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4 Product Development and the Product Value Chain 

4.1 Learning Outcomes 
• Describes ways to improve your product and increase your export earnings 

o Quality control 

o Standardization 

o Product design 

o Packaging 

• Understand the Product value chain 

• Be able to determine product price 

4.2 Module Content: Product Development and the Product Value Chain 

4.2.1 Product Identification and Selection 
One of the key requirements for engaging in the export business is to have the right products to 

export. What are the product benefits or what do consumers perceive as the product meeting their 

needs? Product development is a process which requires generation of ideas, screening, business 

analysis, development (eg Production, design and packaging), market testing and launching. Even for 

direct products like vegetables which may not require additional processing you may have to sort out 

issues such as varieties, taste, size, blemishes etc.   

There are also elements associated with your product such as specifications, styles, branding and 

packaging you need to think about. Product utility value can range from nutritional value, tastes, 

aesthetics, colour use and so on. The product must be of sufficient quality to be acceptable on the 

international market. This is also linked to the search of markets discussed below to which your 

product can be sold. The key point is to assess the suitability of your product for the export market.   

 

4.2.2 Product Quality 
The quality must be right and it must be maintained. 

Inconsistent quality is often an important obstacle to the development of the export trade of an 

SMME.  

Even when you can turn out products of high quality, production can be inconsistent.  As some 

goods are of high quality and some are not, buyers are never sure of what they are going to get. 

Quality may be generally good, but the product may vary from one lot to another in such aspects as 

colour or size. 

The result is the importers are not as prepared to pay good prices for these products as they are for 

more consistent products from suppliers they can rely on.  Worse still, they may not buy them at all, 

and the goods will remain unsold. 

An individual exporter’s products of poor or unreliable quality can damage the entire country’s 

reputation as a supplier.  Even if your product is of high quality, you might suffer from this national 

reputation. 

4.2.3 Quality Control Scheme 
One way of enhancing your product quality is to get product certification through the Quality 

Assurance Department of the Swaziland standards Authority (SWASA). This helps assure your 

consumers that your products meets a certain standard of quality.  SWASA will offer compulsory or 
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voluntary or a combination of both quality check certification. Compulsory quality check schemes 

are important if your product is expected to meet certain legal quality standards. 

Pre-shipment control can take the form of checks on consignments before shipment, or inspection 

and checks of goods during production. 

These quality control checks can have different objectives. They may seek to ensure that the 

products: 

 Meet the phyto-sanitary, safety and similar regulations of the importing country; 

 Meet the specifications set out in the sales contract; 

 Meet minimum quality requirements set by the government. 

Quality improvement can also be done through programs that include worker training and the 

provision of information on inspecting and testing procedures, and on quality standards. 

The Department of Quality Assurance has a list of approved testing laboratories which can carry out 

quality tests.  

4.2.4 The Need for Standardization 
Standardization, the establishment of agreed sets of specifications for specific products, is closely 

connected with quality control. 

Standards are very important in international trade. Through the International Organisation for 

Standardization (ISO) and the International Electro-technical Commission (IEC), the national 

standards bureau of many countries have agreed on international standards for numerous products. 

ISO has established a particularly important series of standards on quality systems, the ISO 9000, 

applicable both to manufacturing and services. ISO 9000 is distinguished by the fact that the 

implementation of its standards is increasingly essential to gaining entry into markets in developed 

countries. 

The Eswatini Standards Authority was formed by the Government of Eswatini through the Quality 

and Standards Act (10) 2003, and has the mandate of promoting standards and quality in local 

industry, commerce and the public sector and is also the sole custodian of all issues regarding 

standards and quality in Eswatini.  

 To support SMMEs to ensure they produce quality goods and services which are acceptable 

in the domestic and foreign markets 

• Legislated and Voluntary standards Certification  (Certify management processes; Certify 

Products) 

If a contract specifies that the goods are to correspond to a recognized standard, the buyer knows 

exactly what to expect and the seller knows what he or she is obligated to deliver.  This obviously 

simplifies buying and selling and prevents uncertainty and misunderstandings. 

