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Three women and
a goose make
a marketplace.

ITALIAN PROVERB

Marketing and the
Concept of Planning
and Strategy

Over the years marketers have been presented with a series of philosophical
approaches to marketing decision making. One widely used approach is the
marketing concept approach, which directs the marketer to develop the product
offering, and indeed the entire marketing program, to meet the needs of the cus-
tomer base. A key element in this approach is the need for information flow from
the market to the decision maker. Another approach is the systems approach, which
instructs the marketer to view the product not as an individual entity but as just
one aspect of the customer’s total need-satisfaction system. A third approach, the
environmental approach, portrays the marketing decision maker as the focal point
of numerous environments within which the firm operates and that affect the suc-
cess of the firm’s marketing program. These environments frequently bear such
labels as legal-political, economic, competitive, consumer, market structure,
social, technological, and international.

Indeed, these and other philosophical approaches to marketing decision
making are merely descriptive frameworks that stress certain aspects of the firm’s
role vis-a-vis the strategic planning process. No matter what approach a firm fol-
lows, it needs a reference point for its decisions that is provided by the strategy
and the planning process involved in designing the strategy. Thus, the strategic
planning process is the guiding force behind decision making, regardless of the
approach one adopts. This relationship between the strategic planning process
and approaches to marketing decision making is depicted in Exhibit 1-1.

Planning perspectives develop in response to needs that arise internally or
that impinge on the organization from outside. During the 1950s and 1960s,
growth was the dominant fact of the economic environment, and the planning
processes developed during that time were typically geared to the discovery and
exploitation of entrepreneurial opportunities. Decentralized planning was the
order of the day. Top management focused on reviewing major investment pro-
posals and approving annual operating budgets. Long-range corporate plans
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EXHIBIT 1-1
Relationship between the Strategic Planning Process and Approaches to Marketing
Decision Making

Strategic
Planning
Process

Strategy Specifics

Choice of an approach to marketing decision making:
(a) Marketing concept approach

(b) Systems approach

(c) Environmental approach

(d) Other

were occasionally put together, but they were primarily extrapolations and were
rarely used for strategic decision making.

Planning perspectives changed in the 1970s. With the quadrupling of energy
costs and the emergence of competition from new quarters, followed by a reces-
sion and reports of an impending capital crisis, companies found themselves sur-
rounded by new needs. Reflecting these new management needs and concerns, a
process aimed at more centralized control over resources soon pervaded planning
efforts. Sorting out winners and losers, setting priorities, and conserving capital
became the name of the game. A new era of strategic planning dawned over cor-
porate America.

The value of effective strategic planning is virtually unchallenged in today’s
business world. A majority of the Fortune 1000 firms in the United States, for
instance, now have senior executives responsible for spearheading strategic plan-
ning efforts.

Strategic planning requires that company assets (i.e., resources) be managed
to maximize financial return through the selection of a viable business in accor-
dance with the changing environment. One very important component of strate-
gic planning is the establishment of the product/market scope of a business. It is
within this scope that strategic planning becomes relevant for marketers.! Thus,
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as companies adopted and made progress in their strategic planning capabilities,
a new strategic role for marketing emerged. In this strategic role, marketing con-
centrates on the markets to serve, the competition to be tackled, and the timing of
market entry /exit.

CONCEPT OF PLANNING

Throughout human history, people have tried to achieve specific purposes, and in
this effort some sort of planning has always found a place. In modern times, the
former Soviet Union was the first nation to devise an economic plan for growth
and development. After World War 11, national economic planning became a pop-
ular activity, particularly among developing countries, with the goal of systematic
and organized action designed to achieve stated objectives within a given period.
Among market economies, France has gone the furthest in planning its economic
affairs. In the business world, Henri Fayol, the French industrialist, is credited
with the first successful attempts at formal planning.
Accomplishments attributed to planning can be summarized as follows:

1. Planning leads to a better position, or standing, for the organization.

2. Planning helps the organization progress in ways that its management considers
most suitable.

3. Planning helps every manager think, decide, and act more effectively and
progress in the desired direction.

4. Planning helps keep the organization flexible.

5. Planning stimulates a cooperative, integrated, enthusiastic approach to organiza-
tional problems.

6. Planning indicates to management how to evaluate and check up on progress
toward planned objectives.

7. Planning leads to socially and economically useful results.

Planning in corporations emerged as an important activity in the 1960s. Several
studies undertaken during that time showed that companies attached significant
importance to planning. A Conference Board survey of 420 firms, for example,
revealed that 85 percent had formalized corporate planning activity.2 A 1983 survey
by Coopers & Lybrand and Yankelovich, Skelly, and White confirmed the central
role played by the planning function and the planner in running most large busi-
nesses.3 Although the importance of planning had been acknowledged for some
time, the executives interviewed in 1983 indicated that planning was becoming
more important and was receiving greater attention. A 1991 study by McDonald’s
noted that marketing planning is commonly practiced by companies of all sizes,
and there is wide agreement on the benefits to be gained from such planning.4 A
1996 survey by the Association of Management Consulting Firms found that busi-
ness persons, academics, and consultants expect business planning to be their most
pressing management issue as they prepare to enter the next century.>

Some companies that use formal planning believe that it improves profits and
growth, finding it particularly useful in explicit objective setting and in monitor-
ing results.6 Certainly, the current business climate is generating a new posture
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Definition of
Planning

among executives, with the planning process being identified by eight out of ten
respondents as a key to implementing the chief executive officer’s (CEO) chosen
strategy.” Today most companies insist on some sort of planning exercise to meet
the rapidly changing environment. For many, however, the exercise is cathartic
rather than creative.

Growth is an accepted expectation of a firm; however, growth does not
happen by itself. Growth must be carefully planned: questions such as how much,
when, in which areas, where to grow, and who will be responsible for different
tasks must be answered. Unplanned growth will be haphazard and may fail to
provide desired levels of profit. Therefore, for a company to realize orderly
growth, to maintain a high level of operating efficiency, and to achieve its goals
fully, it must plan for the future systematically. Products, markets, facilities, per-
sonnel, and financial resources must be evaluated and selected wisely.

Today’s business environment is more complex than ever. In addition to the
keen competition that firms face from both domestic and overseas companies, a
variety of other concerns, including environmental protection, employee welfare,
consumerism, and antitrust action, impinge on business moves. Thus, it is desirable
for a firm to be cautious in undertaking risks, which again calls for a planned effort.

Many firms pursue growth internally through research and development.
This route to growth is not only time-consuming but also requires a heavy com-
mitment of resources with a high degree of risk. In such a context, planning is
needed to choose the right type of risk.

Since World War II, technology has had a major impact on markets and mar-
keters. Presumably, the trend of accelerating technological change will continue
in the future. The impact of technological innovations may be felt in any industry
or in any firm. Therefore, such changes need to be anticipated as far in advance
as possible in order for a firm to take advantage of new opportunities and to
avoid the harmful consequences of not anticipating major new developments.
Here again, planning is significant.

Finally, planning is required in making a choice among the many equally
attractive alternative investment opportunities a firm may have. No firm can
afford to invest in each and every “good” opportunity. Planning, thus, is essential
in making the right selection.

Planning for future action has been called by many different names:
long-range planning, corporate planning, comprehensive planning, and formal
planning. Whatever its name, the reference is obviously to the future.

Planning is essentially a process directed toward making today’s decisions with
tomorrow in mind and a means of preparing for future decisions so that they may be
made rapidly, economically, and with as little disruption to the business as possible.

Though there are as many definitions of planning as there are writers on the
subject, the emphasis on the future is the common thread underlying all plan-
ning theory. In practice, however, different meanings are attached to planning.
A distinction is often made between a budget (a yearly program of operations)
and a long-range plan. Some people consider planning as something done by
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staff specialists, whereas budgeting is seen to fall within the purview of line
managers.

It is necessary for a company to be clear about the nature and scope of the
planning that it intends to adopt. A definition of planning should then be based
on what planning is supposed to be in an organization. It is not necessary for
every company to engage in the same style of comprehensive planning. The basis
of all planning should be to design courses of action to be pursued for achieving
stated objectives such that opportunities are seized and threats are guarded
against, but the exact planning posture must be custom-made (i.e., based on the
decision-making needs of the organization).

Operations management, which emphasizes the current programs of an orga-
nization, and planning, which essentially deals with the future, are two intimately
related activities. Operations management or budgeted programs should emerge
as the result of planning. In the outline of a five-year plan, for example, years two
through five may be described in general terms, but the activities of the first year
should be budgeted and accompanied by detailed operational programs.

A distinction should also be made between planning and forecasting.
Forecasting considers future changes in areas of importance to a company and
tries to assess the impact of these changes on company operations. Planning takes
over from there to set objectives and goals and develop strategy.

Briefly, no business, however small or poorly managed, can do without plan-
ning. Although planning per se may be nothing new for an organization, the cur-
rent emphasis on it is indeed different. No longer just one of several important
functions of the organization, planning’s new role demands linkage of various
parts of an organization into an integrated system. The emphasis has shifted from
planning as an aspect of the organization to planning as the basis of all efforts and
decisions, the building of an entire organization toward the achievement of des-
ignated objectives.

There is little doubt about the importance of planning. Planning depart-
ments are key in critiquing strategies, crystallizing goals, setting priorities, and
maintaining control;8 but to be useful, planning should be done properly.
Planning just for the sake of it can be injurious; half-hearted planning can cause
more problems than it solves. In practice, however, many business executives
simply pay lip service to planning, partly because they find it difficult to incor-
porate planning into the decision-making process and partly because they are
uncertain how to adopt it.

If planning is to succeed, proper arrangements must be made to put it into oper-
ation. The Boston Consulting Group suggests the following concerns for effective
planning:

¢ There is the matter of outlook, which can affect the degree to which functional
and professional viewpoints, versus corporate needs, dominate the work of plan-
ning.

e There is the question of the extent of involvement for members of the manage-
ment. Who should participate, and to what extent?

5



Marketing and the Concept of Planning and Strategy

Initiating Planning
Activities

® There is the problem of determining what part of the work of planning should be
accomplished through joint effort and how to achieve effective collaboration
among participants in the planning process.

® There is the matter of incentive, of making planning an appropriately empha-
sized and rewarded kind of managerial work.

¢ There is the question of how to provide staff coordination for planning, which
raises the issue of how a planning unit should be used in the organization.

* And there is the role of the chief executive in the planning process. What should
it be??

Though planning is conceptually rather simple, implementing it is far from
easy. Successful planning requires a blend of many forces in different areas, not
the least of which are behavioral, intellectual, structural, philosophical, and man-
agerial. Achieving the proper blend of these forces requires making difficult deci-
sions, as the Boston Consulting Group has suggested. Although planning is
indeed complex, successful planning systems do have common fundamental
characteristics despite differing operational details. First, it is essential that the
CEO be completely supportive. Second, planning must be kept simple, in agree-
ment with the managerial style, and unencumbered by detailed numbers and
fancy equations. Third, planning is a shared responsibility, and it would be wrong
to assume that the president or vice president of planning, staff specialists, or line
managers can do it single-handedly. Fourth, the managerial incentive system
should give due recognition to the fact that decisions made with long-term impli-
cations may not appear good in the short run. Fifth, the goals of planning should
be achievable without excessive frustration and work load and with widespread
understanding and acceptance of the process. Sixth, overall flexibility should be
encouraged to accommodate changing conditions.

There is no one best time for initiating planning activities in an organization;
however, before developing a formal planning system, the organization should be
prepared to establish a strong planning foundation. The CEO should be a central
participant, spearheading the planning job. A planning framework should be
developed to match the company’s perspective and should be generally accepted
by its executives. A manual outlining the work flow, information links, format of
various documents, and schedules for completing various activities should be
prepared by the planner. Once these foundations are completed, the company can
initiate the planning process anytime.

Planning should not be put off until bad times prevail; it is not just a cure for
poor performance. Although planning is probably the best way to avoid bad
times, planning efforts that are begun when operational performance is at an ebb
(i.e., at low or no profitability) will only make things worse, since planning efforts
tend initially to create an upheaval by challenging the traditional patterns of deci-
sion making. The company facing the question of survival should concentrate on
alleviating the current crisis.

Planning should evolve gradually. It is wishful thinking to expect full-scale
planning to be instituted in a few weeks or months. Initial planning may be
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formalized in one or more functional areas; then, as experience is gained, a com-
pany-wide planning system may be designed. IBM, a pioneer in formalized plan-
ning, followed this pattern. First, financial planning and product planning were
attempted in the post-World War II period. Gradual changes toward increased
formality were made over the years. In the later half of 1960s, increased attention
was given to planning contents, and a compatible network of planning data sys-
tems was initiated. Corporate-wide planning, which was introduced in the 1970s,
forms the backbone of IBM'’s current global planning endeavors. Beginning in
1986, the company made several changes in its planning perspectives in response
to the contingencies created by deteriorating performance. In the 1990s, planning
at IBM became more centralized to fully seek resource control and coordination.

In an analysis of three different philosophies of planning, Ackoff established the
labels satisfying, optimizing, and adaptivizing.1® Planning on the basis of the
satisfying philosophy aims at easily achievable goals and molds planning efforts
accordingly. This type of planning requires setting objectives and goals that are
“high enough” but not as “high as possible.” The satisfying planner, therefore,
devises only one feasible and acceptable way of achieving goals, which may not
necessarily be the best possible way. Under a satisfying philosophy, confrontations
that might be caused by conflicts in programs are diffused through politicking,
underplaying change, and accepting a fall in performance as unavoidable.

