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SECTION A: ORGANIZATIONAL COMPONENT
1. 
Module objectives

The main objective of this module is to develop your understanding and skills to successfully manage the marketing of agricultural and food products in a global, ever-changing, competitive and sometimes even in a hostile environment.  
The module specifically aims at:

· Acquainting you with the generic concepts of Marketing Management.
· Providing you with an overview of marketing of agricultural commodities and products.
· Making you appreciate the important decisions to take during the management of each element of the marketing mix: product, pricing, place, and promotion.
· Making you recognise the power and influence of consumers on market segmentation. 
· Imparting you with skills to assess the performance of the marketing systems of agricultural commodities and products.
2. 
Expected learning outcomes

By the end of this module you will be able to:

· Define the generic concepts of Marketing Management.
· Understand the marketing systems for agricultural commodities and products.
· Develop efficient and effective marketing plans for agricultural commodities and products. 
· Use consumer characteristics to segment markets for agricultural commodities and products.
· Assess the performance of the marketing systems of agricultural commodities and products.

3.  
Contact information
	
	Name
	Room No. 
and building
	Telephone number, 

E-mail address, and Contact hours

	Lecturer
	Dr. Gabriel Elepu
	8D Agric. Bldg

	Tel: (256) 782-758887

Email: elepu@agric.mak.ac.ug 

Contact hours: 11 a.m.-12 noon  

                            Mon, Tue and Fri



4. 
Study materials 

4.1
Core Text book
· Kotler, P. and Keller, K. L. 2006. Marketing Management. Twelfth edition. Prentice Hall, Englewood Cliffs, N.J.

· Crawford, I. M. 1997. Agricultural and Food Marketing Management. Rome: Food and Agriculture Organization of the United Nations.
Available online at: 
 http://www.fao.org/docrep/004/w3240e/w3240e00.HTM
· Kohls, R. L. and Uhl, J. N. 2002. Marketing of Agricultural Products. Ninth Edition. Prentice Hall. 

4.2
References and selected readings

4.2.1 
Further selected books
· Aaker, D.A. 2005. Strategic Market Management. Seventh edition. John Wiley & Sons, Inc.
· Boyd, Jr., H. W. and O. C. Walker, Jr. 1990. Marketing Management: A Strategic Approach. Irwin, Inc.

· Kotabe, M. and K. Helsen. 2001. Marketing Management. Second edition. John Wiley and Sons, Inc.

· Park, M. M. and G. Zaltman. 1987. Marketing Management. Dryden Press.

· Peter, J. P. and J. H. Donnelly, Jr. 1995. Marketing Management: Knowledge and Skills. Fourth edition. Irwin.

4.2.2  
Journal Articles and Other Periodicals 
You will be provided with relevant journal articles and other periodicals for each topic. 
Lecture notes as well as other relevant study materials will also be made available to you.

3.2.3 Case Studies 
Case studies to be used in this course will be drawn from AgShare case studies/videos and Crawford (1997).
4. 
Mode of Delivery

The module will be delivered in a probing, scientific and innovative manner through class lectures, case studies, role plays, and assignments. There will be 3 lecture hours per week for a 15 weeks semester. For each topic, references are given for reading. You are therefore advised to embark on a well-structured and systematic study program. You are expected to read assigned material before attending the lecture in which the material will be discussed. Additional readings that will enhance your understanding of the subject matter will be also provided in class.
 5. 
Assessment Methods

The course will be evaluated through continuous assessment tests, home assignments, a case study, and final exam as follows: 

· Continuous Assessment




40%

(Homework assignments, Test, Case studies)

· Final examination





60%
The pass requirement is 60% of the overall final mark. 

SECTION B: STUDY COMPONENT
1. 
Module structure
This module is equivalent to 3 course units (CU) or 45 contact hours. The module duration is 15 weeks comprising 45 lecture hours (LH). The distribution of lecture hours by topic is shown in the module description below.
2. 
Module description

Topic 1:
Introduction (3 LH)
· Marketing concepts

· Importance of marketing
Readings:

· Kotler and Keller (2006), chapter 1-2

· Crawford (1997), chapter 1.

· Kohls and Uhl (2002), chapter 1-3
Topic 2:
Commodity Marketing (9 LH) 
· Cash and food crops 
· Livestock and their products 
· Fish and fish products 
· Honey 
· Marketing boards and Co-operatives 
· Market liberalization
· Agricultural markets and institutions

Readings:

· Crawford (1997), chapters 2 and 6.

· Kohls and Uhl (2002), chapter 23-29

Topic 3:
New Product Development (3 LH)
· Innovation
· New product development process
· Adoption and diffusion processes 

Readings:

· Crawford (1997), chapter 4.

· Boyd, Jr. and Walker, Jr. (1990), chapter 13
Topic 4:
Product Management (3 LH)
· Product concept
· Product mix
· Product line extensions and deletions
· Product branding 

Readings:

· Kotler and Keller (2006), chapter 9-12

· Crawford (1997), chapter 7.

· Kohls and Uhl (2002), chapter 5

· Peter and Donnelly, Jr. (1995), chapter 6-7

· Park and Zaltman (1987), chapter 9-10

Topic 5:
Consumer Behavior and Market Segmentation (6 LH) 
· Consumer behavior

· Market segmentation 

Readings:

· Kotler and Keller (2006), chapter 5-8

· Crawford (1997), chapter 5.

· Peter and Donnelly, Jr. (1995), chapter 3-5

· Park and Zaltman (1987), chapter 7-8

· Aaker (2006), chapter 2

Topic 6:
Pricing Decisions (6 LH)
· Pricing objectives 
· Law of supply and demand

· Elasticity

· Theory of costs

· Pricing strategies
Readings:

· Kotler and Keller (2006), chapter 14

· Kohls and Uhl (2002), chapter 5, 8-11
· Crawford (1997), chapter 8.

· Peter and Donnelly, Jr. (1995), chapter 11

· Park and Zaltman (1987), chapter 18

· Boyd, Jr. and Walker, Jr. (1990), chapter 14

Topic 7:
Channel Management and Physical Distribution (6 LH)
· Key decisions in channel management

· Types of distribution systems

· Power and conflict in distribution channels

· Physical distribution

· The total distribution concept
· Logistics management

Readings:

· Kotler and Keller (2006), chapter 15-16

· Crawford (1997), chapter 9
· Kohls and Uhl (2002), chapter 5

· Peter and Donnelly, Jr. (1995), chapter 10

· Park and Zaltman (1987), chapter 13-14

· Boyd, Jr. and Walker, Jr. (1990), chapter 15

Topic 8:
Marketing Communications (3 LH)
· Advertising

· Sales promotion

· Personal selling

· Public relations

· Choice of communication mix and media 

Readings:

· Kotler and Keller (2006), chapter 17-19

· Crawford (1997), chapter 10.

· Kohls and Uhl (2002), chapter 5

· Peter and Donnelly, Jr. (1995), chapter 8-9

· Park and Zaltman (1987), chapter 15-17

· Boyd, Jr. and Walker, Jr. (1990), chapter 16-18

Topic 9:
Marketing Costs and Margins (6 LH)
· Marketing efficiency and effectiveness

· Operational efficiency

· Price efficiency

· Identifying marketing costs and margins 

Readings:

· Crawford (1997), chapter 12.
· Kohls and Uhl (2002), chapter 11

TOPIC 1: What is agricultural marketing management?

1.1
Introduction

With specialization in production on the rise, agricultural marketing systems have increasingly become more complex. Today, most producers and consumers of agricultural products live far apart meaning that a number of middlemen are involved in the provision of crucial services to bring the product from the producer to the final consumer. Therefore, this module is designed to develop your understanding and skills on how best to manage marketing systems of agricultural commodities and products in an ever changing, global environment. In this introductory topic, you will understand:

· The importance of marketing in agricultural and food sectors in developing countries

· The meaning of the marketing concept and the functions of marketing

· Why it is necessary to implement the marketing concept throughout agricultural and food marketing systems

1.2 
Concepts in marketing

1.2.1 
Marketing and marketing system

What do you understand by the terms ‘marketing’ and ‘marketing system’? Marketing is defined as a management orientation focusing all the activities of the organization on satisfying customer needs and wants, thereby helping achieve the organization’s long-range objectives. 

Agricultural and food marketing system comprises all functions, and agencies who perform those activities, which are necessary in order to profitably exploit opportunities in the marketplace. Agricultural and food marketing system consists of the following sub-systems: input, production, distribution, consumption and regulatory.


1.2.2
Functions of marketing

Marketing functions are classified into three groups: 

1. Exchange functions

· Buying and Selling: They are directly associated with negotiating an exchange of ownership – or flow of title – between a seller and a prospective buyer. Buying activities include searching for, gathering information about, evaluating alternative products and suppliers, and negotiating a purchase agreement. The selling function involves identifying and seeking out potential buyers, determining an asking price, negotiating terms of sale, and similar activities. The ultimate aim for any seller is to meet its consumer (buyer’s) needs. Thus, a farmer can be said to be market oriented when production is purposely planned to meet specific demands or market opportunities. For example, a contract farmer, who wishes to meet the needs of a food processor producing sorghum-based malted drinks will only grow improved sorghum seed. It will avoid any inputs likely to adversely affect the storage and/or processing properties of the sorghum and will continually seek new and better inputs which will add further value to its product in the eyes of the customer (food processor). 

2. Physical functions

· Storage: Balances supply of and demand for agricultural and food products. Agricultural production in developing countries is usually seasonal whilst demand is generally continuous throughout the year. Hence the need for storage to allow a smooth, and as far as possible, uninterrupted flow of product into the market. 

· Transportation: Making the product available where it is needed, without adding unreasonably to the overall cost of the produce. Adequate performance of this function requires consideration of alternative routes and types of transportation, with a view to achieving timeliness, maintaining produce quality and minimizing shipping costs.

· Processing: Most agricultural produce is not in a form suitable for direct delivery to the consumer when it is first harvested. Rather it needs to be changed in some way before it can be used. The form changing activity is one that adds value to the product. Changing green coffee beans into roasted beans, cassava into ‘gari’ or livestock feed, full fruit bunches into palm oil increases the value of the product because the converted product has greater utility to the buyer. 

3. Facilitating functions

· Standardization: concerned with the establishment and maintenance of uniform measurements of produce quality and/or quantity. This function simplifies buying and selling as well as reducing marketing costs by enabling buyers to specify precisely what they want and suppliers to communicate what they are able and willing to supply with respect to both quantity and quality of product. In the absence of standard weights and measures trade either becomes more expensive to conduct or impossible altogether.

Quality differences in agricultural products may be due to production methods and/or because of the quality of inputs used. Technological innovation can also give rise to quality differences. In addition, a buyer’s assessment of a product’s quality is often an expression of personal preference. Thus, for example, in some markets a small banana is judged to be in some sense ‘better’ than a large banana; white sugar is considered ‘superior’ to yellow sugar; long stemmed carnations are of ‘higher quality’ than short stemmed carnations; and white maize is ‘easier to digest’ than yellow maize.

· Financing: In almost any production system there are inevitable lags between investing in the necessary raw materials (e.g. machinery, seeds, fertilizers, packaging, flavorings, stocks etc.) and receiving the payment for the sale of produce. During these lag periods some individual or institution must finance the investment.  

· Risk bearing: In both the production and marketing of produce the possibility of incurring losses is always present. Physical risks include the destruction or deterioration of the produce through fire, excessive heat or cold, pests, floods, earthquakes etc. Market risks are those of adverse changes in the value of the produce between the processes of production and consumption. A change in consumer tastes can reduce the attractiveness of the produce and is, therefore, also a risk. All of these risks are borne by those organizations, companies and individuals.