Standards for primary commodities: Standards exist at international level within most commodity 

trades. For primary commodities, international standards cover grading, storage, packaging and 

conservation during transport as well as sanitary and environmental issues.  An exporter of primary 

commodities who does not comply with these international standards must sell on the basis of 

samples. Buyers will usually pay a comparatively low price for such products as they will consider the 

possibility that actual consignments may vary from the sample. 
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Standards for manufacturers: Standards become even 

more necessary as a country exports more 

manufactured products. Then, the international 

standards apply not only to the quality of materials, but 

also to many aspects of product design. For example, if 

a consumer purchases a table lamp she wants to be 

certain the lamp will receive her bulbs and that its plugs 

fits into standards wall sockets. 

 

Establishing standards: To export, international 

standards should be the most important to you. When 

there are no established standards, the process of 

standardization must start within your company.  To 

obtain information on standardization procedures, you 

should turn to SWASA.  

 

4.2.5 Production Process 
Resources and capabilities. The product value chain is 

about understanding the processes that got into the 

production of your product. You need to make a 

thorough analysis of your firm’s situation and rectify any 

deficiencies which might interfere with your production 

capacity. This may include not only ensuring a reliable 

supply of raw materials but also deal with seasonal 

variations of raw materials which may arise. Be careful 

of wholesale upgrade of process and production 

equipment’s which might be very expensive before your 

market is fully tested. Incremental or organic growth is 

preferable.  

It is obvious that you must master the production 

process to ensure good quality for your products. In 

some cases, the production process may be similar or identical to processes used in other countries. 

You could infringe on an existing patent for such a process.  Under the Uruguay Round’s Agreement 

on Trade-Related Aspects of Intellectual Property Rights and the Agreement on Trade-Related 

Investment Measures, the holder of the patent could take action against you and perhaps damage 

your company seriously.  You must therefore make sure that there is no patent or related legal 

protection in regard to your production process or the goods you intend to produce. The Intellectual 

Property office will assist in this regard. If a patent exists, you could think of producing goods under 

licence.  This means that you may use the production technology but that you must pay for it. 

4.2.6 Product Design and Appearance 
Ensuring that the products are up to standard in terms of quality and specifications is only part of 

what is needed to make them right for the market.  Products have to look right in the eyes of the 

consumer and they have to function in the way the consumer wants to use them. Numerous SMMEs 

all over the world have learned this at great cost.  Two SMMEs can make similar products radios, say, 

or shoes or any other manufactured or even handicraft product and they can be of the same high 

quality and sell at the same price.  Moreover, both SMMEs can be equally efficient in their delivery, 
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sales practices and servicing. Yet the product of one SMME can be a great market success, while that 

of the other SMME fails.  

The only difference may be in the appearance of the products. Quite simply, the final consumers 

liked the look of one product and did not like the other. Thus the way a product looks is obviously 

crucial for consumer goods.  

However, there is much more to product design than the way the product looks.  How it functions is 

just as significant and often more important. 

On one level, product design is largely a matter of what is often called styling making a product look 

more attractive to particular groups of buyers.  Essentially, however, product design is concerned with 

the functional design of the product, what is known as “industrial design”.  This means making the 

product function effectively in the situation in which it is to be used.  It also covers the technical and 

economic problems involved in manufacturing, handling, shipping and storing it.  For example, 

reducing the number of joints in a product can simplify manufacturing; designing chairs so that they 

can be ‘nested’ against each other can cut shipping and storage costs. You can see that good industrial 

design can make a product more attractive to buyers. It can also increase its producer’s profits by 

reducing his or her costs. 

4.2.7 Designing for Export 
The problems of achieving good product design increase when one enters export markets. 

One reason is that tastes vary from one country to another. In some European countries such as 

France, for example, many consumers still prefer what Scandinavians would consider old-fashioned 

furniture, and the colours and styles of clothing that appeal to many Mexican men would be 

unattractive in Germany. 

