Bazzaz and
Grinyer 1980; Cravens 1982; Jain 1985). The
usefulness of strategic planning is not
universally accepted and there is argument as
to its benefit and its likely influence on the
performance of firms. Some argue that formal
strategic planning is a major factor in
corporate success and enhances organisational
performance (Ansoff 1965; Hofer & Schendel
1978; Lorange 1980) . However, this is
challenged by others (Lindblom 1979; Mintzberg
1978; Quinn 1980) who claim that, in practice,
firms often do not apply the prescribed
methodology when making important strategic
decisions.

Unfortunately, the research on the effect and
value of strategic planning has shown
conflicting results (Watts and Bizzel 1988).
The same controversy is present in relation to
marketing planning. Lack of understanding in
relation to issues related to marketing and
marketing planning is specially notorious in
the case of small and medium sized firms (Ford
and Rowley 1983; Watkins and Blackburn 1986) .
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Although the literature on planning includes an

abundance of prescriptive methods on the
effective conduct of strategic planning
(Lyosinski 1990), there is little to be found
on what characterizes 'effectiveness'. On the
several definitions of effectiveness in the
literature, none can be regarded as wholely
adequate. General approaches to defining

effectiveness in planning have been based on
either the required end-results or the nature
of the planning process. Definitions based on
the end-results of a plan include effectiveness
in achieving the planned results; financial-
based criteria for measuring effectiveness;
effectiveness in correct assessment of
opportunities and problems and effectiveness
based on the planning process. Greenley (1984)
reviewed effectiveness in planning and problems
in defining it.

This study looks at the impact of strategic
marketing planning on performance of the firms
that benefited from a particular programme. The
study looks at the impact of marketing planning

on performance and how the performance
variables relates to the implementation of
recommendations, firm's characteristics and the

evaluation of the program itself.

2 Contribution of Marketing Planning to
Success

All the claimed benefits of marketing planning
are aimed at achieving success in the firm in
the long run. Success needs to be measured. The

most common way of measuring success in
companies, suggested in the literature (Bell
1979; Kotler 1980), has been by way of

quantitative objectives such as sales volume,
market share and return on investment. 1In
reality, these measures have been used in basic
and early models for marketing strategy such as
the Boston Consultancy Group (BCG) or General
Blectric (GE) model for investment analysis.
Day and Wensley (1988) question the
appropriateness of such measurement criteria as
market share and profitability as indicators of
marketing effectiveness.

There have been a number of empirical studies
which researched the effect of planning on the
success of firms using finance-related
measures. A number of them concluded that it is
a major contributor, while other studies
indicated that there is no relationship between
formal plannig and performance (For a review
see Greenley, 1987)



Other criteria for measuring success have been
suggested: the way an organisation manages its
critical success factors (Ferguson and
Dickenson 1982); degree of innovation in a
firm, consideration of environmental issues,
employee conditions, employment prospects,
industrial relations, and consideration of
ethical values (Goldsmith and Clutterbuck 1984;
Saul 1983). Peters and Waterman (1982), used a
set of non-financial criteria to characterize
excellent, innovative companies. Awareness and
consideration of long term objectives and their
dominance over short term profitability and a
need for 1long-term commitment has been
suggested by others (Webster 1981; Baker and
Abu-Zeid 1982; Hooley and Lynch 1985).

Beside these studies that relate planning to
success, Greenley (1987) in a review of
empirical research into marketing planning
practised by the firms, reported seven major
studies, four in the USA and 3 in the UK.
Recent research on marketing planning includes
works by Leppard (1987), Greenley (1988),
Piercy and Morgan (1989), Carson and Cromie
(1989), Lysonski (1990), and Beckman (1990).

3. Objective and Methodology

3.1 Objective

This paper looks at the impact of marketing
planning on performance of the firms. Firms
used in this study are a number of small and
medium sized firms that benefited from a
program designed to assist them. The program
was aimed at helping firms to implement
strategic marketing planning within their
companies. Once firms applied for the program,
they were contacted and briefed by a numbex of
field workers, known as senior industrialists
who are experienced managers with a high level
of business qualification. Senior
industrialists would explain to firms the
nature of the program and how to manage the
consultant. Firms were then provided with a
marketing consultant who was responsible for
the development of a strategic marketing plan.
The scheme closely monitored the whole process
of expert intervention, i.e. choosing and
contracting the consultant, the evaluation of
the consultant's report and finally an
assessment of the firm's implementation of the
consultant's recommendations. Regarding the
cost of the program, the client firm
contributed with one third of the consultancy
fee and the remaining cost was covered by the
program.

3.2 Methodology

A mailed questionnaire was directed to the
person in contact with both the consultant and
the scheme during the whole project, which in
most cases was the managing director or
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marketing director of the firm. The
questionnaire was sent to all firms that
benefited from the project (248 firms) and the
response rate was above 38%.

To develop the questionnaire, existing data on
the sample firms consisting of the senior
industrialist initial and final reports, the
terms of reference and the consultant's report
were studied. Qualitative in-depth interviews
with managing directors of the firms were
performed and directors of the programme were
also interviewed.

Firms in the sample had an average turnover of
less than five million pounds, with most of the
firms having less than one hundred employees.
As to the industrial classification, due to the
particular nature of industry in the area where
the sample was obtained, firms mainly belonged
to engineering and manufacturing companies.
They generally were private companies, family
owned or owned by the directors.

To analyse the data the statistical package
SPSSX was used. The techniques used were factor
analysis (Afifi and Clark 1984; Kim and Mueller
1986) log-linear and logit models (Bveritt
1977; Fienberg 1977; HBRaberman 1978; Placket
1981; Upton 1978).

Hierarchical log-linear models permit to verify
the interaction among variables. As these
models only verify the interaction and do not
give clear indications of the direction of
relationships, the linear-by-linear association
model for ordinal data was used. This technique
indicates the nature of the relationship
between variables, that is, if the relationship
is positive or negative.

Impact on Performance

This paper reports part of an overall research
which looked at the impact of a specific
program designed to influence the practice of
marketing planning in small and medium sized
firme. This paper reports the impact of the
scheme on performance and the relationship of
the performance with a number of variables.

4.1 Performance Variables

There were a number of questions in the survey
aimed at evaluating the effect of the scheme on
the performance of the firms, such as: how the
scheme had contributed to increase in turnover,
share of market, improved profitability,
formulation of future plans, expansion/entry to
foreign markets. The available scores were: 1 -
A great deal; 2 - Certain extent; 3 - Not yet,
but expected in the future; 4 - Not at all.

The impact on performance as regards to full
financial benefits of the scheme could not be
fully assessed due to the timing of this study.
With over 51% of the firms having had the



completed project for less than 6 months, and
almost 90% for less than one year, it is far
too soon for the financial benefits to appear.
Firms did not have enough time to implement all
the recommendations and therefore the £full
results of the marketing consultant's
intervention had not yet been shown.
Nevertheless, in spite of the time limitationms,
a first step towards the evaluation of the
scheme on performance was taken. The
contribution of the program to performance is

based on general manager or marketing
directors' perception. However, the expense
with the program was a major issue for

small/medium sized firms, who were highly cost-
concious and as a result, very critical towards
its benefits. This was very apparent in the
interviews and later in the survey. Therefore,
they would be unlikely to attribute value to

the program where it did not genuinely
contribute.
Generally speaking, firms believe that the

marketing planning scheme has contributed to
their performance. Between 32% and 37% believe
that their turnover, profitability, market
share, number of customers and employees have
improved ‘'a great deal' or 'to a certain
extent', as a vresult of the help received
through the scheme. Between 27 and 40% expect
to see these benefits appear in the future, in
most cases within the next one or two years.
There has also been a stronger and more
immediate impact in the areas of providing
marketing capability, a sense of direction, and
devising future plans. Between 77% and 86% of
the firms have found the process of
intervention to have already been of 'a great
deal of benefit' or 'of benefit to a certain
extent' in these areas. There has also been an
impact on international competitiveness,
although to a 1lesser extent (between 23% and
33%) . Other firms expect that this contribution
will be shown in the future (20% to 29%). Firms
find that their overall performance has been
positively influenced as a result of the expert
intervention. Only 18% find no overall benefit.

Because of interrelationships between
individual performance measures, it is more
meaningful to use the factors that represent
them. As each factor represents a number of
variables, far fewer variables are involved in
the analysis of the relationships. This leads
to a clearer picture of the relationships. As
the objective at this stage was the reduction
of performance measures to a few underlying
dimensions (factors), the procedures used were:
R-factoring, principal component analysis and
varimax rotation. Adequacy of application of
factor analysis was also assessed. The Kaiser-
Meyer-Olkin measure of sampling adequacy for
all variables (0.862) and the Barlett's test of
Spherecity (Norusis 1985) indicate the
appropriateness of factor analysis. Table 1
shows the factor loadings. The loadings are
quite acceptable using the criteria suggested
by Comrey (1973).
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For the selection of the number of factors, the
eigenvalue rule was applied. The application of
the rule seemed justified, as the three factors
identified in this way summarized 66.4% of the
total variance and the grouping of variables
was reasonable. The scree-test advocated by
Cattell (1965) confirmed the factors. It is
worth mentioning that a number of other
procedures were used leading to the same
aggregation of variables into factors which is
an indication of the stability of the three
factors. A closer look at the three components
that summarize the 13 questions suggests the
following factors: Performance measures (Factor
1) ; Marketing planning capabilities (Factor 2);
International competitiveness (Factor 3).

The effect of the scheme on the firms occurs
firstly in helping them to improve their
performance in areas such as increased
turnover, improved profitability, and increase
in the number of the customers. Secondly firms
are helped to increase their marketing
capability, and finally their international
competitiveness is enhanced.

4.2 Performance Factors and Firms'
Characteristics

The benefits firms receive from the
intervention may be related to the firms'
characteristics. At this stage the interest
lies in finding if there is such a
relationship. Performance factors are the
variables that represent the benefits firms
received through the intervention of the
scheme. By looking at the relationship of
performance factors with firm's characteristics
it is possible to see how characteristics can
influence the benefits received.

The relationship of the performance factors
with all the characteristics available in this
study was considered. The hierarchical 1log-
linear models were used to examine the
relationship between performance factors and
the following variables: existence of marketing
and business planning at the beginning of the

intervention; allocation of marketing
responsibility within the firm; number of
employees; turnover and number of years the

firms were trading.

The hierarchical log-linear analysis shows that
performance factors do not relate to the state
of planning in the firm at the beginning of the

project, or to the allocation of marketing
responsibility within the firm, or to the
number of employees. The only identified

relationship is of performance measure factor
to turnover. The direction of the relationship
is seen from the results of the linear-by-
linear association model for the ordinal data
was used to examine the nature of the
relationship. The @} value for this relationship
is -0.25 and the 2z value is -2.23. The
significant negative ! value shows that the
impact on performance measures is shown to a
greater degree for firms with a smaller
turnover. In fact this result is quite



TABLE 1

FACTOR ANALYSIS OF PERFORMANCE MEASURES

FACT.1|FACT.2|FACT.3 VARIABLES
.865 Contributed to increase customers
.769 Contributed to increase market share
.740 Contributed to increase turnover
.729 Contributed to improve profitability
.655 Contributed increase no. employees
.501 Helped improve overall performance
.786 Helped devise future business plan
.785 Increased management self confidence
.748 Provided greater sense of direction
.614 Increase marketing expertise in firm
.894 Expansion/entry to foreign markets
.738 Improved direct export
.703 Improved international competitiveness
6.17 1.34 1.13 Eigenvalues
47.50 10.30 8.70 % of Variance
Varimax rotation converging in 6 iterations.

interesting and understandable: although it is
too early to see the impact on performance of
firms, but for those with a smaller turnover,
the improvement is clear enough even at an
early stage.

The lack of relationships between performance
factors and firms' characteristics suggests
that for this sample, impact on performance is
not related to firms' characteristics. However
these firms already shared a particular
characteristic. They were willing to initiate
the process of implementation of strategic
marketing planning in their firms and spend
management time and money for this purpose.

The next section will discuss whether or not
the impact on performance is related to the
operation of the scheme. -

4.3 Value to the Firm, Evaluation of
Intervention and Performance Factors

Firms were asked to evaluate the scheme and
consultant. A number of questions defined how
firms evaluated the program and the way it
functioned and how the consultants performed
their job. Most firms found the process of
implementation of strategic marketing planning
provided by the scheme to be of a very good or
good value (over 71% of firms), and over 91% of
them considered the program in terms of concept
as a very good or good idea. 70% of the firms
found that the consultants performed a very
good or good job (For more details see
Farhangmehr 1991).
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It can be easily argued that small firms attach
high value to the program because they lack
previous experience of planning and their
positive evaluation is related to the newness
of the experience. However, a close look at the
relationship of the 'value of the program' and
‘performance factors' shows otherwise. The
hierarchical log-linear models show that the
value of the scheme to the firms interacts with
two performance factors: performance measure
and the marketing capability. The direction of
the relationships are seen from the results of
the 1linear-by-linear association model for
ordinal data. The @ coefficients arxe positive
(0.30 and 0.45) and the Z values are large
(3.71 and 4.10), which indicate the positive
relationships between 'value of the program'
and the factors. The relationships are positive
and significant, indicating that the
attribution of higher values to the program is
related to greater contribution to the
performance measures factor and marketing
planning capability factor (Figure 1).

