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1. Methodology

This work is divided into four major sections.

This work opens with a brief reconstructive nau@tof trade from pre-history to
the present. International trade is analyzed ftbm viewpoint of comparative

advantages, and how Czech comparative advantageddsal to our exports. The
choice of which comparative advantages have leadviiach exports is for

illustrative purposes, rather than an exhaustiwelyst For this section | used
various internet sources and hard covered books.

The following section consists of marketabilityuss such as identification of
potential markets, researching these markets, patemarket size, cultural

differences, customization of products, modes otryenadvertising, and

organizations available to help. The materials ueedthis section were found
mainly in books and websites concerning these sssue

The case studies focus on four particular successhech companies which
export abroad. Information from the official compesi websites are augmented
by interviews with businessmen, in particular InreMartin Strupl, director of

logistics and distribution at Hame, AleS Winkleengr project manager at
Alfanametal, inzenyr Vladimir Zbozinek, a projecamager at Senior Automotive,
and Olivier Jansens, owner and directer of Cat-gato

Finally, my conclusion compiles from my contribidoand internet sources

suggestions for future export growth.

1.1. The Aims and Objectives of the Work

To give a theoretical overview of internationaldeawhich shows that the Czech
Republic has comparative advantages, that thesearative advantages have
lead to our present exports, and to show that amlysis of our present
comparative advantages is the key to discovering foture areas of export
growth.

To give potential exporters useful advice and en&aork for product and market
analysis.

To re-affirm the enormous potential of Czech indusar export growth.



2. Introduction

This work shall first consider the history of imational trade and the theory of
comparative advantages, and examines how Czeabrjhisas influenced our comparative
advantages, and how the specific history of Czegors has been and is influenced by both
history and comparative advantages.

The summary of general marketing principles inctudehoosing products,
investigating potential markets, modes of entry,difications to products and marketing
campaigns, and institutions available to help.

The Case studies, Hameé, Alfanametal, Senior Autiv@otind Cat-gato, show the
theory in practice.

The conclusion includes recommendations for aréasgure export growth.

2.1. Preface

What is man, and to what should s/he aspire? \&ltmat can, s/he wants, and what
s/he wants, s/he usually can. We should aspibe the best we can be, and we should ensure
that our children are free to achieve their fullgmdial as human beings.

Czechoslovakia experienced such a renaissancegdtenFirst Republic, but then we
were betrayed when the Anglo-Saxon alliance gavefinss to fascism and then to
communism. From the first invasions of WWII by Poland andirtgary, to the student
revolution bringing Havel to the castlave suffered half a century of brutality, and emmic
decay’

Even under communism we had enough food, goodheait, and all the necessities
of life. But there were limits placed upon our atioins. Self-actualization had to conform to

the will of the state or take place behind closedrs®

! http://www.historylearningsite.co.uk/czechoslovaki@38.htm extracted July 30, 2010
2 http://www.coldwar.org/articles/40s/czech_coup,aspracted July 30,2010
3 http://www.weeklyuniverse.com/2003/poland.hiposted June 8, 2003
* http://cicerossongs.blogspot.com/2006/10/havel+aa-htm| posted October 5, 2006
Z Interview with Ludmila Hrbkova, July 30, 2010

Ibid.




After the velvet revolution, we again had high helpdn the two decades since our
independence, we have painted our buildings, bypermarkets, and traveled anywhere we
could afford® But have we fully taken advantage of our trueeptiail?

This thesis shall deal with one aspect of fulfgliaur potential, our industry. Despite
the many obstacles we face, we must build our éxpdustries, and this paper is an effort to
provide information and inspiration for potentiakperters. Rather than try to export
everything, we should analyze our nation and hystorascertain our competitive advantages,
and use this insight to influence our future styat@xport growth. Understanding our present
begins by understanding our past, so let us stdht a speculative reconstruction of the

history of trade.

3. History of Trade

Although it is theoretically possible for an indival to survive without any
interaction with others, successfully rearing ofidrien is a much more difficult enterprise,
especially if there is a shortage of resourceslavia. Although a union of equals might
allow a sharing of each task, with the birth ofl@dtan, a Division of Labor naturally evolved
from Comparative Advantag@s. Although women might be more skillful as hunters,
gatherers, farmers, and at most other tasks, mea @zmpletely incapable of nursing their
young, and so men were relegated the tasks whigphiresl leaving the children for long
periods: hunting and reconnaissance, and thus d@heequent role of combatant. Each
member of the family tried to help the group sueyignd groups that did not possess this trait
died out.*

As families grew to tribes, the more productive rbens of society were more valued
than the less productive members, and this valtedisy referred to as social status. Social
status increased breeding opportunities, and stfuskeéss increased in relation to brute

survival skills?

” http://www.radio.cz/en/current/one-on-qgm®sted July 26, 2010
8 Interview with MUDr. Jan Hrbek, March 25, 2010
® http://www.sciencedirect.com/science? _ob=Article 8Rudi=B6WH6-49XPH97-
1& user=10& coverDate=03%2F31%2F2004& rdoc=1& fnihl8. orig=search& sort=d& docanchor=&vi
ew=c& searchStrld=1403210207& rerunOrigin=googledctaC000050221& version=1& urlVersion=0& u
serid=10&md5=120e2182924eefb6094c37994abQquimted November 4, 2003
i’ http://www.anth.ucsb.edu/faculty/gurven/papers/@agurven.pdfposted April 26, 2001
Ibid.




As tribes grew, further specialization organicallgveloped. The matriarch of the
tribe decided who would do what, and who would wagt, just as is true in most Czech
families today*?> This specialization allowed the development afré@asingly complex arts
and crafts, which would come to the attention dfeottribes when they came into contact
with one anothet®

Often groups would give presents to each other,gmodl decorum dictated that each
group try to match the other’s gifts. There werebpems, however, if one tribe had more to
offer at the moment than the other tribe, and piniblem was solved by highly portable and
durable valuable goods, which were never consuied often had no useful intrinsic value,
but were passed on as a token of value. Appealaging an important part of presentation,
these often took the form that the matriarchs waapgreciate, jewelry. Eventually gold
became the most valuable material, due to itsyratiister, workability, and chemical
stability’* As men began to assert themselves in business,othamentation and
individuality were abandoned in favor of uniformitgoins'® Silver and Copper coins were
used for lesser values due to their anti-bactepialities®, as avoiding epidemics became an
increasingly important group survival skill as ptgiion density increased.

Interactions were not always idyllic free tradeheife were times when one tribe felt
they could take property from another tribe by decgtealth or force. However, such
attempts often met with retaliation that was mucbrencostly than any items gained, so
“criminal” groups were often eventually driven awayexterminated’

Eventually more and more people specialized in pecodn of trade items, in what we
would today call commercial activity. In order é@ploit regional price differences, traders
specialized in moving goods from one area to amotk@ally, production of individual items
became further divided, and modern factories aguEarThis paper will deal with how these

factories can find further markets for their goods.

12 http://www.fact-index.com/m/ma/matriarchy.htméxtracted July 7, 2010

13 HORAKOVA Iveta. Marketing v sotiasné s¥tové praxil. vydani. Praha: Grada v 1992, 365 stran,ISBN 80-
85424-83-5, page 23

1 http://geology.com/minerals/gold/uses-of-gold.shtextracted July 7, 2010

15 hitp://projects.exeter.ac.uk/RDavies/arian/oriditisl, extracted July 7, 2010

18 http://www.copperinfo.co.uk/antimicrobial/downlodpisb-200-comparing-antimicrobial-efficacy-copper-
silver.pdf posted May, 2010

" hitp://ant.sagepub.com/content/2/3/281.abst@asted September, 2002, volume 2

18 HORAKOVA Iveta.Marketing v sodasné s¥tové praxil. vydani. Praha: Grada v 1992, 365 stran,ISBN 80-
85424-83-5, page 23




3.1. History of Foreign Trade in the Area of the Cech Republic

Czech history is very complicated. We have beerara @f many countries, so the
division between foreign and domestic trade chamgseach era. We are in the middle of
Europe, and have influenced and felt the influesfomany nations. Defining what is Czech is
difficult, because Czechs adopt the technologytucel] and language of our neighbors as it
suits our needs. Under Charles IV, Prague becamedpital of the expansive Holy Roman
Empire, ruling many nations. Charles IV importedny foreign craftsman and merchants.
The Craftsmen created for themselves guilds, whiehe granted official recognition and a
high degree of control over the practice and ptiacers of their craft. By the end of the
reign of Charles IV, 225 such crafts were offigialecognized? and Prague was a European
center for arts, crafts, industries and tratfé.

Charles IV started a University in Prague, agaipanting the best men and ideas, and
these ideas sparked significant changes to theoedondynamics of the Czech lands, first
during the reign of Charles IV and then during thessite period® Jan Hus, a popular
university leader, wanted to restore what we noe ae very basic human rights (full
communion for all, stop the rich from purchasingmmmity for crimes against the poor,
allowing everyone to read the bible in his own vettongue). The Pope in the Roman
Vatican and his Catholic allies burned Jan Huseatiespite his safe passage granted by
Sigismund?3?*

The pope of Rome sent the armies of Germany onody “trusade” to invade the
Czech lands and to exterminate the threat of chueébrm, but miraculously the Czech
Hussites defeated them. The Hussites counter invaaied the Hussite armies plundered
Germany?> Normal export production ceased under the Popals on trading with the
Bohemian “heretics®® The Catholic Church then sent armies from aroumjge against the
Hussites, but the Czech Hussites defeated eveejgforarmy on their sofl’ The Hussites
focused industry on national defense, and creatadem warfare, including a peasant army,

19 http://www.mzv.cz/riyadh/en/trade_and_economy/inbeml, posted August 11, 2009
20 (tA;
Ibid.
2 http://www.praha.eu/inp/en/past_future/history _afque/index.htmlextracted July 20, 2010
2 http://arts.jrank.org/pages/16471/Prague-patrormadecting.htm) extracted July 20, 2010
2 http://www2.kenyon.edu/projects/margin/hus2.hposted March 26, 1995
2 hitp://myweb.tiscali.co.uk/matthaywood/main/Hussitem extracted July 24, 2010
25 i
Ibid.
% http://www.mzv.cz/riyadh/en/trade_and_economy/int&arl, posted August 11, 2009
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strategic use of terrain and available resouraes$ saall arms (the pistdfy. The result of the
Catholic invasion and economic blockade was the tdver a third of the population and a
serious setback of export productfon.

