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The purpose of this thesis is to identify attractive foreign markets for Kyrö Distillery
Company. A small company with limited resources, it needs to make the right
choices in their internationalization process to be able to succeed. Market research is
needed. The amassed theory at the beginning gives insight and a general framework
that we follow later in the empirical part; should they go abroad, where should the go
and how are answered.

After analyzing the company, the industry and all the necessary forces affecting the
environment it was evident that they are ready to start their internationalization
process and that the time is opportune. They have a quality brand that will not shy
away even under closer inspection and their biggest impediment is access to
distribution channels.

After concluding that the company is fit to enter foreign markets a system of ranking
countries in our target region was formed. Market data was painstakingly collected
and analyzed resulting in an a priori list of attractive foreign market options to aid in
the company's decision making. Finally we concluded that according to the
transaction cost theory, it is beneficial for Kyrö Distillery Company to engage in
partnerships, where local companies handle logistics and sales on their behalf.
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Tämän diplomityön tarkoitus on tunnistaa Kyrö Distillery Company:lle houkuttelevia
ulkomaanmarkkinoita. Pienen yrityksen, jolla on rajalliset resurssit täytyy tehdä
oikeat

päätökset

kansainvälistymisprosessissaan,

jotta

he

voivat

onnistua.

Markkinatutkimusta tarvitaan tähän tarkoitukseen. Alkuun kerätty teoria avaa aihetta
ja antaa puitteet empiirisen osan tarkastelulle; Pitäisikö heidän ollenkaan lähteä
ulkomaille, minne heidän kannattaisi mennä ja miten? Kaikki nämä kysymykset
saavat vastauksen.

Yrityksen, toimialan ja sen

ympäristöön oleellisesti vaikuttavien voimien

analysoinnin jälkeen oli selvää, että yritys on valmis kansainvälistymän ja että aika
on otollinen. Heillä on laadukas brändi, joka kestää lähemmänkin tarkastelun, mutta
heidän suurin hidasteensa on pääsy jakelukanaviin.

Todettuamme,

että

yritys

on

valmis

lähtemään

ulkomaille,

kehitimme

arvostelujärjestelmän jonka avulla pystyimme järjestämään kohdealueemme maat
parhaimmasta huonoimpaan. Markkinadataa kerättiin tuskallisen pitkään ja laajalta,
jonka jälkeen sitä käsittelemällä saimme maat järjestykseen. Viimeiseksi totesimme,
että transaktiokustannusteorian mukaan yrityksen tulisi muodostaa kumppanuuksia
joissa kohdemaan yritys hoitaa logistiikan ja myynnin.
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INTRODUCTION

Craft distillation is a rising trend. Originating from the United States, the small scale
production of premium spirits has now taken over the United Kingdom and is
working its way through the rest of Europe. On the craft brewery side of the same
phenomenon companies like Brewdog have found international success. The number
of small scale distillers of premium spirits is rising and many of them operate mostly
on their domestic markets. However, the spirits industry is very global and
concentrated in the hands of a few multinational enterprises and small distilleries are
very susceptible to competition. To flourish in the spirits market a craft distillery has
to eventually find business opportunities abroad. This adds pressure on craft
distilleries as they are generally small companies with limited resources.
1.1

Research background and objectives

The focus of this research is a Finnish craft distillery called Kyrö Distillery Company
(or KDC) and their position in the global spirits industry. Their offering consists of
two different premium rye spirits: gin and whiskey. The main focus of this research
will be on gin as their whiskey is still maturing. The company mostly focuses on ontrade of spirits. They have been simultaneously penetrating the Finnish market and
looking for market opportunities abroad.
Kyrö Distillery Company wants to find foreign markets with demand for their
offering as well as a system to rank a country's potential as a market. Given their
limited resources they can only enter a limited amount of markets at a time. Choosing
the right markets and thus maximizing the long term gain from the committed
resources is the goal of this research. Thus it follows that the most important and
guiding research question is:
1. How can we identify the best foreign gin markets for Kyrö Distillery Company?
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Additionally and related to this question we will look at how well the firm is prepared
for internationalization. The mindset in the company is very set on entering foreign
markets, but is it possible that the company would be better served by further
solidifying their position on their domestic market? From there follows an additional
but a very important research question:
2. Is Kyrö Distillery Company ready to enter foreign markets?
Finally, if the company is ready to enter foreign markets and there indeed are
attractive market opportunities abroad how should internationalization be handled? A
second additional research question is formed:
3. How should Kyrö Distillery Company enter the most attractive foreign markets?
The logical way to process this is to answer the second question first, then proceed on
to the main research question which is of the most interest to the company. Finally,
should there be potential markets within the company's reach, the third research
question should be answered.
1.2

Research scope and focus

This research only explores one Finnish craft distillery and their environment. All
that applies to them is not necessarily applicable to all craft distilleries. The research
focus is on the internationalization process of the company and all other aspects of
company management have been omitted.
Geographically, the international market selection is limited to the European
union(EU), Norway and Switzerland as requested by the company. As the scope is
quite large, the focus is limited to some aspects. The research addresses logistics on a
very general level and says nothing of how it should be handled. In addition, target
market distribution channel quality or quantity are not explored. The idea is to give
KDC a relatively detailed market overview based on which they can plan their
internationalization. Finding potential partners or distributors is left to them.
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International marketing mix formation, implementation and budgeting are also left
out to keep the scope manageable and also because this information was not
requested by the issuer of this thesis.
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1.3

Research structure

The structure of this thesis follows the general model and is illustrated in Figure 1.

Chapter(s)

Input(s)

Output(s)

1-1.2

Research background, objectives and scope

The premise for the thesis

1-1.3

Research methods and structure

Validity, reliability and
generalizability of the thesis

2

Theory on internationalization motives

A framework to decide whether to go
abroad or serve the domestic market

3

Porter's five forces, value chain and external
forces affecting the industry

Tools to analyze industry and firm
level competition

4

Theory on evaluating foreign market
potential

Tools to develop country ranking
criteria

4.1

Transaction cost theory

A framework used to make entry
mode decisions

5-5.2

Kyrö Distillery Company introduction

More on the premise for this research
and general firm information

6

Chapter 2 theory

The firm would benefit from going
abroad

7

Chapter 3 theory

A spirits industry analysis and KDC's
positioning in it

8

Chapter 4 theory

Indicators and a system to measure
foreign market potential

8.1

Regression analysis of reliable market size
data

Market size estimates for the
remaining countries

8.2-8.6

All the gathered data

Country ranking based on all the data
gathered

9

Chapter 4.1 theory

Entry mode decision for Kyrö
Distillery Company

10

All the data gathered

Conclusions

Figure 1. Structure of the thesis.
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Chapters 1 to 1.3 are introduction chapters giving an overview of the thesis, premises
for the research and methods of research. Chapters 2-4.1 provide the theoretical
context needed to examine the internationalization of Kyrö Distillery Company. In
chapters 5-9 market data is gathered, sorted and analyzed using the theoretical
framework we have established in the previous chapters. In chapter 10 the
conclusions of this thesis are presented.
1.4

Research methods

This thesis is in essence a market research study and quantitative research methods
are better suited for market research than qualitative. The case study is more
prevalent in qualitative research, but can be used in quantitative as well. Case study is
not a research method, but a way of approaching a problem. As the sample size
consists of only one company and their needs, case study was the natural way to
proceed with this research. The idea is to find relevant market information and
operationalize it if necessary, so that we can measure market potential statistically.
This will also allow us to easily compare and rank countries by their potential. For
example, the buyer sophistication indicator used in this thesis is an operationalized
measurement of a phenomenon that is not directly measurable. (Saunders et al. 2009,
35, 125)
Statistics are often employed in quantitative research and so is the case in this thesis
as well. Regression analysis based on reliable market information is used to estimate
market sizes for countries of which there was no reliable information available.
Codification and re-specification of the data gathered was necessary before it could
be used for the regression analysis as the raw data came in all different shapes and
sizes. (Saunders et al. 2009, 462-463)
When it comes to the generalizability of the results, one must bear in mind that this is
a case study with a sample size of one company. A big part of the market research
data is usable as is, but some of the indicators are Finland-specific and do not apply
to companies outside the country. (Saunders et al. 2009, 158)
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There is, of course, the question of the validity of the chosen indicators and how that
affects the validity of the results. In this thesis we are looking for a market that has a
demand for a premium product. How then does one measure the demand for premium
products versus economy products? Two indicators were set up for this purpose: a
buyer sophistication index and the value/liter of imported whisky, which is more
industry specific. These two indicators and differences in them were measured and
used to operationalize the level of premium demand. Other researchers might want to
use different indicators for the same job. In any case, these indicators produced
information that is in line with supporting information and in the researcher's opinion
they are valid and provide valid results. (Saunders et al. 2009, 157-158)
This brings us to the reliability of the thesis. With the data provided, the results can
be reliably duplicated as many times as is needed. The bigger question is the validity
on which the reliability depends on. Invalid data can provide very reliable results, that
are of course invalid. (Saunders et al. 2009, 156-157)
Data gathering was done using mainly external secondary data, although it is
combined with interviews of industry professionals. Also known as desk research, it
allows market information to be gathered quickly and at low cost. External implies
the data is generated by sources other than the one the research is intended for.
External secondary data sources are divided into three categories, all of which were
used in this master's thesis:
1. Published materials such as books, magazines, journals, reports published by
various sources such as trade associations, governmental and non-governmental
organizations.
2. Computerized databases offer all sorts of different materials online.
3. Syndicated services or sources are companies selling data that is relevant to the
customer, but not primary information tailored for the customers needs. For example,
both Euromonitor or IWSR report on different spirits markets.
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This research is based on combining secondary data from various sources to produce
relevant market research information. The drawback of this method is how relevant
the information available is to the research. Also, another major drawback is the
reliability and validity of secondary data. (Malhotra 2007, 106-121)
The vast majority of data was collected from online sources, as is evident from the
reference list. Spirits industry sources were widely used. MNE competitor's reports,
spirits international industry publications were among the more informative ones.
More reputable magazine articles were used, such as Forbes. Some information had
to be discarded due to the low reliability of the publisher or writer. Some of the
information could not be codified or modified into a form that could be used for the
regression analysis or the thesis in general and had to be discarded.
Interviews were conducted with the founders of Kyrö Distillery Company and these
interviews formed the basis for further information gathering. They also provided a
background for the company and the reasons why they want to go abroad. Internal
and external forces affecting the company were discussed as well as potential foreign
markets and their peculiarities.
Other interviews included an email exchange with Nico Van Meensel of The Belgian
Gin Club. Market information was lacking for Belgium and he graciously provided us
with a host useful information. This contact was suggested to us by the Belgian
Embassy of Finland.
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2

STAY AT HOME OR GO ABROAD?

Without a doubt the most important question to be answered before dreaming of
increased market share, revenue and profits from foreign markets is "would it not be
better to stay at home and focus on domestic markets?". Solberg (1997, 18) states that
companies with weak domestic market positions and limited international experience
would be better served solidifying their home market position and performance
before they hope to engage in international activities. When then is the right time to
take your business abroad?

