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Abstract

LAMBROS TSOURGIANNIS

THE MARKETING STRATEGIES OF LIVESTOCK ENTERPRISES IN OBJECTIVE
ONE REGIONS: A COMPARATIVE STUDY BETWEEN GREECE AND UNITED

KINGDOM.

This research aims to identify the marketing decisions made by agricultural producers in two

E.U. Objective 1 regions and to provide insights into the reasons that such decisions are

made, with a particular focus on meat and milk products.

Two farm business surveys; one in the involving sheep and goat farmers in the Region of East
Macedonia and Thrace (EMTh) in Greece and one in the sheep and dairy cow farmers 1n
Comwall, U.K. were undertaken in order to identify their marketing behaviour. This study
used robust predictive models incorporating bivariate and multivariate statistical techniques
in order to develop marketing typologies regarding the livestock and milk marketing

strategies that the sheep and goat farmers follow in EMTh and which the sheep and dairy cow

farmers adopt in Cornwall.

Results show that the sheep and goat farmers in EMTh follow three different livestock
marketing strategies: (a) cost-focus strategy, (b) production-orientation strategy and (c)
return-focus strategy; and three different milk marketing strategies: (a) differentiation
strategy, (b) production orientation strategy and (c) return focus strategy. Sheep farmers n
Cornwall adopt the following two marketing strategies: (a) differentiation strategy and (b)
production-orientation strategy; while the dairy cow Comish farmers adopt the following

three marketing strategies: (a) opportunistic strategy, (b) return focus strategy and (c) market

orientation strategy. This study determined the factors and the characteristics that influence

the farmers to adopt a particular marketing strategy. Moreover, marketing channel selection is

related to distribution channel utilisation. It also identified the factors included sale price,
speed of payment, volume of livestock and milk production and loyalty that affect the farmers
In EMTh to choose a particular marketing channel. Farmers in Comwall are also influenced
in their marketing channel sclection by welfare issues, marketing cost and convenience.

Finally, implications of these findings for agencies and organisations secking to increase the

regional GDP derived from the agrifood sector in these regions, were identified.
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CHAPTER 1

INTRODUCTION

1.2 Introduction

Since ancient times agricultural production has been the main pillar of the economic
activity, especially in rural communities. Even today agriculture comprises a very
important sector of the economy within the European Union and therefore it gets a large
slice of the European Union’s budget and accounts. However, international agreements
within the W.T.O. pressure the E.U. to limit the subsidics regarding agricultural
production. Hence, the European agricultural sector has had to become more competitive
and market orientated. Furthermore, the globalization of the economy, the

internationalization of the market and the vertical integration of the human supply through

the rapid development of the supermarket chains during the last decades have forced

agricultural producers to become morc market orientated. Most farmers within the

European Union will be capable of responding to this change to varying degree. On the
other hand, producers in geographical arcas that are traditionally regarded as poor (c.g.
E.U. Objective 1 regions)'" , usually have small farms, are opcrated 1n regions which 1n

most cases are 1solated for the main urban centers and therefore will find difficultics in

responding appropriately.

th . e . . . . roo " ' 4n . .
The Objective 1 regions are corresponding to Nomenclature of Techmcal Statistical Units (NUTS level 1h and their per capita GDP

calculated on the basis of Community figures for the last three vears available on 26™ of March 1999 was less than the 75% of the E.U.

average. This Objective also covers the most remote regions such as the French overseas departments, Azores, Madeira and Canary

Istands as well as the arcy chgible under the former Objective 6 1or the petiod 1995-1999 pursuant to Protocol 6 10 the Act of Accession

of Austria, Finland and Sweden (Council Regulation (EC) No 1260 1999,
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Thus, it is important for policy makers and extension workers (advisors) to have a clear -
understanding of the way that farmers make business decisions {and the factors that
influence such decisions) so that they can work in order to make the farming sect(;r
(especially in poor regions) competitive, cffective and profitable. This investigation aims
to identify the marketing decisions madc by agricultural producers in two E.U. Objective |
regions and to provide insights into the reasons that such decisions are made, with a
particular focus on meat and milk products. The results of this study will facilitate
improvements in agricultural production whilst rccognizing the important part théu
agricultural producers play in the structure of rural communitics. This study will also
provide suggestions that can be usefull to the local authonties and the rural stakeholders

and help them make their proposals more uscful (through the bottom - up procedure
proposed by the European Commision) to their national govemment for the design of the

national plans regarding rural development for the next programming period (2007-201 3).

1.2 Background to the study

Most producers use marketing intermedianies such as wholesalers and retailers to distribute
their products to the markets. These marketing intermediaries consist of a marketing

channel (Kotler 1994). Marketing channels can be defined as ... sets of independent

organisations involved in the process of making a product or service available for

consumption or use’" (Stern et al. 1992).

