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1 INTRODUCTION

1.1 Purpose of the Thesis

The purpose of the present thesis is creating @abéd analysis of the major markers that
define the Dabba customer in Finland, what is tlaeket context, what is the profile of the
potential Dabba customer and how can Dabba eftigigrach to this target consumers

from a marketing point of view.

Because the relationship between the author andB®MEas been exercised in the past via
a similar project where the feasibility of selliBgABBA’s products in the Finnish market
has been briefly studied. The assignment, Expam pbr DABBA, was a result of the
NOBANET initiative, of which Arcada is a member. BANET (Nordic-Baltic Network)
wants to identify best practices in the cooperabietween small and medium enterprises in
the Nordic and Baltic countries. The present waak heen an extension to the conclusions
drawn in the former study. Having a successfuladmiration during the university year laid
a solid basis to dive deeper into the company'sketarg plans, financial plans and
exporting plans, areas of interest where they hgladly and professionally provided

support.

The thesis direction has been decided together th@h_atvian company so that it could
assist them in approaching a new market, Finlartdigicase, offering comprehensive and
specific theory material and outlining how the theapplies to Dabba’s situation, while
still fitting within the boundaries of the Intermatal Business faculty curricula. The whole
package - the close collaboration, the repeateshvilgws and the study of the material
needed to address Dabba’s intentions - will de¢perauthor’s firsthand experience of the
International Business as it happens in real lifg potentially have an impact on the career
orientation from a strategic and managerial pofntiew. It will develop the ability of the
author to think globally, to encompass the big yetand to choose the right strategic

moves that would help ensure a business finangdess.



1.2 Research question

The topic of the thesis emerged from the two inewre with Dabba, combined with the
author’s interests in consumer behavior and sti@t@gnagement from the financial point
of view. It does not try to go very deep into demsmatrix analyses of the pricing
strategies nor does it turn the thesis into a paggfical case study paper because all the

discussed topics are far more complex than any gapér could include.

The specific trigger for deciding on the researabsiion for the present paper was Dabba’s
expressed uneasiness regarding their challengebdatelivery of information to the end

consumer. This matched the author’s interest irsemer profiling and the management
side of strategic decisions that influence therfmal results, which are consequences of

correctly identifying and reaching the target maskigh correct pricing policies.

Having the above in mind, the research questionttercurrent thesis isWho is the
Dabba customer in Finland and what pricing strateges can spark his/hers interest so

that Dabba can effectively deliver its high-value ad correct price message?”

2 Research methods and implementation

A hybrid research method was used to construciptlesent study. A qualitative method
was basically required due to the very nature ef tiiesis, which is the collaboration
between the author and Dabba company from Lateidhat a series of direct interviews
were designed and executed to obtain firsthandnmdtion that was valuable both for the
development of the study and for the developmenth@fauthor’s real-life experience with
the International aspect of the International Bessthat was theoretically studied in
school. A guantitative approach was decided to dement the theory that has been
assembled as a consequence of the interviews anduthor’s personal interests and the

chosen directions.



2.1 Research design

A quantitative research method was used in the fofma questionnaire. Based on the
research questions formulated in the beginninghefthesis, the quantitative method was
selected as the best choice to put the theoryactipe.

Consumer surveys are a form of sampling which preduindings that can be expressed
numerically, making the data easy to manipulate herattically. This translation to

mathematical expressions allows the researcherécdist possible outcomes or quantities.

Statistics based on quantitative research aretabbeaintain objectivity, filtering out any
subjective conclusions derived from own valuesspeal feelings and experiences. The
survey can also be viewed as an experimental shatytests the consumer behavior, as
expressed in the theory part of the thesis.

2.1.1 Study Approach:

The research model that was chosen to best seevanilysis of the potential of Dabba
products in the Finnish market is a funnel appraacilel, where a systematic flow of ever
more specific questions led to a comprehensiveygtuaviding both the theory required by
the question and the next question as a naturalomg of the analyzed theory, as

illustrated in the below figure

WORLD, EUROPE, FINLAND Finnish Market Context
DABBA BUSINESS SCRUTINY Company Analysis: (internal) VRIO, (external) Competitors
A MARKET FOR DABBA Analyze Consumer behavior, Define Target Market
MARKETING MIX Pricing Strategies

SURVEY Market Research Survey and Data Analysis

Figure 1. Thesis structure
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The first question that arose from the severalrviegvs with Dabba was what is about the
International Markets that makes their export gkasible. From the International context

down to the European and Finnish context, thessitatlata was gathered and analyzed.

Now that a context for Dabba’s business in Finltwad been laid as a foundation, the
reverse analysis would scrutinize the Dabba’s mssiragainst this opportunity, both from
within the organization and the outside competitidhis chapter provides a real analysis

and up to date data for the major competitors.

When the two analyses matched the next questionnatsal: What are the factors that
influence buying behavior and how do they apply to the Finnish consumer; who is the
Dabba customer in Finland? People are complex bang their personalities are formed
since childhood as reactions to various factors ttey learn about the environment they
live in. It is no small task to create the profidéthe Dabba customer in Finland but the
author outlined in this section of the thesis thganaspects that are important with regard
to the psychological profiling of a target marketda based on this detailed approach,
offered a potential profile based on the presetitedry.

With a buyer profile on the table it is only natuthat now Dabba wants to reach this
market with strategic marketing, one essential @spé which being the price and its
relation to the production costs and other aspis facilitate a smooth entering in the
market with great profitability and good prospetts the long term viability of the
business. A pricing strategy is analyzed and exdiexhl

The thesis wraps up the theory chapters and thd shalysis of each chapter with a
market research survey that would offer Dabbamamgge into the reality of the market, the

analysis of the survey data and the conclusions.
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3 CASE COMPANY: SIA DABBA

3.1 Company Introduction:

DABBA is a brand of organic cosmetics which embrale colorful essence of the
Northern nature. The company is located in Laand produces floral waters in the most
environmentally-friendly way, with fresh plants ammlre spring water used in the
distillation process. All the plants are sourceainirorganic farming and returned to the

farmers so they can compost them and use asAertiater on.

This adds a new dimension of value to the beauttketalt is also important to note that
people react differently to different chemicals.dnng your products are chemical free
can ease worries of allergic and chemical reactiéferal waters of DABBA are 100%

natural and certified organic by ECOCERT Greenlife.

The company was founded in 2011 and has a smail ofgpassionate people that have
built up a knowhow in the field of floral watersathallows them to expand their production
facilities as well as their targeted market. Ineav fyears they have become the market
leader in Latvia in its field, only last year hagitad grown more than 3 times as a
business and now they have gained so much populbibad — especially in Germany,
their biggest market at the moment - that thetlirgking into expanding in other markets
that have shown interest. The great interest fdobas offering is especially due to its
high quality products and the affordable price. Queh market is Finland, where they are

trying to establish a presence.

Dabba’s biggest plus has one downside though. Wthere is freshest, purest material that
goes into products destined to gather the apprecsgbf even the fiercest purists, there is
also the downside of seasonal production. But Daglibas to overcome this hurdle by
designing products that will be offered and produgear round, which is probably the
wisest direction from a business continuity poihview and one that will get Dabba the

attention of investors should it need large amouwftsnoney to grow. The production
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capacity is high enough to satisfy its current liesg forecasts and offers room for some

more, in order to slowly grow as a business.

As stressed in the interview the author has reqdesom Dabba, its biggest challenge at
this moment is related to Development of new produees, which will solve the
seasonality issue as well as prepare it for expaalegrowth generated by the demand in
the foreign markets where its products are sold @alivery of information to the end
consumer, which is in line with the present papeesearch, more exactly who is the
consumer of Dabba products in Finland, how can Balgicognize them and reach them

and how to appeal to these consumers from a prpong of view.

3.2 Products description

Dabba offers an assortment of floral water variaiin single 100ml bottles and also in
sets of carefully matched products for general goress and 1000ml and 5000ml bottles
for professional use only. The professional forrmutae 100% organic with no added
preservatives while the consumer grade productssiiemore than 99% organic but a
natural preservative made of radish root is addénich is 100% natural and approved by
ECOCERT.

The bottle itself shows high class for the ranggmiducts as it is actually made of glass
and not plastic, a choice that proves the highityuahture of Dabba’s offering. There are
several advantages of using a glass bottle, fr@s feactivity of the recipient with the so
delicate essence via cross contamination of chénpagicles between packaging and
product to protection from spoiling by UV light vdhi can’'t penetrate the amber colored
glass. One other aspect of the packaging choideigshigh class image despite the very

affordable price.

According to company description, Dabba Floral Watare targeting customers with
different skin types, and they are very exact \hi#ir suggestions. From chamomile floral
water to rehydrate and soften the sensitive andskry, to birch leaf water that cleanses

greasy and tired skin, also having an astringdetefto peppermint floral water to refresh
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and rejuvenate the tired and mature skin. For nbskias they advise on using apple water
as well as wild raspberry leaf water when the skin still has mixed skin characteristics; these

waters will cleanse and refresh while the normai skithout any other type characteristics
will benefit from meadowsweet and heather floratevsi which also calm the skin besides

cleansing it.

The company stresses that its floral waters, b20@§6 natural, need not only be used for
toning the facial skin, their area of effectivenéssng much larger than that. Birch leaf
water, meadowsweet floral water, chamomile floratev have a softening effect on the
hair, yarrow floral water stimulates circulatiom the scalp for example). After shaving or
depilation Birch leaf water or wild raspberry leaéter can be used for its antiseptic and
anti-inflammatory effects, while chamomile reduces redness, soothes and calms skin;
yarrow floral water is suitable for problematic skind reduces inflammation. But the uses
of the Dabba floral waters also go beyond the tneats and into more specific activities
that relate to different rituals like the use airéll water in sauna sessions, sprinkling it on
the hot stones to get vapors infused with the preflearoma and you will still get the

benefits of skin care as the pores are open witletmemperatures.

With such a rich offering, it is the market thabokes the winners and in Dabba’s case, the
big performers are Peppermint Floral Water, secorue Meadowsweet and Birch Leaf
water, this latest one being the most popular amoate customers. Coming fast from
behind, mostly because it has previously only baemlable in a set is Wild Raspberry

Leaf Water, highly demanded by the customers toffeged in a single unit package.

As stated by company, the professional product# fitee offering is better suited for being
used as a base for different skin or hair care ymtsd The anti-inflammatory and calming
effect of the Hop Floral Water is suggested forcpaures intended for men, due to the beer
type aroma, while the mild and refreshing waterhwanti-inflammatory and antiseptic
effect of Wild Raspberry Leaf Water are suitedriormal and mixed skin care products or
as a part of SPA rituals. Last but not least, Rlanteaf Water can be included in

procedures to stimulate the regeneration of tissnekiding scars.
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4 MARKETING OPPORTUNITIES AND STRATEGIES

4.1 Current Market Context

Nowadays the market demand for greener produciscreasing at a tremendous rate.

Starting from food industry to construction andadwin industries, the greatest concerns
are related to the loss of bio-diversity and thetdi nature of the earth’s resources. The
cosmetics industry has an important impact as thwrsourcing and processing of the raw
materials haven’t been as friendly to the environimas they could have been and also the
impact on the end consumer’s health has been questi With the synthetic substances
being easier to create and cheaper to producerge lguantities, there has been a lot of
turmoil within the industry itself and friction wWitthe environmental organizations to the
point where the companies that were advertisingematural products, lacking potentially

toxic chemicals started to gain market share anck \able to reduce costs and prices as

demand increased.

The world-wide health-conscious movement didn’tregae cosmetic industry. End-users
started to look into the ingredients lists in thawvorite products and ask companies about
the manufacturing process and how their purchasghtmend up affecting the
environment. Social Responsibility started to be&beaced by many companies and the
ever more educated customers, favoring these gréeareds, ended up shifting the whole
industry’s focus on the natural, toxic-free, enmmeentally-friendly, socially responsible
products.

In such a competitive environment marketing a pobglays a crucial role. But it is not the

classic marketing. As the consumer behavior hasiggta from being influenced in the

purchase decision by the packaging, advertising fasdion trends and even price. The
more health oriented and environmental conscioutorfs, the marketing had to adjust
accordingly, pointing out the exact values the comsrs were looking after and had to do
it diligently, so that the statements in the pratulabel were easy to follow, track and de-
code. Transparency and ethics are now more soagtitdn ever before.

