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1 Introduction

Market sales expansion is always an interest for a growing company. In order to
achieve the desirable goal of enlargement, the company is targeting minimum finan-
cial losses during the process. Generally, companies are willing to increase the sales
market in order to achieve several goals. First of all, the sales volume will become
bigger. There are many consumers abroad that are willing to purchase the produc-
tion or service in the business segment. Secondly, another reason for expanding is
the possibility of cost savings. In case the company is very manufacturing based, it
can outsource or set cheaper manufacturing facilities. Thirdly, companies would have
a chance to diversify their customer base, gain an advantage over competitors, and
protect themselves against them. By tracking trends and demand, the company can
identify the most attractive markets to enter. Lastly, the main general goal of the
company is profit, which will bring success and the company can make clear contri-
butions to the goals they are aiming to achieve and follow their mission. The meth-
ods of achievement are different for every company and business field. Overall, the
minimization of losses in the expanding phase depends on many aspects, such as the
type of the product, product variations, the size of the company, the existing markets
and their profitability, the sales flow, manufacturing strategies, and many others. The
study about the sales markets and their potential enlargement will become the main

topic for the thesis project research.

Local Bavarian company ‘TL-Electronic GmbH’ has a goal to become more global and
gain profit and diversification. This is why the company considers a possibility of en-
larging its market as a way of getting bigger sales market in the nearest future.
Choosing the correct export and sales market is one of the most crucial factors of the
overall success of the company. Nowadays ‘TL-Electronic’ is focusing on German,
Austrian and Italian markets in Europe, which are the nearest countries to the pro-
duction. In addition, the company has an excessive amount of sales and purchasing
in Taiwan, R.0.C. This market area was chosen because Taiwanese market now is one
of the biggest in terms of consuming, purchasing, selling, exporting and importing
complete electronic devices — which is the main business for production and sales of

TL-Electronic GmbH.



During the thesis project, several questions will be asked and answered, which are
related to the company’s project to enlarge its sales market. Some of which include:
‘What methods are used to search for the possible market?’ “What are the criteria to
choose the countries?’ ‘What rules and regulations must be taken into consideration
before making sufficient agreements with the future customers?’. The answers to
the questions above will help to gain more information for answering the main ques-

tion — Is ‘TL-Electronic’ able to enter the new markets in Finland and Russia?

The aim of the thesis is to choose the country for further development and coopera-
tion based on the results of the research. The research has a significant emphasis on
determining main laws, regulations, taxation systems, necessary customs declara-
tions, and others in the field of consumer electronics. From a Finnish point of view,
the rules are under the EU-regulations, which are valid for other countries in the Eu-
ropean Union, and can be applied accordingly in case of even further expanding. An
unknown Russian market is an interesting case for studying in terms of its own rules
of import and export, documentations and continuously growing demand for elec-

tronic devices.

In the project, there will be a combination of theoretical and practical knowledge
gained from the working process, specific literature and regulations and laws from
the countries that are chosen for the potential market enlargement. Given infor-
mation is supporting the work and will be very useful considering the future of the
company. It is crucial because according to the results the board of directors can
choose the company or companies easier in the specific country based on their suc-
cesses, willingness to cooperate with Germany. Numbers in statistics and turnover
tables show the profitability that the company receives from the cooperation. In ad-
dition, by knowing the rules in advance, the operations can run more smoothly. The
results of the research will be presented in the according chapter, as well as in the
final presentation. With mutual cooperation with the marketing department and
based on its sales and demand forecasts, there can be a possibility of future devel-

opment of the company in production or other spheres of business.



2 Introduction to TL-Electronic GmbH

According to the official company website www.tl-electronic.com, TL-Electronic

GmbH (Figure 1) was established in 1983 in Euroindustriepark, Munich, Bavaria,
Germany. In the beginning, it was launched as a single-man operation under the
name ‘Technisches Bliro Lehner’. Over three decades the operation has grown into a
small-sized local company with 30 committed employees receiving a building in

Bergkirchen-Feldgeding.

st B
Industrial IT

Figure 1. TL-Electronic Logo

The main business the company is specializing in is the customer electronics and IT-
hardware, such as Industrial PCs, Panel PCs and LCD tuners. The production is directly
at the place, with 1200 square meters of space. At the same building there are offic-
es of all departments and two warehouses. The building itself is shared with other
companies. All materials, components and items ready for shipping are produced,
packed, checked and stored in the warehouse. They are then picked up by UPS trucks
and delivered to customers. Therefore, the company uses the make-to-order manu-

facturing strategy.
There are three core operational processes in TL-Electronic:

The production process of high-quality electronic devices. As stated before they are
Industrial Portable Computers, Panel Portable computers, Liquid Crystal Display tun-
ers, Industrial monitors, Mobile computers and other available accessories. Produc-
tion is highly controlled and very precise even though it is not fully automated. Pro-

duced products are distributed to other companies.

Goods storage, warehousing processes of the electronic components, such as moth-

erboards, graphic cards, memory sticks, Central Processing Units, solid-state drives,


http://www.tl-electronic.com/

network cards, barebones, sound cards, and others that are being picked from the
warehouses for further assembly and distribution. The company is buying these parts

from bigger production companies.

Service process is another main operations process where the ready goods that are
ready for shipping are being checked by their quality, working speed and if neces-
sary, adjusted till the perfect condition. Those checks are necessary for providing an

executive quality level of products.

This kind of service diversification allows reaching highest possible levels of existing
customer satisfaction and gaining new customers. Also, future development is con-
sidered in a way that wider range of products will be provided for sales and storage

to the customers.

The company itself is systematized quite well, having all necessary equipment for the
successful operation performance. It has its own German ERP system integrated,
having full information about warehousing situation, accounting, forms, order pro-
cessing documents and bills. The warehouse is not automated; therefore, all the

work is done manually.

As soon as there is a planned market expanding expected, the company will have to
change its company structure, which is now done as a basic company structure mod-
el shown on the Figure 2. This means that the board of directors will have to enlarge
the personnel number, find the specialists on the regions of further cooperation. For
successful operations in the market, the company has to have a reliable and commit-
ted amount of employees at all venues. However, as soon as there will be more
countries of sales and co-operation, it would be reasonable for the company to con-
sider launching a new department of tracking the items, which will answer the cus-
tomer’s questions about the goods location. In addition, the company will have to
expand service department and order processing department, since there will be
more orders processed locally or abroad. Considering the future development, this
transformation of sales market and rapidly growing item flow oblige the company to
redevelop the warehouse system and make it more organized. At this point, this adds
a new project and furthermore, the warehouse reorganization in terms of IT will

bring the whole company structure change.
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Figure 2.0rganizational structure of TL-Electronic GmbH

2.1 TL-Electronic GmbH market overview

There are four main countries of deliveries, where the company has its operation and
sales in nowadays — Germany, Austria, Italy in Europe and Taiwan R.O.C. (Figure 3).
International sales make the company have highest product quality and assured
highest manufacturing standards. The sectors of customers vary from medical tech-
nology and food technology, as well as renewable energy sectors. This diversity is
helping the company succeed in the market and customer needs and demands are
always put into consideration for development. In addition, it allows the company to
be attractive in terms of gaining new customers and reach the highest level of coop-
eration and trust between the company and existing customers. As said by the man-
aging director of the company, the company is investing over 80 percent of resources
in customer adaptations and is clearly combining cost efficiency with the individual

customer benefits to creating the maximum level of customer satisfaction.

TL-Electronic is following the trend of continuous development of IT technologies

and Hi-Tech. There has been a significant growth in the IT hardware production seg-
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ment; therefore, the company has its ranks with the biggest corporation specializing
in IPC and PPC spheres. Over the years the company is planning to develop and en-
large its sales and co-operations with the companies and individual customers in the

other parts of the world, two possibilities of which the thesis is covering.

The information given on the website www.cbi.eu states that consumer electronics
itself is a rapidly developing business sphere attracting companies and individual cus-
tomers all over the world. It is divided into the in-scope electronics and out-of-scope
electronics. The first part includes customer electronics — radios, TV-sets, MP3 play-
ers, stereo systems, DVD players, and many others (what an individual customer is
using for his own needs and therefore buys for himself). In addition, the first part
also includes communications electronics, which are the desktop computers, person-
al computers, laptops, tablets, smartphones; the main functions of these is commu-
nications and are to be used by private customers, as well as by companies. The out-
of-scope electronics has only one part, which is the electronic household appliances,
which are being used mostly for basic needs at home, for example, washing ma-

chines, dishwashers, and coffee machines.

As previously said, the company has begun its business and development in the early
1980s and nowadays it is in the top 10 rankings of German companies producing
communications electronics items in the biggest markets, such as Germany, Italy,
Taiwan and Austria. Throughout the working process it was possible to make the
observation that there are several customers from other countries that are different
from those stated above. However, these customers are not constantly looking to
purchase the production. The company therefore is interested in finding and building

long-term relationships with the clients.


http://www.cbi.eu/

11

' ¥

Figure 3. Existing market of TL-Electronic and areas for expanding

According to the www.statista.com website, the global revenue and user penetration

for these countries are described in the Table 1. It is important to know and compare

the forecast on the revenue and user segment information of the existing markets in

order to crosscheck whether the cooperation is profitable, as the figures are rapidly

fluctuating and make potential plans for the future operations.

Table 1. Existing market statistics

Country / KPIs Germany Austria Italy Taiwan (R.0.C)
Revenue 12983 million 820 million USD 1351 million 64762 million
usD usD usD

Revenue growth 6% till 17364 9,6% to 1297 6,7% till 1865

by 2021 million USD million USD million USD
User penetration 34% 22,1% 13,8%
User Penetra- 39,6% 31,7% 16,9%

tion growth by
2021
ARPU 549,64 USD 508,04 USD 186,54 USD

17% till 142086

million USD
28,6%
38,1%

201,27 USD
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2.2 Company production

In the company several types of products are being produced. The three main types
are Industrial Portable Computers (Figure 4), Panel Portable Computers and Liquid

Crystal Displays.

An industrial portable computer, created in 1984, is mainly being used as a portable
computer in a variety of industrial corporations in the production departments. The
main functions are process controlling and data acquisitions. The main differences
from the normal portable computer are the features and construction. Regarding
features, it is more reliable, has more expansion options and is under a long-term
supply. However, the same operations system can be used as for the consumer per-
sonal computer. In case the IPC is located near the working equipment, it takes into
account necessary requirements of the factory and can adjust to them- higher vibra-

tions, polluted atmosphere, higher density, higher or lower temperatures.

Figure 4. An industrial portable computer

A subset to an IPC is a Panel Portable computer, which is also produced in TL-
Electronic. It is mainly a computer, where all functions and components are stored in
the monitor. With sensors and LCD screen it is a perfect solution to portable com-
puters with several uses — it is not a laptop but can be used only as a monitor, having
a computer inside itself. These computers are most reliable having a high water-

resistance, can withstand hits and vibrations and the variety of ports allows this
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computer to be used in shops, cashier terminals and information tables.

As it has been said before, the Liquid Crystal Displays are one of the core products
produced in the company. These are the displays on which monitors are being held —
they are adjusted together and exist in the phones, laptops, tablets, calculators, and
scales, everything that is being used in life. The display is based on the active matrix,

which is being controlled by thin-film transistors.

The smaller components, such as motherboards, graphic cards, memory sticks, Cen-
tral Processing Units, solid-state drives, network cards, barebones, and sound cards
are being stored in the small warehouse. Each one of them has their own article
number and can be ordered from bigger production plants if missing. After ware-
house picking process, the PC parts are produced in the production department, af-

ter what stored in the big warehouse until shipped.

3 Theory of marketing

3.1 General definition of the market

According to McConnell, Brue and Flynn (1992, p.140) a market is a place where
goods are sold and bought. It is the most necessary component in the production of
goods and goods exchange, which is possible on the basis of equivalence. The term
‘market’ itself has been created long ago, therefore it is being told, that a market is a

result of the civilization’s development.

3.2 Functions of the market

McConnell, Brue and Flynn (1992, p.143) state that there are several functions de-
scribing the term ‘market’. The main are relations between production and consum-
ing, stimulation of the effectiveness of the production, lowering the expenses, pro-

ducer differentiation and caring about the production and its quality.