· Market intelligence: It is the process of collecting, interpreting, and disseminating information relevant to marketing decisions. The role of market intelligence is to reduce the level of risk in decision making. Through market intelligence the seller finds out what the customer needs and wants. The alternative is to find out through sales, or the lack of them. Marketing research helps establish what products are right for the market, which channels of distribution are most appropriate, how best to promote products and what prices are acceptable to the market. As with other marketing functions, intelligence gathering can be carried out by the seller or another party such as a government agency, the ministry of agriculture and food, or some other specialist organization.

Note: Each of these functions adds value to the product and they require inputs, so they incur costs. As long as the value added to the product is positive, most firms or entrepreneurs will find it profitable to compete to supply the service.
1.2.3 
The marketing mix

The marketing mix comprises the product, price, place (distribution) and promotion decisions and is often called the “4 P’s”. The mix is the right combination of marketing activities to ensure customer satisfaction. Think about your own experience of marketing approaches used by a firm. What marketing approaches encourage or discourage you to want to buy a product from that firm? The answer to the above question lies with the firm’s marketing mix. The elements of the marketing mix are introduced below but will be treated separately and in greater detail in the latter topics. They are:
Product: The product offering can be manipulated to create different market effects at three levels: the core product, the tangible product and the augmented product. At its core, a product is not a physical entity but rather the benefits that it offers customers. Those benefits may be physical or psychological in nature. The consumption of imported foods, in a developing country, sometimes has as much to do with the status of being seen to buy sophisticated, and perhaps expensive, products as it has with any superior physical qualities compared to domestic equivalents. The tangible product refers to its features, quality, styling, packaging, branding and labeling. A third level is that of the augmented product, that is, additional service elements which are attached to the product. Examples include after-sales service, extended guarantees, credit facilities, technical advice and product trials.

Price: Prices should be set in relation to specific pricing objectives. Pricing decisions include payments, terms, discounts, contract and pricing structures. Non-price competition may come through packaging, labeling and advertising. Prices have to reflect the costs of production and marketing and target profit margins. A variety of approaches may be taken to pricing including cost based, demand based, competitor based and market based. 
Promotion: Promotion includes advertising, public relations, selling, exhibitions, brochures, data sheets and free gifts. Possibly the most important decision about promotion is the message to be communicated. The message(s) has to differentiate the products and/or its supplier. To this end, an organization will seek to convey a unique selling proposition, that is, to find some aspect of the product, service or organization which others cannot, or simply do not, promote to customers and which is perceived to be important or attractive to those consumers.

Place: Produce distribution elements include physical distribution like storage handling, transportation and warehousing, both on and off farm, and functional distribution e.g. wholesaling and retailing. The decision as to which distribution channel the organization should seek to use falls into the realm of strategic marketing but actions within the chosen channels are operational in nature. Input stockists, growers, processors and manufacturers have to market their products to, and not through, channel members. To the extent that channel members see themselves as anyone’s agent, they are more likely to see themselves as agents of their customers rather than agents of product suppliers.

1.3 
Importance of agricultural and food marketing

Effective agricultural and food marketing is important to developing countries for the following reasons:

· Agriculture is the biggest single industry in developing countries 

· Largest employer 

· Source of raw materials

· Market for manufactured goods

· Economic growth and development in developing countries 

· Increasing urbanization

· Increasing incomes

· Increasing employment of women

· Improvement of rural incomes in developing countries  

· Income inequality between the rural and urban areas

· Rural-urban migration

· Adoption of market liberalization and privatization policies

· Decreased participation of the public sector in marketing

· Increased participation of the private sector in marketing

1.4 
What is the link between agriculture and the food industry?
The link between agriculture and food continually evolves. In primitive societies, the farmer and consumer were either from the same family or close neighbors who bartered their products and services, but as societies developed other linkages were added. Commodity traders, processors who converted produce into food items and retailers, among others, were introduced between the producer and consumer. A more recently introduced link into the chain is the scientist. Scientists such as breeders, biologists, nutritionists and chemists have made an immeasurable contribution to the development of agricultural production and food processing over the past 50 years. Thus, it would appear that we have passed through the age of machines in agriculture, and the age of chemicals, on to the age of biotechnology in agriculture. As the link between food and agriculture continues to evolve, we see the emergence of an agribusiness where agriculture and food have become a continuum. For example, multinational companies are vertically integrated organizations with links all the way through from agricultural production to retailing. 

As disposable incomes increase and consumers become more sophisticated, the food industry will increase the quality and diversity of the products it produces. What expectations will food processors then have of their suppliers? Food processors will have the following expectations of agriculture as a supplier of their raw materials:

· Quality: To build a profitable business, food processors seek to establish a preference for their products by differentiating those products in some way which is meaningful to consumers. Then, in order to enable consumers to recognize the differentiated product, processors brand that product. Food processors can then work on building consumer loyalty to these brands. Brand loyalty is normally only established by delivering high quality consistently. As disposable incomes rise, the market tends to develop more sophisticated needs and the quality of the raw material becomes even more critical. Where agriculture is seeking to serve a food industry, that itself is seeking to meet these more sophisticated needs and wants, it can expect to face increasing emphasis on quality. Equally well, agriculture can expect to share in the better return for innovative improvements in quality.

· Cost: With an increased capability to source raw materials globally, the food industry is able to find the lowest cost source for any given level of quality. This has been made possible by improved transportation and communications technologies, liberal global trade policies etc. This is a new and significant change in the competitive environment of agriculture which the farmers in developing countries have to realize; otherwise they will be crowded-out by foreign competition.

· Non-seasonality: Agricultural products are traditionally seasonal in their production and supply. However, modern technology and husbandry practices mean that food processors need not have their production schedules dictated by the seasons. Indeed, capital intensive food industries cannot afford to incur high costs of under utilizing their capacities. This means that farmers will have to compete in terms of reducing seasonality of their production.

· Reliability: A food processor who has invested heavily in building up its brand will be very keen to get reliable supplies in terms of quality, timing and cost. Producers of agricultural produce will be increasingly judged on their reliability in all of these respects.

· Processing: Ease of processing will become an increasingly important expectation of the food industry. Like all industries, reductions in the costs of capital equipment, wages and inventories are important objectives. For example, farmers who can deliver on the ‘just-in-time’ principle will contribute towards reducing a processor’s working capital and space requirements. Farmers who can do part of the secondary processing and/or performing functions such as the post harvest treatment of the crop or transporting will be adding another advantage. Crops and animals that are specially bred or designed to facilitate processing (e.g. seedless fruits, featherless chickens, coffee beans without caffeine, low cholesterol meats) provide another source of advantage that the food industry could expect from agriculture. In short, the competitive advantage will rest with those able to add most value and can differentiate what they are offering from that of other suppliers.

· Product differentiation: In competitive brand marketing, the food industry has to innovate continuously to create new products that are different from and superior to existing ones of their own or competitors. The scope of innovation has traditionally been at the processing stage. Whilst this will continue to be an important area for innovation, food processors will increasingly tend to look for innovative changes in the agricultural produce itself. This may be in terms of novel tastes, improved texture, more attractive shapes etc.

· Health aspects: Faced with increasingly sophisticated food markets, farmers will have to consider the health implications of what they choose to grow. There are currently two aspects of health to be taken into account. First, consumers are increasingly getting concerned about the health status of the food itself i.e. low fat/cholesterol, low/no sugar, low/no salt, or its nutritional value. Second, consumers are concerned about the food production methods i.e. the avoidance of chemicals like herbicides, pesticides, veterinary drugs etc. This may mean a change to the farmer’s husbandry practices with implications for the costs of production. 
1.5
Concluding remarks and activity
The marketing concept suggests that an organisation is best able to achieve its long term objectives by orientating all of its operations towards the task of consistently delivering satisfaction to the customer. In order to do so, the organisation must begin by getting to know what it is that will satisfy the customer. Thus, the marketing system as a whole has to be customer orientated. In the case study below, identify the key elements of marketing that were somehow ignored by the Venezuelan government and led to the failure of their cassava processing project? 
Case: Venezuela Is Overrun By Elephants!

It is said that when a senior member of his court seriously displeased him, the King of Siam would make that individual a gift of a white elephant. The white elephant is both rare and, in Siam, was considered sacred. Siam tradition did not permit white elephants to be worked and so the hapless owner could make no economic gain from ownership of this sacred animal. In fact, ownership of a white elephant usually led to financial ruin since the owner had to feed the sacred animal on a special diet and elephants tend to have rather a large appetite.
    In the 1970s Venezuela invested US$20 million in 6 cassava processing plants with a view to dehydrating cassava, already grown locally, and using it as an ingredient in animal feed. The intention was to substitute the local product for 21,600 tonnes of imported cereals (chiefly maize and sorghum) and create over 600 jobs. Moreover, cassava could bring marginal lands into production as this crop can flourish on soils that are too poor for sorghum or maize. All 6 cassava processing plants became ‘white elephants’.
    Government was pursuing an incongruous pricing policy. Manufacturers were being supplied with government subsidised imported feed grains, in order to keep retail meat prices down grains, in order to keep retail meat prices down. Local farmers could not compete since imported sorghum was delivered to the feed mills at US$142 per tonne while domestic supplies were US$151 per tonne. The situation got worse when the government announced a 30 percent increase in farmer prices.
    Venezuelan feed manufacturers could obtain cassava pellets from Thailand at a lower cost than they could from local mills. Moreover, feed manufacturers who could buy sorghum at US$150 per tonne were not inclined to purchase locally produced cassava pellets at US$250 per tonne.
    From the outset it was evident that the investment in cassava processing would be marginal in economic terms. The feasibility study suggested that after the tenth year the rate of return would reach 11 percent and the internal rate of return would be only 7 percent. However, Venezuela had become an oil-rich country and capital was not in short supply. This perhaps explains why it was decided that the most technologically advanced equipment, from leading manufacturers, would be bought for the processing plants and that fuel oil would be used for drying rather than sun drying as in the most of the world.
    Inadequate attention had been paid to the questions of raw material supply. In a 213 page report only 1 page touched on this issue. After all, Venezuelan farmers had a long history of growing cassava. However, there was no appreciable increase in the hectarage of cassava and farmers who could sell cassava for human consumption at US$75 per tonne refused the best offer that the cassava processing mills could make of US$45 per tonne.
    Venezuela's cassava processing plants failed and became ‘white elephants’. The planners of the project took little account of the marketing concept nor the nature of the marketing system. The needs of both the raw material suppliers, the farmers, and the feed manufacturers ought to have been carefully studied before the project was designed. There was no attempt to market the project to the farmers who continued to demand the same price for cassava destined for animal feed as they obtained for cassava processed for human consumption, even though the economics of the two sectors are quite different. No programme was instituted to promote the idea of planting additional areas of cassava. The economics of feed manufacturing were similarly ignored and so the cassava processors had difficulty in selling their pellets. Perhaps with a more appropriate level of technology the costs of producing cassava pellets could have been reduced to a point where they could compete with imported cassava pellets, sorghum and maize.
Readings 
1. Kotler, P. and Keller, K. L. 2006. Marketing Management. Twelfth edition. Prentice Hall, Englewood Cliffs, N.J., chapters 1-2.

2. Crawford, I. M. 1997. Agricultural and Food Marketing Management. Rome: Food and Agriculture Organization of the United Nations, chapter 1.
3. Kohls, R. L. and Uhl, J. N. 2002. Marketing of Agricultural Products. Ninth Edition. Prentice Hall, chapters 1-3. 