Marketing channel decisions are some of the most crucial that businessmen and manager;sﬁ
take because they affect all the other marketing decisions of their organizations (Kotler
1994). More particularly, distribution channels are very important in the farming sector
since it comprises a large number of small agnicultural holdings, most of the agriculturagl

products are “undifferentiated™, and the farming enterprises are isolated for the fir lﬁ
1d

-
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consumer (Ritson 1997). Distribution channel choice is one in which an organization can
achieve its marketing objectives within the framework of its marketing strategy (Fifield
1992; Kotler 1994). A marketing strategy that an organization follows aims to identify a
competitive and consumer advantage and therefore can be viewed as an integral part of the
business strategy (Wind and Robertson 1983). In the business literature there arc many

studies related to business typologies and taxonomies, as Chapter 3 presents.

It is very difficult to use the typologies of business strategies (presented in Chapter 3) to
describe adequately the way agricultural businesses behave, due to the nature of farm firms
and the environment in which they operate. It is also very difficult for farmers to

differentiate their produce, and the large number of small farm businesscs impedes the

creation of economies of scale that are required for cost lcadership.

Generally, little is known about the decision making process of farmers regarding

marketing strategy selection, and particularly about the factors and the farmers’
characteristics that influence them to choose a particular strategic alternative. Some studies
that are presented in Chapter 4 have sought to cluster farmers according to their strategic
behaviour. Other studies have attempted to identify the factors that influence farmers to

adopt a particular marketing strategy. For example, distribution risk is one factor that

influences marketing decision making in the agribusiness sector. Risks that agricultural

producers face are linked with decisions about the prices, quantity, quality, and the timing
of delivery (Royer 1995). Transaction cost was identified as another factor, which has
significant impact on marketing decision-making (Hobbs 1996a; Hobbs 1996b; Hobbs
1996¢). Age, education and farm profit are also, according to Hobbs (1997), some factors
that affect farmers using live auction markets. The type of cattle, quick payment and the

price recetved were the most important reasons for selling cattle live-weight.
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Furthermore, changes in meat and milk consumer preferences and demand have an impact
on farmers’ marketing strategy selection and distribution channcl’s utilization as Chapter 6
presents. The demand for meat and milk products is influenced by the products themscelves:

their quality characteristics such as taste, tendemess, leanness; and their price. (Brayshaw

et al. 1967: Kotler 1994; Fousckis and Pantzios 2000; Lazandis 2003; Mantzouncas et al.

2004). Promotion activities, distribution systems (including the increasing bargaining

power of supermarket chains), as well as the economic environment and new technologies,
comprise some other factors that affect the demand for thosc products. Political decisions,
cultural and social factors including family, roles and statuscs, also influence the demand
for milk and meat products according to the same authors. Besides, consumers® personal
characteristics such as age, occupation, lifestyle, income; and psychological factors like
their belief and attitudes towards meat and milk consumption have an impact on the
demand for those products (Brayshaw er al. 1967; Kotler 1994; Fousckis and Pantzios

2000; Lazaridis 2003; Mantzouneas et al. 2004).

Additionally, the C.A.P. reform and Regional Policy of E.U. (presented in Chapter 7)

affect farmers’ decision-making regarding their business and marketing strategies.

Furthermore, marketing channel selection 1s very important for the livestock farmers in the
two examined regions as both regions are quite 1solated from the rest of their countnes,
their agricultural sector is dominated by ruminant livestock production, they are quite poor
regions as their income per capita 1s less than 75% of the income per capita in E.U. and

therefore have their designation as Objective One Regions.

The factors that may potentially influence farmers” decision making regarding murkctinﬁ

strategy and distribution channel sclection are proposed in (Figure 1.1)
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1.3 Rationale for the study

Agricultural economists, policy makers and farm advisers need to develop strategic
programs and business plans in order to maintain farm incomes in regions where the
agricultural sector consists of an important part of their economy. Therefore, 1t 1s very

important to have a clear understanding of the marketing behaviour of farmers regarding

the livestock and milk distribution channel selection and their response to the changes that
occur across the supply chain. However, there is not much objective evidence regarding to
the strategic management process of farmers and, particularly, about the factors that
influence their choice of a specific marketing strategy. Initially, this study describes the
marketing strategies that livestock farmers (sheep and goat farmers in EMTh as well as
sheep and dairy cow fannelfs in Cornwall) follow regarding the factors that aftect their
marketing attitudes. The main aim of this study is to profile each of the identified
marketing Istrategic groups in the sheep and goat livestock sector in terms of the farm and
the farmers’ characterstics, as well their preferred livestock distribution channels. 1t also

aims to explore the association between the factors that influence the. farmers of each

strategic group in choosing a particular distribution -pattern and their selection of a

particular marketing strategy.