The Czechs again tried to reform the status qugunope under George of Rdmtady,
who tried to institute a European system of ecowcoodoperation and cultural tolerance
similar to the EU of today, but the European Moharand the Catholic church again stepped
in to put a stop to the independent thinking of @zechs®

With peace restored, the economy started to riagmagBy the time of Rudolf Il, the
sciences were developing strongly. Alchemy duthrig period was a strong foundation for
the Czech Chemical, Metallurgical, and Pharmacaliciustries today’

During the Thirty Years War (1618-1648), the popola again fell by a third, and
industrial production again shifted from eleganhgamer goods (fine cloth, glassware, and
jewelry) to military hardware and equipm&nt

After their loss of independence in 1620 at thetlBaif White Mountain, the Czechs
struggled to maintain their culture, while they ipéhe next three centuries under the
German-speaking Hapsburg reign as part of the Ams{rFHungarian) Empiré® After the
battle of White Mountain, 27 of the best and brggttCzech Nobility were publicly executed,
and their families and supporters fled or were emteated>*

Even with the capital in far off Vienna, Prague Idostill boast consulates from
France, Belgium, Great Britain, Italy, Germany, 8asthe USA, Switzerland and Serbia;
and in Brno Belgium, France, Great Britain, thehéelands, Italy, Mexico, Germany, Persia,
Serbia, Spain and Turkey; in Karlovy Vary Greatt&in, Greece, and the USA, and in
Liberec the USA and France. Embassies conductgmlliut consulates conduct trade, and so
many consulates reflected the levels of foreigddrd here were some exhibitions to present
Czech products in Ukraine in Kiev, in Bulgaria iofi@ and Plovdiv before WWH

Czech lands were connected with alpine Galicia iHal Czech), Bukovina, south
Slovakian, Romanian and lItalian lands of the AastfHungarian monarchy. To the Czech

27 hitp://myweb.tiscali.co.uk/matthaywood/main/Hussitem extracted July 24, 2010
*8 hitp://www.allempires.com/article/index.php?g=htessivars extracted July 24, 2010
29 i
Ibid.
%0 http://archiv.radio.cz/history/history06.htnelixtracted July 16, 2010
3L hitp://www.mzv.cz/riyadh/en/trade_and_economy/ind&rl, posted August 11, 2009
32 i
Ibid.
33 http://www.historyofnations.net/europe/czechrepubliml, extracted July 16, 2010
3 http://www.mzv.cz/riyadh/en/trade_and_economy/int&rl, posted August 11, 2009
% JAKUBEC Ivan, JINDRA Zdetk. Déjiny hospodéstvi ceskych zemi od patku industrializace do konce
habsburské monarchid.vyd.. Praha: Nakladatelstvi Karolinum v roc®@0471str., ISBN 978-80-246-1035-1,
page 312
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lands from Galicia and Bukovina came kerosene, sglis, pigs, spirits, etc.; from Alpine

lands salt, cows, magnesite, ore for productiorh@micals, industrial products, etc.; from
south Slovakia areas tanning products, fats, wfestosilicon, corn, mercury, etc.; from

Italian provinces wines, vegetable oils, fruits;.eAnd back to them from Czech lands went
coal, agricultural and industrial products, sugaachinery, textile fabrics, efé.

Czech lands exported barley, malt, hops, seedsomhi vegetables and fruits.
Livestock were exported to Vienna and Germany. \I'ge axported dehydrated milk, milk
sugar, other dairy products, carp, kaolin, graptdtal, sugar, beer, spirits, liqueurs, Prague
ham, starch, syrups, candy, chocolates, coffeetitutes, canned vegetables and meats,
Bohemian glass, porcelain, ceramics, wooden fumjtonatches, paper and paper goods, iron
and iron goods, hats, buttons, clothes, musicunstnts and other machines. For example,
the electrotechnical plant Kolbelka in Prague etgmbmore than 20% of its production and
the Skoda plants in Pilsner produced cannons amdtzers, not just for Austro-Hungarian
army, but also for Romania, Serbia and Montenegfo.

After World War | in 1918 an independent Czechoaloan state was established.
Once independent we grew even more. Foreign ti@cleséd on France, and England and we
even traded with the USA. In 1928 we were the tenthst industrialized nation in the
world.3® In this author’s opinion, we were truly a cosmaaml, harmonious, civilized, and
developed state.

During WWII, industry in the Czech Protectorate wia®cted to support the Axis war
effort3® After the war, under the Union of Soviet SocialRepublics, private industry was
first nationalized in ownership, then internationadl in central planning. In 1949 Moscow
established the Committee for Mutual Economic Aasise, consisting of Czechoslovakia,
Bulgaria, Hungary, Poland, Romania and the USSRictwlorganized foreign trade
companies, each with its own particular monopoly some aspect of foreign trade.
Duplication of efforts (i.e. competition) was repda by strategic planning. Each factory and
area had its own specialties. Czech exports weneapy machinery, equipment, industrial
consumer goods and raw materials. Even at dictptesks, Czech exports to the other
communist countries were far in excess of our ingobut instead of using our export

earnings for Czech industrial growth, we built mdustry in Slovakia and gave interest-free

% |bid., page 313

37 JAKUBEC Ivan, JINDRA Zdegk. Déjiny hospodéstvi ceskych zemi od patku industrializace do konce
habsburské monarchid.vyd.. Praha: Nakladatelstvi Karolinum v roc®@0471str., ISBN 978-80-246-1035-1,
pages 313 and 314

38 http://www.czech.cz/en/87958-history-of-foreigndeaposted January 25, 2010
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loans to the USSR. Factory managers focused omingemonthly production targets, and
with few exceptions our technological developmeagsated, resulting in the gradual loss of
our comparative advantage over Western manufastuletentually, only 3 to 5% of Czech
exports were of top qualify/.

In 1989 the Velvet Revolution replaced the commusisuctures. State companies
were privatized, and many businesses and propests returned to the pre-communist
owners. Monopolies were cancelled, and competitioplaced central plannifiy The
integrated communist-block markets fell apart, las Eastern markets had no money, the
Russians stopped buying weapons system parts, ansumers wanted to buy western
products. The west had money, and factories shgteduction to exports to the West. In
1989, 56% of Czechoslovakia’s foreign trade was wite former Soviet block, but by the
end of 1992 it was only 279.

In January 1993 Czechoslovakia’s “Velvet Divorcegated the Czech Republic and
the Slovak Republic. International companies bowgtd built factories in both countries,
and international banks advertised easy creditottsemers now at liberty to buy anything
they wanted. The value of trade with European bmi@mber states increased by 300%n
1994 turnover in foreign trade was 835.4 billionkKCZmport increased by 13.1% and export
by 6.9%. The west wanted low-cost goods and weedawestern products. Trade with the
Slovak Republic actually fell by 25%, but turnowéth other countries increased slowly from
1991 to 1994. Turnover with developed countries twgn by 62% in 1994 in comparison
with 1993

Exports of the Czech Republic to the EU betweer519999 increased with motor
vehicles, parts and accessories for motor vehicteéeer general purpose machinery,
electricity distribution and control apparatus andhchinery for production or use of
mechanical power. On the other hand, the biggedingewas with basic chemicals, clothing,

raw iron and steel, ferrous-alloys, footwear andcagture and forestry machinefy.

% |bid.

9 |bid.

“ http://web.archive.org/web/20080611163741/www.czepnlen/economy-business-science/general-
information/foreign-trade/foreign-trade-of-the-che@public/ extacted July 16, 2010

“2 http://www.nationsencyclopedia.com/Europe/Czech«Réip-FOREIGN-TRADE.htm| extracted July 16,
2010

“3 http://web.archive.org/web/20080611164957/www.czenlen/economy-business-science/general-
information/foreign-trade/trade-balancektracted July 16, 2010

O http://www.czech.cz/en/87958-history-of-foreigndeaposted January 25, 2010

> http://www.nyu.cz/student-life-1/student-events&ssforeign-trade-and-exchange-rate-developmettien-
czech-and-slovak-republics-since-the-sgitsted November 8, 2001
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The Czech Republic became a member of the Eurdge&m on May 1, 2004 and we
adopted the common trade policy (CTP), which meamsndependent policy toward third
countries.*® Most barriers to trade with the EU fell. In 206% EU countries absorbed
84.1% of Czech exports. Thanks to Czech’s goodtipasin the center of Europe, highly
qualified labor, low production costs, our long diteon of industrial production and
developed infrastructure, we became attractivédiaign investors!

Czech foreign trade ended in 18.3 billion CZK susptor the month of March 2010.
Export grew by 12.7% and imports by 15.8%. Expoftsmachinery and transport equipment
rose by 13.1% and the biggest increase was witld naghicles, electrical machinery,

apparatus and appliances and automatic data-phogesachine$®

4. The Comparative Advantages of the Czech Nation

Strengths and weaknesses of a country are oftesriloed in terms of comparative
advantages. A comparative advantage should nebimpared with an absolute advantage.
OP Prostjov produces much better clothes than Banglad®#gd.have the advantage of better
technology, more experience, and we are closere&tropean markét.But we are good at
many things, and so we have many opportunitieserdibre our workers get much more than
in Bangladesh. The workers in Bangladesh can madiocre clothes, but they do not have
the opportunity to do almost anything else for expd Therefore we can say that Bangladesh
has a comparative advantage in clothing, not becthey are so good, but because they are
so bad at everything el3k. For this reason, even Czechs buy clothes frona,Asid OP
Prostjov is in restructuralization, between insolvenay @otential bankruptcy?

So what exactly are the comparative advantagesupfcountry? Many theorists

examine what we export, assume that we must haeengarative advantage in that item, and

“® http://web.archive.org/web/20080429065924/www.czenlen/economy-business-science/general-
information/foreign-trade/the-strategy-of-promotitie-commercial-economic-interests-of-the-czechsbdip-
within-the-eu/ extracted July 16, 2010
7 http://web.archive.org/web/20080611164957/www.czenlen/economy-business-science/general-
information/foreign-trade/trade-balancektracted July 16, 2010
“8 http://www.ceskenoviny.cz/tema/zpravy/czech-foreigate-ends-in-kc18-3bn-surplus-in-march-
csu/473817&id_seznam=2111posted May 7, 2010
“9 http://www.praguepost.com/print/4344-textile-makeredlessly-went-bankrupt-critics-say.htpbsted May
5, 2010
%0 http://www.dailyrecord.co.uk/news/uk-world-news/P007/01/riots-in-streets-of-bangladesh-as-clothes-
g\l/orkers—protest-over—pav—86908-223742€msted July 1, 2010

Ibid.
%2 http://www.praguepost.com/print/4344-textile-makeedlessly-went-bankrupt-critics-say.htmbsted May
5, 2010
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seek out ways to explain their theory. This isdyéar their theory, but it has no predictive
power. The purpose of this paper is to go beybigidtandard academic approach, and look
to the actual situation in our country, so as entdy not just the comparative advantages that
are being utilized now, but to identify unrecogmizetentials, so as to suggest products and
industries for future development.

The way to understand our present strengths andknesses starts with an
examination of our history. The empty hills©&ch and Lech were just a myth. The native
Celts had been driven west by German tribes, aadstavic Tribes displaced the Germans.
Czechs today are a hardy mixture of the survivbtbese three groups. The greatest period
of Czech growth occurred due to King John of Luxamband his Czech son, Charles the
Fourth. King John devoted his life to building okl / military alliances. It was said that
no battle in Europe could begin without King John. his final hour, as all the allies of the
French fled the longbows of the English, King Jobportedly statedGod shall never see a
Czech King flee from battland charged with his men to their deaths.

Although Libu$e had envisioned Prague as the tbtdsio the stars, it had to this
point not been much to look at. A fundamental gfarmation occurred when Charles the
Fourth brought in the finest artists, craftsmechiects and engineers from all over Eurgpe.
This transformed Prague like the importation of éfgineers from around the world
transformed Silicon Valley’

Charles is said to have designed the current lagb&rague new town himself. He
built one of the greatest universifi@swhere soon after the movement to reform the Qiatho
Church startetl, the reformation which brought us the modern w8tdAs mentioned, he
brought in the most skillful and creative mindsEnrope, and their descendents still make
Czech creative and skilful natigh.