The philosophy of optimizing planning has its foundation in operations
research. The optimizing planner seeks to model various aspects of the organiza-
tion and define them as objective functions. Efforts are then directed so that an
objective function is maximized (or minimized), subject to the constraints
imposed by management or forced by the environment. For example, an objective
may be to obtain the highest feasible market share; planning then amounts to
searching for different variables that affect market share: price elasticity, plant
capacity, competitive behavior, the product’s stage in the life cycle, and so on. The
effect of each variable is reduced to constraints on the market share. Then an
analysis is undertaken to find out the optimum market share to target.

Unlike the satisfying planner, the optimizer endeavors, with the use of math-
ematical models, to find the best available course to realize objectives and goals.
The success of an optimizing planner depends on how completely and accurately
the model depicts the underlying situation and how well the planner can figure
out solutions from the model once it has been built.

The philosophy of adaptivizing planning is an innovative approach not yet
popular in practice. To understand the nature of this type of planning, let us
compare it to optimizing planning. In optimization, the significant variables
and their effects are taken for granted. Given these, an effort is made to achieve
the optimal result. With an adaptivizing approach, on the other hand, planning
may be undertaken to produce changes in the underlying relationships them-
selves and thereby create a desired future. Underlying relationships refer to an
organization’s internal and external environment and the dynamics of the
values of the actors in these environments (i.e., how values relate to needs and

7
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to the satisfaction of needs, how changes in needs produce changes in values,
and how changes in needs are produced).

CONCEPT OF STRATEGY

Strategy in a firm is

the pattern of major objectives, purposes, or goals and essential policies and plans for
achieving those goals, stated in such a way as to define what business the company is
in or is to be in and the kind of company it is or is to be.

Any organization needs strategy (a) when resources are finite, (b) when there
is uncertainty about competitive strengths and behavior, (c) when commitment of
resources is irreversible, (d) when decisions must be coordinated between
far-flung places and over time, and (e) when there is uncertainty about control of
the initiative.

An explicit statement of strategy is the key to success in a changing business
environment. Strategy provides a unified sense of direction to which all members
of the organization can relate. Where there is no clear concept of strategy, deci-
sions rest on either subjective or intuitive assessment and are made without
regard to other decisions. Such decisions become increasingly unreliable as the
pace of change accelerates or decelerates rapidly. Without a strategy, an organi-
zation is like a ship without a rudder going around in circles.

Strategy is concerned with the deployment of potential for results and the
development of a reaction capability to adapt to environmental changes. Quite
naturally, we find that there are hierarchies of strategies: corporate strategy and
business strategy. At the corporate level, strategy is mainly concerned with defin-
ing the set of businesses that should form the company’s overall profile.
Corporate strategy seeks to unify all the business lines of a company and point
them toward an overall goal. At the business level, strategy focuses on defining
the manner of competition in a given industry or product/market segment. A
business strategy usually covers a plan for a single product or a group of related
products. Today, most strategic action takes place at the business unit level, where
sophisticated tools and techniques permit the analysis of a business; the forecast-
ing of such variables as market growth, pricing, and the impact of government
regulation; and the establishment of a plan that can sidestep threats in an erratic
environment from competitors, economic cycles, and social, political, and con-
sumer changes.

Each functional area of a business (e.g., marketing) makes its own unique
contribution to strategy formulation at different levels. In many firms, the mar-
keting function represents the greatest degree of contact with the external envi-
ronment, the environment least controllable by the firm. In such firms, marketing
plays a pivotal role in strategy development.

In its strategic role, marketing consists of establishing a match between the firm
and its environment. It seeks solutions to problems of deciding (a) what business
the firm is in and what kinds of business it may enter in the future and (b) how the



Marketing and the Concept of Planning and Strategy

chosen field(s) of endeavor may be successfully run in a competitive environment
by pursuing product, price, promotion, and distribution perspectives to serve
target markets. In the context of strategy formulation, marketing has two dimen-
sions: present and future. The present dimension deals with the existing relation-
ships of the firm to its environments. The future dimension encompasses intended
future relationships (in the form of a set of objectives) and the action programs nec-
essary to reach those objectives. The following example illustrates the point.

McDonald’s, the hamburger chain, has among its corporate objectives the
goal of increasing the productivity of its operating units. Given the high propor-
tion of costs in fixed facilities, McDonald’s decided to increase facility utilization
during off-peak hours, particularly during the morning hours. The program
developed to accomplish these goals, the Egg McMulffin, was followed by a
breakfast menu consistent with the limited product line strategy of McDonald’s
regular fare. In this example, the corporate goal of increased productivity led to
the marketing perspective of breakfast fare (intended relationship), which was
built over favorable customer attitudes toward the chain (existing relationship).
Similarly, a new marketing strategy in the form of McDonald’s Chicken Fajita
(intended relationship) was pursued over the company’s ability to serve food fast
(existing relationship) to meet the corporate goal of growth.

Generally, organizations have identifiable existing strategic perspectives;
however, not many organizations have an explicit strategy for the intended
future. The absence of an explicit strategy is frequently the result of a lack of top
management involvement and commitment required for the development of
proper perspectives of the future within the scope of current corporate activities.

Marketing provides the core element for future relationships between the
firm and its environment. It specifies inputs for defining objectives and helps for-
mulate plans to achieve them.

CONCEPT OF STRATEGIC PLANNING

Strategy specifies direction. Its intent is to influence the behavior of competitors
and the evolution of the market to the advantage of the strategist. It seeks to
change the competitive environment. Thus, a strategy statement includes a
description of the new competitive equilibrium to be created, the cause-and-effect
relationships that will bring it about, and the logic to support the course of action.
Planning articulates the means of implementing strategy. A strategic plan speci-
fies the sequence and the timing of steps that will alter competitive relationships.

The strategy and the strategic plan are quite different things. The strategy
may be brilliant in content and logic; but the sequence and timing of the plan,
inadequate. The plan may be the laudable implementation of a worthless strategy.
Put together, strategic planning concerns the relationship of an organization to its
environment. Conceptually, the organization monitors its environment, incorpo-
rates the effects of environmental changes into corporate decision making, and
formulates new strategies. Exhibit 1-2 provides a scorecard to evaluate the viabil-
ity of a company’s strategic planning effort.
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EXHIBIT 1-2
A Strategic Planning Scorecard

¢ Is our planning really strategic?
Do we try to anticipate change or only project from the past?
* Do our plans leave room to explore strategic alternatives?
Or do they confine us to conventional thinking?
* Do we have time and incentive to investigate truly important things?
Or do we spend excessive planning time on trivia?
* Have we ever seriously evaluated a new approach to an old market?
Or are we locked into the status quo?
* Do our plans critically document and examine strategic assumptions?
Or do we not really understand the implications of the plans we review?

* Do we consistently make an attempt to examine consumer, competitor, and distribu-
tor responses to our programs?

Or do we assume the changes will not affect the relationships we have seen in the past?

Source: Thomas P. Justad and Ted J. Mitchell, “Creative Market Planning in a Partisan Environment,”
Business Horizons (March—April 1982): 64, copyright 1982 by the Foundation for the School of
Business at Indiana University. Reprinted by permission.

Companies that do well in strategic planning define their goals clearly and
develop rational plans to implement them. In addition, they take the following
steps to make their strategic planning effective:

* They shape the company into logical business units that can identify markets,
customers, competitors, and the external threats to their business. These business
units are managed semi-autonomously by executives who operate under corpo-
rate financial guidelines and with an understanding of the unit’s assigned role in
the corporate plan.

¢ They demonstrate a willingness at the corporate level to compensate line man-
agers on long-term achievements, not just the yearly bottom line; to fund research
programs that could give the unit a long-term competitive edge; and to offer the
unit the type of planning support that provides data on key issues and encour-
ages and teaches sophisticated planning techniques.

* They develop at the corporate level the capacity to evaluate and balance compet-
ing requests from business units for corporate funds, based on the degree of risk
and reward.

e They match shorter-term business unit goals to a long-term concept of the com-
pany’s evolution over the next 15 to 20 years. Exclusively the CEO’s function,
effectiveness in matching business unit goals to the firm’s evolution may be
tested by the board of directors.

Strategic Planning: | The importance of strategic planning for a company may be illustrated by the
An Example | example of the Mead Corporation. The Mead Corporation is basically in the forest
products business. More than 75 percent of its earnings are derived from trees,
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from the manufacture of pulp and paper, to the conversion of paperboard to bev-
erage carriers, to the distribution of paper supplies to schools. Mead also has an
array of businesses outside the forest products industry and is developing new
technologies and businesses for its future, primarily in storing, retrieving, and
reproducing data electronically. In short, Mead is a company growing in the
industries in which it started as well as expanding into areas that fit the capabili-
ties and style of its management.

Although Mead was founded in 1846, it did not begin to grow rapidly until
around 1955, reaching the $1 billion mark in sales in the late 1960s. Unfortunately,
its competitive position did not keep pace with this expansion. In 1972 the com-
pany ranked 12th among 15 forest products companies. Clearly, if Mead was to
become a leading company, its philosophy, its management style and focus, and
its sense of urgency—its whole corporate culture—had to change. The vehicle for
that change was the company’s strategic planning process.

When top managers began to discuss ways to improve Mead, they quickly
arrived at the key question: What kind of performing company should Mead be?
They decided that Mead should be in the top quartile of those companies with
which it was normally compared. Articulation of such a clear and simple objec-
tive provided all levels of management with a sense of direction and with a frame
of reference within which to make and test their own decisions. This objective was
translated into specific long-term financial goals.

In 1972 a rigorous assessment of Mead’s businesses was made. The results of
this assessment were not comforting—several small units were in very weak com-
petitive positions. They were substantial users of cash that was needed elsewhere
in businesses where Mead had opportunities for significant growth. Mead’s
board decided that by 1977 the company should get out of certain businesses,
even though some of those high cash users were profitable.

Setting goals and assessing Mead’s mix of businesses were only the first
steps. Strategic planning had to become a way of life if the corporate culture was
going to be changed. Five major changes were instituted. First, the corporate
goals were articulated throughout the company—over and over and over again.

Second, the management system was restructured. This restructuring was
much easier said than done. In Mead’s pulp and paper businesses, the culture
expected top management to be heavily involved in the day-to-day operation of
major facilities and intimately involved in major construction projects, a style that
had served the company well when it was simply a producer of paper. By the
early 1970s, however, Mead was simply too large and too diverse for such a
hands-on approach. The nonpulp and paper businesses, which were managed
with a variety of styles, needed to be integrated into a more balanced manage-
ment system. Therefore, it was essential for top management to stay out of
day-to-day operations. This decision allowed division managers to become
stronger and to develop a greater sense of personal responsibility for their opera-
tions. By staying away from major construction projects, top managers allowed
on-site managers to complete under budget and ahead of schedule the largest and
most complex programs in the company’s history.

11
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Strategic Planning:
Emerging
Perspectives

Third, simultaneously with the restructuring of its management system, sem-
inars were used to teach strategic planning concepts and techniques. These sem-
inars, sometimes week-long sessions, were held off the premises with groups of
5 to 20 people at a time. Eventually, the top managers in the company became
graduates of Mead’s approach to strategic planning.

Fourth, specific and distinctly different goals were developed and agreed
upon for each of Mead’s two dozen or so business units. Whereas the earlier
Mead culture had charged each operation to grow in any way it could, each busi-
ness unit now had to achieve a leadership position in its markets or, if a leader-
ship position was not practical, to generate cash.

Finally, the board began to fund agreed-upon strategies instead of approving
capital projects piecemeal or yielding to emotional pleas from favorite managers.

The first phase of change was the easiest to accomplish. Between 1973 and
1976, Mead disposed of 11 units that offered neither growth nor significant cash
flow. Over $100 million was obtained from these divestitures, and that money
was promptly reinvested in Mead’s stronger businesses. As a result, Mead’s mix
of businesses showed substantial improvement by 1977. In fact, Mead achieved
its portfolio goals one year ahead of schedule.

For the remaining businesses, developing better strategies and obtaining
better operating performance were much harder to achieve. After all, on a rela-
tive basis, the company was performing well. With the exception of 1975, 1984,
1989, and 1994, the years from 1973 to 1997 set all-time records for performance.
The evolution of Mead’s strategic planning system and the role it played in
helping the good businesses of the company improve their relative perfor-
mance are public knowledge. The financial results speak for themselves. In
spite of the divestitures of businesses with sales of over $500 million, Mead’s
sales grew at a compound rate of 9 percent from 1973 to reach $5.1 billion in
1997. In addition, by the end of 1993, Mead’s return on total capital (ROTC)
reached 11.2 percent. More important, among 15 forest products companies
with which Mead is normally compared, it had moved from twelfth place in
1972 to second place in 1983, a position it continued to maintain in 1994. These
were the results of using a strategic planning system as the vehicle for improv-
ing financial performance.

During the period from 1988 to 1993, Mead took additional measures to
increase its focus in two areas: (a) its coated paper and board business and (b) its
value-added, less capital-intensive businesses (the distribution and conversion of
paper and related supplies and electronic publishing). Today Mead is a well-man-
aged, highly focused, aggressive company. It is well positioned to be exception-
ally successful in the rest of 1990s, and beyond.

Many forces affected the way strategic planning developed in the 1970s and
early 1980s. These forces included slower growth worldwide, intense global
competition, burgeoning automation, obsolescence due to technological change,
deregulation, an explosion in information availability, more rapid shifts in raw
material prices, chaotic money markets, and major changes in macroeconomic
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and sociopolitical systems. As a result, destabilization and fluidity have become
the norm in world business.

Today there are many, many strategic alternatives for all types of industries.
Firms are constantly coming up with new ways of making products and getting
them to market. Comfortable positions in industry after industry (e.g., in bank-
ing, telecommunications, airlines, automobiles) are disappearing, and barriers to
entry are much more difficult to maintain. Markets are open, and new competi-
tors are coming from unexpected directions.