Figure 2. The nine strategic windows (Solberg 1997, 11).
The figure above can be considered a generic framework for determining what
internationalization action to take, if any. On the horizontal axis the degree of
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industry globalization is explored in conjunction with the preparedness of a company.
Local industry is characterized by local actors competing for market share amidst
fragmented competition. Plumbers and hairdressers are given as an example. (Solberg
1997, 11-14)
Potentially global industries are industries that have the potential to go global given
the right set of globalization drivers. These drivers include, but are not limited to,
demand homogenization, trade and capital market liberalization, firm activities in
global markets, the technological environment, infrastructure, the concentration of
customers and the distribution structure. These industries are characterized by
fragmented competition with an element of export activities. Foreign trade is
important, but no dominant players have risen. Furniture, clothing and building
materials are an example of this type of industry. (Solberg 1997, 11-14)
At the far end of the scale, global industries have a set of dominant global players on
the market and are then supplemented by smaller companies specialized in smaller
segments. For example the airliner industry with Boeing and Airbus being the
dominant players and smaller ones like Cessna and Fokker occupying smaller
segments. (Solberg 1997, 11-14)
Preparedness for internationalization on the other hand is reflected in the firm's ability
to carry out international operations. Indicators for preparedness include a dominant
reference market position, management's international experience and skills and the
degree of international culture embedded in the organization. Solberg (1997, 15)
stresses that many researchers have identified management commitment to be the
key to successful exporting activities. With every gradual and successful international
activity the company's management's attitudes are little by little molded towards a
more proactive direction. Immature companies generally do not export or have
limited export activities. They also do not have a dominant position in their home
market(s). Adolescent companies either have a good position domestically and lack
international experience or vice-versa. Mature companies are already dependent on

10

international sales. Worth noting is that small and medium sized enterprises(SME)
can occupy notable global market shares when focusing on a narrow niche of
expertise. (Solberg 1997, 15-17)
Sylvest & Lindholm (1997) in their study of internationalization of Danish SME's
that older companies established before 1960 generally limited their options to going
to a nearby country or not going at all. Young SMEs, established after 1989, were
more in touch with global trends and entered more distant markets earlier. Their
sample size of 16 companies leaves room for improvement. To conclude, it should be
made clear that preparedness for internationalization has to be considered relative to
the target market(s). (Yip et al. 2000, 29-31; Sylvest & Lindholm 1997, 131-139)
According to the knowledge based internationalization model, market information is
key in the early stages of internationalization and research has also shown that firms
using a systematic planned approach to internationalization in contrast to intuition
have fared better. (Yip et al. 2000, 29-31; Mejri & Umemoto 2010, 162-163)

Figure 3. A classification of export motives (adapted from Albaum & Duerr 2008,
76).
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Basic goals of any international escapade undertaken by a company are return on
investment(ROI), return on sales, profit maximization, growth and stability over
some given time span. Other more specific goal also exist. Figure 3 takes a closer
look at the different motivators or reasons that drive companies to export. Proactive
motivators can be seen as opportunity seeking activities actively undertaken by the
firm. Reactive motivators are closer to problem solving activities that arise from
taking a passive stand on internationalization. (Albaum & Duerr 2008, 74-76)
A managerial urge in SME's generally means that a part of company management
feels passionately about internationalization. Managers who were born and/or have
lived abroad for extended periods of time are generally more cosmopolitan. This
paired with information and contacts from foreign markets drive companies to export.
(Albaum & Duerr 2008, 76-77)
Market advantages refers to specific knowledge or access to information that gives
the company an advantage over its competition. A unique product in itself can be a
market advantage and paired with a strong brand the company is better shielded from
competition. In other words these market advantages can serve as entry barriers for
potential competitors. (Albaum & Duerr 2008, 79)
Economies of scale refers to the decrease in unit cost as the scale of operation
increases. In the context of this thesis economies of scale play only a small part.
Companies manufacturing unique or superior products however, are more likely to
spark interest abroad due to the perceived competence of their offering. Although not
much is known of the issue, it is clear that several dimensions in the product offering
affect the probability of potential buyers seeking it out. (Albaum & Duerr 2008, 7879)
Foreign market opportunities have a strong correlation in general with companies'
willingness to export. Decision makers typically take into consideration market
opportunities that are similar to opportunities present in the home markets. Being able
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to successfully exploit these opportunities gives further stimulus to internationalize.
(Albaum & Duerr 2008, 78)
Change agents are organizations that have an interest in promoting international
trade. These include government agencies, industrial trade associations, banks,
chambers of commerce and other authorities. These organizations engage in a
plethora of export promotion activities such as providing credit facilities and
insurance, giving and guaranteeing loans, publishing market data, sponsoring and
participating in trade missions, and providing trade leads and reports on individual
companies. (Albaum & Duerr 2008, 79)
Small, stagnant and/or a declining home market is a very clear sign for a company to
start exporting. Small home markets will hinder the company from ever attaining
proper economies of scale and in such cases export activities should be automatically
included in the marketing plan. This is especially true for companies manufacturing
specialized consumer goods with small national segments. This is also true for
consumer products targeted at international consumers with disposable income and
converging lifestyles. (Albaum & Duerr 2008, 81)
Excess capacity of resources will drive companies to export as home markets are
unable to absorb the output of the company. Often-times it is possible for the
company to increase production with existing equipment and labor with only a
marginal increase in costs, thus increasing the productive efficiency. This translates
into an enhanced competitive position both at home and abroad. Companies that have
accrued a sizeable excess inventory can be tempted engage in different sorts of
dumping activities, which are of course illegal in most countries. (Albaum & Duerr
2008, 79-80)
Risk diversification in this case is the result of geographically spreading sales by
exporting. Different countries do not typically face the same phases of the business
cycle at the same time. That being said, the on-going process of economic integration
and increased interdependency between countries increases the possibility of a
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domino effect of economic depression should an economic downswing manifest
itself. With the right kind of export market portfolio, these risks can be minimized.
(Albaum & Duerr 2008, 78)
Unsolicited foreign inquiries for product, price or other information resulting from
any marketing activities is a way for a company to become aware of export market
opportunities. Studies have definitively shown that most exporting companies
obtained their first foreign orders unsolicited. Furthermore, a study by Simpson &
Kujawa (1974) indicates that 80% of companies already engaged in export activities
were exposed to unsolicited orders, whereas only 30% of non-exporting companies
received these stimuli. All this indicates that there are some specific factors that
attract unsolicited orders. These could be for example the firms technology, product
mix, experience and exposure in the market. (Albaum & Duerr 2008, 80-81; Simpson
& Kujawa 1974, 109)
Seasonality has very little to do with the thesis and will be left out.
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3

INTERNAL AND EXTERNAL ANALYSIS

A unique and sustainable competitive advantage that gives an edge when serving a
market or group of markets is the first requirement in going international. For
example capital, technology, economies of scale, clustering and even the ability to
create brand loyalty can be sources of competitive advantage. Additional research by
Yip et al. (2000, 31) supports this view. (Dunning & Lundan 2008, 96-104)
Porter (1990) also offers a supporting view stating that to be able to take part in
international competition a company must build a competitive basis on its resources,
competences and relations to others in the international scene. Advantages are, in
fact, relative in nature. This is why a thorough analysis is needed to ascertain
competitive advantages in relation to relevant competitors and markets. On the mesolevel we analyze industry specifics using Porter's five forces model, which is a closer
look at company strategy, structure and rivalry from the macro level. From there we
move to the micro-level where we take a look at individual competitors and buyer
segments. The tools for this analysis are customer perceived value and Porter's value
chain. Porter (1990, 53-60)
An industry is defined as a set of companies whose offerings compete with one
another. First and foremost one must analyze industry structure and positioning
within the industry. Some industries and positions within an industry are more
profitable than others. The tool of choice is Michael Porter's five forces model.
(Porter 1990, 33-34)
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Figure 4. Porter's five forces model (Porter 1990, 35).
The threat of new entrants lessens the attractiveness of an industry as new entrants
bring new capacity and seek market share thus pushing down margins. Powerful
buyers and suppliers in relation to the companies can use their position to leverage
profits for themselves. Excessive competitive rivalry will erode profits for all
companies as they will have to seek new advantage through increased research and
development(R&D), marketing and sales expenses. This can also lead to passing on
profits to customers as lower prices, if the nature of competition allows it. The threat
of substitutes can limit the amount companies can charge for their offering lest they
risk mass substitution. (Porter 1990, 33-38)
Then we take a closer look at existing competitors and their relation to the buyers. On
this micro level the tools of analysis consist of Porter's value chain model and the
marketing mix framework. The former is used mainly to determine the costs and
price of the offering and the latter is used to determine the customer perceived
value(CPV) of the offering.
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Figure 5. The competitive triangle (picture adapted from Hollensen 2008, 105).
Figure 5 illustrates the relation between purchase decisions, value creation and CPV.
The value chain dictates the price and margin left for the company. Higher efficiency
leads to higher freedom with price setting and better margins thus creating an
advantage over a competitor. Higher customer perceived value equals more benefits
for the customer and justifies higher prices and higher margins, thus negating a
competitor's cost advantage. Two different sources of competitive advantage are thus
revealed: Perceived value advantage and relative cost advantage. (Porter 1985, 62-69
& 119-122)
Perceived value advantages can be derived from any part of the marketing mix
framework. These seven P's, as they are known, must be aligned with the company's
positioning within the industry. Their function is to differentiate the company's
offering from those of competitors. Without differentiation it is likely that the product
will be viewed as a commodity and purchase decisions will be made by price alone.
The key here is to understand what adds value to customers. (Porter 1985, 120-130)
Relative cost advantages stem from economies of scale and the learning curve,
collectively known as the experience curve. This curve illustrates the relationship
between real unit costs and cumulative volume. As more and more is produced
companies learn to employ their resources in an efficient manner. This also allows
fixed costs to be spread over greater output, leading to economies of scale. Depending
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on the industry, production costs go down 15-20% when cumulative output is
doubled and it has been demonstrated that all costs, not only production costs, decline
at a given rate as volume increases. (Henderson 1968)
3.1

Major forces affecting the industry

Many uncontrollable forces shape the nature of business. This rapidly changing
macro-environment of forces, trends and megatrends creates opportunities and poses
threats for those unwilling or unable to adapt. Kotler & Keller (2009, 114) have listed
six major forces: Economic forces are associated with buying power. Social-cultural
analysis observes beliefs, values, norms and subcultures. Political-legal forces include
the increase of business legislation and the rise of special-interest groups. Natural
environment and peoples relation to it and its condition is a driving force of change.
Technological advancement and the changes it brings need to be thoroughly mapped.
Demographics is mainly concerned with population and its dynamics. (Kotler &
Keller 2009, 112-126)
3.2

Synthesis

All the tools and frameworks used to analyze the matter at hand produce results that
needs to be further combined and synthesized. From this final synthesis of different
analyses a firm's internal strengths and weaknesses can be found, as can its external
opportunities and threats. SWOT-analysis is the tool to bring together all information
gleaned from different sources. Opportunities and threats arise from then environment
the company operates in. Strengths and weaknesses are internal attributes of a firm
and need to mapped. (Kotler & Keller 2009, 91-92)
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4