The positive relationship between the value of
the program to the firm and the performance
measure factor shows that firms eventually
evaluate the marketing planning experience in
terms of its contribution to performance. This
result shows, as would be expected, that an
important factor influencing the value of the
scheme to a firm is its impact on performance.

Do the performance factors relate to the
performance of the consultant? The hierarchical
log-linear models identified that the same two
performance factors, i.e. performance measures
and marketing planning capability interact with
the consultant's performance. There is not only
a relationship between these variables, but the
linear-by-linear association models for ordinal
data indicated that the relationship is of a
positive nature (Figure 1).



A positive relationship between contribution to
performance and perceived value is not
surprising and would be expected. But the
positive relationship between evaluation of the
consultant and the performance factor is of
particular interest. It shows how an external
expert can influence the results achieved by
the firm and how the evaluation of a consultant
is related to higher contribution to
performance.

Firms were also asked if they would recommend
the program to other companies. Over 82% of
firms would recommend the scheme to others. The
relationship between this variable and
performance factors was assessed. The results
identify a positive relationship between all
performance factors and recommendation of the
scheme to other firms (Figure 2). As would be
expected, firm is 1likely to recommend the
program to others only when it has a positive
impact on the actual performance.

5. Further Research

This research looked at the impact of marketing
planning on the performance of the firms as

performance. An additional survey is necessary
to study how the implementation of strategic
marketing planning has contributed
quantitatively to performance. It also requires
the selection of an untreated matched sample to
isolate the effect which resulted from the use
of this particular scheme. However, the
identification of a matched sample introduces
problems, and the criteria for its selection
are not clear.

Further research is also required to see
whether or not as a result of this particular
scheme, the practice of marketing planning has
increased in small and medium sized firms. It
is important to see if firms are practising
marketing planning, if it is being practised in
a systematic fashion and more importantly what
impact it is having.

This study looked at the impact of marketing
consultancy on small and medium sized firms
when a monitoring system was in operation. The
scheme closely monitored the whole process of
consultancy. Also worth considering is the
impact of marketing consultancy in the absence
of such a monitoring system.

teported by their managing or marketing 6. Conclusion
directors. As explained earlier, this study
could not <consider the full impact on
performance as it was too early to see this. Generally speaking, firms believe that
Further research also requires the marketing planning has improved their
establishment of adequate quantitative measures performance. Three performance factors have
for the evaluation of the impact on been identified: Performance measures;
FIGURE 1
VALUE TO THE PIRM, EVALUATION OF THE CONSULTANT AND PERFORMANCE FACTORS
Q2 =0.30 2=3.71 VALUE TO THE 1 =0.45 Z2=4.10
>4 FIRM <
+ +
PERFORMANCE MARKETING
MEASURE CAPABILITY
FACTOR FACTOR
+ +
———————>4 ASSESSMENT OF | <
1 =0.33 2=3.42 CONSULTANT Q =0.51 Z=4.12
FIGURE 2
RECOMMENDATION OF THE SCHEME AND PERPORMANCE FACTORS
PERFORMANCE + RECOMMEND TO + MARKETING
MEASURE F<——>{OTHER FIRMS <———>4 PLANNING
N=0.42 2=3.34 N=0.87 2=3.97
N=0.24 2=2.48 INTERNATIONAL
COMPETITIVENESS
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Marketing planning capabilities; International
competitiveness. The effect of the scheme on
the firms occurs firstly in helping them to
improve their performance in areas such as
increased turnover, improved profitability, and
increase in the number of the customers.
Secondly firms are helped to increase their
marketing capability, and finally their
international <competitiveness 1s enhanced.
Impact on performance is also greatly related
to how the marketing consultant performs. The
relationship between evaluation of marketing
consultant and implementation of
recommendations and consequently performance of
firms shows the role of expert in helping firms
to implement the recommendations contained in a
plan. As would be expected, where the scheme
has a positive impact on the actual
performance, the firm is likely to recommend it
to others.
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Abstract

Strategic group analysis portrays an industry as
a few categories of firms, but researcher
selected variables curtail its reflection of
managerial reality. From a cognitive
perspective it is shown that managers simplify
their environment by grouping similar
competitors. It is argued that they do not
perceive industry structure in the manner
proposed by economists. Interviews amongst
managers in the oil pump industry showed
evidence of them simplifying their environment
by grouping competitors. None perceived the
industry as economists suggest and more similar
perceptions were seen between managers in the
same firm than between different firms.

Introduction

When managers formulate a competitive strategy,
Porter (1991) advocates they should seek
attractive positions, offering a sustainable
advantage. This takes time and considerable
analytical effort. In view of managers’ finite
mental capabilities (Simon 1957; Schwenk 1988),
they are unlikely to evaluate each competitor on
an attribute by attribute basis. Indeed, it is
doubtful as to how thorough their analysis is
likely to be of all five forces. We are
particularly interested in managers’ assessment
of competitors, the subject of this paper. A
new stream of literature is emerging showing
that managers simplify their competitive
environment using mental models, grouping
similar competitors (Porac and Thomas 1990).
This notion is supported by research on
perception, (Bruner 1957).

Understanding managers’ mental groupings
provides insight as to their positioning
options. The idea of analysts grouping

competitors can be traced back to Hunt’s (1972)
"gtrategic groups" concept which has been widely
adopted (McGee and Thomas 1986). But, it is
questionable as to how well this replicates
managers’ perceptions, since researchers
employed a wide range of variables without
consulting managers about their relevance.

The success of a positioning strategy results,
in part, from the way managers in different
departments coherently implement consistent
activities (Porter 1985). An assumption
frequently made is that all managers in a firm
have similar perceptions of the competitive
structure of their industry and are all
directing their departments to satisfy the same
competitive positioning objective. If, however,
there are significant differences between
managers’ perceptions then, without an alerting
device, progress may be impeded. While the
review by St. John and Rue (1991) indicates
differing views about the need for consensus
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amongst managers, they reported a strong
relationship between consensus and performance.

It is also argued in the strategy literature
that with mechanisms such as trade organisations
and trade publications facilitating the
diffusion of ideas, there will be common belief
systems between managers in the same industry.
Little empirical work has been published about
this and we seek to add to the literature.

The paper opens by being critical of strategic
group analysis for being too researcher centred.
We then present a cognitive justification for
managers grouping similar firms and review
empirical evidence of this. A rationale is
considered as to why managers and economists may
have differing views about the competitive
structure of industries. The literature on
similarities of perceived industry structure
between managers in the same firm and between
firms in the industry is reviewed. A
methodology is described to assess if managers
mentally group competitors, whether they view
industry structure as economists argue and
whether there are similarities between managers’
perceptions. Conclusions and recommendations
are then considered.

Strategic Groups and Managerial
Cognitive Processes

To understand performance in the white goods
industry, Hunt (1972) introduced the term
ngtrategic groups” to describe analysis of
competition based on understanding barriers to
entry to each group of firms. By using a few
variables, an industry can more simply be
portrayed as a few categories of firms.
However, reviews (McGee and Thomas 1986) show
that economic, marketing and corporate strategy
variables were used by researchers, without
checking their managerial relevance. As others
then questioned (Huff 1982; Reger 1990), are
researchers reflecting managers’ mental
representations?

More recently researchers have started to adopt
a cognitive perspective, about how managers

perceive the competitive environment. Porac et
al (1987), working with retailers, found
managers having a hierarchical cognitive

taxonomy of retailing businesses. This result
must be seen within the context of a
hierarchical probing procedure, selected because
of their belief that competitors are stored in
memory at increasingly abstract levels (Mervis
and Rosch 1981). Focusing on manufacturers of
Scottish Knitwear, Porac et al (1989) concluded
that managers perceived their industry as groups
of firms. The theoretical basis for managers
categorising competitors is next considered.



Managers’ Simplification of the
Competitive Environment

Popular textbooks (eg Kotler 1991) discuss
marketing planning and positioning as a
systematic process, moving from analysis to
planning to implementation. Appealing though
this might be, there is evidence (Johnson 1987)
against the assumptions of managers, with time
to access and process large quantities of
information and who progress matters in a
sequential manner.

Instead, managers’ decision making can be better
modelled wunder an assumption of limited
information capacity (Stubbart 1989, Day and
Lord 1992) where simplification processes, such
as heuristics and categorisation (Huff 1990),
facilitate information processing. Much has
been published on the way managers use
heuristics (eg Schwenk 1988). While they
provide a short cut through information
processing, they lead to Jjudgemental errors
(Tversky and Kahneman 1974). Of more interest,
is simplification through categorisation.

By grouping competitors into a few categories,
according to the way they match certain
characteristics, managers can simplify their
competitive environment and are able to
appreciate the 1likely activities of a newly
grouped competitor. They do this by drawing
inferences from the characteristics of other
competitors in that category (Kiesler and Sproul
1982). Without this mental categorisation
process, managers would be overwhelmed analysing
large numbers of ambiguous and uncertain
situations.

We sought to add to the sparse empirical
literature about managers’ perceptions of the
competitive environment and posit that:

Hl: Managers simplify their understanding of
the competitive environment by grouping related
competitors.

Managers’ and Economists’ Views
About Competitive Industry Structure

Porter (1991) argues that when managers
formulate a competitive strategy, they should
identify the competitors constituting their
industry. The problem is appreciating which
firms constitute an industry. Economists
typically consider industry structure in terms
of firms sharing similar technological
production characteristics, or on the basis of
product substitutability, or the materials
processed (Triffin 1962). However, managers may
not be aware of all the subtleties about
materials, products or technologies. They are
attentive to only part of the information
(Kiesler and Sproul 1982; Porac et al 1987). &as
such, their views about the structure of the
industry might not include all the firms in the
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economist ‘s definition.

Two pieces of research are illuminating.
Gripsrud and Gronhaug (1985) focused on a
Norwegian town, in which there were 51 grocery
stores. Interviews with grocery store managers
showed that the highest number of named
competitors was seven, with managers on average
naming just over three competitors. Likewise
Easton (1988) found that managers in four
industries have a much reduced view of
competition than that of the economists
definition. A parallel to these findings is
Howard and Sheth’s (1969) concept of the "evoked
set", which Woodside (1987) has shown applies in
industrial markets. As managers have limited
cognitive capacities, they do not carry all
competitors in their minds. Rather, they focus
on a subset, referred to as their evoked set.

We set out to test the hypothesis,

H2: Managers consider only a limited subset of
competitors as constituting their industry.

Managers’ Similar Perceptions about
Competition in their Industry

Several authors argue that managers working in
the same industry, or the same firm, should have
similar belief structures. If so, we propose
that they should also have similar perceptions
about the nature of the competitive environment.

Spender (1989) considers each industry as having
its own "recipe", ie a set of beliefs and
assumptions common to most managers. Viewing
the firm as a body of knowledge, managers build
on unspoken assumptions to analyse and respond
to new opportunities. The process of social
interactions within the firm leads to mutual
expectations which, when confirmed, are treated
as social understandings. While the recipe
encourages a convergence towards similar
beliefs, there may be some individual difference
as, "the recipe is open, incomplete, ambiguous
and in need of interpretation" (p7). Grinyer
and Spender (1979) argue that with trade
associations and trade magazines acting as good
communication channels between firms, ideas
diffuse between managers in the industry,
resulting in common beliefs. It should be noted
though that communication passing through
multiple channels is subject to perceptual
distortion, encouraging the possibility of some
differences.

Huff (1982) argues that the firms constituting
an industry represent a pool of experience,
which each firm draws on to make sense of the
external environment. Firms learn from each
other’s experiences and adopt their strategies
accordingly. Managers do not have the breadth
and depth of experience to form unique views.
Instead, they exchange and mutually build an
understanding of their external environment.



Through this pool of shared experiences,
managers from competing firms should, she

argues, have common perceptions, or
"interlocking metaphors”™ about the external
environment. Porac et al (1989), from a

cognitive enactment model, argue that there
should be similar "group level" beliefs between
managers in different firms.

From the preceding reviews, we anticipated a
hierarchy of similarity between managers’
beliefs and assumptions about the external
environment. The greatest similarity may be
expected between managers in the same firm, then
between managers from competing firms in the
same industry. Thus, we posit that:

H3: Managers in the same firm will have
similar perceptions about the composition of
competition in their industry.

H4: There will be a greater degree of
perceived similarity about the composition of
competitors between managers in the same firm,
than between managers in different firms.

Methodology

We focused on manufacturers of pumps for the
off-shore North Sea o0il industry. This
selection was made as there are many competitors
and the market leaders do not have an
exceptionally high market share. It is also a
tightly defined market in terms of products,
geographical scope and end users.

A convenience sample of 10 firms was selected,
including both major and minor competitors. A
letter was written to the Managing Directors of
each firm, seeking their co-operation to
interview them and those nominated as having
responsibility for formulating and implementing
strategy. Five firms participated, one of whom
was perceived by all of the others as being one
of the largest competitors. A total of 24
senior commercial managers were interviewed
between May and July 1992. Oof the 23 who
provided details about their working career,
their average experience of working in the pump
manufacturing industry was 11.2 years.

