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introduction

In this article, export marketing channels are discussed from a theoretical
point of view. There are many studies on export marketing channels, both
empirically and theoretically oriented [Bakker, 1980]. It seems to us,
however, that their link with general theory of marketing channels is weak
[e.g., Stern & El Ansary, 1982]. International marketing, as a subdiscipline
of general marketing, might possibly enlarge its understanding of marketing
channels by relating general marketing theory to specific features of interna-
tional marketing.

In applying general marketing theory to export marketing, it will be
necessary to establish which features are characteristic for export marketing.
The process of international marketing involves the transport of products
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over international boundaries. Some marketing attributes are characteristic
of export marketing but not of domestic marketing. A major attribute
relates to exchange rates between various currencies and their conversion
into acceptable currency for the exporter. Specific and detailed documents,
often involving customs brokers and other agents, are required for export
marketing. Additional related requirements may pertain to product identifi-
cation, not required in domestic marketing, on product packages or shipping
containers. Often international marketing requires the payment of import
duties, thereby raising the effective price to the buyer (or lowering it to the
seller, depending on relative bargaining power), and on occasion by quotas
and trade regulations, which effectively limit the amount of a commodity
that may be sold in a market during a specific time interval. Many interna-
tional trade transactions involve the financing by a shipper, a bank, or a
governmental agency, of the product traded and sometimes the cost of
transporting it. In a survey of 122 Dutch food industries in 1980 on export-
ing to West Germany, 21% of the companies interviewed had export
problems with the German Food and Drug Act, 17% with formalities at the
border, 16% with transport regulations, 11% with competition, 9% with a
different mentality, and 6% with an importing company [NIAM, 1980a].
These results illustrate that it i1s hard to determine specific variables for
export marketing. Nevertheless, such variables are needed if one is to
apply the principles of general marketing theory to export marketing.
Obviously geographic distance to market is a specific characteristic of an
export market. Let us summarize differences between domestic and export
market in norms, values, life-style, customs, and laws as the variable
cultural distanct.

So, the influence of distance to market on export marketing channels will
be analyzed. In this paper only, a partial analysis is offered, since the
influence on marketing channels of features specific to export marketing is
examined. In fact, general marketing characteristics like product type may
be ultimately decisive in determining export marketing channels.

The plan of the paper is first to analyze the influence of distance on dis-
tribution decisions. This is discussed within the framework of the Dorfman-
Steiner model. Afterwards, a more specific qualitative analysis 1s given of
the impact of distance to market on marketing channels. Some major
marketing theories on channel formation are reviewed, so that the influence
of distance to markets can be viewed in the light of these theories. Finally
inferences are drawn that might contribute to our understanding of export
marketing channels.
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Impact of Distance to Market on Distribution Decisions:
A General Treatment

A general model for marketing decision-making with the objective of

maximizing profits is the Dorfman-Steiner model [Dorfman & Steiner,
1954]:

S = f(P, D, A, Q) where: § = amount sold (10.1)
P = price

C = g(S, Q) D = distribution expenditure  (10.2)

R=S-P-S5S-C—-D—- A = max! (10.3)

A = advertising expenditure
Q = quality of product
C = production costs per unit

R = profit
from which the following profit-maximizing conditions are derived:
P
€, = MKUp = Pa = EQ'E (10.4)
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Distance to market was proposed as characteristic of export markets.
Distance, L, is introduced as an additional variable. In this section, no
distinction between cultural and geographic distance is made:

S =f(P, D, A, Q, L) (10.5)
C=g(S, Q) (10.6)

Distance to market could influence sales indirectly by impact on distribution
effort, D, and advertising, A. Given a specific distance L = L, profit-
maximizing conditions (equation 10.4) remain valid, but their value depends
on the specific value L. If distance affects the influence of distribution and
advertising on sales, an increase of L, to L, will affect marketing expendi-
tures according to the values of
3°S 3°S

and :
oDoL 0AJL
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For instance, if

9°S EEA)
< (0 and = ()
dDoL 0AJL

and if a firm aims to maximize profits, this firm will increase advertising
expenditure relative to distribution expenditure in a market at distance L, as
compared with the profit-maximizing expenditures at L,, provided that
L, > L, and the sales and cost functions remain the same.