INTERNATIONAL MARKET SELECTION

International market selection(IMS) requires a significant amount of data collection
and analysis. Market research data is generally divided into two types:
Primary data is tailor-made to answer specific research questions and is collected first
hand. The drawbacks of this method are high cost and the amount of time it takes.
Secondary data, on the other hand, is information that has already been collected for
another use. The advantages of this method are the availability of information, low
cost and the amount of time it takes. The major drawback of this method is the
quality of data. It is more general and less finely tuned to answer specific questions.
IMS will be done mainly based on secondary research as accurate data on the subject
is widely available. (Malhotra 2007, 106-121)

Figure 6. The IMS-process (figure adapted from Hollensen 2008, 172; Kotler &
Keller 2009, 114).
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The next step in finding a target market is developing a system to rank regions,
countries and markets by relevant criteria. Regional selection can be made by general
secondary data. Country selection requires more specific information and market
selection (city, municipality or local region level) generally requires primary data
from field research. Foreign market potential can be assessed in a number of ways
and information found from a number of sources. In some cases data is inadequate or
just not available. A number of techniques have been devised to provide an
estimation for such cases. (Waheeduzzaman 2008, 307-310)
Proxy indicators can be used when a direct measure is not available. Indirect
measures can act as a proxy. For example the value (€/litre) of whiskey exported to a
country can act as a proxy for that country's drinking sophistication. The proxy
indicator method provides robust estimations but is easy to implement. The degree of
accuracy depends on the proxy variable and if the proxy has little or no connection to
the measure it is trying to provide a question on result validity arises.
(Waheeduzzaman 2008, 310-311)
The chain ratio method can be used to derive realistic demand from a country's base
population by using ratios. Although robust, this method can yield estimates that are
close to real data if the ratios are logical and make practical sense. For example,
potential market for gin exports: (Population A) x (% of underage) x (% of abstaining
adults). (Waheeduzzaman 2008, 310-311)
Estimation by analogy relies on identifying a relevant correlation in one country and
applying the same correlation to another. For example, the amount of refrigerators per
household in country A is one. Country B has 1,5 times more households and thus 1,5
more times refrigerators are sold there. This simple analogy might be relatively
accurate, but these analogies assume that a plethora of different variables are similar
in both countries. (Waheeduzzaman 2008, 310)
Regression analysis is a more sophisticated method of estimation by analogy, useful
for estimating market potentials. It can determine if a relationship exists between
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variables, the strength of that relationship and the form of that relationship as a
mathematical equation. This equation can be used to predict the values of the
dependent variable. However, it cannot determine causality. (Malhotra 2007, 38-53;
Coskun Samli 1977, 49; Waheeduzzaman 2008, 310-311)
4.1

Choosing an entry mode

Choosing an entry mode is a critical choice, even more so for SMEs which have
limited resources. The wrong choice in the initial phase of internationalization can
have drastic consequences for the company and hamper its future market entry and
expansion decisions. When a company has invested in certain distribution channels it
is likely it will continue using them for future products even if they are sub-optimal,
as it does not want to lose sunk costs. This is why systematic analysis should be the
base for entry mode decisions.
A study by Brouthers & Nakos (2004) found that transaction cost analysis(TCA) is a
good tool to employ in SME internationalization. According to them, TCA does a
good job explaining SME foreign market entry mode choices and they concur that
companies using the entry mode predicted by TCA fared better than companies using
another type of foreign market entry mode. In light of this information, TCA will be
used for deciding KDC's foreign market entry mode. (Brouthers & Nakos 2004, 229)
The term "transaction cost" was coined by Ronald Coase, and was originally used to
determine if an economic action should be performed by the company or should it
performed on the market. In essence, it is a question of do it yourself or buy it from
the market. If it is cheaper to do it yourself than to find, contract, monitor and enforce
the transaction, you should do it yourself. The same has later been applied to
internationalization and entry mode decisions. For example, if the total costs of
setting up your own export operations are less than buying the same service from the
market then you should do it yourself. This is a very simple description and the
difficulty arises from trying to evaluate the transaction costs and comparing them to
your own costs.
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Entry modes can be divided into three categories with increasing control and risk:
1. Export modes: direct, indirect and cooperative exports
2. Intermediate modes: licensing, franchising, contract manufacturing and
joint ventures
3. Hierarchical modes: merger/acquisition and green field investment
From a small company point-of-view only export and intermediate entry modes can
generally be considered realistic.
Direct export means the company handles exporting activities without intermediaries.
This gives them greater control over their offering, but requires a higher investment
in capital, time and resources. On the other hand, indirect exporting requires little
effort on the company's part, but sacrifices almost all control over the firms offering.
In cooperative exports a group of companies can pool their resources to access a
foreign market. This form of export works best with companies that have offerings
that are mutually complementary. For example, a craft brewery, distillery and a
winery might agree on a cooperative export scheme to enter a foreign market.
Licensing, franchising and contract manufacturing are relatively rare in the spirits
industry. Some of it can be explained with geographical indication of the spirits.
Cognac needs to be made in Cognac, France and cannot be distilled under license in
Oregon, United States. The same is true for scotch whisky, which needs to be
distilled in Scotland. Joint ventures are a definite possibility for entering foreign
markets in the spirits industry. The same rules apply here when looking for a partner.
Power in the joint venture should be in balance, with companies of comparable size
contributing equally to the venture.
Addiotionally, Anderson & Gatignon (1986) have found nine propositions that form
the basis of transaction cost theory. These nine propositions can be divided into three
categories:

asset

specificity,

behavioral

uncertainties,

and

environmental
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uncertainties. From these propositions or the categories, two main costs of transaction
costs theory can be formed: market transaction costs(ex ante) and control costs(ex
post). Both of these can be further divided into two leaving us with the four basic
elements of the transaction cost approach to internationalization: searching,
contracting, monitoring and enforcement costs. (Anderson & Gatignon 1986, 15-16)
The first four state that if the offering is new, poorly understood, customized to a high
degree or involves proprietary information a high degree of control is appropriate.
The reverse of this is also true. (Anderson & Gatignon 1986, 15-16)
The fifth proposition deals with external uncertainty. It states that in a volatile and
uncertain market environment high transaction specific assets need more control. In
other words, if a company has high sunk costs in a country that has become more
volatile, more control over assets is needed. From this follows, that in a safe and
stable market a company does not have to exercise a high degree of control in foreign
operations. (Anderson & Gatignon 1986, 16)
The last four propositions deal with internal uncertainty. Proposition number six
states that the degree of control should be positively related to the firms cumulative
international experience. This means that companies with little international
experience are better served with low control modes of entry. Propositions seven and
eight deal with high sociocultural distance and are not relevant in the scope of this
thesis as it is limited to the EU, Norway and Switzerland. (Anderson & Gatignon
1986, 16-17)
The final proposition tackles the issue of trust and opportunism. It is possible that a
business partner will use the other companies efforts or reputation as a stepping stone
for themselves without contributing anything meaningful to the business relationship.
This risk rises as company brand value rises. In these cases a higher degree of control
is necessary. (Anderson & Gatignon 1986, 17)
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5

KYRÖ DISTILLERY COMPANY INTRODUCTION

Kyrö Distillery Company(KDC) is a small Finnish company founded in 2012. The
business idea was conceived in a sauna with friends as per local tradition. The
distillery is situated in a beautiful old dairy in Isokyrö, Western Finland. Product
testing began in 2012 and full scale production in 2014. At the time of writing KDC
products can be found in Alko stores and selected hotels, restaurants and
cafés(HORECA) in Finland. Some sporadic exports have been made to Japan, The
United Kingdom and China, but the company is still working to solidify its existing
distribution and is looking for new foreign market opportunities. The distillery also
offers tours for customers hoping to turn them into product/brand ambassadors.
"The boys", as the founders call themselves, have set a mission for their company
which is to spread the joy of Finnish rye and positively impact the Finnish drinking
culture. Their vision for the company is to be a globally known rye spirit
manufacturer by 2020. The company values are reflected in their brand which is
centered around authenticity, honesty, handmade quality, friendship and shifting
down a gear and enjoying the simple, good things in life such.
5.1

Kyrö Distillery Company brand

KDC want to offer their customers a lifestyle brand that is rooted and built on their
values. A lifestyle brand in general embodies the mindset, values, opinions and
aspirations of a group, culture or a subculture. First and foremost, their brand does
not conform with the image of conservative and traditional spirits brands but quite
literally turns its back on them. The brand is centered around authenticity. They are
Finnish guys, doing their own thing, making authentic Finnish rye gin and whiskey
with a smile on their faces and doing it as best as it can be done. They are
unapologetic and proud of their products and so should be the ones who drink them.
Hall (2014) has listed authenticity as the most important marketing trend for 2015.
(Kyrö Distillery Company 2015; Hall 2014)
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There is also some part of their brand which displays a surrealistic sense of humor.
Their marketing communications (appendix C) feature the founders surrounded with
barrels, flimsy Finnish flags and a sheep.
Their lifestyle brand resonates well with the hipster subculture. Although it is
something not easily defined, everyone might agree that hipsters idolize authenticity
and that is at the core of their movement. Of course, it is not only hipsters who can
relate to the brand. The resonating focus of their brand are people who appreciate
authenticity, craftsmanship, quality and have a sense of humor. Anyone embracing a
lifestyle of these values will have a higher customer perceived value of the product.
5.2

Kyrö Distillery Company segmentation, targeting and positioning

The company specializes in high quality premium rye grain distillates, namely gin
and rye whiskey. The market segments they are targeting are premium and leading
edge on-trade establishments and the customers that frequent there. The target
audience varies from hipsters to bohemians to wealthy businessmen. The common
denominator is that they appreciate a fine authentic drink; the traditional products by
big companies are not enough. Premium on-trade establishments such as clubs,
boutique hotels and fancy cafés are characterized by high prices and exclusivity.
Leading edge on-trade establishments on the other hand offer an experience, and not
just a big bill. One example is the speakeasy's of varying legality and bars that strive
to differentiate themselves from the mass. Their brand is to be positioned as "world's
best rye from those crazy Finns" to differentiate them from the competition in gin and
rye whiskey markets.
From the beginning it was clear that to realize their vision, operating only in the
Finnish market would not be enough. The company would have to go abroad. The
purpose of this master's thesis is to explain the why, when, where and how of
internationalization in the case of KDC.
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6

WHY AND WHEN SHOULD KYRÖ DISTILLERY COMPANY
INTERNATIONALIZE?

According to general theory laid down by Solberg (1997,18) it looks like KDC is
ready to start their internationalization process. Although they have not yet formed a
dominant position on the Finnish market they have done a good job penetrating the
market. They simply have not been around for long enough to cement their presence.
Generally a company would want to achieve economies of scale and then start
exporting their product. However, with a small domestic market economies of scale
have to be gained by exporting. As we can see from appendix B, the Finnish market
for gin is quite small. Brewdog Brewery is a good alcoholic beverage industry
example of gaining economies of scale through exporting.
As for their preparedness for internationalization, the founders of the company have
international

business

experience.