To steadily prosper in such an environment, companies need new strategic
planning perspectives. First, top management must assume a more explicit role in
strategic planning, dedicating a large amount of time to deciding how things
ought to be instead of listening to analyses of how they are. Second, strategic
planning must become an exercise in creativity instead of an exercise in forecast-
ing. Third, strategic planning processes and tools that assume that the future will
be similar to the past must be replaced by a mindset obsessed with being first to
recognize change and turn it into competitive advantage. Fourth, the role of the
planner must change from being a purveyor of incrementalism to that of a cru-
sader for action. Finally, strategic planning must be restored to the core of line
management responsibilities.

These perspectives can be described along six action-oriented dimensions:
managing a business for competitive advantage, viewing change as an oppor-
tunity, managing through people, shaping the strategically managed organiza-
tion, managing for focus and flexibility, and managing fit across all functions.
Considering these dimensions can make strategic planning more relevant and
effective.

Managing for Competitive Advantage. Organizations in a market economy
are concerned with delivering a service or product in the most profitable way. The
key to profitability is to achieve a sustainable competitive advantage based on
superior performance relative to the competition. Superior performance requires
doing three things better than the competition. First, the firm must clearly desig-
nate the product/market, based on marketplace realities and a true understand-
ing of its strengths and weaknesses. Second, it must design a winning business
system or structure that enables the company to outperform competitors in pro-
ducing and delivering the product or service. Third, management must do a
better job of managing the overall business system, by managing not only rela-
tionships within the corporation but also critical external relationships with sup-
pliers, customers, and competitors.11

In turn, the notion of white-space opportunities is proving especially com-
pelling for highly decentralized companies such as Hewlett-Packard Co. HP
Chairman Lewis E. Platt now believes his most important role in strategy formu-
lation is to build bridges among the company’s various operations. “I don’t create
business strategies,” argues Platt. “My role is to encourage discussion of the white
spaces, the overlap and gap among business strategies, the important areas that
are not addressed by the strategies of individual HP businesses.”12

13
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As an example, Hewlett-Packard Co. brings its customers and suppliers
together with the general managers of its many business units in strategy sessions
aimed at creating new market opportunities. In each case, HP defines a “business
ecosystem,” the framework for its managers to explore and analyze. In an ecosys-
tem, companies sometimes compete and often cooperate to come up with inno-
vations, create new products, and serve customers. Most of the business
managers are so busy minding their current businesses that is is hard to step out
and see threats or opportunities. But by looking at the entire ecosystem, it pro-
vides a broad perspective to them. It gets people out of their boxes.

A session on the ecosystem for the automotive industry saw HP assembling
managers from divisions that make service-bay diagnostic systems for Ford
Motor Co., workstations in auto manufacturing plants, and electronic compo-
nents for cars. The company also invited customers and suppliers. What could all
these divisions do together to create new value for the industry? “Many of the
opportunities came right out of the mouth of customers.” Possibilities included
creating “smart” highway systems or building integrated systems that would col-
lect service problems and immediately feed them back to Detroit. It changes the
vision of the business future and managers start thinking about how they can get
increased value from all the pieces of the company.

By inviting such a broad range of people to the strategy table, HP gained
viewpoints that would normally not be heard. Yet those opinions are critical to
creating future products and markets.12

Viewing Change as an Opportunity. A new culture should be created within
the organization such that managers look to change as an opportunity and adapt
their business system to continuously emerging conditions. In other words,
change should not be viewed as a problem but as a source of opportunity, pro-
viding the potential for creativity and innovation.

Managing through People. Management’s first task is to create a vision of the
organization that includes (a) where the organization should be going, again
based on a clear examination of the company’s strengths and weaknesses; (b)
what markets it should compete in; (c) how it will compete; and (d) major action
programs required. The next task is to convert vision to reality—to develop the
capabilities of the organization, to expedite change and remove obstacles, and to
shape the environment. Central to both the establishment and execution of a
corporate vision is the effective recruitment, development, and deployment of
human resources. “In the end, management is measured by the skill and sensi-
tivity with which it manages and develops people, for it is only through the qual-
ity of their people that organizations can change effectively.”13

Electronic Data Systems Corp., which manages large-scale data centers, has
opened its strategic-planning process to a broad range of players. In 1992, EDS
launched a major strategy initiative that involved 2,500 of its 55,000 employees.
The company picked a core group of 150 staffers from around the world for the
yearlong assignment. The group ranged from a 26-year-old systems engineer who
had been with EDS for two years to a sixty-something corporate vice-president
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with a quarter of a century of EDS experience. The staffers identified potential
“discontinuities” that could threaten or pose opportunities for EDS. They isolated
the company’s core competencies—what it does best and how that differentiates
it from the competition. And they crafted a “strategic intent”—a point of view
about its future. As has been said, “We discovered that in order for us to make
information technology valuable to people, we had to be able to go into a com-
pany and offer consulting to provide more complete solutions, and we couldn’t
do that without building a business strategy.”13 So EDS began to create a man-
agement-consulting practice, acquiring A.T. Kearney Inc. for $600 million. Similar
approaches have been used by a wide range of companies, including Marriott
Hotels and Helene Curtis Industries.

Shaping the Strategically Managed Organization. Management should
work toward developing an innovative, self-renewing organization that the
future will demand. Organizational change depends on such factors as structure,
strategy, systems, style, skills, staff, and shared values. Organizations that take an
externally focused, forward-looking approach to the design of these factors have
a much better chance of self-renewal than those whose perspective is predomi-
nantly internal and historical.

Managing for Focus and Flexibility. Today, strategic planning should be
viewed differently than it was viewed in the past. A five-year plan, updated
annually, should be replaced by an ongoing concern for the direction the organi-
zation is taking. Many scholars describe an ongoing concern for the direction of
the firm, that is, concern with what a company must do to become smart, tar-
geted, and nimble enough to prosper in an era of constant change, as strategic
thinking.14 The key words in this pursuit are focus and flexibility.

Focus means figuring out and building on what the company does best. It
involves identifying the evolving needs of customers, then developing the key
skills—often called the core competencies—making sure that everyone in the com-
pany understands them. Flexibility means sketching rough scenarios of the future
(i.e., bands of possibilities) and being ready to pounce on opportunities as they
arise. The point may be illustrated with reference to Sears. From 1985 to 1994,
about $163 billion of stock market value was created in the retail industry. Some
25 companies were responsible for creating 85% of that wealth, and many of them
did it with “business designs” that featured stores outside shopping malls, with
low prices, quality merchandise, and broad selection. While Wal-Mart Stores Inc.
generated $42 billion and Home Depot Inc. added $20 billion in value, Sears’s
retail operations captured less that $1 billion in that 10-year period. How did it
happen? Like so many American business icons, Sears lost sight of its customers.
They did not know whom they wanted to serve. That was a huge hole in the com-
pany’s strategy. They were also not clear on what basis they thought they could
win against the competition.

A major strategy overhaul led to the disposal of nonretail assets and a
renewed focus on Sears’s core business. The company renovated dowdy stores,
upgraded women’s apparel, and launched a new ad campaign to engineer a
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major turnaround at the department-store giant. One of the things that got the
company in trouble was its lack of focus on the customer. Extensive customer
research discovered high levels of brand loyalty to Sears’s hardware lines. The
research also suggested that by segmenting the do-it-yourself market and focus-
ing on home projects with a low degree of complexity, say, papering a bathroom
or installing a dimmer switch, Sears could avoid a major competitive collision
with Home Depot and other home-improvement giants. Customers, the Sears
research showed, desired convenience more than breadth of category in such
hardware stores.

After successfully testing the concept of hardware outlets, the company is
now making a billion-dollar capital bet that Sears can gain growth in this new
market. It hopes to have 1,000 freestanding, 20,000-square-foot hardware stores
built in five years, with 200 of them running by 1998, at a cost of $1.25 million per
outlet.15

Managing Fit Across All Functions. Different functions or activities must
reinforce each other for a successful strategy. A productive sales force, for exam-
ple, confers a greater advantage when the company’s product embodies premium
technology and its marketing approach emphasizes customer assistance and sup-
port. A production line with high levels of model variety is more valuable when
combined with an inventory and order-processing system that minimizes the
need for stocking finished goods, a sales process equipped to explain and encour-
age customization, and an advertising theme that stresses the benefits of product
variations that meet a customer’s special needs. Such complementaries are per-
vasive in strategy.

STRATEGIC BUSINESS UNITS (SBUs)

Frequent reference has been made in this chapter to the business unit, a unit com-
prising one or more products having a common market base whose manager has
complete responsibility for integrating all functions into a strategy against an
identifiable competitor. Usually referred to as a strategic business unit (SBU),
business units have also been called strategy centers, strategic planning units, or
independent business units. The philosophy behind the SBU concept has been
described this way:

The diversified firm should be managed as a “portfolio” of businesses, with each busi-
ness unit serving a clearly defined product-market segment with a clearly defined
strategy.

Each business unit in the portfolio should develop a strategy tailored to its capa-
bilities and competitive needs, but consistent with the overall corporate capabilities
and needs.

The total portfolio of businesses should be managed by allocating capital and man-
agerial resources to serve the interests of the firm as a whole—to achieve balanced
growth in sales, earnings, and assets mix at an acceptable and controlled level of risk.
In essence, the portfolio should be designed and managed to achieve an overall cor-
porate strategy.16
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Since formal strategic planning began to make inroads in corporations in the
1970s, a variety of new concepts have been developed for identifying a corpora-
tion’s opportunities and for speeding up the process of strategy development.
These newer concepts create problems of internal organization. In a dynamic
economy, all functions of a corporation (e.g., research and development, finance,
and marketing) are related. Optimizing certain functions instead of the company
as a whole is far from adequate for achieving superior corporate performance.
Such an organizational perspective leaves only the CEO in a position to think in
terms of the corporation as a whole. Large corporations have tried many different
structural designs to broaden the scope of the CEO in dealing with complexities.
One such design is the profit center concept. Unfortunately, the profit center con-
cept emphasizes short-term consequences; also, its emphasis is on optimizing the
profit center instead of the corporation as a whole.

The SBU concept was developed to overcome the difficulties posed by the profit
center type of organization. Thus, the first step in integrating product/market
strategies is to identify the firm’s SBUs. This amounts to identifying natural busi-
nesses in which the corporation is involved. SBUs are not necessarily synonymous
with existing divisions or profit centers. An SBU is composed of a product or prod-
uct lines having identifiable independence from other products or product lines in
terms of competition, prices, substitutability of product, style/quality, and impact of
product withdrawal. It is around this configuration of products that a business strat-
egy should be designed. In today’s organizations, this strategy may encompass
products found in more than one division. By the same token, some managers may
find themselves managing two or more natural businesses. This does not necessar-
ily mean that divisional boundaries need to be redefined; an SBU can often overlap
divisions, and a division can include more than one SBU.

SBUs may be created by applying a set of criteria consisting of price, com-
petitors, customer groups, and shared experience. To the extent that changes in a
product’s price entail a review of the pricing policy of other products may imply
that these products have a natural alliance. If various products/markets of a com-
pany share the same group of competitors, they may be amalgamated into an SBU
for the purpose of strategic planning. Likewise, products/markets sharing a
common set of customers belong together. Finally, products/markets in different
parts of the company having common research and development, manufacturing,
and marketing components may be included in the same SBU. For purposes of
illustration, consider the case of a large, diversified company, one division of
which manufactures car radios. The following possibilities exist: the car radio
division, as it stands, may represent a viable SBU; alternatively, luxury car radios
with automatic tuning may constitute an SBU different from the SBU for standard
models; or other areas of the company, such as the television division, may be
combined with all or part of the car radio division to create an SBU.

Overall, an SBU should be established at a level where it can rather freely
address (a) all key segments of the customer group having similar objectives; (b)
all key functions of the corporation so that it can deploy whatever functional
expertise is needed to establish positive differentiation from the competition in
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the eyes of the customer; and (c) all key aspects of the competition so that the cor-
poration can seize the advantage when opportunity presents itself and, con-
versely, so that competitors will not be able to catch the corporation off-balance
by exploiting unsuspected sources of strength.

A conceptual question becomes relevant in identifying SBUs: How much
aggregation is desirable? Higher levels of aggregation produce a relatively smaller
and more manageable number of SBUs. Besides, the existing management infor-
mation system may not need to be modified since a higher level of aggregation
yields SBUs of the size and scope of present divisions or product groups. However,
higher levels of aggregation at the SBU level permit only general notions of strat-
egy that may lack relevance for promoting action at the operating level. For exam-
ple, an SBU for medical care is probably too broad. It could embrace equipment,
service, hospitals, education, self-discipline, and even social welfare.

On the other hand, lower levels of aggregation make SBUs identical to
product/market segments that may lack “strategic autonomy.” An SBU for farm
tractor engines would be ineffective because it is at too low a level in the orga-
nization to (a) consider product applications and customer groups other than
farmers or (b) cope with new competitors who might enter the farm tractor
market at almost any time with a totally different product set of “boundary con-
ditions.” Further, at such a low organizational level, one SBU may compete with
another, thereby shifting to higher levels of management the strategic issue of
which SBU should formulate what strategy.

The optimum level of aggregation, one that is neither too broad nor too
narrow, can be determined by applying the criteria discussed above, then further
refining it by using managerial judgment. Briefly stated, an SBU must look and
act like a freestanding business, satisfying the following conditions:

Have a unique business mission, independent of other SBUs.

Have a clearly definable set of competitors.

Be able to carry out integrative planning relatively independently of other SBUs.
Be able to manage resources in other areas.

Be large enough to justify senior management attention but small enough to
serve as a useful focus for resource allocation.

Gl W

The definition of an SBU always contains gray areas that may lead to dispute.
It is helpful, therefore, to review the creation of an SBU, halfway into the strategy
development process, by raising the following questions:

* Are customers’ wants well defined and understood by the industry and is the
market segmented so that differences in these wants are treated differently?