In order to be more specific about the effect of distance, let us specify
the sales function in more detail. Some alternative specifications will
be considered.

Specification 1

S = aPPDOY ¥ An)R (10.7)
for parameters:
a, v, 0, 1n,{>0and B<0; L=1

C = f(S, Q) (10.8)

This specification implies that distribution elasticity of sales decreases from
v + 8 toy with increasing distance, L, to the market. The marginal decrease
in sales with an increase in L levels off with the square of the distance since

8%
- (8/L*)S-In D, given P, D, A, and Q.

Profit-maximizing conditions for market 0, L = L, are, analogously to
equation 10.4, equal to

d\ SP SP
-

— B = —m— 10.9
L' D B=-n— (10.9)
Assume now another export Market 1 at distance L,, L, > L, having the
same sales functions as Market 0. On the basis of equations 10.9,

A,

S fori=0,1 (10.10)
D; v+ (3/L)

under profit maximization.
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Consequently, the ratio of A to D will be larger in Market 1 than in O if
L,>Lyand a, B, v, 6, 0, and { are the same in both markets. This is in
agreement with the fact that distribution functions are spun-off to middle-
men, agents, or export houses when distance to market increases. Equation
10.9 also indicates that a producer might try to maximize profit in Market 1
by a decrease of price, P, relative to the profit-maximizing price on Market
0. Obviously the latter strategy makes sense only if < —1.

So, under the objective of profit maximization, there will be a tendency to
increase advertising expenditure and to decrease price in markets if they are
otherwise the same, at greater distance. The conclusion of a price decrease is
valid only if demand is elastic in price. Similar specifications, implying a
more flexible influence of distance on sales, are, for instance, the same
multiplicative sales function having an exponent of the variable D equal to

(v + 8e%) or (v + 8e?L)/(1 + Nett),
for 8, . <0, and v, 8, A > 0.

Such specifications imply that the distribution elasticity varies between
(y + d) and v, respectively, and between (v + 3)/(1 + A) and v, for L
varying between 0 and .

Specification 2

Another specification of the sales function is that distance influences sales
through distribution and advertising expenditure:

S o= (XPB‘ D('Y + &/L) .A('f} + {/L), Q8 (1011)
for: a, vy, 8, 7m,,0>0; <0

For L = L, profit-maximizing conditions, equation 10.4, become

5\ SP [\ SP
13*—(v+ )-D==—(n+ )- (10.12)
)

L Ly A

So the ratio of distribution expenditure to advertising expenditure under
profit maximization is

+ &/L Lo+ 0 O/L — v/
b_» 0_YoTO_ ¥, £~ ¥ (10.13)
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With larger values of L, ceteris paribus, the profit-maximizing ratio D/A will
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decrease if 8/ > y/q, in other words, if the ratio of the marginal change of
the exponents of distribution, D, and advertising, A, with respect to market
distance, L, is larger than the ratio of the asymptotic values, L — =, of these
exponents.

The inferences about the impact of distance to market on distribution
policy by using the Dorfman-Steiner model are of a general nature. How-
ever, our model specification does not offer a precise picture of distribution
policy. The following section analyzes export marketing channels by com-
bining general theory on marketing channels with distance of supplier to
market, which is considered the specific variable of export marketing.

General Theories of Marketing Channels

To improve our understanding of export marketing channels, let us review
some major theories on marketing channels and later apply them to export
marketing. According to Mallen [1977], the following decision areas have to
be considered about marketing channels: number of functions and type of
middlemen, number of levels, number of middlemen at each level, number
of channels, and degree of cooperation. Most theories on marketing chan-
nels take one or a subset of these decision areas into consideration. Mallen’s
classification provides a framework to review various theories on market-
ing channels.

The significance of these decision areas for marketing channels differs
with the distribution objectives of a company. Distribution goals might be
classified into optamum access to market, minimum distribution costs, and
maximum bargaining power. Mallen [1977] distinguishes the objectives of
maximizing sales, minimizing costs, maximizing channel goodwill, and
maximizing channel control. These objectives will be considered insofar as
they have been used explicitly in various theories on marketing channels.

