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ABSTRACT

The thesis, presented below was executed for the Russian Distribution
company Baltic Group. The main purpose was to prepare the launch base for
the new food ingredient for confectionary consumption called agar-agar. This
ingredient is widely used by Russian confectionary producers, however Baltic
Group did not distribute this ingredient for the last 4 years. Therefore all the
information company has concerning market situation with agar was not

relevant and needed to be updated.

Understanding of market situation and preparing launch base was vitally
important, because volumes of consumption agar-agar in Russia are
significant, so it opens a big opportunity for the Distribution Company to
increase their impact in the market. Moreover agar-agar can serve as a
locomotive for Baltic Group to enter certain confectionary enterprises and offer
them all range of the available ingredients. To gather all the needed
information for sales managers, both competitors’ analysis and creating

potential clients base were applied.

To fulfil thesis aim action research method was used with qualitative and
quantitative interventions. To execute competitor analysis both Russian
customs statistics analysis and mystery shopping approach were used.
Customs Statistics had provided the researcher with the information about
which competitors are the biggest in the Market considering agar sales and
mystery-shopping approach helped analyzer to collect information about

prices and volumes of these competitors for their agar.

Based on the information that was collected during questionnaires and
competitor analysis several conclusions were made regarding future clients
approach strategy. Moreover BG s’ sales managers were using potential
clients base while promoting agar, due to the fact that this table includes major

information about these clients’ needs and preferences.
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1. INTRODUCTION

This topic had been chosen due to the fact that after working three
months for the Baltic Group company | still have plenty to learn and
| believe that my thesis would be beneficial for the company future.
Central Bank of Russia (2015) argues that import figures have
decreased from the year 2014 and that served as a reason for

Baltic Group to provide the following thesis project.

Russian customs statistic (2014) claims that distribution companies
have lost part of their clients 15-20%. To fulfil this loss companies
have decided to look deeper into the possibilities of expanding their
range of products in the Russian market, because even with the
decreasing of import volumes, there is still a rising demand from

Russian confectionary and dairy producers.

The company studied in this thesis is Baltic Group. As it says on
companies’ web site (balticgroup.ru, 2015) it is a huge distribution
company in Russia with more than 1500 clients in 300 different
cities worldwide. It has been on Market since 1993, but nowadays
competition in this area is much higher than it was, because a lot of
new companies are launching their own distribution channels. A lot
of firms have been entering this market for the last 10 years,
because even when the whole economy will collapse, people will

still need to eat.

To solve the upcoming issues company’s higher management have
decided to start distributing agar-agar from a Chinese producer who
it not yet introduced in the Russian market. The company wants is

to fulfill clients’ needs by providing them different confectionary

solutions using either only agar, or combination of pectin and agar.



1.1 Research problem

Due to the freezing process of citrus plants in the year 2013, there
was not enough limes and lemons picked up and it leads to the
problem of pectin deficit in the market from the year 2015 to
approximately 2016-17. Pectin is a white, amorphous, colloidal
carbohydrate of high molecular weight occurring in ripe fruits,
especially in apples and citrus and used in fruit jellies,
pharmaceuticals, and cosmetics for its thickening and emulsifying

properties and its ability to solidify to a gel.

Pectin deficit plus food embargo (one-year ban on importing beef,
pork, poultry, fish, fruit, vegetables, cheese, milk and other dairy
products from the U.S., Canada, the European Union, Norway and
Australia.) (Sonne and Troianovsky, 2014) lead to sales damage in
the first half of 2015. Even though it was planned by Russian
government that this embargo would be beneficial for Russian
companies and farmers. (“Most important- we will develop our own
production and will restrict low quality Western goods,” Putin, 2014)
it caused a lot of troubles for distribution companies who were
dealing with EU suppliers, for example Baltic Group lost around 10-
15% of their imports according to customs statistics. This situation

affects Russian import volumes as it can be seen from the Figure 1.



Russian import statistics shows the decrease of the amount of
import in the year 2014 compared to the year 2013.

Figure 1. Russia import statistics 2013-2014

(European Comission, 2014)

Pectin deficit made the situation even worse. Baltic Group clients
demanded approximately 1300 tons of pectin for the year 2015;
however Herbsteight and Fox (H&F later), supplier of pectin for
Baltic Group, only offered 900 tons, and Baltic Group (BG later)
cannot purchase extra volumes from other suppliers due to
exclusive rights with H&F company. Moreover, H&F already notified
BG that they will not supply more than 900 tons in the year 2016
which is even lower than BG need for its major clients.