TOPIC 2: Commodity marketing 

2.1
Introduction

To begin this topic, it is important to understand the meaning of an agricultural commodity. The term ‘commodity’ is commonly used in reference to basic agricultural products that are either in their original form or have undergone only primary processing. In other words, agricultural commodities are generic, undifferentiated products that, since they have no other distinguishing and marketable characteristics, compete with one another on the basis of price. Examples of commodities include cereals, coffee beans, sugar, palm oil, eggs, milk, fruits, vegetables, beef, cotton and rubber. Commodities contrast sharply with differentiated products that will be discussed in the next topic. This topic focuses on commodity marketing and marketing systems and it is intended to make you understand:
· The principal stages of agricultural commodity marketing

· The main participants in commodity marketing systems and the roles which they perform, and

· The marketing systems of selected agricultural commodities.

2.2
Stages in a commodity marketing system

A commodity marketing system encompasses all the participants or actors in the production, processing and marketing of an undifferentiated or unbranded farm product (such as cereals), including farm input suppliers, farmers, storage operators, processors, wholesalers and retailers involved in the flow of the commodity from initial inputs to the final consumer. The commodity marketing system also includes all the institutions and arrangements that effect and coordinate the successive stages of a commodity flow such as the government and its parastatals, trade associations, cooperatives, financial partners, transport groups and educational organizations related to the commodity. The commodity system framework includes the major linkages that hold the system together such as transportation, contractual coordination, vertical integration, joint ventures, tripartite marketing arrangements, and financial arrangements. The systems approach emphasizes the interdependence and interrelatedness of all aspects of agribusiness, namely: from farm input supply to the growing, assembling, storage, processing, distribution and ultimate consumption of the product.

The marketing systems differ widely according to the commodity, the systems of production, the culture and traditions of the producers and the level of development of both the particular country and the particular sector within that country. Examples include the milk and maize marketing systems in Uganda described below. 
2.3
The milk marketing system in Uganda

There are various participants involved in the dairy sector in Uganda (Figure 1). They include: dairy farmers, traders, processors, distributors, and consumers. Another indirect participant and supportive institution is the Dairy Development Authority (DDA), a statutory body mandated to oversee the development and regulation of the dairy industry. 

Two parallel milk marketing channels exist in Uganda. They are informal and formal marketing channels.

2.3.1
The informal milk marketing channel

This channel refers to the segment of the market through which raw milk is procured and marketed without any processing and packaging. The key players in this channel are traders/hawkers, who usually transport the milk in low cost equipment such as jerry cans, mainly in milk cans on pick-up trucks, motorcycles and bicycles and often deliver milk directly to the consuming households.

The informal milk market trade accounts for 80%-90% of the total milk trade in Uganda today. The trade in unprocessed milk has had a tremendous impact in mopping up surplus milk from dairy farmers. To date, this sector has become an important source of income to many people and a serious competitor to the formal milk channel.

Figure 2.1: Marketing channels for milk and milk products in Uganda

[image: image1]

 What do you think are the relative strengths and weaknesses of the informal milk marketing channels? The strengths and weaknesses of the informal milk marketing channel are directly derived from the strengths of its key players, the milk hawkers. They are as follows:

Strengths 

· Requires small initial capital outlay.

· Thrives in areas lacking milk bulking centers.

· Farmers are paid cash on delivery. 

· Farmers obtain a higher price and consumers pay a lower price.

· There are no processing and packaging costs involved.

· Efficient milk distribution because of door to door delivery. 

· Credit dealings with consumers are possible. 

Weaknesses

· Lacks facilities for pasteurization and hygienic handling of milk.

· Milk is often adulterated with water and other chemicals, e.g. sodium bicarbonate.

· Milk is transported in poor quality vessels, e.g. jerry cans.

· Milk is often boiled in very unhygienic environments.

· It cannot attract development credit unless the milk hawkers are organized.

· Difficult to monitor and supervise quality standards because of the number and scattered nature of hawkers.
· It cannot support an organized and elaborate nation-wide milk collection system because operators are reluctant to establish or invest in milk collection infrastructure.

2.3.2
The formal milk marketing channel  

The formal milk marketing channel, on the other hand, operates an organized system of milk collection, using well-established bulking and transport infrastructure. Milk coolers are set up in the countryside for milk collection by farmers, co-operative societies, or agents. Thereafter, chilled milk is transported in insulated milk tankers to the factory where it is processed and packaged before marketing. There are over ten dairy processing plants countrywide with a total installed processing capacity of over 350,000 litres per day. After processing, dairy products are distributed through vendors or directly delivered to groceries, supermarkets, hotels, restaurants, schools and hospitals. Some of the dairy products are exported to regional markets including Democratic Republic of Congo, Tanzania, Rwanda and Burundi. 

What do you see as being the strengths and weaknesses of selling milk through the formal marketing channel? The following strengths and weaknesses have been attributed to the formal milk marketing channel:

Strengths

· Produces and markets high quality milk and dairy products.

· Shelf life of milk and dairy products is increased.

· Can attract development credit because it is organized.

· Easy to monitor and supervise quality standards.

· It can support an organized and elaborate nation-wide milk collection system because operators are keen to establish or invest in milk collection infrastructure.

Weaknesses

· Requires large initial capital outlay.

· Few and inadequate bulking centres.

· High processing and packaging costs.

· Prices of processed milk and dairy products are high.

· Milk is obtained from farmers on credit and delayed payments are the norm.

· Credit transactions with consumers are absent. 

2.4
The maize marketing system in Uganda

The maize marketing system or value chain comprises  numerous key players or actors: producers, traders, commodity brokers, grain millers, animal feed blenders, local brewers and consumers. Support institutions include: Uganda Commodity Exchange (UCE).  
Maize moves from the farmer to the final consumer through two main value chains or marketing channels namely: the maize grain and the maize flour value chains. There are a number of key players who perform varied functions which determine the level of efficiency in each of these value chains. These value chains and their respective key players are vividly shown in Figure 2 below:
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2.4.1
The maize grain marketing channel

This marketing channel is longer and is dominated by a number of key players which include farmers, rural traders, urban traders, large-scale traders/exporters and millers. Since it handles between 50-75% of the domestically traded maize and 100% of exported maize, it is hence the most reliable one for farmers. Throughout this value chain, maize is sold as grain. However, due to the large capital needs, the number of key players decreases as one moves down the chain. 

What do you think are the strengths and weaknesses of selling maize as grain? The following strengths and weaknesses have been attributed to the maize grain value chain:

Strengths

· It offers farmers or farmer organizations a wide choice of market outlets through which to market their maize grain.

· It employs numerous players even if value addition is negligible.

· As one moves downstream, economies of scale and quality improvements are realized. 

· It offers opportunities for growth and expansion into international markets.

Weaknesses

· By having very many participants, it is time-consuming and associated with high transaction costs that are transmitted back to farmers in the form of low prices.

· It lacks significant value addition since the emphasis is only on quality attributes of maize grain.

· Limited storage facilities results in spot transactions, which in effect tampers with the quality of the grain and results in high post harvest losses incurred by the participants.

· Competition among the participants reduces as one moves down the channel given their decreasing numbers.

· It has numerous part time and speculative traders and agents.

· Asymmetric market information and lower bargaining power occurs as one moves down the channel. Sales of maize at harvest season further lowers the farmers bargaining position for better prices on large volumes.

· It is characterized by use of mostly spot markets rather than contracts and long-term business relationships.

2.4.2
The maize flour marketing channel

The maize flour value chain entails the conversion of maize grain into flour and other by-products such as bran, and germ. This value chain is also long consisting of numerous players: farmers, rural traders, urban traders, large-scale traders and millers. However, the principal players in this value chain are small-scale, medium-scale and large-scale millers. Small-scale millers carry out predominantly contract or customized milling. On the other hand, the medium-scale and large-scale millers carry out trade-based milling and secure maize grain from urban and large-scale traders. Large-scale millers also engage in contract milling for relief agencies.

Flour of various grades is sold either as branded or unbranded. Unbranded flour is mainly sold to institutions, wholesalers and market vendors, and to small retailers. Branded flour on the other hand is mainly sold to supermarkets and to some extent, wholesalers. Local brewers use specialized flour for making local brew “kwete.” The maize by-products that include bran, and germ are used in the making of animal feeds.

For a long time, maize by-products were wasted or given away freely, but increased commercial animal and poultry rearing around urban centres has increased the demand for maize by-products. Animal feed blenders who are mainly found in urban centres are the major buyers of maize by-products. While a large proportion of the feed blenders use rudimentary technology, a few have invested in improved machines to prepare high quality feeds. However, some low quality grain also enters the animal feed market.

In your opinion, why is selling maize as maize flour advantageous or disadvantageous? A comparative analysis of the milled maize channel reveals the following advantages and disadvantages:

Advantages

· Value addition is evidenced by flour and other by-products produced.

· Many participants are involved, which creates employment opportunities. Small scale millers alone constitute about 85% of milling capacity.

· Alternative market outlets are provided for the players.
Disadvantages

· Many participants undermine efficiency and erode the gains accruing to each one of them.
· The participants do not appreciate quality as one moves downstream with respect to product flow. For example, small-scale millers do not grade their maize supplies. 
· Market information and bargaining power favours participants downstream.

· Inadequate storage affects planning and smooth operations of the participants.

· Competition and entry of participants is undermined as one moves downstream, given the capital outlay required.

· Limited volumes handled as one moves down the chain undermine efficiency.

· Owing to stiff competition among the millers, the performance of large-scale millers in this channel is largely reduced.

2.5
Concluding remarks and activity

A commodity marketing system encompasses all direct and indirect participants. While the direct participants handle the commodity, the indirect participants only support or facilitate the flow of the commodity in all the successive stages of its marketing system. Watch an accompanying short video depicting milk marketing in Kiruhura District in Uganda produced under the AgShare project. What is the structure and organization of the milk marketing system in Kiruhura? What upgrading opportunities exist for this milk marketing system? 

Readings 

1. Crawford, I. M. 1997. Agricultural and Food Marketing Management. Rome: Food and Agriculture Organization of the United Nations, chapters 2 and 6.
2. Kohls, R. L. and Uhl, J. N. 2002. Marketing of Agricultural Products. Ninth Edition. Prentice Hall, chapters 23-29. 

3. Elepu, G. Value Chain Analysis for the Dairy Sub-sector in Uganda. Final Report. Agribusiness Development Component, ASPS/DANIDA, 2006.

4. Elepu, G. Value Chain Analysis for the Maize Sub-sector in Uganda. Final Report. Agribusiness Development Component, ASPS/DANIDA, 2006.


TOPIC 3: New product development 
3.1
Introduction

In the previous topic, you saw that lack of differentiation in agricultural commodities leaves agribusinesses with no choice but to compete on price. In order to charge a price premium there is need for agribusiness firms to produce differentiated products. Moreover, a certain amount of innovation is necessary in competitive market situations. However, the introduction of new products carries high financial risks. There are a great many more new product failures than new product successes. In this topic, you will understand:

· Types of innovations that are commonly employed by agricultural and food marketing firms
· A model of the new product development process that can be used to manage the risks of innovation

· The major factors which tend to influence the level and rate of adoption of new products.

3.2
Innovation 

Innovation is the discovery and application of a new idea. Three types of innovations have been important for food manufacturers: 

1. New marketing methods and techniques - which often increase operational efficiency

2. New products or services - which add more consumer value to products  

3. New business organizations- such as the cooperative food processor, joint ventures between firms, or new marketing channels.