15



4.1.1 Finnish Market Analysis

Finland has a progressive business environmentenvbeerything seems to fit together.
Practically nonexistent corruption and minimal reghe are supplemental reasons for
establishing a business in Finland. It has beekethas one of the least corrupt countries in

the world.

Finland has a solid society with an advanced andemoeconomy and a world recognized
business environment that is highly conductive @aceign investment. In 1995, when
Finland joined European Union, the economy expegdna sustainable growth and the
stability of the political environment made the nty one of the most open, competitive
and successful markets in Europe. The country domedl in the Global Competitiveness
Report 2014-205, by the World Economic forum as ofthe fastest developing countries
in the EU and with the highest government surdbedg ranked on thé'4place out of 144

economies. (Source: World Economic Forum)

According to Trading Economics_ (www.tradingeconasrsom/finland) GDP Annual

Growth Rate in Finland is expected to increase.3d @ercent in the first quarter of 2015
from 0.10 percent in the third quarter of 20142016, the GDP Annual Growth Rate is

expected to increase to 0.19 percent.

& 2012[+] 2015[%] wl Chat [+] AclualData & ExportData 2 API |
FINLAMD GDP ANMUAL GROWTH RATE
4 Percent Change in Gross Domestic Product 4

2012 2012 2013 2013 2014 2014 2015

Figure 2. Statistics of Finland GDP Annual Growth Ra012-2015 (Copyright ©2015 TRADING ECONOMICS)
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Imports in Finland increased to 4630 EUR MillionDecember of 2014 from 4615 EUR
Million in November of 2014. Imports in Finland aeged 2323.70 EUR Million from

1975 until 2014, reaching an all-time high of 5S®0/EUR Million in March of 2011 and a
record low of 311.30 EUR Million in April of 1978mports in Finland is reported by the

Statistics Finland.

& 2014[+] 2015[%] il Chant [5] Forecast % ExportData 2 AP |
FINLAND IMPORTS
200 — mports by month ([EUR on 5175 — 5200
5080
5000 - 5000
4885
4885
4835 451s
4800 A0 - 4800
4710
4515 4630
4600 - 4600
4445
4400 73 - 4400
4200 -— : . . —L 4200
Jani14 Apri14 Juli14 Oct/14 Jan/15

Figure 3. Statistics of Finland Imports 2014-2015 (Coght ©2015 TRADING ECONOMICS)

Considering all the above markers it is clear thatFinnish economy is rock-solid and the
year of 2015 is one of the best years to enteFtheish market, as the economy’s growth
starts to speed up and the population spendingeases at tremendous differences

compared to the previous years.

4.2 VRIO Analysis

As stated by Barney & Hesterly (2011) deciding wioa¢ign market is worth approaching,
another key factor in giving the green light toeetively enter that market is analyzing a
business’ products from the resources classifingtimint of view and exploring how these

resources can contribute in the most efficient reanm achieving a great return on capital.
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In these regard, the resources themselves can eeocompetitive advantage if the
competitors are not able to duplicate or substitnéeresources employed by a particular
business. The question that needs to be answesgldatsdo we have that competitors do
not have and cannot duplicate?

The competitive advantage theory is used in mott@business strategies when analyzing
a new market. It is the business’s ability to ofterservices or products at a lower cost than
rivals, or to perform some activities in unique watyat creates buyer value. This is

commonly done via the VRIO analysis.

According to Barney & Hesterly (2011 p.50) VRIOas abbreviation for the questions of
Value, Rarity and Imitability difficulty to reproduce and whether ti@rganization is

taking or not advantage of the resource or capgbili

A resource is valuable if it can be taken advantage increase the market share, achieve
a cost advantage, charge a premium price or natigahreat in the marketplace. This is the
first answer that has to be answered because algstuor irrelevant resource cannot be a
source of competitive advantage. A great way tatifle possibly valuable resources or
capabilities is by looking into the company’s vatirain.

Rarity is important because if competitors lack Hane resource or capability there is
essential competitive advantage. To ensure a sestatompetitive advantage, a firm’s

resources and capabilities must be both shortpplguwand persist over time.

It must be difficult or expensive for competitocsreverse-engineer, duplicate or substitute
the resource. This is the case for patents andrighpgd material, but also other forms of

resources such as brand perception are coverddsbgharacteristic. It is possible to renew
a brand and the perception of it, rebranding iseagpve. If a resource is easy to imitate it

confers only temporary competitive advantage, raisgainable one.

A business must be capable of taking advantagkeofesource that is valuable, rare and
imitable. There are many components to the questidrusiness organization. They range
from the management control systems that ensutenthaagers’ decisions align with a

firm’s strategies to the reporting structure andgnpensation schemes. If even partially

failing in the proper organization of the differesdmponents of the business, even firms
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with valuable, rare and costly to imitate resouraed capabilities can suffer competitive
disadvantage (Barney &Hesterly, 2011) so restrumjus necessary to maintain relevance

in the business.

4.3 Consumer Buying Behavior

4.3.1 Consumer behavior

Consumers’ behavior related to the buying procgssiportant for understanding who the
final consumer individuals and households who bwpds and services for personal
consumption are. All of these final consumers willke up the consumer market that will

help making correct business decisions.

According to Solomon the age, education level, ineand preferences of the consumers
around the globe vary in a great way. Due to taméndous variety in goods and services,
these consumers have a large pool from which tes#oevhat they will buy. The way in
which these diverse consumers interact with eabbrand with the elements comprising
the world they live in influences their choices foducts, services and businesses.
Consumers have to make many buying decision evayy Most of the large businesses
focus very carefully on the consumer buying deasicesearch to answer questions about
what consumers purchase, where they purchase fbat, quantities they purchase, when
and why. The decision making process of the coresumil always be influenced by these

four factors: product, price, place and promotion.

Kotler says that consumer behavior regarding adons is known to be shaped by an
assortment of aspects but there are four big dr&ab business should neglect. These are
psychological, personal, cultural and social aspélct their vast majority, these aspects
can't be controlled by marketers but they can Bertanto account. The buying behavior of

a company’s target consumers determines the pratessarching, choosing, buying and
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using a product according to their perceived neadsds that are shaped by culture and

trends.

Market-defining cultural factors are crucial fogdiring out the needs and the reaction of an
individual to these needs based on the culturatdggr of his surroundings. Religions,
nationalities, ethnic groups, social hierarchiege groups, gender and trends are cultural
aspects that greatly contribute to shaping an iddal’s identity. Breaking down all the
identified aspects to their most basic componesgtigecting and analyzing only the relevant
ones and constructing the resulted model gives sanbss the profile of the potential

customer.

As stated by Kotler human behavior is largely arled trait, culture, as the building block
of one’s identity, is the most basic cause of a@es wants, needs and actions. Growing
up in a society, the child learns values, behaymaewpoints, desires and ways of solving
his wants from the family and other important mgions. From small social groups up to
countries as societies and beyond, every suchtgdtés a specific culture, and cultural
impact on buying behavior may vary between themtieitgreatest variation seem to come
from country to country differences. Global mankgtneeds to factor in the culture in
each international market and adapt the marketibbgtegies accordingly. As a
consequence, marketers are continuously tryingeotify cultural shifts as they happen to
be able to create new products that might addhessdw needs that are emerging.

Another aspect of great importance is the sociaets where family, entourage and social
status reflect the individual’s need for sociaknaiction, for expressing one’s own way of
being and discuss ideas in order to reach to bstkitions. The social characteristic,
embedded in humans’ psychology, makes people waaihere to the laws and social
regulations within a community and they tend tcateecohesive groups sharing the same

interests, vision or habits.

Virtually every society has some form of social selahierarchy. The social class an
individual is making part of is not determined bysiagle factor, such as income but is
decided by combination of education, professionpine, wealth and other variables. In
some societies, members of some classes havedo®al positions and they are not able
to move to higher level, while in others the uppksses prohibit social mobility for their
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own interest. Marketers are interested to undedsthe social classes and their dynamics
because people that identify themselves with aaiersocial class tend to exhibit
comparable buying preferences. Social class datesnispecific product and brand
inclinations in areas such as fashion, housingriot design, automobiles and vacation
choices and effective marketers will understand #ml be able to tailor their approach

accordingly.

According to Kotler and Armstrong (2004) there aswven accepted major social classes

that define a modern society:

The elite, living on inherited wealth and who hawell-established family backgrounds. As
a class-specific behavior, they often buy and dwesg conservatively as a way to avoid

showing off their wealth or as a peer conformiragtir

Lower uppers emerge from the middle class indivslwegho have managed to move up
through exceptional skills. They want to be accgpie the elite stratum and often

ostentatiously display their newly acquired stddy®xpensive purchases.

Upper middles have attained the good life levelnbgving to the highest positions of
businesses leadership. They are ambitious, futtieeted, believe in education and want
their children to develop professional or admimisue skills.

Middle class is composed of white and blue-collarpkyees who live in the better
neighborhoods and try to keep up with the trenttendouying popular products, especially

in aspects that can be displayed in public likéif@s and cars.

Working is defined by the working-class lifestyfdacing a strong emphasis on personal
relationships. They buy with less pre-purchasebeedition, are much more likely to use in-
store information sources or friends and familyieehand are a prime target for discount
houses

Upper lowers are working individuals whose livingugdard is just above poverty line.
They strive to move to a higher class but oftei kducation and therefore perform routine

and unskilled work that doesn't offer many charfoegpromotion.

21



The poor are the visible. They are mostly unedutcate poorly educated and work as
unskilled laborers. However, they are often outwalrk and some depend on public

assistance, living a day-to-day existence.

As stated by Kotler and Armstrong (2004) culturatl asocial factors family is the group
that can strongly influence buyer’s behavior, esdlgcin the early ages, when the
education that comes from family takes precedeacalmost everything else. The most
important buying organization in society is familgr which reason it has been researched
extensively. Marketers are interested in the decisnaking process that undergoes family
scrutiny and the roles and influences of the fammbimbers on the purchase of the products
and services that are marketed to them. Husbaraiwifolvement in purchase decision
varies lot depending on the product category aedsthge in the buying process. Buying
roles change with the continuous transformatiotheflifestyle and career of the parents.
The wife has been the principal purchaser for #meilfy in terms of food, household goods
and clothing. But with more and more women havioysj outside the home, the
willingness of husbands to do more of the familyghasing has also been on the rise. All

these have to be carefully considered when mauketiproduct.

One of the most volatile factors that influence thging process is the personal factor.
These things that cannot be predicted with an kstedol model based on the longer-lasting
behavior factors. These are things like employnstatus, an accident, dietary changes
based on a sudden medical condition, a new chitdarfamily, etc. Also during the life of
a family, tastes in food, fashion, furniture, hagsiand location change. Traditionally the
family life-cycles include young singles and madrievith children, while recently,
marketers have to consider nontraditional famikegh as unmarried couples, single
parents, recently divorced, re-marrying singlesyptes with no children, homosexual

couples or extended parents.

Psychological factors are the ones most subtlestiitvery important for an individual's
buying choices. They can be divided into 4 categgonmotivation, perception, learning and
the beliefs and attitudes.
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4.3.2 Maslow’s Hierarchical Pyramid of needs

While Sigmund Freud debated that people’s motivai® something they are largely
unconscious of, the motivation research emerging asientific approach to qualitatively
probe consumers’ hidden, subconscious motivatidbsgham Maslow attempts to explain
why people are driven by certain needs at certared by proposing that needs are
arranged in hierarchy.

Maslow's theory, (The hierarchy chart of needs )9E&leals people’s behavior based on a
5-stage, priority-based, pyramid of needs. Accaydim Maslow, the most important needs

are fulfilled initially, the other needs being tést subsequently. This model is customarily
used to explain the process of fulfilling one’s ae prioritization of needs from the most

important to the least important, as they are peedeby the individual.

1) Physiological: this crucial need has to bes$etl first, according to Maslow, because
one’s own and his family’s survival depends on foadhter, breathing, sleeping and
mating. A person cannot commit to higher goals dadds before his basic, primitive,

needs of hunger and thirst are satisfied.