Furthermore, situation can become even worse, because BG s’
main competitors marked that they probably will get enough
volumes from November 2015. For example, the main Baltic Group
competitor may even steal BG s’ biggest pectin client, because this
client demanded extra 20% pectin volumes and BG notified, that it

is impossible to supply right now.

Due to all the facts mentioned above Baltic Group needs to develop

a new marketing strategy for preparing Russian and Customs union



market before launching their own production line and also execute
a competitor analysis in order to understand their position on
market. Ciotti (2013) claims that facing such problems companies
usually choose one out of two possible ways. They either go
conservative, reducing number of staff and salaries to fulfill their
losses, or going aggressive expanding product line in order to get
more customers or switch the excising one from using the deficit

ingredients to some other.

1.2 Research aim

Social benefits of this thesis to society will be an appearance of
new types of products in the Russian market which will give
customers more options when choosing different kinds of products
in the market. Moreover it will make quality of products higher due
to a higher competition in the market and because of the same
reason there will be reduction of prices. Also prices will decrease,
because in the deficit situation the price of pectin went up. So
confectionary producers started to increase prices for their goods.
Council for Economic Education, New York says that in the year

2015 prices went up approximately 20%.

1.3 Research question

The research question for the thesis is: How to promote and sell
new ingredient based on the competitors’ analysis and potential
clients’ base. This question can be divided into two vitally important
parts:

1. How to analyze competitors and current market situation using
customs statistics and mystery shopping?

2. How to find potential clients, who are currently using agar in the

production lines and advertise our ingredient for them?


http://www.gregoryciotti.com/

1.4 Research objective

The research objective for my thesis is preparing a launch base for

a new ingredient in B-T-B business.

To fulfil this objective sub-objectives must be applied:

e analysing competitors

e creating potential client base of those who are currently
using agar-agar in their production lines.

1.5Research methods

The study will be implemented using action research method with
four interventions including secondary data analysis, qualitative and
quantitative research. Further both methods will be explained.
Bryman (2012) explains qualitative research as a form of research
that is presented mostly in words and they are inductive in nature.
This method will be carried in thesis by contacting new potential
clients and existing ones. And also afterwards contacting our
company managers to understand, what have been done to those

clients.

Quantitative research is, according to Aliaga and Gunderson (2000
quoted in Boutellier 2013)’Explaining phenomena by collecting
numerical data that are analyzed using mathematically based
methods (in particular statistics)”. Quantitative method will be
applied when creating potential client base, calling certain amount
of companies handling small questionnaires for their purchase

managers.



2. PLANNING A LAUNCH FOR ANEW INGREDIENT/PRODUCT IN RUSSIAN
MARKET

2.1 Russian market context

“Business can be anything but impersonal in Russia” (Mitchell
2001). While making negotiations in Russia with either clients or
competitors, best way is to handle them personally face-to-face,
because company s’ representatives are reluctant to deal with
anyone they did not met face-to-face. Building trust is one of the
major issues while doing business with Russian companies.
(Mitchell 2001.)

Russian customs is a major problem for some external companies
to expand their business or start a new one in Russia. Due to the
large amount of documents company needs to provide for customs
officials and also law legislation, which is some cases might be
unclear for certain European companies, practice of using
“Customs clearance” companies is well used in European-Russian
relationships. (Puchkov 2015.)

However, even considering the facts, that working with Russians
are difficult and the entire working process is based on building a
relationships and dealing with bureaucracy issues, Russia still has
plenty of opportunities, which is gently used by European
companies. For example German companies successfully utilize
Russian market after its’ opening in 1991. Schorsch (2009) sees
the reason for this success in favorable market conditions, cultural

ties and ability to cope with Russian challenges.

To run distribution business in Russia it is vitally important to have

good logistics department and good purchasing department which



will ensure European suppliers that it is reasonable to expand to
Russia and provide Distribution Company with exclusive rights for

their ingredients or products.

2.2 Russian market after embargo.

Russian Central Bank has admitted that there was a growth in
inflation due to the announcement of the list of codes which will be
restricted to import from EU and U.S for the following year.
However, the bank stated that the future inflation growth will be
determent by the overview of how fast Russian market can adjust
to new policies and tendentious and there is a clear possibility that

price growth will be short-term.

Russia had experienced a remarkable price growth (around 15-20
percent from the beginning of the year in confectionery market) so
government planning both to support domestic companies and
foreign suppliers from non-banned countries. Therefore if some
companies (for instance Latin American ones) have been planning
or considering expanding into Russian market, now might be the
best moment to do so, when company will get all the support from
the government and appears in a low-competition situation.
(Levada-center 2015.)