The Czech Republic has modern roads, rails, poimwes,| telecommunications, and

important services such as hospitals and shops. A& a well developed retail

%3 http://hpgl.stanford.edu/publications/Science_20@%0 p1155.pdfposted November 10, 2000
> http://bess.blog.cz/0803/jan-lucembursky-refepaisted March 21, 2008

%5 http://archiv.radio.cz/history/history02.htnelxtracted July 16, 2010

%% http://arts.jrank.org/pages/16471/Prague-patrormadecting.htm] extracted July 7, 2010

> http://www.nytimes.com/2009/04/12/business/12imiutipl? r=1 posted April 11, 2009

%8 http://www.panovnici.cz/karel-IVextracted July 7, 2010

%9 http://www.newadvent.org/cathen/07584b.haxrtracted July 7, 2010

€0 http://protestantism.suite101.com/article.cfm/aftiarkness_lightextracted July 7, 2010

®1 http://arts.jrank.org/pages/16471/Prague-patrormadecting.htm) extracted July 7, 2010
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infrastructuré®? We have developed universal education and a dkillerkforce. Everything
needed for further growth is in place.

Charles IV started Prague Universify. We have many high level engineering
universities. Czech has had universal educatinnesMarie Terezfé, and our education
system is one of the best in the wdtld.

We have reasonably priced workers, who can sfiflrdfa comfortable lifestyl& In
my opinion, even the “panelaks” (pre-fabricatedekteinforced concrete panel apartment
buildings) are better built than much housing far iiddle class in America.

Central to Europe, in EU, and Czech exporters djre® business in Eurs.

The biggest comparative advantage is that the CReglublic has an excellent, well-
established, and experienced industrial complexo78 % of the industrial capacity of the
now divided Austro-Hungarian Empire was in Czecbweakia, immediately making it one of
the top 10 most industrialized countries in theld:8t

Under the independence of the First Republic ingusas free to grow in size and
diversity. Within two decades Czechoslovakia cobthst tractor production, rail vehicle
manufacture (Skoda Pilzen), 4 motorcycle manufacsurCeska_Zbrojovka_Strakonice,
Jawa_Motors, Laurin_& Klement, and Praga), 10 cad druck manufactures (Aero
automobile, Aspa, Avia, Laurin & Klement, Praga,08&, Tatra, Walter (also producing
aircraft engines), and Zbrojovka Brno), and an antp® airplane manufacturers (Aero
Vodochody, Avia, Benes-Mraz KD-Praga, Let Kunovice, Letov Kbely, Moravan, and
Tatra), not even including the flourishing Bata étptises, who created many of their own
suppliers, to accomplish their mission, as statetheir motto Bata has a shoe for every foot
and every social clag$®

Czech, with 967,760 cars in 2009, and Slovakiah w#1,340, produce more cars per

capita than any other countries in the wdfld.

%http://www.ceeretail.com/88391/Density_of retailtwerks in_the Czech_ Republic_comparable_to_some o
f the western_countries .shtrpbsted June 29, 2010

83 http://www.panovnici.cz/karel-IVextracted July 7, 2010

8 http://www.ucitelskenoviny.cz/obsah_clanku.php?wnid¢83&rok=04&odkaz=nejvetsi.htpextracted July 24,
2010

® http://www.infoplease.com/ipa/A0923110.htrektracted July 7, 2010

% http://www.bls.gov/news.release/pdf/ichcc.pobsted March 26, 2009

" Interview with Ale$ Winkler, senior project managé Alfanametal, June 14, 2010

% http://www.fact-index.com/h/hi/history_of czechosidia.html#The%20early%20years%20%281918-
1938%29%20[The%20First%20Republiextracted July3, 2010

% http://www.bata.com/us/news/news/news.php?id=@3tracted July 4, 2010

"0 http://oica.net/category/production-statistj@sttracted July 4, 2010
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Low value, labor intensive electronics has defigiteoved to China and surrounding
countries, but highly inventive, state of the deic&onics is still a Czech specialty. We
have the greatest military technology in the wotlte Tamara radar system (now called
Véra), which is so good we are not allowed to seltotanyone except the American
Government?

Semtex is known around the world. The state odelshas given credit for its
existence as a state to the shipments of small fomsCzechoslovaki&

We are one of the few countries in the world capabf carbon-free energy

independence, as the soviets did not take all oficanium’

Although many credit the concept of the modern matoile, replacing the
French/German system of using a drive shaft witheagine over the driving wheels, to
Ferdinand Porche, it was actually invented in Czbghtwo brothers working at Tatra
Corporation almost a century agoFerdinand Porsche’s design of the Beetle is a skale
down version of the Tatra [97] (minus the fin).@ach so that after decades of legal battles,
VW finally settled and paid 3 million Marks to Tain 1961. (Ledwinka’s four-cylinder Tatra
97 was so embarrassingly similar to the VW theneurdkévelopment that the Nazi regime
halted its production after their invasion of Czeslovakia.j”

Tatra won the Paris — Dakar Lorry division 6 tinbetween 1988 and 2003, Skoda
in Mlada Boleslav has recently been rated as thecéw manufacturer in the world, ahead of
Lexus (Toyota) and Mazda.

Here in Olomouc, Altermed Corporation a.s.. creaveatld class skin products,
although it has been sold to a Belgium firm whidwnmarkets their producf§. A Czech

" http://www.czechinvest.org/en/electrical-enginegramd-electronigsextracted July 4, 2010

2 http://www.army.cz/scripts/detail.php?id=61%Xtracted July 6, 2010

"3 http://www.militaryphotos.net/forums/showthread.pti3269-Czechoslovak-military-aid-to-Isragbsted

April 29, 2008

"nttp://books.google.com/books?id=HIT10985uKY C&pg=a&Ipg=PA49&dg=uranium+resources+of+Czec
hoslovakia&source=bl&ots=2WwF67EWE4&sig=sTHywL aSfERXuukzP4WV3LKS8&hl=en&ei=gRZPTK
XBEaCWOKWIlYgB&sa=X&oi=book_result&ct=result&resnur@&ved=0CBYQ6AEWAQ#v=onepage&g=u
ranium%20resources%200f%20Czechoslovakia&f=fadséracted July 6, 2010

> http://www.thetruthaboutcars.com/a-brief-illustrateistory-of-tatra/ posted January 5, 2008

’® http://www.motorsportsetc.com/champs/dakar_t,rertracted July 20, 2010

" http://news.drive.com.au/drive/motor-news/skoda-edstop-car-manufacturer-survey-20100722-
10mhg.htm| posted July 22, 2010

"8 http://www.alacrastore.com/storecontent/Thomson_M®&ega Pharma_NV_acquires_Altermed_Corp_as-
2012240040posted September 11, 2008

17



invented soft contact lenses, and it was we who @wented the modern science of genetics
and also synthesized medications for AIDS and Hepa."

We must not forget the land itself. We have goewahgerate climate, sunny days,
healthy rainfall, rolling hills, not too hot or ahla nice place to live and raise a family. This
is good for dairy products and especially for hogrsd with this and our excellent spring
water we have famous beer.

The greatest advantage of the Czech Republic is thézechs. We have excellent
engineers, experienced workforce, and well edugadgdilation®® Many of our professionals
move abroad, and so in my opinion to keep and irgmur competitive advantages we
should encourage immigrants with useful skills aduilities, as Charles IV did when he
imported the best and brightest to CZ&chnd the results are still with us.

4.1. Comparative Disadvantages

No discussion of comparative advantages would lmeptete without an analysis of
the areas of comparative disadvantage.

Although our climate is eminently suitable for diaand many food crops, it is far
cheaper to import exotic fruits. As can be seenhgyproducer labels in every supermarket,
we now import fruits and vegetables both in andadigeason.

Although Czech is excellent for tourism to spas argdorical cities and castles, we
lack seas and challenging ski mountains.

As already mentioned, cheap labor intensive pradace best made elsewhere. We

need to use our creative minds, not mindless hands.

5. Marketing

Thus we can see that our international trade situiad a result of both our people and
our environment. The road is neither easy norrcldaven though there have been many
obstacles to overcome, in many industries the Gzaoh at the top of the field, and we have

great potential in many more. The purpose of thdoma work is to show how we as a

9 http://www.czelo.cz/dokums_raw/Biotechnology in_€lzgdf extracted July 7, 2010

8 http://www.eu2009.cz/en/czech-republic/businesseopmities/business-climate/business-environme ;42
posted December 27, 2008

81 http://arts.jrank.org/pages/16471/Prague-patrormadecting.htm) extracted July 7, 2010
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nation may utilize our strengths, and overcomeveesmknesses, utilizing the available means

for us to excel at international export.

5.1. Choosing What to Market

Given our competitive advantages, what should weketa Some products are more
marketable than others. We have excellent breatisach bread in America is an expensive
health food product Czechs in America miss most Czech beer and brBatibread is only
good fresh, so there is no sense exporting it. z&dG bakery in Chicago can export our
culture, but this paper deals with increasing dwsical exports.

Another good product which would be hard to exjp@iement. We exported a lot to
Germany since 1989, but its weight and low cositlitre profitable export rand&.

Clearly export products must be sufficiently dueabbd enable export, and the final
selling margin must warrant the transportation esge and marketing investments.

However, the strategic analysis of choosing whan#oket will be dealt with in the

final section, vision for the future.

5.2. Investigating Feasibility of Potential TargetMarkets

After choosing suitable products for potential extpthe next step is to choose target
markets. Textbooks usually advocate test markethuuding an advertising campaign in a
limited area, in order to delay costly product lelves and marketing campaigns until some
measure of confidence can be secdfedHowever, the Internet allows low cost global
marketing. Simply create a web page with approphkay words, and see where in the world
customers arise. You can also offer various prtedan eBay, and see what sells well, and
where.

The Internet is not just a substitute venue forkeiang, the Internet allows us to do
things not really possible before. For examplégrimet advertising can offer virtual products.

A company in the past would spend a lot of monegl@eelop twenty product variations and

82 Interview with MUDr. Jan Hrbek, March 25, 2010

Bhttp://books.google.com/books?id=TsvOPkeV9iY C&pgaPB&Ipg=PA109&dg=czech+cement+export+to+g
ermany&source=bl&ots=PgYhyL NAGp&sig=0vuXoP97KF9YtEKGtLKW8tw9s&hl=en&ei=LiI9RTNG6SEYu
gO0OWv8Kol&sa=X&oi=book result&ct=result&resnum=2&te0CBsQ6AEWAQ#v=0onepage&q=czech%20c
ement%20export%20to%20germany&f=fglsgtracted July 28, 2010
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spend a lot of money test marketing each versiBat now a company can create a picture
and specifications of a product that does not gaistl advertise it as if it were an existing
product for a short time. If they get a lot of ersl, they know the product is sellable, and then
they can actually create it. If only a few areeyedl, they can tell the customers that the item
is no longer available, and ask if they would likechoose a similar product, perhaps with a
courtesy discount.
However chosen, the initial selection of potenttarget markets for further

investigation gradually transforms itself into thecess of detailed analysis of each market.
As soon as any reason is found to eliminate a nhémb your potential list, further research

can be eliminated, and resources are focused aenf&ning viable candidatés.