Firstly, the market is targeting the producer of goods to create the items, which are
needed exactly for the customer. The future of the company mostly depends on how
well the correct marketplace and the target sales market have been determined. If

the goods are not being in demand —the company will eventually come to bankrupt-
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cy. Secondly, the crucial points for the production effectiveness simulation are the
understanding of existing competition and lowering the expenses, which can bring

profit.

Thirdly, the main success factors for lowering the expenses are new equipment,
which is more powerful and can produce more, better overall production system,
working committed specialists. All this stimulates the scientific-technical progress. In
addition, the more powerful the company is in terms of its production, the more ef-
fective is the usage of the goods, and this creates the differentiation of producers.
Lastly, if the equipment produced is faulty, there is no demand upcoming for such
production, therefore it gives company no profit and it cannot pay the expenses and
is left on the minus ranks. Additionally, faulty products tarnish the reputation of the
company as well. It is important for the company to change and upgrade its equip-
ment; teach the personnel accordingly and provide high-quality service and quality
check-ups for newly produced goods. In addition, the prices must be reliable, prefer-
ably low and the customer service must be outstanding. These factors make the
company more attractive to new customers and more reliable to already existing

ones.

3.3 Sales market

3.3.1 Sales market definition and types

According to Osmolovskiy (2002, p.189) , modern economics is characterized by two
tendencies of company development: first is the concentration of the activities on
the narrow specializations, the second one is enlargement the spheres of activities
and finding new market segments. Even though these tendencies have a completely
different concept, they are combined into one process, which is choosing the most
attractive sales markets for the stabilization and improvement of the financial situa-

tion in the company.

The sales market is the economic area where the goods and services are offered to

the companies, as well as chosen and purchased by the customers. Sales market can
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exist and function only within a particular goods market. There are different types of

the sales market depending on a variety of factors. (Figure 5)

Existing laws and
regulations

Items being Scope Competitiveness

offered «Global
*B2C eNational
*B2B *Regonal

*Market for *Zonal
governmental eExternal

*Monopolistic
¢Oligopolistic
eCompetitive

eLegal
o|llegal

institutions eInternal

eMarket for
intermediate sellers

Figure 5.Types of sales market

In the first case, where the market type depends on the items that are being offered,
B2C is the Business to Consumer strategy, which defines the operations between the
organization and the end client; B2B is the Business-to-Business strategy between
two commercial organizations. In the last case, where the types depend on the com-
petitiveness, the sales markets can be monopolistic, where products are differentiat-
ed from one another by, for example, branding, quality or pricing; oligopolistic,
where there are few sellers, therefore the price can be affected by their actions and
have an impact on the competitors and competitive, where there is a large number

of producers compete between each other for a leading position on the market.

3.3.2 Sales market aspects

According to Timur Aslanov and the information stated in his blog at

www.supersales.ru about the sales market, the sales market’s main characteristic is

capacity. The capacity of sales market is the volume of services and goods that can
be implemented on the particular sales market in a defined period of time. The ca-
pacity of sales market depends on the conjuncture (rise in demand) and its fluctua-

tions — if it increases, the market capacity also increases and vice versa.


http://www.supersales.ru/
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Conditionally the sales market of the particular goods or services can be divided into
the segments, where the customers purchase the products and services; where the
partners of the competitors offer same products and services; where the consumers
know about the existing items but never purchase them; and where the consumers
have no information about the goods and services that are offered (sleeping seg-
ment). As soon as the main goal of the selling company is to attract as many custom-
ers from as many segments as possible, it is important to have a constant sales mar-
ket research in order to choose the correct potential target customers to stimulate
the sales. There is a specific algorithm, a strategy followed in order to successfully

enter new sales market and is described below on the Figure 6.

Company gets to know the potential market
(gather information, research and analyse)

Goods are prepared to enter the new market
and project groups formed

Tactical methods of entering and the
business plan are created

Risks and threates are defined

Beginnning of sales and development of
operations

Figure 6. Enlargement strategy

The main question for the sales manager in order to perform the increase of the
competitiveness of the company is: How to enlarge the sales market of its produc-
tion? The competitiveness of the company means the ability to create the competi-
tive production for the exact market, having its own benefits above the production of
other companies in the country of origin or abroad. Nowadays this enlargement and
finding the place on the market is the most important goal for developing compa-

nies.
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3.3.3 Sales market enlargement

Osmolovskiy (2002, p. 195) claims that the enlargement of the sales market is meant

to be the process of finding new markets for the existing produced items, as well as

procuring new segments of the existing market. In the first case, the enlargement of

sales market consists of reaching out to the markets of other levels — national, inter-

national, local, regional, etc. In the second variant, the goods are more modernized

and upgraded and are orientated for the exact groups of customers locally. There are

several enlargements factors described in the Table 2. These factors are being the

reasons why the company would want to expand its sales market.

Table 2. Factors of enlargement

Factor

Description

Attracting new customers

Finding new ways of using the production

Making usage and production more accu-

rate, intensification

Usage of advertisement, presentations, and
other different ways of keeping people in-
formed about the items, since sometimes
potential customers do not know about the
existing production.

Even small improvement can expand the
sales market significantly. And if these im-
provements are being found regularly, then
it is guaranteed that the company will re-
ceive a big amount of sales and indeed a
bigger profit. The innovational ideas when
creating new products and ways of using
them are an optimal upgrade for the basis.
The company will try to persuade the poten-
tial customer to use the goods more. This
will theoretically make a significant rise in

the sales of the company.
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Nowadays the role of the sales market expanding is very significant. It is considered
as a type of thinking for the board of directors and the whole organization. The em-
phasis of breaking new markets is forming the real demand for the items, and mak-
ing a clear influence on the potential customer to order and buy more production.
The key to retaining the existing customers and building the relations with new ones
is the customer orientation and their maximal satisfaction. In order not to get into a
critical economic situation, it is important to correctly analyze the market, determine
the amount of demand for the specific item that is shown in the numbers of the sales

volume and its share on the market. (Osmolovksiy, 2002, p. 189-190.)

Osmolovskiy (2002, p. 190) also states that the most important aspects of the re-
search and entering the market are the organizational and economic conditions of
the potential marketplace; correspondence of the profit and the product that the
company is coming out onto the market with, the opinions of the customers; produc-
tion of competitors; innovational developments, and others. In other words, the or-
ganization is dealing with the issues of consumers. The biggest effect of the market
expanding will be given in the case if the order of actions, principles, methods and
sources of market impact and information on different stages of production will be
precise, accurate and correctly checked by the specialists. Such features can help to
consider the methods of expanding to other markets like an important condition and

the possibility of anti-crisis regulation.

3.3.4 Anti-crisis regulations in sales market expanding process

According to Belyaev (2008, p. 69), in order to gain the most profit from the coopera-
tion, the company must make sure that all factors of anti-crisis regulations are being
followed. The anti-crisis regulations also rely on some factors (Table 3) that are

needed for consideration. They are described in the following table.
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Table 3. Anti-crisis factors

Inside factors e Production and technological charac-

teristics;

e Resource potential;

e Inside atmosphere;

e Level of management components
development;

e Forecasting;

e Planning;

e Information resources;

e Personnel motivation;

e Centralization or decentralization;

e Integration and diversification of

control;
e Organizational structures of admin-
istration.
Market environmental factors e Reliability of providers and partners;

e Overall company environment;
e Formation of new connections;
e Supporting old connections;

e Contacting consumers.

Competitor key success factors e Strategies;
e Benefits;
e Logic;

e Behavior on the market.

The key function of the anti-crisis control is the monitoring of outside environment of
the organization in order to catch the signals which warn about the deterioration of
the market positioning of the organization, loss of competitiveness, decrease in sol-
vency and control or on the contrary, the opening possibilities and progressing in-

creases in a variety of business spheres.

The main criteria that must be considered by the specialists before entering new

markets are listed in the Table 4.
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Table 4. Criterias before entering the new sales market

e Dynamics of the specific features of the regions, attractive for the business;

e Dynamics of investments;

e Level and characteristics of population employment and dynamics of its
structure;

e Level and dynamics of the wealth of population;

e Level of infrastructure;

e Competitors, their strengths and weaknesses;

e Characteristics of consumers (group segmentation);

e Conjuncture (economic situation) of the resource market: raw materials,
other materials, labor, and finances;

e The overall perspective of the market;

e Production for which the demand is clearly smaller;

e Which production can satisfy the needs of the specific area;

e Main segments of users;

e Potential competitors;

e Possible intermediaries in case of expanding;

e Perspectives of moving the new brand on the new sales market;

e Potential new sales channels;

e Possibilities of advertisements and PR on the market;

e Restrictions on the market;

e Risks.

If these factors are taken into account, then the company can effectively enter the

new markets and stay in the leading position for a long time.

According to Korotkov (2011, p.83), nowadays anti-crisis controlling plays a big role
in any organization development, no matter what its situation is for this day. It solves
more problems, so that in the future the company will grow and not ruin itself. In the
crisis situations new sales markets must be investigated as accurately as possible, as

careless decisions can kill the company bringing it to bankruptcy. Why is this so?
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At first, there are markets that nobody is eager to enter, so nobody has performed
research on them. The benefits of these markets are the fact that there are basically
no competitors. When other companies that have the same products or provide
same services will try to learn the area, the company that has proven itself on the
market will undoubtedly have the priority. The threats are that it is almost impossible
to find out how to behave on this specific market, including the possibility that pro-
duction might not satisfy the customer and the customer’s abilities are unknown and

the company eventually might get bankrupt.

Secondly, entering the markets that are new to the company but already known as a
chosen region. The flaw is that there are competitors that found themselves in these
areas. In order to become competitive to these organizations, the company must
bring loyalty to its customers and gain population at any cost. The benefit is the fact
that the market is already opened and the company can analyze it; determine the
mistakes of competitors, and ensure that they are not repeated. There are fewer
risks coming with this strategy as soon as we can evaluate the decisions ourselves

and analyze all actions, learning from competitors’ mistakes.

The situation of the market expenditure by involving new production done by the
company requires attention. The main plus is the reputation of the brand that is
known for older devices will be already given to the new products. The minus, as
already stated, the major competitiveness of the companies that already have their
production and market of the specific items. Existing companies are also already well
known as the producers of this specific group of goods. In addition, entering new
sales markets of the production that is already known in the developed markets but
not known on the older ones might be significant due to the absence of competitors.

However, the question is, will this production have demand?

Entering new markets means the perspective of the further enlargement of the com-
pany. First, it must be determined: is this market actually new? In all likelihood, peo-
ple think it is new only because the company has not ever received any information
about the new country to enter. New sales market must be thoroughly checked.
There is always a possibility that the market is already ‘taken’. Before entering, the
specialists need to use all sources of information possible, in order to find out the

direct competitors in this sphere of business. If those are found, the specialists need
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to find all information about them: who are these, what is the strategy of their de-
velopment, their financial state, price policy, everything that could help to find the
correct place in the correct country the company would like to enter. In addition, the
company must define whether they can make a correct competition to the existing
companies and which parameters of the product (its characteristics, modifications)
and the tactics of the sales the company is willing to change in order to successfully

enter the new sales market and become the leader. (Belyaev, 2008, p. 72.)

3.3.5 Sales market segmentation

In case the new sales market has met expectations — the company should be pre-
pared for the long and thorough analysis of the upcoming strategy. The brighter the
appearance of the product will be on the market; the more company will succeed
overall. The next step will be an investigation in order to understand whether it will
be a good platform for the further development of the company, or it would be more

reasonable to search for something else.

According to the information provided by the website www.marketing-tut.ru, this

investigation must begin from the segmentation of the new market — which segment
factors (Table 5) the company is interested in. The factors of the segments vary and

are described in the following table.


http://www.marketing-tut.ru/
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Factor

Description

Characteristics

Geographical factor

Demographical factor

Factor of adaptability of
the users to the new

goods

Behavior factors

Dividing the market con-
sidering the geographical
differences allows one to
find out the consumer
groups using the infor-
mation about nature and
weather conditions
Segmentation of this fac-
tor means the dividing
onto the groups after con-
sidering  demographical
information, such as gen-
der, age, family, work,
education, religion, na-
tionality, etc.

Reaction of the customers

to the appearance of new
items produced or new
concept of production

Market is segmented ac-
cording to the behavior of
the customers, which are
divided into the
knowledge about the
goods, relations, reactions
on the goods and its us-
age.