The

management

is

committed

to

internationalization and they realize that by focusing on a narrow niche of rye
distillates they can eventually hope to grab a significant market share. In Porter's
terms, they have chosen the differentiation focus strategy. They also do not limit
themselves only to nearby markets, like many SME's of the past, but realize that
converging global consumer needs give their product global potential.
They also recognize that even though SME internationalization decision making is
often made instinctively by the CEO, a systematic planned approach gives better
results. Hence this master's thesis. Lastly it should be remembered that preparedness
for internationalization needs to be considered relative to the target market(s). In this
case the European Union countries, Norway and Switzerland are relatively easy
markets to access due to free trade agreements. When all that is taken into account,
their preparedness for internationalization is somewhere between immature and
adolescent.
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As for industry globality, as seen in figure 8 and appendix D, the gin market is
dominated by a few MNE's and is complemented by local distilleries in most EU
countries. It is clearly a global industry.

Figure 7. Kyrö Distillery Company possibilities for internationalization
According to Solberg (1997, 17-23) KDC should look for a strategic alliance to
overcome their competitive disadvantages. As a small company their biggest
challenge is the distribution of their products. Access to good distribution channels
would allow them to steadily scale up their operation without adding the unrealistic
extra burden of setting up their own multiregional export organization. This does not
rule out the option of carrying out export activities on their own if the transactionspecific costs are lower than when operating with a partner. They should also keep
looking for niches in the market that are not well served by the current state of affairs.
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On a side note, Kyrö Distillery Company should prepare for a buy-out bid. Being a
small and successful company in a truly global spirits industry it is probable that they
will be noticed by the big MNE's sooner rather than later. Foreign expansion is still
open to them through intermediaries and partners, but should they wish it they can
seek ways to increase the company's net worth in preparation for a future buy-out.
Leaving Solberg's framework behind we now take a look at different motives for
export, both proactive and reactive, as listed by Albaum & Duerr (2008, 76). First, it
has already been established that KDC has the managerial urge to drive their
company to the international stage. It is part passion and also a matter of pride to have
their product from a small distillery in Ostrobothnia side by side with goliaths such as
Bombay, Tanqueray and Hendrick's.
When looking at market information and access to specific knowledge it is easy to
say that the company is at a disadvantage when compared to big global players who
have unlimited resources for market research and vast stakeholder networks.
However, KDC products are close to unique. A Google search comes up with only
two other 100% rye gins in the world and neither one has penetrated the European
market. While their brand is not really known outside the fine spirits aficionado
circles, it is well crafted and will not shy away from a closer look by anyone. Their
products have already sparked interest and unsolicited orders from Russia, South
Africa and the Netherlands.
Kyrö Distillery Company's focus on the premium segment is anticipatory of future
changes. Broadly speaking the global gin market is stagnant or is growing very little.
The composition of the market is, however, in flux. Less and less standard and
economy gin is sold, and more and more premium and super-premium gin is sold.
This trend has been noted in their domestic market and the same market opportunities
KDC hope to exploit abroad. (Gin & Vodka Association 2015)
Change agents are a good way for KDC to cultivate brand recognition, get sales leads
and, most importantly for this thesis, acquire market information. Co-operation with
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organizations such as Team Finland is vital, bringing together different ministries and
organizations with a common goal of promoting Finnish business.
As for reactive reasons to start exporting, first and foremost is the small and declining
domestic gin market. Appendix B clearly shows that for the past three years the
already comparatively small gin market of Finland has been steadily declining. While
premiumization in consumption of alcoholic beverages is an ongoing trend in
Finland, one might argue that the premium gin segment is still small. With such a
specialized product portfolio the national segment is just too small and KDC will
have to find foreign market opportunities. This is doubly true for premium gin, which
is the perfect drink to target international customers with converging lifestyles.
Furthermore, due to the law of diminishing marginal utility it requires more and more
effort and resources to push the product to the Finnish market. Initially there was, and
still is, a strong pull from the market for a Finnish premium gin, partly because of its
uniqueness and partly because of patriotism. The innovators have already been sated
and now the company is quenching the first of early adopters, but the biggest step is
crossing the chasm to the mass markets. In Finland this would mean scaling up
production so that they can supply the national alcohol monopoly Alko with enough
bottles to put on the shelves. So far consumers have had to ask for the product and
order it to the store. At the time of writing development is under way and this will
allow KDC to further scale up their company.
Moving on to production capacity. Kyrö Distillery Company is, as already
mentioned, in the process of scaling up their business. Production capacity can
become a serious bottleneck for small and fast growing companies. Orders from
clients can lead to long lasting relationships and if the company has to turn them
down, the company's image is damaged and so are current and future profits. Luckily
enough, companies can increase production with existing equipment and labor with
only a marginal increase in costs. This would be recommended for KDC. Overtime
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and voluntary work, for example, can be employed as a temporary solution. The only
real answer though is to invest in equipment and labor.
One more reason for KDC to go abroad is to achieve risk diversification by spreading
their sales geographically. Their plan for entering Europe and Asia might give enough
diversification. On the other hand, there is a trend of growing economic integration
and interdependence in the world. One regional economic downturn will affect others
and possibly result in a domino effect of depression. That being said, even one export
market is better than none, interconnected or not.
Most importantly, if KDC want to achieve their vision of being a known rye spirit
distillery by 2020, they need to get their exporting activities properly started. 80% of
companies that already export get unsolicited orders whereas the figure for nonexporting companies is only 30%. In other words, exposure to the market and
experience in exporting are probably traits that attract potential customers. (Simpson
& Kujawa 1974, 109)
To sum this chapter up, Kyrö Distillery Company are ready to start exporting and
they would benefit greatly from exporting. They should find a partner that can handle
the distribution of their products within the EU. They need to be mindful of their
production capacity and make sure it is sufficient. At the same time they need to
solidify their home market position by closing a deal with Alko.
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7

GIN INDUSTRY ANALYSIS

The unit of analysis in the gin industry, and the spirits industry in general, is 9-litre
cases. Sometimes they are referred only as cases. Almost all of the industry specific
reports and sales figures are reported in this matter. In the global industry analysis we
will leave out the Philippines' gin production and consumption. While being the
largest by far in both production and consumption, both activities are confined within
the country. It is also of little relevance as this research is focused on EU, Norway
and Switzerland. (Gin and Vodka Association 2015)
Global gin consumption in 2013 was around 48,0 million 9-litre cases according to
IWSR (Mercer 2013). These figures are in fact inaccurate. IWSR reports cost a lot of
money and this is why I could not examine them more closely, but their figures found
on public reports do not distinguish between gin and gin-like spirits. From the 2013
figure we have to take out Dutch consumption of Genever and Slovakian
consumption of Borovička. These two are not considered substitutes for gin by their
respective peoples and their uses are very dissimilar when compared to gin even
though they are juniper based spirits. When factoring out the usage of these two
juniper spirits, the global gin market amounts to about 46 million 9-litre cases.
(Mercer 2013; Rappler 2013)
EU, Norway and Switzerland combined consume around 10 million 9-litre cases and
the United States another 10 mil 9-litre cases by itself. The rest of the world
consumes the remaining 26 mil 9-litre cases.
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Tanqueray
9%
Others
23 %
Gordon's
15 %

G&J Distillers
5%
Beefeater
11 %
Larios Gin
4%
Hendrick's
2%
Blue Riband
4%
Carew's dry
5%

Seagram's
11 %
Bombay
11 %

Figure 8. Global gin market shares excluding the Philippines (Adapted from The
Millionaires' club 2010-2014 and Mercer 2013).
As can be seen from the figure above, industry concentration is high. Diageo and
Pernod Ricard dominate the global gin market. Both companies have similar market
shares, but very different portfolios when it comes to gin. Diageo's mid-priced
Gordon's gin is still the most sold gin in the world, but for the past five years sales
have declined on average 2,5% every year. Their premium gin, Tanqueray, is faring
better with a compound annual growth rate(CAGR) of 1,9%.
Pernod Ricard's portfolio consists of two mid-priced gins. Seagram's, like Gordon's,
is a falling star with a CAGR of -1,4% for the past five years. Pernod's Beefeater
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brand is doing well, sporting a CAGR of 3,4%. One of the reasons might be the
appearance of a new premium gin, under the name of Beefeater 24.
Bacardi's Bombay line of premium gins has seen the most growth in the past five
years with a CAGR of 7,0%. United Spirits is an Indian company mostly selling to
domestic and nearby markets. According to local excise and tax officials their gins
represent the economy gin segment both locally and globally. G&J Distillers are
specialized in gin and vodka distilling and have a well balanced portfolio of different
mid-priced and premium gins. Beam Suntory, the America-Japanese conglomerate,
have distilleries in Spain producing Larios Gin. While the Spanish gin market is still
fast growing, sales of the economy priced gin have steadily gone down. The launch of
a premium version, Larios 12, might bring sales back up. Last, but not least, is
William Grant & Sons' Hendrick's gin at the higher end of premium gins, closing on
super premium. It is generally considered the most widely available premium gin.
(Excise and taxation department Haryana 2010)
What is clear from looking at appendix D, is that the premium and super-premium
categories are growing, whereas mid-priced and economy gin sales are declining.
Companies that represent less profitable industry positions are launching premium
versions of their existing brands. On the other hand, we can see from appendix B that
most Europeans and others are mostly drinking less gin or that the market is stagnant.
This trend is called premiumization. It is not limited to gin, but the same trend can be
observed in most alcoholic beverages in developed countries. Craft beer, single malt
whiskey, premium tequila and aged rum are all manifestations of the same trend
where more and more health conscious people drink less, but better quality. (Fennell
2010, 4-7)
Kyrö Distillery Company has positioned their company well. Focusing on the fastest
growing premium segment they are able to benefit from the prevalent premiumization
trend. Their brand is also well positioned as well. Almost every brand put forth by the
abovementioned MNEs is somehow London, England or United Kingdom related.
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They play with their real or imagined legacy with The UK and it's glorious history
long past. Positioning their brand as distinctly Finnish will make sure they will not go
unnoticed.
7.1