The results of this study will be valuable for the policy makers, who aim to assist farmers
to exploit changing markets, by providing them with a better understanding about farmers’

choice criteria regarding their distribution channel, and the association between marketing

and business orientation and the preferred marketing channels.

Furthermore, this study has implications for farmers in facing the possible impacts of
governmental policy and other factors including the increased retail concentrations and

quality assurance in businesses in specific groups. For example, the C.A.P. has a large

8
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impact on livestock and dairy farmers’ income, and may force some of them to access
cooperative marketing groups in order to establish closer business relationships with major
multiple retailers. It may also have implications on the design of the Rural Development
Policy of the E.U. for the period 2007-2013 through the participation of the local

stakeholders to the decision making procedure (bottom — up approach).

In addition, members of various members of the livestock and milk marketing channels
such as dairy firms, milk marketing groups, and abattoir and meat processors might be
| interested in the results of this study as they provide useful information about the
| marketing behaviour of livestock and dairy farmers operating in Cornwall and EMTh, their

distribution channel selection, and the factors (farm and personal characteristics) that affect

those decisions.

More particularly, the this research aims to examine the factors affecting the choice of
marketing channcls by sheep and goat meat and milk producers in the Region of East
Macedonia and Thrace in Greece and sheep and dairy cow farmers in the County of
Comwall in U.K.. In Grecce the milk from the sheep and goats is used for the production
of processed dairy products such as cheese and yoghurt. In U.K. the dairy industry, apart
from a small amount of goat’s milk, 1nainly uses the milk from cows. Thus this thesis will
examine the distribution channels as they are related with milk production, that the sheep

producers follow in Greece and dairy cow producers follow in U.K.. These two areas are

characterised by the E.U. as Objective One areas and have a lot of similarities in the
structure of the agricultural sector. This thesis will include a multivariate statistical
analysis of strategic groups of the examined livestock producers in both areas in order to
cxamine the business and management characteristics associated with their distinctive

marketing stratcgies. The similaritics and differences between these characteristics in these

two arcas will be identified.
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Spectfically, the objectives of this project are:

1. Toidentify the marketing channels that the livestock producers (sheep and goat farmers
in EMTh as well as sheep and dairy cow farmers in Cornwall) use for the distribution

of their products (meat, livestock and milk).

2. To determine the factors and the characteristics that affect marketing channel

utilisation (such as the level of demand, the nature of the retail sector).

3. To identify the strategies that the farmers follow (based on those previously identified

in the literature) and to cluster them into strategic groups.

4. To determine the factors and the cllaracterisfics that influence the farmers to adopt a

particular marketing strategy.

>. To determine the factors and the characteristics that influence farmers’ distribution

channel decision making.

6. To compare the marketing strategies, as well as the characteristics and the factors that
1nfluence the decision making of the farmers, in relation to the marketing channel
utilisation in the Region of East Macedonia and Thrace and in the County of Cornwall,
and to identify the similarities and the differences in thesc strategies and
characteristics.

7.

To 1dentify implications of these findings for agencics and organisations sceking to

increase the regional GDP derived from the agrifood sector in these regions.

- This study, in order to achieve its aim and objectives stated above, presents in Chapters 2-4
a literature review regarding the marketing strategies and distribution channels; decision-
making process about marketing strategy and distribution channel selection in the primary
sector. A more detailed examination of the factors that affect the meat and milk

consumption patterns and demand in Greece and United Kingdom is presented in chapter

0. Chapter 7 encapsulates the impact of the European Union’s Common Agricultural and

Regional Policy on the livestock and dairy cow faming sectors in objective one European
]
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Regions. A detailed description of the two research areas consisted of the Region of East
Macedonia and Thrace (EMTh) in Greece and the County of Cornwall in U.K. is provided
in Chapter 5. Furthermore, the methodology and results of the survey that was conducted
to explore the marketing strategies and distribution channels that the sheep and goat

farmers use in the Region of EMTh regarding their livestock and milk production are
presented in Chapters 8-10. Chapters 11-13 describes the methodology and results of the
two surveys conducted in the County of Cormnwall in order to identify the marketing
strategies and distribution channel that sheep and dairy cow farmers follow in that area
regarding their livestock and milk production, respectively. Finally, a discussion of the
findings of this study takes place in Chapter 14 and concluding remarks are presented in

Chapter 15.