Region location, popula-

tion, commercial activi-
ties, climate, dynamics of
the region development,
inflation

Age, gender, family, family
lifecycle stages, income
level, professions, educa-

tion, religion, nationality

Supernovators, novators,
moderate novators, mod-
erate conservators, super-
conservators

Customer status, acci-
dental purchasing, bene-
fits, level of product usage

and loyalty to the brand.

The geographical factor describes the characteristics of the chosen land. The location

of the region shows the differences in the income, culture, traditions, and religion.

Climate, population, population density, the ratio between urban and rural popula-

tion and other factors characterize the region. The regions also can differentiate in

the landscapes and infrastructure. The population, its number and density describe

whether there are enough people to perform the sales and purchasing operation and

make the marketing campaigns easier in the urban areas. The climate can be moder-

ately continental, continental, subtropical, sea and other. The availability of specific
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requirements to the product can be different in a variety of climate zones, for exam-
ple in higher temperatures, temperature differences overnight and during the day,
fluctuations, humidity. Usage of products in the wrong conditions can lead to un-

wanted circumstances — overall quality issues of the product.

The demographical factor is important in order to understand the users who are liv-
ing in the country and probably willing to buy the production. Age groups, gender,
religion, professions, education, income and nationality divide them, as well as the

family structure and the family lifecycle.

3.3.6 Additional factors of market enlargement

When the company is not willing to expand its production for now but only the sales
market, it is important to make the evaluation of the logistics opportunities of the
sales market. Is the region developed well enough in terms of the transport and in-
frastructure —if there are big airports with a wide variation of airlines, is the trucking
system good enough and other several factors. Otherwise, the company might be
charged more for choosing several unknown logistics operators and freight forward-

ers.

It is well known that only a small amount of customers allows the company to re-
ceive the biggest profit share of production. This is called a Pareto Principle, or the
rule of 80/20. This means that 20% of customers can guarantee 80% of the profit and

exists on any market.

After considering the factors of the sales market, the specialists must group the
needed attributes and determine the potential consumer groups for the company.
The next step is finding out and forecasting the demand for the production. Next is
the analysis of the sales market segments. If the sales market brings the perspective
for the company development and its economic growth, then the most attractive

sector must be chosen. Also the new sales channels must be analyzed.

In case the company is willing also to move the production into the country of ex-
panding, the specialists must create the specific strategy, having the existing image

of the company and overview on the potential customer, which must be added to
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the existing moving tactics. If the mentality of producers and customers vary a lot,

the whole brand moving must be changed and adjusted to the customer.

3.4 Electronics market, its rules and regulations

3.4.1 Consumer electronics segment overview

According to www.cbi.eu, the target market has the wide term of ‘consumer elec-
tronics’ sector. It includes the digital electronic products that are being used by cus-
tomers on daily basis, such as computers, cell phones, MP3 players, coffee machines,
etc. The company produces the It hardware, for example industrial portable comput-
ers, panel portable computers and liquid crystal displays, what are in the one sector
of the consumer electronics called ‘in-state communications electronics’ and are be-

ing purchased and used by production companies.

Considering the overall outlook on the market, it is widespread when it comes to
consumer electronics. The competition is significant and companies are competing
over innovating and bringing the higher ratios of the lowest price-highest quality to
the market. Technologies are developing rapidly nowadays: this is why in the con-
sumer electronics market companies have to constantly research, develop, expand,
upgrade and innovate either the production or to sales market, replacing older prod-

ucts to the newest ones.

It is stated on the website of www.madb.europa.eu, the rules and regulations of

export and import apply to these goods as to every other electronic device within the
European Union. The Figure 7 shows the number of the trade between the EU and
other parts of the world. If taking Germany into account, 3 million tons of electronic
goods are imported from Asia, even though only 0,3 million tons exported. Consider-
ing the future possibilities with Russia, there is an export operation more significant

with 0,7 million tons than import with 0,6 million tons.


http://www.cbi.eu/
http://www.madb.europa.eu/
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Figure 7. Number of export-import operations between EU and the world

The most promising export products to make it in the market of IT hardware are LCD

displays, microcontrollers, embedded systems and power supply units.

It is said that there is over-capacity of the electronic goods in the most used and de-
veloped markets, such as Chinese market. This is why most of the companies are
considering expanding to the countries with cheaper labor and outsource. This also
applies to sales, as soon as these markets have the long-term potential for coopera-
tion. The product safety, technical requirements, sustainability and eco-design of the
product, energy labeling and the CE-marking (which is mandatory for all electronic
products), must be proven before any operations. Packaging and labeling of goods
must follow the sustainability and environment protection legislations of the Euro-

pean Union.
3.4.2 Competition overview and barriers

The website www.cbi.eu states that the competition of the electronics market is rap-
idly fluctuating and is increasingly dynamic. However, cooperation with correct sup-
pliers and customers, the correctly chosen market segment, the capacity and strate-

gy, and the company can easily make it in the target sales places. The companies who
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offer innovations that are successful in the perspective are highly wanted in and out

from Europe. In addition, the price — quality ratio is much appreciated. However,

there are some stumbling stones, which can be a barrier:

The products that are newly entering the market must comply with the Euro-
pean statutory requirements. This way the product shows its quality, durabil-
ity, safety and reliability. Before entering the market, companies should apply
for necessary certifications. Additional certification costs may apply, as well as
the entry costs when coming from the developing country;

The companies that are new to the market need to be trustworthy as well as
have reliable partners and offering reasonable services. Additional costs
might be applied when making product testing and buyer would want refer-
ences to the production of the specific company;

Buyers might be looking for value propositions. It is possible that companies
from developing countries give lower prices, even though their production is
customized and upgraded. USP (the unique selling proposition) might be cre-
ated in order to compensate the expenses. Trade fairs might be a good start
to make right contacts and relations. It is important for the company to make
a pre-hand research of the markets and know that the buyer definitely has
the demand for the product;

In case of low competitiveness, it makes sense for the newcomers to lower
the entry costs of highly demanded products and make a focus on something

that is not so popular yet on the market.

There is an intense competition between the products. Some of them are put under

the standardization and some of them are customized and both cases have their own

advantages and disadvantages, for example standard items are more focused on the

low prices, whereas the upgraded products can offer a higher range of technological

utilities. The main point of this competition is taking up the innovations. Newer

products can be more sustainable, more lightweight and flexible, as soon as most

materials are increasing in price and usage or electric power for their usage costs

more. This is something what companies have to consider in their manufacturing

strategies.
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Every company wants to have its leading position on the market; this is why there is
a tense competition between companies as well. A bigger tension comes from an-
other country rather than from the regional areas. For example, China is a leader on
the market for the standard electronic devices and will remain so with the highest
revenue of 64,762 million USD. Even though there is an intense rivalry between the
companies of European or other markets, the Asian market is controlling the pro-
cesses with its high-volume speedy production. In addition, Europeans tend to have a
principle of avoiding the countries with a bad image, having several stereotypes al-
ready in mind before doing any talks about shared business. For example, even
though the Asian market is on the lead, it is well known that the quality must not be

as good.

3.4.3 Building a correct relationship between EU and non-EU

companies

According to Lukina (2013, p.163), there are several points that companies outside of
Europe must take into account before building any business relationships. Compa-
nies must be aware of the mentality and overall differences in the business cultures.
The way business is done in Europe can vary from part to part, like Spain and Scandi-
navia, but even worse is the situation between countries that are non-EU. Communi-
cation between partners in the European Union is built on trust and is very direct. It
is important to understand the deadlines and the agreement points, since for suc-
cessful business operations these must be followed. As previously stated, the com-
munication is all about honesty. If some operation cannot be performed as wanted
or the response might not come quick enough, this should be at least explained in

time. The customers are awaiting end-to-end communication and responsiveness.

It has the highest importance of non-EU companies to understand the CE require-
ments fully because the regulations of the electronics sector are strict. The custom-
ers will expect the full compliance of the product with the ISO 9001:2008 or ISO TS
16949 quality documents, as well as providing the EU Declaration of Conformity and
technical documentation for the product. In order to obtain the ISO, the lower priced

‘ISO package deal’ must be negotiated with the certification body. The product must
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be known by its seller, as well as have all certifications, declarations and third-party

testing results.

The target market must be known and investigated. The company needs to know the
economic situation of the market, developments, and the competitors. This
knowledge will win confidence and trust over the European buyers. The production is
more likely to be represented with samples from the regular production and which
will belong to the final product. In Europe these samples are under the free delivery
terms, unless they are specified for a customer. The quality of the sample and fin-
ished product must match. The image of how the item is delivered is very important.
This is why for any electronic product special attention and care must be given to
packaging and transport. The packaging must be reliable and UN approved and deliv-
ered by reliable forwarding expeditor companies, who can answer for the deliveries

and make quick responses.

Lukina (2013, p. 171) claims that payment conditions may also vary, as soon as in
Europe there is a period from 30 to 60 days after invoicing that the items must be
paid. There might be other conditions for the companies outside the EU. Transaction
times, additional costs, VATs, subsidies and grants must be talked through with the
government or appropriate authorities. It is more profitable to create a long-term
relationship between the company, suppliers and customers and reduce all unneces-
sary price, transaction or specification negotiations. Undoubtedly the company must
know and must be sure whom they are choosing as a potential customer or supplier
and eventually through communication and multiple operations, the true partnership
with trust and patience will be created with the profitable terms for all parts. In addi-
tion, the companies and the partners should always stay in constant contact; it does
not matter whether it is some discussions or just casual news updates on new pro-
duction and the market situation negotiations. This creates a win-win situation for

both parties and will prove the successful built of the long-term relationship.

3.4.4 Finding a correct buyer

The overall market of electronics is estimated for up to €700 billion, according to the

main statistics of the www.statista.com . What companies are aiming for is finding
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the correct buyers for their production, but how does one do it correctly without

making any mistakes?

The product must meet customer requirements- legal or market-driven ones. The
most important legal requirement is a CE marking, which means that the product can
be sold throughout the European Union. Before declaring, the product must undergo
appropriate testing. Furthermore, there are market-driven requirements, such as
other certifications applicable onto the products, which are not necessary but will
make the buyer rely on the goods, such as certifications ISO 9001:2008 and ISO TS
16949. (Lukina, 2013, p. 173)

3.4.5 1SO Quality Management Systems

The website www.iso.org provides the information that quality management system
is a standardized system that helps the items achieve quality policies and meet nec-
essary requirements and improve the effects of the product. In addition, it improves
the processes of operations, reduces waste, lowers the costs and sets organization-
wide directions. There are several quality management standards existing, which
depend on the product types, and the industry they have been manufactured for.
Two of them were mentioned above and are applied for the industry of technologies:

ISO 9001:2008 and ISO TS 16949.

The first standard system is ISO 9001:2008, where ‘ISO 9001’ stands for the type of
the product and industry and 2008’ for the issue year. Therefore, the standards are
being updated after several years of application. Having ISO 9001:2008, the organiza-
tion proves that the items meet customers’ requirements and are applicable. After

obtaining this certification, the items can be used in all types of organizations.

As for ISO TS 16949, this quality standard is used only for automotive production or
technology hardware specifically. The system has been created in order to improve
the overall quality management system for the specific field of business of the organ-
ization. Furthermore, it prevents the defects of the production, as well as lowers the

risks of supply chain failures.
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3.5 EU and non-EU laws and regulations

First, it is important to provide an outlook to the overall rules and regulations of
business trade in the European Union (case of Finland) and outside the European
Union (case of Russia or Taiwan). It includes the VAT taxation overview, competition

rules, rules of selling, the product requirements and others.
3.5.1 European Union rules

3.5.1.1 VAT
According to the United States council for International Business website

www.usscib.org , the existing standard European VAT rules can vary from country to

country. The company regarding all goods and services provided and including the
sale to the final customer must pay VAT. For companies based in the European Union
VAT is charged on most sales within the EU. However, it is not charged on exports to
the countries outside the EU, in this case the tax must be paid in the importing coun-

try with the evidence on the export provided.

In the first case the goods are sold to another business within the EU, the VAT (Value
Added Tax) is not being charged in case the customer has a valid VAT number, which
is verified by the authorities and provides the identifying details. It is possible that
the number is not provided, depending on the protection laws of the country —in

this case the normal VAT rate is charged by the rate applicable in the country.

