Chapter Five
Marketing and New Venture Development

5.1 The Marketing Concept

The marketing concept is consciously articulated philosophy of business that says in essence,” The consumer is the king.” This concept translates into three considerations for the successful business.

1. Entrepreneurs must make a concerted effort to establish customers and in doing so satisfy those customers by giving them value in products and services that they want and need. 

2. Entrepreneurs must focus on long-term profitability by creating a reputation for service and quality not by focusing on short-term sales.

3. Entrepreneurs must integrate marketing with other facets of doing business so that coordinated management effort is achieved without disproportionate emphasis on any one function.
Marketing is about making money from satisfied customers. Without satisfied customers there can be no future for any commercial organization (John Egan).

“Marketing is the process of planning and executing the conception, pricing, promotion, and distribution of ideas, goods, services to create exchanges that satisfy individual and organizational goals.”

                 American Marketing Association
5 Ps of Marketing

· Product

· Promotion

· Pricing

· Place (or distribution system)

· People 
Product: Product includes physical objects or services being sold, together with packaging, image, brand name and warranty. In addition, a product includes physical attributes that influence consumer’s perceptions, such as colors, shapes, sizes and materials.

Price: Price is the monetary unit required for a purchase, and from an entrepreneur’s view point, it is the unit of income. Prices communicate information about value, image and competition, and they influence decisions about distribution, market segmentation, product characteristics and related services.

Promotion: The act of communication that provides consumers with information about a company’s products, its services or the venture itself is promotion. It is through promotional activities that the venture attracts consumers. They include advertising, personal selling, direct marketing, public relations. 

Distribution: It is concerned with how products or services are made available to customers. Distribution can mean the physical channels or transporting products from manufacturers to end users, warehousing, wholesaling and retailing. It can also relate to marketing systems such as catalogues, telemarketing, franchising, and computer-based network markets.

5.2 Market Research

To understand the market place and the customer involves market research. This is the process of collecting and interpreting market information. Marketing research is also defined as the “systematic and objective process of gathering, recording, and analyzing data for aid in making marketing decisions”. The essence of marketing research is to provide information used in decision making. For the entrepreneur, there are fundamental differences between market information needed prior to start up and after a firm is established.


Prior to opening for business, the entrepreneur wants to know whether a market exists for a new product or service, who is likely to be a primary customer, how to position the enterprise in the market, and how the product or service is priced, promoted and distributed. Addressing these issues becomes part of the pre-start-up planning process. Once a firm has become established, much of this information is authenticated through actual experience, and market research expands to include a continuous competitive analysis. 

Market information can be collected from a wide variety of sources:

· Customers

· The sales forces

· Competitors

· Distributors

· Retailers

· Suppliers

· Trade associations

· Government bodies
The Marketing Research Process

a) Problem definition

b) Defining objectives

c) Working out a research design(methodology)

d) Analysis

e) Reporting

Market research in the pre-start-up phase

Before entrepreneurs actually commit themselves to opening a business, the most important question to answer is “Will it sell?” A mistake that many entrepreneurs make is to merely assume that their product or service will sell. 

Who are the customers?

Developing a clear profile of potential customers is the basic element of market research.  In marketing language, a customer profile is called a customer scenario. Customer may be young or old, married or single, teachers or students, homeowners or rented, poor or wealthy, or some combination of these or thousands of other characteristics. Classification of customers or companies help entrepreneurs defines their market segments. Without having a clear define customer scenario, entrepreneurs often make terrible decisions. The following are customer characteristics that contribute to scenarios of individuals buyers.
A. Sex and age

These are the two essential characteristics to identify in the customer scenario. Age is more difficult to classify, but if an entrepreneur has specific interest then he/she can study demographic trends. 

B. Consumers Income Status

Consumers must have the ability to buy, and the amount of money will influence the product or service concept, price, nature of promotions, and method of distribution. 

C. Occupation and Education

Both of these factors can significantly influence an entrepreneur’s decisions. 

Where are the Markets?

Part of the customer scenario will involve locating the potential customer base. There are obvious categories, such as large metropolitan areas, suburban communities, small cities and rural town. 

· Market Size and Changes: It is important to determine the potential for future sales. 
Marketing Segmentation

Market segmentation is breaking down a market into groups of customers with similar characteristics. Therefore, Market segmentation is the process of dividing the heterogeneous market into homogeneous sub-units.
Need to segmentation

The purpose of segmentation is to find a way of describing groups of customers so that the firm can better communicate with them. This allows the firm to tailor the marketing mix to the needs of that segment and communicate the offering in an appropriate way, through an appropriate medium.