Figure 1.1 provides a schematic linking the various factors that impact on the decision —

making process of farmers.
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CHAPTER 2

MARKETING AND MARKETING CHANNELS

2.1 Introduction

The marketing system as it exists in the British and Greek agricultural sector consists of
many factors such as long-standing traditional practice, compulsorily organized marketing
of some products and generally by many complex procedures bringing the agricultural

products from the farm gate to the household shopping basket.

Due to the fact that there are very few farmers that can afford to stay long-term without
making profit, most of them try to achieve income that exceeds their expenditures in order

to be able to continue their businesses. Thus, marketing management should be of

importance to the individual farmer, since he wants to make a profit from his transactions,
in other words he should take marketing aspects into consideration before he makes any

short term decisions (e.g. sell the grain immediately after the harvest or store it and sell it

in the winter when the prices will be higher) or long term decisions (e.g. what should he

grow after two years).

In this chapter, the term of marketing will be defined, and the elements of the “marketing

mix” will be analysed. A more detailed analysis of marketing channels and their functions

and structure will also be presented in this chapter. Finally, a bricf review of vertical

marketing channels will also be conducted.

10
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2.2 What is marketing

The market, according to Kotler (1994), “...consists of all the potential customers sharing
a particular need or want who might be willing and able to engage in exchange to satisfy

that need or want”. Thus, at the simplest level marketing could be regarded as the activity

which takes place in the market.

Bartels (1968) defined marketing as “the process whereby society, in order to supply its
needs, evolves distributive systems composed of participants, who, interacting under
constraints — technical (economic) and ethnical (social) — create the transactions or flows,
which resolve market separations and result in exchange and consumption”. He supported

the view that participants in marketing, act as social entities, nor just economists or

mechanismes.

Rogers (1962) argued that marketing is a primary management function, which organizes
and directs the aggregate of business activities involved in converting consumer
purchasing power into effective demand for a specific product or service and in moving the
spectfic product or service to the final customer or user so as to achieve company profits or
other objectives. The term “customer”, as Rogers (1962) uscd it, refers not only to the final

consumer but also to intermediate market agents such as wholcsalers and retailers as well

as, 1n the case of farming, to merchants and co-operatives that must be persuaded to buy

the product.

Kempner (1971) defined marketing as: “the process in a society by anticipated or enlarged

and satisfied through the conception, physical distribution and exchange of such good and

seivices .

11
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Marketing according to Barker (1989) covers all the business functions, including
production, and in its broadest sense also covers production decisions. Hence, farmer’s

decisions relative to the variety of crop to grow, the breed of animal to keep, are marketing

decisions.

Kohls and Uhl (1990) gave another definition of marketing that 1s more applicable to
agriculture. They said that marketing is a performance of all business activities involved in
the flow of goods and services from the farm where they are produced until they are in the
hands of tiw final consumer. From this definition it can be argued that groups with varying
interests will view marketing differently (Barker 1989). Consumers will be interested in
buying what they want at the lowest price and farmers will be interested in obtaining the
highest possible returns from the sale of their products. A situation such as this is possible
to cause conflict of interests, while the continual occurrence and solution of such problems

gives marketing its essential dynamic character (Barker 1989).

Kecgan (1989) defined marketing as “a process of focusing the resources and objectives of

an organisation on environmental opportunities and threats’ .

Marketing according to Kotler (1994) is “a social and managerial process by which

individuals and groups obtain what they need and want through creating, offering, and

exchanging products of value with others”.

The following figure represents the main elements of a modern marketing system as Kotler

(1994) descnbed it.

12
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Environment

\ ' Company ﬁ
En
Suppliers Marketing user
Intermediaries
ompettors
e .

Ficure 2.1: Main Actors and Factors in a Modern Marketing System

Source: Adapted from Kotler (1994)

He argued that, in a normal situation, companies try to serve their markets in the face of
their competitors. The company and its competitors send their messages dircctly or through
intermediaries (wholesalers, retailers, merchants and co-operatives) to the end users. Their
respective suppliers as well as major environmental forces (demographic, economic,

physical, technological, political, legal, social, cultural) influence their relative

effectiveness.

In this thesis marketing is defined as a process, fully harmonized with the general business
strategy of an organization, aiming to the satisfaction of needs and wants of a specific
target group of custormers through creating and sclling products. In the above process, 1t 18
crucial that an analysis of the internal and external environment of an organisation to be
conducted. In this thesis the definition of Roger (1962) regarding the description of the
term “customer” is adopted. In the marketing literature, the set of the variables with which
an organisation may influence its market is known as “marketing mix™. The achicvement
of the marketing aim requires the planning of the appropriate policies relative to cach
clement of the “marketing mix™. Barker (1989) argued that there are a large number of
variables in the marketing mix. McCarthy (1975) introduced the four-factor classification

which is gencrally known as the “4 Ps™ — Product, Price. Promotion and Place. Each of

13
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these four factors includes a number of marketing considerations as shown in the Figure

2.2.