The functional requirements of products also vary from market to market. For example, did you know 

that the arms of French men tend to be longer in proportion to the rest of their bodies than those of 

Germans? A manufacturer of men’s suits who wishes to export to France and Germany would have to 

take that into account.  If a firm wished to export chairs to a particular market, it would have to know 

how the chairs are most likely to be used to design them properly.  For example, they might be used 

as outdoor garden furniture; that would require a finish different from that of furniture used indoors. 

Finding out about these differences in product requirements is obviously much more difficult if you 

are a long way from the market. 

Export product often have to go through three or more stages of transport between the factory and 

the consumer, and at each stage they are likely to be subject to rough handling.  They may be 

exposed to sea water or dampness or insect infestation, and may pass through extremes of hot or 

cold.  After the product reaches the market, it may need further protection when it goes through the 

various stages of distribution and even when it is in storage. 
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Figure 7: Illustration of a Label  

 

4.2.8 Packaging and Sales Promotion 
The sales promotion function of packaging is essentially important for consumer products when they 

are exported in the packs which reach the final consumer.  Very often consumers obtain their first 

impression of product when they see it on the store shelf, usually side by side with competing 

products. In effect, the packaging must act as the exporter’s salesman; it must make consumer feel 

that this is the product they want, and not the others that are also on display. 

The design of a product’s package can greatly influence how easy it is to use, and therefore how 

attractive it is to consumers.  This may be related to its size or volume, its volume, its shape, or the 

way it opens and closes or dispenses the product. 

Packaging has at least five major functions: 

 Protecting the product against damage and spoilage 

 Easing handling and transport 

 Informing the buyer about the contents 

 Stimulating purchase of the product by the final consumer and 

 Making the product easier to use. 

You should consider these functions and look at the packaging of your product(s) and reflect on 

what can be improved. Also consider the legal requirements for packaging in foreign markets (e.g. 

recycling obligations which are growing ever more stringent) and in regard to international 

transport. 

4.2.9 Production differentiation 
The combined effect of quality, design and packaging is what we have called the “product” in this 

discussion.  Any of these elements can be changed, like the ingredients of a recipe, to obtain a 

different effect.  This leads to what is commonly known as “product differentiation” 

From a marketing point of view, product differentiation is a very important and powerful tool. In fact 

it is a necessary condition for the success of your export business. If there is no differentiation 

between products of two SMMEs in the perception f the consumer, why should the consumer prefer 

one product to the other? The niche that a product looks for in the market is dependent on how 
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differentiated it is from other similar products each product has to find its unique selling points. It is 

important that your product be perceived by consumers being different from the others. 

 

4.2.10 Product Pricing  
Pricing is a main element of the marketing mix.  Nevertheless, you should recognize that all elements 

of the marketing mix are interdependent. Thus product differentiation will change costs, hence the 

price. Channels depend on the product, and choice of a specific channel means a particular cost, 

affecting the price and so on. 

In export marketing you often have to accept a price for your product that is lower than the price 

you can get in the home market. This is why business people are often reluctant to go into exporting.  

They overlook the fact that exporting can be profitable even if prices sometimes do have to be 

lower. 

To understand why we can market at a lower price and make profit, we must examine the whole 

question of costing and pricing. 

Your decision on what price to set for your product(s) will have to consider: 

 Your costs 

 The market 

 The intended profit margin 

 

1. What are your costs? 

First we have to define the term “cost” 

A cost is the amount of expenditure incurred on, or attributable to, a specified thing or activity. 

The cost of production and your market and delivery costs can be major cost items. There are also 

overhead costs. 

Overhead costs, also called indirect costs, are costs that can be directly attributed to a product. Let 

us take a simplified example. 

A factory has three different products (A, B, C) and three workers. Each worker works on one 

product only.  One foreman supervises them. In this case, the direct cost for each product is clear; 

the salary being paid to a worker working on one specific product. But what about the foreman’s 

salary? He supervises all the workers and hence covers all products.  As his costs are not directly 

attributed to one product only, they are overhead costs.  One appropriate way of taking into account 

these costs would be to charge each product with a third of the foreman’s salary, provided that he 

spends almost the same amount of time on each product. 