Basis for segmentation

There are many ways of breaking down a market into segments but the best ways are those that allow you to both tailor the product offering and communicate effectively to the group. Each market segment should be:

i. Sufficiently large to produce an adequate return for the company’s effort. 

ii. Sufficiently homogenous, or similar, to make it distinct from the rest of the market.

iii. Sufficiently different from the rest of the market to easily identified.

iv. Sufficiently identifiable to make it possible to be reached.

A) Customer based

B) Product related

C) Competition related

A. Customer related segmentation

There are three important factors in the type of segmentation:
1. Geographical location

2. Demographic and Psychographic variables

3. Buyer readiness

1. Geographical Location

This is generally the starting point of all market segmentation strategy. The rural and urban divide is quite common in the customer market. Another common base for segmentation is the metro or non metro markets. The assumption in using this basis for segmentation is that people in particular geographic area has similar preferences and consumption patterns. For example, it is believed that rural markets are different from urban markets and hence products, promotions, pricing, and even distribution need to reflect these realities. 
Demographic variable factors
The next commonly used basis for market segmentation is the demographic characteristics of the market. Factors like age, education, income, occupation, sex, family size, and marital status are used to segment the market.

Age- is a very commonly used basis. The assumption is being that people in the same age group will behave in an identical manner. Based on this factor, one can have:

a) infant market

b) Child market( 1-12 years)

c) Teens market (13-19 years)
d) Youth market (20-35 years)

e) Middle age markets (36-50 years)

f) Elders (50 and above year)

Income- the next commonly used variable is income. It is believed that as the consumer’s income increases, his/her consumption behavior also changes. With an increase in income, the customer starts buying other branded products and the so called luxuries like holiday packages, air travel, perfumes, microwave ovens, etc. On the basis of income, the market can be segmented as being;
a) Low income

b) Low middle income

c) Middle income

d) Upper middle income

e) Higher income

Sex- this also used to segment the market. The male market is different from female market. While some products, like textile are exclusive made for each segment but there are others which are not exclusively made or marketed for any sex group. 
Occupation-the occupation of the consumer is also an important variable in segmenting the market. Whether the person is self employed, works full or part time, his position affects his consumption. Based on this, market can be segmented into;
a) Traders

b) Business men

c) Sales personnel

d) Teachers

e) University professors

f) Students

g)  housewife

Education- the educational profile of the customer will also affect his preferences and levels of awareness. It is a known fact as literacy increases and people get educated, they become more aware about the environment and different products.
Marital status- another demographic basis used for segmentation is the marital status of the customer. The assumption is that the behavior and consumption patterns of a single and married people differ. 
Family size- another important demographic variable is the family size. The marketer can use family size for evolving product design and payment options. For example, a 360 litter refrigerator is perhaps ideally suited for large families, while a middle size(165 litters) refrigerator is best suited for smaller families.
  2. Psychographic Variables

Often it has been that two consumers with the same demographic characteristics may act in an entirely different manner. This is largely because of personality and life style difference. Each of the customers may have different attitudes towards risk taking, and new products and stores.
  3. Buyer Readiness
Another variable used for segmenting the market is buyer readiness to buy the product.  At any time, buyers are at different stage of readiness. There are unaware buyers, people who are interested and are desirous to buy and lastly those who will positively buy the product.
B. Product Related Segmentation

 Product use situation- different customer may use the same product in different situation like party, the unexpected guest, a drink at the end of long and tiring working day. For example, a customer may buy a sport watch for sporting activities and a jeweled watch for party wear. 
Benefit segmentation- here, the market identifies benefits that the customer looks for when watches, where a customer may buy for a functional purposes, durability, as  a gift etc.

C. Competition Based Segmentation
An important indicator of successful marketing of an enterprise is the number of loyal customers it has. Customer loyalty, therefore, is an important index to determine the competitive position of the firm. This is also used as basis of segmenting the market, evolving the marketing strategy for each segment, and encouraging customer loyalty. Based on loyalty, we have the following segments;
 Hard-core loyal- are those customers who continue to buy the same brand over and over again. Newspaper readers, cigarette smokers and tea drinkers are some customers groups where such hard core loyalties are commonly visible.
Soft-core loyal- are those loyal to two or three brands in a product group. 