3.3
The new product development process

How would go about to develop a new product for the market knowing that its success rate there is not guaranteed? New product development is a step-wise process (Figure 3.1). The objective of these steps is to avoid costly failures by continually reviewing the prospects for the new product/product idea, and give the company several discrete points in time at which the decision to drop the product and cut their losses can be made. The most expensive mistake which can be made is to launch a product which ultimately proves unsuccessful. 


Figure 3.1: The new product development process
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3.3.1
Steps in new product development

Idea generation: Ideas are gathered from many sources including:

· Internal: R&D department, committee or task force, top executives, sales representatives, production staff, other company employees

· External: suppliers or market intermediaries, customers, competition, free- lance inventors, consultants, patent applications.

Idea screening: ideas are evaluated against the company’s objectives: compatibility, market potential and financial. If it is conducted well, the screening process will enable the organization to determine which new product ideas are right for it. The question remaining, at this point, is which products would be right for the customer?
Concept testing: The main purpose of concept tests is to estimate customer reactions to a product idea before committing substantial funds to it. The product idea has to be converted into a product concept. It is often possible to develop several product concepts from a single product idea. 

Business analysis: Involves an assessment of the total capital investment cost, the likely return-on-investment, the payback period as well as qualitative information. Where at all possible this should be carried out before a physical product has been manufactured or otherwise produced. The objective at this stage is not to produce precise sales forecasts but to establish the broad order of magnitude of probable sales volumes, revenues and expenses. 

Technical development: Involves translation of the product concept into a prototype or trial formulation in the case of a food product, animal health treatment or agrochemical. At any one time, only one product idea is likely to undergo technical development. It is important to note that customer needs should direct the technical development of new products. 

Market testing: Provides a real-world, in-market exposure for evaluating the product and its marketing program. Thus, test marketing offers two important benefits:

· It provides an opportunity to obtain a measure of a product’s sales performance under reasonably natural market conditions. Market share can be estimated and used as the basis of the decision as to whether or not the product should be launched nationally.

· It provides an opportunity for management to identify and correct product or marketing strategy weaknesses before a national launch takes place.

Commercialization: Assuming that the market test is positive, then full-scale production, introduction and marketing (i.e. commercialization) of the product can take place. 

3.3.2
Adoption and diffusion processes

Adoption is the process by which a consumer begins to buy and use the product while diffusion describes how the use of a product spreads throughout the population. 

As shown in Figure 3.2, adopters are grouped into five: 

Innovators: They are extremely adventurous and willing to take risks (i.e. risk-takers) with new products. They tend to be well educated, younger, better off financially, and are experienced.

Early adopters: They adopt innovations fairly early but do so with some care and are then in a position to influence the adoption behavior of others. They tend to be opinion leaders within their communities. They are heavy media users and heavy users of a new product.

The early majority: They avoid being the first or last to try an innovation and so, they adopt certain innovations before the average person. They are typically middle class consumers with slightly above average education and income levels. When they adopt the product, it is no longer considered new or different. 

The late majority: they are older, more conservative, and typically have lower than average levels of education and incomes. By the time they adopt the product it has become an economic necessity or there is pressure from peer groups to adopt. 

Laggards: They are rather more skeptical or averse to risk than those mentioned in the foregoing groups. They wait until the product or perhaps its technology - is in some way proven. Their proof usually takes the form of positive experiences on the part of those who have earlier adopted the product. Laggards are less open to change, typically lower in social class, more traditional and usually adopt the ‘innovation’ when it has taken on a measure of tradition itself.

Figure 3.2: The adoption curve
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The effect of product characteristics on the rate of adoption

Characteristics of an innovation affect its rate of adoption, namely: 

· Relative advantage: The degree to which the product is perceived to be better than alternatives will directly influence the speed of adoption. Thus, the truly innovative product, which offers a meaningful benefit to consumers, is likely to gain widespread adoption more quickly than a “me-too” product.

· Compatibility: Any innovation which closely matches the target audience’s values and experiences is better placed to be accepted e.g. dairy goats, fertilizers

· Complexity: Where the innovation is relatively difficult to understand or use adoption tends to be slow e.g. agrochemicals

· Divisibility: Innovations which can be tried on a limited basis thereby limiting the risk in adoption diffusion much more rapidly e.g. agrochemicals and new seed varieties have an advantage in that a farmer can apply them to a part of his/her acreage and observe the results.

· Ease of communication: The extent to which the results of using an innovation are observable and/or describable to others greatly influences the rate of adoption e.g. fungicides take effect over time and their chemical action is incomprehensible to most peasant farmers, their adoption rates tend to be slow.

3.4
Concluding remarks and activity

Innovations in the agricultural marketing system and their subsequent adoption result into higher rewards. Yet, the adoption of modern agricultural technologies such as new crop varieties is still low in Sub-Saharan Africa and thus explaining low agricultural productivity there. Which factors influence farmer adoption of agricultural technologies in this part of the world? More interestingly, the advent of biotechnology has received mixed reactions from both developed and developing world. Read carefully through the case study about genetically engineered food provided below and argue as to whether it is risky or not risky to consume genetically engineered foods.  
Case: Genetically Engineered Food: The Future has become the Present

    It may be helpful to indicate where new product development in foods is heading. In doing so, it will be seen that the pace and direction of innovation is such that companies cannot afford to be complacent.
    Genetically engineered food will soon be in the supermarkets of America and will be available to consumers around the world soon afterwards. America's Food and Drug Administration has already consented to bioengineered foods being sold in retail outlets and without any special labeling. Thus, the consumer may not even be aware that a particular food is bio-engineered since it will, in appearance, look identical to items with which he/she has long been familiar. Already in the pipeline are tomatoes that decay only very slowly because a particular gene has been reversed, potatoes that have had chicken or silk genes added to resist disease, catfish that have been injected with trout genes to promote growth, soy beans that can be treated with herbicide-fighting bacteria and experiments are on-going in which maize with fire fly genes. Also under development are potatoes which soak up less fat when fried, wheat that resists pests and oil producing plants that fend off insects by themselves.
    These might seem like something from science fiction but they are a reality. Of course, there are doubts. Some authorities are concerned that not know enough is know about the longer term effects of genetically altered foodstuffs on the human body. Others are concerned that we may not be capable of anticipating the effects of particular combinations. For instance, a groundnut gene might be added to a tomato to increase the protein level. Without appropriate labeling this combination could prove harmful to the very large number of people who are allergic to peanut. There are also moral and religious issues yet to be resolved. An example is that of someone who is vegetarian and has difficulty in establishing whether a fruit or vegetable has been enhanced, in some respect, by the addition of an animal gene. Similarly, those whose religion prohibits the consumption of pork would, presumably, be unhappy to later find that some permitted food contained the gene of a pig.
    Notwithstanding these concerns, bio-engineered foods are now a fact of life. These illustrations of what is on the horizon serve to underline the old adage, “The only thing you can be sure about tomorrow, is that it will be different from to-day.” Innovation is an on-going process which continues along a linear path of development for a while but then takes a new and often wholly unexpected turn in its direction.
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3. Adesina, A. A. and J. Baidu-Forson (1995), Farmers’ Perceptions and Adoption of New Agricultural Technology: Evidence from Burkina Faso and Guinea, Journal of Agricultural Economics 13: 1-9
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TOPIC 4: Product management

4.1
Introduction

As seen in the introductory topic, one of the most important concepts in marketing is that of the marketing mix comprising of the following elements: the product, pricing, place (distribution), and promotion. Altering one or more of these elements changes the nature of the market offering. Therefore, the challenge to marketing management is to find the mix which simultaneously optimizes customer utility and helps the organization achieve its objectives. In the preceding topic, you have known how product innovation takes place. However, coming up with a new product is one thing and successfully managing it is another. Therefore, the objectives of this topic are to make you:
· Understand the three levels at which a product or service can be marketed

· Distinguish between a product mix and a product line

· Aware of the advantages and disadvantages of branding agricultural products

· Appreciate all the decisions which have to be made with respect to branding agricultural products
4.2
The product

As shown in Figure 5.1 below, products can be marketed on three levels: 

· The core product. The base level is the core benefit which, in essence, is what the customer really buys. It is productive to think of a product as merely the mechanism by which the benefit the customer is demanding is delivered. For example a farmer doesn't buy improved seeds or fertilizer; he buys extra grain in the store. Hence there is need to know what the customer is buying and market those benefits, not products.

· The tangible product. The core benefit has to be converted into a tangible product to become the carrier of the benefit. Examples of tangible products are: corn oil, cotton shirts, poultry feeds, seed planters and meat pies. Tangible products have five common characteristics: a quality level, features, styling, a brand name and packaging. These too can be marketed to potential customers if they differentiate the product from that of competitors, so long as this differentiation is both meaningful and valued by consumers.

· The augmented product. Involves offering additional services and benefits to differentiate a product from that of competitors to give it a competitive edge. For example, improved seeds can be augmented with an advisory service to farmers and processors. Similarly, the agrochemical manufacturer who builds in a metering device into his product's packaging is augmenting his product. 

Figure 4.1: The product concept
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4.3
The product mix

A product mix is an assortment of types of products and product lines. A product line is a series of related products. More successful agribusinesses have a reasonably broad product portfolio for the following reasons: 

· Inherent seasonality of agricultural products; be they inputs or outputs. 

· Gain entry to the channels of distribution. Most distributors will want to handle a product range rather than a single item in order to be able to satisfy a number of customer needs on the occasion of a single visit to the sales outlet. 

· Gain credibility as a source of knowledge on product range especially where products are augmented by technical advice, as in the case of agricultural equipment, agrochemicals and other agricultural inputs. 

4.4
Product line extensions

The decision as to whether a given product line should be extended is a strategic issue. There are several reasons why firms would consider adding to the number of product lines (breadth) and/or to the number of variants (depth) within a product mix. They are:

· By extending the range of products offered, a company might gain entry to a new segment of the market. 

· It may be necessary to attract distributors who are interested in offering a full product line. 

· The business may have spare productive capacity and wish to increase the contribution to fixed costs by increasing the level of capacity utilization. 

· There may be a need to bring in products to support other product lines, or as part of their competitive strategy they want to fill gaps in the market which otherwise might give others a foothold in their market.

Whatever the motivation for extending the product line or mix, it has to be recognized that supplying more products (or product variations) carries costs as well as opportunities. The following are some of the costs or risks associated with product line proliferation:

· Fragmentation of the overall marketing effort and dilution of the brand image.

· Increased production complexity resulting from shorter production runs and more frequent line change overs.

· More errors in forecasting demand and increased logistics complexity, resulting in increased remnants and larger buffer inventories to avoid stockouts.

· Increased supplier costs due to rush orders and the inability to buy the most economic quantities of raw materials. 

· Distraction of the research and development group from new product development.

Thus, the product mix must be managed carefully. At any point, the product or marketing manager must know the sales (in volume, value, and percentage terms) and profit for each product line and item. Secondly, management must be aware of how each product within the portfolio is positioned against those of competitors. 

4.5
Product line deletions

Where items within a product line no longer have a clear role, it should be in the long term interest of the organization to either harvest or divest themselves of these items. Techniques such as the Boston Consulting Group (BCG) Growth-Share Matrix (see Aaker (2005) for detailed description of the BCG matrix) can help identify products that ought to be removed from the product line.

4.6
Branding products

What is a brand? How, why, and when should products be branded? A brand is a name, term, sign, symbol or design, or a combination of them intended to encourage prospective customers to differentiate a producer’s product(s) from those of competitors.