PRODUCT

Prodiuct hine

Quality

Features and ophions Waranty

Style Senvice level
Brand namne Other semvices
Grading Market ressearch

Pachaging

PROMOTION

Advertising
Personal selling
Sales promotion
Publicity

Dhstribution channels
Distnibution coserage
QOutlet locations
Sales territories
Imentory levels
Transportatton
Maitket information

PRICE

Level
Discounts and allow ances
Payment terins

Figure 2.2: Elements of marketing mix

Source: Adapted from Barker (1989)

A marketing manager is responsible for the sclection of target groups and the design of
policies relative to the “marketing mix”. The marketing manager in agriclulture (who is
usually the farmer) is responsible for making decisions such as the range of products to be
offered, the prices and the discounts, the communication media to be employed, and the

distribution channels through which the product or service is to be made available (Barker

1989).

The way in which farmers view their businesses depends to a very high degree on their
personal aspirations and opinions. Bartels (1968) suggests that agricultural businesses are
usually either production orientated or sclling orientated. The production-orientated farmer
believes that the most important part of his business is concerned with the goods that he

wishes to produce. On the other hand, the selling onentated tarmer endeavours to produce

14
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goods that can be sold profitably, giving due to consideration the likelihood of profit

before production is undertaken.

The subject of marketing as defined above is closely related with broader social and
economic factors that constrain the satisfaction of consumers’ and society’s wants and

needs (Webster 1992; Kotler 1994). For éxample, Houston (1986) argues that it should

include factors such as environmental pollution, reduction of natural resources,

unemployment, population growth, that are of high importance to society.

Due to the fact that the marketing concept sidesteps the potential conflict between
consumer wants and interests and long - term societal welfare, Kotler (1994) defined a
marketing philosophy as “the societal marketing concept according to which the
organisation’s task is to determine the needs, wants and interests of target markets and to
deliver the desired satisfactions more effectively and efficiently than competitors in a way

that preserves or enhances the consumer’s and the society’s well-being ”. Social marketing

- deals with the market’s core beliefs and values whercas business marketing often deals

with superficial preferences and opinions (Kotler and Zaltman 1971).

In recent years, industry is mostly marketing orientated which means that companics argue
that the key to achieving organisational goals consists of determining the needs and wants

of target markets and delivering the desired satisfactions more effectively and efficiently

than their competitors (Kotler 1994). While there is a continuous growth concern over the
relationship between food consumption, health and diet (Kotler 1994), the socictal concept

starts to become more evident as retailers and manufacturers start selling more ecological

products, organic products as well as products in recyclable packing.,
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2.3 The“Marketing Mix”

A marketing strategy aims to create a sense of purpose 1n an orgamzation, and thereby to
create a behaviour that the customer will understand and will enable them to differentiate
the organization from its competitors (Fifield 1992). It 1s also responsible for some basic

decisions on marketing expenditures and the marketing mix. The marketing mix according
to Kotler (1994) is defined as “a set of marketing tools that the firm uses to pursue its

marketing objectives in the target market”.

Mcéanhy (1975) described the marketing mix with the 4P’s — product, price, promotion
and place. Many years later, when theorists gave more attention to services marketing,
additional variables which can be added to the 4P’s were identified (Vignali 2001a).
Process, physical, and people, were recognized by Fifield and Gilligan (1996) as an
integral part of the marketing mix. Hence, a 7P’s marketing mix referring to service
marketing can be described as follows (Vignali 2001a):

(1) Product — features, quality, quantity

(2) Place - location, number of outlets

(3) Price — strategy, determinants, levels

(4) Promotion — advertising, sales, promotion, public relations
(5) People — quantity, quality, training, promotion

(6) Process — blueprinting, automation, control procedures

(7) Physical — cleanliness, décor, ambience of the service.

It should be noted that the 4P’s and 7P’s marketing mix represent the marketing tools used

by sellers in order to influence buyers. From the buyers”™ points of view, each marketing

tool 1s referring to a customer benefit (Kotler 1994).
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Therefore, Lauternborn (1990) suggested the 4C’s which corresponds to each of the 4P’s:

4P’s 4C’s

Product ‘. Customer need and wants
Price . Cost to the customer
Place Convenience

Promotion Communication

The analysis of the marketing mix in this thesis will be based on the 4Ps classification,

which is the most widely used classification in the marketing hiterature.