2) Safety: safety and security are the next mogtomant needs to be provided, that is,

ensuring shelter, security, order, law, family, ésgment and property.

3) Social: in the third place there are the sooe¢ds - socializing with others, love,

friendship, comradeship, acceptance, belonginggmap and finding a partner.

4) Esteem: on this level, people act based on gggimeeds. They want to gain confidence,
respect of others, autonomy, achievements in dodeelieve in themselves.

5) Self-actualization is the rare level where peadek purpose, focusing on their personal
development and the realization of their full poi@n Expressing one's creativity, quest for
spiritual enlightenment, accumulating knowledge d@hd desire to contribute beyond

oneself are attributes of a self-actualized person.

Maslow's theory of needs is a cornerstone in defjrthe profile of the target market for

any company. The reason is that the consumer b@hiavanalyzed from the perspective of
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prioritizing the needs and it is helpful to constrthe marketing strategy that will drive the

customer towards the buying decision.

4.3.3 Consumer Decision Making Process

The consumer decision-making process is vital éating a successful marketing strategy
as it helps the marketer define the plan for aftngadhe customers belonging to the target
market that has been defined studying the Maslpwamid of needs.

As stated by Kotler (2009), the consumer decisi@king is a five stages process. Every

consumer goes through those stages conscioustyconaciously. The five stages are:

1. Need Recognition. Marketers want to create prdmortion in consumers between their
current status and their preferred one, which Gaeducated via effective advertising for
example. This imbalance will create a need whichgeorecognized, will cause the

individual to take action towards satisfying it.

2. The second stage is Information Search and septe the buyer's effort of finding

sources/alternatives and gathering information aibeeliwanted product. In this stage, the
consumer is likely to ask around, check differetaress, websites, but also marketing-
controlled sources such as advertising brochurdiprand TV ads in order to gather

sufficient data.

3. Kotler (2009) defines the third step in the dmri-making process to be the evaluation
of alternatives. Consumers are now comparing the ditained in the previous step and
assessing if those products meet their criteria.

4. Purchase decision is the fourth step in thiegss. According to Kotler, Keller, Koshy
and Jha (2009), the purchase can be facilitated pgsitive review and prevented by a
negative feedback from another customer or duentoreseen circumstances such as

market unavailability.
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5. On the last position of the decision making pescthat leads to purchase is the “Post

purchase behavior”, according to Blythe (2008).

4.4 Marketing Discussion

4.4.1 VRIO Applied to Dabba

According to Barney & Hesterly (2011) internal ayss$ from the resources point of view

is an important step that offers valuable insightthe upcoming decisions and strategies.

Being a small company, DABBA uses a clever apprdactaluable, Rare and difficult to

Imitate resources that especially apply to the isSlnmarket in their overall picture and the
table below captures some of the key resources lhge been found to be worth
mentioning. Having a complete image from all poesdngles is essential. An evaluation

of the Dabba business could look similar to théctlelow:

Table 1: VRIO Analysis

Resource characteristics compared to Finnish dondit
DABBA Resource | Valuable| Rare Costly to | Organization exploits it
imitate
Knowhow and Yes Yes Yes Yes
innovation
Work force Yes Yes Yes Yes
ECOCERT Certified Yes No No Yes
Raw Material
Geographic Location Yes Yes Yes Yes

Source: Based on Barney, J.B., Gaining and Sustaigia Competitive Advantage, Addison-Wesley, 1996
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They have valuable, rare and somewhat costly tdgatmiresources in their acquired
knowledge to manufacture their product, in the R&aat went into achieving the desired
quality and in the innovative minds that constamélyinvent the products. They also have
cheaper labor than Finland, which is costly to atatand also rare in Finland. They have a
better geographical location which translates tmae opportune climate to grow their
crops. They are sufficiently close to Finland tedva cheaper transport costs compared to
other EU countries that might be direct competit@se of DABBAs main differentiator

is their ECOCERT certification, which is rare amasigect competitors in Finland, thus
valuable, rare and costly to imitate. The orgaiizeti capability of DABBA is one of its
strong points mainly because they are a small cagpnpad an element to carefully watch

as the company grows, to be able to maintain thepetitive advantage.

4.4.2 The Finnish consumer

The US Census Bureau counts the Finnish populatiorb.4 million in 2014 and

growing. The total labor force in Finland was 21@8lion (52% men and 48% women).
Moreover, when compared with the other EU countumesmen are actively in work, using
the public child care service most often than mat benefit of a legal right to work shorter
days. This is to ensure that women can still puesaareer without sacrificing their family

life.

The common business language in Finland is Englisth there is a numerous business
community that is highly international. Englishalso more popular than Swedish despite
the latter being the second official language. &ndl is recognized for its educated and
trained workforce that is considered to be onehefltest in the world thanks to massive

investment and in these sectors.

Consumer Spending in Finland increased to 25559 BAUIRon in the third quarter of

2014 from 25378 EUR Million in the second quartér2014. Consumer Spending in
Finland averaged 15243.79 EUR Million from 1975ilup®14, reaching an all-time high
of 25559 EUR Million in the third quarter of 201Adaa record low of 8859 EUR Million
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in the first quarter of 1975. Consumer Spendind-imand is reported by the Statistics

Finland.

& 2012[+] 2015[+] il Chatt [+] Forecast

FINLAND CONSUMER SPENDING
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Figure 4.Finland Consumer Spending Forecast 2012-20Copyright ©2015 TRADING ECONOMICS)

4.4.3 The Dabba customer

To determine the profile of the DABBA customer iml&nd and assess whether he/she will
buy DABBA products we need to approach the studynfa psychological angle. We will
discuss where this customer stands in his lifehab he/she is inclined to think of organic

cosmetics and how does he reach out to DABBA fillfbls need.

The first analysis will be based on the Maslow'srairchy chart of needs and the second
analysis will further drive the completion of theABBA customer's profile via the

Consumer decision-making process as described Hgri{@009).

One other advantage of using Maslow's pyramid eflaes that the marketing strategy of a
product and even the development of the produelf kan be adjusted in such a way that it
reaches back to the previous needs and has hoadlféerent such needs so that the person

feels they need the product even without reactorthe upper levels where the need for the
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product would have happened naturally. For exaraplerganic and chemical-free product
taps to a certain degree in the Safety level, wisckay lower than the Esteem level where

cosmetics normally fall into.

Analyzing the DABBA products against the Maslowgrgamid of needs, we can decide
where do these products stand from a human needs goview as well as extract
valuable information about the possibilities tddaithe branding of the products so that
they appeal to a larger group than initially codergaking into account what the hierarchy
of needs provides us we can see that our produdtassified in the fourth level of the
pyramid because those consumers are driven by dbhd of increased self-esteem and
confidence. When the whole branding of the produnct the company presentation via the
website are put together we can clearly see hdwktstdrget customers from a level as low
as the Safety level, where the non-toxic, natundl @arganic nature of the product provides
the customer the liberating feeling of being cal@dand caring for his health, while the
socially responsible action of only using certifiedjanic raw material and returning it to
the farmers to be composted appeals to the upmwst df self-actualization, where people
care about altruistic actions, contributing beydhemselves to society and environment.
The following is a good representation on what lled@es DABBA currently fit on the

Maslow’s pyramid of needs and will be a basis fevaloping the marketing strategy:

Responk
Morality, .
Creativity, SELF-* St
Contributing beyond oneself ACTUALIZATID

Prestige, = DABBA
Status, / EGO-NEEDS /\

Confidence I /)’/

Love, i
Friendship, / BELONGINGNESS

Connection

Security, —
Shelter SAFETY Organic,
I Toxic-free

Protection

Water, / PHYSIOLOGICAL

Food,
Sleep

Figure 5.Maslow Pyramid of Needs
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Wherever the consumer places a product among leidsnét is only when the previous

needs are fulfilled that the next one is on thdetaind the purchase decision making

process can begin.

Based on the Maslow’s Pyramid of Needs, the DABBAtomer in Finland is a person that
fits in the Ego-Needs category but also seeks tatetyp at the second level while
appreciating the Eco-Friendly and Socially respalesnature of the company/product.
The suggested target group for DABBA is 21-40 yedds mostly women.

According to TNS Atlas cited by tns-gallup.fi, ooeit of five women chooses natural
instead of traditional cosmetics. Younger women are more conscious as buyers; especially

women under 30 years of age favor natural cosmetics

The following is the Decision Making Process thatustomer would follow to reach a
Dabba product. All the resulting keywords must laé&eh into consideration when

developing the marketing mix.

Stress, Ageing, Free-radicals, Pollution,

Need Recognition and Problem Awareness : h - 3 v
Sun UV exposure, extreme weather

"calming solution”, "cleansing water"

Information Search "refreshing face skin", "herbal face
treatment”, "essential water”

Brand recognition, Reccomendations,

Evaluation of Alternatives Transparency, WebSite Google ranking,
Google Adwords, Ad placing

Availability, user-friendlyness in online
Purchase Decision buying, time of the day, weather, emotion
price, promotions, vouchers

. Quality, expectations fulfillment,
Post-Purchase Evaluation as-advertised effect, in-the-box coupons,
online community membership

Figure 6. (Kotler,2001) Decision Making Process
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5 PRICING IN THE MARKETING MIX

Businesses nowadays recognize that they canndt edbbuyers in the market or at least
all buyers with the same strategy. Buyers are taaynto widely scattered and their needs
are very different as well as their buying habifkreover, the businesses themselves are
very different in their abilities to reach to thiéferent layers of the market. Because trying
to compete in an entire market, many times agéangér or better competitors, is not wise,
companies must determine the segments of the midn&iethey can serve best and obtain

most profit from.

A marketer needs to try different segmentationtatji@s, analyzing them in isolation
besides analyzing them as a system, to get theeslgaicture of the market structure.

Pricing is definitely one of the decisive comporseot the marketing mix because it is the
only one that produces a turnover for the businBssing contains the value that is put
into a product or service and it is the outcomeahplex calculations, extensive research
and careful pondering and risk taking skills. Thisra cost in designing and manufacturing
a product and there is a cost in distributing armhyting it. Cost must include all these
elements of the mix. It is not an easy task to dked¢he pricing especially that it must
reflect supply and demand correlation. Settingieeptoo high or too low could determine

lost opportunities for the organization that widrd the profits.

Price is the single component in the marketing thet generates revenue - all others are
costs. Costs determine the baseline for the phaedan be asked by a business. A price
that covers all its costs for developing, producimgnsporting and selling the product and
that offers an equitable rate of return for itsodffand risk. Because costs are such an
important element in any organization’s pricingatgy, reducing costs is always pursued

to increase competitiveness.

Costs are fixed and variable. Fixed costs are dbstsare always occurring, regardless of
production or sales. Paying each month’s bills fooduction space, offices rent,

heating/cooling, interest, and executive salarigf always happen as long as the
organization is functioning properly. Variable csind the level of production are always

in close correlation. They are called variable bseaheir sum is dependent on the number
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of units that are manufactured. The sum of thedfiged variable costs makes the total
costs. The company must carefully administer itstxolf competitors find a way to
produce and sell their products at lower costs,ihgness will lose potential profit by
charging a higher price, loosing sales, all of Whiare placing it at a competitive

disadvantage.

It is the job of the management to nominate whiiwithe company is allowed and has the
competence to set prices. In small companies, phaedling are often set by top
management, who, because of the size of the compawmg visibility and thus can keep a
better control, while in larger companies, settimgces is generally the job of the
marketing, sales or product line managers, ofterediin close collaboration with finance

managers or accountants.

Price is also one of the most easy to change coempoof the marketing mix. While
product features or contracts with distributorssappliers are pretty difficult to quickly
change, price can be changed immediately. Thergfice competition is the primary issue
many marketing executives are facing and handtimgell is done by very few companies.
One common trap is trying too quickly to offer leetprices than the competition in order
to get a sale instead of convincing consumers ef ¢bmpany’s products worth by
emphasizing the quality, the robustness, the hjistoid other attributes that command a
higher price. Focusing too much on price rathentheanging value to the customers is
another pitfall many companies fall into. Also mscthat are not mirroring the market
changes often enough, pricing that don’t refleciaeeful consideration of the rest of the
marketing mix or prices that don’t cover variousrkes segments for the same category of
products are also detrimental to a business.