Moreover Russian suppliers start choosing cheaper suppliers in
order to overcome crisis (Levada-center 2015). That was one of the
reasons why our company decided to purchase agar from Chinese

producer.

2.3 Competitor analysis

Analyzing competitors is an internal part of building successful
marketing strategy. In relation with competitors, current market
position should be taken into consideration. Basically there are two
types of companies, those, which are aiming on reaching higher



market positions and those, who are willing to defend themselves in

the already conquered ones (Bengtsson 1998.)

Data analysis approach should be applied in order to collect useful
information that will help company to develop innovative marketing
plan, because the basis of decision making is to have reliable and
valuable information and then be able to use it (Nair 2009).
Therefore competitors analysis should be a systematic, integrate

function of a company’s operations.

According to Bengtsson (1998) there are four, so called “climates”

of competition depending on the approach that competitors choose:
e Revolution
e Rivalry
e Co- existence

e Evolution
Therefore choosing which way company needs to follow in their
competition behaviour depends on what goals they want to
achieve, either keep leading positions or get them and on the
distance between competitors. Competition distance may have both

functional and psychological aspects.

The functional aspect applies when taking into account company’s
operations and if they act with the same product in the same
market such phenomenon as functional proximity may appear. It
usually exist when companies are trying to conquer market in the
same way and focus on the same customer group. Psychological
proximity develops when companies make social contact for
example while targeting the same client or meeting each other at
trade fair. (Bengtsson 1998.)

Competitors’ analysis is also valuable when approaching adaptation
method for company’s new marketing strategy. This approach might

13



be used only after deep research of competitors, markets and
customers. Besides even highly standardized companies still
engaging in limited adaptations to local tastes to fulfil certain

customer requirements. (Dacko 2007.)

Again there is no contradiction between Bengtson'’s and Dacko’s
views, because there are plenty of different competition types and
approaches to handle those types, so it is up to the company which
way to choose. For instance BG competition strategy is to always
be aware of what is happening in the market and to its’ competitors,
because in food ingredients business the faster you adopt to
market situation, the bigger chances you have to survive during

both hard, crisis times and opposite.

However a marketing plan and marketing strategy should be
applied according to a current market situation. So it is important to

have a close look at it.

2.4 Mystery shopping approach in competitor analysis

Davis (2011) defines mystery shopping as a campaign which is
launched by a company representative to control quality of service
or products. However mystery shopping campaign can also be
used as a competition tool. Rich (2013) points out three main
benefits of using mystery shopping approach in the competitor

analysis.

. You will have an eye on competitors' customer experience strategy.

. You will get better prospects to generate and evaluate marketing

forecasts.

Mystery shopping gives better understanding of overall traffic with

competitor traffic studies.
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Rich (2013) also mentions that while using mystery shopping
approach in the competitor research it is important to get as many
details noticed as possible in order to further produce a clear
competitor analysis. However, the main focus should remain of key

features researcher had allocated in advance.

2.5 Marketing strategy

According to Paley and Norton (2001, 3) marketing strategy serves
as a solution for an unified effort of an individual or a company to
reach target audience with an aim to satisfy certain needs of a
customer, provided in a reasonable time and presented to the

customers in a right way using marketing and promotion tools.

To build a successful marketing strategy several vitally important
concepts should be taken into consideration. If the business is
customer-oriented it is rather useful to allow core customers to
suggest what marketing strategy would be more useful and also
build link between all business partners such as suppliers,

customers, employees. (Paley & Norton 2001.)

Moreover success of the marketing strategy depends on the
amount of intermediate levels, because increasing this amount is
usually leading to the reduction in dynamic of company s’
operations. (Paley & Norton 2001, 37.) However, despite of all this
approaches the product itself has to be differentiated or at least
have modifications compared with competitors ones in order to get

market advantage.

Drucker (1973 quoted in Gupta 2010) also describes aim of
marketing as “to know and understand the customer so well that
the product or service fits him and sells itself”. (Gupta 2010, 8). In
"Innovative Marketing Strategy: Balancing Commercial Goal and
Corporate Social Responsibility, 2010” it says that each marketing
strategy should divide into four parts:



1. Product strategy, which includes type of product, packaging,

branding and etc.

2. Price strategy which is established according to where company
planning to sell goods. Moreover any types of discounts have to be

decided in these strategy.

3. Distribution strategy which describes how the product will be

delivered to a final customer

4. Promotion strategy which can be either formal (Media, wall
painting, radio, TV and etc.) or informal (group meeting, opinion

leaders, house-to-house and etc.)