The number of functions (type of middlemen) to be performed is crucial
for the structure of marketing channels. The functions are summarized in
various ways. Kotler (1980) distinguishes functions dealing with consum-
mating transactions and functions facilitating transactions. Differences in
marketing policy, in particular in the type of product, require differences in
type and in number of distributive functions. For instance, distributive
functions vary with intensive, selective, or exclusive distribution.

Theories or authoritative statements on the relationship between distri-
bution policy and number of functions are scarce. The number of functions
and consequently the type of middleman will depend on whether producers
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spin off distribution functions. Following Stigler, Mallen [1977] suggests
that the cost curve for each function will determine whether a function will
be spun-off. Dommermuth & Anderson [1969] classify efficiency improve-
ment in distribution as intrafunctional, . . .. lowering the cost of perform-
ing a particular function while holding output constant,”” and inter-
functional, ‘. . .. total expenditure for performance of one function results
in a more than offsetting decrease in the total cost of another function.”
Such improvements in efficiency may be achieved either by the firm itself
(intrafirm) or by arrangement with another firm (interfirm). This spin-off of
functions also has relevance for the number of levels in a marketing channel.
Mallen [1977] argues that full-service middlemen are more compatible with
the objective of minimizing costs or maximizing channel goodwill than
hmited-function middlemen, while the reverse is true with respect to the
objective of maximizing channel control. Aspinwall [1962] related product
characteristics to the functions to be performed by a marketing channel; for
Instance, red goods, with a high replacement rate, low gross margin, low
adjustment, short time of consumption, and short searching time, will have
intensive distribution. Theories on the evolution of retailing, like the “wheel
of retailing” of McNair (1958) and the ‘‘simplex, multiplex, omniplex”
theory of Regan (1964), stress the evolution of the number of functions
during the life cycle of a particular retail institution.

The number of levels in a marketing channel has raised a substantial
amount of marketing channel theory. Mallen’s spin-off concept is relevant
for the number of levels: if it is profitable for a producer to spin-off a
marketing function, the number of levels in the marketing channel may
increase. Mallen [1977] argues also that direct channels are more compatible
with the objectives of maximizing sales and channel goodwill, or channel
control, whereas the objective minimizing costs is more compatible with an
indirect channel.

A specific theory on the number of levels in the marketing channel is the
minimum-transaction criterion of Alderson [1954]: a middleman will arise
between producers and customers, if the number of transactions decreases.
Bucklin [1965] argues that delivery time in relation to postponement and
speculation governs the choice of indirect or direct channels. With short
delivery time, indirect channels give lower distribution costs per unit than
direct ones. With long delivery time, the reverse situation holds. Aspinwall
[1962] argues that red goods, as defined above, will be preferably distributed
through indirect channels. Jackson et al. [1982] observed that the length of
marketing channels for industrial products increased when the number of
capable middlemen and the number of customers increased, and that this
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length decreased when the significance of purchase, the customer volume,
the geographic concentration of the market, and the industrial concentra-
tion of the market increased.

The number of middlemen at each level of the marketing channel as a
decision area of marketing channels has not evoked much marketing theory.
Relevant is the distinction between intensive, selective, and exclusive
distribution of products, which has obvious consequences for the number of
selling points. Mallen [1977] states that the objective of maximizing sales is
more compatible with intensive distribution; whereas the objectives of
minimizing costs, maximizing channel goodwill and maximizing channel
control are more compatible with exclusive distribution. Stern & El Ansary
[1982] suggest as a law of marketing: ... the more intensive a product’s
distribution, the greater the sales that product will achieve in the short run.”™
Mallen {1977] argues that the number of middiemen at a specific level in a
marketing channel is related to the ratio of market size and optimum scale of
operations of a company.

The number of channels a producer may choose has been discussed in
various ways. Quantitative procedures have been proposed to assess the
optimum use of marketing channels on the basis of demand and cost
functions. For instance, Corstjens & Doyle [1979] used a geometric pro-
gramming approach. Mallen [1977] asserted that the objectives to minimize
costs, maximize channel goodwill, and maximize channel control were more
compatible with a single channel; whereas the objective to maximize sales
was more compatible with multiple channels. Qualitative contentions about
the pros and cons of one or more marketing channels are numerous. Preston
& Schramm [1965Fmention additional markets and market segmentation on
the positive side and loss of markets on the negative side. Potential retalia-
tion and loss of motivation by members of the traditional channels when a
producer is expanding the number of channels are other topics that have
often been discussed.