4.6.1
The advantages and disadvantages of branding

Branding can help consumers in a number of ways: 

· Brand names tell the consumer something about the product's characteristics and assure them that if they buy the same brand they will get the same product characteristics each time. 

· As the number of competing products increases branding can increase the shoppers’ efficiency by helping them to differentiate between products and identify that which best meets their needs. 

· Brand names also help draw consumers’ attention to new products which might meet, or better meet, their needs.

Producers and suppliers can also benefit from branding their products in the following ways: 

· Branding makes it easier for producers or sellers to match their products to the customers’ needs. 

· A distinctive seller’s brand name and trademark makes it possible to legally protect unique product features. 

· Branding also provides a basis for non-price competition by removing a product from the commodity category. 

· Market segmentation and target marketing are made more effective because branding enables the producer to serve separate markets with separate products.

However, there are also potential disadvantages attached to branding, for both producers and consumers. 

Consumers:

1. Higher prices: In most cases branded products carry higher retail prices than their generic equivalents. In part, the higher price is explained by the additional production costs and marketing expenditures incurred by the supplier in developing and supporting the brand. The higher price sometimes also carries a premium for the unique benefits and/or features of the brand. Whether or not these higher prices can be justified depends on the customer’s perception of the added value he/she receives in return for the price premium.

2. Brand proliferation: Whilst consumers generally like to have a degree of choice when buying products, meeting this need does encourage a proliferation of products. There is a real danger that so many brands are on offer that the consumer becomes confused thus negating some of the benefits of branding mentioned previously, especially increased shopping efficiency. The dangers of brand proliferation are only realized when the differences between brands are either marginal or are not meaningful to the consumer and yet, the supplier continues to support the brand rather than let market forces dictate that it ought to be deleted from the organization’s product portfolio.

Producers or suppliers:

1. Higher costs: Branded products tend to require heavy promotional support and more stringent quality control to ensure the consistency of the brand. Moreover, both production and marketing costs are higher where several brands of a product type are offered rather than a single product. However, if the brand is truly distinctive and offers potential buyers benefits and/or features which they value, then additional costs can usually be recovered through premium pricing.

2. Adverse publicity: The relationship between the product and the enterprise which produces and/or markets it is all the more apparent when that product is branded. Brands which fail in the market place can place a stigma on an organization which makes distributors and consumers cautious about handling or purchasing new products/brands which that organization subsequently launches. It is for this reason that pre-market testing must be all the more rigorous in the case of branded products.

4.6.2
Branding decisions

There are two basic product characteristics which will help determine whether branding is feasible. 

· It must be possible to identify at least one unique dimension in the product. This can be in the core benefit, the product features and/or in the augmented product. Moreover, these unique selling propositions must be meaningful to the target market. There is little point in seeking to brand a maize seed if the only distinguishing feature is that it is dyed blue, unless the market displays a desire for blue maize seed. 

· It must be possible to consistently replicate the distinguishing characteristics of the brand. 

The decisions to be made in brand management are many. Figure 4.2 below indicates the main ones. It can be seen that having made the initial decision to brand the product there are then several other related decisions to make, the most important of which are:

Brand ownership: There are three possibilities. The product can carry a manufacturer’s brand name, that of a middleman (often termed a private brand, a distributor's brand or a dealer's brand) or the manufacturer might put some of the product under his/her own name and some under that of a middleman.

Figure 4.2: Branding decisions
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Brand quality: When developing a brand, the manufacturer has to choose a quality level that will support the brand’s position in the target market. Some markets are more quality conscious than others and even within the same market some consumers will prefer premium brands (i.e. high quality, high priced) and others will choose economy brands.

Brand name strategy: Producers who brand their products also have to decide what brand name strategy to pursue. The choices include:

· Individual brand names

· A blanket family name for all products

· Company branding.
If a company has a distinctive product with actual or potential sizeable demand it is probably best to develop a separate brand identity for each such product. Using a blanket family name reduces the costs of introducing the product because there is no need to create brand recognition or preference. Moreover, if the manufacturer's name is strong the product will achieve a certain level of immediate acceptance. When a company produces a range of quite different products it is best to use family brand names for each product line. Finally, some manufacturers elect to preface all brand names with the company name to benefit from the carry-over effect of an established and trusted corporate identity. Think of examples that fall under each of the three brand name choices.
Brand positioning and repositioning: The position of a product in the market place is multidimensional in nature. For example, orange fleshed potatoes could be positioned in one of several markets. It could be promoted as an infant food or a health food because of the presence of vitamin A.

Brand extension opportunities: A brand extension strategy is one where an already successful brand name is used to launch new or modified products. 

Multibranding: A multibrand strategy is one where the producer develops two or more brands in the same product category. This is useful in market segments where there is a good deal of brand-switching among consumers. 

Note: Brand names communicate denotative and/or connotative meaning. Denotative meaning is the literal and explicit meaning of a name. Connotative meaning is the imagery which the brand name conjures up in the mind of the prospective buyer. Hence, a brand name should:

· Suggest something about the product’s benefits and qualities

· Be easy to pronounce, recognize and remember

· Be distinctive and not easy to confuse with others

· Translate easily into foreign languages if exported.

4.7
Concluding remarks and activity

Consumer perceived benefits and choice of name are equally important factors for the success of a brand in the market. It does not matter how good a product’s brand name is, it will not compensate for inadequacies in that product. Similarly, an unimaginative or inappropriate brand name can adversely affect the prospects of a good product. A classic case of this is the Australian Pinklady apples provided below.  Read it carefully and draw some lessons that can be learnt by agribusiness firms intending to brand their products.

Case: Pinklady Apples

    The Pinklady apple variety was developed in Australia and introduced in 1993. Since its launch the new brand has been achieving premium prices in export markets.
    The trademark is registered and its owners seek to appoint licensed distributors within each of their export markets. In this way they are able to tighten their control of the marketing of the product. With a strong brand identity any benefits gained from being first in the market accrue to the brand.
    Even if competing growers eventually replicate the variety as often happens in the fruit and vegetable industries, these can only be introduced under another name and so would not benefit from the investment of the Australian owners in the name given to the new variety.
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TOPIC 5: Consumer behaviour and market segmentation

5.1
Introduction

In the previous topic, it is clearly evident that successful product management requires agribusiness firms to be consumer-oriented. Before we look at how products are priced in the market, it is important for us to first examine consumer behavior and learn how it is such a powerful tool that can be used in segmenting markets. After studying this topic you will be able to:
· Develop an understanding of the internal and external influences which shape the behaviour of consumers
· Identify the discrete stages of the buying process undertaken by consumers

· Appreciate how an understanding of consumer behaviour can be used in market segmentation and target marketing

5.2
Consumer behaviour

What do you think constitutes consumer behaviour? Consumer behaviour may be defined as the activities and decision processes involved in choosing between alternatives, procuring and using products or services. The behaviour of consumers is the product of two broad categories of influence, namely: endogenous factors (i.e. those internal to the individual) and exogenous factors (i.e. those external to the individual).

Endogenous factors

· Needs and motives: When an individual recognizes that he/she has a need, this acts to trigger a motivated state.

· Perceptions: Are the process by which an individual selects, organizes, and interprets information inputs to create a meaningful picture of the world.

· Learning processes: Much of human behaviour is learned and the evidence of learning is a change in a person’s behavior as a result of experience.

· Attitudes: Are a learned predisposition to respond in a consistently favorable or unfavorable manner with respect to a given object.

· Personality type: Like attitudes, personality types (e.g. self confident, nervous, introvert, extrovert, ambitious, bold etc. ) serve to bring about a consistency in the behavior of an individual with respect to his/her environment. 

· Self-image: It is a fusion of how a person would ideally like to be, the way a person believes others see him/her and how a person actually is.

Exogenous factors

· Culture: It is defined as the complex of values, ideas, attitudes and other meaningful symbols created by people to shape human behavior and the artifacts of that behaviour as they are transmitted from one generation to the next.

· Social class or status: Are groups of people based on income, occupation, education and lifestyle.

· Reference groups: The group(s) to which a person belongs exerts an influence upon the behaviour, beliefs and attitudes of its members by communicating norms and expectations about the roles they are to assume.

· Family membership: It is another reference group and often forms a decision making unit with respect to household purchases.

5.3
The consumer buying decision process

The consumer buying decision process involves 5 stages:

1. Problem or need recognition: The buying process begins with a recognition on the part of an individual or organization that they have a problem or need e.g. the farmer recognizes that he/she is approaching a new cultivation season and requires seed.

2. Information search: Information gathering may be passive or active. Passive information gathering occurs when an individual or group simply becomes more attentive to a recognized solution to a given need. In other circumstances the individual is proactive rather than reactive with respect to information. 

3. Evaluation of alternatives: The process of evaluating alternatives not only differs from customer to prospective customer but the individual will also adopt different processes in accordance with the situation. It is likely that when making judgments customers will focus on those product attributes and features that are most relevant to their needs at a given point in time. 

4. Purchase decision: At the evaluation stage the prospective customer will have arrived at a judgment about his/her preference among the evoked set and have formed a purchase intention. However, two factors can intervene between the intention and the purchase decision: the attitude of others and unanticipated events. For example, a farmer may state an intention to purchase a mechanical thresher within the next twelve months but when his/her implicit assumption of ‘a good harvest’ is not realized, due to drought, the purchase of the machine is postponed.

5. Post-purchase behavior: Having procured the product the customer will experience either satisfaction or dissatisfaction with his/her purchase. The level of satisfaction or dissatisfaction is largely a function of the congruence between the buyer’s expectations of the product and the product’s perceived performance. If the product’s perceived performance either matches or exceeds its expected performance then the buyer is likely to feel highly satisfied and vice-versa. 

5.4
Market segmentation

Can you identify and name any one market that is segmented? How is the market segmented? Are there any advantages (or may be disadvantages) of segmenting the market? Market segmentation is defined as the process of identifying and then separating a total market into parts so that different marketing strategies can be used for each part. The technique of segmenting a market helps an enterprise decide how far it can go in tailoring its product or service to the needs of distinct groups of customers (individual or commercial/industrial). 

5.4.1
Bases for market segmentation

Market segments are based on customer or product characteristics. Typical product characteristics are different sizes, prices and colors whereas customer characteristics may be age, sex, income, social class, geographical location, personality, product usage rate, degree of brand loyalty, occasions of product usage. 

5.4.2
Strategic approaches to market segmentation
Once the market has been segmented an agribusiness must decide which of these segments it can profitably serve. The main strategic approaches which may be adopted in this regard are:

1. Concentrated marketing: The organization concentrates on serving a single market segment. This is also known as niche marketing. This can be a high risk strategy since the organization is vulnerable without some degree of diversification as niche markets can quickly disappear.

2. Differentiated marketing: Here the organization elects to serve two or more of the market segments identified. A distinct marketing mix is employed for each market segment which the organization is seeking to penetrate.

3. Undifferentiated marketing: This is the antithesis of market segmentation in that the organization seeks to attract as many buyers as possible with a single marketing mix. Some organizations have been very successful with this simple formula but it becomes increasingly difficult to sustain market position and share as the level of competition becomes more intense.

5.5
Concluding remarks and activity
Both product-related and consumer-related characteristics can be used to segment the market. Consumer demographics, preferences, and behaviours have often been used in segmenting markets. Markets can also be segmented based on product characteristics such as: size, colour, and price. Analyse the case study below of instant Nescafè coffee brand that was introduced by Nestlè and, draw lessons for agribusiness firms launching new products to learn about the influence of consumer behavior on the product’s success.