A semi-structured questionnaire, built around a
card sort technique (cf McKeown and Thomas
1988), was administered. Each manager was
asked, and probed, to name their competitors
which were written on cards, along with their
firm. These were shuffled and returned with a
request to place them on their desk to give a
picture of which firms compete most closely with
each other. While the data could have been
analysed in a myriad of ways (eg developing and
comparing managers’ mental maps), this is
outside the scope of this paper, but will be
documented as this research programme
progresses.
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Results
(i) Managers’ mental groupings

Hypothesis 1 proposed that managers simplify
their competitive environment by grouping
related competitors. If this is not to be
refuted, they should be able to quickly
undertake this exercise with ease and form
groups of competitors (Bower and Clapper 1989).

All completed this in a short period of time,
typically lese than 30 seconds. None found this
demanding and all were able to arrange named
competitors into a few groups. Due to the ease
with which managers were able to group their
named competitors, we believe we were observing
managers simplifying their competitive
environment through the use of mental grouping.
The ease and speed with which they did this
suggest that they were not facing a new problem,
but rather were recalling from memory a
categorisation pattern. Amongst these managers,
we accept Hl.

(ii) Managers’ definition of their industry

Hypothesis 2 proposed that managers’ only
consider a subset of competitors as constituting
their industry.

In this industry, there are at least 24
competitors. However, table 1 shows that only
one manager mentioned as many as 11 different
competitors and none came anywhere near this
objectively defined industry. On average each
manager named 5.3 competitors. Talble 1 thus
supports hypothesis 2

TABLE 1
DISTRIBUTION OF NUMBER OF NAMED COMPETITORS

Number of

Number of
competitors managers
0-1 -

2 1
3 3
4 6
5 5
6 1
7 6
8 -
9 1
10 -
11 1
24

(iii) Intra and inter firm industry views

Hypothesis 3 posits that managers in the same
firm will have similar perceptions about the
composition of competition in their industry.
This was tested using Cochran‘s Q test (Hays
1988). Talble 2 shows that within each of the 5
firms where interviews were undertaken (coded B,
c, D, F and M), and across all 24 managers,



there are statistically significant
disagreements about which firms are competitors.
This refutes H3.

TABLE 2
COCHRAN'’S Q TEST FOR PERCEIVED COMPETITORS
Analysis Cases Q [-}4 R
Within firm B 6 87.02 23 0.001
Within firm C 3 52.76 23 0.001
Within firm D 3 53.51 23 0.001
Within firm F 5 64.98 23 0.001
Within firm M 7 76.66 23 0.001
Across all 24 158.37 23 0.001

managers

The extent to which managers have differing
views can be appreciated from table 3. In firm
B, of the 12 spontaneously named competitors,
only 2 were mentioned by all the team. Of the 7
spontaneously named competitors, cited by
managers in firm C, the team only unanimously
agreed on 2 competitors. In firm D, where 6
competitors were mentioned, only 2 competitors
were common and in firm F, only 1 competitor,
was common to the team. None of firm M managers
mentioned a common competitor.

TABLE 3
NUMBER OF MANAGERS IN EACH FIRM CITING
A PARTICULAR ORGANISATION AS A COMPETITOR

Managers in firm:

B [+] D E M
No Managers 6 3 3 5 7
Competitor
A 6 3 2 5 1
B N/A 3 3 4 3
c 2 N/A 3 3 1
D 1 2 N/A 3 2
E 4 - - 2 3
F 1 - 2 N/A 5
G - - - - 5
H 6 - - 1 4
I 3 - - 3 1
J 4 2 - - 2
K - - - 1 -
L - - - 2 -
M - - - 1 N/A
N - 2 - -
o 1 1 1 - -
P - - - - 1
Q - - - - 1
R - 1 - - -
s - - 1 - -
T - - - 1 -
U - - - 1 -
\'4 1 - - - -
w 1 - - - -
X 1 = = = =
Size of industry 12 7 6 12 12

structure

52

Hypothesis 4 anticipated a greater degree of
perceived similarity about the composition of
competition between managers in the same firm,
than between managers in different firms. From
table 3, within the 5 firms where interviews
were undertaken, in 4 of these, at least one
competitor was always common to all managers in
that particular firm. Acxross the 5 firms, no
one competitor is ever mentioned by all
managers. Hypothesis 4 is not refuted.

Conclusions

The speed with which managers were able to sort
competitors into a low number of groups suggests
that managers do take advantage of the
simplification process of categorisation. All
the managers made sense of their competitive
environment by having mental maps.

Managers do not define their industry in the way
of economists, considering all firms with
similar technological production
characteristics, or materials processed, or
easily substitutable products. They are not
attentive to these details and, with limited
cognitive capabilities, consider only a subset
of the economist’s "industry"” definition.

From a cognitive perspective it is inappropriate
to talk about "the" industry, since views varied
between managers. Within each firm there is
evidence of managers perceiving a common core of
competitors, but beyond this, each manager has a
different perspective as to the competitive
structure of the industry.

Firms are characterised by differing degrees of
managerial perceptions about the nature of
competition. Within each of the five firms,
there was a low level of agreement among
managers as to industry structure. When
comparing perceptions across managers from
different firms, even less similarity was noted
- in fact none of the managers saw the same firm
as being a common competitor.

There are several managerial implications.
First, management teams would be wise to assess
the consistency of their perceptions about the
nature of competition. Any differences should
be openly discussed. In so doing any tension
within the management team can be relieved and a
greater commitment achieved for a particular
positioning strategy, benchmarked against agreed
competitors. The extent of competitive threats
can also be better appreciated through agreeing
who are core and secondary competitors.

Secondly, the management team need to clarify
their own views about which competitors are most
similar and why. While there may well be a few
competitive categorisation dimensions that are
common between managers, by making explicit
individual views, the team can discuss why there
are any differences and, in light of this,
assess the appropriateness of their firm’s



positioning strategy. This issue is the scope
for our continuing research programme.
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INFORMATION EXCHANGE IN BUYER-SELLER RELATIONSHIPS
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Abstract

Buyer-seller relationships on industrial markets
often are characterized by a complex communication
pattern. Efficency and effectiveness in such a
relationship is very much dependent on the quality
of the exchange of information. This paper explores
the nature of the information exchange, identifying
three important roles of communication;
coordination, control and learning. It is shown by
examples how improvements in information
exchange can affect the performance of the buyer and
the seller and, thus, increase the quality of the
relationship.

Introduction

Buyer-seller relations on industrial markets often
are of a long-term nature (Gadde & Mattsson 1987).
The relationships of a company, therefore, should be
considered as important investments. The establish-
ment and utilization of that investment will create
an extensive contact pattern between the buying and
selling company. These contacts involve various
categories of personnel, which are in need of
information from each other. In total a very com-
plex communication pattern characterizes a buyer-
seller relationship. H&kanson & Wootz (1978) found
that considerably more than half of the working
time of purchasing staff was devoted to various
forms of communication (telephone, face-to-face
conversation, meetings etc). More than twenty per
cent of the total working time was used for contacts
with suppliers. ’

The aim of this paper is to explore the characteristics
of the exchange of information in a buyer-seller
relationship and analyse how improvements in the
information exchange can promote the performance
of the buyer and the seller.

Relationships and the Roles of Communication

Relationships between industrial buyers and sellers
were first observed as an empirical phenomenon
(see for example Hakansson, ed 1982), but has
successively become regarded important also from a
theoretical point of view (Dwyer et al 1987, Narus &
Anderson 1987, Turnbull & Valla 1986). The rela-
tionships, however, can not be regarded as isolated
dyads, instead they should be considered embedded
into other relationships, i.e. as parts of networks
(Grabher, ed 1993, Ford, ed 1990).
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For an individual company, relationships within a
network structure can be seen as mechanisms to
achieve three important effects (Hdkansson &
Snehota 1993). The first one is connected to the
activity structure of the network. A company can
increase its efficiency in performing activities by
improving the linkages to important counterparts.
Every company is conducting a number of activities
(manufacturing, product development, distribution
etc). These activities are more or less dependent on
activities peformed by counterparts of various kinds
(suppliers, customers. etc). Development of relation-
ships with other firms, therefore, is a mechanism to
handle these dependencies as long-term relations
will make it possible to better link activities to each
other.

The second important network dimension is the
resource structure. Every company has a certain
amount of resources under its own control. The
value of these resources is dependent on how they
are combined with resources that are controlled by
others. The efficiency in the utilization of the
resources, therefore, is very much due to how they
are tied to resources of other companies. By
establishing relationships to other companies a firm
can make use of other resources, e.g. through
transfer of knowledge.

The third dimension of the network regard the actor
structure. A company has a certain position or
identity in the network, based on its relations and
bonds to other companies. One important type of
bonds are the social bonds which are established
through the development of mutual trust between
the actors. A relationship, therefore, can serve as a
basic mechanism for affecting the identity of a
company, by influencing the relation to other actors.

We have, thus, identified three important roles of
buyer-seller relationships in industrial networks.
They can link activities to each other, they can tie
resources to each other through transfer of
knowledge, and they can affect the identity of a
company by influencing other companies.

In all these aspects exchange of information will be
an important prerequisite for obtaining the potential
benefits from a relationship. The linking of activities
will require exchange of information between the
actors to achieve the coordination that is necessary.
The first role of communication, therefore, is the
coordination role. The second one deals with
efficency in resource utilization which is improved
through sharing of resources. Transfer of knowledge
between actors will require exchange of information



- we call that the learning role of communication.
The third role of communication is the controlling
role. By that we mean the exchange of information
that is necessary to influence other actors in such a
way, that the identity of a company will be
strengthened in one way or another.

The Role of Coordination

The first communication role is the one of
coordination. In most industrial networks
specialization has increased over time, meaning that
companies have concentrated their activities more
and more to limited parts of the total production
chain. The change has resulted in increasing
efficiency when carrying out these activities per se.
However, it has also increased the need for
coordination of the activities performed by the
various companies. The need of coordination has
increased due to two factors. Firstly; due to the
specialization, every manufacturer now is to an
increasing degree relying on flows of materials and
components from specialized suppliers instead of
producing them in-house. The suppliers of the
manufacturer must be well informed about the
ongoing activities as well as of those planned by the
buying company, which in turn is dependent on
similar information from suppliers.

Secondly; as the various companies have enhanced
their specialization, there is an increasing need in
general to develop integrating or linking
mechanisms between them. These coordination
needs are illustrated by Figure 1. The supplier A has
three customers B, C and D. The activities taking
place within the companies are called
transformation activities. The customers has due to
an increasing specialization different demands on
the supplier. To make it possible for them to use the
same supplier there is a need for activities to
overcome these differences. These activities are
called transferring activities. The transferring
activities need to have some linking quality. The
linkage can regard technical attributes or activities in
the material flow or the administrative flow.

FIGURE 1
ACTIVITY INTERDEPENDENCE

Supplier A Customer B
DD - - oo - t S

) ~o

[} So

i N

! |Customer C “>~._| Customer D

I . B

—d

= = transformation activities (within the control of one actor)
--- = transfer activities (witihn mutual control of two actors)
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Information is an important tool in coordination of
activities. A very obvious example is the reductions
of inventories that has been undertaken by many
companies. More accurate and reliable information
systems have decreased the demand for buffers. Just-
in-time manufacturing has increased the need to
provide suppliers with accurate information concer-
ning future deliveries and demand. We can see,
thus, a trade-off between different kinds of resources.
By developing more efficient communication and
transportation systems, companies have been able to
reduce inventories and, thus, tied-up-capital.

An illustration of this role is given in Roos (1988).
The example shows how Volvo has been able to
reduce inventories substantially for some specific
items, through deepened supplier relations and
more efficient exchange of information. A number
of adaptations undertaken by Volvo and the
suppliers made it possible to decrease inventory
levels in three warehouses substantially (reductions
ranging from 30 to 65 percent). These reductions
were possible to attain in spite of the fact that the
volume purchased increased by more than a third
when Volvo cut the number of suppliers. Moreover,
delivery times were substantially reduced and
delivery reliability considerably increased.

One of the most important factors in this change
process was the improvement in the communi-
cation process. The improvements regarded not only
Volvo and the major supplier, but was extended also
to the supplier of the supplier and even further on
in the activity chain. The changes were partly of a
technical nature - computers, fax and telex were used
at an increasing rate instead of letter and phone calls.
This shift increased the speed of the information
flow, but also the accuracy.

The Role of Learning

Relationships can be used as a mechanism to aquire
and develop knowledge. The corresponding
communication role is the one of learning. Two
important conditions for a succesful learning to take
place in an industrial company are identified by
Hakansson (1993). One of them is a certain stability
in the relationship to the counterparts. The other
one is that a certain variability in the characteristics
of the relationships are required. A set of connected
relationships can create such a combination if the
combination within and between the relationships
is functioning in an appropriate way. The informa-
tion exchange must be directed towards transfer of
knowledge, as well as towards creating a dialogue
where different knowledge bodies are confronted
with each other. The most obvious dimension of
learning regards technology and technological
development, but also manufacturing and
management techniques, as well as marketing
capabilites might be relevant aspects of learning.