A well-established subject in degree of cooperation in marketing chan-
nels is the concept of vertical marketing systems, which stresses cooperation
between companies at different levels along the marketing channels. Ac-
cording to Mallen [1977], maximum cooperation in a marketing channel is
more compatible with the objectives of maximum sales, maximum channel
goodwill, and maximum channel control; whereas minimum cooperation is
associated more with minimum costs. Stern & El Ansary [1982] have
developed a theoretical framework for analyzing power and cooperation in
marketing channels. This also seems relevant to cooperation in marketing
channels. Another valuable contribution on that matter 1s the distinction
made by Little [1970] between position power (‘‘... involves from the
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placement of a firm function or activity in a given structure’’) and economic
power (“... is ultimately manifest in concentration of capital resources’’) in
the marketing channel.

Our survey of some major contributions to the general theory of market-
ing channels demonstrates that there are a few partial theories. Never-
theless, it seems useful to evaluate their meaning for export marketing
channels, which will be attempted further in this chapter.

Export Marketing and Marketing Channels

There are many studies on marketing channels in international marketing.
For instance, Bakker [1980] reviews studies, especially on channel decisions
In relation to entry strategy. Many books on international marketing, like
that of Cateora & Hess [1979] have developed classifications of middlemen
involved in international trade. Many classifications are based on the extent
of control of the marketing channel by the producer, as, for example, is
the following:

merchant wholesaler in exporting country;

merchant wholesaler in importing country;

sales agent in exporting country;

sales agent in importing country;

company sales branch in importing country;

direct exports to customers in importing country; and
production plant in importing country.

NoUmAR WD -

Marketing channels become shorter in the order one to seven. Various
authors have formulated criteria for decisions on direct or indirect market-
ing strategies when entering an export market. They are related to market-
ing objectives, marketing environment, marketing strategy, and marketing
information. Checklists have been developed on the basis of these criteria.
Authoritative statements on the structure and development of export
marketing channels are scarce. One example is that in which Bakker [1980]
contends that a direct entry strategy is more attractive in export marketing
than an indirect strategy, in view of marketing objectives, marketing
strategy, marketing information, and marketing risk; whereas an indirect
strategy is more attractive in view of product assortment and marketing
costs. The literature asserts, too, that with increasing sales a company sales
branch will become more attractive than a sales agent, if the former has
smaller marginal costs than the latter.
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A dynamic element of export marketing channels is that the optimum
structure changes with the export life cycle. A selling agent might be
preferable in the entry period because of lack of market knowledge and
because of small amount exported; whereas a company sales branch might
be preferable during growth and maturity. Joint distribution programs of
exporting companies are institutionalized in various ways, like piggyback,
licensing, joint selling, and export combinations. Strong and weak points of
these types of cooperation are discussed in textbooks on international
marketing. In conclusion, the literature on export marketing channels 1s
pragmatic. General theories on marketing channels have not inspired
international marketing a great deal. Are general theories on marketing
channels relevant to export marketing? This question will be tackled later in
this chapter.

Specific Features of Export Marketing Channels

A specific feature of the environment in export marketing is the great
distance to the market, both geographically and culturally. The cultural
distance refers to differences in consumer behavior, life-style, norms, and
values, and consequently in laws and other regulations, which may hamper
the marketing mix as programmed for the domestic market. It is probably
also associated with differences in the distributive and competitive structure
of the market. Let us confine ourselves to the relationship between distance
to market and marketing channel structure in the light of general marketing
theory, dealing first with choice of channel in entry strategy and second with
the additional factors of order size and order frequency.

Impact of Distance on Export Marketing Channels in the
Entry Stage

Number of Functions/Type of Middlemen. For the number of functions
and type of middlemen in an export marketing channel, a distinction 1s
needed between cultural distance and geographic distance. The perfor-
mance of consummating functions will be related 1n particular to cultural
distance and the performance of facilitating functions to geographic dis-
tance. Since cultural and geographic distances are not always strongly
correlated, let us analyze the following four alternatives:

1. Short cultural distance and short geographic distance;
2. Long cultural distance and short geographic distance;
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3. Short cultural distance and long geographic distance;
4. Long cultural distance and long geographic distance.