Before venturing into a new market, a wise stratisgy build an outside in plan: starting
with a competitiveness analysis, advancing to valased marketing, and wrapping it up
by deciding on pricing and establishing processéde it all work. The inside-out strategy
of revising prices is usually considered when tlenpgany is already present in the
analyzed market. Even if a company’s outside-iatsgy is improper, gaining as much
profit as possible by marketing the values it isating in the economy is still a doable
endeavor. But, while impacting sales volumes, nohehese strategies can improve
margins unless value capturing is at the core efpitice structure and the processes. The
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good part is that, in companies that offer valuattteast a market segment that recognizes
it, adjusting pricing in a more proactive way amausing on values can quickly up the
profits, building organizational support that cae leveraged to address other pressing

issues in the outer layers.

5.1 Pricing strategies and structure

Having a viable strategy for the services or thedpcts a company sells comes before
deciding on a price. This strategy, which includes marketing mix and price, will be
straight-forward and very easy to implement if deempany knows its target market and
has carefully implemented its positioning plan. klehile, the company may develop side
strategies concerning additional objectives. Uguhkse additional objectives are business
continuous viability, boosting profits, and marlssiare and product quality. According to
Thomas T. Nagle and Reed K Holden organization® market viability as the primary
target when they have too much production capastityng competition, or a very dynamic
consumer wants. To keep a production line viablbusiness can play with low pricing
looking to increase demand, but on the long termmuist get proficient in adding value that

buyers will pay for or face elimination.

Thomas and Holden say it is a most targeted goahfist companies to maximize profit.
They assess the demand and the costs that wilehdpp each price ranges and decide the
price that will produce the most profit, the maoasle flow, or the best return on investment.

Pricing for different market segments based onri@kprofitability of each of the targeted
segments is fundamental to the success of the aoyisppricing strategy. There are three
pricing strategies that are used to grow a businessfiting by securing notably high
margins from a segment of enthusiastic buyers wioo'tdshow interest in less
differentiated (by price) alternatives is a strgtegmmonly labeled skim. Winning market
share from the competitors unwilling or unable ébethd is called penetration strategy. The
third one is neutral pricing strategy, when companprofit by building operational

advantages, lacking aggressive pricing or proddeamatage but still winning clients. The
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product’s price relative to the rival companiedtprg is not representative for these three

strategies but rather the use of the price to asgesales.

5.1.1 Skim pricing

Skimming is intended for high margins but will alsesult in low sales volumes as a
consequence. Skim prices are high compared to mvbst buyers would be willing to offer
under most situations. Therefore the strategy Ig f@asible when profits gained from this
price-insensitive category of buyers are highett th& potential profits from a larger

number of price-sensitive buyers that would bereflea more aggressive price.

According to accountingtools.com, skimming works &operiod of time after which the
company that must drop its prices, as more congpsténter the market and use aggressive
pricing strategies to steal market share. In canety price skimming is a short-term
strategy used to maximize profits in an unsaturatacket that.

When the market size is small and only idealistdosiyare willing to pay the high price,
skimming is a good first step. Having saturated #arly adopters segment of the market,
sales volumes typically drop, a sign that the ogsegments are being reached, the ones
unwilling to pay the price set by the seller. Taegxd price skimming, the seller has to take
advantage of other collateral strategies that lsdrhplemented like building a strong brand
image, succeeding in attracting loyal returningteoeers who advertise the products to

others or even buying another competitor.
Some advantages of using the price skimming stysdeg)

* High profit margin, exactly the point of price skilinmg, namely to force an
oversized profit margin.

* With high margins dealers also profit as the cuhea by distributors will also be
high, which only encourages them to carry the pcodu

e Strong brand recognition by quality of the produetscompany can leverage this

strategy to build a high-quality image for its puots this will succeed only if the
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perceived image mirrors in real quality productattiupport the perceived image

created by the price.
The disadvantages of using price skimming aredahevling:

» Competition: the rivalry in the business arena willy rise thus challenging the
companies that ask extreme prices with lower-prio#drings that are close in
quality.

» Consumer acceptance: not all buyers are early atdophd even for early adopters
the fulfillment of being the first ones to expldiee new products or services will
fade as more of them share the same crowded segmdrthe price point remains
very high for too long, it may miss tapping the @ed market, which are not
offered a change to accept the product.

» Dissatisfied early adopters: the enthusiastic croad get pretty annoyed when the
company drops its price to gain access to the rmamse this bad publicity is bad
for brand loyalty when the company introduces tl&tmew products at high
prices.

» Cost inefficiency: the high-profile image createduand the very high margins may
cause a company to fall victim of its own success rget to make the cost cuts

required to be competitive by eventually loweritggprices.

Evaluation of Price Skimming

Price skimming is useful for an accelerated retonninvestment, but does not place a
business in a competitive advantage within the stguin the long run, since it never

reduces costs by scaling up in unit volume. Theegfthis approach fits best the pioneering
companies that have the resources for researcli@relopment, creating a constant flow
of innovative products that appeal to a large ehaugrket segment to stay profitable even

without any intention to enter the low-cost market.
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5.1.2 Penetration pricing

Penetration pricing means establishing a low enqugte to appeal to a large customer
baseduring the initial offering, to attract them from competitors and bet on loyalty when
they become aware of the quality of the products and prices go up. Penetration prices are

not necessarily cheap, just lower than the perderatue in the market.

According to accountingtools.com it is common plémea new competitor trying to gain
share into a market to leverage penetration priclhghe new entrant has difficulty
differentiating its product from those already bfithed it is even more likely to use the
lower pricing strategy. Considerable amounts ddrficial resources are needed to undercut
competitors as most likely the losses associategetwetration pricing must be covered

without a long-term negative impact on the compsusyability.

If the approach generates enough sales volumectst$ per unit can be optimized for
profits, the price can become the new norm anddhisome makes it easier to protect the

position in the market.

Using penetration pricing has the following advget

* Timing of entry: if enough sales are generatedn@bée costs optimization via high
production volumes and reducing the cost per uh#, company can maintain
penetration pricing strategy longer, deterring gmesnew competitors to enter the
market, being unable to compete.

* Diminishes competition: competitors with weak fioah resources will be forced

off the market or sent into smaller niches.
Penetration testing also has some disadvantages:

* Branding weakness: competitors might have prodorcservices so well positioned

that customers might not be willing to migrate tower priced alternative.
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» Customer retention issues: penetration pricing lisleaves little room for product
improvement, service quality or customer service #ms will most likely lead to
customer loss as soon as prices are increasefldct tbe real costs.

» Price war risk: financially strong competitors magply with even lower prices,

causing the strategy to be ineffective for gairang market share.

Evaluation of Penetration Pricing

Large companies will have the most advantage frois gtrategy as they have sufficient
resources to sustain longer price wars and fightanpetitors’ efforts to reply the same
way. Smaller, resource-poor companies have littlance surviving with the minuscule
margins required by penetration pricing, unlessythave access to a technology that

enables them to radically lower production costs.

5.1.3 Neutral pricing

Neutral pricing represent the strategy where theinass chooses not to pursue pricing
techniques to gain market share, the prices ba&nhgysthe market and in line with those of
the competitors. Neutral pricing reduces the imgowee of the price in the marketing mix
while maximizing other tools that are believed ®rbore powerful or more cost-effective.
One could conclude that the neutral pricing is asiex strategy but in reality it is more
difficult to set a price high enough to leveragénsking or low enough to disrupt and

force one’s way into a new market than to balaheeptrice to perfection.

According to Nagle and Holden (2002) adopting atrapricing strategy by default is
counterintuitive based on the difficulty in achiegi a perfectly balanced price but
companies choose it because they are not in a gositdon to support either skimming or
penetration strategies. One strong reason to emmbmaceutral pricing strategy is to
stimulate a product line based on other, more cuatige and long-lasting attributes or
values. Because of its low emphasis on price,dtiaegy is less proactive than the other
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two but the execution takes more finesse and gkdie the company’s management, while
being as important to profitability. The profitabjilcan still be achieved even though it is a
harder task as the company will not maximize psdfiit neutral prices are not necessarily
in the middle of the range used by the competitlantheory, a neutral price can match

either the highest or lowest price in the market still be neutral.

In conclusion the strategy of pricing has to beedi-developed plan, seamlessly integrated
with marketing and competitive analysis; it must establish the goals and objectives of those
strategies. Although pricing is implemented lastairmarketing strategy development, it
must be the one everything else is planned for.

5.1.4 The Role of Costs in Pricing

The price that an organization can ask for its petel depends tremendously on costs. The
costs for producing, distributing, marketing andirsg a product must be included in the
final price and the difference is the profit, arfisite of return for the company’s effort and
risk. Depending on the product specifics, costs fmayan influential factor in its pricing
strategy, especially in the low-margins businesBexause costs are such an important
element in any organization’s pricing strategy,u@dg costs is always pursued to increase

competitiveness.

Costs are fixed and variable. Fixed costs are dbstsare always occurring, regardless of
production or sales. Paying each month’s bills fooduction space, offices rent,
heating/cooling, interest, and executive salarig always happen as long as the
organization is functioning properly. Variable csind the level of production are always
in close correlation. They are called variable bseaheir sum is dependent on the number
of units that are manufactured. The sum of thedfiged variable costs makes the total
costs. The company must carefully administer itstxolf competitors find a way to
produce and sell their products at lower costs,ihgness will lose potential profit by
charging a higher price, loosing sales, all of Whiare placing it at a competitive

disadvantage.
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5.2 Price as a Promotional tool

Promotion is a company’s battle to educate buykeosiaits products and influence them to
better appreciate them. Adequate pricing goes imahdnd with the most efficient forms of
promotion: advertising and personal selling. Depamndn the market segment a product is
addressed to, the price itself often becomes thm mp@motional tool, all advertising

circling around it.

According to Nagle and Holden the proper interretabetween pricing and advertising is
necessary because advertising can alter the wagrbugact to price differences. A long
debated subject is the influence of advertisingce sensitivity, with conclusions ranging
from the stereotype that advertising unnaturalijuces price sensitivity through a false
value effect by individualizing otherwise comparalpiroducts in market segments where
consumers are easily influenced, to recent viewat thre more tolerant towards
advertising’s effect on consumers. Today advegdisssimply viewed as communication,

the effect of which depends on the essence ofdhemunicated message.

Most professionals agree that advertising inflgieése sensitivity when price becomes the
sole promotional strategy. For example supermaakist inform shoppers the prices of
promoted items before they even decide where tp.gbonsumers are more price-sensitive
when they have a better knowledge of the altereatiihese penetration policies use
advertising to affirm that they offer the same ealat a better price, thus negatively
impacting the perception of value. Such campaignighvpredicate that price should be the
decisive factor in the purchase decision. If pigehe factor differentiating a company’s
product then paying attention to increasing the&egsensitivity of buyers is a survival
strategy. Counteracting as a competition strategg become more frequent too.
Companies that offer high quality products at hpgices or their specific is to rapidly
introduce new and innovative products try to miienprice sensitivity in their advertising

campaigns.

Timing a new product introduction into the marketi strategic endeavor for the business.
Not only that it must recuperate the investmentssinlevelopment and promotion and also
generate profit from the new product but new prdéglgan be planned to refresh customers’
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interest in the company. In the case of missingntfwst opportune timing the company

faces negative repercussions on its reputationathidbe costly to overcome. The theory of

product launches is in its infancy but it is becogiof an ever increasing importance due to
competition from startups and fast economic cysfescific to these times.

Several elements have influenced the acceleratiogth of sales promotion. They are
generated both within a company environment, whaneduct managers, pressed to
constantly up their sales, resort to promotion @etant short-term sales tool, and outside
the company, in the global market where it faceseasing competition blurring the
boundaries of product differentiation. Another tacits advertising’s declining efficiency
due to high costs of media exposure, media cluégal restraints, etc. Finally, buyers are
nowadays more deal oriented, and the mega-retailatsare successful today put pressure
on manufacturers for better deals. A recent exangpl@mazon’'s fight with publisher
Hachette over the correct price of the digital wars of books, called e-books (Thomas T.
Nagle, Reed K Holdermhe Strategy and Tactics of Pricing, 2002).