Donaghu & Barff (1990) describe how Nike, the
American foot-wear producer, very actively tries to
transfer various capabilities to the suppliers. Nike’s
production system is entirely based on out-sourcing
to different kinds of suppliers and subcontractors.
Improvements in the performance of this industrial
network will require that Nike shares its knowledge
and resources with these suppliers. One way of
doing this is an "expatriate programme" wherein
technicians from Nike become permanent
personnel in supplier factories. Suppliers are also
encouraged to participate -in joint product
development activities. Some suppliers in low-cost
countries have a very limited competence. It is
important, therefore, for Nike to increase the
capability of these factories to meet the global
standard of Nike. In the process of doing so, also the
more advanced Nike suppliers take part. Many
establishments of Nike operations in low-cost
countries take the form of joint-ventures between
Nike, one advanced and experienced supplier and a
local firm with limited resources and technological
competence. Due to the joint venture agreement it
will be interesting for the advanced and experienced
supplier to transfer technology and knowledge to the
less experienced partner.

Another illustration of the learning role regards
Motorola (Cayer 1988). Motorola is a well known
example of a company promoting quality. Training
and education of the employees in new techniques
for manufacturing, design and quality control have
been important components of the internal quality
programme. The major effects for Motorola,
however, were not attained until the training
programmes were extended also to suppliers. Due to
Motorola’s dependence on suppliers, one company
representative stated that suppliers "affect quality
more than any other factor in the equation except for
design". Today, it is a prerequisite to take these
programmes for a supplier to keep its position in the
Motorola network.

The Role of Control

Linking activities and tying resources to each other
will require that buyer and seller make certain
adaptations to the counterparty. A characteristic of
the buyer-seller relationships we are dealing with is
that most actors are independent of each other
regarding ownership. There is, thus, only seldom
that one actor can force another one to certain kinds
of adaptations. In the short run the activity
dependence discussed earlier might create power
imbalances that makes it necessary for one actor to
subordinate oneself to a more powerful counterpart.
In the long run, however, it will always be possible
for the less powerful actor to make a reorientation
towards other counterparts if the present ones are
perceived to be unsatisfactory.
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Therefore, the desired effects of relationships in
terms of coordinated activities and sharing of
resources must be based on mutual trust between
the actors, rather than on exploiting power bases of
various kinds. If a buyer-seller relationship is
characterized by mutual trust it will be possible to
influence the other actors in a way that is beneficial
for both parties in a dyad. Developing trust in a
relationship will put substantial requirements on
information exchange. This leads us to the third role
of communication. We refer to this role as the
controlling role and it has to do with influencing
other actors.

One illustration of the controlling role is provided
by Eriksson & Hakansson (1990). They show and
discuss how a manufacturer of pharmaceutical
systems managed to change its own assembly
operations by influencing the suppliers to change.
The system assembled by the pharmaceutical
manufacturer was based almost entirely on
components purchased from suppliers. Originally
only 20 per cent of the components were technically
adapted to the system, while the remaining 80 per
cent were purely standard products. The company
decided to update and redesign the system, as quality
requirements were increasing. One important
means of enhancing quality was to obtain
components that were well adapted to their function
in this particular system. The companies that were
suppliers of standard components for the original
system received inquiries concerning the new
technical speci-fications. The majority of the
suppliers, however, turned out to be either unable
or unwilling to meet the new requirements. Some
of them were large companies and quite
uninterested in adapting their standardized compo-
nents to satisfy a relatively small customer.

Some of the existing suppliers, however, gradually
became interested in adapting their products. For
other components, the buyer had to turn to new
suppliers and try to pursuade them. The new
technical specifications demanded by the
pharmaceutical company was sometimes perceived
by suppliers to be almost impossible to fulfill. One
valve manufacturer, for instance, considered an idea
of making a new type of valve, cast in one piece, to
be absurd. After a lot of involvement of the
technicians in the buying company it was possible to
make the supplier see the advantages of the
proposed design.

In this way the buyer had to influence a lot of
suppliers to make adaptations. At the end the
outcome was a new system that fulfilled the
requirements with regard to design and quality. That
version of the system consisted of 80 per cent
specially designed or adapted components and of 20
per cent standardized components, i.e. a completely
reversed situation compared to the old version of



the system. This example, thus, is a very relevant
illustration of the controlling role of
communication.

Discussion

Our three examples have shown that information
exchange is an important tool when using
relationships to improve performance in industrial
networks. Volvo was able to rationalize the total
activity structure by moving activities to and from
suppliers and link these activities better to each
other. One important factor in this process was to
change the way that information was exchanged.

Other important areas for coordinating actions are
for instance in distribution/transportation and
product development. The introduction of JIT-
manufacturing has put pressure on coordination of
various transportation activities as well as on
coordination between transportation and production
processes. In product development activities,
suppliers have come to be more and more
important cooperative partners. To be able to
shorten product development cycles, manufacturers
have tried to integrate suppliers in their product
development programmes. These new arrange-
ments call for a number of coordination activities
between buyer and seller (see for example Raia 1988).

The learning role was illustrated by Nike and
Motorola. As was shown, transfer of knowledge
between an actor and its counterparts is very
important for keeping the network as a whole
competitive. In the Nike case this transfer was
stimulated due to an economic interest through
common ownership. In the Motorola case it was
organized through compulsory training program-
mes and seminars. The major part of knowledge,
however, is transferred in more informal ways,
through small pieces of information over long
periods in the regular contacts between various
actors in the companies.

The controlling role was illustrated by the
pharmaceutical company that finally succeeded to
affect some suppliers to major adaptations. Such
adaptations where a company can influence others
are very important for the performance of industrial
relationships and networks. In many industries
production facilities need to be adapted to each
other. Establishment of joint transportation systems
and integrated communication links are other
examples of cooperation that are supposed to affect
efficiency and effectiveness. In all these situations
one actor has to influence others to be able to
achieve the potential benefits. As mutual trust is a
prerequisite for such adaptations information
exchange is a crucial factor.
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It is obvious, thus, that developing relationships to
important counterparts should be an important
strategic aim for a company. By deepened
relationships it will be possible to improve the links
of the company activities to the activities
undertaken by other actors. Relationships will also
serve as a mechanism for tying the resources of the
company to the resources of other actors.
Furthermore, relationships are important as they
can help to influence the identity of the company by
creating bonds to other actors. In all these aspects
exchange of information is an important
determinant of the quality of the relationship.

So far, however, it seems as if many companies not
yet has realized the potential benefits arising from
well developed relationships. The ability to make
use of them also differs a lot. Galt & Dale (1991)
found that some customers communicated with
their suppliers in a way that was characterized as
"abysmal”. On the other hand one of the companies
stood above the rest. This firm had established "an
excellent network to ensure that suppliers are
assisted in every reasonable way to meet the buying
firm’s procurement requirements” (p.19). At the
other end of the spectrum no well-defined
communication strategies from the buying firms
could be observed. Most communication tended to
be supplier-driven and "it appeared that even this
activity was discouraged as much as possible" (p. 19).
Only four of the ten companies in the study
conducted any form of of training of their suppliers
which indicate a substantial potential for
improvements.

Conclusions

The analysis of the three roles of communication
has shown that information exchange has clear
strategic implications. It seems also as if companies
differ very much in their ability to promote supplier
relationships through communication. Our
discussion has shown that the quality of the
information exchange is an important determinant
of the ability of the relationship to serve as a
mechanism for linking activities, tying resources
and creating actor bonds.

When dealing with strategic consequences
concerning information exchange we also have to
consider the nature of information. Gadde &
Hékansson (1993) identify three major types of
information that are important in a buyer-seller
relationship from the perspective of the purchasing
company - technical, commercial and administrative
information. Technical information concerns the
technical aspects of the product or service that is
exchanged. Commercial information is information
that is used in the evaluation of the various



suppliers when a purchasing decision is taken and
regards which supplier alternatives that are
available and the conditions for dealing with them.
Administrative information is the information that
is exchanged in a specific business transaction
(orders, documents, etc). Efficiency and effectiveness
in communication will require that these different
types of information are exchanged in a rational
way.

We can combine the perspectives regarding the
nature of information and the role of
communication according to figure 2, from which
we will discuss the most relevant dimensions.

FIGURE 2
INFORMATION EXCHANGE DIMENSIONS
Roles of Nature of information
communication
Technical Commercial Administrative

Coordinating 1 2 3
Leaming 4 5 6
Controlling 7 8 9

The learning and influencing roles are most
important regarding exchange of technical
information (4 and 7 above). It is obvious that the
mutual trust that is necessary for transfer of
knowledge and adaptations of various kinds will
require a substantial amount of personal contact.
Only occassionally will it be possible to use a more
standardized way of transmitting this kind of
information. One example is that video tapes and
interactive video training can be used in supplier
training programmes.

One important aspect of commercial information is
the various kinds of business negotiations that takes
place within a buyer-seller relationship. Such
negotiations are part of the controlling role (8). Also
that kind of communication has to take place
through personal contacts - at least in its final stages.

Exchange of administrative information, on the
other hand, usually does not require personal
contact. On the contrary, a number of advantages are
obtained if this kind of information can be
standardized and exchanged by the use of
information technology. Using information
technology will improve the quality of the exchange
both with regard to speed and accuracy. As is shown
by Gadde & Hakansson (1993) it is very clear that it is
within coordination of administrative information
(3), that information technology has found its most
significant applications so far. Substantial rationaliz-
ations can be obtained in the administrative flow as
well as in the material flow by the use of IT.
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There is also another clear benefit from the use of
information technology for this kind of commu-
nication. When seller and purchaser meet in person
they will not be busy with booking of orders and
discussing delivery schedules. Instead the limited
time available can be devoted to discussions and
analysis of a more strategic nature. As has been
shown in this paper the quality of the information
exchange is an important determinant for the
substantial benefits that can be obtained from a
deepened buyer-seller relationship if it is handled in
a proper way.
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Abstract

International sourcing is becoming a critical
aspect of international marketing. In this
article the authors discuss international
sourcing from two different perspectives. First,
international sourcing is done to take advantage
of existing opportunities in international
markets. Second, international sourcing takes
place in an effort to implement a long-term
corporate strategic plan. In both cases,
however, international sourcing may improve the
firm's competitive advantage. The authors
maintain that there are eight factors behind
international sourcing decisions. Results of a
preliminary study are also presented.
International Sourcing: A Necessity?

More and more international firms are buying
their raw materials, parts, semi-finished
components and other supplies from overseas
suppliers. Because these play an important role
in the price and the quality of finised products,
international sourcing 1is becoming a very
widespread marketing function. It is not,
however, clear if these firms are engaged in
international sourcing  because of their
opportunistic tendencies or long-term strategic
reasons. In other words, it is reasonable to
assume that some firms are in international
sourcing because they find real bargains and have
many great opportunities, in the short-rum,
whereas others use international supplies as part
of their overall long-~term strategic plan.

Because of their overseas exposure many companies
are in a very good position to take advantage of
special opportunities that may occasionally
appear in international markets. They are well
situated and well informed regarding the
availability of cost advantages, special bargains
and unexpected price reductions of international
suppliers.

Other firms, however, may consider international
sourcing as part of their competitive edge. If
these firms consider international sourcing as
part of their competitive edge, then they may
include it in their long term strategic plans
rather than assigning simply an opportunistic
status to international sourcing. This may mean
international sourcing is one of their strategic
tools to produce a superior product or deliver a
superior service leaning toward establishing a
competitive edge in their markets. It is
important to determine the role of international
sourcing as it takes place in international
marketing decisions and in strategic plans. This
clearly identified role of international sourcing
would lead to different purchase and/or sales
strategies.
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~sourcing.

This paper attempts to examine the role of
international sourcing in marketing plans by
analyzing the reasoning behind international
Then, the results of a preliminary
study are reported to confirm and/or explain
further the current status of international
sourcing.

Reasons for International Sourcing

There are at least eight key reasons for
international sourcing: (1) price, (2) quality,
(3) availability, (4) advanced technology, (5)
personal connections, (6) delivery, (@)
countertrade, and (8) overseas offices.

Price

Many international firms are realizing that they
can purchase some of their required materials
overseas at a lower price than can be purchased
domestically. This is an important consideration
for such firms as General Motors which spends in
excess of 50 percent of its sales dollars on
purchased components (Pooler 1987a). It is
approximated that in the U.S. about 55 percent of
sales revenue is paid to outside suppliers by the
firm. International sourcing is receiving an
increasing share of this overall outsourcing
process. Despite the higher cost of the purchase
transaction and shipping costs, the overall cost
can still be lower. Machine tools is an area
that has experienced a 25 to 30 percent savings
from Japanese compared to domestic sources
(Franceschini 1987). For a firm with a five
percent net profit, a dollar saved in purchasing
has the same profit impact as a $12.50 increase
in sales revenue. Factors that cause more
competitive prices include lower labor rates and
more efficient equipment and manufacturing
processes. The foreign supplier may be producing
at higher levels of capacity which allow for a
lower piece price. Furthermore, it may be less
costly to purchase the complete product from a
foreign source as opposed to purchasing only the
components and assembling the product in the U.S.
For example, a Japanese machine tool manufacturer
is now sourcing complete low-technology machines
from the People's Republic of China. This
strategy has opened capacity in their plant for
more sophisticated, higher margin products
(Curtin 1987).