In the second case the goods are sold to the individual customer within the EU, the
company needs to be registered and then the charges will apply according to the
standard country rates, unless the total value does not exceed the limit stated by the
country (for example in Finland it is €35.000; in other countries can be up to

€100.000).

In the third case, if the goods are bought or received for business purpose within the
EU, the VAT must be also being charged accordingly, depending on the country and

its rates. The amounts can be deducted later.
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3.5.1.2 Competition rules

It is stated on the website of www.europa.eu that in the European Union there are

strict rules that protect free competition. If the rules are not being followed, the
company can be fined up to 10% of the annual worldwide turnover, in some coun-
tries this can lead to imprisonment. There are two prohibitions this can be observed

at:

Prohibition #1: Illegal contracts and agreements.

The following contracts that are not complied with the laws are called cartels. These
can include price fixations, market sharing, customer allocation agreement, produc-
tion limitation agreement and distribution agreements the supplier is imposing

where the price charged.

Such agreements and the exact information (such as production costs, turnover, ca-
pacity, marketing plans and others) sharing can be performed, only if the company is
willing to reduce the strategic uncertainty on the market and in front of the competi-
tors. However, on the contrary, this is considered as infringing the rules, even if in-

formation is being discussed via mail, phone calls or private meetings.

To make sure the company is playing a safe business game, it must not fix prices or
other conditions of trade, not limit production or share the market, and lastly, not

exchange any information about company strategy.

Prohibition #2: Dominant position abuse.

The company having a larger market share and holding the leader positions on the
market must not charge unreasonable prices, that are too high for the goods, which
can be considered as customer exploitation; must not charge too low prices, what
can be a drive-out for the competitors; must avoid customer or business partner dis-

crimination.

3.5.1.3 Selling regulation within the EU

There is a rule of free movement of goods within the countries of the European Un-
ion, European Economic Area and Turkey. Governments must not put limits onto the
import or export quantities of goods. Once the product has been manufactured in

the EU, it can freely be forwarded.
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There are harmonized and non-harmonized rules for the goods. If the product com-
plies with the harmonized rules, there are no restrictions put onto it and quantities
of sales are choice-free. These rules are set on such conditions, in compliance with
customer protection, public health and environment protection. In case the product
is complied with the non-harmonized rules, it might be subjected to other national

rules. However, the free transit can be performed.

The laws of European Union give the customer the minimum 2-years guarantee for
the goods. In some countries, there can be longer guarantee depending on the goods

type and the country of sales.

3.5.1.4 Requirements for the product

As stated before, every electronic product must undergo a check in order to receive
an obligatory CE marking, which provides assessment and meets the regulations of
the EU for the safety, health and environmental protection. The marking is valid for
products for which the EU specifications have been introduced, or in case they are

being manufactured in the EU/EEA.

In order for the CE marking to be affixed to the product, it must have a technical
characteristics attached with the proof that the item is approved by the EU require-
ments. But how does one obtain the CE marking? The answer to the question is sim-

ple; there are only 5 main steps that the manufacturers have to follow. (Figure 8)

The importers must be sure that the items will not produce any harm to the Europe-
an Union and its inhabitants, meets all the technical requirements, and has all docu-
mentation, which can be provided upon request at any time. The distributors must
have the basic knowledge of the goods they are receiving, as well as assist national

authorities to receive the documentation. (www.europa.eu)
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Figure 8. CE-marking steps

3.5.2 Non-European Union rules

The regulations are different, when considering sales from the EU to third-country

markets.

Regarding taxations and VATSs, they are not charged in case the goods are being sold
to the customers outside the EU; however, the VAT still may be deducted for the
expenses the company paid itself. If the goods or services are bought from the sup-
plier outside the EU, the VAT must be paid at the country of import by the rate of the

country and this may be deducted in the next VAT return.

3.5.2.1 Taiwan

Previously we have discussed the rules applicable in the European Union, which
means that they are the same as for Germany, as for Finland. For each country out-
side the EU the rules and regulations are different. The company is already operating
in the Taiwanese market, which is not European Union. The following rules are ap-

plied for Taiwan R.O.C.

Taiwan is an island in the Pacific Ocean that belongs to the Republic of China. It is a
member of three trade agreements: Asia-Pacific Economic Cooperation (APEC), Car-
net A.T.A. (Carnet C.P.D.) and World Trade Organization (WTO). The goods that are

originating themselves in terms of these agreements, taking into account the coun-
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tries they been manufactured at or at importing countries may benefit from the
preferential treatments in Taiwan. This also concerns the Free Trade Agreement
countries (El Salvador, Guatemala, Honduras, New Zealand, Nicaragua and Panama),
the Economic Partnership between Singapore and the Separate Customs Territory of
Taiwan, Penghu, Kinmen and Matsu (ASTEP) and the Economic Cooperation Frame-
work Agreement (ECFA) which is the FTA between Taiwan and the People’s Republic
of China.

Besides the agreements with the importing countries, there are additional export
control provisions that are observed in the international movements of goods and
services. The subjects of the provisions are the products, final destination countries,
people involved in the transactions, governmental agencies and others. It is possible
that the local authorities of Taiwan can put the goods under a thorough control and
monitor their movements and the whole supply chain. In addition, for more success-
ful operations they might require additional documents, such as international import
certificates, end-user certificates or delivery verification certificates. Since 2009 there
is a Community regime existing in order to control exports, transfers, brokerage and
dual-use items transits. Companies that are willing to perform import operations in
Taiwan must be registered at the Bureau of Foreign Trade (BOFT), as well as the

freight carriers.

The customs authorities must be notified of the expected arrival date and timing in
advance by the freight forwarders. Before unloading, the vessel or the aircraft the
items arrive on, must obtain a discharge permit from the authorities. Within 15 days
after arrival the goods must be declared. It is possible that the company is charged a
tariff and pays applicable taxations after the successful examination of goods. The
VAT rate in Taiwan is 5% and electronic products can be imported free of duty.

(Basic information gathered from the www.taiwan.gov.tw governmental website).

3.5.2.2 Russia

Since the company would like to expand its operations to Russia, all regulations must
be strictly followed. The following rules are only referring only to the Russian Federa-
tion, the example that will be put under a thorough research. The article about Rus-

sia taken from the website www.bbc.co.uk provided the information below.
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Russia is also a member of several trade agreements, such as Asia-Pacific Economic
Cooperation (APEC), Commonwealth of Independent States (CIS), Convention of the
International Transport of Goods under cover of TIR Carnets (TIR Convention, Cus-
toms Convention of the A.T.A. Carnet for the Temporary Admission of Goods (A.T.A
Convention), Eurasian Economic Union (EAEU), International Convention of the Har-
monized Commodity Description and Coding System (HS Convention), International
Convention of the Simplification and Harmonization of Customs Procedures (Kyoto
Convention revised) , World Customs Organization (WCO) and World Trade Organiza-
tion (WTO). As stated before, the goods of manufacturing country or the country that
is willing to expand its operations to Russia may find exclusive benefits from the

preferential treatments.

Export control in Russia is put under a thorough control; the provisions and authori-
ties might track the movements of goods. Several people can be involved in the
transactions, such as exporters or consignors, importers or consignees, customers or
end users, freight forwarders and freight agents, banks and financial institutions.
Government and governmental parties are highly involved in the operations. All ex-
porters are holding legal responsibility about the goods movements. There are some
sanctions which have been applied to several individuals and companies by the
Council of the European Union, and these sanctions are being extended, however,
this does not bring any issues to the sector of consumer electronics and all compa-
nies willing to adjust the trading systems in the Russian Federation, must be regis-

tered with the Federal Tax Service.

Russian laws regarding customs are adapted to the Customs Code of the Customs
Union, which is differentiating several procedures, like exporting, transit, storing the
goods or processing them for the further use. With the goods imported into the
EAEU the customs procedure is easier, rather than with the goods imported into the
EU and the necessary documentations vary depending on the country of origin of the

product. The payments are made in rubles, according to the value currency rates.

However, there are some restrictions put under consideration for the companies
from the EU given from the Federal law of foreign investments. The federal law pro-
hibits investors from abroad to get into any kind of control or stakes in the strategic

industries of Russia; the conditions which are given for the foreign businesses cannot
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be worse than for local entities; the additional protection is given against unwilled
changes in tax, customs or other legislations and this protection is guaranteed for up
to 7 years. On the other hand, there are some advantages for further stability and
business protection for foreign companies: damage recovery from any illegal actions
from the authorities, property protection from seizure, tax change protection, and
profit or income transfer rights from investment parts. As Russia is massive in terms
of size, different regions have also different regulations, which have to be found out

by the company, which found the specific area to expand to.

The main regulatory body for all legal entities that would like to start their operations
in Russia is the State Chamber of Registration, and the authorities are responsible for
foreign trade regulations, as soon as some operations can only succeed under ap-

provals and licenses, which are carried on federal level.

The quality certificate similar to ISO 9000 in the European Union is GOST in Russian
Federation. In order to obtain it, the sample testing must be performed in
GOSTSTANDARD laboratories. Prior to shipment, all necessary packaging, labeling

and documentations must be checked.

Between Russia and Germany there is a convention for the avoidance of the double
taxation with respect to taxes on income and on capital signed in 1996. This means
that only graduated rates are used for the taxation as well as tax credits given, in full
or partially possible. The VAT rate is 18%; however, for technological equipment that
has no equivalents in Russia there is a VAT exemption for 0% qualification. At the
same time the profit is taxed with minimum 20% on net incomes, whereas income
tax has a rate of 13%. For imported goods, there is an obligatory license required and

import customs duties of 5%, 10% or 15%.

Regarding the customs process in the Russian Federation there are some additional
regulations apart from the basic rules. There is a possibility for the foreign goods to
be transported to Russian territory of the Customs Union without covering customs
fees or taxes, as well as dispensing the goods from established economical prohibi-
tions according to the legislations of the Russian Federation on the State Regulation
of Foreign Trade. This process is called ‘Inland Customs Transit’. This operation is

used in order to transport the goods from the arrival place to the customs authority
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in the place of destinations for the customs clearance control or from the place
where the goods are located at their declaration to the export place from the cus-
toms territory in the Russian Federation and others. The list of documents that is
requires for the Inland Customs Transit (ICT) and that was provided by the website

www.tks.ru are shown in the figure below. (Figure 9)

Original commercial
documents (invoices,
packing lists,
specifications)

Translation of the
commercial
documents

Original Bill of Lading

Documents
containing pricings,
weight, quantity,
description of goods

HS codes letter

Discharge report

Figure 9. ICT documents

The Bill of Lading, according to the website investopedia.com is a “legal document
between the shipment of goods and the carrier detailing the type, quantity and des-
tination of the goods being carried. The bill of lading also serves as a receipt of ship-
ment when the goods are delivered at the predetermined destination. This docu-
ment must accompany the shipped goods, no matter the form of transportation, and
must be signed by and authorized representative from the carrier, shipper and re-

ceiver.”

Commercial documents are official papers that also accompany the products, these
are the orders, commercial invoices, packing lists, shipping or transport documents,
certificate of origin and others. When the product is shipped to Russia, every single
commercial document must have a verified translation to Russian language. Docu-
ments, that contain pricing, weight, quantity and description of goods are also part of
the commercial documents, however they are not required to be during the ship-

ment process.
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HS codes letter is an official document, which describes the commodities that are
being shipped with specific 6-digit codes. The term HS stand for ‘Harmonized Com-
modity Description and Coding System’, or simply ‘Harmonized System’. According
to WCO (World Customs Organization) website, the HS is the “multipurpose interna-
tional product nomenclature developed by the WCO. There are 5000 commodity
groups, each identified by a 6-digit code, arranged in a legal and logical structure and
is supported by well-defined rules to achieve uniform classification”. This means, that
every product, that crosses international borders or shipped internationally one-way,
has to be declared to the customs by the means of this code provided by the system.

The codes may be found online.

The discharge report is a document, where all the goods that have been unloaded off
board of the vehicle/vessel in the specific country are being described. Same goes to

the loading report, when the goads are being loaded.