¢ Is the business unit equipped to respond functionally to the basic wants and
needs of customers in the defined segments?

¢ Do competitors have different sets of operating conditions that could give them
an unfair advantage over the business unit in question?

If the answers give reason to doubt the SBU’s ability to compete in the
market, it is better to redefine the SBU with a view to increasing its strategic free-
dom in meeting customer needs and competitive threats.
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The SBU concept may be illustrated with an example from Procter &
Gamble.l” For more than 50 years the company’s various brands were pitted
against each other. The Camay soap manager competed against the Ivory soap
manager as fiercely as if each were in different companies. The brand manage-
ment system that grew out of this notion has been used by almost every
consumer-products company.

In the fall of 1987, however, Procter & Gamble reorganized according to the
SBU concept (what the company called “along the category lines”). The reorgani-
zation did not abolish brand managers, but it did make them accountable to a
new corps of mini-general managers who were responsible for an entire product
line—all laundry detergents, for example. By fostering internal competition
among brand managers, the classic brand management system established strong
incentives to excel. It also created conflicts and inefficiencies as brand managers
squabbled over corporate resources, from ad spending to plant capacity. The
system often meant that not enough thought was given to how brands could
work together. Despite these shortcomings, brand management worked fine
when markets were growing and money was available. But now, most pack-
aged-goods businesses are growing slowly (if at all), brands are proliferating, the
retail trade is accumulating more clout, and the consumer market is fragmenting.
Procter & Gamble reorganized along SBU lines to cope with this bewildering
array of pressures.

Under Procter & Gamble’s SBU scheme, each of its 39 categories of U.S. busi-
nesses, from diapers to cake mixes, is run by a category manager with direct
responsibility. Advertising, sales, manufacturing, research, engineering, and
other disciplines all report to the category manager. The idea is to devise market-
ing strategies by looking at categories and by fitting brands together rather than
by coming up with competing brand strategies and then dividing up resources
among them. The paragraphs that follow discuss how Procter & Gamble’s reor-
ganization impacted select functions.

Advertising. Procter & Gamble advertises Tide as the best detergent for
tough dirt. But when the brand manager for Cheer started making the same
claim, Cheer’s ads were pulled after the Tide group protested. Now the category
manager decides how to position Tide and Cheer to avoid such conflicts.

Budgeting. Brand managers for Puritan and Crisco oils competed for a share
of the same ad budget. Now a category manager decides when Puritan can ben-
efit from stepped-up ad spending and when Crisco can coast on its strong market
position.

Packaging. Brand managers for various detergents often demanded pack-
ages at the same time. Because of these conflicting demands, managers com-
plained that projects were delayed and nobody got a first-rate job. Now the
category manager decides which brand gets a new package first.

Manufacturing. Under the old system, a minor detergent, such as Dreft, had
the same claim on plant resources as Tide—even if Tide was in the midst of a big
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Problems in
Creating SBUs

SUMMARY

promotion and needed more supplies. Now a manufacturing staff person who
helps to coordinate production reports to the category manager.

The notion behind the SBU concept is that a company’s activities in a marketplace
ought to be understood and segmented strategically so that resources can be allo-
cated for competitive advantage. That is, a company ought to be able to answer
three questions: What business am I in? Who is my competition? What is my posi-
tion relative to that competition? Getting an adequate answer to the first question
is often difficult. (Answers to the other two questions can be relatively easy.) In
addition, identifying SBUs is enormously difficult in organizations that share
resources (e.g., research and development or sales).

There is no simple, definitive methodology for isolating SBUs. Although the
criteria for designating SBUs are clear-cut, their application is judgmental and
problematic. For example, in certain situations, real advantages can accrue to
businesses sharing resources at the research and development, manufacturing, or
distribution level. If autonomy and accountability are pursued as ends in them-
selves, these advantages may be overlooked or unnecessarily sacrificed.

This chapter focused on the concepts of planning and strategy. Planning is the
ongoing management process of choosing the objectives to be achieved during a
certain period, setting up a plan of action, and maintaining continuous surveil-
lance of results so as to make regular evaluations and, if necessary, to modify the
objectives and plan of action. Also described were the requisites for successful
planning, the time frame for initiating planning activities, and various philoso-
phies of planning (i.e., satisfying, optimizing, and adaptivizing). Strategy, the
course of action selected from possible alternatives as the optimum way to attain
objectives, should be consistent with current policies and viewed in light of antic-
ipated competitive actions.

The concept of strategic planning was also examined. Most large companies
have made significant progress in the last 10 or 15 years in improving their strate-
gic planning capabilities. Two levels of strategic planning were discussed: corpo-
rate and business unit level. Corporate strategic planning is concerned with the
management of a firm’s portfolio of businesses and with issues of firm-wide
impact, such as resource allocation, cash flow management, government regula-
tion, and capital market access. Business strategy focuses more narrowly on the
SBU level and involves the design of plans of action and objectives based on
analysis of both internal and external factors that affect each business unit’s per-
formance. An SBU is defined as a stand-alone business within a corporation that
faces (an) identifiable competitor(s) in a given market.

For strategic planning to be effective and relevant, the CEO must play a cen-
tral role, not simply as the apex of a multilayered planning effort, but as a strate-
gic thinker and corporate culture leader.
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Why is planning significant?

Is the concept of strategic planning relevant only to profit-making organiza-
tions? Can nonprofit organizations or the federal government also embrace
planning?

. Planning has always been considered an important function of management.

How is strategic planning different from traditional planning?

. What is an SBU? What criteria may be used to divide businesses into SBUs?
. What are the requisites for successful strategic planning?
. Differentiate between the planning philosophies of satisfying, optimizing, and

adaptivizing.
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dtrategic Marketing

Marketing is merely a
civilized form of
warfare in which
most battles are won
with words, ideas,
n its strategic role, marketing focuses on a business’s intentions in a market and and disciplined
the means and timing of realizing those intentions. The strategic role of mar- thinking.
keting is quite different from marketing management, which deals with develop-
ing, implementing, and directing programs to achieve designated intentions. To
clearly differentiate between marketing management and marketing in its new
role, a new term—strategic marketing—has been coined to represent the latter. This
chapter discusses different aspects of strategic marketing and examines how it
differs from marketing management. Also noted are the trends pointing to the
continued importance of strategic marketing. The chapter ends with a plan for the
rest of the book.

ALBERT W. EMERY

CONCEPT OF STRATEGIC MARKETING

Exhibit 2-1 shows the role that the marketing function plays at different levels in
the organization. At the corporate level, marketing inputs (e.g., competitive
analysis, market dynamics, environmental shifts) are essential for formulating a
corporate strategic plan. Marketing represents the boundary between the market-
place and the company, and knowledge of current and emerging happenings in
the marketplace is extremely important in any strategic planning exercise. At the
other end of the scale, marketing management deals with the formulation and
implementation of marketing programs to support the perspectives of strategic
marketing, referring to marketing strategy of a product/market. Marketing strat-
egy is developed at the business unit level.

Within a given environment, marketing strategy deals essentially with the
interplay of three forces known as the strategic three Cs: the customer, the com-
petition, and the corporation. Marketing strategies focus on ways in which the
corporation can differentiate itself effectively from its competitors, capitalizing on
its distinctive strengths to deliver better value to its customers. A good marketing
strategy should be characterized by (a) a clear market definition; (b) a good match
between corporate strengths and the needs of the market; and (c) superior per-
formance, relative to the competition, in the key success factors of the business.
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EXHIBIT 2-1
Marketing’s Role in the Organization
Organizational Level Role of Marketing* Formal Name
Corporate Provide customer and competitive Corporate marketing
perspective for corporate strategic
planning.
Business unit Assist in the development of stra- Strategic marketing

tegic perspective of the business
unit to direct its future course.

Product/market Formulate and implement market- Marketing management
ing programs.

*Like marketing, other functions (finance, research and development, production, accounting,
and personnel) plan their own unique roles at each organizational level. The business unit strategy
emerges from the interaction of marketing with other disciplines.

Together, the strategic three Cs form the marketing strategy triangle (see
Exhibit 2-2). All three Cs—customer, corporation, and competition—are
dynamic, living creatures with their own objectives to pursue. If what the cus-
tomer wants does not match the needs of the corporation, the latter’s long-term
viability may be at stake. Positive matching of the needs and objectives of cus-
tomer and corporation is required for a lasting good relationship. But such
matching is relative, and if the competition is able to offer a better match, the
corporation will be at a disadvantage over time. In other words, the matching
of needs between customer and corporation must not only be positive, it must
be better or stronger than the match between the customer and the competitor.
When the corporation’s approach to the customer is identical to that of the com-
petition, the customer cannot differentiate between them. The result could be a
price war that may satisfy the customer’s but not the corporation’s needs.
Marketing strategy, in terms of these three key constituents, must be defined as
an endeavor by a corporation to differentiate itself positively from its competi-
tors, using its relative corporate strengths to better satisfy customer needs in a
given environmental setting.

Based on the interplay of the strategic three Cs, formation of marketing strat-
egy requires the following three decisions:

1. Where to compete; that is, it requires a definition of the market (for example, com-
peting across an entire market or in one or more segments).

2. How to compete; that is, it requires a means for competing (for example, introduc-
ing a new product to meet a customer need or establishing a new position for an
existing product).

3. When to compete; that is, it requires timing of market entry (for example, being
first in the market or waiting until primary demand is established).
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EXHIBIT 2-2
Key Elements of Marketing Strategy Formulation

Marketing
Strategy:
Achieving
maximum positive
differentiation over
competition in meeting
customer needs

Corporation Competition

Thus, marketing strategy is the creation of a unique and valuable position,
involving a different set of activities. Thus, development of marketing strategy
requires choosing activities that are different from rivals.

The concept of strategic marketing may be illustrated with reference to the
introduction by Gillette Company of a new shaving product, Mach 3, in April
1998.1 For some time, Gillette had faced slow growth in its razor’s division, partly
because Schick, its smaller rival, had recently launched a new razor of its own.
Investors had begun to fret about slowing growth and lackluster sales at Gillette.
This threatened its basic business, that is, razor and blades market, in which it had
71% of the North American and European market. Apparently, Gillette needed a
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new marketing strategy to protect its razor and blades territory. Looking around,
Gillette decided to introduce a new razor that its research laboratory had been
developing and that was ready to be launched. Gillette had an unusual approach
to innovation. Most companies tweaked their offerings in response to competition
or demand. Gillette launched a new product only when it had made a genuine
technical advance. To make the Mach 3, Gillette had found a way to bond dia-
mond-hard carbon to slivers of steel. The time was on Gillette’s side. It needed
something revolutionary to strengthen its market position, and its research labo-
ratory had a unique product ready to be launched. Gillette delineated the follow-
ing marketing strategy:

® Market (where to compete)—Gillette decided to introduce Mach 3 throughout the
U.S. on the same day.

o Means (how to compete)—Gillette decided to offer Mach 3 as a premium product
that was priced 35% more than SensorExcel, which itself was 60% more expensive
than Atra, its predecessor. Gillette reasoned: “People never remember what they
used to pay. But they do want to feel they are getting value for money.”

o Timing (when to compete)—Gillette decided to introduce the new product before its
CEO, Mr. Al Zein, retired. Mr. Zein’s ability to communicate had been a hit on
both Wall Street and in the company. Much of the Gillette’s recent success was
attributed to Mr. Zein, and the company wanted Mach 3 to adequately settle in a
dominant position before Mr. Zein retired.

Gillette’s Mach 3 strategy emerged from a thorough consideration of the
strategic three Cs. First, market entry was dictated by customers’” willingness to
adopt new products in the toiletry field. Eight years ago, Gillette was losing its
grip on the razor market to cheap throwaways. Sensor, which replaced Atra razor,
saved the company. The company was hopeful that the Mach 3 would have a sim-
ilar effect. Second, the decision to enter the market was based on full knowledge
of the competition, which included its own substitute products, such as Sensor
and Atra shavers, as well as companies like Schick. The company was more con-
cerned about its own products competing with Mach 3, and, therefore it ran down
stocks of its Sensor and Atra shavers ahead of Mach 3’s launch. Third, Gillette’s
strength as an aggressive successful marketer of packaged goods with its vast
experience in shaving products business and adequate financial resources
(Gillette spent over $750 million in developing Mach 3) properly equipped it to
enter the market. Finally, the environment (in this case, a trend toward acceptance
of technologically advanced products; Mach 3 was covered by 35 patents) sub-
stantiated the opportunity.

This strategy seems to have worked well for Gillette. In nine months ending
1998, Gillette shaving products sales were up 28%. And yet, the company has to
introduce the product in Europe (with 71% market) as well as in developing coun-
tries (Latin America, where the company has 91% market for blades, and India
with 69% of the market).

Inasmuch as Gillette did not tailor its product to local peculiarities, it was able
to achieve vast economies of scale in manufacturing. The economies of scale were
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mirrored on the distribution side as well. The company usually broke into new
markets with razors and then jumped into batteries, pens, and toiletries through
the established sales channels.

ASPECTS OF STRATEGIC MARKETING

Importance of
Strategic
Marketing

Strategic thinking represents a new perspective in the area of marketing. In this
section we will examine the importance, characteristics, origin, and future of
strategic marketing.