Another method of promoting a product launch isibgymedia space on TV, radio or on
web, while some businesses bet on viral marketirigere stimulated interest in a product
on web social networks spirals out and individusgtomers end up promoting the product
through positive feedback and conversation. Theecbtiming of the different elements of
promotional advertising and the strategy used tce @ consistent and predictable model

are the deciding factors that contribute to theesss of a product launch campaign.

5.3 Summary

Both penetration strategies and skimming stratefgiegricing can be used in different
market segments. Most successful businesses améngréhemselves the circumstances
that allow them to simultaneously demand highercgsiin price-insensitive market
segments and offer affordable prices to elastidosgec Categorizing the market by
segments that differ in price sensitivity and imgeetitiveness can have a positive outcome

on the profits and a faster cost-compression fogva product.
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As stated by Thomas and Holden, deciding pricepénishable products, the management
must analyze and forecast the weakening in conngtgss in order to figure its principal
causes, its plausible evolution speed, and therathat can help slowing it down. Pricing
just after the launching phase of the productdifele means solving challenging problems

like anticipating potential demand and guessingptiiee to sales relation.

To get an approximate idea of whether demand wdtify spending additional time for
exploring the possibilities for a product the figep in this process must be assessing
consumer preferences and calculating the suitalfitntroducing the product. The second
step is to define boundaries for pricing so tha¢ fhroduct maintains economical
attractiveness to potential buyers. The third s$efo forecast a feasible number regarding

sales that will come from other pricing levels.

If these preliminary explorations are promisinge tfollowing step is to decide on
marketing strategies and distribution channels.idgkather steep prices during market
introduction if sales seem to be quite unrespongivprice but responsive to educational
promotion is a wise decision and a right way tofigaluring all stages of a product life-

cycle.

Nagle and Holden says similarly, strategies of e@hat low prices in the beginning,

betting on cost savings coming from high productratumes and reducing the cost per
unit or from an expanding market, have been hidhiytful providing the management

recognized and reacted to the right conditions. Lpmces can secure long-term
competitiveness and a steady profit rather thamtgsha profits of the high prices and in

the same time they have a discouraging effect e@ntial competitors. Recognizing when
a product has reached maturity is also an impodapéct of pricing as it can extend the
long-term profitability of the line.
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5.4 Breakeven analysis

In most organizations the financial aspects arev@ikin opposition: the internal financial
aspects are almost in all cases clashing with thioseare market-specific in setting the
price for a product.

As stated by Thomas Nagle, Reed Holden financiatisa@-makers run complex
forecasting systems to calculate the level forgwiso that all the costs are covered and a
satisfactory profit is achieved. On the other h#me marketing department and the sales
department and are trying to figure out the minimprite for the products to achieve
maximum sales. The fundamental tool used for cadestihg costs and determine
guantitatively the effects of price dynamics is theremental breakeven analysis.

Incremental breakeven analysis focuses on thermemeal profitability of price changes.

According to Nagle the questions that help manatgesge if a modification in price could

improve the profitability are:

- What quantity of products has to be sold in ordeprofit from a lower price?
- How much of a drop in sales can be tolerated baf@ecompany decides that a price

increase is not profitable anymore?

The margin is the key to the above questions amliciates the pricing policy to a great
degree. Hereinafter the four equations involved@nforming such an analysis will be

introduced and illustrated. They are based on xpereence of Dabba.

Let's assume Dabba is thinking of a 10 percentepreduction which they consider will
competitively position them better than alternatuppliers, allowing them to additionally
boost their sales. They also believe that the compall not suffer from added fixed costs.
The question is how much would sales have to geaufney keep a good profit in spite of
a 10 percent drop in price?

To answer this question, the breakeven sales chaitigee calculated. For a certain price
drop, this means the minimum increase in salesmelthat is needed so the outcome of

the price drop is an increase in contribution redatto the baseline. Making this

41



calculation is very simple and will be presentedthe following paragraphs. However,

illustrating it with a table will make it more intive.

Table 2: Dabba Breakeven Input values

Sales 400 units
Wholesale price 14.00 € per unit
Revenue 5.600 €
Variable costs 5.5 € per unit
Fixed costs 1.500 €
Contribution Before Price Change Contribution Afegice Change

Contribution Lost
Price1=14.00€ Due to Price

Unaffected Contribution Gained
Price1=14.00€ Contribution Price2=12.60£€ Contribution Due to Volume
Variable Cost Variable Cost Additional Variable
=5.5€ Variable cost =5.5€ Variable cost Costs

Before the price drop, the company demands a wasehprice of 14 euros per unit and
sells 400 units, resulting 5.600 € in total revenl&om this value the company pays 5.5€
per unit as variable costs, for a total of 2.200€refore, before the price change, the total
contribution is 5.600 euros minus 2.200€, or 3.40@Emake a profit out of the suggested

price cut, the contribution after the price cut trlus more than 3.400€.

With 10 percent price drop, the product sells fodyol2.6€ per unit, or 1.40€ less
contribution per unit. Since it typically sells 4@Qdits, the company loses 560€ in total
contribution, a value that a higher price would édnguaranteed. This is called price effect.

But the price cut should increase sales voluméseiftompany has evaluated correctly the
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market situation. This price drop will, howeverlywbe profitable when the volume effect

exceeds the price effect.

This is exactly the purpose of the breakeven amalys determine the smallest sales
volume that will cause the volume effect to balatiee price effect. Above this line sales

start generating a profit in spite of the pricegmproving the competence of the company.

Because the missed contribution due to the prifextefs 560€ we know that the gain in
contribution due to the volume effect has to excees value so that the price cut would
make sense. Going on with the calculation, each umatvsold at the lower price results in
7.1€ in contribution (12.6€-5.5€=7.1€), so the campmust achieve selling an additional
79 units (560€ divided by 7.1€) to make the pricgpdorofitable.

—Pricechange

%Breakeven sales change—=

Contributionmargin + pricechange
Contribution margin = Price — Variable costs
Using the contribution margin equation, we detive following:
Contribution margin = 14€ - 5.5€ = 8.5€

Given this we can easily calculate the breakevésssdange as follows:

% Breakeven sales chang%—é% = 0.1970r 19.1 %

In the above formula, the price change and cortinhumargin can be expressed in euros,
percent, or decimals. The result is a decimal @b, after being multiplied by 100, gives
the percent change in unit sales that would keeplahel of contribution after the price

change constant.

In conclusion, applying the new price will be ptable for the company only if sales
volume goes up more than 19.1 percent. In compafgth its current sales volumes, the
company will have to outsell by at least 79 unitgriaintain the same level of profitability

it had before a drop in price was decided:

Unit breakeven sales change = 0.197 x 400 = 78 unit
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If the sales exceed the breakeven sales changgritieedrop will be profitable. If the price
drop doesn’t generate enough new sales to reachréa&even sales change, the strategy
will prove unprofitable. “Until the loss in contulion due to reduced sales volume is
exactly offset by the gain in contribution due te tprice increase.” (The Strategy and
Tactics of Pricing, Thomas T. Nagle, 2002, p.39)

Assuming that Dabba’s goal is to increase its eurpeofits in a very favorable Finnish
market, the management should decide drop in prteif their analysis shows that sales
will go up by more than 19.1 percent, or 79 uratsa result. If sales generated by the price
drop are up by more than the breakeven amount, bgai09 units — Dabba will realize a
gain in profit contribution. If, on the other haridabba only sells an additional 49 units out
of the 79 necessary to hit the breakeven, it wiffes a loss in contribution. Having had
calculated the breakeven sales change and thet paoitribution the exact change in
contribution associated with any change in volursevery simple to calculate: by
subtracting the breakeven sales volume from theahsiales volume and multiplying the

result with the new contribution margin as calcedbafter the price drop.

For Dabba’s assumed 109-unit and 49-unit volumessdtom the two situations

exemplified above, the change in contribution egjtiad¢ following:
(109 -79)x 7.1€ =213 €
(49-79) x 7.1€ =- 213€

In the Unit breakeven sales change formula abovecgn see the same number of the new

contribution margin in the denominator of the patce
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6 COMPETITORS

In the economic environmental of an organizatiogpatinuous battle is knowing
well your competitors so you can predict their lyjkactions and responses to your
own moves but also the market shifts and includemthn the organization's
competitive strategy. From a functional point cdwj a strategy planner needs to be
able to see the market through the strategic eldssacompetition. The strategy
planner does not only need to understand the mituahe same way as his
competitors do but also to assess it as a whotes $0 know what impact would his
competitors’ actions have on their business inrtiséiuggle to maximize their
profits and sketch a strategy that would allow Ihisiness to make a move that

would turn the competitors’ actions in better wioshis company.

A competitor analysis must provide: the nature #ral success rate of the predicted
moves that a competitor is likely to take, prediath competitor’s likely reactions to
important strategic moves of the other peer playershe market and understand
competitors’ probable answers to changes in keyusttg and environmental

parameters.

Nagle and Holden says in a perfectly balanced tsilmavhere a direct competitor
fights for exactly the same clients in exactly #zne way as your own organization,
producing the same products with the same techyang distributes and sells them
through identical marketing channels, you have sk wourself where would your
company stay with regard to success?. If your orgdion places second despite
everything else being equal then it is improbabldd any better with regard to its less
direct competitors. The reason is simple and héopposite of your situation: if your
identical competitor scores better than your orz@tion then it is logical that he has

substantially better chances to win over the irdicempetitors.
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6.1 Major competitors description

6.1.1 Logona

LOGONA

Figure 7. Logona public logo

LOGONA is the continuation of the Lorien Goods GmiaHich was founded by Hans
Hansel. He decided to develop high-quality andyfolitural cosmetics in 1987.

Logona Naturkosmetik (roughly translated as Logdatural Cosmetics) is a skin care line
from Hanover, Germany. It was developed in the $9#fF natural products inclined
Europeans that had few alternatives. Logona’s sepatives claim that the entire
ingredient list is natural and doesn’t contain dangs fragrances. Because these products
are sold throughout Europe, it is a good examptelamill focus this review on Logona’s

anti-aging skin care line.

As the market looks today, Logona Naturkosmetikjuist another skin care producer
creating natural alternatives to the highly cheinicees people usually find on shelves. It is
unusually though that such a brand is still vefgrafable, competing with the normal skin
care lines. Most creams are priced lower than €150very affordable option even for
people interested in all-natural products but whe driven away by the high prices. This
brand is not available outside Europe, especially$, where high scrutiny goes into every
claim a company asserts. Logona claims to reddcgigals of aging and promote radiant
skin that is healthier and so on but it offerddittlinical proof which is why their spread is

mostly localized around some parts of Europe.

Product Details

Logona Naturkosmetik does not offer an official redjent list for any of their products
and key ingredients that would help their claims mowhere to be found on their website.

One can only make a guess based on hints of whaintined in their products. This
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strategy doesn’t win them any customer that knowatva natural product is, maybe only
those sold on price. Especially the chemically gmescrowd, that has to have the
ingredient list available, seems to be totally ta@ked. This is quite strange as these
people make a good portion of the natural prodsetking persons.

One of Logona Naturkosmetik’s products that listene of its ingredients is its Age
Protection Day Cream (also one of their most pappladucts). They divulge that it
contains these key ingredients: Shea butter, astjabroccoli seed oil, samphire, white tea,
argan oil, aloe vera and vitamin E. The manufactci@@ms that the mentioned constituents
protect the skin from damage, improve the softreéshie skin and promote a young and
vibrant look. These claims are backed up by somdies. Vitamin E is an important
element for a healthier skin, white tea’s powewduntioxidants help with aging, slowing
down the degradation of the skin. But, accordinghtese same studies, most of these
ingredients are much more potent when ingestethgaftom the inside out rather than the
common misconception that applying a substancénerskin is the best way of nurturing
it.

The Good:

- Contains powerful antioxidants and vitamins, whiwp reversing the aging ofthe

skin. It Is extremely affordable.
The Bad:

- Having no means of getting an ingredient list, Legd\Naturakosmetik's potential
clients might be taking a too high risk of provakiallergies or other symptoms that
can be experienced by the chemically sensitivis. & Europe only brand. The rest of
the world needs to purchase it online. There issatisfactory information on the
website about how its products work to improve $hé's appearance and health,

offering little credibility.
Conclusion:

This product line definitely has potential, andythreake use of great ingredients. But a

competitor that offers more information about it®ducts, listing all ingredients, their
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source and at least some statistical informatiarotfclinical data about their effectiveness

will better succeed in the market.