It is important to notice that on the first stage, the company is aiming to enter the
biggest Russian markets — Moscow and Saint Petersburg and for these destinations
the ICT is not needed, as soon as there are registered companies with own brokers at
these places of destination. The main aims of the ICT are to avoid unnecessary cus-
toms operations without ordering the services of additional brokers in smaller re-
gions and therefore save up on the expenses. The company would only need the
contract with the forwarding company and the customs declaration. In order to do
this successfully, first of all, it is important to learn about the market of the compa-
nies that are specializing in the same business field and that can offer the services of
deliveries and customs clearances and then find out which possibility is the best one

in terms of regulations and cost-efficiency.

There is another opportunity apart from the ICT process, in case the delivery is to
other regions of Russia (such as Siberia or Kamchatka) — to deliver the goods to the
nearest airport, perform the customs clearance there and then deliver the goods to
the customer with regular courier. It is important to consider that the middle-sized
deliveries can be very expensive and the product price will rise significantly. In this
case, the client can either pay for the delivery himself (by the terms of the item price
without the delivery price included) or the deliveries can be done in smaller sizes but

this will include the delivery costs.
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Further in the research part of the project, the rules and conditions will be applied
accordingly in order to find out the answer on the main question — Is TL-Electronic
able to enter Finnish and Russian markets? In order to get a clear picture of what has
to be taken into account to perform a successful research, the summarization table is

necessary. (Table 6)

Table 6. Theory summarization

Theory topic Description

Sales market types Divided by items offered, scope, laws and
regulations, competitiveness

Enlargement factors Attracting new customers, finding new ways
of using the production, intensification of
production usage

Anti-crisis regulations Inside factors, market environment factors,
competitor key success factors

Criterias to enter new sales market Listed in the Table 4

Market segmentation Geographical factor, demographical factor,

Product adaptability factor, Behavior factor

EU-rules VAT, taxation, competition, selling and trade
regulations

Non-EU rules VAT, taxation, competition, selling and trade
regulations

4 Theory of research methods

A research means ’a scientific and systematic search for pertinent information on a
specific topic’ (Kothari 1990, p.1.). Therefore, the methodology of research defines
the exact ways of collecting data during the research process on a particular topic.
The main aim of the research is gaining measurable and verifiable data needed to

answer the questions in order to expand knowledge.

4.1 Types of research

There are several types of research, according to Kothari and Garg (1990, p. 3):
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e Descriptive and analytical

Descriptive research is a combined system of data gathering, including surveys, facts,
observations and definitions. It is being mostly used in biology or linguistics studies
and the person needs time in order to collect information and describe it. In analyti-
cal research, the process is done on the contrary. This means that the researcher
analyses the data that has already been given and makes own evaluations of the ma-

terial.

e Applied and fundamental

Mostly used in scientific studies, applied research is a way of finding practical solu-
tions to technical and social problems, whereas fundamental research has a scientific

approach to improve theoretical knowledge and has experimental background.

e (Qualitative and quantitative

Qualitative research is a non-statistical exploratory type of research. Group discus-
sions, observations, case studies, and many others are the main factors that create
the data collection. Primarily it is being used in market research or other social and
business sciences. The qualitative research is used to gain and analyze opinions and
reasons. Therefore, qualitative research is the basis for the quantitative research,
where numerical data and statistics are analyzed, which has been gathered through
the qualitative research. Quantitative data collection methods are more structured
and include online surveys, interview variations, statistics analysis and others. Quan-
titative research type and its interpretation is usually a final action of the whole pro-

cess.

4.2 Methods of the research types

According to El Hadi Babikir, Ali Babikir and EI Wahab (2009, p.17), the methodology
describes the research design and must fit the purposes, its feasibility depends on
time and resources. At the same time, the term ‘methodology’ must not be mixed
with the term ‘methods’. Methodology is the discussion of used reasons, whereas

methods are technical steps of the research process.
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There are many research methods (Table 7), which are being used for a variety of

purposes and they are mainly divided into three groups: Experimental Research

methods, Opinion-Based research methods and Observational Research methods,

which are described in the following table:

Table 7. Research methods

Method

Description

Experimental

Opinion-based

Observational

Systematic and scientific method of re-
searching, where multiple variables are be-
ing manipulated, observed and controlled.
Mostly used in natural or social sciences.
Testing helps to understand the processes
and operations that are being researched
and put under investigation.

The most popular ways of collecting data
using this method are surveys and focus
groups gatherings and discussion on a topic.
This will help the researcher gather opinions
and thoughts on the topic and perform a
following thorough research based on them.
Type of non-experimental research methods
in which the ongoing behavior is being ob-
served. Mostly, these methods are used in
marketing and social sciences. There can be
controlled observations, natural observa-
tions or participant observations, as well as
disclosed and undisclosed observations
(where the participants involved know or do
not that they are being observed). The ob-
servation results are eventually analyzed

and put up into the statistics. This method is

the most time-consuming.
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4.3 Mixed-type research as main research type in the thesis project

In the thesis project there is a combination of qualitative and quantitative research
types. It is done in order to get more thorough, useful, valid results and more up-to-
date broad analysis. The main methods used have been the statistics numerical anal-
ysis, where the numbers have been gathered from literature and Internet sources.
Additional methods were a couple of group discussions with the coworkers about the
plans, operations and successes of the company. The research has been done in the
exploratory sequential design. This type has been used, since it is easier to start with
the general information and then analyze the data. Mostly information on one par-

ticular topic has been gathered from one particular source.

Generally, there are three most common research designs that are being used as
mixed-type research strategies. Originally, there are six of them, according to Cre-

swell, (2003). However, the three most used ones are described below:

1. Explanatory sequential design (Figure 10)
The main research methods are being used from the quantitative type, for example,
statistics analysis, followed by the qualitative measures, such as interviews or further

observations. In the last step they are being analysed and conclusions are made.

Therefore, it is called explanatory, as soon as the last phase is the explanations of the

S

Figure 10. Explanatory sequential design

data found.

2. Exploratory sequential design (Figure 11)

On the contrary, the exploratory sequential design is about firstly getting information
through interviews or surveys, and then submitting the data into the statistics or dis-
cussions in order to further explore the topic and collect opinions for analysis. This

means that qualitative research is being followed by quantitative research.
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Figure 11. Exploratory sequential design

3. Convergent Parallel Design (Figure 12 )

This design type is used in the case, when the data is being collected at the same
time with both research types, qualitative and quantitative. Next, the results are
compared and analyzed and conclusions are made. It can be done, for example, in
cooperation of two teams, where one is doing the surveys and another some statisti-
cal research on a topic. In the end meeting of the teams help to gather final results

and form them into research conclusions.

&
\--»-J

Figure 12. Convergent Parallel Design

5 Research
After the theoretical research it was possible to gather following data for the ana-
lysis. As stated previously, the main points that are being covered are related to the

Table 6. Theory summarization, meaning the general characteristics of the country,

the investments, the population and employment rates, the wealth, the infrastruc-
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ture, the electronics sector in terms of the country, the segment of consumers, the
competitors and the risks (pros and contras combined). Firstly, there will be a com-
pany overview in terms of expanding, after there will be a description of Finland,
main data about the country and the business, thirdly there will be a discussion of

Russia, and finally the results will be compared and the solution given.

5.1 Company outlook

With the close connection to the theory and working process, it is a crucial point to
understand the objectives of the company when entering the new sales markets. TL-
Electronic GmbH is willing to enter are B2C and B2B markets by the items offered,
global and external markets by zone (as soon as the company is willing the internati-
onal expanding). The company is following the legal regulations of the chosen count-
ries and the monopolistic market, since the main points are the products and their
success in terms of price and quality. Since the customers are eventually finding out
about the production and contacting the company themselves, there is no need in
specific agitations or persuading the customers. The biggest factor of the sales mar-
ket enlargement for TL-Electronic is introducing the existing production into the ne-
west markets, considers innovational way of the usage of the goods and manufactu-
ring ways. TL-Electronic is considering the anti-crisis regulations and all factors that
apply to them. The most significant points are the market environmental factors,
which will be later discussed in the risk assessment chapters for both countries. For
example, the reliability of providers and partners from Russian side might be ques-
tionable. The company is tracking the successes of its products and the general suc-
cess of the company on the market and is aware of possible outcomes from the ope-
rations and its development, whether they are successful or not. In addition, the spe-
cialists are emphasizing the importance of following all criteria listed in the Table 4

before entering the new, especially unknown, sales markets.
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5.2 Sales market segmentation - Finland

5.2.1 Introduction to the country and geographical segment factor

According to the basic information about the country provided by infopankki.fi, Fin-
land is a country located in the North of Europe and is a member of the European
Union and Schengen states. It became independent from Russia on the 6/12/1917
and has borders with Russia on the east, Sweden on the Northeast, and Norway on
the north and shares a maritime border with Estonia on the south. Roughly a quarter
of the country is situated above the polar circle; this is why Finland is well known for
colder temperatures during all seasons. The population of Finland is 5,5 million in-
habitants by 2016, with the capital in Helsinki having a population of 590000 people.
Other major cities are Espoo, Tampere, Oulu, and Vantaa. Finland is ranked 4t at the
WEF for global competitiveness and is ranked as the 9" easiest country in the world
to do business ‘in’. The national languages are Finnish and Swedish, however English
is being used as a business language. According to the information received from the
infopankki.fi website and its statistics, Finland is a home country for many minorities
with different language, culture or religion that are formed because of the intense
immigration. Finland has freedom of religion. Most native Finns are Christians and
the largest religious community is the Evangelical Lutheran Church of Finland, almost
78% of the population belongs there. Finland is a country where people appreciate
equality, fairness, loyalty, punctuality and modesty. Even though people generally
might seem slightly reserved and are not very quick in starting any kind of conversa-
tion, in the business life Finns behave very openly, directly and straightforward, will-
ing to bring up the operations, what is a good factor for TL-Electronic to expand ex-
actly to Finland. In addition, the inflation is important to consider, what means the
general levels of prices for goods and services defined in percentage. If the inflation
is high, this means that the prices are high. On the one hand, this means that the
business might not be productive, as soon as it is easier to buy bigger amount of
cheaper goods with better quality. On the other hand, it can be an issue of trust,
however, with European companies it is highly unlikely to happen. The current infla-
tion rate for Finland is 0,413% and has been on the rise since, according to the in-

formation collected on main website of inflation rates www.inflation.eu .
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5.2.2 Consumer segment factors

The consumer segment factors include the demographical factors, adaptability and
behavioral factors that are described after the Table 5. Segmentation factors. Ac-
cording to infopankki.fi, Finland is a very diverse and international country hosting
many people from all around the world. Most of the immigrants come from Russia,
Estonia, the Balkans, Somalia and Iraq. Still, the most businesses and companies are
being held by native Finnish people, therefore it is easier to understand them and the
general business culture of the country which will be described later below. Accord-

ing to the statistics taken from www.infopankki.fi , in Finland there are more male

inhabitants, most of the population are aged 65-69, there are more married couples
without children and in case there are children, families mostly have 2 of them. Fin-
land has the high-income level, however the unemployment rate in Finland is at 7,7%
at the moment with a forecasted increase till 8,2% according to the country data-
base. Most of the customers are novators — Finns are very eager on having newest
types of production, however they think twice before actually purchasing the items.
In Finland people are very loyal to the brand and the company and if two organiza-
tions succeed on mutual cooperation, this would be a mutual success as well. The
customers, who are other companies, are using all goods and since TL-Electronic is
mostly staying on B2B markets, this will bring profit and high utilization rate of the

products.