Marketing plays a vital role in the strategic management process of a firm. The
experience of companies well versed in strategic planning indicates that failure in
marketing can block the way to goals established by the strategic plan. A prime
example is provided by Texas Instruments, a pioneer in developing a system of
strategic planning called the OST system. Marketing negligence forced Texas
Instruments to withdraw from the digital watch business. When the external
environment is stable, a company can successfully ride on its technological lead,
manufacturing efficiency, and financial acumen. As the environment shifts, how-
ever, lack of marketing perspective makes the best-planned strategies treacher-
ous. With the intensification of competition in the watch business and the loss of
uniqueness of the digital watch, Texas Instruments began to lose ground. Its expe-
rience can be summarized as follows:

The lack of marketing skills certainly was a major factor in the . . . demise of its watch
business. T.I. did not try to understand the consumer, nor would it listen to the mar-
ketplace. They had the engineer’s attitude.2

Philip Morris’s success with Miller Beer illustrates how marketing’s elevated
strategic status can help in outperforming competitors. If Philip Morris had
accepted the conventional marketing wisdom of the beer industry by basing its
strategy on cost efficiencies of large breweries and competitive pricing, its Miller
Beer subsidiary might still be in seventh place or lower. Instead, Miller Beer
leapfrogged all competitors but Anheuser-Busch by emphasizing market and cus-
tomer segmentation supported with large advertising and promotion budgets. A
case of true strategic marketing, with the marketing function playing a crucial
role in overall corporate strategy, Philip Morris relied on its corporate strengths
and exploited its competitors” weaknesses to gain a leadership position in the
brewing industry.

Indeed, marketing strategy is the most significant challenge that compa-
nies of all types and sizes face. As a study by Coopers & Lybrand and
Yankelovich, Skelly, and White notes, “ American corporations are beginning to
answer a ‘new call to strategic marketing,” as many of them shift their business
planning priorities more toward strategic marketing and the market planning
function.”3
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Characteristics of
Strategic
Marketing

Strategic marketing holds different perspectives from those of marketing man-
agement. Its salient features are described in the paragraphs that follow.

Emphasis on Long-Term Implications. Strategic marketing decisions usually
have far-reaching implications. In the words of one marketing strategist, strategic
marketing is a commitment, not an act. For example, a strategic marketing deci-
sion would not be a matter of simply providing an immediate delivery to a
favorite customer but of offering 24-hour delivery service to all customers.

In 1980 the Goodyear Tire Company made a strategic decision to continue its
focus on the tire business. At a time when other members of the industry were
deemphasizing tires, Goodyear opted for the opposite route. This decision had
wide-ranging implications for the company over the years. Looking back,
Goodyear’s strategy worked. In the 1990s, it continues to be a globally dominant
force in the tire industry.

The long-term orientation of strategic marketing requires greater concern for
the environment. Environmental changes are more probable in the long run than
in the short run. In other words, in the short run, one may assume that the envi-
ronment will remain stable, but this assumption is not at all likely in the long run.

Proper monitoring of the environment requires strategic intelligence inputs.
Strategic intelligence differs from traditional marketing research in requiring
much deeper probing. For example, simply knowing that a competitor has a cost
advantage is not enough. Strategically, one ought to find out how much flexibil-
ity the competitor has in further reducing price.

Corporate Inputs. Strategic marketing decisions require inputs from three
corporate aspects: corporate culture, corporate publics, and corporate resources.
Corporate culture refers to the style, whims, fancies, traits, taboos, customs, and
rituals of top management that over time have come to be accepted as intrinsic to
the corporation. Corporate publics are the various stakeholders with an interest
in the organization. Customers, employees, vendors, governments, and society
typically constitute an organization’s stakeholders. Corporate resources include
the human, financial, physical, and technological assets/experience of the com-
pany. Corporate inputs set the degree of freedom a marketing strategist has in
deciding which market to enter, which business to divest, which business to
invest in, etc. The use of corporate-wide inputs in formulating marketing strategy
also helps to maximize overall benefits for the organization.

Varying Roles for Different Products/Markets. Traditionally it has been held
that all products exert effort to maximize profitability. Strategic marketing starts
from the premise that different products have varying roles in the company. For
example, some products may be in the growth stage of the product life cycle,
some in the maturity stage, others in the introduction stage. Each position in the
life cycle requires a different strategy and affords different expectations. Products
in the growth stage need extra investment; those in the maturity stage should
generate a cash surplus. Although conceptually this concept—different products
serving different purposes—has been understood for many years, it has been
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articulated for real-world application only in recent years. The lead in this regard
was provided by the Boston Consulting Group, which developed a portfolio
matrix in which products are positioned on a two-dimensional matrix of market
share and growth rate, both measured on a continuous scale from high to low.

The portfolio matrix essentially has two properties: (a) it ranks diverse busi-
nesses according to uniform criteria, and (b) it provides a tool to balance a com-
pany’s resources by showing which businesses are likely to be resource providers
and which are resource users.*

The practice of strategic marketing seeks first to examine each product/mar-
ket before determining its appropriate role. Further, different products/markets
are synergistically related to maximize total marketing effort. Finally, each prod-
uct/market is paired with a manager who has the proper background and expe-
rience to direct it.

Organizational Level. Strategic marketing is conducted primarily at the
business unit level in the organization. At General Electric, for example, major
appliances are organized into separate business units for which strategy is sepa-
rately formulated. At Gillette Company, strategy for the Duracell batteries is
developed at the batteries business unit level.

Relationship to Finance. Strategic marketing decision making is closely
related to the finance function.5 The importance of maintaining a close relation-
ship between marketing and finance and, for that matter, with other functional
areas of a business is nothing new. But in recent years, frameworks have been
developed that make it convenient to simultaneously relate marketing to finance
in making strategic decisions.6

Strategic marketing did not originate systematically. As already noted, the diffi-
cult environment of the early 1970s forced managers to develop strategic plans for
more centralized control of resources. It happened that these pioneering efforts at
strategic planning had a financial focus. Certainly, it was recognized that market-
ing inputs were required, but they were gathered as needed or were simply
assumed. For example, most strategic planning approaches emphasized cash
flow and return on investment, which of course must be examined in relation to
market share. Perspectives on such marketing matters as market share, however,
were either obtained on an ad hoc basis or assumed as constant. Consequently,
marketing inputs, such as market share, became the result instead of the cause: a
typical conclusion that was drawn was that market share must be increased to
meet cash flow targets. The financial bias of strategic planning systems demoted
marketing to a necessary but not important role in the long-term perspective of
the corporation.

In a few years’ time, as strategic planning became more firmly established,
corporations began to realize that there was a missing link in the planning
process. Without properly relating the strategic planning effort to marketing, the
whole process tended to be static.” Business exists in a dynamic setting, and by
and large, it is only through marketing inputs that perspectives of changing
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Future of
Strategic
Marketing

social, economic, political, and technological environments can be brought into
the strategic planning process.

In brief, while marketing initially got lost in the emphasis on strategic plan-
ning, currently the role of marketing is better understood and has emerged in the
form of strategic marketing.

A variety of factors point to an increasingly important role for strategic market-
ing in future years.8 First, the battle for market share is intensifying in many
industries as a result of declining growth rates. Faced with insignificant growth,
companies have no choice but to grasp for new weapons to increase their share,
and strategic marketing can provide extra leverage in share battles.

Second, deregulation in many industries is mandating a move to strategic
marketing. For example, take the case of the airline, trucking, banking, and
telecommunications industries. In the past, with territories protected and prices
regulated, the need for strategic marketing was limited. With deregulation, it is
an entirely different story. The prospect of Sears, Roebuck and Merrill Lynch as
direct competitors would have been laughable as recently as ten years ago. Thus,
emphasis on strategic marketing is no longer a matter of choice if these compa-
nies are to perform well.

Third, many packaged-goods companies are acquiring companies in hitherto
nonmarketing-oriented industries and are attempting to gain market share
through strategic marketing. For example, apparel makers, with few exceptions,
have traditionally depended on production excellence to gain competitive advan-
tage. But when marketing-oriented consumer-products companies purchased
apparel companies, the picture changed. General Mills, through marketing strat-
egy, turned Izod (the alligator shirt) into a highly successful business.
Chesebrough-Pond’s has done much the same with Health-Tex, making it the
leading marketer of children’s apparel. On acquiring Columbia Pictures in 1982,
the Coca-Cola Company successfully tested the proposition that it could sell
movies like soft drinks. By using Coke’s marketing prowess and a host of innov-
ative financing packages, Columbia emerged as a dominant force in the motion
picture business. It almost doubled its market share between 1982 and 1987 and
increased profits by 20 percent annually.? Although in the last few years Izod,
Health-Tex, and Columbia Pictures have been sold, they fetched these marketing
powerhouses huge prices for their efforts in turning them around.

Fourth, shifts in the channel structure of many industries have posed new
problems. Traditional channels of distribution have become scrambled, and man-
ufacturers find themselves using a mixture of wholesalers, retailers, chains, buy-
ing groups, and even captive outlets. In some cases, distributors and
manufacturers’ representatives are playing more important roles. In others, buy-
ing groups, chains, and cooperatives are becoming more significant. Because
these groups bring greatly increased sophistication to the buying process, espe-
cially as the computer gives them access to more and better information, buying
clout is being concentrated in fewer hands.
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Fifth, competition from overseas companies operating both in the United
States and abroad is intensifying. More and more countries around the world are
developing the capacity to compete aggressively in world markets. Business-
people in both developed and developing countries are aware of world market
trends and are confident that they can reach new markets. Eager to improve their
economic conditions and their living standards, they are willing to learn, adapt,
and innovate. Thirty years ago, most American companies were confident that
they could beat foreign competitors with relative ease. After all, they reasoned,
we have the best technology, the best management skills, and the famous
American “can do” attitude. Today competition from Europe, Japan, and else-
where is seemingly insurmountable. To cope with worldwide competition,
renewed emphasis on marketing strategy achieves significance.

Sixth, the fragmentation of markets—the result of higher per capita incomes
and more sophisticated consumers—is another factor driving the increased
importance of strategic marketing. In the United States, for example, the number
of segments in the automobile market increased by one-third, from 18 to 24, dur-
ing the period from 1988 to 1995 (i.e., two subcompact, two compact, two inter-
mediate, four full size, two luxury, three truck, two van, and one station wagon
in 1978 to two minicompact, two subcompact, two compact, two midsized, two
intermediate, two luxury, six truck, five van, and one station wagon in 1985).10
Many of these segments remain unserved until a company introduces a product
offering that is tailored to that niche. The competitive realities of fragmented mar-
kets require strategic-marketing capability to identify untapped market segments
and to develop and introduce products to meet their requirements.

Seventh, in the wake of easy availability of base technologies and shortening
product life cycles, getting to market quickly is a prerequisite for success in the
marketplace. Early entrants not only can command premium prices, but they also
achieve volume break points in purchasing, manufacturing, and marketing earlier
than followers and, thus, gain market share. For example, in the European market,
the first company to market car radios can typically charge 20 percent more for the
product than a competitor who enters the market a year later.l! In planning an
early entry into the marketplace, strategic marketing achieves significance.

Eighth, the days are gone when companies could win market share by
achieving cost and quality advantages in existing, well-defined markets. As we
enter the next century, companies will need to conceive and create new and
largely uncontested competitive market space. Corporate imagination and expe-
ditionary policies are the keys that unlock new markets.12 Corporate imagination
involves going beyond served markets; that is, thinking about needs and func-
tionalities instead of conventional customer-product grids; overturning tradi-
tional price/performance assumptions; and leading customers rather than
following them.13 Creating new markets is a risky business; however, through
expeditionary policies, companies can minimize the risk not by being fast fol-
lowers but by the process of low-cost, fast-paced market incursions designed to
reach the target market. To successfully develop corporate imagination and
expeditionary policies, companies need strategic marketing. Consider this lesson
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in auto industry economics. Today it takes about 20 worker-hours to assemble a
Ford Taurus with a retail price of, say, $18,000. Since labor costs about $42 an
hour, the direct-assembly expense is $840, about 5% of the sticker price. By com-
parison, the cost of marketing and distributing the car can reach 30%.14 The costs
include advertising, promotions (such as cash rebates and lease incentives), and
dealer rent and mortgage payments plus inventory financing. Controlling mar-
keting costs begins even before the vehicle leaves the drawing board or com-
puter screen. By ensuring that a design meets the needs and desires of its
customers—size, features, performance, and so on—a manufacturer can sell a
new automobile for a higher price and avoid expensive rebates and other pro-
motional gimmicks.

Finally, demographic shifts in American society have created a new customer
environment that makes strategic marketing an imperative.l5 In years past, the
typical American family consisted of a working dad, a homemaker mom, and two
kids. But the 1990 census revealed that only 26 percent of the 93.3 million house-
holds then surveyed fit that description. Of those families reporting children
under the age of 18, 63 percent of the mothers worked full- or part-time outside
the home, up from 51 percent in 1985 and 42 percent in 1980. Smaller households
now predominate: more than 55 percent of all households comprise only one or
two persons. Even more startling, and frequently overlooked, is the fact that 9.7
million households are now headed by singles. This fastest-growing segment of
all—up some 60 percent over the previous decade—expanded mainly because of
an increase in the number of men living alone. Further, about 1 in 8 Americans is
65 years or older today. This group is expected to grow rapidly such that by 2030,
1in 5 Americans will be elderly.16 And senior citizens are around for a lot longer
as life expectancy has risen. These statistics have strategic significance. The mass
market has splintered, and companies can’t sell their products the way they used
to. The largest number of households may fall into the two-wage-earner group-
ing, but that group includes everyone from manicurists to Wall Street brokers, a
group whose lifestyles and incomes are too diverse to qualify as a mass market.
We may see every market breaking into smaller and smaller units, with unique
products being aimed at defined segments.