Case: Consumers Take an Instant Dislike to Nescafè


Instant coffee was first introduced in 1949. Initially this new product seemed as though it would be widely accepted. Tests were conducted in which samples of potential users were given unmarked cups of instant coffee. A substantial proportion of the sampled respondents could not tell the difference between the two coffees. However, when Nestlè launched its Nescafè brand it was disappointed by sales. Follow-up research posed the question, “Why don't you use instant coffee?” The response was, “I don't like the taste.”


Given the pre-launch marketing research results Nestlè decided to pursue the matter and employed a psychologist to pose the question in less direct ways in an attempt to access underlying motives. Two samples, each comprising of 100 housewives, were given a shopping list. The two shopping lists were identical except that one contained Nescafè instant coffee and the other Maxwell House coffee (drip grind). Respondents in each of the samples were asked what they could infer about the characteristics and personality of the woman who had written the shopping list which they had been given. The two groups of respondents described quite different women.


The woman who bought instant coffee was described as lazy, poorly organized, careless with money and an inadequate wife and mother. In describing the hypothetical buyer of instant coffee in this way, respondents were projecting their own feelings towards instant coffee. That is, the rejection of instant coffee had little to do with poor taste characteristics. Rather, respondents were concerned about how they would be perceived by others if they used a convenience product like instant coffee. They were clearly convinced that they would be seen to have the same characteristics as the woman whom they had described.
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Topic 6: Pricing decisions
6.1
Introduction

After studying consumer behaviour, it is now time for us to proceed to look at pricing which is another element of marketing mix. This topic seeks you to understand:

· The wide range of objectives that organisations seek to achieve through their pricing decisions

· How producer and consumer sensitivity to price changes affect supply and demand

· The nature of cost-revenue-supply relationships and their influence upon pricing decisions

· Consumers' perceptions of price and how these are used in making purchase decisions

· The differences between cost-oriented and market-oriented pricing strategies, and

We will begin this discussion by looking at pricing objectives.
6.2
Pricing objectives

Pricing objectives vary from firm to firm and can be classified into six major groups: 

1. Profitability objectives -  Involves considering the overall profitability of the organization as well as the profitability of strategic business units (SBUs), product lines and individual products.

· Maximizing profits or return on investment (ROI): ROI is profit expressed as a percentage of either total sales or assets. This can be either in a short or long run period.

· Maximizing revenues: Marketing managers often seek to maximize revenues when setting prices with the belief that if current revenues are maximized then, in the long run, profits will be maximized.

2. Volume objectives – Involves maximizing total sales or market share

· Maximizing total sales: On occasion, the pricing decisions of managers have more to do with sales maximization than profit maximization. 

· Maximizing market share: The organization’s specific goals may be either to maintain its share of a particular market or to increase its market share. 

3. Competition objectives - Pricing decisions that take into account the current behavior of competitors and seek to anticipate the future behavior of those competitors. They include:

· Going-rate pricing: Competing firms will sometimes set out to match the industry leader’s prices. The net result is to take the emphasis away from price competition and refocus competition on to other elements of the marketing mix. 

· Anti-competitive pricing: On occasion, a firm will price its products with a view to discouraging competitors from entering the market or to force them out of the market. This is done by maintaining relatively low prices and profit margins. 

4. Prestige objectives - These involve establishing relatively high prices to develop and maintain an image of quality and exclusiveness that appeals to status-conscious consumers.

5. Strategic objectives

· Price stabilization: The company will seek to maintain its own prices at or around those of competitors. 

· Supporting other products: Pricing decisions are often focused upon the aim of maximizing total profits rather than maximizing profits obtained from any single product within the portfolio. 

· Maintaining cash flow: Prices can be structured in such a way that customers are encouraged either to pay cash or to repay credit earlier than they might otherwise do.

· Target markets: The sensitivity of buyers to prices can vary across different market segments. 

· Product positioning: The product is priced at a level commensurate with the target quality image and market positioning.

6. Relationship objectives - Commercial organizations have stakeholders with which they must establish and maintain relations conducive to a positive operating environment. 

· Channel of distribution members: The interests of all participants in the channel of distribution for the organization’s products have to be taken into consideration when making pricing decisions. 

· Suppliers: Just as the organization must take account of the interests of its distributors, so it must be concerned about the welfare of suppliers. 

· The general public: Companies have to be careful in the way they report prices and profits since these can easily be perceived as being excessive.

· Government: Governments often take a keen interest in the prices charged, particularly if the product is a staple food. 

Can you identify practical examples of pricing decisions of different producers/processors/traders that seem to be informed by the different criteria outlined above?
6.3
The laws of supply and demand

Price theory holds that ceteris paribus (i.e. all other things being equal), as prices increase so demand falls and supplies increase. 

Figure 6.1 below depicts the demand and supply schedules for a given product, say milk. In this example, the equilibrium price is $ 10 per litre. 

Figure 6.1: The point of equilibrium in a perfectly competitive market
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Demand shifters

· Disposable income: If it were to increase, then the whole demand curve could shift to the right and vice-versa. 

· Price of a substitute product: An increase in the price of a substitute product would shift the demand curve to the right and vice-versa. 

· Price of complementary product: A decrease in the price of complementary products would cause the demand curve to shift to the right and vice-versa. 

Note: Shifts in the supply curve also occur and are a function of the product’s own price, related product prices and non-price variables which can bring about a shift in supply levels, e.g. weather and technology.

6.4
Elasticity 
6.4.1
Price elasticity of demand

Price elasticity of demand (or demand elasticity) is a measure of the responsiveness of buyers to price changes. The elasticity of demand is the percentage change in the quantity of a product demanded divided by the percentage change in its price.
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Note: The price elasticity of supply of a product is the percentage change in the quantity of product supplied divided by the percentage change in its price. 

Figure 6.2: Degrees of own-price elasticities of demand

	Value of Elasticity
	Interpretation
	Type

	e = 0
	Quantity demanded does not change at all in response to price changes.
	Perfectly inelastic

	0>e>(-)1
	Quantity changes by a smaller amount than price.
	Relatively inelastic

	e = (-)1
	Quantity changes by the same amount as price.
	Unitary elasticity

	(-)1>e>(-)∞
	Quantity changes by a larger amount than price.
	Relatively elastic

	e = (-)∞
	Consumers will purchase all they can at a particular price but none of the product at all above that price.
	Perfectly elastic


What factors influence the price elasticity of demand? They include:
· Availability of substitutes: Any commodity for which there are close substitutes is likely to have a highly elastic demand.

· Number of uses to which a commodity can be put: The more uses a commodity has, the more elastic will its price elasticity tend to be.

· Proportion of income spent on a particular product: The larger the product’s share of the consumer expenditure, the more sensitive will the consumers become to changes in its price.

· Degree of commodity aggregation: The price elasticity of demand will depend on how widely or narrowly a commodity is defined. The demand for meat is normally more price elastic than the demand for all meat. Similarly, the price elasticity of all meat is likely to be more price elastic than the demand for all food.

6.4.2
Cross-price elasticity of demand

Cross price elasticity of demand is a measure of how the quantity purchased of one commodity (Qa) responds to changes in the price of another commodity (Pb), ceteris paribus. This can be expressed as:
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Note: The sign of cross elasticity is negative if a and b are complements and positive if a and b are substitutes. Which goods are substitutes or complements?

6.4.3
Income elasticity of demand

Income elasticity is the percentage change in the quantity of a product demanded divided by the percentage change in income.

η = the percentage change in the quantity demanded
       the percentage change in the income

Note: The sign of income elasticity is: 

· Less than 1 if inferior good

· Equal to 1 if a necessity

· Greater than 1 if luxury good 
Which goods would you consider to be inferior, necessities, and luxuries?

6.5
Theory of costs

Organizations have to consider their costs when making pricing decisions. Costs can be broadly categorized into two:

· Fixed costs: Do not vary with the level of production e.g. rents, insurances, the salaries of administrative staff and depreciation on capital equipment 

· Variable costs: Are those expenditures which vary in direct relation to volumes of production e.g. raw material costs, hourly labor rates and packaging costs. 

If total fixed costs (TFC) are divided by the number of units produced then the average fixed cost (AFC) is obtained. Similarly, dividing the total variable cost (TVC) by the number of units produced gives the average variable cost (AVC). 

The relationship between the various classes of cost is illustrated in figure 6.3 below.

Figure 6.3: The movement of average costs as production levels change
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Note: Profits are maximized when price equals marginal cost of production. Can you mathematically prove this statement?

6.6
Pricing strategies

Cost-plus pricing: This involves calculating all the costs associated with producing and marketing a product on a per unit basis and then adding a margin to provide a profit. 

Market-oriented pricing: Market-oriented pricing begins from a consideration of factors external to the organization, i.e. the marketplace. They include price skimming or penetrating and discriminatory pricing.

Psychological pricing: Pricing has psychological as well as economic dimensions and marketers should take this into account when making pricing decisions. Quality pricing, odd-pricing, price line pricing and customary pricing are each forms of psychological pricing designed to appeal to the emotions of buyers.

Geographical pricing: Geographic considerations sometimes figure in pricing decisions. The main options are: FOB, delivered, and zonal pricing.

Promotional pricing: From time to time organizations might temporarily reduce prices to increase sales. Promotional pricing takes several forms: loss leaders, special event pricing, cash rebates, discounts, warranties. 

Administered pricing: Administered prices are defined as those which are imposed on the market by some external body. In developing countries, administered prices are usually set by government or by a parastatal organization acting on behalf of government. 

6.7
Concluding remarks and activity
The price of a product or service conveys many diverse messages to consumers. Some consumers will see price as an indicator of product quality; others will perceive the price as a reflection of the scarcity value of the product or service; some others will view price as a symbol of social status; and yet others will simply see price as a statement by the supplier about the value he/she places on the product or service. Hence, pricing decisions are of critical importance to the organization. However, the task of pricing is reiterative because it takes place within a dynamic environment: shifting cost structures affect profitability, new competitors and new products alter the competitive balance, changing consumer tastes and disposable incomes modify established patterns of consumption. This being the case, an organization must not only continually reassess its prices, but also the processes and methods it employs in arriving at these prices. The case of the Kenya Seed Company presented below illustrates this point. After reading it, explain why the uniform pricing strategy adopted by this company proved to be very successful in promoting agricultural development in Kenya.

Case: Kenya Seed Company’s Uniform Pricing Strategy
    

KSC was jointly owned by the Agricultural Development Corporation (ADC) and the Kenya Farmers Association (KFA). The commitment of the ADC to promoting the development of Kenya’s agricultural sector was reflected in KSC’s uniform delivered pricing for certified maize seed.
    Maize is Kenya’s staple food and is therefore a crop on which farmers primarily depend. KSC was keen to ensure that farmers had ready access to the seed the company processed in its Kitale factory. To this end, KSC hybrid maize was sold nationwide at the fixed retail price of K.sh.40 (40 Kenyan Shillings) per 10 kg bag. KSC’s initial pricing strategy had been to supply middlemen at a uniform price but it had found that retail prices varied enormously as each distributor added his own margin to the procurement price.
    KSC tackled its problem by copying the distribution strategies of Coca Cola and Wilkinson razor blades. The basic idea behind these strategies was to achieve widespread distribution of the seed at uniform prices to the farmer by giving retailers an attractive but fixed margin. The strategy encouraged retailers to actively promote KSC’s seed but discouraged them from increasing their margins. The strategy also served to promote the use of certified seed, in place of farm-saved seed, and prevented price discrimination against more remotely located farmers. As a result the aim of promoting agricultural development was also furthered by the uniform delivered pricing strategy implemented by KSC.
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Topic 7: Channel management and physical distribution
7.1
Introduction

In this topic we discuss the importance of third element of the marketing mix, place or distribution. A distribution channel is defined as a set of firms and individuals that take title, or assist in transferring title, to a good or service as it moves from the producer to the final consumer or industrial user. In this topic an attempt is made to explain to you:

· Key decisions in channel management

· The purposes and forms of distribution channels

· How intermediaries improve the effectiveness and efficiency of a marketing system
· Sources of conflict in distribution channels
· The key elements of physical distribution
· The total distribution cost concept

We will begin our discussion of this topic by identifying the key decisions that need to be made and will then consider the relative merits of different distribution models.