Satell (2013), contributor in a Forbes journal brings us closer to
understanding, how marketing has changed for the recent years
and what are the best tactics of handling marketing strategies
nowadays. He defines 4 principles of Marketing Strategy in the

Digital Age:

1. Clarify business objectives — this states that the way you define
your intent will have a profound impact on whether you succeed or
fail. He also states that the most successful companies only
evaluate three metrics: sales, advocacy and awareness instead of
trying to create one so called “one size fits all”. This process is
shown in the figure 2 (Setell 2013.)



17

SALES

AWARENESS ADVOCACY

© Digital Tonto 2013 www.digitaltonto.com

Figure 2. Process of clarifying business objectives.

2. Use Innovation Teams to ldentify, Evaluate and Activate
Emerging Opportunities — this means that another vitally important
part of doing business nowadays is seeking for companies, which
can be helpful for you and have a good potential of future
collaboration. For example in food ingredients business it can be
merged seminars with confectionary or dairy producers organized
by this producers or European suppliers. That kind of seminars can

be a good advertising platform. (Setell 2013.)

3. Decouple strategy and innovation — Greg states here that
innovation main aim is to create something which customers are
not familiar yet, and so it might work worse than usual solutions.
Besides good strategy should be aiming at achieving specific
objectives. For example in BG marketing managers put much less
effort in creating new ways of advertising that in handling

professionally existing ones’. (Setell 2013.)

4. Build open assets in the marketplace — if recently increasing
awareness of your product and you company leaded to success
and high sales volumes, nowadays, because of the internet
expansion active promotion will mostly lead not to a sale, but result

in an internet search and then be retargeted by competitors. So this



kind of promotion nowadays can even contribute competitors more,
than your own business. The solution for this issue is inspiring
consumers not only to purchase, but also to participate. So
companies must think more of application programming interface
and software development kit than about unique selling proposition

or cross rating point as it has been before. (Setell 2013.)

Books and articles mentioned above do not contradict each other,
but complement. Paley and Norton (2001) point at important details
in marketing process, such as decreasing number of intermediate
levels. Gupta (2010) describes more distinctly about the marketing
mix and Setell (2013) acquaint us with the new directions in the world
of marketing which has become vitally important during the recent

years.

2.6 Marketing plan.

Developing a marketing plan is first and major part of the future
success of a new product in the certain market. There are three

well known types of planning:

1. Annual plan — which is a one-year perspective of a company’s
situation that gives company an overview about needed budget,

programs and control.

2. Long-range plan — decides on the future actions of the company
for the following years. Giving an overview of the long-term
objectives, however requires annual updates so company always

have an up-to-date long-range plan.

3. Strategic plan — applies to create an opportunity for the company
to benefit from the changing market and business environment.
Serve as a link between companies’ goals and market situation.
(Kotler 2005, 50)
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To promote a certain product in a new market several factors
should be taken into consideration. The niche, where company is
planning to advertise the product should be rather competitive so
there is a chance to be an opponent to a market leaders. Moreover
company’s structure itself should be flexible and up-to-date. Cross-
functional departments now serve as perfect links between

customers and the final marketing campaign.

When focusing on B-T-B relationships and therefore on business
clients it is a good approach to consider their problems as your
own, because in B-T-B relations the success of the client always
leads to the success of your company. So the more competitive the
client will be on the market — the more competitive will be your

company. (Paley & Norton 2001.)

However some companies decided not to focus on formal
marketing plans especially in new or small companies, because
planning is always requires time and money and also market is
always in a process of changing so keeping yourself up-to-date with
the latest market situation might not be as easy as it seems.
However, as Kotler (2005, 128) states: “Failing to plan means
planning to fail’. So there are a few chances for the small company
which does not have a well-structured plan to survive against

bigger competitors.

To form better strategic objectives and therefore strategic plan
company mission should be clear but with a possibility to be flexible
according to the changing markets. Company mission is usually
formulated by the founder at the earliest stages of the company
development to serve as a guide for future actions (Kotler 2005,
53.) After setting concrete aims the best way to operate for the firm
is to divide objectives between managers and operate through

several departments with close cooperation.



To realize better how your company should operate both external
and internal audits may apply. Kotler (2005, 67) defines an External
audit as: “A detailed examination of the markets, competition,
business and economic environment in which the organization
operates”. An internal audit basically covers all aspects of the

company including all its operations and sales.

However, even after applying these two types of audits, a company
will only get huge amount of the information they still have to work
with. So for this purpose company leaders may apply SWOT
analysis which reveals main threats, opportunities, weaknesses
and strengths of both internal and external audits that have been

done.

After handling all this researches company might decide what and
how should be improved both in internal and external company

policies.