Dynamics of the gin industry

The next section focuses of the different forces affecting the gin industry competition
in Europe. There is definite rivalry among existing competitors. The biggest rivalry
between these companies is in the whiskey category which is growing fast. Growth
and forecasts are moderate at best for the gin market, tempering competition. IWSR
foresees a decline of 1% over the course of 2013-2017. Drinks International are far
more optimistic predicting a CAGR of 3,7% for 2013-2018. In spite of no clear
future, small craft distilleries are booming and many of them add their own gin
offering to the market, tightening competition. Product differentiation, on the other
hand, is low and almost all try to evoke the same stereotypical images of Britain.
Industry concentration is high, though with the trend of craft distilling it is possible
that we will see a more fragmented market in the future. (Drinks International 2014,
8; Mercer 2013)
Supplier power is relatively low in the gin market. There are many suppliers for
distilleries to choose from. All the raw ingredients for gin can be sourced globally at a
low cost, except barrels. KDC whiskey is matured in barrels and also a part of their
gin will undergo maturation in oak barrels. Just as distilleries are struggling to meet
high whiskey demand, cooperages have it worse. They have the added burden of
supplying barrels for all the new craft distilleries popping up around the world. With
demand for barrels far outpacing the supply, cooperages have a powerful negotiating
position in the whiskey supply chain. The most important form of switching cost is
the pressure to keep the taste of the gin consistent. (Adams 2014)
The threat of substitute products has already been noticed in history. In the 1960's
vodka surpassed gin as the main mixing ingredient due to its neutral taste and ease of
use. Hence vodka martinis, vodka tonics and vodka gimlets. On a more recent note, a
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distilling company has been founded in Helsinki with a similar portfolio to Kyrö
Distillery Company. While their brand is very different from KDC, the two are going
to produce premium gin and rye whiskey in Finland. In the future it is also possible
that the legalization and commercialization of marijuana will reduce the consumption
of alcoholic drinks including gin. (Clarke 2010)
The threat of new entrants to the market is relatively high for gin when compared to
many other distilled spirits. Gin does not have to be aged and can be easily distilled
from a variety of grains. Consequently, many new craft distilleries have a gin or two
in their portfolios. Economies of scale are a definite barrier when considering
economy and mid-priced gin, but in the premium and super-premium categories the
profit margin is wider and smaller scale production is still profitable. This also means
that starting capital requirements are reasonable for new companies as they do not
need to compete with production capacity. It is also easy for newcomers to
differentiate their brand from the existing homogenous competition. A good example
of this is Black Forest Distillers' Monkey 47 gin. Their image and marketing
communications are distinctly playful, often mocking the more conservative brands.
The bargaining power of buyers really depends on company size. Nordic alcohol
monopolies have quite good bargaining power due to their centralized buying for an
entire country. Pooling their purchasing power together might yield better results.
While unit costs can be low, heavy taxation makes sure consumers won't benefit from
this. Order volume for Western European retail giants such as Tesco, Carrefour and
Aldi is massive and the resulting unit costs low.
Switching costs for consumers are low, but for companies there are definite switching
costs. B2B-selling often operates on a loss leader basis, meaning that business
customers get a sizeable discount on the product they sell the most by taking a
company's whole portfolio on sale. For example, an alcoholic beverage wholesaler
has its highest sales with gin and by choosing Bacardi they get a sizeable discount on
Bombay products if they agree to sell Bacardi's rum, cognac, whiskey and wine.
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For Kyrö Distillery Company the message is clear. The gin market will see a boom of
new entrants and KDC needs to be among the first of those to scale up their
operations and capture market share so that when and if market saturation hits a
critical point they will be able to survive. Diversifying their product portfolio with rye
whiskey will help. Rye whiskey has good forecasts but a more diverse portfolio
would spread risks better. A bigger portfolio would benefit sales and make loss leader
tactics possible. Raw materials should be sourced globally through competitive
bidding, with the exception of rye that should be sourced locally for brand purposes.
They should continue building their unique and quirky Finnish brand to further
differentiate them from the mass producers.

Figure 9. Competitive triangle of KDC and a MNE competitor.
First, these figures are more like guidelines than actual factual figures and should not
be interpreted as anything else. They crudely represent how the cost structure of a
bottle of gin is formed. This is a useful tool for illustrating sources of competitive
advantage. By making trade-offs in their cost structure, KDC is able to compete with
global giants in the premium gin segment.
Research and development costs in the distilling industry are in general relatively
low. Distilling is an old, well defined process with little new innovation. For a
starting company like KDC however, these costs are significant as they have to first
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set up their distillery and then develop their products through testing. This adds to the
unit cost of a bottle.
In production, the economies of scale that big companies have mean that their unit
costs are significantly lower than that of KDC. For a craft distillery on the other hand
production is the biggest expenditure. That also means that production is the most
important activity for KDC to improve. Streamlining the existing process and scaling
up production should be done simultaneously to achieve economies of scale. As
cumulative output increases unit production costs will decrease due to learning. This
will directly affect the profit margin the company is able to collect.
In marketing KDC have made a conscious choice to follow the emerging antimarketing movement. While the term is quite ambiguous and not explicitly defined,
its defining characteristic is a disdain for traditional marketing practices. One of its
tenets is that consumers are sick and tired of commercials being forced at them from
every possible media. B2C marketing of alcohol is strictly regulated, but corporate
image marketing is still allowed.
Companies like Diageo and Bacardi spend millions on building their images'
popularity among consumers. Apart from not having the resources to do this, KDC
choose not to. They keep their marketing expenditures to a minimum as is befitting of
their brand. Choosing modern marketing channels such as social media they can
easily connect with people genuinely interested in their offering. The output they give
through their channels has high production value and is in line with their brand. By
keeping their marketing expenditures to a minimum they can compete within the
same price range as their global competitors.
Sales is an activity where neither KDC nor their competitors can save. Active sales
efforts need to made by all companies to keep them alive and growing. Having a
unique product and brand creates demand for KDC, the main problem being that they
are not yet well known.
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The profit margin for KDC gin is lower than for competing MNEs premium gin. This
allows them to stay within the premium category and gather market share. With time
and investment the experience curve will lower unit costs resulting in increased
profits.
This cost structure allows Kyrö Distillery Company to compete within the premium
gin category. With their price at the upper end of the premium category and closing
on super-premium, the company should without a doubt pursue a perceived value
advantage. In this point in time, the companies they generally face have a relative
cost advantage over them. This does not mean that they should devote all their
resources to marketing and forget about production. On the contrary, production
needs to be scaled up and streamlined simultaneously with marketing activities.
Perceived value advantages need to be derived from the elements of KDC's marketing
mix. So far they have done a good job. The physical appearance of the product
reflects the price of the product which is held high enough to reflect the pedigree of
the brand. Locality, or distribution and the low coverage that the company has at the
moment should be used promote the exclusivity of their offering in their marketing
communications. At the time of writing, their gin is being launched in Sweden,
Norway and Japan. For example, a section on their webpage labeled HelsinkiStockholm-Oslo-Tokyo with the high production value content of their offering in
various situations would give them a more serious international image hopefully
resulting in more global interest.
7.2

Major forces affecting the gin industry

Premiumization is the most important trend prevalent in the gin industry. Premium
gin sales are growing fast while standard and economy gin sales are stagnant or
declining. Premium alcohol is seen as an affordable luxury and is recession resistant.
(Fennell 2010, 12; IPSOS 2013, 29; Gin Foundry 2014)
Premiumization is mostly due to economic forces. People always want better quality,
and as people within the EU, Norway and Switzerland mostly live in sophisticated
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innovation-driven economies mid-priced gin has become unexciting for them. High
standards of living and high disposable incomes to use on self esteem and selfactualization are also driving the premiumization trend. (IPSOS 2013, 28)
This premiumization of consumption in Europe is partly due to a high level of health
consciousness. Alcohol and especially spirits consumption is declining in Europe, as
per EU alcohol strategy intended to decrease alcohol related suffering in the union.
These polical-legal forces have, over time, affected a socio-cultural change through
educating consumers on the dangers of alcohol. Health conscious people buy less
alcohol, but better quality. (WHO b. 2012, 2-4 & 14)
Enviromental forces have a strong influence on consumers in the EU, Norway and
Switzerland. Local food, sustainable production, organic and ecological variants of
products are all a manifestation of the growing megatrend of environmentalism. This
has also sparked the interest of premium spirits manufacturers and more and more
organic and ecological products are hitting the markets.
When looking at demographical and economic forces, it is clear that the future of gin
and spirits in general is outside Europe. The global middle class and population
growth will be situated mainly in Asia, Central and South America. Even now, the
growth engine for premium spirits are the BRIC markets. On the other hand,
developing markets prefer well known brands. The sales growth of scotch whisky
correlates with GDP/capita growth in developing markets. (Pezzini 2012; IPSOS
2013, 26; Fennell 2010, 56)
Related to KDC's future launch of a rye whiskey, the No Age Statement(NAS) trend
in whiskey will be beneficial to them. NAS-whiskey is the whiskey industry's answer
to demand that it cannot answer at the moment. In practice it is whiskey released to
the market that has undergone an accelerated maturation process, generally resulting
in a rougher taste. The companies simply do not have the time to mature their
products like they did in the 1950-60's and after the whiskey industry's crisis in the
1980's. They have to sell their stocks now and companies like Diageo and Pernod-
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Ricard are using a lot of resources to lobby NAS-whiskey. It is paramount that it gets
accepted by the consumers. There has been a backlash from some of the more
committed consumers who feel that the companies are ruining good whiskey by not
letting it mature, earning it nicknames such as No Aged Stock and worse. From Kyrö
Distillery Company's point-of-view this lobbying plays straight into their hands.
Every year their whiskey matures, less mature whiskeys become more accepted. This
will enable them to launch their whiskey earlier, should they wish, and by the time it
is launched it will be more easily accepted by consumers. (Buxton 2014, 59-60)
To summarize this from KDC's point-of-view, they should look for growth from both
within and outside of Europe. While premiumization of consumption creates more
and more potential market for them in Europe, the biggest growth is in Asia and
South America. Unfortunately, newly affluent middle-class people in developing
countries yearn mostly for well known brands. As a long term plan it would be
optimal to first grow their brand in developed markets that crave for something new
and exciting. When the brand gains wider recognition they can move on to
developing markets. In practice, it is not feasible to wait for so long and the company
should start serving developing markets as soon as it can.
EU health policy is against KDC and all alcohol companies for that matter. However,
premium alcohol consumption is not seen as a big of a problem as economy
consumption. One example is the alcohol unit minimum pricing debate in the UK.
Focusing on the premium segment, KDC will not have to deal with as many legal
issues compared to economy producers. The tightening of Finnish alcohol advertising
laws has forced KDC into a situation where they cannot have pictures of their own
products on their own web-site until they can prove that they export to foreign
markets.
KDC is well positioned to further the ecological image of their offering. While the
product itself is not organic it is made in Finland which is perceived by consumers as
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the second most environmentally friendly country in the world. (Futurebrand 2013,
73)
7.3

Synthesis

This SWOT-analysis is a synthesis of the different analyses and information above. It
summarizes the insights gleaned from different sources into a easily readable format.