5.2.3 Business culture of Finland

Through the geographical location of the country, the companies, which would like
to start their business or expand to Finland, have a clear wide access to wider mar-
kets, with the help of the stable political and economic situation of the country. Fin-
land is a center of a rapidly developing marketplace of 80 million consumers from
Russia, Scandinavia and Baltic States. The unemployment rate is at 7,7% and people
have relatively short working hours, only 3,60% compared to the 12,5% average of
the Organization for Economic Cooperation and Development (OECD). Therefore,
there is a high risk of unemployment, high overall unemployment rates in the coun-

try and household debts.
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5.2.4 Infrastructure of Finland

According to the website www.nationsencyclopedia.com Finland has a very efficient

road and rail network, focused in the South of the country around the capital. The
sea routes are also extensive; there are over 50 ports and loading terminals and 23
seaports connecting Finland with other countries of the world. The air connections
are considered popular with around 157 airports throughout the country, all opera-
tions are done through Helsinki Airport and the Asian route is highly developed. The
main map of transport infrastructure is shown below (Figure 13). Considering tele-
communication, Finnish tariffs are among cheapest in the whole Europe. Further-
more, Finland is targeting for the climate protection, putting into account feed-in-
tariffs for wind power facilities and investing into nuclear power and transmission

networks over 1,7 billion EUR.
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5.2.5 Economical and trade overview of Finland

As stated on the website www.atlas.media.mit.edu, Finland is the 43th largest coun-

try by the export economy and the 7™ most complex according to the Economic
Complexity index. Overall export amount is 77,3 billion USD, import rate is 72,8 Bil-
lions USD with the overall balance of 4,51 billion USD. The GDP of the country is 272
billion USD with the GDP per capita staying at the 40,7k USD. There has been a rise of
3% in comparison to previous years. The average annual net salary is 31000 USD.
Computers and industrial technology is one of the top imports with 1,5 billion USD
revenue. Top export destination is Germany with 9,3 billion USD total and 12% ex-
port rate, whereas top import destination is also Germany with 10,3 billion USD total
and 14% rate sharing the placing with Russia. There is a clear positive trade balance

between Germany and Finland.

There are several strengths of the Finnish market in particular, as stated by the eco-

nomic portals, such as the one stated above, www.atlas.media.mit.edu , which must

be considered by the companies prior to starting to expand: Finland is a global leader
in telecommunications and innovative technology applications, the economy is very
stable, the government is focused on building a global marketplace and removing
trade barriers, the business environment is very open with lowest levels of corrup-
tion (almost non-existent). Nowadays there has been an intense economic growth
observed in Finland, as soon as it is highly industrialized and market economy is free
with one of the highest GDP per capita in Europe, 50% of which comes from exports;
Finland has a large industrial and services industry base. Furthermore, one of the
priority sectors for economic development is electronics, what is a huge plus for TL-
Electronic when considering Finnish market. The trends that Finland is currently fac-

ing are described in the Table 8.
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Table 8. Current trends of Finnish economy

Painful emerge of the economy 3 recession years, the electronics sector
is on the fall in the manufacturing out-
puts, the consumption might bring lower
inflation however the temporary post-
ponements of loan repayments are in-
creasing as well as the nominal wages.
There is a planned increase in wages

what can alleviate household debts.

Country is seeking to overcome the finan- Brings the loss of competitiveness, as
cial crisis and observes the deterioration of  \yg|| as a decrease in productivity and

public funds increase in real unit labor costs. The pol-

icy of public spending restraints has
been launched.
Major reform program existing but tensions The restructure of the labor market and
within the governing coalition overall welfare system, as well as lower-
ing the unit labor costs and increase la-
bor supply in order to improve competi-

tiveness and productivity.

5.2.6 Taxation system in Finland

The VAT rate in Finland is at 24% and corporate tax rate is 20%. The limit for selling
goods under the VAT condition is 35000 EUR. The European market of goods is con-
sidered single and allows the free movements of goods and services, therefore no
import duties are applicable. As stated before in the theory part, the goods are in
free circulations within the EU and can be moved between member states without
any documentation requirements, however excessive or controlled goods are need
of additional documentation. Private companies in Finland have the suffix OY after

their name and public companies hold the suffix OYJ.

According to the numbers gained from the worldwide-tax.com website, the individu-

al income taxation system in Finland is considered progressive, what means that the
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higher income a worker gets, the higher rate of tax payable he is obliged to return to
the government. It is called the ‘direct tax’ and is applied only to the citizens. In addi-
tion to it, there is a municipal tax and the percentage depends on the regulations
given by the municipal authorities. For foreigners, the salary income is the 35% tax

payment and the 30% payment on dividend, interest or royalty’s income.

5.2.7 Strengths and weaknesses of Finland

Before choosing whether the potential country is good for further expanding or not,
all the risks, strengths and weaknesses must be measured. Finland is considered to
be the second safest country in the world after Greenland. The only risks that can be
taken into consideration for this country as stated by the Aon PLC are the exchange
transfers, legal and regulatory risks, political interference, political violence, sover-
eign non-payments and supply chain disruption. However, the risks stated above and
negligible and are put onto negotiations for improvement. As stated before, the
company must evaluate all risks that can happen before entering the new sales mar-
ket. The Michigan State University GlobalEDGE business research portal has provided
the information below in the tables. It can be put into consideration and used in the
future by the company in order not to make any mistakes before starting the opera-
tions in terms of the general country overview. According to these results TL-
Electronic can make the conclusions of whether it would be reasonable for them to

make any transactions between them and other Finnish companies.

Following tables (Table 9 and Table 10) present the risk assessment and strengths

and weaknesses of the country:



52

Table 9. Risk assessment for Finland

Country risk Assessment (LOW RISK) Business climate Assessment (VERY LOW

RISK)

It is possible that payment behavior
can be affected by unstable political
and economical environments oc-
curred in the country;

Difficulties can be caused by the pro-
tected business environment;

Not fully accepted probability of de-
fault.

Very stable business environment;
Corporate financial information is
available for everyone, up-to-date
and reliable;

Efficient debt collection;

High quality of institutions;

Smooth transactions between com-
panies.

Table 10. Strengths and weaknesses of Finland

Strengths

Weaknesses

Accurate economic policy;

Skilled professional workforce;
Innovative industries and technolo-
gies follow nowadays’ trends and
improve rapidly;

High standards of life.

International unstable economic
conditions make the country de-
fenseless;

Industrial crisis;

Competitors in the neighboring
countries;

Dependence on the banking and fi-
nancial sectors of other countries;
e Aging population.

Considering the consumer electronics sector in Finland it is one of the top export and
import industries between Finland and Germany. However currently there is a
downward 2% trend observed of the current sales value, in comparison to previous
3-8%. In order to boost the demand Finnish companies decided to create price-based
promotion and Internet retailing and deliveries. Furthermore, due to high prices and
competition, in Finland it has been discussed to reduce the number of cheap outlets
and focus only on bigger key stores. Over the second term of the forecasts, the cus-
tomers will be more open to buy the production, so it is crucial also to engage in

strong marketing efforts and attract potential customers.

5.2.8 Competition

It is important for the company to understand the main competitors, their success

factors and their weaknesses when entering the new area for the sales market. After
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investigating a big variety of all electronics and IT hardware companies’ websites
throughout Finland, which perform operations locally and abroad, it has been possi-
ble to determine main 5 competitors and their turnover (Table 11). There is no such
company that can be a problem for TL-Electronic to overcome. The top 5 competitors

with their turnover (*1000 EUR) are:

Table 11. Competitors and turnover in Finland

Competitor’s name Turnover (*1000 EUR) and movement vec-
tor

Nokia Oyj 12499000

Scanfil Oyj 377299

Vaisala Oyj 318500 ™

Siemens Osakeyhtio 284579

Coriant Oyj 141893 1

The main issue is only in the retailing the electronic goods in Finland. There are many
retailing places and the specialist in retailing electronic goods is Gigantti Oy Ab with
38% value shares that are based on the low pricings, but not all the goods are very
high quality because of that. The concern about Nokia Oyj being bought by Microsoft
is not significant; since the production slightly differs from what TL-Electronic is pro-

ducing.

5.3 Statistics of Finland

In every research statistics is the main point of bringing the information together,
analyzing it and coming up to conclusions. Methods of using statistics help to clarify
the correct interpretation of the data. It is better for every researcher to pay atten-
tion to the numerical data and use various statistical analysis instead of using raw
number data and then get confused in it. Descriptive statistics is a useful way of

gathering information from broad and long data sets.

www.statista.com website has the information on both of the countries of research

in the desirable business field what is consumer electronics and IT hardware. Below

the graphs and figures are presented in the example of Finland and are focused on
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the revenues, customers and other criterias, where the fluctuations with the further
forecast can be observed. The statistics will show the ability of the country to enter

the market in terms of money and users.

A forecast is always the most necessary statistics type, in order to understand the
future of the companies, the profitability of the operations and the overall outlook
on the mutual interest in cooperation and attracting new customers, therefore open-

ing newest sales markets.

5.3.1 Revenue and growth

Revenue and its year-to-year development forecast defined in the term ‘growth’ are
significant factors for creating long-term business relationships between the compa-
nies. This shows how well the business will go and how profitable it would be for the
both sides. From interviewing several co-workers, it was clear that revenue is the
most important factor to show how much the companies of the particular countries
would be willing to invest into the products, buy them and receive income. For Fin-
land the numbers are significantly growing, and since the biggest export and import
partner of Finland in the consumer electronics and IT hardware sector is Germany,
Finnish companies are always open to start cooperating and if necessary purchasing
or selling operations. Even though, as shown on the revenue graph (Figure 14) the
revenue numbers are increasing steadily, the development of the revenue (Figure
15) is only fluctuating. This means that in the future Finnish companies might not be

so interested in getting newer production and concentrate more on the existing one.
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Figure 15. Revenue growth in Finland

5.3.2 Users and penetration

According to the forecast, the company must see if there are users who are willing to

purchase the production. If the numbers are growing, then the demand is growing.

The forecast is shown in the Figure 16. The term ‘user penetration’ stands for the

amount of sales or purchased items in comparison to the total theoretical market

forecast. The growth of the user penetration would be a good sign for the company

and the general market transactions, since, as stated, more people and companies in
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Finland are willing to perform the operations and start cooperating. On the figure
(Figure 17) below it is possible to observe the steady growth of the market penetra-

tion in consumer electronics sector.
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Figure 16. Users in Finland
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Figure 17. User penetration in Finland

5.3.3 ARPU and users

The ARPU stands for Annual Revenue per User and is an important factor when
measuring the revenue for one user during the yearly operations. Usually, it is the
total revenue divided by the number of users. As shown on the Figure 18 below, due
to the increase in demand and consumer number, the average revenue for every

single user is also increasing steadily.
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Figure 18. ARPU in Finland

TL-Electronic is entering mostly the B2B markets. Therefore, other foreign or local
companies would be using the production and not the individual customers in most
of the cases. However, in case there are private customers who are willing to use the
production, it is important to understand their significance and how profitable can
the company be from the cooperation with those. The overall income chart can show
the distribution of users in the market. In total, there are three groups of L — low in-
come users, that are mostly children, students or elderly and are not interested in
getting the production; M — medium income and H — high income users, which are
managers, CEOs and higher society people that might buy the items to their compa-
nies or for themselves. From the Figure 19 below that there are more middle class
users. This means that the company must not put too high prices for the products in
order to have successful sales operations. For TL-Electronic GmbH this is a high prof-
itability factor, since the company is targeting towards the cost-efficiency and high
guality combination. Therefore, the companies will be interested in the goods and

undoubtedly purchase them.
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Figure 19.Income distribution in Finland

Due to the long-term close connection between Finland and Russia, entering the
Finnish market could be perfect bases for further or simultaneous enter onto the

Russian market.

5.4 Sales market segmentation - Russia

5.4.1 Introduction to the country and geographical segment factor

Russian Federation is the largest country in the world, has a transcontinental location
over Europe and Asia. It has over 150 million inhabitants and has the capital in Mos-
cow with the population of 12 million people. Other biggest cities are St. Petersburg,
Novosibirsk, Yekaterinburg, Nizhny Novgorod and others. Russia shares its land bor-
ders with Norway, Finland, Estonia, Latvia, Lithuania, Poland, Belarus, Ukraine, Geor-
gia, Azerbaijan, Kazakhstan, China, Mongolia and North Korea; maritime borders with
Japan and the United States of America. The country spans 11 time zones and is well
known for its variety of landscapes, environments and climates (from Sub-Tropical to
Permafrost). Furthermore, the country has varying levels of development, different
social and economic factors. The national currency is a Russian Ruble (RUB) and the
official language is Russian. Nevertheless, English is widely spoken as a second lan-

guage and there are over 100 minority languages. Russia is a homeland of over 190



59

different ethnical groups, according to www.bbc.co.uk . The Central Intelligence

Agency CIA states, claims that around 78% of the population are pure native Russian
people. Over the half of the population follows the Russian Orthodox Church and the
second biggest religion is Islam. Russia is a country with one of the longest and
toughest histories and cultures. People are known to be very open-minded, helpful
and are always eager on starting cooperation with foreign (especially European)
companies in the business terms. This is the benefit for TL-Electronic, since they will
always find customers in Russia. The inflation rate is at 12,9% with a steady decrease
and it is a not bad number when considering consumer electronics or IT for a non-
European region. Russia has significantly lower incomes and item pricings in compar-
ison to other countries, this is why it would be easier for them to invest into foreign
production, as well as for the foreigners to sell the goods to Russia, what is also con-

sidered like a plus for the business operations.