Most textbooks state that we need to decide if rget@export. However, this choice
is not usually applicable to the Czech Republicabse we are too small stay domestic. In
this era of using intensive capital investment thieve economies of scale (meaning
decreasing unit costs through large scale produigtimost large-scale industrial enterprises

would not be viable targeting only our domestic keaf®

One aspect affecting the decision to market a mioduto calculate the size of the
potential target market, which may vary greatlynfrpopulation size. Nigeria has a larger
population than Germafy but the potential market for Bohemian Crystapisbably too
small to justify a factory outlet, so the best naikg plan for Nigeria might be to partner
with existing luxury retailers, with a limited cagament stock of second quality goods.

Exporting to EU countries is the easiest, due txipnity, similar cultures, and the
large common marké&E.

Market size is only one aspect of market potentighe critical consideration is the
competition and their existing products. Textboak®y that you cannot succeed in
penetrating an established market unless you havettar product or a better prite. In

8 SVETLIK Jaroslav.Marketing pro evropsky trHl.vyd. Praha: Grada Publishing, a.s. v roce 2003.str.,
ISBN 80-247-0422-6, page 86

8 MACHKOVA H.,CERNOHLAVKOVA E.,REBUFFAT M..Mezinarodni obchodni operac2.prepracované
vydani, Praha: HZ v roce 2000, 226 stran, ISBN 808®-34-3, page 11-13

& |bid., page 11

87 http://www.nationmaster.com/graph/peo_pop-peopledtation extracted July 29, 2010

8 SVETLIK Jaroslav.Marketing pro evropsky trhl.vyd. Praha: Grada Publishing, a.s. v roce 2003.str.,
ISBN 80-247-0422-6, page 118

8 KOTLER Philip.Marketing Managemen®" ed. published in Upper Saddle River (New JersgyPientice
Hall in 1997.789 pages, ISBN 0-13-243510-1, page-4b
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reality, however, it is possible to sell an infenmwoduct at a higher price through the power of
marketing. For example, Altermed Corporation ckatmat their face creams, which they sell
for 1.4 Euro to a marketer in Britain, is bettearitthe Vichy product® But we can still see
Vichy products in the pharmacies.

The most expensive part of exporting is the finatait establishments. Few
companies control their product all the way throtgtthe sale to the final retail customer.
Marketing partners can be valuable, with littlekris For example, the public trusts
pharmacists, so Vichy sends their very expensivelymts exclusively through pharmacists
(until this was ruled illegal by the European Comssion Decision of 11 January 19%13s a
consignment stock, i.e. the pharmacist pays nothimy after the products are sold. The
pharmacist sells the product for twice what he &yadty pays for them. Thus, a product
selling for 2000 crowns earns him cash flow of 2@POwns, and after paying Vichy and
VAT he keeps a profit of 820 crowns. If the phacmawere to sell a local product for 80
crowns, he would earn perhaps 20 crowns, and béfer@roduct sells, he needs to buy the
product, so the initial cash flow would be negative

Vichy offers further pressure, by advertising thathy is available at the better
pharmacies, giving the impression that any pharnvettigh does not sell Vichy products is
inferior, and thus should not be trusted to selhthmedicine of any kin#:

Faced with the decision with earning 20 crowns ginthg the customer the best value
for the money, or earning 800 crowns and havingna feputation, the result we may all
observe is that many pharmacies sell Vichy produmtsl many other foreign products as
well, and Czech pharmacies look very different tB@nyears agd® Thus we can see that
higher priced products have gained market sharhenCzech Republic through extensive

marketing programs.

5.3. Modes of Entry

As we see from the above example of Vichy, bringaingroduct to market on a large
scale usually requires the cooperation of many lgeophis cooperation can come in various

forms, typically referred to as modes of marketrentvhich vary as to the nature of

% Interview with MUDr. Petr Otepka, founder and f@mowner of Altermed Corporation, a.s., April 2080
L http://eur-

lex.europa.eu/smartapi/cgi/sga_doc?smartapi!calsiymod! CELEXnumdoc&numdoc=391D0153&Ilg=en
posted March 21, 1991

%2 http://www.vichyusa.com/_us/_en/customerservice&spy extracted July 30, 2010
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ownership and control of the product, productiamj distribution. The company can rely on
independent parties, enter into some sort of pestme or do the work itself.

It is natural for travelers to bring back souverasspresents for friends and family.
Frequent travelers bring back the most popularstef@ntrepreneurial types bring back a lot
of them even to sell. This could be called passi@orting, the company does nothing.

The next more intensive step is occasional expmrtimhere the company ships
directly to a foreign customer, either just filliag order, or actively seeking ordéfs.

Active exporting involves the decision to activelgek a continuing market presence.
This can be done through a foreign language intgrage, with delivery through normal post.
This works well for items that are a lot more exgea than the postage, if customers can
wait a few days for the produtt.

In order to offer immediate delivery from stock band, and for a retail presence, a
company may make arrangements with independenigfodistributors and retail stores for
indirect exporting’®

If a distributor sells products from many producdise producer does not have to
assure the distributor of an income, but the distor cannot focus all his efforts onto the one
product.

A company might attract an exclusive distributor lyfering and exclusive
distributorship contract for an area, which wouldegthe distributor an incentive to spend
their own time and money to advertise and prombee groduct. On the other hand, the
monopoly could cause the exclusive dealers to feeknaximize their own profits by
minimizing their advertising expenses and raising tetail price. This would be great for
them, because they would still earn more from msglliess, but of course be bad for the
producer. Therefore, exclusive dealership cordrace complicated, with many contractual
obligations®’

If a producer is not satisfied with independentribsitors, he might choose to start a
daughter company, either with a foreign partneringJd/enture) or a wholly-owned
subsidiary®

% Interview with Libuge Havlova, July 29, 2010

% KOTLER Philip.Marketing Managemen€" ed. published in Upper Saddle River (New Jersgy}tentice
Hall in 1997.789 pages, ISBN 0-13-243510-1, padg® 40

% |bid., page 409

% |bid., page 409

7 http://www.megadox.com/d/392xtracted July 30, 2010

% McCARTHY E. Jerome, PERREAULT D. WILLIAMBasic Marketing: A Managerial Approadd” ed.
published in Boston by IRWIN in 1990.734 pages, N8B 256-08398-3, page 576-577
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Products which require expensive machinery to predare cheap to transport, and
are not subject to import tariffs are often madejust one factory if capacity permits.
Lacking any of these conditions might be a reasgoréduce the product in the target market.

Daughter companies offer total control and limiliedility, but require either buying a
local producer or starting from scratch. Partnigstand Joint Ventures can combine the
strengths of both parties if they work well togethmit profits must be shared and neither has
control and is at risk due to possible adverseastby the othetf’

Licensing involves trusting another firm with thaternational reputation, trade
secrets, knowhow, and other intellectual propeaty surrendering total control over day to
day activity,. The Licensee assumes the finants&k, but a loarge share of the profits as
well. Even if the Licensee signs a non-competetrach the employees may use the new
knowledge to set up competing firths

In order to keep a monopoly on their product, pomiis may conduct the most
sensitive operations at home. Key parts may bea®oad for local manufacture of finished
products'® Coca-Cola has bottling plants all over the wobldt, all the secret recipe syrup is
produced in Atlanta Georgia, and the full recipkriswn to only two executive§?

Contract or “private label” production limits op#@oms setup costs and risks, but
necessitates trusting others with trade secretaineSe firms are rumored to run secret night
shifts to produce black market produtts.

Franchises, popular with fast food, hotel, and cwafe services, offer symbiotic
dynamics. The Franchiser provides experience amnirig in every aspect of the business,
and closely supervises the Franchise to protecintieenational reputation. The Franchisee
benefits from the international brand, and assuatlethe financial risks, and has the profit
motivation to make sure the workers are productind obey the regulations. Violating the

regulations forfeits the franchis®"

% Ibid, page 576-577

100 BERKOWITZ N. Eric, KERIN A. Roger, HARTLEY W. Stem, RUDELIUS William.Marketing. 4"
edition published in Bur Ridge (lllinois) by IRWIN 1994, 778 pages, IBSN 0-256-13221-6, page 659

191 bid., page 659

192 hitp://www.snopes.com/cokelore/formula.appsted March 13, 2007

193 McCARTHY E. Jerome, PERREAULT D. WILLIAMBasic Marketing: A Managerial Approadtd” ed.
published in Boston by IRWIN in 1990.734 pages, N8B 256-08398-3, page 576

104 MACHKOVA H.,CERNOHLAVKOVA E.,REBUFFAT M..Mezinarodni obchodni operac2 piepracované
vydani, Praha: HZ v roce 2000, 226 stran, ISBN 80e®-34-3, page 35-36
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5.4. Modification of Product and Marketing

In my opinion a firm should research the target keaafor opportunities to modify
their product and marketing. Advisors offer thesvsce professionally, or a firm can hire a
few local college students to informally seek thginmns personally from the locals,
individually or in focus groups, or impersonallyrabigh surveys. Participants are usually
given samples or symbolic presents, and couporsifiore purchases of the product.

If there are no significant cultural differencefatimg to the use of your product, you
can market your product without modification, cdllkhe “global approach”. If changes are
needed, this is called the “customized approa®h"When hiring international celebrities to
endorse your product, hire those with the inteligeeand skill to learn a few choice phrases
in each language in your campaign. This will gype@ir product the local touch, especially if
you do not modify your product to that market.

Even if a product is suitable for the target mankéhout modification, the producer
must decide whether to use a global marketing cagnpaith a translation of the text to the
local language, or a customized appro2th.In reality, you should always be making
improvements to your product and marketing strategyl moving into a new market is an

excellent opportunity to bring new ideas and imgroents.

5.5. Institutions Available to Help Potential Expoters

The Czech Republic has established several instiito help potential exporters by
providing general advice, giving information abotggulations, foreign markets and
competition, suggesting possible partners, anahgimg needed financing and other services.