Lower prices from foreign sources may be due to
the exchange rates, when the dollar is valued
higher than the supplier's currency. Exchange
rates become particularly important when payment
for the goods is made in the supplier's currency
and there is a lag between the time the contract
is signed and payment is made. When the dollar
is strong this lag can result in substantial
savings for the buyer.



Quality

Many foreign suppliers
increase efficiency.

have found ways to
They are continuing to

develop advanced technologies in both
manufacturing methods and in their final
products. For example, from 1965 through 1985,

Japanegse machine tool manufacturers averaged
seven percent annual improvement in productivity
while their American counterparts did not gain an
increase in their productivity (McGrath 1987).
Along with 1increased productivity in many
countries there is also a quality goal which is
one of zero defect. Thus the quality control
systems in these countries may be superior to
that of American firms in the same industry. As
Korea, other NICs (newly industrialized
countries) and some other developing countries
become more technologically advanced, they are
able to insure higher quality and, in many cases,
lower cost. General Binding Corporation (GBC)
was initially forced to source internationally
when its domestic suppliers could no longer meet
the company's requirements for a critical
component. Today GBC purchases components from
suppliers throughout the Pacific Rim. Not only
does the company materialize 30 percent savings
on these components but it also believes that it
is getting higher quality goods than it has been

obtaining from its domestic sources (Cayer
1988ab) .
Availability

Some companies procure internationally to obtain
materials or components that cannot be acquired
in the United States. For instance, there are
several minerals including chromium, manganese,
platinum group metals, and cobalt which can only
be obtained from foreign sources. In fact 22 of
the 36 minerals considered strategic by the U.S.
government must be bought from foreign sources
(Dobler et al. 1990). Furthermore, perceived
shortages in steel and similar items stimulated
overseas sourcing (Dowst 1986). Finally, there
are components which cannot be produced
efficiently by domestic companies which further
encourage international sourcing.

Advanced Technology

Some technologies particularly those in the
electronics field, may be more advanced overseas
than those found in the U.S. For instance,
Japanese steel makers are developing technologies
to counter the sluggish steel market. These
include continuously cast carbon steel strip made
cheaper than by conventional melting, casting and
rolling processes, and rust-resistant, alloy-
coated and electrogalvanized sheet for automotive
applications (Purchasing, May 21, 1987).

Another factor which is increasing the use of
foreign sources 1s the shortage of skilled labor
among small U.S. manufacturers. As stated by the
National Tooling and Machining Association, "Our
day-to-day contact with thousands of shop owners
across the country suggests that contracts for
work in the United States are at the point of
being sent abroad because these small businesses
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cannot find the skilled labor need"

(Purchasing, September 14, 1989).

then

Personal Connections

already have overseas
operations or are presently involved in
international sourcing have also established
personal connections which are invaluable
particularly in industrial marketing. However,
such  personal connections also lead to
opportunistic sourcing. If the U.S. firm is
purchasing from an international source, because
of the personal connections this sourcing
activity can increase or change suddenly. This
type of sudden changes or increases are not
likely to have strategic implications in terms of
implementing a carefully planned long-term
strategy.

Many companies that

Delivery

Foreign sources, in some cases, may be more
dependable than domestic sources. For example,
steel buyers have had problems in the area of
quality and delivery from American suppliers. A
Cleveland buyer states that when he orders
foreign made steel the lead times are long but it
is delivered when promised, while the American
companies promise 10 to 14 weeks and deliver in
12 to 20 weeks (Purchasing, August 17, 1989).

International sources are often used to round out
a firm's supplier base. In order to enhance the
reliability in delivery a firm may have to obtain
a foreign source. In certain industries,
domestic suppliers become more aggressive in both
their pricing strategy and product quality to
compete with the foreign suppliers.

Countertrade

Exchanges 1in goods 1instead of cash 1is an
important stimulant of international sourcing.
There are at least 90 countries which require
some form of countertrade in their international
transactions (Buddress 1988). In 1983, worldwide
countertrade was approximately $150 billion per
year, or eight percent of the total volume of
world trade. In the event a U.S. firm wants to
sell its products in a foreign country which does
not have hard currency, it must consider whether
that country has certain raw materials or
components that can be used by its firm.

In some cases the firm may decide to build a
plant for the manufacturer of components or
finished goods 1in overseas. Several U.S.
semiconductor firms, for instance, have assembly
plants in Singapore, including AT&T, Fairchild
Semiconductor, and General Motors. These
companies have been attracted to Singapore
because of low labor rates, and political and
social stability (Nahabit). 1In such cases, some
degree of countertrading is inevitable.

Finally, many foreign countries require that a
firm purchase materials from that country in
order to sell U.S. products there. This
reciprocity restriction may include everything
from imposing tariffs to not allowing the U.S.



firms to be included in government bid 1lists.
These countries have local content requirements
to gain a foreign exchange advantage or acquire
foreign technology and to encourage growth in
their domestlc markets. However, many of these
restrictions lead to a variety of countertrading
practices.

Overseas Of fices

The company's overseas offices are very
instrumental in instituting international
sourcing. Companies may find it quite convenient
to source internationally if they have offices
overseas and these offices have access to local
industries. Although overseas offices may have
been established for other reasons such as
selling in that market, assembling there, etc.,
it becomes almost natural to expand international
operations to include many phases of sourcing.
However, it is also reasonable to consider the
fact that overseas offices are mainly a part of
long range plan and as such it may lead to
strategic sourcing.

Strategic Versus Opportunistic Sourcing

Exhibit 1 illustrates the eight factors behind
international sourcing and attempts to break them
into two categories: strategic and
opportunistic. Of the eight factors discussed
above, three perhaps can be considered for both
purposes. These are pricing quality, and
overseas offices. It is possible to proceed with
international sourcing on the basis of finding or
taking advantage of various low price offers
around the world. However, it 1is equally
feasible that the firm is using one of Porter's
(1980, 1985, 1990) "generic" strategies, i.e.,
pricing in an effort to establish an
international competitive edge.

Similarly, quality can be a part of a strategy to
establish and maintain a competitive edge.
Companies can be into international sourcing from
this possible perspective. The operative concept
here is competitive advantage which implies the
use of international sourcing as a strategic
weapon in the long run. However, it is also
possible to use quality as an opportunity which
already exists. Finally, a firm may develop
overseas offices as part of its future plan for
enhancing its competitive edge. However it is
quite feasible that those firms that already have
overseas offices may succumb to temptation of
buying bargains and hence exercising
opportunistic sourcing.

Beyond these three factors, Exhibit 1 indicates
that advanced technology, delivery, and
countertrade are primarily strategic factors.
Similarly the exhibit classifies availability and
personal connections as opportunistic factors.
It must be reiterated that all of these eight
factors can be truly opportunistic and similarly
they can be strategic. However their typical use
are perceived to be as presented in Exhibit 1.

In terms of advanced technology, delivery,
countertrade and overseas offices it is assumed
that these difficult and costly considerations
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are all parts of a longer-run game plan and are
not acted upon in order to increase opportunistic
sourcing solely.

Exhibit 1
OPPORTUNISTIC AND STRATEGIC REASONS
FOR INTERNATIONAL SOURCING

Opportunistic | Strategic
Reasons Reasons

Price ++ ++
Quality ++ ++
Availability + -
Advanced - +
Technology
Personal + -
Connections
Delivery - +
Countertrade - +
Overseas ++ ++
Offices

++ Dual reasoning

Recent Trends

Exhibit 2 illustrates some of the major reasons
for international sourcing in recent years among
American firms. As can be seen, while technology
and quality are becoming less important as sourc-—
ing factors, price and particularly availability
are becoming more important. These trends indi-
cate a tendency toward more opportunistic than
strategic sourcing. If quality and technology
factors were to increase along with price, then
it would have been easier to stipulate that price
is used in conjunction with strategic sourcing.
However, since quality and technology factors
have not been increasing, the fastest growing
international sourcing factor namely price is
1ikely used in opportunistic sourcing. In order
to determine if the national trends are applica-
ble at the local level, a small preliminary study
of international sourcing was undertaken in
Northeast Florida, U.S.A.

Preliminary Study Results

A group of ten companies that are known to be
engaged in international sourcing were contacted.
The executives who are directly involved in
international sourcing were interviewed on the
phone. Each interview took about 25 minutes.
Only two of the 10 respondents imported more than
10 percent of their purchases from overseas.
While four reported an increase in their interna-
tional sourcing five indicated that it has
remained the same since the program was
initiated. All of the respondents have been
involved in international sourcing for more than
two years. Nine have been sourcing internation-
ally for over five years. They mostly purchased
from Western Europe and Scandinavian countries.



Exhibit 2
REASONS FOR INTERNATIONAL SOURCING
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Sources: Purchasing, June 25, 1987; January 28,
1988; November 9, 1989.

Perhaps the most important finding of this
exploratory study was that the respondent
companies have initiated their international
sourcing programs because of availability (7) and
price (3). Thus, the local picture also appeared
to be moving in the direction of opportunistic
sourcing. When the respondents were asked the
reasons for their international sourcing, the
same findings prevailed with, perhaps, a slight
shift towards strategi¢ sourcing (Exhibit 3).
Exhibit 3 indicates that during the past five
years or so technology started playing an
important role for some of the respondents, thus
it i1s likely that they are switching to strategic
sourcing. Those who are moving in this direction
expected that their 1international sourcing
activity 1s likely to increase.

Conclusions

International sourcing is an important phenomenon
which is attracting more and more attention and
gaining momentum. There are at least eight key
factors which necessitate or facilitate
international sourcing. These are: (1) price,
(2) quality, (3) availability, (4) advanced
technology, (5) personal connections, (6)
delivery, (7) countertrade, (8) overseas offices.

It is argued that international sourcing could be
opportunistic as well as strategic. While price,
quality, and overseas offices can be the key
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Exhibit 3
REASONS FOR SOURCING INTERNATIONALLY

I II III v
Price 1 3 2 4
Quality 3 3 0 4
Availability 6 1 1 2
Advanced 2 3 2 3
Technology
Personal 1 1 2 6
Connections
Delivery 1 0 3 6
Countertrade 0 0 1 9
Overseas Offices 1 0 0 9

I Very Important # of Respondents

II  Somewhat Important # of Respondents
III Neutral # of Respondents

IV  Not an Issue # of Respondents

factors in both sourcing orientations,
availability and personal connections are more in
line with opportunistic sourcing. On the other
hand, advanced technology, delivery, and
countertrade can all be cited as factors leading
in the direction of strategic sourcing.

Analyzing national trends indicate that there is
a greater tendency towards being engaged in
opportunistic sourcing rather than strategic
sourcing. An exploratory local survey also
indicates that much of the sourcing activity was
originated because of opportunistic factors.
However, those who have been in sourcing for
longer periods of time are moving in the
direction of strategic sourcing.

It 1is necessary, however, to point out that
regardless of being opportunistic or strategic,
international sourcing, on the whole, is likely
to improve the firm's international competitive
advantage. Much research needs to be undertaken
if the competitive advantage is enhanced more or

less 1if the firm wuses strategic versus
opportunistic sourcing.
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UNDERSTANDING DISTRIBUTORS' PURCHASE CRITERIA IN INTERNATIONAL INDUSTRIAL MARKETS:
DIFFERENCES BETWEEN HIGH-INVOLVEMENT AND LOW-INVOLVEMENT EXPORTERS
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Abstract

Understanding the elements driving the import decision making
process is of major importance to the establishment and development
of exporting activities. Nevertheless, a relatively small number of
studies have dealt with the issue of import decision variables. The
primary focus of this paper is an investigation of potential differences
in perceptions of import decision variables between importers and two
different exporter groups in terms of export involvement, within the
context of a specific industrial product category. Firms involved in
relatively high levels of exporting appeared to have developed a better
understanding of those elements influencing the import decision of
their overseas distributors, in comparison with low-involvement
exporters. Managerial and public policy implications are discussed,
and suggestions for future research directions are outlined.

Introduction

Examining the industrial marketing empirical literature
suggests that the issue of purchasing firms' supplier selection criteria
has primarily been investigated in the domestic market framework
(Lehman and O'Shaughnessy, 1974; Dempsey, 1978; Cameron and
Shipley, 1985; Shipley, 1985; Kassicieh and Roger, 1986; Shipley
and Prinja, 1988; Shipley et al, 1991). Relatively little attention has
been paid to the study of supplier selection criteria in the context of
international purchasing.

As a result of the tendency towards a global economic system
and the reduction of trade barriers in most countries worldwide,
international sourcing decisions have become increasingly important
to firms' survival and long-term existence. The function of
international purchasing is quite different from that of domestic
purchasing, since it is affected by various factors unique to the
international environment. Such factors include: foreign exchange
rates fluctuations; complex documentation requirements; trade
regulations; customs duties; cultural differences; complex payment
procedures; and, transportation difficulties (Min and Galle, 1991).