2. How much will it cost to produce? 

The cost of production varies with quantity produced. Example, 5 000 pairs of shoes cost more to 

produce than 500 pairs.  However, the cost per pair is less.  In other words, the unit cost decreases 

as the quantity increases. There are fixed costs to be paid no matter what quantity is produced. 

Examples are the factory rent, the cost of machinery, the wages of the factor manager. The more 

units produced the more these fixed costs can be spread, reducing the fixed cost per unit. 

On top of these fixed costs are the variables costs, which rise as the quantity produced rises. 

Examples are the cost of materials, direct labour, fuel and power. 
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3. Marketing and delivery costs 

Production costs are sometimes regarded as the only important times when costing and pricing a 

product.  However, marketing and delivery costs can be just as significant, particularly in export 

marketing.  For example, you have to take into account the costs of holding stocks (capital and 

physical storage costs), packing and transport, commissions, advertising, sales trips, etc. 

Marketing and delivery costs can also be divided into fixed and variable costs. For example, a 

salesman’s salary is a fixed cost, while his commission is a variable cost.  It is not always easy to 

distinguish the fixed and variable costs of marketing and delivery, but it is important to try to 

differentiate them when pricing your product. 

4. Break-even price 

We have to pay fixed costs regardless of the quantity we produce.  These costs include the factory 

rent, the cost of basic machinery, and the wages of the factory manager and the costs of the sales 

office. 

On top of these fixed costs are the variable costs which rise as the quantity produced increases. 

Examples are the cost of materials and direct labour, the cost of oil and electricity to run the machines, 

transport, your agent’s commission and so on. By dividing your total costs (Fixed cost + Variable Cost) 

by the quantities produced you get your unit cost. This is your breakeven price. If you market above 

this price you make a profit. 

Getting the highest price for your product or marketing the maximum number of units are not 

necessarily the ways to earn the largest profit.  The trouble with trying to increase your profit by raising 

your price is that higher prices usually mean fewer sales.  On the other hand, marketing more units by 

lowering your price could simply mean lower revenue from sales.  The successful marketer is one who 

sets his or her price at the level where revenue from sales exceeds total costs by the largest margin. 

Finding this point is what pricing policy is all about. 

5. Marginal costing 

Export sales at the same price as home sales can obviously earn extra profits. Assuming you are 

operating below full capacity, the greater volume will mean lower unit costs of production and 

higher profits per unit on every sale, domestic and export. 

However, it is often true that lower prices do have to be charged abroad in order to compete with 

other suppliers or to surmount tariff barriers, among other reasons.  It is also true that promotional 

and other costs may be higher in foreign markets. 

Business people are naturally reluctant to reduce their prices. If they can obtain a certain level of 

profits at home, why should they bother exporting their goods at a low profit (or no profit) or 

marketing them at home at a high profit, their choice would at first glance, be obvious.  But should 

this really be the choice? Often, a company will have more production capacity than the domestic 

market can absorb.  If it does not expand its sales by exporting, it will not expand sales at all. 

Therefore, even if it accepts lower profits on its exports, these are still profits it would otherwise not 

make. 

Business executives may accept this only to find that they must export at a price that is lower than 

the price they have calculated as their break-eve price. They therefore conclude that they make no 

profit by exporting. 

They may be right. On the other hand, they may be analyzing the situation incorrectly and missing 

profitable sales. 
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The key to calculating your export costs to see how low you can set your prices is to look at your 

marginal costs. 

Let us assume that a company goes into export and maintains its home prices but has to reduce its 

export prices in order to sell. Instead of calculating costs for export sales on the same basis as for 

home sales, the manager looks at them differently. 

He figures that his fixed costs are already covered by his home sales he would have these fixed costs 

whether or not he exported the additional products. He therefore calculates only extra costs 

involved the variable costs of the extra products for export. These are his marginal costs (also called 

incremental costs, but we will not use the expression). As the marginal costs is lower for his export 

products than the unit cost of products for the home market, his break-even price for export is also 

lower. 