The Czech Trade Promotion Agency/ CzechTrade weetexd by the Czech Ministry
of Industry and Trade in May 19970"“promote international trade and cooperation bedw
Czech and foreign companies”. CzechTrade hapsll companies which do not have
affordable access to the resources and experiemckunch a successful international
marketing campaign. It serves both Czech prodwmasisforeign importers of Czech products.
The Czech Republic contains 13 regional officesr@tamyone can seek help in all aspects of

marketing their Czech products abroad. CzechTrade swggest international business

195 BERKOWITZ N. Eric, KERIN A. Roger, HARTLEY W. Sten, RUDELIUS William.Marketing. 4"
edition published in Bur Ridge (lllinois) by IRWIN 1994, 778 pages, IBSN 0-256-13221-6, page 646-64
1% |pid., page 646-647
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partners, advises you how to get EU funding whepoging within the European Union,
finds sources of new technologies, advises yowssues including intellectual property rights,
going international, laws and standards. Service®#icially billed at individual rates, but in
general they charge 700 crowns per hour plus VAY.More information available

http://www.czechtrade.cz/

Another agency available to help is the Investnagrtt Business Developing Agency/
Czechlnvest, established by the Czech Ministrynduktry and Trade in 1992, promotes the
Czech Republic as a good place to start a facewyertises the various benefits to foreign
investors such as tax holidays and subsidized ibgilehts, encourages foreign investment in
general, provides current information on businesgltion here, and helps foreign investors
deal with the rules and regulations and set umpfaed here. It also helps domestic companies
to grow and develop through various services andeldpment program¥® It has 13
regional office$®® and all services are free of charge. For morerinétion go to

http://www.czechinvest.org/

The Czech Export Bank, established in 1995, finaregort activities by providing
“state support for exporters through the provisians financing of export credits and other
services connected with exportinghe recipient of such financial support might be an
exporter (a legal entity with registered officetire Czech Republic or in a few cases even a
natural person with permanent residency here), beirt foreign customer® More

information availablehttp://www.ceb.cz/

The Export Guarantee and Insurance Corporatiotgta export credit agency founded
in June 1992, offers various types of insuranceCanch exports, includinteleven basic
types of insurance to insure export credits agapditical risks and against the many of
political and non-marketable commercial risks®. More information available

http://lwww.eqgap.cz/

There are many legal issues involved with exportingolving product regulation in
the target market, export regulations (like in ¢hse of Tamara radar), import regulations, tax
regulations, treaties, and so forth. These chantut notice, so for the current regulations

it is best to contact Czech Invest (see contadrmétion in Appendix 1). Tariffs can be

197 http://www.czechtradeoffices.com/en/about-czecthabfile/ extracted March 15, 2010
108 http://www.czechinvest.org/en/about-czechinyestracted March 15, 2010

199 http://www.czechinvest.org/o-czechinveséxtracted March 15, 2010

MO hitp://www.ceb.cz/content/view/35/1 &xtracted March 15, 2010

M1 hitp://www.egap.cz/o-nas/profil-spolecnosti/indexghp extracted March 13, 2010
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found at the following web site: hitp://ec.europa.eu/taxation_customs/dds/cgi-

bin/tarchap?Lang=CS

Having presented theoretical issues and advice, mght all the above work in
practice? The following actual example shows haedd firms have risen from obscurity to

international success.
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6. Case Studies

6.1. Hamé, s.r.o.

Hamé, s.r.o. is now the largest Czech food proogsfim, specializing in canned,
jarred, and refrigerated products, including megams, fruits and vegetables, pickled
vegetables, condiments, syrup and baby food. it journey has not been easy and could

have ended up very differently.
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FIGURE ONE?!?

12 Figure One available athttp://www.hame.cz/en/about-company/in-the-wordéxtracted March 26, 2010
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HAME s.r.0.

- turnover development between 1991 -G08

The turnover figures are stated in millions CZK.
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FIGURE TWO AND THREE!®

Sales in 2008

113 Figure Two and Three numbers available &ttg://www.hame.cz/o-firme/profitt , extracted March 26,

2010
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Current production of over 100 000 tons of readgenmods™

Hamé can trace its history back to 1922, when aegnwas founded in Babice near
Uherské Hradigt At first they specialized just in making fruitnje, juices and spirits. In
1933 the company was acquired by a Brno comparogheima, which brought the business
trade name Hamé which means in ancient Irish “horbater the company was transformed
into a national corporation, and Hamé, a.s. wanded on 18 June 1992 from the state
business Biofruct Babice. Since then Hamé hasgtinen its position on Czech market by
acquiring other businesses such as Pika Bzenets Podivin, Otma and othels,

Under communism, customers were happy if the stacewhat they wanted in stock,
and people bought whatever was offerediso there was not need for marketing, and fights
about market share were limited to the produceymdrto DECREASE their required
production quotd*’

After the removal of Soviet control in 1989, busises were privatized®

Producers could now choose whether to be a maskigeo or a premium producer.
Polish producers of baby food, for instance, chosesr price (and this led to much lower

quality). Even though Hamé now faced heavy cortipatirom Nestle, Hamé decided to be a

14 http://www.hame.cz/o-firme/profillextracted March 27, 2010

15 http://www.financninoviny.cz/os-finance/zpravy/hameevezme-vyrobu-a-distribuci-vyrobku-
seliko/427268&id_seznam January 21, 2010
"ehttp://books.google.com/books?id=KDXyzI9N6jAC&pg=P&Ipg=PA7&dg=communism+in+cze
choslovakia+%22availability+of+goods%22+-Republic+-

Labor&source=bl&ots=saPiJXS e9&sig=1k6AmtWCUrljQjtRc5SK-
TJg&hl=en&ei=Yno8TIb30sOCO0|32PQ0&sa=X&oi=book_ré&ict=result&resnum=4&ved=0C
BoQ6AEwWAw#v=0nepage&g&f=falseextracted June 12, 2010

117http://www.qooqle.com/url?sa:t&sourcezweb&cd:1&v®a‘;BIOFiAA&urI:http%3A%2F%2Fdaphne.palo

mar.edu%2Fllee%2FEconomics%2520110%2520Chapter%25296520%2520%2520The%2520Communist
9%2520Economy%25200f%2520the%2520Former%2520SovEr@2nion.doc&rct=j&g=First%2C%20there
%20were%20incentives%20for%20meeting%20the%20plaétgets.%20%20We%20discuss%20central%20
planning%20in%20the%20next%20section.%20%20There#é&620many%20plan%20targets%20to%20me
et.%20%20But%20the%200ne%20with%20the%20greatestn20ds%20was%20the%20target%20for%20pr
oduction.%20%20Meeting%20the%20production%20targeiould%20bring%20the¥%20managers%200f%2
Othe%20enterprises%20considerable%20financial% 292 0%28a%20bonus%20that%20could%20add%2
025%25%20t0%2030%25%20t0%200ne%E2%80%995%20incoAte2iPas%20well%20as%20prestige.%20
Consistent%20failure%20to%20meet%20the%20produiiRiliargets%20meant%20the%20l0ss%200f%20the
%20bonus%2C%20reduced%20promotion%20prospects%2&¥d26P?0possibly%20the%20l0ss%200f%200n
e%E2%80%99s5%20job.&ei=dHZBTNSKBI LOJiXsJON&usg=ABRIGrzZWYOQm4FB| 0aaCmco8z-
WTXO3A, extracted June 12, 2010

118 hitp://web.archive.org/web/20080611163741/www.czenlen/economy-business-science/general-
information/foreign-trade/foreign-trade-of-the-che®public/ extacted July 16, 2010
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premium brand, with higher quality than Nestle,haat price slightly higher than the cheapest

brands, but still significantly lower than Nestle.

In 1991 Hamé sold only 160 million Crowns of protiucTo keep this little fish from
being eaten, they fought on all sides. They krieay had to increase sales, profits, and share
prices, so they would be more difficult to swallow.

Hamé increased prices, supporting this move tohilgeer end of the market by
intensive and creative marketing, aimed not onlyadtlts, but also children, including
support of the evening children’s fairy tail.

Hamé bought competitors, so they could raise baléssand, with less competition,
prices as well. Through acquisitions Hamé incréake breadth of products offered. And
with the extra capacity, Hamé started exportingee markets.

The new export markets are the real subject ofdiikma work, but this case study
shall also describe the other aspects of their tir@ivategy so as to give the context of their
export plans, because all their plans are intexteel

To keep from being swallowed, it is important fbe tstock prices to be so high that it
would cost too much to buy a controlling interesthe company. High stock prices usually
arise because no one wants to sell, which happsredly for a combination of three causes.
The first is when a small group of owners or fantilysiness can agree not to sell shares to
outsiders. Hamé was initially owned by just onenmaThe second cause is that the
shareholders believe the share prices will ris¢h@&srin the future. The third is that the
company is very profitable. And the way to prdiitay is to increase prices, increase
production, and lower expenses.

Probably about half the increase in sales voluntberiast 20 years is due to inflation
of food prices, and this does not really count dstinally in comparison to competitors, but
the other half of the growth has been real.

Raising prices is a quick way to gain profits. Haocould do this because it had good
quality prices and a good reputation. Not to leagthing to chance, Hamé started
advertising heavily, to keep prestige in the minfigustomers. And Hamé kept up quality
standards, which is critical for reputation, esplgiin the case of food for our children. One
scandal could ruin a reputation that took a lifetito build.

In order to keep from being bought, Hamé bought mames both domestically and
abroad, more details of which is described lat&ome of these acquisitions eliminated

competitors, a sure way to be able to raise pri€asmpanies that were not direct competitors
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were even more important, giving Hamé a wider pobadange. The wide product range is
important not just for the increased sales, butibse the advertising budget of the Hamé
brand is a fixed cost, and spreading it over maoglygcts decreases the advertising expenses
per product, making each product more profitable.

But the most interesting and least understood egfyato protect itself from being
bought by western competitors was to sell in westaearkets, even if the sales in those
countries were to be lower than the advertisingeasps. In fact, the more Hamé lost, the
safer Hamé was.

One might ask how would losing more money be betidren you want to be
profitable so as to have a high share price antadtought.

The key to this enigma is that wealth and poverty relative. In order to not be
swallowed, you can either make sure you are bignake sure that your competitor is poor.
The foreign firms are rich because they sell th@wducts at a high price in their own
markets, and this profit enables them to buy fordigns.

By selling excellent products in western marketkess than it cost to advertise them,
Hamé pushes Nestle to also sell products at a Ipwee, which hurts Nestle profits much
more than Hamé.

In the world of mergers and acquisitions, this iia®xponential effect. Let us look at
a theoretical example of how a small company witlecuate liquidity can destroy the
acquisition plans of a big company through aggwesgrice competition.

Let us assume that Nestle initially makes a groasgm of 30%, fixed expenses of
20%, and net profit of 10%.

The competition from Hamé forces Nestle to loweacgs 10%, dropping the gross
margin to 20%. But the fixed expenses remainlijag,advertising, might go up). Therefore,
profit goes to zero.

Nestle suddenly does not have cash to buy HaméthBulamage to Nestle does not
stop there. The value of a company’s shares s$ofically, between 5 times to 50 times the
annual profit. If profits go to zero, share pricés not go to zero, but they do drop
significantly. And the change in profits year teay is even more important than the actual
profit levels!

Acquisitions are often financed by using new sharethe big company to buy the
little company. Not only would Hamé be too expgasthe price being too high in number of

shares, but also Hamé shareholders would not viianés that loose money.
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The result of this dynamic is sometimes called ricgwar”, with competitors loosing

everything hoping to be the lone survivor.

An actual example of this strategy can be seemimxamination of the marketing
strategy of Toyota in the 1960s and 1970slapan flooded the world with products of
unparalleled quality**® And the cars were originally at much lower pricd®w, Toyota is
now the number one producer in the wdffipoutperforming companies with impressive
acquisition records like Chrysler (which had agdiiemerican Motor Company which had
bought Jeep which had bought Willi$)and General Motors (a conglomeration of various
acquired companies including Chevrolet, Buick, @idbile, Cadillac, Opel, and SAABY
have been humiliated by bankruptés.

In the opinion of this author, Czech companies &hoapy the example of Toyota to
increase market share abroad, and to some extamté k& doing just that.

As for Hamé, decisions to enter a new country usedde made by the one owner.
Timing and allocation of resources are critical.orddy for further growth came from new
investors, and now the decisions are made by tleedBof Supervisors, before paying for a
subsequent market survey, whose purpose is toyvbef feasibility of entering that market,
to make sure that they have not made a mistaketcandhke sure that there is no significant
unforeseen information which might change their keing plan. Bulgaria and Romania
were surveyed; Russia was not surveyed becaussviier already understood this market.

