Final exam part I

Kodak In Russia

In the early 1990s, Kodak entered Russia. Kodak's entry into this market posed a number of challenges. Russian consumers had little knowledge of Kodak's products, and the consumer market for photography was very underdeveloped. Moreover, apart from state-run stores that were generally poorly run,. There was little or no infrastructure in place for distributing photographic equipment and films and for processing film. To compound matters, Russian consumers were poor and unlikely to be able to afford all but the most inexpensive cameras and films.

When Kodak invested more than $10 million into a paper-finishing plant in the Yaroslavl region, there was a good deal of nervousness on the part of both the company's Russian division and its head office.

After all, the experiences of other companies investing in Russia have not always been happy ones. 

But reflecting on the decision two years after the plant began operating, Thomas D. Garman, Kodak's general manager in Russia, said the project has been "a success" and describes the relationship between the company and regional authorities as one of: "You keep your word, we'll keep ours." It was a departure from what the company had anticipated.

Kodak rented a large building in Yaroslavl from Russian photography equipment manufacturer, Slavich, to establish the paper-finishing facility. 

The multinational also negotiated the salary policy and working conditions of its new employees through Slavich - taking all its staff from the struggling Russian manufacturer. Garman says that - "touch wood" - the company has had no problems to date with labour relations. Indeed, the general manager has been impressed with his employees' performance.

"It is not pushing the point to say that production and efficiency at the factory in Yaroslavl is better than that in the U.S. and U.K.," Garman said.

The plant produces photographic paper used for Kodak prints throughout Russia.

In the early 1990s, the company began its own operations in Russia, choosing not to go through a subsidiary, a decision the general manager described as "in 20/20 hindsight, the best thing to do."

"In the ensuing years, we grew phenomenally," Garman said of the period after establishing itself in post-Soviet Russia. "The Russia operations were a star performer for Kodak, with sales leaping from a few million to close to $200 million in the space of three or four years." 

Kodak's burgeoning camera sales in Russia, however, came to a screaming halt after the financial crisis of August 1998, as the population's purchasing power was dramatically reduced. The company was forced to shed 200 staff and is down 40 percent this year on last year. And it wasn't only camera sales that were hit. 

"We sell the machines, paper and chemistry for photos to shops, and after the crisis businesspeople simply stopped investing in machines," Garman said.

However, despite the drop in camera and machine sales, the population continued to take photos. Broadly, the company needed a new strategy to adapt to the changed economic circumstances, he said.

Recognizing the limited income of Russian consumers, Kodak's product strategy has been to sell lower-end film and cameras. Kodak offers simple cameras for around $20 to Russian consumers, something that the company can afford to do because the cameras are made locally.

Kodak began offering a new film, parallel to its respected Kodak Gold product. Garman described the new Kodak color, produced with Russian packaging at a cheaper price, as "not quite as high quality" as Kodak Gold, "but better than its competitors."

"We continue with Kodak Gold as our premium product, but you can not ignore the pressures on consumer spending - people are accepting lower quality because of the lower price, and we had to respond to that."

"People have to take photographs," he added.

Today, Kodak employs 300 people in Russia, five of whom are expatriates.

In a bid to break the post-crisis stagnation in camera sales, the company is looking to sell to the "premium market," to travel agencies and wealthy companies such as LUKoil.

Garman says Kodak's aim is to encourage a company like LUKoil to give a camera as a present to a valuable employee rather than a book or a bottle of vodka.

Although Russia has a long tradition of photography, camera ownership is relatively low at 50 percent, Garman said. In Japan or the United States, levels are about 90 percent. 

Kodak realized that it needed to build a distribution channel for its products. Rather than invest directly in its own stores, the company set up a franchising program to open Kodak Express stores throughout Russia to sell its products and develop film. Presently Kodak has a licensing agreement with 700 photo businesses in Russia. Garman said that under the agreement, the businesses use Kodak products and produce products of Kodak quality, while the company concentrates its market support on promoting the name Kodak Express.

"Our objective is to expand the program as much as we can to be like a photographic McDonald's," Garman said. "Maybe not so large as McDonald's, but we are looking to achieve a competitive advantage nationally."

At the same time, Kodak has a couple of smaller operations, including establishing cinema laboratories in Russia (for Mosfilm and others) in order to process film and make copies for movies.

Garman said that, traditionally, cinema directors have been afraid to undertake such operations in Russia - preferring to have the work done overseas for quality reasons. Kodak has helped establish two or three laboratories, according to Garman. 

The company has also opened a Kodak cinema near Pushkinskaya. The aim is, Garman says, to provide a showcase to the public of the best possible cinema equipment for soundtrack and visual images on screen.

"This sort of thing is not going to produce a huge profit for the company. But it won't lose money - it is a feel-good [effort]," he says. "What it has done, though, is encourage other cinemas in Moscow to improve their equipment so that the public receives higher quality images and sounds."

1) How did the Russian differ from markets in developed Western nations? How were these differences likely to impact upon demand for photographic products?

2) Which overall strategy is Kodak pursuing and explain your choice? (i.e. Global standardization, localization, transnational.)

3) What entry modes has Kodak chosen? Explain the advantages and disadvantages of  each of these modes.
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