AS Business Studies – What is a market?

Coffee is the second largest US import after oil, and the US consumes one-fifth of the entire world's coffee, making it the largest consumer in the world. This means that coffee growers across the world fight for a slice of this huge market. They have to compete on both price and the quality of their beans. The power of the big producers of instant coffees means that the growers have to accept what they offer. A evening spent watching commercial television will show any of us just how much money firms such as Nescafe spend on building and cementing their market share. Different types of coffee e.g. Costa Rica Rich Roasted cater for the different segments within the overall market. But in recent years a growing number of consumers have become aware that some farmers receive a low price for their crop.

A new wave of coffee is emerging to cater to our cravings for justice as much as it does our cravings for caffeine. The Fair Trade certification mark has been developed to assure consumers that the coffee we drink was purchased under Fair Trade conditions. To become Fair Trade certified, an importer must meet stringent international criteria; paying a minimum price per pound of $1.26, providing much needed credit to farmers, and providing technical assistance such as help transitioning to organic farming. Fair Trade for coffee farmers means community development, health, education, and environmental stewardship.

Oxfam, the British charity has asked the four largest buyers of coffee, which included Nescafe, to buy the 5 million surplus tons. This would allow the price to drift upward, so increasing incomes of the poorest farmers.

In an interesting and related change of policy Nescafe are now producing sachets of coffee in the Ivory Coast and then importing these to the European Union. They are using the ‘special’ relationship France has with its former colonial territories to import coffee to the EU.

The theory

To those of you who are new to Business Studies you may not realise just where markets exist and the complexities that lie within them.  You might not have given any thought to coffee and how it reaches your breakfast table. Well, as you can see it’s a complicated process and one, which causes concern for certain pressure groups.

We therefore need to ask our selves some questions. Firstly, what is a market? For most it is a place where buyers meet sellers. But, as you can see geography can play tricks with markets! Secondly, what is the size of a market? Again you would be forgiven for thinking that coffee consumption grows continually, yet as the article shows the price for the raw material has fallen and this is causing problems for the initial suppliers (growers – but what can they do?). It is doubtful if any one farmer commands a large market share but only four purchasers control the market and who could argue against the market power of Nescafe and General Foods (Maxwell House)? Hopefully, some of you are realising, even at this early stage in the course, that fairness and ethics enter business decisions and influence the workings of markets. The big producers have nicely segmented the market and know the characteristics of each section of their territory. Be it age, social class, geography, frequency of purchase, gender, lifestyle or residential location the big producers know how to get us to buy their products. They fight to:

· increase market share
· move into new markets
· develop new products
· diversify 

All of the above provides us with a thoughtful and relevant way of thinking about markets. Who are the winners, or losers and why? How is price determined and how are costs being kept as low as possible? Others issues that should start to challenge you are: what is a market, how do we measure one, how do they grow and how do firms build their share of a market or markets? 

That’s enough for week one but hopefully you can see that business and marketing is more than just designing a catchy advert!

Topic of the Week

In these our early days of studying marketing we need to concentrate on the basics. So, let’s turn our attention to what we mean by market size. Normally, we measure a market in one of two ways. These are (a) by volume of sales and (b) value of sales. So, producers will be trying to build the market and get an increased share of what is built. They might do this by:

· increasing price

· increasing advertising
· expanding the segments of the market in which they operate

· trying to stay ahead of their competitors

· imitate what has been successful for others

They will measure their success by noting the both the growth in the market and more importantly how much their share has increased. The latter is normally measured as:

Sales of one brand/product/company/division

Total sales in the market

As some of you will already know it might also involve careful targeting of segments within a market. Next week we will be looking at Marketing Objectives and Strategy and that will show us other ways of building and developing markets.

Some questions

1. Identify two ways in which companies such as Nescafe segment the coffee market. ( 4 marks)

2. Explain why the writer of the article feels that it is interesting to note that Nescafe is now producing instant coffee in the Ivory Coast, West Africa. ( 8 marks)

3. Outline some of the ways in which the main coffee manufacturers could expand the size of their market. ( 8 marks)

4. Evaluate the probable consequences for coffee manufacturers of the growing awareness amongst consumers of the need for coffee growers to receive a ‘fair’ price for their output. ( 10 marks)

Suggested Answers

1. They might attempt to sub-divide the market by using terms like ‘exclusive’ or by noting the country of origin or by producing instant, bags and powder. Each difference in product caters for different customer tastes.

2. This is noting the importance of remaining cost competitive, especially in the market for instant coffee. This is a market segment with lots of competition and probably less customer loyalty than other segments. By producing in the Ivory Coast, which has the raw material and low labour costs the company can produce quality coffee at competitive costs. It does not mean that low costs equal low prices! Also, they can export directly into the EU, which is a large consumer of coffee at the preferential price France allows for products made in a former colonial territory.

3. They could try to sell us coffee in different locations, e.g. the new coffee shops, they could encourage us to drink coffee at different times of the day and year (Ice Coffee). They could try to get us to buy different coffees for different occasions e.g. luxury blends for dinner parties. There are various ways in which they do this. So, why not think about this when you next visit a supermarket.

4. This is deliberately set to make you think and some may say that it’s not really part of the Specification section we are covering but it does make one think. If the producers of coffee want to maintain customer loyalty and therefore sales they must be aware that many customers have an ethical stance on the topic of value added. They might want to purchase products that offer a reasonable reward to all those involved and producing what they want to consume. Failure to do this could result in:

· a fail in demand 

· a growth in the size of rivals market share

· new entrants to the market who do stress a fair trade policy

All of these could cost sales, revenues and profits. The business would lose investment funds, probably have to make staff redundant and might even be taken over by another company. For the first time but not the last it’s always thinking about social responsibility, ethics and environmental impact when considering marketing.