7.2
Key decisions in channel management

There are a number of key decision areas pertaining to the appointment of intermediaries. These include: 

· Price policy: List prices, wholesale/retail margins and a schedule of discounts have to be developed. (See Topic 6)
· Terms and conditions of sale: In addition to price schedules the producer/supplier must explicitly state payment terms, guarantees and any restrictions on where and how products are to be sold. 

· Territorial rights: In the case of certain products, distributors will be given exclusive rights to market a product within a specified territory. 

· Definition of responsibilities: The respective duties and responsibilities of supplier and distributor have to be clearly defined. For instance, who will provide technical advice.

· Intensity of distribution: The total proportion of the market covered, will depend upon whether a market skimming or penetration strategy is adopted. Three alternative decisions exist:

· Extensive distribution: The supplier involves a number of intermediaries to distribute a product. This is possible where the product is fairly well standardized or undifferentiated and requires no particular expertise in its retailing.

· Selective distribution: The supplier appoints a limited number of retailers, or other middlemen to handle a product line. 

· Exclusive distribution: The producer grants exclusive right to a wholesaler or retailer to sell in a geographic region. 

7.3
Types of distribution systems

The main types of distribution systems include:

· Direct marketing systems: Producers selling directly to consumers. Most likely to occur when distances are short between the two agents or there are relatively few consumers. 

· Indirect marketing systems: Producers selling to consumers through middlemen (wholesalers, agents/brokers, retailers). Most likely to occur when distances are short between the two agents or there are relatively few consumers. 

· Auctions: The system involves bringing prospective buyers and sellers together under the auspices of an independent auctioneer. 

· Vertical marketing systems: This is a system in which the producer(s), wholesaler(s) and retailer(s) act as a unified system. 

· Horizontal marketing systems: Channels can also develop into horizontal marketing systems in which two or more companies, at the same channel level, cooperate to pursue marketing opportunities. For example, a seed company and a grain merchant might set up a joint venture to offer farmers a complete package where he buys certified seed from the new enterprise which guarantees to buy his/her grain crop at prevailing market prices.

7.4
The importance of middlemen

The existence of middlemen is justified because: 

· They perform marketing functions which others cannot or will not 

· They perform marketing functions more efficiently than can the producer and/or alternative intermediaries.

· They provide wider market exposure

· Few producers have sufficient capital to market direct 

· Producers can usually earn a higher return on investment by employing available capital in activities other than those of direct marketing.

7.5
Power and conflict in distribution channels

Within a distribution channel there is usually a balance of power, and the characteristics of the channel are shaped by the manner in which power is exercised. Sometimes the balance of power in a channel lies with the producer/manufacturer and in others it lies with the intermediary. Moreover, there is always the potential for conflict between channel members to arise for the following reasons: 

· Incompatibility of goals 
· Confusion over roles and rights
· Differences in perceptions about type of customers, market, objectives and roles of other channel members, and themselves 

· Degree of interdependence.
7.6
Physical distribution

Physical distribution comprises all activities involved in planning, implementing, and controlling the physical flow of raw materials, in-process inventory, and finished goods from point-of-origin to point-of-consumption. The main activities include: 

· Customer service

· Inventory control 

· Material handling 

· Transportation 

· Warehousing 

· Storage
What does each of these activities involve in the distribution of agricultural commodities and products?
7.7
The total distribution concept

The total distribution concept and the total cost approach are based on the notion that all elements of physical distribution are so interdependent that a decision made about one element will impact on some or all of the others. Thus, the challenge is to minimize the total costs of the distribution system which include inventory, storage, system, and unit delivery costs. Can you find out what each of these costs entails?
Figure 7.1: The components of the total costs attached to physical distribution
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Why are inventory, storage, and system costs increasing while unit delivery costs are decreasing with increase in number of warehouses?
7.8 Concluding remarks and activity

The importance of channel management has not always been recognized. For a long time, marketers only gave thought to appropriate channels of distribution after the product had been developed. However, in today’s competitive and increasingly global marketplace, managers must plan for product distribution as they plan their products. Read the case study below about the Sri Lanka’s rice transplanter and highlight what it illustrates about the importance of channel management.

Case: Sri Lanka's Rice Transplanter


Around 40% of the rice grown in Sri Lanka is transplanted as seedlings with the remainder of the crop directly broadcast. The work of transplanting is mainly carried out by women. It is an arduous and time-consuming task. The government-funded Farm Machinery Research Institute (FMRC), in association with the German development agency, GTZ, designed a mechanical 6-row rice transplanter. Once the machine was at the prototype stage a number of local agricultural machinery manufacturers were encouraged to adopt the design and take it on to production.


Almost all of the field research and testing for this machine was carried out in the vicinity of the research station. FMRC is located in the north of the country where the rural population density is low and, since there is relatively little pressure on the land, plant spacings are twice that of the much more densely populated southern provinces. The machine specifications were adequate for northern transplanting conditions but in the south the life span of the times proved extremely short. Further R&D was quickly undertaken and an improved Mark II version was soon launched on to the market.


None of the manufacturers who had been involved in the production of the Mark I transplanter could participate in the relaunch because so much of their capital was tied up in stocks of the Mark I model whose sales were very slow due to the adverse publicity given to that machine. FMRC went ahead and contracted a separate group of agricultural machinery manufacturers to produce the Mark II transplanter. The Mark I was made obsolete and sales of that model ceased altogether. The group of manufacturers who were left with stocks of the Mark I felt betrayed by an organization which they had supported in bringing one of its innovations to market. Not surprisingly, FMRC has found it difficult to persuade this group of companies to engage in the production of any of its subsequent machinery developments. Since the firms are Sri Lanka’s largest agricultural machinery manufacturers, FMRC’s mission to introduce improved and affordable machines and implements to Sri Lanka's farmers has been greatly handicapped.

Readings

1. Kotler, P. and Keller, K. L. 2006. Marketing Management. Twelfth edition. Prentice Hall, Englewood Cliffs, N.J., chapters 15-16.

2. Crawford, I. M. 1997. Agricultural and Food Marketing Management. Rome: Food and Agriculture Organization of the United Nations, chapter 9.
3. Kohls, R. L. and Uhl, J. N. 2002. Marketing of Agricultural Products. Ninth Edition. Prentice Hall, chapters 5. 

4. Park, M. M. and G. Zaltman. 1987. Marketing Management. Dryden Press, chapters 13-14.

5. Peter, J. P. and J. H. Donnelly, Jr. 1995. Marketing Management: Knowledge and Skills. Fourth edition. Irwin, chapter 10.
6. Boyd, Jr., H. W. and O. C. Walker, Jr. 1990. Marketing Management: A Strategic Approach. Irwin, Inc., chapter 15.
7. Frazier, G.R. (2009), Physical distribution and channel management: A knowledge and capabilities perspective, Journal of Supply Chain Management 45(2):23-36.

8. Hingley, M. and V. Sodano (2010), Channel management and differentiation strategies in the supply chain for fresh produce, Journal of Food Products Marketing, 16(1): 129-146.


Topic 8: Marketing communications

8.1
Introduction

In the previous topics, we have discussed the three elements of marketing mix: product, pricing, and place. This topic now covers the fourth and last element of the marketing mix, promotion or marketing communications. At the end of this topic, you should be able to:

· Appreciate the broad range of objectives of marketing communications.

· Recognise the elements of the promotional mix and understand their respective roles in the communication process.

· Understand the steps involved in setting marketing communication objectives.

· Develop a conceptual framework for making decisions about marketing communications programmes.

· Become familiar with the approaches most commonly used in setting budgets for marketing communications.

· Become aware of the principal methods used in evaluating the effectiveness of marketing communications.

8.2 
Objectives of marketing communications
Before we look at the objectives of marketing communications, it is first important to know what marketing communications entail. Marketing communications are intended to both inform and persuade a target audience, with a view to influencing the behavior of that group. The behavior of interest to agribusinesses can range from encouraging farmers to adopt improved husbandry practices or to grow a particular crop (or variety of crop), to encouraging industrial or consumer buyers to try a product or service. 

Thus, marketing communications serve five key objectives:

· Provision of information

· Stimulation of demand

· Differentiating the product or service

· Underlining the product’s value

· Regulating sales.

8.3
Forms of marketing communications 

There are four forms of marketing communications, namely:

· Advertising

· Sales promotion

· Personal selling 

· Publicity 

8.3.1
Advertising

Advertising makes use of the mass media, i.e. newspapers, television, radio, magazines, bus hoardings and billboards. It is intended to both inform and persuade. Mass consumption and geographically dispersed markets make advertising particularly appropriate for products that rely on sending the same promotional message to large audiences. Many of the objectives of advertising are only realized in the longer term and therefore it is largely a strategic marketing tool. 

8.3.2
Sales promotion

Sales promotion employs short-term incentives, such as free gifts, money-off coupons, product samples, stamps, lotteries, competition, bonuses etc., and its effects also tend to be short-term. Therefore, sales promotion is a tactical marketing instrument and it is used to address short term problems such as reducing the cash burden of overstocked products, stimulating demand during what is traditionally the low season, selling off stocks which are becoming obsolete or are likely to spoil if they remain in storage. Sales promotions may be targeted at consumers, industrial buyers (e.g. dairy processors or food manufacturers), channel intermediaries (e.g. traders, wholesalers or retailers) or the organization’s own sales force.

8.3.3
Public relations

Public relations is an organization’s communications with its various publics. These publics include customers, suppliers, stockholders (shareholders, financial institutions and others with money invested in the business), employees, the government and the general public. The objectives of public relations tend to be broader than those of other components of promotional strategy. It is concerned with the prestige and image of the organization as a whole among groups whose attitudes and behavior can impact upon the performance and aims of the organization. The methods employed by public relations professionals include: Open days, Sponsorship, In-house publications, Community projects, Press releases, Video films, Training courses, Annual reports. 

8.3.4
Personal selling

This can be described as an interpersonal influence process involving an agribusiness’ promotional presentation conducted on a person-to-person basis with the prospective buyer. Personal selling complements both advertising and sales promotion. Many organizations have a sales force comprised of a number of representatives who have face-to-face contact with the customer. The division of responsibilities between sales representatives may be based on geographical areas or on product groups.

8.4
Factors influencing the communications mix

There are at least 5 major factors that influence what makes a given mix of promotional techniques appropriate. These are: 

· Nature of the market

· Nature of the product

· Stage in the product life cycle

· Price 

· Size of promotional budget.
8.4.1
Nature of the market
An organization’s target audience greatly influences the form of communication to be used. Where a market is comprised of relatively few buyers, in reasonable proximity to one another, then personal selling may prove efficient as well as effective. Conversely, large and dispersed markets are perhaps unsuitable for personal selling because the costs per contact will be high. The customer type also has an impact. A target market made up of industrial purchasers, wholesalers or retailers is more likely to be served by organizations which employ personal selling than is a market of consumers.