Product, according to Kotler (1994), is the most basic marketing - mix tool that represents
the firm’s tangible offer to the market, including the product qilality, design features,
branding and packaging. Product is “no more than the most appropriate vehicle, at any
point in time, which will carry satisfactions produced by the organization in one direction,
and carry profits from market place to the organization in the opposite direction” (Fifield
1992). Kotler (1994) distinguished product into 3 parts: the core component, the packaging
component and the support services component. The corc component refers to the physical
product and the functional features while the packaging component refers to clements such
as the trade mark, the brand name, style, colour and price which is an important packaging

component that 1t links strongly to the quality. The support scrvices component refers to

aspects such as maintenance, installation, and delivery terms (Fificld 1992).

Price impacts upon financial performance of the organization and depends mainly on the
target market, the product and the distribution strategies. It also has a significant influence
on buyers’ perceptions and positioning of the brand (Vignali 2001b). Zikmund and D’

Amico (1993) argued that price may serve as a substitute for setling cffort, advertising and

product quality. The pricing process according to Vignahi (2001a) consists of 6 steps:
17
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(1) selecting the price objective, (2) determining demand, (3) estimating costs, (4)
analyzing competitors’ costs, price and offers, (5) selecting a pricing method and (6)
selecting a final price. Pricing policy may be influenced by many factors such as
competitor’s price, positioning of the product in the lifecycle, company positioning policy,

perceived level of differentiation and perceived value (Fifield 1992).

Place or distribution is another key tool of the marketing mix and refers to the various
activities the company undertakes to make the product accessible and available to target
customers (Kotler 1994). Distribution deals with the question “how to distribute and
deliver product to the customers and where to locate the service points for better customer
accessibility?” (Fifield 1992). The key element to the distribution policy is the structure of
the marketing channels and the customer’s service level (McDonald 2002). A descriptive

analysis relative to the marketing channels will be presented in the next part of this chapter.

Promotion is defined by Fifield (1992) as “'u_*/zole array of methods and procedures by
which an organization communicates with its target market”. Promotion activities take
place until the decisions regarding to the other elements of the marketing mix have been
made. This means that an organization should know what product is on offer, at what price,
and through which marketing channels (Fifield 1992). The communication between an
organization and its intermediaries, consumers and various publics is made through a
marketing tool that 1s known as “promotion mix” Promotion mix according to Kotler,

(1994) 1s made up five major tools:

o Advertising: Any paid form of non-personal presentation and promotion of ideas

goods or services by an identified sponsor:

o Direct Marketing: Use of mail, telephone, and other non-personal contact tools 1o

communicate with or solicit response from specific customers and prospects.

|8
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o Sales Promotion: Short-term incentives to encourage trial or purchase of a product

or service.

o Public Relations and Publicity: A variety of programs designed to promote and or/

protect a company’s image or its individual products.

purchasers for the purpose of making sales.

The large number of farming businesses, their remoteness from urban centres and the
undifferentiated nature of the agricultural products determine that the distribution system 1s

a key factor in the marketing of agricultural produce (Ritson 1997). Therefore, the

marketing strategies dealing with the distribution of agricultural products and, more

specifically, the utilization of marketing channels rather than the other elements of the

marketing mix, are the main foci of this thesis.

2.4 Marketing channels, their functions and stucture

The movement of ownership, the negotiation of title and the physical movement of
products usually define marketing channels (Mallen 1976). Marketing channcls arc very

complicated aspects of an advanced economy as they claborate economic, political and

social systems, and often extend over a wide geographic arca. They not only satisfy
demand by supplying goods and services (at the right place, quantity, quality and price),
but they also stimulate demand through the promotional activitics of the organizations

constituting them, e.g. wholesalers and retailers (Stern ef al. 1992).

A marketing channel is a system of interrelated and interdependent components engaged in
producing an output. A distribution channel consists of two major scctors: commercial and

cnd user. The commercial subsystem includes a set of vertically aligned marketing

10
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institutions and agencies, such as producers, wholesalers and retailers (often referred to as
the marketing chain). Each member of the chain depends on the other members for
achieving its goals. A farm business is dependent on others (e.g. wholesaler and retailer) in
getting its products to the final consumer and, thereby, attaining its objectives such as

profits. A channel exists as part of an economy, which is part of the national environment,
that is also subsystem of the international environment. Both the national and the
international environments are influenced by physical, economic, social, cultural,
technological and political factors such as National Agncultural Policy, Common
Agricultural Policy of the E.U., W.T.O. Agreement (Stern et al. 1992). This configuration

of the systems is illustrated in Figure 2.3.