In addition, it should be noted that the process of international
purchasing decision making is of major importance from an
exporter's point of view. It has widely been accepted in the exporting
literature that the import process plays a vital role in the early stages
of internationalization, where firms make no heavy commitments to
foreign markets such as establishing sales subsidiaries or
manufacturing operations abroad (Bilkey and Tesar, 1977; Johanson
and Vahlne, 1977; Cavusgil, 1980; Czinkota and Johnston, 1981;
Katsikeas and Piercy, 1991).

Nonetheless, it has been found that a major problem
experienced by firms in export markets is acceptance by importers
(Angelmar and Prass, 1984). It may be reasonable to suggest that if
exporting firms can identify the relative importance of choice criteria
that importers use when making international supplier selection
decisions, they could then design and implement effective export
marketing strategies. The present study focuses on the investigation
of supplier selection criteria within a specific exporter-importer
relationship context. This refers to Bahraini distributors trading with
UK export manufacturers of electronics and electrical products for
industrial use.
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Background And Purpose

The majority of studies, dealing with the purchasing side of
the international trade equation, have focused on the role of 'country
of origin' and the 'made-in" label in consumer evaluations of imported
products (Gaedeke, 1973; Hampton, 1977; Bannister and Saunders,
1978; Bilkey and Nes, 1982; Kaynak and Cavusgil, 1983; Erickson et
al, 1984; Yavas and Tuncalp, 1984, 1985; Johansson et al, 1985;
Han and Terpstra, 1988; Johansson, 1989). The rationale underlying
the execution of these studies is that consumers' attitudes towards
products from a foreign country can be a significant determinant of
export development and success (Cavusgil and Yavas, 1987).

In a similar vein, Nagashima (1970, 1977) surveyed Japanese
business executives' attitudes towards products made in selected
foreign countries.  His studies suggest that busi are
characterized by patterns of stereotyping attitudes towards both
consumer and industrial product classes. These attitudes, in turn,
play an influential role in organizational buying decisions for
particular products from specific countries.

Another stream of research has concentrated on the
examination of perceptions of ‘'made-in' labels among channel
intermediaries including importing firms. In a relatively early study,
Tookey (1970) found that price was held in high regard in the
decision of UK retailers to import knitwear products from developing
countries. Rao's (1977) study reported that product quality and
promotional support were of major importance for the Spanish
importers' purchasing decision to trade with US exporters. Analyzing
US purchasing managers’ attitudes toward industrial products
manufactured in five countries, White (1979) identified the existence
of stereotypes for the products being traded by these nations. Cattin
et _al (1982) also revealed significant differences between US and
French purchasing directors of major industrial firms regarding their
perceptions of five ‘'made-in' concepts. Similarly, Niffenenger et al
(1982) reported the existence of significant differences between UK
and French retailers’ attitudes toward US products. Another study by
Ghymn (1983) suggests that the importance attached to the import
decision variables by US companies is related to the exporter's
country of origin.

The major premise of the above studies is that the country of
origin has a significant effect on purchasing firms' assessments of
imported products. Nevertheless, in these studies evaluation of
foreign suppliers was based upon buyers' perceptions of the country
of origin. No attempt was made to examine managers' perceptions of
imported products on the basis of their experience with specific
suppliers they traded with from the country of origin, thus minimizing
the mediating effects of country stereotyping. Although empirical
evidence suggests a strong relationship between attitudes toward
countries and attitudes toward companies (Bradley, 1984), the
mediating effects of country stereotyping may lessen the
meaningfulness of research findings.

The issue of importers' perceptions of foreign products based
upon their experiential knowledge of specific overseas supply sources
was addressed in the research by Yavas et al (1987), Leonidou (1988)
and Kraft and Chung (1992). Specifically, Leonidou (1988) revealed
that the import decision of developed country importers to trade with
developing country export manufacturers was primarily influenced by
several elements including: good value for money; high product
quality; satisfactory ordering/shipping procedures; reliability/security
of regular delivery and long-term supply; and, high level of mark-up.
Investigating Saudi importers’ evaluations of their overseas supplying
firms from the US, Japan, England and Taiwan, Yavas et al (1987)



found that these importers perceived significant differences in supplier
attributes among the four national groups of exporters. Kraft and
Chung's (1992) study indicated that Korean importers of industrial
products rated lapanese exporters more favourably than their US
rivals with regard to both the product offer and exporter
characteristics.

Despite the clear contributions of these studies to the
relatively limited empirical knowledge relating to the field of
international purchasing, two limiting empirical considerations
warrant discussion.  First, research findings are based on data
gathered among importers, thus reflecting purchasing firms'
perceptions of those elements stimulating the establishment and
development of trading activities with overseas suppliers. However,
it is important to note that a key requirement for building sound
international business relationships refers to the active participation of
both importer and exporter (Hakansson, 1982; Narus and Anderson,
1986; Dwyer et al, 1987; Hallen et al, 1991). Either party’s inability
to understand what is important for the other member can have a
negative effect on the develop and of an effective
interaction pattern between the two firms. Notwithstanding this, prior
research on international purchasing has paid no attention to the
extent to which exporters' perceptions of the importance of import
decision variables are consistent with those held by importing firms.

The second limiting consideration is an extension of the
previous issue and is connected with the process of exporter
internationalization.  Specifically, it refers to the lack of research
analyzing exporter perceptions of import decision variables in relation
to the degree of export involvement. Johanson and Vahlne (1977,
1990) have theorized that experiential export market knowledge
generates export business opportunities and is consequently a driving
force to internationalization. It follows that firms involved in
distinctively different levels of exporting may differ in their ability to
perceive the importance attached by overseas customers to those
variables stimulating their import decision making process.

In view of this gap in the international marketing and
purchasing literature, the primary objective of this study is to

investigate the extent to which there are potentially significant
differences in perceptions of import decision variables between

importers and different classes of exporters in terms of export
involvement. In order to accomplish this task, both importer and
exporter groups are surveyed, while the distinction between ‘high-
involvement' and 'low-involvement' exporter categories is pursued.

Import Decision Variables And Export Involvement

Empirical evidence by Diamantopoulos and Inglis (1988)
suggests that firms involved in relatively high levels of export
activities are distinguished by larger numbers of export staff and
better organized export departments, in comparison with those firms
involved in relatively low levels of exporting. This, in turn, implies
that the former group of exporters may have gained more internal
capability to identify and evaluate the requirements of their overseas
customers as compared to others. In the context of the present study,
it may thus be reasonable to expect that manufacturing firms engaged
in relatively high levels of exporting are more capable of
understanding those elements driving the import decision of their
overseas customers, compared to manufacturers characterized by
relatively low levels of export involvement.

Methodology

Fieldwork focused on both Bahraini importers and UK
exporting manufacturers of electronics and electrical products for
industrial use. On the one hand, the UK is a major exporter of
industrial products to Bahrain. On the other hand, electronics and
electrical products constitute a major part of Bahrain's imports of
industrial products, as they play an important role in the country's
industrial development. The decision to focus on a specific exporter-
importer relationship type and on firms in a single industry was made

65

to minimize significant inter-sample and intra-sample heterogeneity.
It is suggested that such heterogeneity can  lessen  the
meaningfulness of empirical findings, whether relating to cross-
cultural research (Douglas and Craig, 1983; Cavusgil, 1984; Sullivan
and Bauerschmidt, 1988) or being connected with industrial buying
behavior (Lehmann and O'Shaughnessy, 1974; Shipley et al, 1991).

In developing the study questionnaire, first, the relevant
literature was systematically reviewed to formulate effective
operational measures of the variables under study. Secondly, the
final list of questionnaire items was developed with the help of four
managers experienced in international business and two academics
familiar with research on international marketing and purchasing of
industrial products. Thirdly, the study questionnaire was initially
formulated in English, was then translated into Arabic and,
subsequently, was retranslated back into English by another bilingual
to minimize potential errors arising from translation (Yavas et al,
1987). Finally, both the exporter and importer versions of the
questi ire were pr d and refined through personal interviews
with four UK export manufacturers and five Bahraini importing
distributors. Emphasis was placed on ensuring that the questions
were relevant and phrased in a meaningful fashion, while maintaining
compatibility between the two questionnaire versions.

Export involvement in this study was operationalized as the
proportion of total sales accounted for by export sales, since it is a
measure of the extent to which a firm is dependent upon export
activity for its business (Diamantopoulos and Inglis, 1988). This
operational approach is compatible with export involvement measures
employed by other researchers (Czinkota, 1979; Makekzadeh and
Rabino, 1986; Da Rocha et al, 1990). Diamantopoulos and Inglis
(1988) advocate that companies deriving more than half of their
annual sales from export markets intuitively exhibit a high degree of
dependence upon exporting, and vice versa. This would suggest that
the 50 per cent level in terms of export sales contribution to total sales
can be used to distinguish between ‘high-involvement' and 'low-
involvement' exporting firms. Moreover, it was found that the
overwhelming majority of firms in the sample had exports-to-total
sales ratio of either less than 35 percent or greater than 60 percent;
while, no firm of those falling into the export ratio range from 35 to
60 percent was reported to have an export contribution close to the
cut-off point of 50 percent. This in turn attaches a substantial degree
of distinctiveness to the exporter categorization between 'high-
involvement' and 'low-involvement' groups.

The two populations associated with this study included 112
UK manufacturers and 48 Bahraini distributors, and were identified
from the current edition of the Arab-British Chamber of Commerce
Directory. In view of the relatively small population sizes, all
importing distributors and exporting manufacturers identified were
asked to participate in the study. Personal interviews were employed
to attain higher respondent participation and better quality data. In
total, 35 importers and 66 exporters were interviewed, thus achieving
response rates of 73% and 59%, respectively.

In the process of data collection, attention was paid to
identifying and selecting the most appropriate individual in each case
to provide the necessary information. An attempt was also made to
minimize the chance of interviewer bias by employing a structured
questionnaire. Interviewees were asked to indicate the importance of
each import decision variable investigated on a five-point scale,
ranging from "Not at all important” (1) to "Extremely important” (5).

However, it has been argued that data gathered from a single
informant may introduce a considerable source-of-measurement error,
due to the complexity of the behavioral judgements involved,
positional bias, and ignorance of facts (Phillips, 1981; Phillips and
Bagozzi, 1981). In an attempt to minimize the potential for
systematic and random sources of errors, the guidelines provided by
Butaney and Wortzel (1988) for using a single informant were strictly
followed in this study.



The examination of potentially significant perceptual
differences in import decision variables between each of the two
exporter groups (high-involvement and low-involvement) and
importers (overseas distributors) was performed using Multiple
Discriminant Analysis (MDA). Besides considering the simultaneous
influence of all import decision variables, MDA determines the
contribution of each of these variables to the discriminant function.
This, in turn, can facilitate interpretation of the perceptual differences
identified.

Results

Our analysis commences with the investigation of potentially
significant differences in perceptions of import decision variables
between the groups of importers and low-involvement exporters.
Table 1 presents mean values and standard deviations, as well as the
MDA results. The discriminant function was derived by employing a
step-wise selection procedure. A Wilks' lambda of 0.6249 and a chi-
squared of 35.024, with 5 degrees of freedom, had a 0.0001
probability of erroneously rejecting the null hypothesis that there were
no significant perceptual differences between the two groups. The
derived discriminant function had a canonical correlation of 0.6124,
whose squared value, (0,6124)2 = 0.3750, suggests that this model
explains 37.5 % of the variance in the dependent variable.

Table 1
Differences in Perceptions of Import Decision Variables between
Importers and Low-Involvement Exporters

Meaas (S.D.)
Import Decision Variable Di p p
Loadings (n=35) (n=44)

Price Competitiveness 0.607 4.31 (0.63) 4.48 (0.66)
New Product Development 0.595 3.54 (1.12) 2.61 (0.92)
Product Quality 0.538 4.63 (0.55) 3.89 (0.95)
Exclusive Distributorship/Agency 0.465 4.09 (0.98) 3.30 (1.19)
Sales/Promotional Support 0.387 3.66 (0.94) 3.34 (0.99)
Reliable Delivery 0.347 4.40 (0.81) 4.39 (0.75)
Effective Communication 0.227 4.20 (0.76) 3.93(0.73)
Technical/Managerial Advice 0.141 3.94 (0.84) 3.75 (1.01)
After-Sales Service Support 0.131 3.66 (1.20) 2.75 (1.24)
Parts Availability 0.098 3.97 (1.20) 2.91(1.34)
Extended Credit -0.094 2.74 (1.17) 2.09 (1.03)
Transp: ion Costs/A 0.016 2.43 (1.30) 2.43 (1.15)

Wilks' Lambda = 0.6249; chi-squared = 35.024; d.f. = 5; p < 0.0001

To validate the discriminant function a classification matrix
was computed, and the results are reported in Table 2. It should be
noted that the total sample was not divided into two groups, namely,
an analysis sample and a hold-out sample, due to its relatively small
size. All 79 cases were used for the analysis in an attempt to produce
more efficient estimates, by reducing the instability of the
discriminant loadings associated with large sampling errors which
may arise from a relatively small ratio of observations to loadings.
Due to the unequal group sizes in the overall sample, the proportional
chance criterion was utilized to test the validity of the model. This
criterion gave a value of 50.6%, while the maximum chance criterion,
indicating the percentage of correct classifications if all cases are
allocated in the larger group, took a value of 55.7%. As the resulting
overall classification accuracy of 79.8% is significantly higher than
the values of both the proportional chance criterion and the maximum
chance criterion, this discriminant analysis model can be considered
valid.