STRATEGIC MARKETING AND MARKETING MANAGEMENT

Strategic marketing focuses on choosing the right products for the right growth
markets at the right time. It may be argued that these decisions are no different
from those emphasized in marketing management. However, the two disciplines
approach these decisions from different angles. For example, in marketing man-
agement, market segments are defined by grouping customers according to mar-
keting mix variables. In the strategic marketing approach, market segments are
formed to identify the group(s) that can provide the company with a sustainable
economic advantage over the competition. To clarify the matter, Henderson labels
the latter grouping a strategic sector. Henderson notes:
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A strategic sector is one in which you can obtain a competitive advantage and exploit
it. . . . Strategic sectors are the key to strategy because each sector’s frame of reference
is competition. The largest competitor in an industry can be unprofitable in that the
individual strategic sectors are dominated by smaller competitors.1”

A further difference between strategic marketing and marketing management
is that in marketing management the resources and objectives of the firm, how-
ever defined, are viewed as uncontrollable variables in developing a marketing
mix. In strategic marketing, objectives are systematically defined at different lev-
els after a thorough examination of necessary inputs. Resources are allocated to
maximize overall corporate performance, and the resulting strategies are formu-
lated with a more inclusive view. As Abell and Hammond have stated:

A strategic market plan is not the same . . . as a marketing plan; it is a plan of all
aspects of an organization’s strategy in the market place. A marketing plan, in con-
trast, deals primarily with the delineation of target segments and the product, com-
munication, channel, and pricing policies for reaching and servicing those
segments—the so-called marketing mix.18

Marketing management deals with developing a marketing mix to serve des-
ignated markets. The development of a marketing mix should be preceded by a
definition of the market. Traditionally, however, market has been loosely defined.
In an environment of expansion, even marginal operations could be profitable;
therefore, there was no reason to be precise, especially when considering that the
task of defining a market is at best difficult. Besides, corporate culture empha-
sized short-term orientation, which by implication stressed a winning marketing
mix rather than an accurate definition of the market.

To illustrate how problematic it can be to define a market, consider the laun-
dry product Wisk. The market for Wisk can be defined in many different ways:
the laundry detergent market, the liquid laundry detergent market, or the pre-
wash-treatment detergent market. In each market, the product would have a dif-
ferent market share and would be challenged by a different set of competitors.
Which definition of the market is most viable for long-term healthy performance
is a question that strategic marketing addresses.

A market can be viewed in many different ways, and a product can be used in many
different ways. Each time the product-market pairing is varied, the relative competitive
strength is varied, too. Many businesspeople do not recognize that a key element in
strategy is choosing the competitor whom you wish to challenge, as well as choosing
the marketing segment and product characteristics with which you will compete.1?

Exhibit 2-3 summarizes the differences between strategic marketing and mar-
keting management. Strategic marketing differs from marketing management in
many respects: orientation, philosophy, approach, relationship with the environ-
ment and other parts of the organization, and the management style required. For
example, strategic marketing requires a manager to forgo short-term performance
in the interest of long-term results. Strategic marketing deals with the business to
be in; marketing management stresses running a delineated business.
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EXHIBIT 2-3

Major Differences between Strategic Marketing and Marketing Management*

Point of Difference

Strategic Marketing

Marketing Management

Time frame

Orientation
Decision process
Relationship with
environment

Opportunity sensitivity

Organizational behavior

Nature of job

Leadership style

Mission

Long range; i.e., decisions
have long-term implications

Inductive and intuitive
Primarily bottom-up
Environment considered
ever-changing and dynamic
Ongoing to seek new
opportunities

Achieve synergy between
different components of the
organization, both horizon-
tally and vertically
Requires high degree of
creativity and originality
Requires proactive

perspective

Deals with what business to
emphasize

Day-to-day; i.e., decisions
have relevance in a given
financial year

Deductive and analytical
Mainly top-down

Environment considered
constant with occasional

disturbances

Ad hoc search for a new
opportunity

Pursue interests of the
decentralized unit

Requires maturity,
experience, and control
orientation

Requires reactive
perspective

Deals with running a
delineated business

*These differences are relative, not opposite ends of a continuum.

For a marketing manager, the question is: Given the array of environmental
forces affecting my business, the past and the projected performance of the indus-
try or market, and my current position in it, which kind of investments am I jus-
tified in making in this business? In strategic marketing, on the other hand, the
question is rather: What are my options for upsetting the equilibrium of the mar-
ketplace and reestablishing it in my favor? Marketing management takes market
projections and competitive position as a given and seeks to optimize within
those constraints. Strategic marketing, by contrast, seeks to throw off those con-
straints wherever possible. Marketing management is deterministic; strategic
marketing is opportunistic. Marketing management is deductive and analytical;

strategic marketing is inductive and intuitive.



THE PROCESS OF STRATEGIC MARKETING: AN EXAMPLE

EXHIBIT 2-4

The process of strategic marketing planning, charted in Exhibit 2-4, may be illus-
trated with an SBU (health-related remedies) of the New England Products
Company (a fictional name). Headquartered in Hartford, Connecticut, NEPC is a
worldwide manufacturer and marketer of a variety of food and nonfood prod-
ucts, including coffee, orange juice, cake mixes, toothpaste, diapers, detergents,
and health-related remedies. The company conducts its business in more than 100
countries, employs approximately 110,000 people, operates more than 147 manu-
facturing facilities, and maintains three major research centers. In 1998 (year end-
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ing June 30), the company’s worldwide sales amounted to $37.3 billion.
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Corporate
Strategy

Business Unit
Mission

In 1991, the company’s strategic plan established the following goals:

¢ To strengthen significantly the company’s core businesses (i.e., toothpaste, dia-
pers, and detergents).

¢ To view health care products as a critical engine of growth.

¢ To boost the share of profits from health-related products from 20 percent to 30
percent over the next decade.

¢ To divest those businesses not meeting the company’s criteria for profitability and
growth, thus providing additional resources to achieve other objectives.

¢ To make an 18 percent return on total capital invested.

¢ To a great extent, to depend on retained earnings for financing growth.

This above strategy rested on the five factors, shown in Exhibit 2-4, that feed into
corporate strategy:

® Value system—always to be strong and influential in marketing, achieving growth
through developing and acquiring new products for specific niches.

e Corporate publics—the willingness of NEPC stockholders to forgo short-term prof-
its and dividends in the interest of long-term growth and profitability.

e Corporate resources—strong financial position, high brand recognition, marketing
powerhouse.

* Business unit performance—health-related remedies sales, for example, were higher
worldwide despite recessionary conditions.

e External environment—increased health consciousness among consumers.

The mission for one of NEPC’s 36 business units, health-related remedies,
emerged from a simultaneous review of corporate strategy, competitive condi-
tions, customers’ perspectives, past performance of the business unit, and mar-
keting environment, as charted in Exhibit 2-4. The business unit mission for
health-related remedies was delineated as follows:

¢ To consolidate operations by combining recent acquisitions and newly developed
products and by revamping old products.

* To accelerate business by proper positioning of products.

¢ To expand the product line to cover the entire human anatomy.

The mission for the business unit was translated into the following objectives and
goals:

¢ To invest heavily to achieve $5.3 billion in sales by 2003, an increase of 110 per-
cent over $2.8 billion in 1998.

¢ To achieve a leadership position in the United States.

¢ To introduce new products overseas as early as possible to preempt competition.

Marketing objectives for different products/markets emerged from these overall
business unit objectives. For example, the marketing objectives for a product to
combat indigestion were identified as follows:

® To accelerate research to seek new uses for the product.
¢ To develop new improvements in the product.
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Marketing objectives, customer and competitive perspectives, and product/mar-
ket momentum (i.e., extrapolation of past performance to the future) form the
basis of marketing strategy. In the case of NEPC, the major emphasis of market-
ing strategy for health-related remedies was on positioning through advertising
and on new product development. Thus, the company decided to increase adver-
tising support throughout the planning period and to broaden research and
development efforts.

NEPC’s strategy was based on the following rationale. Consumers are
extremely loyal to health products that deliver, as shown by their willingness to
resume buying Johnson & Johnson’s Tylenol after two poisoning episodes. But
while brand loyalty makes consumers harder to lure away, it also makes them
easier to keep, and good marketing can go a long way in this endeavor. The com-
pany was able to enlarge the market for its indigestion remedy, which experts
thought had hit maturity, through savvy marketing. NEPC used television adver-
tising to sell it as a cure for overindulgence, which led to a 30 percent increase in
business during 1993-98.

As NEPC pushes further into health products, its vast research and techno-
logical resources will be a major asset. NEPC spends nearly $1 billion a year on
research, and product improvements have always been an important key to the
company’s marketing prowess.

The overall strategy of the health-related remedies business unit was deter-
mined by industry maturity and the unit’s competitive position. The industry
was found to be growing, while the competitive position was deemed strong.

With insurers and the government trying to drive health care costs down,
consumers are buying more and more over-the-counter nostrums. Advertisers are
making health claims for products from cereal to chewing gum. As the fitness
craze exemplifies, interest in health is higher than ever, and the aging of the pop-
ulation accentuates these trends: people are going to be older, but they are not
going to want to feel older. Thus the health-related remedies industry has a sig-
nificant potential for growth. NEPC is the largest over-the-counter remedies mar-
keter. As shown in the list below, it has products for different ailments. The
company’s combined strength in marketing and research puts it in an enviable
position in the market.

e Skin—NEPC produces the leading facial moisturizer. NEPC also leads the teenage
acne treatment market. Work is now underway on a possible breakthrough anti-
aging product.

* Mouth—After being on the market for 28 years, NEPC’s mouthwash is the market
leader. Another NEPC product, a prescription plaque-fighting mouthwash, may
go over the counter, or it may become an important ingredient in other NEPC
oral hygiene products.

e Head—An NEPC weak spot, its aspirin, holds an insignificant share of the anal-
gesic market. NEPC may decide to compete with an ibuprofen-caffeine combina-
tion painkiller.

® Chest—NEPC’s medicated chest rub is an original brand in a stable that now
includes cough syrup, cough drops, a nighttime cold remedy, and nasal spray.
Other line extensions and new products are coming, but at a fairly slow pace.
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* Abdomen—The market share for NEPC'’s indigestion remedy is up 22 percent in
the last three years. Already being sold to prevent traveler’s diarrhea, it may be
marketed as an ulcer treatment. NEPC also dominates the over-the-counter bulk
laxative market. New clinical research shows that its laxative may reduce serum
cholesterol.

® Bones—NEPC orange juice has a 10 percent share of the market. Orange juice
with calcium is now being expanded nationwide and could be combined with a
low-calorie version.

Briefly, these inputs, along with the business unit’s goals, led to the following
business unit strategy: to attempt to improve position, to push for share.

Portfolio Analysis. The marketing strategy for each product/market was
reviewed using the portfolio technique (see Chapter 10). By positioning different
products/markets on a multifactor portfolio matrix (high/medium/low business
strength and high/medium/low industry attractiveness), strategy for each prod-
uct/market was examined and approved from the viewpoint of meeting business
unit missions and goals. Following the portfolio analysis, the approved market-
ing strategy became a part of the business unit’s strategic plan, which, when
approved by top management, was ready to be implemented. As a part of imple-
mentation, an annual marketing plan was formulated and became the basis for
operations managers to pursue their objectives.

Implementation of the Strategic Plan. A few highlights of the activities of the
health-related remedies business unit during 1998-2003 show how the strategic
plan was implemented.

* Steps were taken to sell its laxative as an anticholesterol agent.

® The company won FDA permission to promote its indigestion remedy to doctors
as a preventive for traveler’s diarrhea.

e Company research has shown that its indigestion remedy helps treat ulcers.
Although some researchers have disputed this claim, the prospect of cracking the
multibillion dollar ulcer treatment market is tantalizing.

® The company introduced its orange juice brand with calcium. The company
sought and won the approval of the American Medical Women’s Association for
the product and put the group’s seal on its containers.

STRATEGIC MARKETING IMPLEMENTATION

Failings in
Strategic Marketing

Strategic marketing has evolved by trial and error. In the 1980s, companies devel-
oped unique strategic-marketing procedures, processes, systems, and models.
Experience shows, however, that most companies” marketing strategies are bur-
dened with undue complexity. They are bogged down in principles that produce
similar responses to competition. Changes are needed to put speed and freshness
into marketing strategy.

The following are the common problems associated with marketing strategy for-
mulation and implementation.
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1. Too much emphasis on “Where”to compete and not enough on ‘how”to com-
pete. Experience shows that companies have devoted much more attention to
identifying markets in which to compete than to the means to compete in these
markets. Information on where to compete is easy to obtain but seldom brings
about sustainable competitive advantage. Further, “where” information is usually
easy for competitors to copy. “How” information, on the other hand, is tough to
get and tough to copy. It concerns the fundamental workings of the business and
the company. For example, McDonald’s motto, QSC & V, is a how-to-compete
strategy—it translates into quality food products; fast, friendly service; restaurant
cleanliness; and a menu that provides value. It is much more difficult to copy the
“how” of McDonald’s strategy than the “where.”20

In the next era of marketing strategy, companies will need to focus on how
to compete in entirely new ways. In this endeavor, creativity will play a crucial
role. For example, a large insurance company substantially improved its busi-
ness by making improvements in underwriting, claim processing, and cus-
tomer service, a “how” strategy that could not be replicated by competitors
forthwith.

2. Too little focus on uniqueness and adaptability in strategy. Most marketing
strategies lack uniqueness. For example, specialty stores increasingly look alike
because they use the same layout and stock the same merchandise. In the 1980s,
when market information was scarce, companies pursued new and different
approaches. But today’s easy access to information often leads companies to fol-
low identical strategies to the detriment of all.

Ideas for uniqueness and adaptability may flow from unknown sources.
Companies should, therefore, be sensitive and explore all possibilities. The point
may be illustrated with reference to Arm and Hammer’s advertising campaign
that encouraged people to place baking soda in their refrigerators to reduce
odors. The idea was suggested in a letter from a consumer. The introduction of
that unique application for the product in the early 1970s caused sales of Arm and
Hammer baking soda to double within two years.

3. Inadequate emphasis on “when” to compete. Because of the heavy emphasis on
where and how to compete, many marketing strategies give inadequate attention
to “when” to compete. Any move in the marketplace should be adequately timed.
The optimum time is one that minimizes or eliminates competition and creates
the desired impact on the market; in other words, the optimum time makes it eas-
ier for the firm to achieve its objectives. Timing also has strategy implementation
significance. It serves as a guide for different managers in the firm to schedule
their activities to meet the timing requirement.