Hamé used to use Czech Trade services, but guieiimed how to do a better job
themselves.
When Hamé was privatized in 1992, there were 4Deas in the Czech market. The

market has since consolidated, and the survivonsbea“counted on one hantf® There
were three reasons for this consolidation.

First in Advertising. A national TV commercial wly costs the same whether you
sell one product or a thousand, so the more vahiegroduct line, and the more widespread
the distribution, the cheaper the effective adsar) is.

Second, in distribution. The small “Jednota” stod communism were largely

replaced by large chains of supermarkets, and blyedypermarkets, and these large chains

119 http://www.deming.ch/downloads/E_Toyota.ppbsted April 1, 2005

120 hitp://www.worldcarfans.com/109012116438/toyotastapn-as-nol-automaketanuary 21, 2009

121 hitp://www.carforums.net/showthread.php ?t=268¥@sted February 3, 2006

122 hitp://clubs.hemmings.com/clubsites/chevytalk/GNitig GMCOMPANIES.htm) extracted July 7, 2010
123 hitp://online.wsj.com/article/SB12384559124487 14949, posted March 31, 2009

124 hitp://aktualne.centrum.cz/ekonomika/domaci-ekon@eianek. phtml?id=60155@osted April 6, 2010

32



prefer to have a limited number of suppliers. Mamall producers could not get shelf space
in the new store chains.

Third, there is the financial considerations ofdaration itself. Economies of scale on
one hand, and bank financing on the other. Bardsnare likely to lend to large companies.
The small producers could have survived withoutkb@mancing if they just had to produce
and sell, but the new hypermarkets demanded thaplisuss extend 60 or even 90 day
financing terms for the products. The small presgcprivatized with no extra capital at all
in the bank, could not afford to pay the farmemgcpss the food, and then wait another 90
days for payment.

Hamé benefitted not just from the less competiémgironment, they actively sought
to save all the viable producers by acquisition thie Hamé family.

But however many precautions are made to prevekeover, if the owner decides to
sell, that is that. 44 different companies wantedtirchase Hamé, and the owner finally
chose to sell to the firm Nordic Partners at thgitmging of 2008*> This was before the
Crisis had developed, so companies were stillrgelfor high values, and the purchasing
companies could still get bank financing. If thven@r had waited a few months, the Icelandic
company could not have received bank financingHerdeal, because later in 2008 the major
Icelandic banks became insolvent in a spectaculaisahat has left the whole nation of
Iceland on the verge of bankrupty.

At the time of acquisition, Nordic Partners had wners, had 1.1 billion Euros in
assets, and was involved in the food and bevenad@siry, commercial real estate, retail
operations, the hotel industry, and aerospaCce.

The former majority owner of Hama, Leos Novotnyshaaintained a minority
interest in Hamé&®® The natural expectation at Hamé was for Nordidrieas to use their
existing distribution resources and their financedources to help Hamé expand even further.
Unfortunately, Iceland went into crisis, and nowniais financing Nordic Partners and the
Icelandic banks. However, because of the strofogtefand competitive advantages, Hameé is

still growing despite the financial crisis and fir@ncial drain on their resources.

125 hitp://www.hame.cz/life-style-aktuality-detail/hamped-kridly-nordic-partnersposted April 5, 2008
126 hitp://www.iceland.org/info/iceland-crisis/timelihextracted June 8, 2010

127 hitp://www.hame.cz/life-style-aktuality-detail/hamped-kridly-nordic-partnersposted April 5, 2008
128 hitp://aktualne.centrum.cz/ekonomika/domaci-ekon@eianek. phtml?id=60155@osted April 6, 2008
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Novotny also sold his hockey team, which he hatiased to assist in his marketing

efforts. The hockey team in Zlin was using the saed bear as Han&

Hamé’s standard entry mode is to first sell paddpied by baby food, jams, and
their other best selling products, through existiliggributors. This minimizes their financial
risk. Countries with limited reception are left fater development. In successful countries,
Hamé incorporates a local subsidiary, developevits distribution channel, and if conditions
are suitable, it acquires local producers. Romanid Russia subsidiaries have their own

production facilities.

In Hungary, Hamé, first sold through a local indegent distributor. Later Hamé
Hungary was incorporated, which soon was numben 3heé Hungarian market, despite
having no local production facilities. Hamé’s gamnmarket share was someone else’s loss,

and in 2009 the number one producer came up fer aal Hamé bought it at a bargain price.

Success brings problems of its own. Hamé is nuroberin Russia, with a strong
guality reputation, so some of the many local posils have copied the Hamé graphics and
even the Hamé name (in Azbuka). The governmemt @eates many legal problems for
Hamé. But despite all this the Hamé trademarkwalla premium price, and the Russian

market is still profitable for them.

Some markets are still being fought over. Hamé &umstill has low sales, despite
heavy advertising, including using a local celgbinistead of the “Vallachian King”. Despite
the fact that Romanians are too poor to buy prenpooducts, Hameé still hopes for market

share growth.

If sales of a foreign subsidiary cannot efficiertly maximized, the expenses can still
be minimized. In the Balkans, the people stillvgnmuch of their own food, so in Bulgaria

Hamé has reduced their business team there taosly

Hamé sent two containers to the USA to test th&ketaand then decided not to invest
anything further there.

129 hitp://aktualne.centrum.cz/ekonomika/domaci-ekon@aianek. phtml?2id=60155@osted April 6, 2008
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Hamé believes it is too expensive for an Easterrofi@an firm to develop a good
reputation in Western Europe, so their premium pebdstrategy would not be profitable
there. Eventually, if Hamé makes enough moneyllpcé might be able to purchase an
established brand in the west, like the Indian fifata did when it bought Jaguar and Land
Rover from Ford

Products are sold abroad with few modification$e Tabel graphics are similar, and
the text is usually just translated, into just Rarssor in other countries as several languages.
All are sold under the name Hamé, or Hamé-[countrygén they have a subsidiary. Hamé
tries to keep a premium image in all markets, whietuires higher quality levels in some
areas than in others. For instance, Hameé-Russigdwd quality levels by Russian standards,

but in Moscow Hamé sells western quality products.

Hamé continually monitors each market for posskalsiness opportunities, and uses

customer surveys to improve products and marketing.

Some advertisements are just translated to thel ltwaguage, but celebrity
advertisements are made locally. One advertisefoetietchup featuring a little blond boy,

created in Russia, was so successful there thasidubbed and used elsewhere.

Hamé has price pressure in Poland, Czech, Slovakid, Hungary from the low
quality Polish producers, who drop prices for quedes, but who are damaging their
reputation rather than building it. Rather thanaheng prices, Hamé maintains a premium
quality, image, and price, but in order to maintaiarket share the price must not be much
higher than the competition. Hamé prices vary sena from market to market, depending
on the conditions, but Hamé tries to maintain arpuen image in all markets.

There are some very local producers, usually faowyped, who maintain high quality
and low price, and limit market share growth inttleeal area, but these producers, due to
their low prices, never have enough capital to egpand threaten Hamé. Publicly traded
companies can be acquired through the stock markdtbrought into the Hamé team.

13http://www.caranddriver.com/news/car/08ql/tata_biaguar_and_land_rover_from_ford-car_nepssted
March 2008
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The most profitable markets are the three higheatity former Soviet states, Czech,
Slovakia, and Russia, because these states canifficient number of customers who are

willing to pay more for a premium product.

The Czech and Slovak markets are Hamé’s “cash ¢dimsincing further expansion
in the East. However, due to the very risky pcéditiconditions in Russia, it is easy to loose
everything, as many formerly successful but nowrisgmed businessmen have discovered.
But moving east is natural, because what is wessemsually seen as higher quality. Moving
west, Czech ownership becomes a liability, and hard to compete with the Swiss owned
firms in the premium markets, and Hamé is not nglto match the competition at the low

end of the market, which would damage its reputadi® a premium producer.

As distribution networks become more efficient ineCh, Slovakia, and Hungary, and
as lifestyles becomes more fast-paced, Hamé isngowith the market away from canned
meats and toward refrigerated and frozen readytdemds. In January 2010 Hamé bought
Apetito, a Czech producer of plastic wrapped bagaesandwiches, and frozen ready-to-eat
meals with an existing distribution system in Skiga where Hamé had had no fresh food
distribution system. But since frozen foods areysd so popular in the East, the frozen food
production facilities in Romania and Russia wenset.

In February 2010, Hamé took over Seliko, which umelde famous for alcoholic and
non-alcoholic beverages, but now produces variammed and bottled food products. This
acquisition finally lays to rest for good the digpbetween them over who has the right to use

the trade name “Majka krent®:

The director also believes that breakfast cereadsbéscuits are growth areas, but they
do not fit in well with Hamé’s marketing mix or cgarative advantages, so Hamé will not

compete in this area. You cannot be all thingslltpeople™*?

6.2. S+C Alfanametal, s.r.o.

131 hitp://www.financninoviny.cz/os-finance/zpravy/haimeevezme-vyrobu-a-distribuci-vyrobku-
seliko/427268&id_seznam) posted January 28, 2010
132 |nterview with InZenyr Martin Strupl, director kfgistics and distribution of Hamé, March 31, 2010
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Another example of a successful company is the -higly steel foundry S+C
Alfanametal, which is a quite young but modern tgntioncentrating on static casting and
special shell mould casting. In 1996 S+C Alfanamstao. was founded in TrSice as the
Czech subsidiary of the Schmidt+Clemens GI8tpvhich is A German company existing
for more than 130 years.

S+C Alfanametal was at first built as “fettling gtipcleaning to castings produced by
its mother company. Later it was decided that tiuld start their own production,
producing the cast joints for their mother companietro-Chemical pipe business, and
utilizing spare capacity by finding their own cusiers. In 2006 the mother company decided
they needed all the capacity, and directed Alfanaim® immediately cancel all outside
customer orders.

Cutting off all customers overnight really ruindtlexisting customer loyalty. But the
mother company did not need them, and Alfanameddl o choice. This meant not only
losing all customer relationships, but also allependent sources of income. Alfanametal
was completely dependent on the mother company.

The mother company now had a cheap supply of pantssince all the parts were the
same type, there was no further need to investorersophisticated technology. Alfanametal
became as static as their castings. There wasawdlgand no improvement, but there was a
steady supply of work.

For two years.

Then the financial crisis hit the petro-chemicadiustry, the mother company sent
fewer orders, and Alfanametal had 30% spare capaaitd the chart of future projected
business looked like they would be falling off #fcFortunately, the mother company once
again gave permission to again seek outside cussome

In January 2009 Alfanametal wrote to all their olastomers, announcing that they
were back in business.

Predictably, all prior customers had found othegapdiers. They gained back only 3 or
4 customers out of their former 80.

But that was not the worst of it. Of strategic onjance was that these other suppliers
had increased their production facilities, with tieaver and better technology.

All of a sudden, the true economic consequencedahdoning all outside customers
became horrifyingly real.

133 http://alfanametal.com/english/Company/index.htextracted June 25, 2010
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Most all their customers were gone forever.