Another important consideration is the state of the prospective customer's knowledge and preferences with respect to the product or service. In some cases, the task will be to make potential customers aware of a product which is entirely new to them, whilst in others, the aim will be to attract them away from a competing product. The two tasks are quite different in nature and may require the use of differing forms of communication. 

8.4.2
Nature of the product
Highly standardized products, with minimal servicing requirements, are less likely to depend upon personal selling than are custom designed products that are technically complex and/or require frequent servicing. Standardized, high sales volume products, especially consumer products, will probably rely more on advertising through the mass media. Where the product is targeted at a narrow market segment or where those who can use the product effectively are few in number then personal selling will prove the more cost effective method of communications. 

8.4.3
Stage in the product life cycle
The promotional mix must be matched to a product’s stage in the product life cycle. During the introductory stage, heavy emphasis is placed upon personal selling to convey the attributes and benefits of the product. Intermediaries are personally contacted to engender awareness, interest and, if possible, commitment to the product. Trade shows and demonstrations are also frequently used to inform and educate prospective dealers/retailers and, sometimes, consumers. Advertising at this stage is chiefly informative, and sales promotion techniques, such as product samples and money-off coupons, are designed to achieve the goals of getting potential customers to try the product.

As a product graduates into the growth and maturity stages, advertising places greater emphasis upon persuasion, with the ultimate objective of encouraging the target market to become purchasers of the product. Personal selling efforts continue to be directed at marketing intermediaries in an attempt to expand distribution. As more competitors enter the market, advertising begins to stress product differences to establish brand loyalty. Reminder advertisements begin to appear in the maturity and early decline stages.

8.4.4
Price
Advertising and/or sales promotion are the dominant promotional tools for low unit value products due to the high per contact costs in personal selling. Higher value products can justify, and usually require personal selling.

8.4.5 
Promotional budget
A real barrier to implementing any promotional strategy is the size of the promotional budget. Mass media advertising tends to be expensive although the message can reach large numbers of people and hence the cost per contact is relatively low. For many new or smaller firms the costs are prohibitive and they are forced to seek less efficient but cheaper methods. 

Obviously, while all of the above factors will influence how an organisation can communicate, they first have to have a message to communicate.

8.5
Developing the message

In most instances, the attention of the target audience can only be held for a relatively short time. Thus marketers must be selective in the points of information they seek to communicate. Whilst a product or service could have a large set of selling points, these will have to be narrowed down to a select few. Moreover, the single most important selling point will be the one to be included in the principal slogan or headline. This is sometimes termed the unique selling proposition (USP). A USP should only be decided upon after customer research has determined meaningful and important messages. For example, there is little to be gained from promoting the nutritional superiority of hammer milled whole grain over roller milled refined grain when consumers believe the latter is superior in taste, colour and texture.

8.6 
Selecting the media

Criteria for selecting communications media include:

· Level of message exposure, i.e. reach and frequency

· Level of impact, i.e. audio and visual

· Nature of the target audience

· Cost and cost effectiveness.

8.7
Concluding remarks and activity
Marketing communications can be either informative or persuasive depending on the nature of the good in question. It can be done in four ways (i.e. advertising, sales promotion, personal selling, and publicity) and through various media (e.g. newspapers, television, radio, magazines, bus hoardings and billboards). However, the choice of appropriate communications mix and media is very important for greater results. In the case study provided below, identify elements of marketing communications that led to the ‘great’ success of the Zimbabwe’s Seed Co-op’s promotion of “War Against Hunger.”

Case: Sowing the Seeds of Success by Communicating with the Market


    “Up until a few years ago, the Seed Co-op was production driven”, admitted the Marketing Manager of The Seed Company of Zimbabwe Limited. He was referring to a situation where the member growers decided how much of each crop they wanted to grow and then asked the Seed Co-op to sell what they were willing to produce. The Marketing Manager went on to say that the situation had changed and members had become, “…very much market-led.” He meant that members had come to understand the need to produce according to customer needs. The Seed Co-op made itself aware of customer needs through marketing communications.
    Zimbabwe’s Seed Co-op formerly enjoyed a monopoly and did not see the need to advertise. This changed with the introduction of market reforms that opened the seed supply business to competition. The Seed Co-op set its communication objectives as:

· To make groups, in addition to farmers, understand the role which the Seed Co-op played in the country's agriculture. These groups were to include: government, financial institutions and manufacturers.

· To create awareness that the Seed Co-op sold more than maize seed

· To communicate the importance of certified seed, and

· To make potential customers aware of newly introduced seed varieties.

The seed Co-op’s campaign was extensive, and costly. It covered:

· Rural radio advertising

· Rural bus panels

· Posters with calendars; these showed the various agro-regions of the country and their recommended crops

· Press advertising in both commercial and peasant farmer publications

· Rural cinema

· Sponsorship of televised weather reports

·  Television advertising.
    

A post-evaluation of the impact of the advertising campaign was undertaken and the Seed Co-op pronounced itself satisfied by the high level of recall of its promotional theme, “War Against Hunger”.
    The Seed Co-op employed both sales and extension personnel but the two were seen to have distinct roles. In the words of Mr. de Woronin, “A different personality and approach is needed for selling, as opposed to extension work, which we at Seed Co-op have learnt the hard way. Extension people cannot necessarily sell, and vice versa.”
    Public relations also figured strongly in the Seed Co-op of Zimbabwe's marketing communications programme. The organization became very active in both national and provincial trade fairs and in local field days, in a bid to establish sound working relations with farmers.
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Topic 9: Marketing costs and margins 

9.1
Introduction

Having discussed all the elements of the marketing mix and marketing systems of agricultural commodities and products, it is important to conclude this module by looking at the techniques that are often used to assess the performance of the marketing system. This topic is aimed at enabling you to:

· Understand what the term marketing efficiency means and the varied forms it can take

· Distinguish between marketing efficiency and marketing effectiveness
· Identify the factors which influence the level of efficiency and level of effectiveness of a marketing system
· Know how marketing margins can be calculated

Let’s begin our discussion with measures used assess the performance of a marketing system.
9.2 
Measures for assessing performance of the marketing system

The performance of a marketing system can be evaluated in terms of how well it performs in relation to what society and the market participants expect of it. The performance of a marketing strategy for the agricultural and food marketing system can be assessed through the following measures: 
· The farmer’s share of the retail price paid by the end user or consumer

· The gross marketing margin or farm-retail price spread, and

· The proportion of a consumer’s income which must be spent on food.

Whatever the perspective from which a marketing system’s performance is evaluated, the terms most commonly used are efficiency and effectiveness. 

9.3
Market effectiveness 

Market effectiveness relates to the achievement of goals without consideration of the cost. However, markets can be effective but not efficient.
9.4
Marketing efficiency

Marketing efficiency is the ratio of inputs to outputs. Marketing efficiency is principally comprised of operational efficiency and pricing efficiency. 
· Operational efficiency is increased when marketing costs are reduced whilst outputs are either maintained or expanded. 
· Pricing efficiency is concerned with the efficient allocation of resources by a marketing system. 
9.5
Marketing costs

To begin with, can you identify the probable costs of marketing of agricultural commodities or products? Marketing costs include labour, transport, packaging, containers, rent, utilities (water and energy), advertising, selling expenses, depreciation allowances and interest charges. Marketing costs vary from commodity to commodity and product to product. There are several factors that individually or collectively account for these differences. These include:

· The more wastage, the greater the proportion of customers’ expenditure which goes on marketing costs

· The more perishable the product, the greater the marketing costs

· The more processing of the commodity, the greater the marketing costs

· The greater the amount of produce handling and transportation, the greater the marketing costs.

9.6
Marketing margins

A marketing margin is the percentage of the final weighted average selling price taken by each stage of the marketing chain. The margin must cover the costs involved in transferring produce from one stage to the next and provide a reasonable return to those doing the marketing. 
Figure 9.1: Margins, shares and costs and marketing efficiency in Uganda
	 
	Raw Milk
	Processed Milk

	Retail price (1 litre)
	USh.1000.00
	USh.1200.00

	Marketing margin
	USh.600.00
	USh.800.00

	Farmer’s return
	USh.400.00
	USh400.00

	Farmer’s share
	40%
	33%


Though margins are often used in the analysis of the efficiency of marketing systems they have to be interpreted cautiously. Why should we be cautious when interpreting marketing margins? While higher marketing margins might reflect inefficiency of the marketing system it is not always the case. As economies develop, consumers tend to demand for more services, such as processing, cold transportation and storage, and these usually lead to higher margins even though the marketing system may be efficient. In the example provided in Figure 9.1 above you will see that the marketing margin (farmers’ share) is higher (lower) for processed than raw milk. This implies that in Uganda the marketing system for processed milk is less efficient than that for raw milk. Yet, our discussion of the milk marketing channels in Uganda (see topic 2) showed the contrary.
Note: When calculating marketing margins, it is advisable to employ the reference product concept. The reference product concept is important for purposes of comparing the performance of market participants who may be operating at different stages of the marketing channel from one another. The finished product as delivered to the end user can serve as the reference point. The reference product concept also takes into account product losses, the creation of by-products, transport, storage, handling, packaging and capital costs.

9.7
Concluding remarks and activity

By performing certain functions and services, various agribusinesses and agencies make it possible for agricultural commodities and products to move from producers to consumers. However, there is a cost attached to each of these functions. An efficient marketing system therefore is one capable of moving agricultural commodities or products from the producer to customer at the lowest possible cost consistent with the provision of the services that customers demand. Throughout this module, we have discussed all the elements of the marketing system of agricultural commodities or products. Can you identify which areas improvements could lead to increased efficiency and suggest ways through which the efficiency of a marketing system of agricultural commodities or products could be improved? Read the case of Kallu, a market gardener in Sierra Leone and explain why you he found himself working twice as hard for half as much profit.

Case: Market Gardening in Sierra Leone - Twice as Much Business but Half as Much Profit
    Kallu operated a small-holding some 10 km from Sierra Leone's capital Freetown. The land was suitable for growing a range of vegetables. Unlike his neighbours, Kallu invested, albeit modestly, in irrigation technology and land improvement. He also purchased superior quality imported seeds and manufactured fertilizers rather than rely upon poor quality seeds and chicken manure. Consequently, Kallu was able to grow high quality vegetables which he could sell for higher prices than his neighbours could achieve.
    Kallu sold his produce direct to retailers in Freetown whereas most other farmers sold to wholesalers. The retailers paid Kallu around two-thirds of the final consumer price whilst the wholesalers were paying about half of the final consumer price to farmers. Kallu saw an opportunity to supplement his own produce by purchasing vegetables from other farmers. He was finding it increasingly difficult to meet the demand for his own produce and he could afford to pay the other farmers a better price than that offered by the wholesalers and still make a profit when reselling to retailers. Kallu encouraged some of his neighbours to adopt his husbandry methods in the hope that they could supply produce of similar quality to his own.
    However, this was not altogether successful and some of Kallu's customers registered complaints that there was a variation in produce quality which had not occurred previously. Kallu became increasingly involved in teaching and demonstrating production methods to his produce suppliers. He also began purchasing quality seed which he sold to his neighbours at cost. Even then, because they had not invested in irrigation, Kallu's suppliers could not grow produce all year-round as he could. Eventually, Kallu found himself working twice as hard for half as much reward. His records showed that over a four year period his sales had doubled but his profits had halved.
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Figure 2.2: The Maize Marketing Channels in Uganda
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