Table 2
Importers versus Low-L Exporters: V of the Discriminant
Function (Classification Results)
Predicted Group Actual
Actual Group Importers Exporters Total
Importers 27 8 35
(77.1%) (22.9%)
Exporters 8 36 44
(18.2%) (81.8%)
Predicted Total 35 4 9
Percent of cases correctly classified = 79.8% 5
Proportional chance criterion = (35/79)" + (44/79)° = 50.6%
Maximum chance criterion = 44/79 = 55.7%

66

The importance of each criterion variable in discriminating
the two groups was evaluated through considering the relative
magnitude of the canonical loadings. Conventially, variables with
standard loadings +.30 or higher are considered significant (Hair et
al, 1987). The results reported in Table I suggest that the import
decision variables exercising the most influence on the overall
differences between the groups of importers and low-involvement
exporters were, in descending order: price competitiveness; new
product development; product quality;
distributorship/agency; sales/promotional support; and, reliable
delivery. The positive signs of the discri t loadings indicate that,
in comparison with importers, low-involvement exporters perceived
all these six variables as significantly less important in simultaneously
influencing the import decision making process. Table I also shows
that there were insignificant perceptual differences between the two
groups of firms, regarding the importance attached to six other import
decision elements including: transportation costs/arrangements;
extended credit; parts availability; after-sales service support;
technical and managerial advice; and, effective communication

exclusive

patterns.

Having considered perceptual differences between importers
and low-involvement exporters, our analysis proceeds with the
examination of potentially significant differences in perceptions of
import decision variables between importers and high-involvement
exporters. The results are reported in Table 3. The discriminant
function was derived by means of a step-wise selection procedure,
which showed that four import decision variables were sufficient to
significantly discriminate between the two groups (Wilks' lambda =
0.6740, p< 0.0013). The value of canonical correlation connected
with this discriminant function was 0.5709, whose squared value
(0.3260) suggests that 32.6% of the variance in the dependent
variable can be accounted for by this model. The classification
results reported in Table 4 suggest that 76.4% percent of the cases
were correctly classified. Compared to the values of 53.7% and
63.6% given by the proportional chance criterion and the maximum
chance criterion, respectively, the resulting overall classification
accuracy of 76.4% appears to be substantially higher. This in turn
entails that the derived discriminant function can be considered to be
valid.

As is shown in Table 3, of all four import decision variables
that had significant discriminatory power, price competitiveness was
the one that best discriminated between the two groups. This import
decision element was followed by the variable relating to new product
development, while product quality and
distributorship/agency made relatively lower but significant
contributions to the value of the discriminant function. The positive
signs of the discriminant loadings pertaining to these variables suggest
that exporters perceived all four elements as significantly less
important in having a simultaneous effect on the import decision, as
compared to the degree of importance which importers attached to
these import decision variables.

exclusive

Table 3
Differences in Perceptions of Import Decision Variables between
Importers and High-Involvement Exporters

Means (8.D.)
Import Decision Variable Discriminant Importers Exporters
Loadings

Price Competitiveness 0.570 4.31 (0.63) 4.30 (0.47)
New Product Development 0.516 3.54 (1.12) 2.70 (1.17)
Product Quality 0.363 4.63 (0.55) 4.05 (0.95)
Exclusive Distributorship/Agency 0.338 4.09 (0.98) 3.30 (1.22)
Sales/Promotional Support 0.280 3.66 (0.94) 3.75 (0.85)
Reliable Delivery 0.202 4.40 (0.81) 4.20 (0.83)
Effective Communication 0.183 4.20 (0.76) 4.10 (0.64)
Technical/Managerial Advice 0.170 3.94 (0.84) 4.05 (0.83)
After-Sales Service Support 0.168 3.66 (1.20) 3.35(1.46)
Parts Availability 20.145 3.97 (1.20) 3.45 (1.50)
Extended Credit 0.091 2.74 (1.17) 2.20 (1.06)
Transp ion Costs/A 0.042 2.43 (1.30) 2.50(1.19)

Wilks' Lambda = 0.6740; chi-squared = 19.922; d.f. = 5; p < 0.0013




Discussion

The majority of the import decision variables investigated
were held in relatively high regard by the group of importers and the
two exporter classes, as is signified by the overall mean scores.
However, it is clear that both low-involvement and high-involvement
exporters have underestimated the role which several important
variables play in driving the import decision of their overseas
distributors.  The above analysis also indicates that manufacturing
firms involved in relatively high levels of export activities have
developed a better understanding of those elements influencing the
import decision making process of their overseas distributors, in
comparison with manufacturers engaged in relatively low levels of
exporting.  This finding provides support to a key aspect of
internationalization theory, according to which the development of
substantial knowledge of foreign markets and operations is likely to
lead to a reduction in the level of uncertainty and risk associated with
exporting; and, consequently, to increase a firm's commitment to and
involvement in export operations (Johanson and Vahlne, 1977;
Cavusgil, 1980; Thomas and Araujo, 1985; Sullivan and
Bauerschmidt, 1990).

Table 4
Importers versus High-Invol Exporters: Validation of the Discriminant
Function (Classification Results)
Predicted Group Actual
Actual Group Importers Exporters Total
Importers 30 5 35
(85.7%) (14.3%)
Exporters 8 12 20
(40.0%) (60.0%)
Predicted Total 38 17 55

Percent of cases correctly classified = 76.4%
Proportional chance criterion = (35/55)° + (20/55)2 =537%
Maximum chance criterion = 35/55 = 63.6%

The fact that both groups of exporting manufacturers have not
fully realized the importance of major elements, stimulating the
import decision of their overseas customers, may threaten these firms'
export survival and success. Inability to adequately understand and,
in turn, effectively meet the requirements of overseas distributors may
provide foreign market entry and expansion opportunities for rival
exporting firms. In broad terms, it is essential that exporters pay
utmost attention to minimizing the identified perceptual gap (whose
magnitude appears to vary with different degrees of export
involvement), thus becoming fully aware of the real forces driving the
import decision making process of their customers in foreign markets.

This problem may be addressed by exporting manufacturers
through the pursuit of developing close export business relationships.
Emphasis should be placed on keeping "psychological distance" as
low as possible (Johanson and Wiedersheim-Paul, 1975). This may
be achieved by maintaining effective communication patterns with
overseas distributors; adopting regular personal visits to their
establishments; and, initiating exchanges of "social elements" with
individuals from importing firms (Hakansson, 1982; Cunningham,
1986; Johanson and Wootz, 1986). This would enable exporters not
only to understand those elements stimulating the import decision
making process and, in turn, try to respond to the requirements of
their overseas customers; but also, could facilitate the process of
building effective export marketing channels by proselytizing
overseas distributors into partners (Narus and Anderson, 1986;
Shipley et al, 1991).

The findings imply that export public policy makers should
organize knowledge based programs focusing on the dynamics
shaping import decision making and the management of trading
relationships  with overseas distributors. The design and
implementation of such programs should be tailored to firms' degree
of export involvement. Special attention should be paid to firms
characterized by relatively low degrees of involvement in exporting
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for two major reasons. First, as this study has revealed, importing
firms' selection criteria of overseas suppliers have been less
understood by low-involvement exporters, as compared to firms
engaged in relatively high levels of exporting. Secondly, low-
involvement exporters have significant export potential and,
depending upon market and firm conditions, these firms could evolve
into high-involvement exporters more easily than firms with no export
involvement.

While exploratory in nature, partly due to the relatively
limited amount of empirical work done in the field of international
purchasing, the present study has made a contribution to extant
knowledge. In addition to importers' perceptions of the elements
influencing their import decision, it has empirically examined
exporting firms' understanding of these import decision variables by
concentrating on two distinctively different exporter categories in
terms of export involvement.

However, in classifying exporting firms on the basis of the
degree of export involvement, no attempt was made to shed light on
the reasons underlying the existence of low-involvement exporters.
Are these firms involved in relatively low levels of exporting due to
the fact that they happen to go through an early stage of their process
of internationalization, or does this form of export involvement reflect
a purposive ongoing activity? Since these two types of low-
involvement exporters are likely to be characterized by differences in
their export approach and behavior, it is important that this issue is
taken into account in the research design of future studies.

Another limiting issue which may be considered in the context
of the present study is associated with its focus on inter-group
comparisons between importing and exporting firms, regarding
perceptions of import decision variables. In order to keep the impact
of inter-group variation on the study findings as low as possible,
future research should be directed to the examination of exporter-
overseas distributor matched pairs, rather than analyzing different
structural groups of firms.

In addition, it would be of importance to the enhancement of
current knowledge in the area of international purchasing that future
researchers direct their efforts to the study of import decision
elements alongside other variables connected with importing
behavior. These may include: importing problems; importer power
bases and dependence on the exporter; importer commitment to the
relationship with the exporter; import performance; and, attitudes
towards future importing activities. The design and implementation
of such studies would enable researchers to determine the direction,
strength and significance of causal relationships among the variables
analyzed, and this in turn could help build empirically tested models
explaining international purchasing behavior.

Finally, one should be cautious in attempting to generalize the
results of the present study to other contexts. It should be
remembered that this study was conducted in the framework of the
trading relationship between two specific countries, and by focusing
on a specific industrial product category. Although one may expect
the emergence of similar results from research efforts performed in
other similar contexts, more research is required, based on research
designs resembling the one in this study, in order to test the
generalizability of our findings.

The references are available from the authors.
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THE EFFECTS OF A SALESPERSON'S UTILITIES ON OPTIMAL
SALES FORCE COMPENSATION STRUCTURES
IN UNCERTAIN ENVIRONMENTS

René Y. Darmon,

Research-in-Progress Abstract

It has long been held that monetary rewards are
the most effective way to motivate salespeople
(Ford, Churchill and Walker 1981).
Unfortunately, there is no general agreement
concerning the level, frequency, and determinants
for the distribution of this money. A majority
of small business owners contacted in a recent
survey report that their sales compensation plans

fail to adequately motivate salespeople. A near
majority report that the plans overpay poor
performers (Ricklefs 1990) . While most

practitioners and researchers agree that a well
designed plan should be good for both the company
and the salesperson, the goal of defining such
plans in a broad spectrum of market conditions
has been rather elusive. However, poorly
designed plans may not only prevent firms from
reaching sales targets, but may also increase a
firm's selling costs if it overrewards, or
increase turnover if it underrewards.

Perhaps the biggest challenge facing compensation
plans designers is in controlling the. behaviour
of a salesperson in the field. Salespeople
typically work outside the office environment and
are responsible for scheduling their work time.
This requires plans which do not rely on constant
managerial supervision for the distribution of
the rewards. Salary, commissions and bonuses
must be distributed in a way that automatically
controls the behaviour of salespeople through
some intervening mechanism, typically the level
of sales. Following Farley's 1lead (1964),
researchers have concentrated their efforts on
determining optimal structures of remuneration

components through analytical methods. These
studies of optimal salesforce compensation
policies typically rely on a set of
oversimplified assumptions.

In this paper, a model of decentralized
salesforce compensation is. developed, wherein

some of the classical assumptions are challenged:
(1) salespeople are either risk prone or risk
averse, (2) the relationship between sales effort
and sales is stochastic, (3) firms and
salespeople have different planning horizons, (4)
the salesforce 1is heterogeneous, and (5) the
problem is dynamic.

In addition, a simulation is used to investigate
a wider range of conditions with a particular
emphasis on salespeople's behavioral reactions to

financial incentives. Research propositions
focusing on the impact of a salesperson's utility
functions on optimal salesforce compensation
structures under various conditions are
developed: (1) a salesperson's attitude toward
risk, (2) degree of environmental uncertainty,
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(3) a salesperson's
versus working time, (4)
of preference for short versus long term
revenues. The proposed approach is then
illustrated with an empirical application.
Response surface methodology (RSM) is used to
optimize decentralized compensation policies over
this set of simulated conditions. In the context
of optimal salesforce compensation plan designs,
RSM appears particularly promising because it
performs "if-then" types of investigations. In
other words, RSM locates optimal solutions
through experimentation. During the first phase,
the method of steepest ascent is used to reach
the optimum region. Canonical analysis is then
performed to characterize the optimal surface.
In this study, response surface methodology
analysis is applied for each simulated condition
in order to locate the optimal compensation
structure.

preferences for leisure
a salesperson's degree

To assess the impact of a salesperson's utility
functions on optimal compensation structures
analyses of variance are performed to test the
research propositions.

This study much of the
traditional

breaks away from
research on optimal compensation
schemes: (1) broader array of compensation
structures can be examined with the proposed
methodology, (2) the most restrictive assumptions
can be challenged because of the innovative
approach adopted, (3) the simulation methodology
provides some preliminary evidence about
decentralized structures and their determinants,
(4) managers are provided with an operational
procedure for deriving optimal sales compensation
plans which can be routinely used for
compensating the salesforce.
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Abstract

The environments in which foreign sellers work is an
undersearched topic in international marketing. This 14
MNC-135 subsidiary examination of managerial perceptions
of foreign sales environments and behaviors was factor-
analyzed. Data from 45 countries was reduced to five
factors, three environmental and two salesperson
stereotypes. Results suggest that there are cross-cultural
commonalities among salespersons and their environments
which contribute to managerial and academic understanding
of international sales environments.