Decisions on timing should be guided by the following:

a. Market knowledge. If you have adequate information, it is desirable to market
readily; otherwise you must wait until additional information has been
gathered.

b. Competition. A firm may decide on an early entry to beat minor competition. If
you face major competition, you may delay entry if necessary; for example, to
seek additional information.

c. Company readiness. For a variety of reasons, the company may not be ready to
compete. These reasons could be lack of financial resources, labor problems,
inability to meet existing commitments, and others.
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Addressing the
Problems of
Strategic Marketing

Having the ability to do all the right things, however, is no guarantee that planned
objectives will be realized. Any number of pitfalls may render the best strategies
inappropriate. To counter the pitfalls, the following concerns should be addressed:

1. Develop attainable goals and objectives.

2. Involve key operating personnel.

3. Avoid becoming so engrossed in current problems that strategic marketing is
neglected and thus becomes discredited in the eyes of others.

4. Don’t keep marketing strategy separate from the rest of the management process.

5. Avoid formality in marketing strategy formulation that restrains flexibility and

inhibits creativity.

Avoid creating a climate that is resistant to strategic marketing.

Don’t assume that marketing strategy development can be delegated to a planner.

8. Don’t overturn the strategy formulation mechanism with intuitive, conflicting
decisions.

N

PLAN OF THE BOOK

Today’s business and marketing managers are faced with a continuous stream of
decisions, each with its own degree of risk, uncertainty, and payoff. These deci-
sions may be categorized into two broad classes: operating and strategic. With
reference to marketing, operating decisions are the domain of marketing man-
agement. Strategic decisions constitute the field of strategic marketing.

Operating decisions are those dealing with current operations of the busi-
ness. The typical objective of these decisions in a business firm is profit maxi-
mization. During times of business stagnation or recession, as experienced in the
early 1990s, efforts at profit maximization have typically encompassed a cost min-
imization perspective. Under these conditions, managers are pressured into
shorter and shorter time horizons. All too frequently, decisions are made regard-
ing pricing, discounts, promotional expenditures, collection of marketing
research information, inventory levels, delivery schedules, and a host of other
areas with far too little regard for the long-term impact of the decision. As might
be expected, a decision that may be optimal for one time period may not be opti-
mal in the long run.

The second category of decision making, strategic decisions, deals with the
determination of strategy: the selection of the proper markets and the products
that best suit the needs of those markets. Although strategic decisions may repre-
sent a very small fraction of the multitude of management decisions, they are
truly the most important as they provide the definition of the business and the
general relationship between the firm and its environment. Despite their impor-
tance, however, the need to make strategic decisions is not always as apparent as
the need (sometimes urgency) for successfully completing operating decisions.

Strategic decisions are characterized by the following distinctions:

1. They are likely to effect a significant departure from the established product mar-
ket mix. (This departure might involve branching out technologically or innovat-
ing in other ways.)
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2. They are likely to hold provisions for undertaking programs with an unusually
high degree of risk relative to previous experience (e.g., using untried resources
or entering uncertain markets and competitive situations where predictability of
success is noticeably limited).

3. They are likely to include a wide range of available alternatives to cope with a
major competitive problem, the scope of these alternatives providing for signifi-
cant differences in both the results and resources required.

4. They are likely to involve important timing options, both for starting develop-
ment work and for deciding when to make the actual market commitment.

5. They are likely to call for major changes in the competitive “equilibrium,” creat-
ing a new operating and customer acceptance pattern.

6. They are likely to resolve the choice of either leading or following certain market
or competitive advances, based on a trade-off between the costs and risks of inno-
vating and the timing vulnerability of letting others pioneer (in the expectation of
catching up and moving ahead at a later date on the strength of a superior mar-
keting force).

This book deals with strategic decisions in the area of marketing. Chapter 1
dealt with planning and strategy concepts, and this chapter examined various
aspects of strategic marketing. Chapters 3 through 6 deal with analysis of strate-
gic information relative to company (e.g., corporate appraisal), competition, cus-
tomer, and external environment. Chapter 7 focuses on the measurement of
strategic capabilities, and Chapter 8 concentrates on strategic direction via goals
and objectives.

Chapters 9 and 10 are devoted to strategy formulation. Organization for strat-
egy implementation and control are examined in Chapter 11. Chapter 12 dis-
cusses strategic techniques and models. The next five chapters, Chapters 13
through 17, review major market, product, price, distribution, and promotion
strategies. The final chapter, Chapter 18, focuses on global market strategy.

This chapter introduced the concept of strategic marketing and differentiated it
from marketing management. Strategic marketing focuses on marketing strategy,
which is achieved by identifying markets to serve, competition to be tackled, and
the timing of market entry/exit. Marketing management deals with developing a
marketing mix to serve a designated market.

The complex process of marketing strategy formulation was described.
Marketing strategy, which is developed at the SBU level, essentially emerges from
the interplay of three forces—customer, competition, and corporation—in a given
environment.

A variety of internal and external information is needed to formulate mar-
keting strategy. Internal information flows both down from top management
(e.g., corporate strategy) and up from operations management (e.g., past per-
formance of products/markets). External information pertains to social, eco-
nomic, political, and technological trends and product/market environment.
The effectiveness of marketing perspectives of the company is another input in
strategy formulation. This information is analyzed to identify the SBU’s
strengths and weaknesses, which together with competition and customer,
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DISCUSSION
QUESTIONS

NOTES

define SBU objectives. SBU objectives lead to marketing objectives and strategy
formulation. The process of marketing strategy development was illustrated
with an example of a health-related product.

Finally, this chapter articulated the plan of this book. Of the two types of busi-
ness decisions, operating and strategic, this book will concentrate on strategic
decision making with reference to marketing.

1. Define strategic marketing. Differentiate it from marketing management.

2. What are the distinguishing characteristics of strategic marketing?

3. What emerging trends support the continuation of strategic marketing as an
important area of business endeavor?

4. Differentiate between operating and strategic decisions. Suggest three exam-
ples of each type of decision from the viewpoint of a food processor.

5. How might the finance function have an impact on marketing strategy?
Explain.

6. Adapt to a small business the process of marketing strategy formulation as pre-
sented in Exhibit 2-4.

7. Specify the corporate inputs needed to formulate marketing strategy.
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Corporate Appraisal

One important reason for formulating marketing strategy is to prepare the
company to interact with the changing environment in which it operates.
Implicit here is the significance of predicting the shape the environment is likely
to take in the future. Then, with a perspective of the company’s present position,
the task ahead can be determined. Study of the environment is reserved for a later
chapter. This chapter is devoted to corporate appraisal.

An analogy to corporate appraisal is provided by a career counselor’s job.
Just as it is relatively easy to make a list of the jobs available to a young person, it
is simple to produce a superficial list of investment opportunities open to a com-
pany. With the career counselor, the real skill comes in taking stock of each appli-
cant; examining the applicant’s qualifications, personality, and temperament;
defining the areas in which some sort of further development or training may be
required; and matching these characteristics and the applicant’s aspirations
against various options. Well-established techniques can be used to find out most
of the necessary information about an individual. Digging deep into the psyche
of a company is more complex but no less important. Failure by the company in
the area of appraisal can be as stunting to future development in the corporate
sense as the misplacement of a young graduate in the personal sense.

How should the strategist approach the task of appraising corporate per-
spectives? What needs to be discovered? These and other similar questions are
explored in this chapter.

MEANING OF CORPORATE APPRAISAL

Broadly, corporate appraisal refers to an examination of the entire organization
from different angles. It is a measurement of the readiness of the internal culture
of the corporation to interact with the external environment. Marketing strategists
are concerned with those aspects of the corporation that have a direct bearing on
corporate-wide strategy because that must be referred in defining the business
unit mission, the level at which marketing strategy is formulated. As shown in
Exhibit 3-1, corporate strategy is affected by such factors as value orientation to
top management, corporate publics, corporate resources, past performance of the
business units, and the external environment. Of these, the first four factors are
examined in this chapter.

Two important characteristics of strategic marketing are its concern with
issues having far-reaching effects on the entire organization and change as an
essential ingredient in its conduct. These characteristics make the process of

Know your enemy and

know yourself, and in

a hundred battles you

will never be in peril.

Sun- zu
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marketing strategy formulation a difficult job and demand creativity and adapt-
ability on the part of the organization. Creativity, however, is not common among
all organizations. By the same token, adaptation to changing conditions is not
easy. As has been said:

Success in the past always becomes enshrined in the present by the over-valuation of
the policies and attitudes which accompanied that success. . . . With time these atti-
tudes become embedded in a system of beliefs, traditions, taboos, habits, customs, and
inhibitions which constitute the distinctive culture of that firm. Such cultures are as
distinctive as the cultural differences between nationalities or the personality differ-
ences between individuals. They do not adapt to change very easily.!

Human history is full of instances of communities and cultures being wiped
out over time for the apparent reason of failing to change with the times. In the
context of business, why is it that organizations such as Xerox, Wal-Mart, Hewlett-
Packard, and Microsoft, comparative newcomers among large organizations, are
considered blue-chip companies? Why should United States Rubber, American
Tobacco, and General Motors lag behind? Why are General Electric, Walt Disney,
Citicorp, Du Pont, and 3M continually ranked as “successful” companies? The
outstanding common denominator in the success of companies is the element of
change. When time demands that the perspective of an organization change, and
the company makes an appropriate response, success is the outcome.

EXHIBIT 3-1
Scope of Corporate Appraisal

Value Orientation of
———
Top Management
Corporate Strategy
— Corporate Publics
-t
<— Corporate Resources
< External Environment
Business Unit
Mission
< Past Performance
of Business Units
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Obviously, marketing strategists must take a close look at the perspectives of
the organization before formulating future strategy. Strategies must bear a close
relationship to the internal culture of the corporation if they are to be successfully
implemented.

FACTORS IN APPRAISAL: CORPORATE PUBLICS

Meaning of
Corporate Public

Business exists for people. Thus, the first consideration in the strategic process is
to recognize the individuals and groups who have an interest in the fate of the
corporation and the extent and nature of their expectations.

The following groups generally constitute the interest-holders in business orga-
nizations:

Owners

Employees

Customers

Suppliers

Banking community and other lenders
Government

Community in which the company does business
Society at large

PN T LN

For the healthy growth of the organization, all eight groups must be served
adequately. Of all the stakeholders, in the past corporations paid little attention to
the communities in which they operated; today, however, the importance of ser-
vice to community and to society is widely acknowledged. The community may
force a company to refrain from activities that are detrimental to the environment.
For example, the Boise Cascade Company was once denounced as harsh, stingy,
socially insensitive, and considerably short of the highest ethical standards
because of its unplanned land development. Community interests ultimately pre-
vailed, forcing the company to either give up its land development activities or
make proper arrangements for the disposal of waste and to introduce other envi-
ronmental safeguards. Similarly, social concern may prevent a company from
becoming involved in certain types of business. A publishing company respon-
sive to community standards may refuse to publish pornographic material.

Johnson & Johnson exemplified responsible corporate behavior when it
resolved the contingency created by the deaths of seven individuals who had con-
sumed contaminated Tylenol capsules.2 Within a few days, the company insti-
tuted a total product recall at a cost of $50 million after taxes, despite the fact that
the problem did not occur because of negligence on the part of the company.
Subsequently, the company took the initiative to develop more effective packag-
ing to prevent tampering in the future. The company’s commitment to socially
responsible behavior was reaffirmed when it quit producing capsules entirely
after the tampering occurred again. Johnson & Johnson put the well-being of the
customer ahead of profitability in resolving this tampering problem. In brief, the
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requirements and expectations of today’s society must serve as basic ingredients
in the development of strategy:

Though profit and efficiency must remain central values within the culture, they must
be balanced by other values that help define the limits of activities designed to achieve
those objectives and by values describing other important ethical and socially respon-
sible behaviors. Without the integration of concerns about ethics and social responsi-
bility at the very beginning of the marketing planning process, as well as throughout
the process, the organizational culture may not provide the checks and balances
needed to develop ethical and socially responsible marketing programs.3

Historically, a business organization considered its sole purpose to be economic
gain, concerning itself with other spheres of society only when required by law or
self-interest or when motivated by philanthropy or charity. Charity was merely a
celebration of a corporation’s good fortune that it desired to share with “outsiders”
or a display of pity for the unfortunate. Indirectly, of course, even this rather unin-
spired notion of charity gave the company a good name and thus served a public
relations function.# In slack times, a company reduced its activities in all areas,
instituting both inside cost-cutting measures and the lowering of commitments to
all publics other than stockholders. Such a perspective worked well until the
mid-1960s; however, with economic prosperity almost assured, different stake-
holders have begun to demand a more equitable deal from corporations.

Concern over environmental pollution by corporations, for example, has
become a major issue in both the public and the private sector. Similarly, cus-
tomers expect products to be wholesome; employees want opportunities for
advancement and self-improvement; and the community hopes that a corpora-
tion would assume some of its concerns, such as unemployment among minori-
ties. Society now expects business corporations to help in resolving social
problems. In brief, the role of the corporation has shifted from that of an economic
institution solely responsible to its stockholders to that of a multifaceted force
owing its existence to different stakeholders to whom it must be accountable. As
one of the most progressive institutions in the society, the corporation is expected
to provide balanced prosperity in all fields. Two generations ago, the idea of a
business being a party to a contract with society would have provoked an indig-
nant snort from most businesspeople. Even 10 years ago, a business’s contract
with society was more likely material for a corporate president’s speech to the
stockholders than a basis for policy. It is a measure of how much the attitudes
of middle-of-the-road businesspeople have changed that the notion of a social
contract is now the basic assumption for their statements on the social responsi-
bilities of a business. This new outlook extends the mission of the business
beyond its primary obligation to owners.