5.4.2 Consumer segment factors

It is well known already that Russia is a multicultural and a multinational country that
has examples of every single consumer segment’s points. Therefore, there is a mas-
sive variety of consumers and companies that are frequently purchasing or selling
the electronic production, which is being used either in daily life or in business pur-
poses of the company life. The income rate in Russia has been defined on the middle
level by the investigation of economic fluctuation tables. The unemployment rate has
been lately stated on 5,2% and is forecasted to stay even in the nearest future. This
means that there are enough customers to cooperate with in terms of consumer
electronics. Russian companies appreciate the cooperation with European compa-
nies and find their production the best in terms of quality and popularity of the
goods. In addition, most of the customers in Russia are supernovators. They barely
think of what they are buying and making impulsive and accidental purchases, only
because the goods are newest and they are willing to follow the existing trends and
be above other people. Mostly Russian companies or individual customers are be-
coming regular users and it is really pleasant to make business and trade with them.
Russians are looking for the cheapest products of highest qualities; this is a benefit

for TL-Electronic outstanding production. The only challenge is whenever the newer
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or a better quality product is noticed on the market; the customer instantly purchas-

es it, no matter whether it is the goods produced by competitors. (www.bbc.co.uk)

5.4.3 Business culture in Russia

Russia was the world’s 9t largest economy country by Gross Domestic Product (GDP)
in 2014 according to the Monetary Fund information. The country improved to the
62" place by the ranking of the easiest countries to do business in. In addition, Pres-
ident’s target is reaching 20t position by 2018; this is why the country is open for
further business cooperation and is flexible and responsive to changes. In order to
reach this target, Russia is looking for foreign investments, new technologies and
expertise. Russian unemployment rate is declining gradually towards 5.2% by August
2016 and has seen a constant rise since last year due to the economy system change
and the anticipated increase in the numbers of Russian mid- and small sized busi-
nesses. However, after frequent observations of the statistics and the fluctuations, it
has been noted and forecasted that the unemployment rate stays even for the past

half year at least.
5.4.4 Russian infrastructure

According to www.nationsencyclopedia.com, the transportation infrastructure in

Russia is considered undeveloped. The majority of the transport system is based in
the Northwest of the country (Figure 20). The commercial transportation relies only
on rail and roughly 90% of the rail haulage is integrated into world transport systems.
Russian roads are not developed fully they are not as useful for the heavy and long-
distance truck traffic. The roads are not frequently maintained. Air transportation in
Russia is more developed: there are around 630 airports in different parts of the
country with 50 operating international flights. The waterways system in Russia is a
key component of the infrastructure, having more than 6 major ports. The telecom-
munications system in Russia is in the middle of the global telecommunication revo-
lution. The country is following global trends and changes; therefore, the experts
create national devices and systems. Gas and electricity tariffs are at only around
1/10 of the European level and share the worse ratio of household distribution. This

is why there are very serious capital and operating inefficiencies that affect the over-
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all financial performance of the country. The transportation tariffs at the same time

are not counted in the pace of inflations.

INFRASTRUCTURE CORRIDOR?,
IN RUSSIA

Figure 20. Infrastructure Corridors of Russia

5.4.5 Economical and trade overview of Russia

As stated on the www.atlas.media.mit.edu , the annual slowdown of Russian eco-

nomic growth has been noticed in 2010 and the situation has not changed since, ac-
cording to the governmental figures provided. The GDP grew by only 0,6% due to
several factors: the significant fall of the oil price in the past 6 months, the European
Union sanctions because of Ukraine situation, and the existing economic issues and
weaknesses as well as the inefficient labor use. However, the rise of 3% is predicted
for the nearest future. Russia has the smallest population numbers within the BRIC
Union Countries (Brazil, Russia, India and China); however, is the wealthiest by a con-
siderable margin. Some goods and services are still being undeveloped however, the
improvements are seen, because there is a large growing middle class and consum-
ers who are in the constant search of high- quality innovations. Russian companies
desire to use international accounting and legal standards. In addition, the coopera-

tion with German brands and companies are highly respected and appreciated, since
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German quality of any product is considered the best in the world. Furthermore, as
previously told, Russia is developing its mid- and small sized businesses in any
sphere. The nominal GDP for the country is 1,2 trillion USD and GDP per capita 8000
USD. Average net salary in Russia is approximately 6000 USD what is considered very

low. The export amount is 82 billion USD and import rate amount is 53 billion USD.

As stated before, the Russian Federation is a member of following unions and has

signed following agreements:

e Asia-Pacific Economic Cooperation (APEC);

e Commonwealth of Independent States (CIS);

e Convention on the International Transport of Goods under cover of TIR Car-
nets (TIR Convention);

e Customs Convention of the A.T.A. Carnet for the Temporary Admission of
Goods (A.T.A. Convention);

e Eurasian Economic Union (EAEU);

e International Convention of the Harmonized Commodity Description and Cod-
ing System (HS Convention);

e International Convention on the Simplification and Harmonization of Customs
Procedures (as amended) (Revised Kyoto Convention);

e World Customs Organization (WCO);

e World Trade Organization (WTO).

In terms of the WTO and observing the conditions of the agreements, Russia has

committed to change the customs rates in order to give the permit to companies to
access the Russian services market; to apply the measures towards food safety, ani-
mal and plant health; to simplify the licensing of goods in the import operations and

make intellectual property protection changes.

Germany is one of the biggest trade partners of Russia. Many local companies hope
to see the countries cooperate and create long-term lasting relationships. The table
(Table 12) taken from the statistics figures of the Russian Trade Ministry reports be-

low presents the numbers of the values and quantity:
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Table 12. Import-export values between Russia and Germany

Import Value to the Import Quantity to Export value from Export Quantity
EU (GER) the EU (GER) the EU (GER) from the EU (GER)
EUR KG EUR KG
27,036,701,072 82,342,458,000 21,831,779,290 3,382,753,000

As one can see by the figures above, German companies are being interested in im-
porting the goods from the Russian Federation more, as soon as it is being consid-
ered cost-effective and providing quite good quality materials. The only issues that
are bothering the employees are the trade barriers, and there are quite a lot of
them, such as the consular fees, poor infrastructure overall, export declaration re-
guirements, customs clearance procedures, import tariffs and others less significant

and not important for the business discussed.

5.4.6 Taxation system in Russia

According to the information provided by the Santander Trade Hub portal, offering a
wide range of data about the businesses abroad and cooperation and a thorough
observation of the internet source, it was possible to find out that companies
launched in Russia are ‘taxed on their worldwide income’, whereas foreign compa-
nies which have branches in Russia are taxed on the incomes that has been earned
by these branches and establishments. The incomes received from operations

abroad can be deducted.

The VAT rate in Russia is 20% and the standard corporate tax is between 15.5% and
20%, where 2% must be paid to the central government and 13.5-18% to the regional

government.

As Santander claims, “Foreign tax credit is available but may not exceed the amount
of Russian tax payable on the foreign income. Foreign companies that have Russian-
sourced income for the use, maintenance or rent of charter ships, aircraft and other

vehicles or containers for international traffic purposes are taxed 10%”.

Strengths and weaknesses of Russia
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As stated before, Russia is not an easy country to perform business in. Nevertheless,
the companies are willing to cooperate and putting all necessary effort into building
long-term trade relationships with foreign companies. With the help of the Michigan
State University GlobalEDGE business research, it was possible to determine the Risk
assessment, strengths and weaknesses for Russia as well, the same way it has been
done for the example of Finland. It is described in the tables below - Table 13 and

Table 14.

Undoubtedly, there are other challenges that can be an issue to the companies will-
ing to expand the sales market to Russia. For example, it is the fact that Russia covers
one seventh of the world’s landmass. The massive size of the country means not only
differences connected with the land stated before, but also that the country has var-
ying levels of development, different social and economic factors. This means that

the regions can have different regulations in force.

Table 13. Risk assessment for Russia

Country risk Assessment (ACCEPTABLE RISK) Business climate Assessment (HIGH RISK)

e Unclear political relations and eco- e Severe business environment
nomical situation of the country e Corporate financial information be-
e Problematic business environment, comes less available
weak sides of which bring serious e |n case it is available, it is unreliable
impact on corporate payment behav- and not up-to-date
ior e Debt collection is uncertain and un-
e Increasing default probability reliable

e Weaknesses of institutional frame-
work that bring issues

e Big risks when doing intercompany
transactions

Table 14. Strengths and weaknesses of Russia

Strengths Weaknesses
e Big variety of natural resources all e (Capitalistic economy
over the country (oil, gas, metals) e Industrial sector is not competitive
o Skilled and professional workforce e Undeveloped private banking sector
e Low public debts and infrastructure
e Broad reserves of foreign exchange e Decreasing demography and people
e Power affirmation moving out of country

e Endless business climate failures

Secondly, one of the crucial factors for the companies is the language barrier and it is

a well-known fact throughout the world. Unfortunately, in Russia the majority of
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population is still not fluent in foreign languages and is basically not willing to learn
them. Even though English stated as a second most commonly used language, it is
true only for the bigger and more developed regions of the country. For the German
company it is a problem, since it is very hard to find a German-speaking specialist in
any business field, and multilingual even more. German companies must perform a
very thorough research in order to find and hire new personnel or most likely even
opening a new branch in the country, what is also a solution and will increase the
employment rates. The bureaucracy and the slow responsiveness are well known
from local authorities and governmental agencies. It can take up to several months
to provide the necessary documentation processing. The corruption is another issue.
Russia has been ranked 136 out of 174 countries in Corruption Perception’s Index.
Next, Russian heavy industry is very well known and can provide high quality goods.
However, this industry across all sub-sectors needs to update the management prac-
tices, production process and equipment. Over 70% of the existing capital assets are

estimated to be not up-to-date.

However, there are still a lot of strong sides in the operations of doing business with
the Russian Federation, such as young and well-educated workforce (people with
foreign education, that have done university studies abroad — the number rises
throughout the years) ; strong transport links and logistics (even though the trans-
portation in the country is not developed, the links and the neighboring countries
have strong connections with Russia and its logistics processes), this therefore gives
the opportunity for the companies to access supply chains that could lead to the ex-

ports to other countries of the world, including the CIS.

5.4.7 Competition

Considering the competitors, the Russian market is very wide and has a lot of com-
panies which are specializing themselves in the electronics sector. After a thorough
investigation of companies’ websites that concentrate their business on electronics
and IT hardware in Russia and surveys it has been possible to determine 5 main suc-
cessful Russian competitors on the market, which would be a priority for other local
companies to cooperate with, as well with the European quality, as stated on their

websites. Mostly, these are local Russian companies and provide the production
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only throughout the country, however the international-direction companies with

the headquarters in Russia are shown in the Table 15 with their turnover.

Table 15. Competitors in Russia and turnover

Company name Turnover

Rostec (Russian Technologies) 1,6 billion EUR

Eltech 60 million USD

PT Electronics Inpotron 10,81 min USD

Symmetron 29% industrial turnover (biggest rate for

business and no exact numbers given) + di-
rect cooperation with Germany, Berlin
Elbrus MCST Not known turnover, biggest IT hardware

producer in Russia since 1992

5.5 Statistics of Russia

As well as Finland, Russia requires statistical data analysis, which has been gathered
by the help of the statista.com website and referring to the same consumer electron-
ics and IT-hardware market. Important to notice, that Russian numbers significantly
bigger and they differ from Finnish numbers, as soon as the country is several times
bigger and obviously there is a bigger population number, as well as the turnover due

to the currency rates (when changed into Euros or US Dollars).