Applying special short-term discounts for a certain kind of products
can also be a way to increase sales level. This tactic called “sales
promotion” described by Luther (2001) is a well-known practice, for
both retail and B-T-B spheres. For example doing mystery shopping
research | figured out that our competitor handles so called “month
of ingredient” it means that every month they choose one ingredient
which will have lower price, so they might attract new customers
who would buy it and implement in their production line this month,
but they will also need to continue buying it in future, because food
ingredient sphere have a specialty that once ingredient was
implemented in the production process, it is very hard to substitute
it.

Again three authors presented above do not counter each other,
however showing that creating a well-structured marketing plan is

one of the most important parts of marketing strategy. Marketing



plan differs depending on a company business and goals that were

established.

2.6 Russian customs statistics

Russian customs statistics is a database, which, according to
Customs Online 2015, is based on official reference books of
Russia and contains trade statistics of export and import operations
from over 3.0 million annual customs declarations. From the year
2010, accessing customs statistics is a payable service. The price
for accessing statistics for one trade code can reach 70-100 euros

annually.

2.7 Major issues in planning a launch base for a new ingredient or a product

On the basis of the discussion above, it can be concluded that
when preparing a marketing campaign it is extremely important to
have a well-planned strategy and also all the necessary data that
you can provide to the targeted supplier or client. It is also good to
have all the needed information about the current competitors in the

market so that client will get a full overview.

When executing the competition analysis, it is firstly important to
understand how much this competitor is dangerous for your
company, how big his sales are and what were the recent changes
that affected his business. Also in food ingredients market
understanding approximately prices of competitors is important,
because all biggest producers in Russia are choosing their
suppliers by tender process, and most of these tenders are "price

tenders” where only price matters.

Moreover it is evident that to survive in current changing world
company needs to evaluate their marketing and sales approach
frequently to figure out possible improvements or setting new

priorities which will better suit company goals at this exact time.



So well-structured, updated marketing strategy, understanding
sales potential to a certain customers together with detailed
competitor analysis provides company a good perspective on any

market even in the crisis situation. (Paley & Norton 2001.)
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3. METHODS

My entire work is done using action research method with four
interventions including secondary data analysis, qualitative and

quantitative research.

To fulfil research objectives both quantitative and qualitative
methods will be applied. Quantitative method will be used when
contacting over 50 companies asking them several questions about
their interest and potential volumes of agar consumption.
Qualitative method will be used when interviewing our managers
about what they have done to the companies that | will provide.
Moreover qualitative method will be used to analyse competitors
using “mystery shopping” tactic, calling their sales managers to

realise what are the prices that they offer currently.

To answer the first research question it is necessary to find out how
company already process customs statistics and provide them
structured information about agar-agar sales. Also it is necessary to
understand correlations between Russian companies in customs
statistics and their sales in real life, because figures in customs

statistics could be a little wrong.

To answer the second research question the best way is to collect

potential clients from three sources:

1. Online selling websites, where ingredients can be mentioned. |
was using two websites. Goodsmatrix.ru and utkonos.ru for

example.

2. Contacting potential customers, asking about their interest in
agar and other BG ingredients. Collecting final information into
table for further manager usage.

3. Collecting results from BG’s managers asking what have been

done to the clients | have provided.



The research objective is divided into sub-objectives. The first sub-
objective is competitor analysis using latest customs statistics
which company has purchased and mystery shopping tactic to find
out their prices and available volumes. Next it is necessary to
explore websites in order to find potential customers. Then | am
going to contact particular companies to get exact information of
how much agar they are using and where they are buying it now.
Thirdly, together with PR manager we are going to create leaflet to
send it to potential customers using special program. Last but not
least | am going to collect the results of these sending to handle
them to particular managers and later on ask managers what they

have done with these customers.

3.1 Data acquisition methods

First of all | am going to use secondary analysis method using
current Customs Statistics from Russian Customs which were

purchased monthly by Baltic Group.

Next qualitative method called mystery shopping tactic was used in
order to realize, what prices and volumes our competitor offer to

their potential new clients.

The next step was quantitative research in order to create a client
base. This research was based on telephone interviews with

approximately 50 companies all over Russia.

After qualitative method was used again while interviewing BGs’
managers in order to find out, what was the results of my previous

work and build conclusion based on it.



3.1.1 Data acquisition from customs statistics

To analyze competitors for instance for a distribution company the
most useful way would be using secondary data. "The study of
specific problems through analysis of existing data which were
originally collected for another purpose” (Glaser 1963 quoted in
Smith 2008, 11). This definiti