When financial crisis hit, banks stopped lendindpty new equipment, so there were
fewer and fewer customers able to buy anything.

There was much more competition.

The competition was more advanced than Alfanametal.

Faced with this impossible situation, Alfanametatett a new man to do the
impossible.

He started the difficult search for new customeFtst he found the power station
companies and others who would be buying new eceripm Then he found out who their
suppliers were likely to be, and their sub-suppligho buy castings. These he contacted.

Another way gain new customers which proved to theient was participation in
various exhibitions and trade fairs both domestid oreign. However, this method is quite
pricey (about 500,000 CZK per fair) so they tookt praonly a few fairs, for example in Brno
and France, and after that they decided to just these fairs where they meet potential
customers and establish contacts.

Alfanametal also tried advertisement in some pécadd and on HBI (internet
database of companies) which cost about 100,000 &¥Kar and was not very effective so
they stopped.

They learned another method to gain new custonnens the mother company and it
worked well. They organize symposiums. They fochsirt attention on one particular
product, for example a pump, then they invite treirrent and potential customers, their
technicians and metallurgists over the weekend hotal. Then they present this particular
product to them, show them the foundry, hold cafees, various presentations and prepare
programs for visitors. This way is cheaper and nsoiecessful than trade fairs. Usually about
20 out of 60 addressed companies come and Alfamhmeanhaged to gain many customers.

Alfanametal also cooperates with colleges with nisther company in Germany,
which provide them with customers too. In May tlineyl a meeting with them where they set
up their goals, strategy and areas where they teaipand.

And last but not least, Alfanametal gains new ausis through recommendations
from current customers. Thanks to the high qudhiy keep, many customers order from
them them even though they could find products ltwer price from the competitors.
Fortunately the target customer can do the mathkawgvs that if he bought a product for
better price but with a lower quality, in the endvbuld cost him a greater sum of money for

reparations than buying it from Alfanametal. Frample in Bulgaria their current customer
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recommended them another company in Romania ande socompanies learn about
Alfanamateal from satisfied customers and addfess themselves.

In future Alfanametal plans to address other markeainly in central Europe and
grow more domestically. They have regular meetingsre they decide who would address
whom and where they set up time schedule for mpitarget customers.

Alfanametal has been successfully exporting to regv@untries such as Germany,
Austria, Scandinavia and France. They also triesetbin Poland but it was rather a failure,
primary due to price competition. In Poland compartbuy lower quality products for lower
prices instead of paying slightly more for much té&etproducts. Alfanametal could be
successful in this market but they would have te la local sales agent who would find
customers for them. That is also what Alfanametahts to do. They are trying to find such a
person but so far unsuccessfully. They alreadydhine local sales agents but they had their
own companies and they did not have much time @&haat work hard enough so the result
was not very good.

Another failure was in Russia thanks to price cotitipa, and also in Hungary where

companies are interested in buying final produntsreot just castings.

Salesin 2009

Czech Republic
10%

Alfanamatel works in varies areas but main indastmclude pumps, energy, paper,
industrial machinery generally, chemical and pédtesgical and food processing. They
produce equipment for water power plants, equiprfeentuclear power plants, parts for
production facility such as impeller, and spiradto@gs. They also produce equipment for

rolling mills and diverse parts for maintenanceeyhise high quality materials such as
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corrosion-resistant steels, duplex steels, weastegg steels, heat-resistant steels and low
alloyed steels.

They do not need to do a market survey before tleeyde to expand abroad because
the markets in which they sell are very specifid &mther modification of products is not
required. They adjust products according to customish and his specific technical

parameters.

The Czech Republic did not help them in the begigniith its reputation of low
quality products but over time they gained trusd amespect of their customers with

maintaining high quality.

That Alfanametal is a successful company is shownit® turnover last year of
10,000,000 CZK with only 72 employees. They chdosere market growth over profit and

turnovert*

6.3. Senior Automotive, s.r.o.

Another example of successful marketing of Czechdpcts abroad is Senior
Automotive in Olomouc which groduces aluminum and steel tubes for heating and a
conditioning systems for the automotive and truekkets. It also produces water tubes and
turbo oil feed and drain lines**

It is a subsidiary of Senior plc. Group, which isiaternational manufacturing group

with operations in 11 countries with a divisioneiach of its two main markets.

134 |nterview with Ale$ Winkler, senior project managé Alfanametal, June 14, 2010
135 http://www.seniorplc.com/automotive/company.cfm/@%tracted June 25, 2010
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Sales in 2009

The Aerospace and Defense division produces preducth as engine structures and
mountings, metallic high-pressure ducting, fluichitol system, helicopter machined parts
and composite low-pressure ducting.

The Flexonics Division produces flexible exhaushroectors, sunroof tubes, diesel
fuel systems and engine emission pipe-work air itmmd turbo charge pipe-work.

Senior Automotive in Olomouc falls under the FlexsrDivision. It was incorporated
in December of 2000 and started exporting in 2@0iow exports to countries like Germany,
England, France, Malaysia, Sweden, and Spainntdacéories such as Volkswagen, Behr,

Suzuki, etc.
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Customers in 2008

Suzuki 8%
Behr 17%

Renault 12%

T~

Visteon 0,3%

Denso 7%

Delphi 4%

Volkswagen Group

Ford34% __  —— 9%

Volvo Powertrain 1%
Webasto 8%

Hutchinson 0,2%

Senior Automotive does market surveys with regargroducts and potential markets
and with further modification coming from each @mer’s technical parameters. So for
example with a tube for an engine they first letra technical parameters and then make it
according to the engine design.

When addressing foreign markets Automotive falldamits European business unit
where they have strategic marketing team whichd#scon the bases of marketing decision
and when the mother company decides to expand @&b8emnior Automotive follows their
decision.

Senior Automotive advertises on the internet, thaye a catalog with their products
and they also participate in various fair trades. &ample in Hanover they had a stall with
representatives who addressed potential customers.

Automotive sells mainly to big car factories, notlividuals. They prefer long-term
relationships with customers. In order that thesirsting customer introduce them to other
potential customers and give recommendations, hlagg to maintain very good relationships

with their current customers.
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Another example of what good relations with custsm@n do for them is internet
sales they arranged with Volkswagen Group, whicttgpdata on the internet and then there is
real-time, non-binding internet “auction”, wherd approved suppliers may bid on each
project. Bidders may see if their prices are attyethe lowest for parts and tooling costs, but
they may not see the other price bids. Duringathetion, Volkswagen can write notes to the

bidders. The bid with the lowest price for pams &oling costs usually wins.

In order to gain new customers Automotive triesrteet customers’ wishes when
deciding about the price of product. Of course thegd to make some profit too, and the
mother company has the final word. In future the&anpgo gain new customers thanks to the
best design.

Automotive has delivers to France, Italy, GermaRgland, Hungary, Great Britain
and USA, and they have their own distribution nekwdhey hired a native speaker for
business with France but in other countries thegaga without an interpreter.

Their biggest success is with Renault and PSA anée, but on the other hand they
are disappointed with their results in The Czecpu®éc and Slovakia. In general the mother
company prefers a small profitable project to gégproject with low profit margin. As shown
in the following graph, they export 99% of theipgducts, 98% being to the European Union.

Sales in 2009

Czech Republic
1%

Senior Automotive products are generally acceptesitipely because of their high

quality. They also try to improve their productfiey have a development centre in England
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where they try to make more flexible products. Wisamore, they try to improve their

products according to their customer through evidnaf customers’ satisfactiod&®

6.4. Cat-gato, s.r.o.

The Czech company Cat-gato, s.r.o. was founde®®9 In Lutin and specializes in
the production of pet products for small animals.fifst they started with producing cat
scratching posts. Step by step they added othelupt® such as aquariums, textile products,
plastic items, wood and leather goods. They al$er @il kinds of cat resting products and
dog cushions in a various color rahtje

Sales of various products in 2009

. Others
Plastic products (leather, nylon,...)

Sewing 15%

Cat-gato has been exporting to France, Belgiumm@ey, the Netherlands, Danes,
Sweden, Spain, Hungary, Austria, Bulgaria, Cypienmark, Finland, French Polynesia,
Greece, lIreland, Italy, Norway, New Caledonia, Rd|aPortugal, Slovakia, Switzerland,
Turkey, Ukraine, and the United Kingdom.

136 Interview with inZenyr Vladimir ZboZinek, projectanager of Senior Automotive, June 14, 2010
137 http://www.cat-gato.com/aboutus.php?lang=esktracted June 24, 2010
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Sales in 2009

Czech Republic
6%

In 1997 the company started production in Belgiumd #&ater in 1999 they moved
production to the lower-cost Czech Republic. Thegbzmarket is quite small, and most
Czechs do not spend as much on their pets as mdbke small Cat-gato has always focused
on exports. Like other Czech companies they hadetd fight their way into foreign markets
because Czech products used to be considered absodalv-quality products, and they
needed to prove their quality. It helps that Cabgsarted in Belgium and still has the same
Belgian owner.

As you can see from following graph, the companstilsdoing fairly well despite the

financial crisis.

Turnoverin CZK

/7175 332 7246411
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Cat-gato started with 300 employees. Over time thaye made many efficiency
improvements, so they have managed to lower thebeunof Employees even while

increasing sales.

Number of workers
270
300 -
214
250 -
177
200 -
121
150 A
100 -
50 -
0 T T T |
2006 2007 2008 2009

Cat-gato does not need to do market surveys bed¢hasget product market is very
similar everywhere. They tried to cooperate withe€@#rade once, but as with Hamé, they
were not happy with the job done by Czechtradethih opinion of Cat-gato, the “market
research” done for Cat-gato by Czechtrade hadahee qquality as taking a phone book and
just copying all companies stated there. It lackey personalized attempt to gain necessary
data through questioning these companies.

Cat-gato modifies its products according to custshepecial needs. What they need
to know they learn from customers and they do metdnto do further market research. For
example with cat boxes people in Germany like kg lmoxes but in the south of Europe
people prefer smaller ones. The same with aquarisoree customers might have different
requirements for the type of filtration so they aps first contact their customers and modify
their product according to customer’s wishes. Qotlagr way to know what people of which
country prefer is through visiting of exhibitionkthe target country.

They sell to wholesale trades most and then taicentetworks. However, this works
only with countries which are close to the Czeclpuddic so they are able to provide further

service, for example in Germany.

They have catalogs, they also tried advertisingernodicals but the same like with

Alfanametal, the price is too high and it is simplyt worth it because they do not gain many
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customers that way. They tried selling over thernmét in Germany but it was not worth it
because of the competition. What works are abowmtioned exhibitions in foreign
countries. It is quite expensive (about 400 000 LBHt it is good to establish contact. Of
course there is more work afterwards, within thaileiion everyone is interested but they
forget, so Cat-gato has to make contact and aathtto push for sales.

There are also some customers who approach Cabgatahe internet or through a
recommendation. The Internet helps them a lot wiimmunication with customers. 5 or 6
years ago they had to visit their customers moreraaw thanks to the internet everything is

easier.

Prices are not uniform everywhere. For exampldné@zech Republic they sell for a
higher price than abroad. This is mainly becaus# tompetitors have higher expenses for
logistics, and Cat-gato is also more flexible titarcompetitors.