Economic International Environment Physical
Economic National Environment Physical

Distribution Structure

Distribution Channel

Producer

Wholesalers

I~ —

3! =

"0 = —
2 = L
= - L
Q e

—~ O ,

- Commercial|System
Competitive Channel Systems
Political — Legal Cultural
Political Cultural

Figure 2.3: The marketing channel as a processing subsystem within the environment

Source: Adapted from Stern ef al. (1992)
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The selection of marketing channels in the agribusiness sector as well as in any other
industry is associated with the “total distribution cost”. The total distribution cost 1s

defined by the following equation (Chistopher 1994):

TDC=TC+FC+CC+IC+HC+PC+MC,

Where:

TDC= Total distribution costs ~ IC= Inventory cost

TC= Transport costs HC= Materials handling costs
FC= Facilities costs (depots, warehouses) PC= Protective packing costs

CC= Communications costs (order processing MC= Distribution management COSt

invoicing )

The selection of a distribution system is associated with potential “trade offs” between
each element of the distribution cost. A “trade-off” occurs when an increased cost in one
arca is more than matched by a cost reduction in another area, lcading thercfore to an
improving situation overall (Chistopher 1994). The use of intermediaries in a distribution
system improves the efficiency of the system. Hence, a centralised network which uscs

intermediates is more efficient than a decentralized system with no intermediates (Stern ef

al. 1992).

[Intermediaries, as Kotler (1994) said, aim to transform the heterogencous supplics found 1n
nature into assortments of goods that pcople are willing to buy. They smooth the flow ot
goods and services in order to bridge the discrepancy between the assortment of goods and
services generated by the producer and the assortment demanded by the consumer with the

goal of matching segments of supply and demand (Alderson 1954; Bucklin 1973).
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A direct marketing channel consists of the producer selling directly to the consumer, the

one level channel contains one intermediary such as a retailer, the two level channel

‘ncludes two intermediaries such as retailer and wholesale and, so on.

The marketing process performs several functions in bridging the gap between production
and consumption, such as the movement of ownership, negotiation of title and physical
movement of product, (Mallen 1976). Physical possession, ownership and promotion are
typically the flows operated from the producer to consumer (Figure 2.4); while the
negotiation, financing and risk flows move in both directions and ordering as well as
payment consisted of the flows directed from consumer to producer (Stern et al. 1992).

Therefore, at any time that inventories are held by one member of the channel system, a

financing operation is under way.

Physical
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Physical
Possession

Physical
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Owncrship

Ownership Ownership

Promotion

Promotion Promotion

Negotiation Negotiation Negotiation

Consumers
Industrial
and

Household
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Ficure 2.4 Marketing flows in Channels

Source: Adapted from (Stern er al. 1992)
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Marketing functions can be allocated in different mixes to different channels, and these

functional mixes will be patterned in a way that provides the greatest profit to the
consumer in the form of low prices and more convenience, or to the channel members with

the most power that depends on the market structure (Gattorna 1978).

The structure and the functions of marketing channels cannot be explained sufficiently 1n

only economic terms. Generally, the structure of marketing channels is influenced by all

economic, social, cultural, technological factors as described earlier in this chapter.

i

2.5 Vertical Marketing Systems

Vertical marketing systems have been developed in addition to conventional marketing
channels that are consisted of independent producers, wholesalers and retailers. Vertical
marketing systems can be defined as the combination of two or more stages of production-

marketing chain under single owncrship and are aimed strategically to achicve antt -

competitive effects (Williamson 1979; Den Ouden et al. 19906).

Vertical integration brings a lot of management challenges and significant financial
demands. It offers flexibility in control and risk sharing between the parties. In agriculture,
it 15 especially complex when numerous, diverse entities are involved (Barry et al. 1992).
The advantages of the development of a full vertical integration according to Den Ouden et
al. (1996) are the reduction of the transaction cost as well as the reductioh of the amount of
technological inputs themselves. The increased control over two or more consccutive
stages the production — distribution chain may also enhance the ability of a firm to
mnovate or differentiate its products. Moreover, through vertical intcgration, a firm may
need less information and hence enjoy a reduction in the cost of collecting and processing

information. Another advantage of vertical integration is the establishment of a stable
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relationship between each party. Integrated firms have also a greater competitive advantage
over the unintegrated due to the raising of the entry barriers and mobility barriers. A
dominant firm may use the vertical integration to impair its rivals by raising their costs.
Moreover, an imperfect competitive firm may practise price, or quantify discrimination,
toward adjacent competitive stages resulting in price or supply squeezes through vertical

integration (Den Ouden et al. 19906).

King (1992) identified three general classes of problems that are very important for the

managers of vertically coordinated systems.

The first problem is dealing with the establishment of appropriate boundaries for the firm:
determining which activities should be incorporated into the firm, which should be
coordinated through formal contracts, and which should be accomplished through open
market transactions. This makes decisions about firm boundanes a critical element in an
organization’s strategy. While these decisions have important long tenﬁ implications, it
should be realized that appropriate firm boundaries may be affected by technical and

institutional changes. High investments may also raise exit barriers and reduce a firm’s
flexibility. Integrated firms in times of change in technology, product design and market

technologies may also be confronted with higher switching costs than would have been the

case when they had contracted with independent partners (Den Ouden et al. 1996).