Clearly, the distinction for short and long distance is not precise. Empirical
measurements will not be considered. Non-metric multidimensional scaling
might be used for that purpose.

Situation 1. There is not much difference between distribution functions in
the domestic market and the export market. So there 1s no need for a specific
export marketing channel, except possibly because of general market
characteristics which are not specific for an export market.

Situation 2. Because of the long cultural distance to market, the perfor-
mance of consummating functions will differ in the export market from that
in the domestic market. So, the exporter will have to rely upon special
market knowledge. Whether the exporter incorporates this special market
knowledge in his or her company or whether he or she relies on a middleman
is essentially a matter of costs and of the desired extent of control. For
limited amounts exported, the distribution costs per unit and the extent of
control will increase in the sequence: exporting wholesaler, importing
wholesaler, sales agent, company sales branch. The short geographic dis-
tance of producer to market does not cause special problems with facilitating
functions. So, if the amount to be exported is small, as an entry strategy an
exporter might use a sales agent.

Situation 3. The combination of long geographic distance and small cul-
tural distance calls for special attention to facilitating functions in the
channel. Consequently, considerations of cost will determine to what extent
export marketing channels will differ from domestic channels. Some phys-
ical distribution functions can be spun-off to companies specialized in
transport or storage. So the exporter will be inclined to use direct selling,
and a sales agent as next best, and to spin-off physical distribution functions
to specialized companties.

Situation 4. Long cultural distance and long geographic distance to export
markets demand additional capacities in both consummating and facilitating
functions. So, they favor the use of specialized wholesalers or export agents
for the entry strategy.

Mallen [1977] concluded a special relationship between the number of
functions and the marketing objectives of minimizing costs, maximizing
goodwill, and maximizing channel control. Long cultural distance to market
makes maximization of goodwill and of channel control crucial for profita-
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bility. The former objective would, according to Mallen, favor a full-service
middleman, the latter a limited-function middleman; increasing cultural
distance would have a dual influence on the structure of export marketing
channels. A long geographic distance makes the objective of cost minimiza-
tion crucial in decision making. This objective is, according to Mallen, more
compatible with a limited-function middleman. An exporter would spin-off
a limited number of functions to middlemen specialized on physical distribu-
tion or to a broker.

Number of Levels. The relevance of theories on the number of levels,
examined earlier, will be discussed now in relation to marketing channels.
Long distance to market advances, ceteris paribus, a narrow product assort-
ment by exporters. In distant markets, a company will sell especially those
products in which 1t is well-versed or which well suit the particular needs of
those markets. Consequently, selling through middlemen would presum-
ably decrease the number of transactions in comparison with direct market-
ing by exporters. A middleman can combine the imported product with
related products from other exporters or domestic suppliers. In this situa-
tion, an alternative is selling by an export combination. So, according to the
minimum transaction criterion, longer distance to the market might stimu-
late indirect marketing channels.

Bucklin’s postponement-speculation theory asserts that shorter delivery
time stimulates indirect marketing and vice versa. Since a longer distance to
market will, ceteris paribus, increase the actual delivery time, it will also
foster the use of indirect channels.

Long cultural distance to market brings the objectives of maximizing
sales and goodwill and creating channel control more to the fore. Large
geographic distance will do this for the objective of minimizing costs. Since
that latter objective is, according to Mallen, more compatible with indirect
channels and the former objectives with direct channels, a long geographic
distance to market might foster indirect channels and a long cultural distance
a direct one.

On the basis of Aspinwall’s theory on product characteristics and market-
ing channels, it is not clear how distance to the market might influence export
marketing channels. For potential customers in a market with a long cultural
distance, the characteristic search time might increase, particularly during
entry. This would, according to Aspinwall’s theory, favor direct marketing.

Our conclusions on the number of levels in export marketing channels, as
derived from general marketing theories, are limited. In particular, an
opposite working on channel structure of cultural distance and geographic
distance stresses the advantage of a functional approach to analyze the
number of levels in export marketing channels.