Figure 10. SWOT analysis of KDC and their market environment.
Strengths should be further cultivated and turned into competitive advantages. Some
weaknesses can be addressed in-house and others can be circumvented by
partnerships and alliances. Opportunities should be exploited to the fullest extent.
Threats should be prepared for and many of them can be circumvented by partnering
with the right companies.
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8

INTERNATIONAL MARKET SELECTION FOR KYRÖ
DISTILLERY COMPANY

We have now established that the company is ready for internationalization and that
there is a growing market segment for their product. The company has limited
resources and has to choose target markets carefully. A market that accommodates
KDC's strength and weaknesses, at the same time offering maximum opportunities
and minimum threats, would be preferable. Ideally it would be a place where craft gin
is appreciated as well as the fact that it is Finnish. A market where distribution from
Ostrobothnia will not be a problem, preferably a country where there is a big and/or
growing market that is not overcrowded with competition.
To this end we will use a set of different indicators all of which are used to form the
market list in appendix B:
Market potential is measured with different gin consumption figures such as the total
amount consumed, consumption per capita and consumption growth. The ones
marked with green in appendix B come from reliable sources. The ones market in
yellow are relatively reliable, with estimates derived from various sources. The
method of estimation and the sources of the figures are given in the first chapter of
each country where we go through the market size. The consumption figures at the
bottom marked in orange are the result of a regression analysis explained on pages
XXX. The reasons for choosing these indicators are very clear. Bigger and fast
growing markets are better than small and declining ones. The difficulty is in
obtaining these consumption figures for all the markets within our scope.
Market access is measured with "Ease of doing business" -index's trading across
borders indicator, which takes into account the number of documents needed for
export and the time and cost those procedures take. This indicator was chosen as the
company has limited resources for international activities and by targeting markets
that are easy to access they can make sure they do not waste additional resources on
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bureaucratic export procedures to, for example, Italy. Distance from Finland can also
taken into account when looking at market access.
This indicator however has a dual purpose. Research has found that Finland has a
good country brand. The only problem is that the brand is not widely known. In other
words, people who know about Finland generally have a good image of it but many
do not know the country at all. Another study (European Commission 2014) has
found that Finnish exports are of the highest quality in the EU. Ultimately, what
really matters though is what people think of the product. All of this matters because
the unique selling proposition (USP) of KDC is very much tied to being Finnish. It
would be reasonable to assume that people in countries closer to Finland generally
know more about the quality of Finnish products than people living in faraway lands.
This view is supported by Anholt (2009). (Futurebrand 2013, 27; European
Commission 2014, 43; Anholt 2009)
Buyer sophistication measures the propensity to make purchase decisions solely
based on price. Higher values mean consumers make their purchase decisions based
on a more specific analysis of different performance attributes. This indicator is
useful in our case to estimate if consumers are willing to pay a bit extra for premium
spirits or if they are content with basic economy spirits. This indicator is provided by
the World Economic Forum's Global Competitiveness Report of 2014. However, this
indicator is very general in nature and does not take into account the peculiarities of
the spirits industry. For that reason the next indicator (£/liter) was chosen to be used
in conjunction with buyer sophistication. (World Economic Forum 2014, 481)
To further analyze buyer sophistication in spirits markets a proxy indicator was
formed from the Scotch Whisky Associations export data. The €/liter value a
country's imported scotch whisky gives us a good indicator of how sophisticated their
demand for spirits is. Lower values indicate economy and mid-price preference
whereas higher values can be seen demand for more premium spirits. For example, in
2013 Finland imported 645,868 liters of scotch whisky that was valued at 7,180,621
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GBP giving an average of 11,1 £/liter whereas the same average for Sweden is 15,7
£/liter. This indicator gives us a good idea of the level of premium scotch whisky
consumption and by extension a fairly good idea of premium gin consumption.
(Scotch Whisky Association 2014)
8.1

Regression analysis

Unfortunately, reliable market information was not available for all countries. Good
reliable data was available for nine of the markets and reliable estimates for seven.
The last fourteen market sizes will be estimated based on a regression analysis of the
more reliable data. This analysis is necessary because without estimates for nearly
half of the market sizes we could miss a potentially attractive market. Other methods
of estimation are possible, such as the chain ration method. However, using the
regression analysis we can test how well different variables can explain gin
consumption in a country. GDP per capita and percentage of spirits consumption of
all alcohol consumption were tested and both yielded results that were statistically
non-significant. Finally, population was used to try and explain gin consumption of a
country and it yielded good results.
Based on the information available we formulated a hypothesis that we can test:
- "In a country where gin has no special position, can its consumption be estimated by
the population of that country?"
The basis for this hypothesis is quite simple. The more people you have in a country
the more gin is drunk. With regression analysis we can determine if a relationship
exists between the population of a country and the gin consumption of a country. We
can also determine the strength of that relationship and form a mathematical equation
to describe it. This equation can be used to predict the market sizes of the countries
we have no data on except for population.
Spain and the United Kingdom will be left out of our sample as in these two countries
gin enjoys a special position among alcoholic beverages. We have very little reason
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to believe that gin enjoys a special position in any of the countries we are trying to
predict, giving further support for why Spain and the UK should be left out.
The first step is to plot a scattergram and fit a regression line into it. Data analysis

Gin consumption (millions 9-litre cases)

will be done with Excel using the least-squares procedure.
0,60

y = 6E-09x + 0,0194
0,50

0,40

Gin
consumption

0,30

Lin. (Gin
consumption)

0,20

0,10

0,00
0

20000000

40000000

60000000

80000000 100000000

Population

Figure 11. Gin consumption as a function of population with a linear regression line.
What we can see from figure 11 is that there seems to be a linear relationship between
the two variables described by a function of
words:

. In other
. At this point we

cannot say more. Further analysis will be done using Excels data analysis tools.
Using our plotted data gives us a correlation coefficient
of determination

.

and a coefficient

is close to 1.0, meaning that a country's gin

consumption is strongly associated with its population.

value means that 83% of a

country's gin consumption can be explained by the number of people living there. The
remaining 17% depend on other variables. The strength of the relationship is
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evidently high. Further research could be done using a multiple regression model to
account for additional variables such as the level of spirits consumption.
Now on to test the significance of association using a two-tailed t-test:
, where

= the slope of our regression line and

standard

deviation of b or standard error, which we can find in appendix A.
, with

degrees of freedom

From a statistical appendix we see that the critical value of t with 12 degrees of
freedom and

is 2,18 for a two tailed test. With an

the critical

value for a two tailed test is 3,05. Since the value of t is higher than the critical value
we can safely state that there is a significant linear relationship between gin
consumption in a country and the amount of people in a country. This is hardly a
surprise, but nevertheless gives validation to a powerful tool for estimating gin
markets in Europe.
To make sure, we can use the figures in appendix A to conduct an F-test which is a
generalized form of the t-test.
, where
square of the residual and

= standard square of the regression,

= standard

= sample size

= 58,116 , which is considerably higher than the critical value of
4,75 with

. With an

the critical value is 9,33.

Therefore we can conclude that the relationship is significant, corroborating the
results of the t-test.
The next step is to estimate the accuracy of predicted values. For that we will need to
calculate the standard error of estimate:
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This figure is very important for our market size estimates. In practice it means that,
on average the estimates for countries with a small population are far less accurate
than predictions for countries with higher populations. For example, Luxembourg's
predicted market size is 0,0224 million cases of gin which is the same amount as the
standard error of estimate. This means that within the parameters of the estimation
model, the market size could be over a 100% bigger or smaller. Finally we take a
quick look at residuals.
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0
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Figure 12. Residuals plotted against the predictor(population).
A visual check is enough to see that the residuals do not follow a pattern and are
randomly scattered on the graph. If that were not the case it would mean that our
regression analysis would need further examination.
Now that we know the validity and limitations of our regression analysis we can use
the

regression

line

equation

) to estimate the remaining fourteen markets. The results are listed in appendix
B and used for estimating market potential the following chapter.
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Luxembourg Malta
0,2 %
0,2 %
Slovak
Republic
0,5 %

Slovenia Croatia
Denmark
0,3 %
0,5 % 0,5 %
Romania
1,4 %

Belgium
0,8 %

Hungary Bulgaria
0,8 %
0,6 % Cyprus
0,3 %
Lithuania
Italy
0,4 %
4,0 %

Latvia
0,3 % Ireland
0,3 %

Spain
34,1 %

United Kingdom
35,8 %

France
5,4 %
Germany
4,5 %
Estonia
0,2 %

Portugal
0,3 %

Czech Republic
0,6 %

Austria
0,3 %

Poland
1,0 %
Finland Norway
0,4 %
0,6 %

Sweden
1,5 %
Switzerland
The
1,3 %
Netherlands
0,9 %

Figure 13. Gin consumption in the European Union, Norway and Switzerland.
Figure 13 shows how the 10 million 9-liter case consumption is divided between
countries. Consumption is dominated by the UK and Spain, who account for more

Greece
1,8 %
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than two thirds of the total consumption. These figures are not entirely accurate as
nearly half of them are regression analysis estimates. This section is meant to be read
in conjunction with appendix B, where the same information is in numerical form.
8.2

Two gin giants

The United Kingdom is the biggest gin market in the EU with a 36% share. The UK
is the spiritual home of gin. Though invented in the Netherlands, it was the British
who popularized modern gin. The historical roots are clearly visible with most gin
brands flaunting their English origins. The market volume has averaged a healthy
CAGR of 2,1% for the period of 2008-2013. Sales value, on the other hand, has risen
an average of 6% each year for the same time period. Premiumization trend is clearly
visible in the UK. Premium and super premium sales now constitute around 15% of
total sales volume when in 2008 the same figure was around 10%. Forecasts for gin
in the UK are favorable. Depending on the source they predict yearly sales volume
growth varying from 1-3%. On-trade consumption of spirits is 22%. (Euromonitor
International A 2014, 5-18; WSTA 2014, 11-13; WSTA 2013, 11-13)
The United Kingdom is an accessible market ranking 15th in the world in trading
across borders. Time and cost of exporting to the UK are well below OECD average.
That average is 9,6 days to handle paperwork and costs 1100$ US per container.
Distance from Finland is within the highest, meaning the Finnish country-of-origin
effect is less felt in the UK.(World Bank Group 2014)
When it comes to buyer sophistication the UK is tied for third place. This means that
purchase decisions are made by careful analysis of all the benefits and costs
associated with the product and not by price alone. Furthermore, 11% of gin is
enjoyed neat or unmixed, giving further evidence of customer sophistication. (Mercer
2013)
Competition, however, is fierce. With the craft distillation boom well under way in
the UK, markets are becoming more and more saturated. 93% of gin consumed is
domestically produced. According to Euromonitor International (2013, 5 & 15) the
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yearly import volume of gin has averaged around a modest 200 million liters between
2007-2012, constituting around 7%. Furthermore, around 300 new gins were
launched on the UK market in 2013, indicating severe market saturation.
(Malandrakis 2013; WSTA 2014, 13; Euromonitor International 2013, 5 & 15)
The Spanish have really taken gin as their own. Spain is the second largest gin market
in the EU, Norway and Switzerland focus group with around one third of
consumption happening there. It is the second major market in our group, one with
many similarities with the UK. The CAGR is 2,1% for 2010-2013 which is the same
as the UK. They have the highest consumption per capita with almost 0,8 liters
consumed per person of over 15 years of age. That is the equivalent of 20 gin &
tonics per every person of drinking age in the country per year. Adding to the
attractiveness is the fact that 79% of spirits are sold on-trade, although it has come
down 8,2 in 2012-2013. (Gin & Vodka Association 2015; Febe 2014)
Spain is less easily accessible as a market than the UK from a logistics point-of-view.
Trading across borders rank is 30th in the world. While documents are handled on
average in nine days, the cost of a container is 27% higher than the OECD average.
Distance from Finland is also among the highest in our group, increasing logistical
expenditures and diluting the Finnish country brand. (World Bank Group 2014)
Customer sophistication is definitely lower than in the UK meaning that the Spanish
are more price conscious than the British. Average scotch whisky value also supports
this view. Despite the poor economic situation super premium gin is doing well.
British export gins to Spain, mainly premium or above, have increased 24% in value
from 2008 to 2012. Domestic production satisfies around 75% of the consumption
with Beam Suntory's Larios gin being the staple choice. With 0,56 million 9-liter
cases or 16,5% imported from Britain that leaves 8,5% for imports from other
countries. (World Economic Forum 2014, 481; Sipsmith Spain 2012; Gin & Vodka
Association 2015; Beam Suntory 2015)
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8.3