5.5.1 Revenue and growth

Figure 21 and Figure 22 show an interesting tendency which has been observed
after the investigation of www.statista.com . One can clearly see that even though
the revenue on the items is growing, the revenue growth numbers are steadily dec-
reasing. Since Germany is one of the biggest trade markets with Russia from the Eu-
ropean Union, the increase in the revenue is forecasted. Nevertheless, due to the
new laws and sanctions applied to the Russian Federation from the side of the Euro-
pean Union, the steady decrease in the revenue growth numbers can be observed.
Even though the prices get higher, the interest in foreign production gets lower. Rus-
sia nowadays is concentrating on producing local goods in all businesses, which stand

out for their quality and cost efficiency. In the nearest future the numbers of the re-
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venue and sales will not make a high difference to each other.
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Figure 22. Revenue growth in Russia

5.5.2 Users and penetration

On the other hand, from the point of view of the customers, as can be seen on the
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Figure 23 or Figure 24, there are more and more customers and companies that are

willing to purchase and use the IT hardware production, so the numbers on both of

the charts are steadily increasing. This has a good meaning for TL-Electronic because

the process of customer attracting on the Russian market would be easy.
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Figure 23. Users in Russia
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Figure 24. User penetration in Russia

5.5.3 ARPU and users

As previously shown, the customer numbers are forecasted to rise, as well as the

user penetration and it includes the Average Revenue Per User in the tendency, what

can be seen below on the Figure 25.
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Figure 25. ARPU in Russia
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Due to the increase in demand and consumer number, the average revenue for every

single user is also increasing steadily for both of the countries; only the numbers are

slightly different.

Due to the fact that there are a lot of different class people living in the country, the

income levels are distributed accordingly on the Figure 26. The majority is still the
middle class citizens, what is also a plus for the company that emphasizes cost-

efficiency and high quality in the production. This means that Russia is potentially a

very challenging market but one that can bring out most of the success.

L

mM

Figure 26. Income distribution in Russia

Overall, after investigating a variety of Internet sources, interviewing people, analyz-

ing the statistics and receiving reports and numbers from appropriate authorities, it
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was possible to create a full picture about two of potential markets that TL-Electronic

GmbH would consider expanding to.

Finland is a very stable country in all senses — politics, economics, demographics and
others. The rules and regulations are similar to German ones and there are many
companies that would want to cooperate and be involved in the trade operations in
the IT hardware and consumer electronics business sphere. Russia is a massive, un-
known and challenging market, where many European companies are not willing to
go to. Therefore, this creates an interest and motivation to make it in this market,
since Russian companies are willing to have only the best production and purchase it
directly from the European sellers. Still, the rules and regulations of Russian federa-
tion are very hard to comprehend, as it has been described in the Chapter 3.5.2.2..
Nevertheless, TL-Electronic GmbH has great opportunities ahead and communication
will help build sustainable future for all three countries and companies that willing to

cooperate with each other.

6 Summarization of results

6.1 Research results

According to the research process, working process, the results that have been gath-
ered during them and the topics pointed out in the Table 6, it has been possible to
create the ‘two-country’ comparison table (Table 16. Research comparison) which
can concisely show the results discussed before. The KPI’s are taken from the Sales

market segmentation and Theoretical chapters and are up-to-date.
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KPI FINLAND RUSSIA
Location North of Europe, European Transcontinental from Eu-
Union rope to Asia, non-EU
Climate Maritime, continental From Subtropical to Perma-
frost
Population 5,5 million inhabitants Over 150 million inhabitants
Safety One of the safest countries Not safe
in the world
Infrastructure Cheap tariffs, efficient road, = Undeveloped, concentrated
rail and air network devel- around big capital city areas,
oped more on the South of mostly on North-West
the country
Language Finnish, Swedish, English Russian, English
Inflation 0,413% 12,9%
Demography Diverse, immigrants from Multicultural
neighboring countries and
Far East
Customers Middle-aged people, share- Individual customers of

Adaptability to new goods

Behavior factors

Easy to do business in?

Unemployment rate
GDP/country (nominal)
Annual net salary
VAT

Risk assessment

holders, owners and workers
of bigger companies, man-
agers

Novators, thinking twice

Loyal to the brand, direct
and straightforward in busi-
ness

Yes. 9™ easiest country to do
business in

7,7%

272 billion USD

31000 USD

24%

Low risks for both country

and business culture, see

young and middle-age, man-
agers and company share-
holder

Supernovators, chaotic pur-
chases

Appreciating European pro-
duction, following the
trends, open to cooperation
Not quite. 51° easiest coun-

try to do business in

5,2%

1,2 trillion USD
6000 USD

20%

Higher risks for both country

and business culture, see
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Competitors

Strengths/weaknesses

Table 9. Risk assessment for
Finland

Existing, see Table 11. Com-
petitors and turnover in
Finland

More weaknesses than
strengths but visual im-
provement. See Table 10.

Strengths and weaknesses of

Table 13. Risk assessment
for Russia

Many on the European mar-
kets, see Table 15. Compe-
titors in Russia and turnover
Equal strengths and weak-
nesses, governmental prom-
ises for improvement, see

Table 14. Strengths and

Finland weaknesses of Russia

6.2 Statistics summary and comparison

The statistical information described in the previous chapters is also being shown
below with general numbers in the comparison Table 17 The KPI numbers are for

2016 and the growth of their is by 2021.

From the penetration point of view, the consumption of goods is lower as in Russia
not many people or companies can afford such a technology with European quality.
Such technology is being used mostly by middle-aged people or bigger-sized compa-
nies. However, in Finland more aged people use the technology and there are al-
ready middle-sized companies. In the houses or at work in the companies the com-
munication electronics sector has a bigger demand since nowadays-younger people
are switching to mobile devices, laptops, and other electronic devices. Nevertheless,
the numbers are showing reasonable growth and a promising forecast for both coun-

tries by 2021.
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Table 17. Summarization of KPIs

FINLAND RUSSIA

REVENUE 680 MILLIONS USD 2262 MILLIONS USD

GROWTH 8,25% (2021) 736 MILLIONS 6% (2021) 2400MILLIONS
usb usb

USER PENETRATION 28% 15,5%

GROWTH 34,3% (2021) 21,4% (2021)

ARPU 534,53 USD 124,65 USD

Below the comparison of the numbers can be observed in the combined charts, up-
to-date and for 2016. The numbers are different in terms of the size of the country,
the population and the items usage. However, in both cases there are improvements

in the economical and political situations of countries.

Revenue mins USD

2500 2261,9
2000
a
> 1500
(7]
[ =
2 1000
IS 679,8
N :-
0
FIN RUS

Country

Figure 27. Combined revenue

It is clear from the numbers that Finland is receiving less revenue (Figure 27). With
the case of Russia the difference is almost doubled. The reason for this is higher pop-
ulation of Russia and overall it is a bigger country, therefore there will be more con-

sumers and buyers of production.



3000

2500

2000

1500

Millions USD

1000

500

74

Revenue growth, mins USD
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Figure 28. Combined revenue growth

The forecast for the revenue growth is showing the numbers of the orange column

by the year 2021 on the Figure 28. Overall, there is a tiny increase tendency despite

the big decrease during the years in between, as shown on the Figure 15 or Figure

22.
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Figure 29. Combined customer number

As previously said, there are more inhabitants in Russia, which is why the numbers of

the customers (Figure 29) are roughly fifteen times multiplied but the steady rise is




predicted for both of the countries over the years. The same is with the user pene-

tration (Figure 30) where the percentage is on a slight increase tendency.
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Figure 30. Combined user penetration
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Figure 31. Combined APRU

As for the Average revenue per user rate (Figure 31), the numbers in Finland are

higher because of the currency differences and rates. The numbers are following a
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positive trend and will rise up to 20% both by the year 2021 on the orange column in
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comparison to numbers collected from the statistics in 2016 (shown on the blue col-

umn). It is clear that Finland is getting bigger average revenue by user.

As it has been told before, Russian population is bigger than Finnish population. Ac-
cording to the statistics, if taking the age groups in particular, in Russia middle-aged
generation of 25-50 is the biggest user segment, whereas in Finland these are mostly
30-55 aged people. This can be explained by the economical situation in the coun-
tries, in which more companies in Finland can afford the items in comparison to Rus-
sia, where most aged people are already retired and either do not need or cannot
afford the products. Male users have more items in use, than females, however in
the countries, the numbers do not differ that much. In Finland the numbers are fluc-
tuating and in Russia the numbers tend to rise. Even though the salary and income
rates in Finland, there are less high-income people in the country than in Russia.
Mostly the sales are concentrated on the middle-class, which can purchase the items

because of the cost-efficiency and quality ratios.

The KPI direction comparison (Table 18) also is an important factor. The vector shows
the direction and the tendency in which the significant KPIs of the country are mov-
ing to. According to the same statistics collected from statista.com website, after
gathering the total numbers and comparing them and building the tendency vectors
shown on the table below one can see that the population and the household num-

bers in Russia are decreasing in total, whereas in Finland all indicators tend to rise.

Table 18. KPIs direction comparison

KPI FINLAND RUSSIA

POPULATION IN MILLIONS A
HOUSEHOLDS IN MILLIONS
GDP/ PER CAPITA USD v
INTERNET PENETRATION A
SMARTPHONE PENETRATION

At the same time the comparison in global international terms is a crucial factor.

Global comparison of revenue for leading economies in the electronics market (mil-
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lions USD) is shown below on the Table 19. This gives the understanding of the total
overview and position of two potential marketplaces on the global market, compa-
red with the market leader and the example country. Two considerable points are

the revenue and the penetration.

Table 19. Revenue comparison

REVENUE, MILLIONS USD PENETRATION, %
CHINA 64762 USA 52,50
GERMANY 12983,3 GERMANY 34
RUSSIA 2261 FINLAND 28
FINLAND 679,8 RUSSIA 15,50

6.3 Conclusion

It is reasonable for TL-Electronic GmbH to consider expanding their sales market into
both of these countries. Therefore, considering the combined facts about the coun-
tries stated above, it is possible to answer the main question of the thesis research
work: “Is TL-Electronic GmbH able to enter new markets in Finland and Russia?” and

the answer is yes, TL-Electronic GmbH is able to.

The benefits of Finland are excessive. At first, it is a European Country; under the
same regulations as Germany and the goods flow is free and easy-going. The country
has high life standards, salary, euro currency and people are willing to buy and use
the production in sphere of consumer electronics — the market is really stable and
developed. In addition, Finland’s main export and import is Germany and the elec-
tronics sphere is among the top business development spheres. In Finland there are
a lot of wood industry companies, hydraulic components and heavy machinery com-

panies, where the production done by TL-Electronic will be very useful.

As for Russia, which is still the developing and mostly unknown market by the Euro-
pean companies and opened for new possibilities, cooperation and new horizons.
People are clearly willing to purchase and supply others with locally manufactured
production and as the country is massive in its size, there are many corporations and

smaller companies willing to cooperate with European suppliers. It is known that
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Russia appreciates European, especially German, quality and products. In addition, in
order to successfully cooperate with Russian customers, the government is willing to
make improvements to the trading system and make sufficient changes in favor of

foreign companies, which is remarkable.

From the cooperation with the Russian Federation and Finland, TL-Electronic can
open for itself new frontiers of the Northern Europe and Asian part of the world,
what can be a step up for the further enlargement in the neighbor countries to those

mentioned above.

The company is looking for reliable and trustful partners in terms of exporting and
importing their production of electronics and IT hardware and the thesis project
work and research helped to determine that Russian Federation and Finland are a
great move forward in order to make it in the business and become a leader. The
next steps would be contacting companies from these countries and making proper
agreements, investigating the interest of building long-term trade relationships with
foreign companies. Some advertisement campaigns and plans about creating new
branches abroad will bring the company profit and sustainable future on new sales

markets, despite the challenges.

Two of these sales markets described above were chosen for the potential compa-
ny’s sales market development not randomly. Both countries open wide opportuni-
ties for the subsequent expenditure of the sales market. The Finnish market opens
the possibilities for the potential expanding into Northern Europe. Russian market
therefore can help progress and contribute to expand more significantly the compa-
ny’s sales market. Russia has better opportunities for the further entrance into the
Customs Union countries’ market and other neighbor countries. After receiving the
results of a successful entry into new markets in Russia and Finland, TL-Electronic
GmbH can start forecasting the demand, customer’s needs and the potential profit of

further expanding of the sales market on the offered territories.
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