Switchers- Are those customers who never stick to brand. 
MARKETING STRATEGIES 
A marketing strategy is a consciously formulated plan that describes how a new venture will compete. It focuses the enterprise on activities related to competing in its market niche, subsequently providing guidelines for decisions about strategic objectives, allocation of resources, and responsibilities required to implement a marketing plan. 

According to Ansoff, an entrepreneur can use four distinct marketing strategies. These are: 

1. Market Penetration: The firm seeks to achieve growth with existing products in their current market segments, aiming to increase its markets share. 

2. Market Development: The firm seeks growth by targeting its existing products to new market segments. 

3. Product Development: The firm develops new products targeted to its existing market segments. 

4. Diversification: The firm grows by diversifying into new businesses by developing new products for new markets. 
Market Penetration 
When a firm believes that there exist ample opportunities by aggressively exploiting its current products and current markets, it pursues market penetration approach. Market penetration involves achieving growth through existing products in existing markets and a firm can achieve this by: 

1. Motivating the existing customers to buy its product more frequently and in larger quantities. Market penetration strategy generally focuses on changing the infrequent users of the firm's products or services to frequent users and frequent users to heavy users. Typical schemes used for this purpose are volume discounts, bonus cards, price promotion, heavy advertising, regular publicity, wider distribution and obviously through retention of customers by means of an effective customer relationship management. 

2. Increasing its efforts to attract its competitors' customers. For this purpose, the firm must develop significant competitive advantages. Attractive product design, high product quality, attractive prices, stronger advertising, and wider distribution can assist an enterprise in gaining lead over its competitors. All these require heavy investment, which only firms with substantial resources, can afford. Firms less endowed may search for niche segments. Many small manufacturers, for instance, survive by seeking out and cultivating profitable niches in the market. They may also grow by developing highly specialized and unique skills to cater to a small segment of exclusive customers with special requirements. 

3. Targeting new customers in its current markets. Price concessions, better customer service, increasing publicity and other techniques can be useful in this effort. 

Market Development Strategy 
Market Development strategy tries to achieve growth by introducing existing products in new markets. Market development options include the pursuit of additional market segments or geographical regions. The development of new markets for the product may be a good strategy if the firm's core competencies are related more to the specific product than to its experience with a specific market segment or when new markets offer better growth prospects compared to the existing ones. Because the firm is expanding into a new market, a market development strategy typically has more risk than a market penetration strategy.
This is because managers do not normally possess sound knowledge of new markets, which may result in inaccurate market assessment and wrong marketing decisions.
In market development approach, a firm seeks to increase its sales by taking its product into new markets. The two possible methods of implementing market development strategy are: 

1. The firm can move its present product into new geographical areas. This is done by increasing its sales force, appointing new channel partners, sales agents or manufacturing representatives and by franchising its operation; or 

2. The firm can expand sales by attracting new market segments. Making minor modifications in the existing products that appeal to new segments can do the trick. 

Product Development Strategy 
Expansion through product development involves development of new or improved products for its current markets. The firm remains in its present markets but develops new products for these markets. Growth will accrue if the new products yield additional sales and market share. This strategy is likely to succeed for products that have low brand loyalty and/or short product life cycles. 

A Product development strategy may also be appropriate if the firm's strengths are related to its specific customers rather than to the specific product itself. In this situation, it can leverage its strengths by developing a new product targeted to its existing customers. Although the firm operates in familiar markets, product development strategy carries more risk than simply attempting to increase market share since there are inherent risks normally associated with new product development. The three possible ways of implementing the product development strategy are: 

1. The company can expand sales through developing new products. 

2. The company can create different or improved versions of the current products. 

3. The company can make necessary changes in its existing products to suit the different likes and dislikes of the customers. 

Diversification 
Diversification involves moving into new lines of business. When an industry consolidates and becomes mature, most of the firms in that industry would have reached the limits of growth using vertical and horizontal growth strategies. If they want to continue growing any further the only option available to them is diversification by expanding their operations into a different industry. Hence, diversification involves introducing a new product into a new market.
5.3 Competitive Analysis: Research after start-up

Assuming that an entrepreneur has successfully launched a new venture and satisfied the initial marketing questions, a natural tendency is to just “get on what it.” Start the initial selling and don’t look back. That may work for a while-at least until a competitor suddenly passes by high gear. Smart business means staying at the top of the market, and this means continuous market research.  However, there are several important differences between the pre-start-up planning analysis and the post-start-up competitive analysis is. Ongoing market research is called competitive analysis because success often rest with relative strength of the enterprise compared with the competitors. 