Three sleeping giants

Now we move on from the two gin giants to markets where gin does not have a
special position. Consumption is at moderate levels and is mostly a function of
population. These three big countries have the biggest potential should they awaken
to gin.
Germany can be described as a recently awakened craft gin market, with around 5%
of gin consumption taking place there. Consumption per capita(15+) is more than ten
times smaller than in the UK, making gin a very little consumed spirit. There is
definite growth potential. The market is dominated by giants like Gordon's and
Bombay sapphire, but craft distilling is making big waves. CAGR for volume in the
whole gin category is around 0,2% for 2008-2013 and forecast for 2013-2018 is 0,6%
annually. For the same time period, value has grown significantly faster with a
CAGR of 2,6% and forecasted growth is 1,7%, evidence of a premiumization trend in
Germany as well. The super premium category has remained a constant 1% of total
sales from 2009 to 2013, but the premium category has grown from 2,5% to 8,6%
market share at the cost of economy gin share. On-trade consumption of spirits is
20% (Euromonitor International B 2014, 1-21; Sipsmith Germany 2013)
Another source differs from this. BSI is a German spirits interest group and their
reports suggest that the CAGR for German gin consumption has averaged -5,3% for
2007-2012. This has been mainly due to declining domestic manufacturing paired
with increasing export. The decline would be steeper if not for the rapidly growing
import of foreign gin. Gin import volume has grown on average 8,1% every year
from 2007 to 2012, which means there is a definite demand for foreign products.(BSI
2007, 80; BSI 2009, 20; BSI 2010, 16; BSI 2011, 20; BSI 2012, 55)
Germany is an easily accessible market from Finland. Ranked 15th in the world for
ease of trading across borders, the time and cost to export to Germany are below the
OECD average. Distance from Finland is low and Germany and Finland have close
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trade relations. Country brand for Finnish products is also relatively good in
Germany. (World Bank Group 2014)
Consumer sophistication is high and coupled with a strong premiumization trend
make Germany an attractive market. The Scotch whisky value proxy indicator is
close to average. The only really negative aspects of the German market are a high
and rising level of health consciousness and an ageing and declining population,
which translate to a poor outlook for alcoholic beverage sales. However, this trend
mostly affects economy products and enables consumers to justify buying better
quality. (WHO a. 2014; Euromonitor International B 2014, 4; World Economic
Forum 2014, 481)
France can be described as a nascent gin market. Consumption has seen a slight
decline between 2007-2013 and future forecasts predict that gin consumption will
further decrease by -6% by 2016. At present the French consume around 5% of the
gin in our EU, Norway and Switzerland group, with a fairly low consumption per
capita(15+). The only positive thing that can be said about the French spirits market
is that the share of exports is rising and domestic spirits consumption is declining.
Also, premiumization is evident with volume of spirits consumption declining while
value keeps rising. On-trade consumption of spirits is 20%, as in Germany. (Vinexpo
2013, 24-25; La Fédération Française des Spiritueux 2013, 2; Fortanier 2014)
Access to France from Finland is mixed. While procedures take longer and cost 31%
more than the OECD average, the French only require a Bill of lading and customs
declaration. OECD countries in general require two additional documents: a
commercial invoice and packing list. Distance from Finland is relative high within
our focus group. (World Bank Group 2014)
Consumer sophistication is average in France. In this case the whiskey value proxy
indicator does not work, as a lot of bulk whiskey is transported to France for bottling
and reselling. The low value of bulk whiskey brings the average down. All in all,
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France is not a very attractive option in our list of potential markets. (World
Economic Forum 2014, 481)
Italy is next with a 4% market share within our focus group. The figures for Italian
consumption are not accurate as no information on the subject was found. They are
derived from a regression analysis that is explained in detail on page XXX. The
results for consumption are similar to Germany and France which is a small testament
to the validity of the results. However, the figures should be approached knowing the
limitations of the analysis as they are only estimates. Italy is a similar market to
France, where big companies dominate and a couple of local distilleries are producing
gin. (Sipsmith Italy 2014)
Ease of trade across borders is bureaucratic to say the least. While container prices
are on par with OECD average, paperwork takes twice as long. A staggering 18 days
on average. A packing list is not required by Italy, and the distance from Finland is
relative high within our focus group. (World Bank Group 2014)
Buyer sophistication shows an average figure, but the value of scotch whisky
consumed is the fourth lowest within our focus group. This means that the average
consumer is probably not too demanding when it comes to spirits. Overall Italy is not
among the most interesting for KDC. (World Economic Forum 2014, 481)
8.4

Attractive smaller markets

Now we move onto small, but attractive markets. Sweden is an extremely attractive
market for Kyrö Distillery Company. Gin off-trade sales are accurate from Swedish
Systembolaget statistics, but on-trade figures were modeled after the general level of
on-trade consumption of spirits in Sweden. They should be fairly accurate as
sources(Østhus 2012) show similarities between Finnish, Swedish and Norwegian ontrade spirits consumption. While gin sales have been stagnant for the past years,
premium sales growth is evident. Swedish gin consumption per capita(15+) is highest
in the Nordic countries, evidence of a preference of over its substitutes. The market is
dominated by big brands, but craft distilleries are making big waves in Sweden. On-
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trade consumption of spirits is 13%. (Østhus 2012, 616; Systembolaget 2014;
Sipsmith Sweden 2014)
Sweden is the 4th most easy country to trade across borders. Costs of procedures are
33% lower than the OECD average and it takes on average 37,5% less time. A
packing list is not required by Sweden, and the distance from Finland is very low and
Finnish products enjoy a relatively good image in Sweden. (World Bank Group 2014)
Swedish buyer sophistication very high, meaning they are after more than just a small
price tag. They are also among the most sophisticated whiskey drinkers in our group
value wise meaning they surely want quality products when it comes to gin. (World
Economic Forum 2014, 481)
Norway is a similar market to Sweden, though smaller in size. The on-trade figures
are accurate Vinmonopolet figures and the off-trade estimates for each year are based
on Norway's general level of off-trade spirits consumption. From these figures we can
see that gin consumption has declined a little. However, the newest consumption
figures from Vinmonopolet that are not included in appendix B show a 2,6% increase
in gin sales. Consumption per capita(15+) is relatively high, meaning gin is a fairly
popular spirit in Norway. On-trade consumption of spirits is 11%. (Vinmonopolet
2012; Vinmonopolet 2013; Vinmonopolet 2014; Østhus 2012, 616)
Trading across Norway's borders is mixed. They require an extra document, a cargo
release order, in addition to the standard four. Import procedures cost a little more
and are handled a bit faster than the OECD average. Distance from Finland is small
making logistics easier and also making sure KDC's country-of-origin effect is
conveyed. Norwegians are very sophisticated consumers with very high disposable
incomes and their spending on scotch whisky is among the top three of our group
making it clear that premium alcoholic beverages are on demand. (World Bank Group
2014; OECD Factbook 2013; World Economic Forum 2014, 481)
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Switzerland is also a very attractive gin market. CAGR of gin import was 5,3% for
2008-2013. There is the matter of domestic spirits production, but it is less than
fifteen percent and consists mostly of local specialty spirits. Swiss spirits
consumption has not declined as it has in many countries, but has remained fairly
stable from 1994 to this day. The market is dominated by big MNE's, but some local
craft distillation is present. (EAV 2014, 16-21; Christian 2014)
Access to landlocked Switzerland is in our case through Rotterdam, Netherlands.
Ranked 22nd in the ease of trading across border, the cost of procedures is around
30% more than the OECD average. Distance from Finland is relatively high, resulting
in a diluted country-of-origin effect. Both buyer sophistication and value of scotch
imports are the highest in our group if we do not take into account the statistical
anomaly that is Luxembourg. There is a definite demand for premium spirits in
Switzerland. (World Bank Group 2014; World Economic Forum 2014, 481)
Belgium is another very promising market. The market information used is
regrettably less reliable. The gin market size is a regression analysis estimate
resulting in 0,08 million 9-liter cases sold. What is really interesting about this market
are the wild rumors that gin consumption went up 40-50% in 2013-2014. Another
source(de Volkskrant 2014) has a more reasonable figure of 20%. This is difficult to
believe and makes sense only if the market was insignificantly small to begin with.
Sadly, no accurate information on the market size was available. However, all sources
agree that gin is the next big thing in Belgium. (Padoan 2013; Deth-Delcambe 2014;
de Volkskrant 2014)
Email exchange with Nico Van Meensel of The Belgian Gin Club on January 26th
2015 confirmed that Belgium is the third biggest importer of Hendricks' gin after
Spain. He stated that 1,5 million bottles or 0,117 million 9-liter cases were imported
to Belgium in 2014. That would constitute 23,3% of all global Hendrick's sales in the
year 2013. His personal opinion was that the Flemish region of Belgium was a better
market than the Walloon region. This lead was provided by a change agent, namely
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the Belgian Embassy of Finland. All of these morsels of information hint that the
Belgian gin market is bigger than suggested by the regression analysis.
The cost of procedures is 27% more expensive than the OECD average and it takes a
little less than the OECD average. The distance from Finland is medium within our
group. Buyer sophistication and the value of scotch imports are high, making
Belgium an attractive option. (World Bank Group 2014; World Economic Forum
2014, 481)
Denmark is also a relatively interesting market with similar rumors of explosive
growth. Spirits imports have risen 20% and gin imports a massive 40% in 2013. Gin
consumption in Denmark is 0,05 million 9-liter cases. The figure was attained
through regression analysis and is on its own inaccurate. The actual figure is higher.
An infografic published in the magazine Berlingske in an article by Fajstrup (2014)
has figures for a better estimate. According to this paper imported gin amounts to
0,079 million 9-liter cases and with some local production the likely figure is above
80,000 cases consumed. (VSOD 2014; Fajstrup 2014)
Denmark would also be a very easily accessible market from Finland. Import
procedures cost one third less than the OECD average and take half as long. A
packing list is not required and the distance from Finland is small, allowing KDC to
take advantage of their country-of-origin effects. The value of imported scotch is
below average and customer sophistication is average, meaning that when it comes to
alcoholic beverages the average Dane will not be looking for very high quality.
(World Bank Group 2014; World Economic Forum 2014, 481)
According to the Dutch PDCG (2013) it would seem that total gin(not genever or
jenever) consumption in the Netherlands peaked in 2010 and has since been
declining. The IWSR figures greatly differ from this, proclaiming a 50% increase in
gin consumption in the Netherlands between 2009 and 2013. Both sources agree that
'gin is in' and that the Netherlands is experiencing the same craft distillery
phenomenon as the rest of Europe. It would seem that the younger generation has
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taken gin as its own and forsaken the old Dutch genever. (de Volkskrant 2014; PDCG
2013; Zelst 2014)
The Netherlands is ranked 14th in the world for ease of trade across borders making it
a good option. Import procedures take on average 37,5% less time and cost 11% less
than the OECD average. The distance from Finland is relatively low allowing for
positive country-of-origin effects. Buyer sophistication is high, but the value of
scotch imports is below average meaning the Dutch are generally not prepared to
spend much on quality alcohol. An article in De Volkskrant(2014) agrees with this
observation. (World Economic Forum 2014, 481; de Volkskrant 2014 )
Estonia is also a market that has potential for Kyrö Distillery Company. While
Estonian consumption is low and stagnant at 0,02 million cases, the value of gin sold
is rising fastest among all alcoholic beverages. Premiumization is evident in the
market. Also, by serving the Estonian market, KDC can serve a part of the segment of
Finns who prefer to purchase their premium spirits abroad at reasonable prices. This
is a substantial segment as studies (THL 2014, 2) show that around 0,67 million 9litre cases of spirits were brought to Finland from Estonia. Now, if we assume that
the ratio of gin to other spirits is the same as in Alko statistics we calculate that 0,01
million 9-litre cases of gin is brought to Finland from Estonia. This is a significant
number corresponding to 13% of the total gin consumption in Finland.(THL 2014, 2;
Alko 2014; TNS 2013)
Trading across Estonia's borders is easy and the distance from Finland is minimal.
Procedures take around 50% less time than the OECD average and cost around 27%
less. Finnish products enjoy a good image in Estonia. Local customer sophistication
is relatively low meaning price is a definite factor. The value of whiskies exported to
Estonia is very high indicating at least a demand for premium whiskey. Be that
demand Estonian or Finnish is not discussed in this thesis. (World Bank Group 2014;
World Economic Forum 2014, 481)
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Austria is the last on our list of small and attractive potential markets. Austria's
consumption figures have been estimated by using Germany's consumption per capita
and correcting it by the ratio of spirits consumption in Austria. While gin
consumption is fairly low in Austria, gin and vodka have the best growth forecasts by
2016. Furthermore, Austrian household expenditure on alcoholic beverages has gone
up by 45% between 2003-2013. (Statistik Austria 2014; Placke 2013)
Austria is best served through Hambugh, Germany. Price and cost of procedures are
close to OECD averages. A T1 transit document is necessary to ship the cargo
through Germany without paying customs duties and taxes. Consumer sophistication
is relatively high and the average €/liter value of scotch whisky drunk is very high,
indicating sophistication when it comes to British spirits. (World Bank Group 2014;
World Economic Forum 2014, 481)
8.5