6.1.2 Madara

vvvvvvvvvv

Figure 8. Madara Public Logo

MADARA Cosmetics, in short MADARA, as it is knownraund Europe, is
a Latvian producer of organic skin care productse Tompany was created in Riga in
2006.

Motto: Deeper than skin

Designed and produced in Latvia, also the Nortltarmope home of Dabba, MADARA is
exporting its products to 25 countries around tleldv Due to its success, MADARA

Cosmetics has become one of the country’s bussrastems.

They express high pride that their natural cosreedi®@ popular and greatly appreciated
their unique ingredients that are highly effectilat also due to the brand image of being
created in Latvia. MADARA is banking on the abuncamand well-known properties of a
plant growing in Latvia that they used right foreithcompany’s name: Madara (wild
madder). This was a clever marketing strategy,cas ihthis plant is mentioned in another

company’s portfolio, they are simply getting frevartising.

Export countries are: Czech Republic, Estoniay&t@, Iceland, Lithuania, Belgium,
France, Germany, Moldova, Netherlands, Romania, siBusSingapore and United
Kingdom.
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The reviews for Madara are nothing short of entstsi, even by some more technically

inclined publications:

“Madara Cosmetics managed to enter more than 3Retsain a relatively short period of
time, the first being in England and Lithuania, awhieved remarkable financial growth
indicators.

Indeed, with a solid turnover of €170.000 in 2001 £550.000 in 2008, the company
reached €2.1 million in 2010, increased turnover6B96 in 2011 (approximately €3.3
million) and has been growing in 2012 and 2013 afi”wInternationalization of Firms
from Economies in Transition; Mai ThiThanh Thai, Ekaterina Turnika; Edward Elgar
Publishing 2014; p117)

Product coverage: Baby and Child-specific ProduBtdéh and Shower, Colour Cosmetics,
Deodorants, Depilatories, Fragrances, Hair CaressMgeauty and Personal Care, Men's
Grooming, Oral Care, Oral Care Excl Power Toothbess Premium Beauty and Personal
Care, Sets/Kits, Skin Care, Sun Care.

First Madara products appeared on the shelvesaantpeshops in 2006, before Christmas.
It was a perfect timing as people were lookingdomething new and fresh for presents.
The first product — calming body lotion — failechdaafter some time they stopped its
production. Now they have variations of 22 produatsl 4 product collections. They

export Madara’s products to 12 countries both inoa and Asia. In 2009 they started to
export the products to Japan, Denmark and Switzerlat the time being 50% out of their

revenues comes from export. This year they haveived 600,000 EUR as an investment
to further develop new eco products.

The founder of Madara is a woman named LotteTispfektitnere, a very young

entrepreneur at 27 now. She was born in 1982 ira.Riter own experience of having
allergic reactions to one of the cosmetic prodstis was using at that time was the drive
to dive in this endeavor. She researched the ingmed that the respective product
contained and she found out that there were magrgdients potentially carcinogenic. She

decided to never ever use that product again. &raed that a good friend of hers was
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experiencing the same sensitiveness. They decasthtt producing ecological cosmetics
from greens and plants native to Latvia and staftedcompany with their own funds as
the banks refused to lend them money. As a consequef the financial situation, they
started with only 4 products instead of 20 theynp&d in the beginning. The initial

investment was quite large, at 100,000 EUR equmnsleNow in Madara there are 40

people permanently employed, including the founders

6.1.3 Lumene

Figure 9. Lumene Public Logo

Initially a branch of a pharmaceutical companyha tate 40s, the brand Lumene has been
created in Finland in 1970 and in only 3 years becdahe market leading skincare and
cosmetic brand in Finland. The success story hashntoi do with Lumene’s naturally
potent ingredients used in their products, beimgfitst cosmetics company in the world to
use handpicked, wild Arctic berries refined by atifec methods. The company uses both
the natural and the scientific, combining Arctictura’s finest ingredients with the
Finland’s world renowned petite and competencyrougdbreaking technology to create

bioactive skincare and cosmetics.

The company’s motto — The Power of Arctic Naturexpresses its ideology that natural
plants contain a substantially greater amount dfiments and antioxidants than the

cultivated varieties grown further south on managat

As their brand name suggests, their view and siyafgaid off both at home and in
international markets. The company’s products aesgnt on the shelves of 12 major retalil

chains in US alone, the number of retail outletduding their products being around
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14,000. In Russia alone, the brand can be seeroia than 3,000 stores. Lumen products

are also sold in Sweden, Estonia, Ukraine and Chiteong many other countries.

Lumene is a brand of Lumene Group that focuseseawity products. Lumene Group is a
Finnish company based in Kauklahti, Espoo, Finlaridch has been in business since
1948. The actual Lumene brand began its own lif@9@0. The whole lines of products
were designed for women living in the Northern hgwhiere. Combining natural

ingredients and a scientific approach Lumene Gmoupission is to create high end

cosmetics and hygiene products designed to erfreehves of its customers.

The Lumene cosmetic lines include anti-aging prtgluskin cleansers and toners.
Nowadays they have a special section dedicatedety showing a mature company that
adapts to the market trends.

The net sales of LUMENE Oy in 2013 were of app®kR 90 million, more than half of
which was recorded in the international marketsus$®a, Scandinavia and USA. The

number of employees is around 530, 330 being biaséhland. https://www.capman.com)

Below are some of the more interesting marketirtgitse

- Direct advertising: Press and online

- PR : Beauty magazines and beauty blogs

- Social Media Marketing : Vkontakte, Facebook

- Retail: Brand’s own beauty advisors, Individualkdgaequipment projects, customized

promo-campaigns for key clients with in-store.

6.2 DABBA external Major Players / Competitors

There are quite a lot of organic/ecological braadsilable in the Finnish market. Some of
the biggest players are Flow-kosmetiikka, FrantsAa&orelle, Madara, Weleda, Dr.
Hauschka, Lavera and Sante.
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Market observation was executed on Dabba’s poleotimpetitors at an organic shop

Ruohonjuuri in Kamppi, Helsinki.

There is a Finnish brand called Flow-kosmetiikkd #mey produce organic rose water
and facial mist 17.5€ per bottle of 200ml.

Logona brand from Germany has facial toner prick@3€ per bottle of 125ml.

Lavera brand from Germany has facial toner pric@dB3€ per bottle of 125ml
(organic certificate).

Madara brand from Latvia comes with a facial tooer Finnish market ranked at
13.95€ per bottle of 200ml.

Pur Aloe from France has the aloe vera mist (brtfwate) which is priced 22.79€ per
bottle of 250ml.

A large Finnish organic cosmetic brand Frantsifersfrose water for 19.95€ per bottle
of 110ml.

Lumene is a huge brand from Finland and they offeveral facial toner priced
between 3.45e and 4.45e per 100ml. The producechas close to Dabba’s product is

a facial toner for sensitive skin.
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Competitors price chart (100ml)
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Flow Logona Lavera Madara Pur Aloe Franctsila Lumene

Figure 10. Competitors price chart (for 200ml)

The calculation for Figure 10 was made by crosstiplidation formula. Taking the

example of Logona the price is 14.65€ per 125ml.
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125ml _ 14.65€

Therefore—— =
100ml x
=222 = 11.72€ per 100ml.

The price results for 100 ml are related in Figli@e For Lavera the price for 100 ml is
10.28€. Madara gets to 6.97€ per 100 ml. Pur AtoenfFrance 9.12€ for 100ml, and
Frantsila that reach the 18.14€ per 100 ml.

Competitor’s price chart is calculated taking iatrount 100 ml of the product so that the
price will be more accurate for Dabba’s productesi

7 DABBA CUSTOMER SURVEY

7.1 Survey design and structure

“Survey research, the most widely used method fiongry data collection, is the approach
best suited for gathering descriptive informatiéncompany that wants to know about
people knowledge, attitudes, preferences, or bulggttavior can often find out by asking
them directly.” (Principles of marketing Tenth Eolin, Philip Kotler, 2003,p. 648).

The survey was designed in such a way to gatheraay answers as possible in a limited
time. Only women were chosen to be representelerstudy for several reasons, the most
important being: women are earning, spending, aidgbthe household responsible for
spending at a greater rate than ever before. Asoddwide trend, women dominate
purchasing decisions in the fields commonly atteduto women and have a huge
influence on male purchase decisions for produtds are commonly attributed to men,
like automobiles, home renovation products and happliances. In Finland, where
women influence is even more pregnant than theageecountry, this trend is certain to

grow.
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The questionnaire was first created in an A4 pé&men and afterwards translated to google
docs. The language used in the survey was Englighquestions in the survey were based
on the theoretical chapters from the thesis. Ttst 8 questions were designed in such a
way as to point out the activity of women in Firdaim the cosmetic market. The next 3
guestions were focused on price, to understand rhaeh the consumer is willing to pay
for an organic product. The 3 questions that foddwwere about the respondent’s
knowledge of the product area and how the inforomats spread after testing a similar
product. The last question was for statistical psgs to be used in conjunction with the

statistic data provided by statistics.fi.

7.2 Data collection

The data in the current research has been gatherdifferent stages. First a less time
consuming questionnaire was created in order tbegaas many answers as possible,
covering larger areas where the respondents coodtivex almost instinctively. The

purpose was to discover consumer buying behavratifferent age groups.

The first data collection took place in 11.04.20%aturday, in front of Kamppi shopping
center in central Helsinki. The data collectionrtstd at 12:30 and ended at 14:20, during
the peak traffic. The main purpose of this firstadeollection was to gather specific age
groups data for people between 31 and 50 yearsUsithrtunately, because of the local
culture, people were circumspect and unwillingttpdor a 2 minutes discussion that was
held in English. There were 14 answers collectethfpeople of ages between 31-40 years
old. The second phase of the data collection wadest on 13.04.2015. A google Docs
guestionnaire was used to build an online formiangas launched via internet and spread
through social media —Facebook and emails. Theonsgs were very quick to come.
Because of the high response rate of women bet@éeand 30 years, the researcher
decided to try another physical location. This \@agery crowded public space outside of
the Helsinki Railway station, on 17.04.2014, a &yi@fternoon between 16:00 and 17:30,
when people were heading home, having a good moahticipation of the upcoming

weekend and therefore being more willing to coogerdhe approach was different, this
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time the researcher tried to stop people by taking them in their native language. The data
collection has ended with a satisfactory number of 19 answers, from age groups between 41
and 50 years old. After gathering all the responses the total number of people approached

on the street and via internet was 93.

7.3 Demographic of the respondents

From where do you usually buy cosmetics
products?

B Organic store

® Cosmetic store

W Beauty salon

m Manufacture's
website

Figure 11. Purchase Location preference

The majority of the respondents prefer to purchase cossmetic products from cosmetics
stores. One of the psychological aspects of shopping is instant gratification. In economic
terms, Instant Gratification is called Transaction Utility, which means in simple terms that
modern consumers buy a product in search of an emotional fullfillment rather than a real
need. Clicking on a pair of online stilettos doesn’t feel the same with trying them on,
holding them in front of you , imagining how would they look and what venues would they

be appropriate for, carrying the shoes in a shopping bag.

From 93 respondents in the study 60 said they would be willing to buy directly from

cosmetics stores, followed up by the manufacture’s website via internet. From the second
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option we can easily draw the conclusion that consumers are increasingly active in online

purchasing

How often do you buy cosmetics products?

B Once a week
= Once a month
B Twice a month
B Twice a year

B Once a year

Figure 12. Frequency of Purchase

The activity of women in purchasing cosmetics products is still profitable for the cosmetic
industry. As we see in the pie chart 39 percent, which means 36 out of 93, are buying twice
a month and 32 percent, 30 out of 93, are buying once a month. The trend has become a
constant as today cosmetics are not any more a luxury; they have been transformed in a
daily necessity similar to food products. Moreover, buying cosmetics is not a typical female
activity anymore, men are increasingly buying facial, hair and body care products.