Factors to be considered in a competitive analysis

· Potential entrants: will competitors be able to enter the industry easily? Are there barriers to entry? How is the venture protected?

· Power of suppliers: will the venture be able to acquire supplies? Will large suppliers dictate prices and terms?

· Threat of substitutes: is the proposed product and service unique? If not, what substitute exists? What substitute could arise? How the ventures can protects its markets and customers? 

· Power of buyers: will the venture be selling to several large and powerful buyers? If so, will they dictate price and terms? 
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            Porter’s Five Competitive Forces
Product life Cycle and marketing Strategies
It is known that each product will have a life cycle. 

A. Introduction stage
B. Growth stage

C. Maturation stage

D. Decline stage

Conditions and strategies in different stages

Introduction stage

This phase marks the launch of the product in the market. Organizationally, this phase characterized by high operational costs arising out of inefficient production levels or bottlenecks, high learning time, unwillingness of trade to deal in the product, advertisement. In the environment of the firm is characterized by customers who have low or no awareness of the product. Even those who aware and are willing to try the product, do so in small quantity. 
The market task is focuses in stimulating demand for new product and also to reduce the break even time. 

· A period of slow sales

· Profits are none existent

· Heavy expenses incurred

· New products are launched

Growth stage

 Once the product crosses the introduction phase, it enters the growth phase. This phase meet with more strengthen and increased competition. This competition now offers greater choices, to the customers in the form of different product type, packaging, and process. 
Organizationally, the firm now operates at economical level. There are lesser production bottlenecks, and hence costs are lower now. 

The marketing task here is product modification, enlarging distribution and service network, maintaining competitive price level and considering new packaging alternatives to attract more and more new customers.
Maturity Stage

Most products that survive the heat of competition and gain customers’ approval enter maturity phase. This phase is characterized by slowing growth rates of sales and profits. 
· Slow down sales

· Profit stabilizes or declines

The marketing task is one of adopting a segmental approach, image marketing, creating new value image, strengthening the brand through repositioning or making a change in the channels of distribution to retain the competitive edge.
Declining stage

This is the phase when sales decline because customer preferences have changed in favor of more efficient and better products. 

· Sales shown downward drift

· Profit erode

The marketing task here will be advertising and gradually withdrawal of the market.

5.4 International Market
Theoretically, there are enormous opportunities for entrepreneurs in global business, but realistically global trade requires planning and knowledge of how go international markets.  There are exporting and importing.

Exporting

Exporting is the process of selling domestic goods or manufactured products to foreign market. For example, Ethiopia selling the organic coffee to American market. Entrepreneurs can choose to become direct exporters or indirect exporters. Direct exporters bypass intermediaries to sell directly to overseas buyers. It requires taking responsibility for selecting overseas market, making contacts with foreign customers, arranging shipments and payments, and handling necessary documentation required to export. 
On the other hand, entrepreneurs can simplify the export process by indirect market through an expert intermediary. Having some one handling foreign negotiations and legal transactions minimizes entrepreneur’s responsibility. 

Importing

Entrepreneurs import directly from foreign companies, buy from agents or brokers, contract through trade commission and sell in domestic market. Similar planning consideration like exporting also exists in importing such as, market research and organizing for the import market. Also, there are legal restrictions, quotas, licensing requirements, and the foreign exchange regulation that mirror those for exporting.
One activity of importing that differs substantially from exporting is sourcing product. Sourcing is the process of finding products and contracting for their importation. This can be accomplished in different ways;
· Direct sourcing: Entrepreneurs can travel overseas, attend foreign trade shows or negotiate with foreign customers. Direct sourcing is a purchasing process in which entrepreneurs contact directly with foreign manufacturers. There is no intermediary, and often goods are transported directly from the foreign company to the domestic point of sale.  Example, Ethiopian Gift item retailers travel to Hong Kong and Dubai three times yearly on buying trip to conclude contract. 
· Indirect sourcing: Using intermediaries to source products or arrange for manufacturing is the most common practices. Indirect sourcing is accomplished in the same channels as indirect exporting; however, agents or brokers work on behalf of their import clients. Consequently, they are commissioned to locate products, arrange contracts, and handle details necessary for importation. 
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