The techniques of marginal costing can reveal the true costs of exporting, and the extent to which 

you can reduce your export price and still make profit. 

The key to marginal costing is to view your home sales and your export sales as separate 

compartments and to consider your export sales as extra sales. If you are recovering your fixed costs 

with your home sales, you can consider the extra cost of the additional products made for export as 

variable costs. This means that your break-even price for exports can be far lower than if you had 

calculated it on the basis of both fixed and variable costs.  Note that marginal costing is valid only if 

no additional investment is required for export production. 

6. Creative pricing 

Marginal costs are often so low that they give you great scope for aggressive price setting, or for 

heavy expenditure on initial or continuing promotion, or for absorbing the extra costs involved in 

exporting. 

Creative pricing means taking advantage of the flexibility you have between the lower limit of your 

break-even price and the upper limit of your competitor’s price for similar products. 

Marginal costing is probably best used not to lower export prices, at least not too low nor for too 

long a period, but to justify higher expenditure on marketing.  Generally, the successful firm is one 

that sells at a high price than the lowest in the market.  It is able to command this price level 

because its product incorporates higher values, such as: 

 A good brand reputation, created with the help of a substantial investment in promotion. 

 Reliable quality, service and delivery 

 Ready availability from better placed and more reputed retailers, wholesalers or other 

marketing channels 

 Representation by efficient and trained sales persons  

 Effective and attractive packaging 

Lower prices may be an effective marketing tool in the short or the long term.  However, it is 

important to remember that this is only one way of using a cost advantage, and the advantage can 

easily be removed by a new entrant in the market with an even lower price. A market position 

secured by product quality and effective marketing is far harder to dislodge. 

A decision on the right pricing policy depends on: 

 Your overall analysis of the market 

 The prices and marketing positions of competitors 

 Cost levels in your firm 
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There are three main pricing policies open to a firm, namely: 

 Cost-oriented pricing 

 Market –oriented pricing 

 Competition-oriented pricing 

Cost-oriented pricing or “cost plus” is the simplest and most widely used policy. A computed cost is 

determined for each unit of production and to this base cost a percentage or absolute mark-up is 

added to determine price. Break-even pricing and marginal cost pricing, which you have just studied, 

follow the cost-oriented pricing approach. 

Demand-oriented pricing relates to the intensity of demand as expressed by consumers.  A high 

price set when customer interest is h high and a low price when customer interest is low. Actual 

costs may be the same in both cases. 

Competition-oriented pricing is based on the actual or anticipated behaviour of competitors. 

Companies using this approach do not seek a relationship between prices and costs or market 

demand. Instead, they fix their prices in relation to what their competitors are doing, maintaining 

prices at current levels if this is what the competition is up to. 

To fix your price for an export market, you should consider cost, demand, and the competition. 

7. Making a quotation 

When manufacturers receive an enquiry about their products, they quote the customer a price.  

Quoting for orders in the home market is relatively simple.  Manufacturers know what their 

production costs are and they can quickly calculate a selling price that will give them a profit. But 

when they are quoting a price for an export order, they must take into account a whole setoff extra 

costs, and they must know which of these the buyer will take care of, and which ones they 

themselves will have to cover. 

Table 3: Export Costing Sheet 

 
Quoted to:                                                                                          Date:        _______________                                         
 
Unit: _____________________________________________________________________         
 
Gross weight                                                                  Cubic Measurement_________________ 
 

Item Cost 
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4.2.11 Activities 
1. Discuss and answer the following; 

 For what purpose is your product been developed and how would the product be used? 

 What area the distinctive properties does the product have? 

 What benefits  is the consumer  expected to gain 

 Which consumer segment of the market does you product serve? 

 You may want to protect your product competitive advantage by taking out a patent 

protection. Which office deal with Patents in Eswatini? 

 

2. Work out a price for your selected products?  

  