When American multinational corporations (MNCs) step
into foreign markets, one of their most important
preliminary tasks is to set up their foreign sales forces.
Mostly they build up their own sales forces, perhaps using
an independent selling organization to bolster sales in low
potential or geographically-obtuse areas (Hill and Still
1990). Generally, (the major exceptions being in high tech
sectors requiring special skills), MNCs take the low
exposure approach to grass-roots selling and prefer local
people to handle their own markets.

But while the tendencies have been to localize many sales
management tasks (Hill, Still and Boya 1991), managers at
headquarters and at subsidiary levels are aware that
“reinventing the sales management wheel" in all their
markets is expensive, and, in this era of global marketing
awareness, constantly look for similarities among their
various national markets to promote degrees of sales
standardization. In doing so however, they also find
pockets of foreign sales behaviors which prompt
decentralization tendencies.

The problem is that foreign environments have rarely been
systematically examined from field selling perspectives.
Certainly there is some anecdotal evidence highlighting
cultural idiosyncrasies (e.g. Terpstra and Sarathy 1991,
Cateora 1990, Kirpalani 1985). Similarly, there has been
some research into MNC perspectives and strategies (e.g.
Hill and Birdseye 1989, Hill, Still and Boya 1991, Business
International 1986, Still 1981). But overall little empirical
research about foreign sales environments has been
reported. The objective of this paper is to examine (mainly)
foreign-based managerial perceptions of the market
environments in which their sellers operate. Data was
obtained from a 14 MNC-135 subsidiary study of
international selling practices in US multinationals.
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Literature Review

Empirical research in the international sales area has never
been plentiful. Cavusgil and Nevin (1981) called the topic
"neglected". Gestetner's (1974) contribution focused on
"centrist" and "non-centrist" approaches to multinational
sales management [a perspective partially confirmed in the
Hill, Still and Boya (1991) study]. Still's (1981) essay on
cross-cultural aspects of sales management drew mainly on
anecdotal and personal experience data. Indeed, throughout
the early 1980s, most evidence of international sales
practices was either case study-oriented (e.g. Business
International 1986) or anecdotal (e.g. Business International
1985, Kirpalani 1985, Terpstra 1987). Then, towards the
end of the 1980s, empirical research came on-stream.
Apasu, Ichikawa and Graham's (1987) piece contrasted U.S.
and Japanese approaches to sales management. Hill and
Birdseye (1989) evaluated salesperson selection criteria in
foreign-based U.S. multinational subsidiaries; Hill and Still
(1990) reported on sales-force structures used in the U.S.
MNC subsidiaries. Finally, Hill, Still and Boya (1991)
examined patterns of head office influence on foreign sales
functions.

But while there is emerging a body of knowledge on
multinational selling activities, still there has been little
systematic examination of the market environments in which
foreign sellers operate. What follows is an attempt to shore
up the dearth of knowledge in this important area.

Methodology

This was a research study of US MNCs and their overseas
subsidiaries. Initial contacts were made through telephone
calls to U.S. headquarters. Twenty-seven MNCs were
contacted to solicit participation in the survey. The 27
corporations were selected from listing in the Directory of
American Companies Operating in Foreign Countries. The
primary criteria for inclusion were that the companies be
well-known; have six or more subsidiaries overseas; and be
principally involved in either the general consumer goods,
pharmaceuticals, industrial, or hi-tech industries.

Initial contacts with the companies varied. In most cases
first discussions were with international marketing directors
or regional vice-presidents, (e.g. for Europe, or Latin
America). Less frequently, executives in international
divisions and public relations provided the platform through
which company participation was solicited. After explaining
the general nature of the project, the questionnaire and a
cover letter were sent to the company. About two weeks
later, another telephone call was made to enquire about
participation. Fourteen out of the twenty-seven MNCs



elected to participate in the survey (52 per cent). Most
questionnaires were received direct from foreign
subsidiaries, with either the country manager, or the
marketing manager responding. In all twelve questionnaires
were returned from international divisions in the USA and
123 from overseas. Statistical contrasts between U.S. home
market and foreign-based responses showed no significant
differences between the two.

Information Collected

Data used in this article came from 15 Likert-type
statements concerning perceptions of sellers, their personal
characteristics, work habits and behaviors, and the
environments in which they operated. The statements were
based on commentaries from the literature.

Personal Sellers:  Characteristics, Work Habits and
Behaviors; Eight statements comprised this section.

1. "Our
oriented"

In the U.S. sellers have reputations for being "go-getters" or
achievers. Elsewhere in the world, achievement orientations
in general are not so pronounced [e.g., lesser-developed
world (Terpstra and David 1991)]. Firms operating in these
environments may consider lesser achievement levels as
normal.

salespersons are very achievement-

2. ""Salespersons need patience to be successful"
Americans as a nation are known for their lack of rather
than abundance of patience (Kohls 1981). In other
countries (e.g. Middle East, Asia), patience is perceived as a
strength, not a weakness (Copeland and Griggs 1985). This
may give rise to significant differences in sales behaviors.

3. "Our salespersons consider the source of income
(salary or commission) to be a more important than the
size of income"

Money is not a significant indicator of social status in many
parts of the world [family pedigree, income and education
for example, are important in the developing world, parts of
Western Europe and Japan (Terpstra and David 1991)].
Still (1981) posited that in some parts of the world (e.g.,
Asia), sellers preferred a steady, salary-based income to a
larger, more variable, commission-based compensation
system.

4. "Our sellers should have definite call schedules
and planned routes"

The literature suggests there are many types of salespersons.
Some are order-takers and have little control over how
much of their product is sold. These sellers tend to have
more restrictions placed on their schedules and routes.
There are also order-getters who often have commission-
based salaries. These "self-starters" have less constraints on
their day-to-day activities (Still, Cundiff and Govoni, 1988).

S. "Our salespersons are very time-oriented"
Most firms, whether domestic or internationally-based,
prefer their sellers to be time- and efficiency-oriented.
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Unfortunately in the developing world [e.g., Latin America,
Middle East, parts of Asia (Hall 1976)], such orientations
are not widespread. Whether U.S.-based MNCs permit
local attitudes towards time to predominate or whether they
inculcate American-style time orientations into their foreign-
based sellers prompted use of this statement.

6. "Our salespersons need a lot of supervision"
Linked with call schedules and time-orientations are needs
for supervision. Where problems exist with either or both
of these elements, close supervision would be necessary
(Still, Cundiff and Govoni 1988).

7. "Salespersons often move between competing
firms in the same industry"

The U.S. is a market where salesperson turnover (and
indeed labor turnover generally) is not low (Still, Cundiff
and Govoni 1988). In other parts of the world - notably
Asia and especially Japan - moving between competing
firms is considered little short of traitorous (Ouchi 1981).
Even in Western Europe, company loyalty and lifetime
employment are vestiges of only the recent past (Van Ham,
Paauwe and Williams 1986).

Perceptions of Selling as a Profession: In the U.S., selling

has advanced from the Willie Lomans ("Death of a
Salesman") image to something of a respectable profession.
Whether such progress has occurred in other markets was
investigated using the statement:

8. "Selling is a prestigious job in the country."
9. "University graduates regard selling as
worthwhile jobs."

Terpstra and Sarathy (1991) noted that NCR's Japanese
affiliate, despite having been in the market for seventy-plus
years, had only been able to recruit university graduates in
the last twenty.

10. ""Companies are as likely to employ women as
men."

While the U.S. is emancipated by world standards,
chauvinism is apparent in many other parts of the world
(Hofstede 1980). Whether and to what extent this male-
orientation extends into selling was to be evaluated with this
statement.

11.  "We prefer our salespersons to be married."
Many years ago selling was considered a single persons'
profession, due to the extensive travel component. Today,
territory design has modified this perception. Whether this
perception holds in other parts of the world is a point of
inquiry.

12. "Salespersons are regarded as future managers."
In many U.S. industries, selling is regarded as the first rung
of the corporate ladder - with customer contact being an
essential ingredient of management education. But is this
the case for sellers in U.S. subsidiaries abroad, where
education standards may be lower (e.g. in developing
countries)? .



The Market Environment for foreign-based sellers

13. "A salesperson's social class can limit his/her
contacts and effectiveness."”

Ricks (1983) noted that Japanese sellers encountered social
class constraints in sales activities during the 1960s. More
recently, Hill and Birdseye (1989) found social class to be a
factor influencing recruitment of foreign sellers. But how
widespread are such perceptions?

14.  "Family connections often help salespersons in
their work."

Extended family groups and nepotism (the preferential
hiring of friends and family) are factors of life in the
developing world and are known to influence multinational
hiring practices (Ball and McCulloch 1990). 1t is therefore
possible that family connections are useful in the sales arena.
Business International (1985) noted that direct sales
operations in Asia (e.g. Avon, Amway) started with
families, relations and friends.

15.  "A salesperson's religious beliefs can limit their
contacts and effectiveness."

Religious tensions are problematic in some developed and
developing countries. These include Protestant-Catholic
conflicts in Northern Ireland, Muslim schisms in the Middle
East and Muslim-Buddhist conflicts in Malaysia. Hill and
Birdseye (1989) found that religious background was a
factor influencing some MNC sales hiring decisions.

Analytic Techniques

Assessing perceptions of the sales profession, foreign
salespersons' work habits, characteristics and environments
brings together a number of seemingly disparate
perceptions.  Yet all are part of the international sales
picture. All may, or could be correlated with each other, or
be part of broader constructs. To evaluate our (necessarily
incomplete) perspective on foreign sellers, a factor analysis
was performed on the data to separate out commonalities
among respondent. perceptions of their sales environments.
The data was orthogonally-rotated and varimax-converged
(in 5 iterations) to reduce the information to manageable
proportions.

Results

Our results, shown in Table 1, show five groupings of
statements portraying different perspectives on foreign sales
forces and their environments. Of the five factors, three
seemed to relate to sales environments, two to salesperson
stereotypes. They were named respectively ‘the
professional sales environment, ‘the traditional sales
environment’, the ‘tightly-controlled high turnover
environment', the ‘company man', and the ‘efficiency-
oriented salesperson', and are now discussed.

The Professional Sales Environment resulted from factor
loadings of 0.601 ("salespersons need patience to be
successful”), 0.804 ("selling is a prestigious job in this
country") and 0.711 ("university graduates regard selling as
a worthwhile job"). The notion of attracting university
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graduates into sales suggests a conscious upgrading of the
Willy Lomans image to give selling careers professional
status. Patient, mature recruits would be part of this image
change.

The Traditional Sales Environment brings together four
components: male chauvinism (a -0.591 on "companies are
as likely to employ women as men"), a preference for
married sellers (0.507 on "we prefer our salespersons to be
married"), and two environmental elements (0.697 for
"family connections often help salespersons in their work",
and 0.620 for "a salesperson's religious beliefs can limit their
contacts and effectiveness"). Put together, this factor
suggests that some sellers operate in highly-traditional
environments where their family background and religious
beliefs are evaluated alongside company reputations and
products as part of the sales mix.

The "Tightly-controlled - High turnover environment" takes
account of the need for definite call schedules (0.684), the
notion that sellers often move between competing firms
within industries (0.588), and negative reactions to the idea
that social class distinctions limit selling effectiveness (a -
0.666, suggesting that there are no real social entry
requirements in their type of selling).

The final two factors comprise just two components each.
"The Company Man" scored positively on "our salespersons
consider the source of income (salary or commission) to be
more important than the size of income" (0.7520). This
suggests that financial motives are not dominant means of
bonding sellers to their companies. A 0.639 loading on
“salespersons are regarded as future managers" indicates
that some companies work to create environments that
foster salesperson longevity and company career paths
beyond sales.  Finally, Efficiency-oriented sellers are
necessarily very achievement-oriented (0.782) and, to
complement this trait, and also very time-conscious (0.705).

Summary and Conclusions

This was an exploratory study of managerial perceptions of
field sales-force characteristics, work habits, selling
environments, and of how the sales profession is perceived
abroad. It shows that fifteen perceptual statements taken
from the sparse literature in the area can be condensed to
five factors. Three of these differentiate various selling
environments. The professional sales environment
documents foreign efforts to upgrade the maverick image
plaguing the sales profession abroad; (and which still exists
in U.S. selling today). Traditional sales environments are
suggestive of developing markets where religious divisions
and family pedigree are potent forces affecting salesperson
credibility, and where chauvinism is still apparent. Finally,
some industries and companies are known for their high
seller turnover. The connection between high turnover and
tight control of sellers' activities could bear some follow-up
work.

With regard to sales stereotypes, this factor analysis gives
rise to two more, perhaps at opposite ends of the selling



spectrum. At one extreme, some firms encourage sellers to
be company-loyal - by preparing definite career paths out of
the sales area. Others want go-getters', time-conscious high
achievers to secure results but who may not be regarded as
future managerial material (a 0.104 for "sellers regarded as
future managers").
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BEHAVIORS, AND ENVIRONMENTS
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Need patience to be
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