The second problem 1s associated with the establishment of organizational structures with
an appropriate mix of centralization and decentralization of decision making. Efforts to
increasc vertical coordination involve centralization of authority to exploit size economies
I information acquisition and processing as well as to improve coordination of activities.
On the other hand, too much centralization can make it difficult to respond quickly to

unique problems or opportunities in one segment of the production / marketing system.
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Den Ouden et al (1996) argued that a risk which might be derived from full vertical

integration “...is embodied in managing the various stages that may require distinctly

different managerial approaches” such as manufacturing compared with marketing.

The third problem is related to designing incentive structures that motivate actors -across

the system to make decisions, take actions, and share information in a manner that
maximizes overall performance. Dulled incentives according to Den Ouden et al. (1996)

may be caused by the tightly linked, captive and assured relations between the stages in an

integrated firm. Markets, compared with internal organization, promote high powered

mcentives and restrain bureaucratic distortions more effectively.

Royer (1995) examined the advantages and disadvantages that agricultural cooperatives

may have in coordinating the marketing of agricultural commodities through the market
channel from the farm gate to the processed product level. He found that producers
exploiting contract integration through a cooperative may be subject to less risk duc to the
actions of the cooperative. On the other hand, factors related to cooperative ownership,
capitalization and governance may limit the cooperative vertical expansion. Hence,
coordination of farm — level production through contract integration may cnable the
cooperative to achieve optimal output levels and to capturc profits from the processed
market (Royer 1995). Furthermore, the long term stable relationships that might occur 1n

the livestock supply chain might reduce the retailers’ transaction costs and provide

assurance of welfare standards at production level (Davies 2001).

Multi — channel marketing systems occut when a firm utilizes two or more marketing
methods to reach one or more customer segments. An increase in market coverage, a lower
channel costs by-passing an intermediary as well as a more customized sclling are the three

major advantages of the utilization of more than onc marketing channel (Stern et al. 1992).
25



Chapter 2: Marketine and Marketing Channels

A firm adopting the utilization of multi-marketing system may use channe]s.that are
subject to different modes of vertical co-ordination, thereby producing coexisting
transactional forms to meet the needs of heterogeneous markets. By using multi-channel
marketing systems, where different forms of vertical co-ordination are employed, it is very

likely that channel conflicts will occur, especially when different channels are aimed at the

same customer. This form of marketing channel is based on trust, authority, price and

without their existence the transaction cost will rise and possibly lead to a market failure

(Den Ouden et al. 1996; Hobbs 1996b).

2.7 Conclusion

This chapter outlined the concept of marketing and marketing channels and defined
ﬁiarketing as a process, fully harmonized with the general business strategy of an
organization, aiming at satisfacting the needs and wants of a specific target group of
customers through creating and selling products. The achievement of this aim requires the
planning of the appropriate policies relative to each element of the “marketing mix”,
Hence, the farm manager or the farmer is responsible for the selection of the buyer and the
design of policies relative to the product, price, promotion and distribution. The way in
which farmers view their businesses depends to a very high degree on their personal
aspirations and opinions. Marketing channel decisions are crucial as they affect all the
other marketing decisions. In addition to the conventional marketing channels, vertical
marketing systems were also developed in the agricultural sector. Another form of

marketing channels that are also used by farmers is the multi — marketing channels.
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CHAPTER 3

MARKETING MANAGEMENT AND BUSINESS STRATEGY

3.1 Introduction

Marketing management is mostly concerned with decisions regarding the marketing mix.
In contrast, a marketing strategy focuses on the search for compectitive and consumer

advantage. As such, it has a high degree of overlap with business strategy and can be

viewed as an integral part of business strategy (Wind and Robertson 1983).

Strategic management draws a distinction between “content” rescarch, which deals with
the content of strategies, and “‘process” research that examines the stratcgic decision
process and the factors that affect it (Schwenk 1995). The term business stratcgy will be
defined in the first part of this chapter. In the sccond part of the chapter the typologies and
taxonomies that were developed for the better understanding of the concept of business
strategy will be described. Finally, the decision making process regarding the sclection of a

business strategy, as well as the factors that influence this process, will be presented.

3.2 What is business strategy?

The selection of marketing channels forms one of the clements of an organisation's
marketing strategy. Marketing strategies should be in accordance with business stratcgics
that organisations follow and the goals they set. Therefore, the selection of the marketing

channels should relate to the strategy that cach organisation follows.

7



Chapter 3: Marketing Management and Business Strateg

Busines<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>