Cosmetics ceased to be a luxury product selected only by high class shoppers.

What is your age?

m Under 20 years old
m 21-30years old
W 31-40 years old
M 41-50 years old

Figure 13. Age of Respondents
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Table 3: Respondents split by Age Group

Under

years old

20 31-40 years

old

Among the 92 respondents 65 percent of the ansmenes given by the age group of 21-30
years old. The second age group that showed gremést and could become a good target
group is 31-40 years old, followed by the age grofiunder 20 years old. Despite the
researcher efforts to engage the age group of 41hB9 were the least interested in taking
part of research. There are still chances to hhig dge group as potential customers
though, because the latest studies show that ngwat@re and more mothers try the
cosmetics of their adolescent girls instead of dltestyle reversed situations when girls
would sneak and use their mother’s cosmetics. Wighexpansion of cosmetic knowledge
the new generations are raised with an increasadaéidn level on this subject and this
change in social perception of cosmetics is ontydasing the demand for better, higher
quality products and this way its consumption vadls® grows up continuously. There is
the high probability that older age people are niehectant to accept being engaged on the
street, especially in a foreign language, but emdhe native language the success rate was
very low. This can happen due to a lot of factoosrf culture to difference in age between

the researcher and these older women.

Because the young adolescent were the most respogisiup age, it is important to note
that it is believed that the youth of this genenatare one of the most persuasive groups of
consumers in all trends including fashion. Adolessere less preoccupied with money
problems and are comfortable spending lots of mamejtems that would appear to raise
their social perception among their peers. Théstyle is also more about experimenting
with products and this is the foundation for theture habits as they will be comfortable
to doing this even when they will grow older. Oe thther hand the age group between 31-
40 years old could be a loyal customer base iridhg run because of their settled habits.
So, recognizing this age group’s choices is a sté@ marketers, decision-makers and

strategists for a successful product development.
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What would be the reason for you to buy an organic cosmetic
product?

m Natural/Organic
ingredients

H Organic, bio label
m Safety (anti-allergy)
| Efficiency

B Value of money
(price)

B The design of the
product (packaging)

o

m Texture of product
(smell, color)

Figure 14. Reasons for buying organic by age

The perceived value of the product is the one that dictates the price sensitivity of the
consumer. Expensive products are often considered as of a higher quality, many times
being even considered a luxury and even less wealthy customers become willing to pay a
premium for that. The purpose of the question above was to distinguish the consumers’
attitude towards organic cosmetic products and to test how willing is the consumer to pay
for these natural properties of the beauty products. Responses are reassuring for the
cosmetic industry as they show once again the importance of the natural ingredients in
every cosmetic product. As we can see there are 37 positive answers from 93 towards
natural and organic ingredients. Synthetic chemicals that are considered carcinogenic or
simply highly toxic are the biggest problem for the cosmetic industry today, so naturally
more and more customers hone a keen eye in reading product labels and the legislation is
stricter when it comes to passing the whole list of ingredients so that everybody knows
what they are buying. The second reason for buying Organic cosmetics products is Safety,
most respondents being aware or looking for the anti-allergenic properties of the natural
products. The sensitive skin crown will continue to be loyal to organic cosmetics.

Consumers do care about the affordability of the natural products, and the responses where
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value is considered carefully makes up 16% from the pie chart. The organic bio label is

preferred by 9 women out of 93, not a feeble percent for a market that is in its infancy.

Value of money (price) |
Safety (anti-allergy) |
Organic, bio label |

Natural/Organic... |

What would be the reason for you to buy
an organic cosmetic product?

10%

28%

17%

45%

Figure 15. Evaluative criteria of 21-30 year-old women (n=60)

45% of 21-30 years old group are interested in Natural/Organic cosmetics followed by

those looking specifically for Organic, bio label. Comparing the percentage of Organic, bio

label with Value of money (price) is easy to understand that most of the young women are

willing to pay a higher price for these requirements.

Value of money (price)

Natural/Organic ingredients

What would be the reason for you to buy an
organic cosmetic product?

27%

73%

Figure 16. Evaluative criteria of 31-40 year-old women (n=15)
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Natural and organic components add value in the eyes of the consumers in the 31-40 years
old age group. 75% of the women from this age group believe that is important that the

product is made of natural/organic ingredients only.

Have you heard about Floral water?

MYes

M No

Figure 17. Product awareness among respondents

Table 4: Product awareness split by age groups

Despite the amount of information and advertisement towards green cosmetics, there is a
big gap between people who have heard about floral water and people who have not heard
about it or don’t remember hearing about it. The table above splits the answers by age
group and is highlighting that the 21-30 years old group has a very high percentage of
consumers where information and advertising has not been very effective or some other

reasons exist so that from 59 women 42 did not hear or knew about the floral water.
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On the other hand it is easily to see that group age between 31 and 40 years old have heard
about this type of product. Taking into account the trends in green cosmetics industry, the

women will be more and more interested about every product from this area.

Which of these organic cosmetics Brands are
familiar to you?

= Madara
H Lumene
W Logona
M Lavera

M Frantsila

Figure 18. Competing Brands Familiarity

This section reveals consumers’ habits and preferences related to certain natural cosmetic
brands. The chart makes it very clear that that all group ages have a cultural devotement
towards their local brand called Lumene. Logona and Madara are brands that have also

managed to create an image around them. Local consumers were well aware of the brand

names and their products.

Which of these organic cosmetics Brands are
familiar to you?

Frantsila
Lavera
Logona
Lumene 61%

Madara

Figure 19. Evaluative criteria of 21-30 year-old women (n=57)
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The chart above shows that the most active age group in the study, the 21-30 years old
respondents, has heard about all the brands mentioned above. We can unmistakably
conclude that this age group is always looking for more competitors in this area and have a
larger offer to choose from and that they are very attentive to brands in the green cosmetic
market. From the answers gathered one can see that the main competitors for Dabba are:
Lumene, Logona, and Madara. Based on this outcome of the questionnaire these brands

will be analyzed in the current research on how they compare to Dabba’s offering.

Which of these organic cosmetics Brands are
familiar to you?

Lavera k 48%

Lumene 92%

Figure 20. Evaluative criteria of 31-40 year-old women (n=9)

The majority of women between 31-40 years old use organic cosmetics from local brand

Lumene. The brand is described in the Major Competitors chapter of the thesis.

Do the opinions or recommendations of your
friends and others affect what cosmetic products
you purchase?

Often
m Sometimes

Never

Figure 21. Influence factor of peers
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Table 5: Influence factor by age group

Under 20 31-40
years old years old

Never 0 0 4
Sometimes 6 42 5
Often 4 18 5

The influence of the reference groups on the consumer purchasing behavior was one of the
topics covered in the theoretical background of the thesis. In the current survey, it was
learned that the influence of the reference group affects to a high degree the women’s
purchasing decisions. Figure 21 illustrates the result in the survey. From 93 persons 67 are
sometimes influenced by friends or other recommendations, a quite large percentage (over
60%). By age groups the 21-30 years old group is most often influenced by exterior factors.
Women talk about cosmetics brands and beauty products on social networks and doing so
they influence and are being influenced in the purchase decisions and, by this logic, the
power of blogs, message boards and social networks like Facebook, Twitter, Pinterest and

Instagram is a really important one.

Before purchasing a skin-care cosmetic product do
you check information from the internet?

Always
B Sometimes

Never

Figure 22. Pre-Purchase Online Research

Most consumers also set aside time for doing the research and learn about a product before

purchasing it.
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Table 6: Research for product information split by age group

Under 20 21-30 31-40 41-50
yearsold | yearsold | yearsold | years old
Never 5 9 0 6
5 48 9 3
Always 0 4 5 0

The numbers above show that the search for information is an important component of the
decision-making process. Before purchasing items that are considered of high value, it is
likely that consumers are searching on internet reviews of the desired products, list of
ingredients and price to be convinced of the reality of the high value that is associated with
the product. Figure 20 shows the respondents’ behavior according to checking information
about the product prior to purchasing. As the Table 6 demonstrates, the majority of the
consumers always searching for information are in the age group between 21 and 40 years
old. The women between 31-40 years old are doing more research regarding to product
information. This behavior goes in line with the consumer behavior theory that states that
for more complex or riskier decisions, such as pioneering products that are being advertised
as revolutionary people will likely look for advice, for example on social media, or do
some research about available alternatives. For simpler decisions, we rely on whatever past

experiences, stories, and recommendations we can remember.

How much are you willing to pay on average for
an organic cosmetic product?

M Less than 15 euros

M Between 15 and 20
euros

Between 20 and 40
euros

Between 40 and 60
euros

Figure 23. Price sensitivity relative to organic products
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The theory on pricing strategies was quite substantial and the response to the above
question emphasizes once more how crucial a good pricing strategy can be for a product’s
success. Price has an impact on consumer buying decisions and it may be perceived very
differently by the various consumers, being determined by their income level, personal

budget and other statistical variables from the demographic and psychographic areas.

In one of the previous questions it has been showed that value of money is a sought for
aspect when purchasing organic cosmetics but it wasn’t more important that the safety
aspect related to organic ingredients, therefore most of the women are willing to pay
between 15 and 20 euros for their beauty care and the majority is giving this amount twice
a month. It can be concluded that women are still looking for better prices, promotions or

cheaper alternatives that offer the same perceived benefits of the higher value products.

How much are you willing to pay on average for
an organic cosmetic product?

Between 20 and 40 euros | 20%
Between 15 and 20 euros | 68%
Less than 15 euros | 12%

Figure 24. Evaluative criteria of 21-30 year-old women (n=50)

The results indicate that most of women in the study have an acceptance price of between
15 and 20 euros. The 21-30 years old group respondents were the most vocal in expressing
what price they consider fair for an organic cosmetic product. From 50 respondents 68%
are determined to pay between 15 and 20 euros, followed by 20% that are willing to pay

between 20 and 40 euros.
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How much are you willing to pay on average for
an organic cosmetic product?

Between 20 and 40 euros 36%
Between 15 and 20 euros 43%

Less than 15 euros 21%

Figure 25. Evaluative criteria of 31-40 year-old women (n=14)

In the mature women category, from 54 women 41 were more dedicated to buy for the
higher price. Comparing the targeted age groups one can see that women above 31 put

more accent on the quality of the products and commit to pay more than 20 euros.

Are you currently...?

1 Studying
H Working (full-time)
B Unemployed

= Working (part-time)

Figure 26. Occupation Status or Respondents

The demographic structure of the respondents, according to their age and occupation in
Finnish society, is presented in the graphic above. The chart is showing that out of 93
respondents 52 percent are working full time. Most of the 31-40 years old respondents are
employed full time while the 21-30 years old age group is more fractured between

studying, working full time or part-time and unemployed. Still the majority are working
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full time which means the steady income that theyearning gives them more ease of
mind when favorably appreciating purchasing deosid he under 20 years old age group

were all students.

8 COOPERATION WITH DABBA

8.1 Conclusion and recommendations

Wrapping up the theory and the data analysis irrdBearch, this section includes the key
findings of the thesis and some final recommendatitor Dabba. The feedback from
Dabba on the thesis which was sent to them foevevs also included in this chapter. The
research plan was created using the knowledge eaxtiqal experience obtained from

Arcada in the fields of finance and marketing.

The aim of this research was to reveal the constlomieavior of the Finnish market toward
organic cosmetics. The initial aim was distilledtifier along the development of the
research and the final goal was to compare thehpsneg behavior of Finnish women the
based on their age, occupation and interests tea@aghnic cosmetics. The background on
which the researcher based her case was taken ¢mmaumer behavior and price
marketing mix theories, having the most importam¢ selected to be broadly described
and discussed. The company internal review basedthenVRIO analysis and its
comparison with the external Competitors have lsefoundation for further analyzing the
consumer buying behavior using Maslow’s pyramidnetds and the Decision Making
Process. An understanding of the consumer tangeket allows for a discussion about

pricing strategies.