Neutral markets

These markets Kyrö Distillery Company should keep an eye on. In the long term
these markets can develop into good gin markets, but at the moment they do not fit
the requirements. With time, major forces affecting the industry can shape the market
conditions of these countries in such a way to make them attractive for KDC.
Portugal is a smaller version of Spain in all regards except gin popularity. Only
around 0,03 million 9-liter cases were drunk in 2013. The value of scotch whisky
imports is low, indicating that the average Portuguese person is not too demanding
when it comes to spirits. It is not a bad market and maybe could be served through the
same channel as Spain. (Essência do Vinho 2014; World Economic Forum 2014,
481)
Greece is a relatively big gin market, with gin constituting 5% of all spirits
consumption. However, the financial crisis hit them hard and as a result consumption
of spirits went down 46%. The prevalent tax policy also heavily favors local spirits.
Economical and political instability is also a concern at the time of writing. (IOBE
2013, 8-10; The Guardian 2015; Kathimerini 2010)
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The Czech Republic scores average on most of scales. Consumption is modeled after
Poland's consumption with the ratio of roughly 1% gin of all spirits consumption.
Pure spirits consumption is taken from WHO statistics and divided by 0,4 for an
estimate of 40% spirits consumption. This method is not very accurate, but gives a
fairly good indication of market size. (WHO a. 2014)
Luxembourg's figures are mostly a statistical anomaly. Although Luxembourg is
known for its wealthy banking operations and a very high standard of living, its
numbers are often misleading. The simple reason for this is that people from other
neighboring countries produce and consume products and services within
Luxembourg without being counted to the populace. The same phenomenon is
applicable to Switzerland to a lesser degree. Nevertheless, customer sophistication
and value of scotch imported are very high making this a small yet viable market for
premium gin. (World Economic Forum 2014, 481)
Ireland shows potential without being outstanding. Their consumption is modeled
after the UK with 9% of all spirits consumption being gin. This gives them a
relatively small market. Trading across borders is easy as only a Bill of Lading and
customs declaration documents are needed for imports. Time and costs are close to
the OECD average. Buyer sophistication is high, but value of scotch imports is low.
This can be partly explained by the fact that Ireland makes superb whiskey and does
not need to import quality scotch whisky. (World Economic Forum 2014, 481)
There is sharp contrast between Latvia and Lithuania. Figures for both markets are
regression model estimates as accurate information was not available for either
country. Both are relatively small, close by and easily accessible from Finland but
Latvian consumers have developed a taste for quality whiskey. It is possible that this
preference could extend to gin. Further research is needed on the subject.
8.6

Non-priority markets

These markets have the least amount of positive qualities from KDC's point-of-view.
They are the least likely to develop into attractive gin markets in the long term.
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Malta and Cyprus are both small far away island markets with limited potential.
Customer sophistication is average with above average value of scotch whisky
imports. Neither market should be a priority for Kyrö Distillery Company. (World
Economic Forum 2014, 481)
Poland has traditionally been a vodka country and still remains one. 0,7% of spirits
consumed is gin, whereas the same figure for Finland is 1,45% and 9% for the UK.
Buyer sophistication and value of scotch imported are both low making Poland a poor
market option.(Alko 2013; WPŁYW 2012, 28-29; WHO a. 2014; World Economic
Forum 2014, 481)
The Slovak Republic was listed by IWSR as one the biggest gin drinking nations.
However, the local juniper based spirit called "Borovička" is mistakenly classified as
gin. Its use differs fundamentally from that of gin and they are in no way substitutes
for each other in the eyes of consumers. The Slovak Republic scores poorly on all
scales. (Rambler 2013)
Hungary, Slovenia, Bulgaria and Romania also score low on all meters and should
not be considered as priority markets. Croatia fares a little better but is still not an
attractive option.
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9

WHAT ENTRY MODE

SHOULD KYRÖ DISTILLERY

COMPAY USE?
In an optimal case, the entry mode that KDC chooses would allow them to utilize
their strengths to grasp the opportunities available by allowing them to work around
their weaknesses as a company and shielding them from external threats.
In an optimal case they should find a partner needs premium gin and rye whiskey in
their portfolio. This way they would have genuine incentive to promote the KDC
brand and make it better known it being the primary product in that category. A
partner that has access to the UK, Spain, Belgium, Switzerland, Germany, Sweden or
any of the countries that show potential. The partner should be of relatively small size
so that they would not dominate over KDC. The partner should be reliable to
minimize control costs.
Now, in the light of transaction cost theory we will look at why it must be so. The
company is looking to enter multiple foreign markets in a relatively small time frame.
Setting up their own export organization is significantly more costly than the ex ante
and ex post costs associated with finding a partner. Financial cost is not even the
biggest problem, but rather the amount of resources the company would have to
dedicate to setting up the operations would be unreasonable considering to company's
size. Forms of cooperative export or joint ventures should be considered if an
opportunity presents itself, but looking for such ventures when there are already
established intermediaries KDC can use can be considered a waste of time.
Furthermore, their offering is not new to the markets and it is well understood. It is
fairly standard and does not involve proprietary information all favoring low degrees
of control. All the markets researched in the scope of this thesis are stable and risks
are low favoring low control modes. The company is new and does not have a long
history of international experience favoring low control modes. Sociocultural distance
to all of the markets is fairly low and does not have a significant impact on market
entry mode. Opportunism is the last concern, though it is lessened by the fact that
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KDC brand is not well known. Also, if a partner needs KDC products in his portfolio
it is less likely that they will not endeavor to sell them.
This is how they can seize market opportunities abroad. How they can get their brand
known. How they can access distribution channels effectively and how they can
achieve economies of scale before competition will saturate the market. This is what
they should do.
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10 CONCLUSIONS
This chapter aims to summarize all the information above to answer the research
questions presented in the beginning of the thesis. The main objective of this study
was to identify attractive foreign gin markets for Kyrö Distillery Company to help
them with their decision making. Secondary objectives included analyzing if KDC is
ready to enter foreign markets and, if so, which market entry mode should they use.
Five of the most important findings of this thesis are presented (in bold) in the
following chapters.
The global gin market is in flux. At a quick glance it is easy to dismiss it as
stagnant, but underneath the surface changes in the dynamics of consumption
are taking place. Premiumization of gin consumption is prevalent in most
countries in our focus group. Economy and mid-priced gins are the losers in this
trend, although their established brands do well in developing markets. KDC is well
positioned when it comes to this trend as they focus on premium spirits.
Kyrö Distillery Company is ready to enter foreign markets and the time is
opportune. The craft distillery boom in Europe has started and the sooner KDC
solidify their position in their domestic and chosen foreign markets the better. They
can achieve this by using their unique offering that is anticipatory of future needs of
consumers, namely premium spirits. If they act quickly enough they can benefit from
the prevalent NAS-whiskey trend and the homogeneity of existing gin brands.
Between the two gin giants, Spain is a more attractive market than the UK. The
main reason being that the Spanish have a higher demand for foreign gin than the
British. Of the three sleeping giants, Germany is the most attractive from KDC's
point-of-view. From the small attractive markets the most attractive are Sweden,
Belgium, Switzerland, Norway, the Netherlands, Austria and Denmark in that
order. These are the markets that KDC should focus on in the light of this thesis.
Kyrö Distillery Company should enter foreign markets through partnerships
where the partner handles the logistics and distribution of the product. They
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need to find trustworthy partners that have a need for KDC's offering as this will
ensure that they have an interest in selling KDC products and building the KDC
brand.
Population can be used as a gin consumption predictor in countries where gin
does not have a special position. This was not a part of the original scope nor plan
for this thesis, but it became evident as research continued that regression analysis
was needed to estimate the gin consumption of countries for which no data was
available.
10.1 Recommendations for further research
The biggest factors not covered by this thesis are the amount and quality of potential
distributors. While many markets may seem attractive on paper, it is possible that
distribution channels to that market are difficult or expensive to access. The
availability and quality of importers should be researched before any market entry
decisions are made. The same is true for the competition. The market competition of
the biggest markets is covered by the thesis, but a more in-depth competition analysis
is needed before market entry decisions can be made reliably.
It would be interesting to create a more accurate market size predictor tool.
Population by itself is a good predictor, but with multiple regression analysis we
could use more variables to add accuracy to the prediction model. It could include
additional variables such as the percentage of spirits consumption of all alcohol
consumption or the consumption of cocktails.
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