Abroad they have more or less the same prices ebheng except for Switzerland
where purchasing power is higher. In other coastCat-gato decides according to quantity
demanded . Cat-gato offers special quantity distsoun

Cat-gato does not sell to individuals or companvék unprofitable low volumes. If
they sold to individuals, they would need to hirermmemployees just to do the paper work
and expenditures would go up, which could havelterrconsequences for the company.
Minimal order must be at least for 20 000 or 30 6ffwns locally or 2 500 Euros abroad.

For Cat-gato it is important to have reliable disitors to ensure that products will
arrive on time to their customers and also to ensglat their customers are able to pay for
goods. For example in England, they delivered gdmat the purchaser went bankrupt and
they have not been paid, so this was their biggdste.

On the other hand they were most successful in &eynmand France. But with
competition from China it is getting harder andd®arto maintain their market share. In the
Czech Republic Cat-gato manages to be number omeontuction of aquariums and for

example with production of cat boxes they do neteheompetitors in the whole Europe.
Other companies tried to acquire Cat-gato througfuiaition but Cat-gato was too

young then so they kept their independence. In dedbat-gato bought a wholesale trade
which went bankrupt.
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For instruction manuals they use mainly Englishenieh, German and also the
language of the destination country.

In general they are successful because they am@bleapf competing, the labor is
cheaper than in west Europe, they maintain highitguaith good materials, they have lots of
contacts, which helps too, they are flexible anié &b react quickly to demand. Companies in

west Europe need more tini&.

138 |nterview with Olivier Jansens, owner and directeCat-gato, June 17, 2010
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7. Conclusion and Vision for the Future

Charles IV imported the best and brightest in Ear@nd created what once was and
what can once again be the greatest land in Eurdpespite numerous setbacks, we are a
successful industrial nation with even greater e If we are to realize our potential, we
must examine our history to understand our presemipetitive advantages, and strategically
utilize these competitive advantages to profitaiplgrease our exports, gaining wealth to
further invest in our education and industrial base

In addition to increasing our international salds existing products, we must
determine what other industries might be suitabteekport growth? An examination of the
Czech comparative advantages suggests a numbeploftable industries.

Hamé has shown the market potential for processedtan The rolling hills are
perfect for dairy production, leading to flavorfaihd inexpensive cheeses. Niva is similar to
French blue cheese, but at a fraction of the psoeywe should market this to countries that
now buy the much more expensive varieties. Sormeeialpies, like Tvaizky, might never
become popular, even if it met EU production stadsla But Czech has many special cheeses
suitable for export, at very reasonable prices. &k not a large country, so we should
dedicate our resources to exporting these highevaeheeses, instead of producing for our

domestic market the low priced cheeses that cqubmhased elsewhere.

Our idyllic rolling hills also give us abundant punatural springs, which could
compete with the French Perrier that sells in Aogeribars for five dollars for a tiny bottf&.

Our spring water is used for our beer, and ouinglhills and highlands are perfect
for the growing of hopps. Hopps and water dictage taste of beer, and so our beer is the
most famous in the world.

So we should dedicate more agricultural land fadpction of hopps, and increase
production at the many good remaining local prodaiceA clever marketing firm could buy
from small unknown producers and market this woithnvas premium brands at premium
prices.

Our wine is also good, but nothing famous like beer. In Neruda’'s Romance about

Charles the Fourth, it is said that Czech windakis the Czech nation, dry at first but quite

139 nterview with MUDr. Jan Hrbek,March 25, 2010
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good once you got used to™f. But our wine lacks the refined qualities and tefian to
compete with wine from more suitable climates, s® should probably keep our wine for

ourselves.

Another growth area to exploit the political andafincial stability of our nation would
be to develop our banking industry. Foreignersehhistorically invested in dollars, but
events in the last decade have shown that the CZeoWn is a stronger currency. For
example, the CZK to Dollar exchange rate went frdin765 on September 21, 2001 to
14.50390 on July 22, 2008. The currencies in JapanChina dropped almost as much, and
the Euro and Pound have dropped considerably ggen the Swiss Frank has not been as
profitably stable as the Czech Crowh.

The Japanese currently save money 0.1% in Japbaess:*® If the Japanese had
invested their money in Czech banks, they woulcehdpled their investment as measured in
Yen.

Our competitive advantage in engineering and cridatshould once again be fully
utilized in military production. Two decades a@rechoslovakia employed 150,000 people
in military production, including heavy machineryNow we employ only 23 thousand,
producing 46 thousand Euro average each, for anadrtotal of 106,700,000 Euré® In
order to again become a weapons giant, it woultbéreeficial to distance ourselves for the
imperial powers dominating the world, and concdgtan a more neutral commercial status,
like Switzerland. They earned a lot of money whihe other crazy countries were killing
each other. They do not sell weapons to anyong,itawould be a bad idea to involve
ourselves in wars by selling during military engagats, but selling military hardware during

peacetime is relatively without risk.

Information Technology is big “question mark”. K#f* inSophy’s inPlal{®, and
other Czech programs offer the same features aosditt and SAP, but they do not have the
marketing muscle to compete, so they are not aslaops the western firms even in their

home market.

140 http://ireferaty.lidovky.cz/504/5261/Vyvoj-ceske gmie-2-poloviny-19-stoletiposted April 28, 2009
141 http://www.oanda.com/currency/historical-ratestracted July 7, 2010

142 hitp://www.bbc.co.uk/news/1013537dosted May 21, 2010
143EKONOM Casopis roku 2008&jslo 5, 4.10.2. 2010,page 44-45
144 hitp://www.karatsoftware.cz/extracted April 15, 2010
145EKONOM Casopis roku 200&islo 1, 7.-13. 1. 2010, page 23
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The key to marketing our IT systems may be panigewith a marketing giant. Czech
does not have critical mass for global marketingToSystems. | suggest Czech firms sell
their systems to Google, who will pay us a goo@efor the systems, and release them free
to the world, getting their profits from the adverig revenues they will attach to our

programs.

Czech Medicine has always been at the forefronprofiress. Komensky was the
teacher of nations. The science of genetics weasnied here, as were contact lenses, and
synthesized medications for AIDS and Hepatiti$*B.But to market globally, again Czech
firms turn to the west. Botanicus, a successfuepahdent producer of organic food, herbs
and cosmetics, has been expanding for years, thrénagchising. They now have a few
dozen shops in Europe and A814. This is great, but keep in mind that a franchisfenon-
organic food has a thousand times as many frarghiséer their golden arches. So we have
a long journey ahead of us.

If we exploit these and other potential export apyoaties created by our comparative
advantages, we can increase our comparative wealthtake our proper place in the world as
a prosperous nation with an ever-brighter fututeart@s IV imported the best and brightest to
Czech, and the results are still with us. We a&astided to be the greatest nation on earth, on
the threshold to the stars.

146 http://lwww.czelo.cz/dokums_raw/Biotechnology in_€lzgdf extracted July 7, 2010
147 ExoNOM Casopis roku 2008&slo 5, 4.10.2. 2010, page 24
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8. Summary

Tato prace je rozdena do pti pomysinych oddil, z nichz v kazdém se zabyvam
nécim jinym. Prvni sekce Zéna vypra¥nim o historii vzniku obchodu az po sasnost. Poté
plynule gechazi na historii zahramiho obchodu zastieného naCeské zem a ukazuje
vlady Karla IV., ktery sem nechal poslat mnoho aaknich femeslnik a obchodnik, se
Praha stala hlavnim dstem SvatéiSeiimské*® coZ n¢lo nemaly vyznam pro na$ budouci
rozvoj. Tento zahranni vliv je dodnes rozpoznatelny meegskymi lidmi.

Ovsem ne kazdé obdobi pro nds znamenalo pouzeacbziiRizné valky ndly na nasi
ekonomiku zdrcujici dopad a mnoho z naSich obyyaddlo.Cesky néarod se ale‘gs veskeré
okolni vlivy, i ty negiznive, vzdy dokazal vzchopit a pokowvat v rozvoji.

V dalsi sekci se za#tuji na pongérné vyhody a nevyhod§ech, kde rozebiramizné
druhy pamyslu, Zivotnich podminek a lidi. Tato sekce ukazde nasSe zemma skély
potencial pro dalsi rozvo;.

V nasledujici sekci se zabyvam marketingem. Ukajak je dilezité vybrat spravny
produkt vhodny k vyvozu, wtht prizkum potencialniho trhu a jeho velikosti, rozhodnioa
zaklad tohoto ptizkumu, jestli je nutha modifikace produkjaké jsou moznosti vstima
zahranini trhy, reklama a vyjmenovani hlavnich organizatéré jsou ochotny pomoci
exportétim.

V piipadovych studiich se zabyvastyrmi GsgsSnymi ¢eskymi firmami. Zainam
s potravinéskou firmou Hamé, ktera vyvazi do 36 zemitawa jejiz export tvidl v roce 2008
43% z celkového prodeje. Firma také pomoiZngch akvizici postupn skupuje svoji
konkurenci a to jak u nas, tak i vzahgana diky této politice se stala velmi @Spa.
Zarover produkty iliS neupravuji, zachovavaji grafiku i nazev a shai udrzeni stale
kvality. Pro propagaci svych prodikpouZivaji fizné reklamy. Pokud je reklama &3pa,
pielozi ji do jazyku dané zefma @ipadré nat@i reklamu s celebritou, kterd je v dané zemi
oblibena. Ze stale rostouciho obratizeme vidt, ze se firnd dai.

Daéle jsem se zaftila na troSku odliSnou firmu a to slévarnu S+C AHaetal, ktera
se sougkdi na odlévaniiznych odlitki. Je dc&inou spolénosti NNmecké Schmidt+Clemens

Group, takZze se musi pabvat vSem ndzenim své matské firmy. Ri ziskavani zadkaznik

148 hitp://www.mzv.cz/riyadh/en/trade_and_economy/intierl, posted August 11, 2009
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zkouSi vSe mozné jako nididad rozesilani dopis reklamu v éiznych novinach adast na
riznych vystavach i veletrzich. Takéipdad tizn4 sympozia a kontaktuje své potencialni
zékazniky, které si najde sama nebespdoporteni od stavajicich zakaziiikl jeji obrat za
lonsky rok byl znany, takze nizemefict, Ze slévarna velmi déd prosperuje.

Predposledni firma je Senior Automotive, ktera vyraidné hlinikové a ocelové
trubky do aut. | tato firma je pouze dicwu spolénosti Senior plc. Group, kterd ma
provozovny v 11 zemich. Jako reklamni kampa zvolili reklamu na internetu, pouZziti
katalogu a @ast naiiznych veletrzich. Tato firma se z&mje predevSim na export a u nas
prodava pouze 1% ze sveho celkového prodeje.

Posledni, row¥ Us@ESna, jeceska firma Cat-gato, kterd je vla&gta Belgéanem a je
zaneiena na vyrobu produktpro mala zviata jako nafiklad budky pro koky, akvaria,
hratky, pelisky a mnoho dalSich. Jako svoji marketingostrategii zvolili katalogy, reklamu
v periodikach, Gast na vystavach a zakaznici je oslovuji na dagriuod stavajicich
zékaznik. | tato firma exportuje téd 94% ze svého prodeje.

V posledni sekci se snazim na zaklpomsrnych vyhodCeské republiky odhadnout

oblasti pro budouciist exportu nasi ze¢n
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