The theory about green cosmetic products and cotogetvas acquired mainly from
online sources such as articles and market resesargad by private companies. The
reason is that natural skin care cosmetics arereesnt discovery and the literature on this
subject is very limited. It has established asadrin the past couple of years and Dabba is

quite a pioneer in the field.
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The empirical part of the research was done by sihgomixed research methods. A
guantitative research method was used in ordeeweal consumer attitude and behavior
towards organic cosmetic products. This method orassen due to the importance of
tapping right into the public’s opinion and analgyzke local market trends.

The survey was created in word documents and Gdogts format and was written in

English language. In total 93 women answered tlestipnnaire.

On the other hand, a qualitative research methadusad to gather information from the
company. The aim of the interview research was rieuee the theoretical part and

guantitative research.

8.2 Key findings

The vast majority of the literature that studied garallels between young and middle-aged
women that was encountered during the researchagklng the decision making process,
the specifics of marketing to the two different e and the influence of pricing on

purchasing decisions.

The present study indicates that the younger woanennfluenced to a greater proportion
by their friends in comparison to older women, veéle@m more confident on their purchase
decision.

* When pricing was discussed, 31-40 years-old respusdconsidered expensive
products to have a higher value than the cheapsmnatives while this was not much
of an issue for 21-30 year-old group.

* In the decision making process the 31-40 yearsgotiip was in a much higher
proportion searching the internet for relevant infation prior to buying than the
younger women, who were still using the internet ¢dnsidering that they are more
often influenced by friends in their decision makithis internet research is likely to

come from social media reviews and recommendations.
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When evaluating alternatives, older women valuadiratness of the natural/organic
products much more than the young group, whil¢ Istiking in much more detail to
find the value for their money. The anti-allergidvantage of the organic products is
more sought for by the younger generation whichtjpms well Dabba in achieving
brand loyalty from a younger age. This also makedear indication for the way
Dabba could capitalize with marketing campaignsth@&syounger generation, being
more exposed to dangerous chemicals from the wdrties mothers to their present

age have developed chemical sensitivities whicHif@tane conditions.

Overall, the research can be considered a suc€uss. of the initial goals, that of

discovering what kind of factors affect the purchgsbehavior of Finnish women was

achieved well. The connection between the thealetind the observational parts of the

study was accomplished and preserved all througistirdy.

From the qualitative research based on the compaesview it is quite clear that the
company is ready for the next level of developmést.Mr. Janis said, the products
sales are going strong even without much marketdffayts and promotions to increase
sales. The products are easily differentiating thelaes from the ones of the
competition due to their quality and price ratiattmakes Dabba a leader in Latvia in
its field. Because the business at the momentasosal the company can only rely on
a relatively small but steady annually growth. Ottde aspect of their business that is
holding them back will be solved, something they actively working to resolve, their
growth can be exponential.

The company’s challenges, apart from the developfngew product lines to solve the
seasonality issue, are related to the efficienivesl of information to the end
consumer. With regard to this aspect the quantdatesearch showed a substantial

proportion of the target groups unaware of floratev.

Because of a steady growth and little competittbe, pricing policy for Dabba is to use a

fixed price that is calculated after analyzing ttegvian market, the competing products

and also taking into account the production coBlie retail price is suggested mostly by

the company.
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8.3 Recommendations

The research is a useful tool for analyzing consubehavior towards organic cosmetic
products. The data analysis from the present pamsr be beneficial to Dabba and the
recommendations are based on the author’s anaydisiew, as they developed during the

university preparation.

After analyzing the consumer behavior in Finlande tmarket is clearly prepared for

honest, high value and natural ingredients. Fimessérongly oriented towards organic
cosmetics mostly due to their higher standardfefthan most other parts of Europe and
their deep connection with nature. In Finland tleure and the benefits of unaltered
habitats and products are a requirement they haweeir own culture. Because Latvia is
not that far from Finland, if they manage to adgerthemselves as from the same Baltic
region, with the same beauty of the wilderness #ppreciation of the natural could be
reflected on Dabba’s products and they can befrefibh a well-received product launch

even without a strong brand. The thesis is provimg there is a great opportunity of

opening a new market in Finland via a represerdgadiveven by contracting shelf space.
Dabba must continue the started trend to put arhagsip on their affordable high quality

products.

* As seen from the primary research, the targetedpgstould be women between 21
and 41 year old. The targeted consumers actively for information on the internet,
therefore Dabba should consider a Finnish langlaaging website for online visitors
that come from Finland. They should also offer mde¢ailed information to educate
the public and they can also stress the saundsritisg of the floral water. Sauna is a
great weekend activity for many Finns and groupyaing adults can use a high
quantity of floral water during a sauna sessionisTimight be one of the rare
opportunities to also sell to men, especially wtrenHop Floral water has been such a

hit among men customers.

Because the young Finnish women take advice freends a good opportunity is to have
campaigns or competitions with prizes in Dabba pot&l on the online social networks

most popular in Finland.
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 One of the reasons for which the Finnish consumeéls feel more attracted to
purchase Dabba products is the ECOCERT certificatind the story behind the
socially responsible handling of the organic inggats and its waste and this would be
a lost opportunity not to include on a special labd=innish and Swedish, the second
spoken language in Finland. Taking into accouatdbmpany’s challenge to deliver
information to the end consumer they will have ¢ove information from every angle
such as web pages or paper attached to produdimmsh language. Even though
there are a lot of English speakers in Finlangs more natural and even required by
their own culture to be offered everything in thedtive language.

» The price theory, competitor price analysis andveyrdata analysis leads the
researcher to advice a targeted retail price of M&€a society used to high quality
lifestyle and devotement to nature, green prodaots high quality ingredients will
determine the Finnish consumer to pay this priecadse the price can be used as a
promotion tool, discounts will be well received bgnsumers during holidays. The
advantage of the cheaper production in Latvia ah@yla quality product are allowing
Dabba to enter the Finnish market with a NeutradiiRy strategy as seen from their
own market perspective but also a Penetration rigyistrategy as seen by its more
expensive competitors, minus the toll on the fin@ncesources associated with
penetration pricing. Two out of three Pricing Stgaes accomplished with no effort on
Dabba'’s financial resources can set them apart thencompetition.

» After analyzing the main competitors and discowgiinat Madara is one of them, it
can be used as a good example for Dabba’s own stEpthe Finnish market. One of
the qualities of great businesses is their abiiityknow well their competition, so
knowing how Madara succeeded in so many markets wsmg it to their own
advantage will be a proof of their high expectasionadara has already opened the
markets in many countries and helped consumersdraidea about the natural beauty
and richness of Latvia’s nature. They don’t offilerdl water so this is a great chance
for Dabba to differentiate themselves while alsadfging from Madara’s success in

green cosmetics.

The researcher has seen a great potential in Dagfiiefrom the beginning of their fruitful
collaboration and, being a consumer of organic lagt quality cosmetics herself, is now

certain that Dabba will have a successful Finnigiket presence.
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8.4 Company feedback

This was definitely a pleasure for us to work alomigh Elis Ali (Researcher) not only
because of her work ethics and being interesteall iaspects of DABBA as an emerging
company but also because of her point of view hlaatshowed us some aspects of our own

business in a slightly different light.

We highly appreciate the work of researcher thatbeen done while doing a research and
believe that it will serve as a practical guidelfine doing business in Finland, which is a
plan of a very near future. The research itselénethough it is an academic peace of work,
can be easily read and understood by people in @oynghat may not have a similar
academicals background to the one that resear@sgrsb the research can be adapted to
the needs of Company and some of its key concladimought into life by implementing

them into our marketing/sales strategy in Finland.

We have found that researcher has used methodseaxdrch that we see as appropriate and
trustworthy. Considering the fact that researchdrmbt have full access to the financial
information of Company, we were positively surpdisef her ability to do respectable
calculations with having limited amount of finarncdata, which proves her competence,
and ability to see the whole scene in a broadew.vidl the recommendations of the
researcher that can be found in the research amd waking into account and relevant to

the company.
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10 Apendices:

Appendix 1 Questionnaire

Questionnaire - green cosmetic products

1. From where do you usually buy cosmetics products?
Several answers possible

() Onthe manufacture's website

(O Atthe organic store

() From a beauty salon

(O From a cosmeticstore

© Idon't purchase any cosmetic products

O Other: [ ]

2. How often do you buy cosmetics products?
© Once aweek

© Once a month

() Twice a month

© Once ayear

© Twice ayear

© Other: \

3. What would be the reason for you to buy an organic cosmetic product?
Several answers possible

© Natural/Organic ingriends
© Organic, bio label

O
© Efficiency

Safety (anti-allergy)

© Value of money (price)
© The design of the product (packaging)
Domestic products (Finnish)

€

(O Texture of product (smell, color)

© Other:| |

4. Have you heard about Floral water?

O Yes
O No
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5. Which of these organic cosmetics Brands are familiar to you?
Several answers possible

© Madara

© Lumene

© Logona

© Lavera

© Frantsila

© Other: | |

6. Do the opinions or recommendations of your friends and others affect what cosmetic products
you purchase?

(O Often
() Sometimes
© Never

7. Before purchasing a skin-care cosmetic product do you check information from the internet?
(reviews, ingredients, etc.)

O Always

() Sometimes

© Never

8. How much are you willing to pay on average for a. organic cosmetic product?
© Less than 15 euros

() Between 15 and 20 euros

(© Between 20 and 40 euros

() Between 40 and 60 euros

9. What is your age?
© Under 20 years old
© 21-30years old

© 31-40 years old

() 41-50 years old

() Over 50 years old

10. Are you currently...?
© Studying

© Working (part-time)

© Working (full-time)

© Unemployed

() Retired
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Appendix 2 Company Interview

PRODUCTS

1. How well does your products perform in Latvian
market?
Good. Due to the market size and price sensibigydo not

put too much effort in Latvian market, stressingtbe export
markets. Considering the fact that we do not usehmaof
marketing instruments and sales promotions, pedoga car

be described as good.

2. How do the products perform in relation to compes®
We do not have much of competition, DABBA outpenfisr

majority of similar products. We are not represdntediscount
stores and budget shopping sites, so there maygag @ our|
customer reach. Anyhow, DABBA can be consideredbdoa
market leader in Latvia in it's field. We are gaigipopularity

outside Latvia mostly because of high quality andepratio.

3. Taking into account that is a seasonal businesgaare
currently managing to sell all your production afndot
how what do you do about remaining stock?

We are always producing a little more than we thinkeeded
and so far sales numbers have been close to tltigiion

numbers as we are experiencing some growth annually

COMPANY
DEVELOPMENT

4. Since is a seasonal business, how do you estilmate t
amount of products?
Mostly it is a communication with existing distrilous and
sales points plus adding a space for a potentalty.
5. What capabilities does the company have that wilb h
extend and gain market share?
We do have opportunities to produce higher amotiekisting
products, plus we are developing a range of newlynts that
will solve the seasonality issue at some degreevalhdhelp to

increase the sales of existing products.
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6. What are your biggest challenges that you face nowp
Development of new product lines and delivery dbimation

to the end consumer.

7. How do you keep track of developments in your
industry?
Attending professional trade fairs, reading relévsews-letters

and following development of the other companiesvali as

producers of ingredients.

8. How did you arrive at your asking price per pro@uct

Analyzing the market and competitors prices whdasidering
our own costs that are related to production ahérotelevant

activities.

9. Since Latvia joined the Eurozone, the export ageh h
more benefits when exporting to the euro zone, have

FINANCIAL DATA you seen the same trend?

Not much of it! But we cannot really comment onstlas

DABBA was not selling internationally before 2014.

10.What are the sales figures for last year?

Since | am not related to the finance of DABBASthard for
me to answer, though it is clear that cosmeticsosdave do
have some other activities too) has grown more Bdimes

last year.

11.How do you handle the negotiations with the ecoestg
what is the price offer that you are giving at the
moment?
It depends on the size and location of the stord.atvia we
have more or less the same price for every staoregs there i$
a special deal with a bigger department storejhéf store ig

located in country where we have a representatieedo not|
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sell products directly to the store. If there ismepresentative
we may sell the products for a re-sellers pricgeffeel like we
are not entering that particular market with our nqw
representative. If the store is located in a cquwtnere there is
no DABBA re-seller but we feel like we will be “mimng in
soon”, we will sell the goods to the store for a&@rthat shal
be close to the price asked by re-seller. In bb&hdituations

we will be setting our own suggested retail price.
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