In today’s environment, corporate strategy must be developed not simply to
enhance financial performance, but also to maximize performance across the
board, delivering the highest gains to all stakeholders, or corporate publics. And
companies are responding to changing times. As former chairman Waldron of
Avon Products noted, “We have 40,000 employees and 1.3 million representatives.
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... They have much deeper and more important stakes in our company than share-
holders.”>

The “concept of stakeholders” is really an extension of the marketing concept,
the central doctrine in marketing.

Marketing concept and the stakeholder concept are strongly related with a common
root or core. Clearly, one commonality is that the stakeholder concept recognizes the
consumer as a public with concerns central to the organization’s purpose. Perhaps a
further element of this common core is a realization of the importance of cooperative
exchange with the consumer. In fact, all publics of an organization can be viewed in a
cooperative vs. adversarial perspective. Cooperative strategies with labor, marketing
channel members, etc., may result in eventual but not mutual symbiosis. For example,
if a manufacturer cooperates with wholesalers, then these wholesalers may be more
likely to cooperate with retailers. Similarly, retailers may then be more likely to treat
the customer well. Consequently, the customer will be more loyal to certain brands,
and this catalyzes the manufacturer to continue to be cooperative with channel mem-
bers. This eventual, but not necessarily mutual, symbiosis may result in more long-run
stability and evolutionary potential within the business system.6

One company that systematically and continuously examines and serves the
interests of its stakeholders is Corning. It cooperates with labor, promotes diver-
sity, and goes out of its way to improve the community. For example, the com-
pany’s partnership with the glass workers” union promotes joint decision
making. Worker teams determine job schedules and even factory design. All U.S.
workers share a bonus based on point performance. All managers and salaried
workers attend seminars to build sensitivity and support for women and
African-American coworkers. A network of mentors helps minorities (i.e., African
Americans, Asians, Hispanics, and women) with career planning. Corning
acquires and rehabilitates commercial properties, then finds tenants (some minor-
ity-owned) at market rates to locate their business there. It works to attract new
business to the region and has invested in the local infrastructure by building a
Hilton hotel, a museum, and a city library.

More than the biggest employer in town, Corning plays benefactor, landlord, and social
engineer. The company is half-owner of a racetrack and sponsors a professional golf
tournament. Affordable housing, day care, new business development—it’s doing all
that, too. Corning is more directly involved in its community than most big U.S. cor-
porations. . . . When a flood in 1972 put the town under 10 feet of water, the company
paid area teenagers to rehabilitate damaged homes and appliances, then spent millions
to build a new library and skating rink. But Corning’s recent efforts have been more
focused: They aim to turn a remote, insular town into a place that will appeal to the
smart professionals Corning wants to attract—a place that offers social options for
young singles, support for new families, and cultural diversity for minorities.

It’s a strategy that often borders on corporate socialism. Corning bought the run-
down bars—which “didn’t fit with our objective,” says one executive—as part of a
block-long redevelopment of Market Street, the town’s main commercial strip.

More important, Corning is working to create a region less dependent on its head-
quarters and 15 factories. . . . To help support the flagging local economy, Corning
bought the Watkins Glen auto-racing track, which had slipped into bankruptcy. It
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rebuilt the facility, took in a managing partner, and last summer, saw the track host
200,000 visitors. Similarly, the company lobbied a supermarket chain to build an enor-
mous new store. It persuaded United Parcel Service to locate a regional hub nearby.

In all, Corning expects its Corning Enterprises subsidiary, which spearheads com-
munity investments, to bring 200 new jobs to the Chemung River valley each year. It
also wants to boost the number of tourists by 2% annually and attract four new busi-
nesses to town. Corning Enterprises funds its activities largely with rental income
from real estate that it has purchased and rehabilitated.”

Although the expectations of different groups vary, in our society growth and
improvement are the common expectations of any institution. But this broad view
does not take into account the stakes of different groups within a business. For
planning purposes, a clearer definition of each group’s hopes is needed.

Exhibit 3-2 summarizes the factors against which the expectations of different
groups can be measured. The broad categories shown here should be broken
down into subcategories as far as possible. For example, in a community where
juvenile delinquency is rampant, youth programs become an important area of
corporate concern. One must be careful, however, not to make unrealistic or false
assumptions about the expectations of different groups. Take owners, for exam-
ple. Typically, 50 percent of earnings after taxes must be reinvested in the business
to sustain normal growth, but the payout desired by the owners may render it dif-
ficult to finance growth. Thus, a balance must be struck between the payment of
dividends and the plowing back of earnings. A vice president of finance for a
chemical company with yearly sales over $100 million said in a conversation with
the author:

While we do recognize the significance of retaining more money, we must consider the
desires of our stockholders. They happen to be people who actually live on dividend
payments. Thus, a part of long-term growth must be given up in order to maintain
their short-term needs for regular dividend payments.

Apparently this company would not be correct in assuming that growth alone is
the objective of its stockholders. Thus, it behooves the marketing strategist to gain
clear insight into the demands of different corporate publics.

Who in the company should study stakeholders” expectations? This task con-
stitutes a project in itself and should be assigned either to someone inside the
company (such as a strategic planner, an assistant to the president, a director of
public affairs, or a marketing researcher) or to a consultant hired for this purpose.
When this analysis is first undertaken, it will be fairly difficult to specify stake-
holders, designate their areas of concern, and make their expectations explicit.
After the initial study is made, updating it from year to year should be fairly
routine.

The groups that constitute the stakeholders of a business organization are
usually the same from one business to another. Mainly they are the owners,
employees, customers, suppliers, the banking community and other lenders, gov-
ernment, the immediate community, and society at large. The areas of concern of
each group and their expectations, however, require surveying. As with any other
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Corporate Publics and their Concerns

Publics Atreas of Concern
Owners Payout

Equity

Stock price

Nonmonetary desires
Customers Business reliability

Employees of all ranks

Suppliers

Banking community and
other lenders

Government (federal,
state, and local)

Immediate community

Society at large

Product reliability
Product improvement
Product price

Product service
Continuity

Marketing efficiency

Monetary reward
Reward of recognition
Reward of pride
Environment
Challenge

Continuity
Advancement

Price
Stability
Continuity
Growth

Sound risk
Interest payment
Repayment of principal

Taxes

Security and law enforcement
Management expertise
Democratic government
Capitalistic system
Implementation of programs

Economic growth and efficiency
Education
Employment and training

Civil rights

Urban renewal and development
Pollution abatement
Conservation and recreation
Culture and arts

Medical care
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survey, this amounts to seeking information from an appropriate sample within
each group. A structured questionnaire is preferable for obtaining objective
answers. Before surveying the sample, however, it is desirable to conduct in-depth
interviews with a few members of each group. The information provided by these
interviews is helpful in developing the questionnaire. While overall areas of con-
cern may not vary from one period to another, expectations certainly do. For exam-
ple, during a recession stockholders may desire a higher payout in dividends than
at other times. Besides, in a given period, the public may not articulate expecta-
tions in all of its areas of concern. During inflationary periods, for example, cus-
tomers may emphasize stable prices only, while product improvement and
marketing efficiency may figure prominently in times of prosperity.

The expectations of different publics provide the corporation with a focus for
working out its objectives and goals. However, a company may not be able to sat-
isfy the expectations of all stakeholders for two reasons: limited resources and
conflicting expectations among stakeholders. For example, customers may want
low prices and simultaneously ask for product improvements. Likewise, to meet
exactly the expectations of the community, the company may be obliged to reduce
dividends. Thus, a balance must be struck between the expectations of different
stakeholders and the company’s ability to honor them.

The corporate response to stakeholders” expectations emerges in the form of
its objectives and goals, which in turn determine corporate strategy. While objec-
tives and goals are discussed in detail in Chapter 8, a sample of corporate objec-
tives with reference to customers is given here.

Assume the following customer expectations for a food-processing company:

1. The company should provide wholesome products.

2. The company should clearly state the ingredients of different products in words
that are easily comprehensible to an ordinary consumer.

3. The company should make all efforts to keep prices down.

The company, based on these expectations, may set the following goals:
Wholesome Products

1. Create a new position—vice president, product quality. No new products will be
introduced into the market until they are approved for wholesomeness by this
vice president. The vice president’s decision will be upheld no matter how bright
a picture of consumer acceptance of a product is painted by marketing research
and marketing planning.

2. Create a panel of nutrient testers to analyze and judge different products for their
wholesomeness.

3. Communicate with consumers about the wholesomeness of the company’s prod-
ucts, suggesting that they deal directly with the vice president of product quality
should there be any questions. (Incidentally, a position similar to vice president of
product quality was created at Gillette a few years ago. This executive’s decisions
overruled the market introduction of products despite numerous other reasons
for early introduction.)
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Information on Ingredients

1. Create a new position—director, consumer information. The person in this posi-
tion will decide what information about product ingredients, nutritive value, etc.,
should be included on each package.

2. Seek feedback every other year from a sample of consumers concerning the effec-
tiveness and clarity of the information provided.

3. Encourage customers, through various forms of promotions, to communicate
with the director of consumer information on a toll-free phone line to clarify
information that may be unclear.

4. Revise information contents based on numbers 2 and 3.

Keeping Prices Low

1. Communicate with customers on what leads the company to raise different prices
(e.g., cost of labor is up, cost of ingredients is up, etc.).

2. Design various ways to reduce price pressure on consumers. For example,
develop family packs.

3. Let customers know how much they can save by buying family packs. Assure
them that the quality of the product will remain intact for a specified period.

4. Work on new ways to reduce costs. For example, a substitute may be found for a
product ingredient whose cost has gone up tremendously.

By using this illustration, the expectations of each group of stakeholders can
be translated into specific goals. Some firms, Adolph Coors Company, for exam-
ple, define their commitment to stakeholders more broadly (see Exhibit 3-3).
However, this company is not alone in articulating its concern for stakeholders. A
whole corporate culture has sprung up that argues for the essential commonality
of labor-management community-shareholder interests.

FACTORS IN APPRAISAL: VALUE ORIENTATION OF TOP MANAGEMENT

The ideologies and philosophies of top management as a team and of the CEO as
the leader of the team have a profound effect on managerial policy and the strate-
gic development process. According to Steiner:

[The CEO’s] aspirations about his personal life, the life of his company as an institu-
tion, and the lives of those involved in his business are major determinants of choice
of strategy. His mores, habits, and ways of doing things determine how he behaves
and decides. His sense of obligation to his company will decide his devotion and
choice of subject matter to think about.8

Rene McPherson, former CEO of Dana Corporation, incessantly emphasized
cost reduction and productivity improvement: the company doubled its produc-
tivity in seven years. IBM chairmen have always preached the importance of call-
ing on customers—to the point of stressing the proper dress for a call. Over time,
a certain way of dressing became an accepted norm of behavior for the entire cor-
poration. Texas Instruments’” ex-chairman Patrick Haggerty made it a point to
drop in at a development laboratory on his way home each night when he was in
Dallas to emphasize his view of the importance of new products for the company.
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EXHIBIT 3-3
Coors Commitment to Its Stakeholders

Our corporate philosophy can be summed up by the statement, “Quality in all we are
and all we do.” This statement reflects our total commitment to quality relationships
with customers, suppliers, community, stockholders and each other. Quality relationships
are honorable, just, truthful, genuine, unselfish, and reputable.

We are committed first to our customers for whom we must provide products and
services of recognizably superior quality. Our customers are essential to our existence.
Every effort must be made to provide them with the highest quality products and ser-
vices at fair and competitive prices.

We are committed to build quality relationships with suppliers because we require
the highest quality goods and services. Contracts and prices should be mutually benefi-
cial for the Company and the supplier and be honorably adhered to by both.

We are committed to improve the quality of life within our community. Our policy is
to comply strictly with all local, state and federal laws, with our Corporate Code of
Conduct and to promote the responsible use of our products. We strive to conserve our
natural resources and minimize our impact on the environment. We pay our fair tax
share and contribute resources to enhance community life. We boldly and visibly support
the free enterprise system and individual freedom within a framework which also pro-
motes personal responsibility and caring for others.

We are committed to the long-term financial success of our stockholders through
consistent dividends and appreciation in the value of the capital they have put at risk.
Reinvestment in facilities, research and development, marketing and new business
opportunities which provide long-term earnings growth take precedence over short-term
financial optimization.

These values can only be fulfilled by quality people dedicated to quality relation-
ships within our Company. We are committed to provide fair compensation and a quality
work environment that is safe and friendly. We value personal dignity. We recognize
individual accomplishment and the success of the team. Quality relationships are built
upon mutual respect, compassion and open communication among all employees. We
foster personal and professional growth and development without bias or prejudice and
encourage wellness in body, mind and spirit for all employees.

Source: Adolph Coors Company.

Such single-minded focus on a value becomes an integral part of a company’s cul-
ture. As employees steeped in the corporate culture move up the ladder, they
become role models for newcomers, and the process continues.?

How companies in essentially the same business move in different strategic
directions because of different top management values can be illustrated with an
example from American Can Company and Continental Group. Throughout the
1970s, both Robert S. Hatfield, then Continental’s chairman, and William F. May,
his counterpart at American Can, made deep changes in their companies’ prod-
uct portfolios. Both closed numerous, aged can-making plants. Both divested tan-
gential businesses they deemed to have lackluster growth prospects. And both
sought either to hire or promote executives who would steer their companies in
profitable directions.
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But similar as their overall strategies might seem, their concepts of their com-
panies diverged markedly. May envisioned American Can as a corporate think
tank, serving as both a trend spotter and a trendsetter. He put his trust in the
advice of financial experts who, although lean on operating experience, were
knowledgeable about business theory. They took American Can into such diverse
fields as aluminum recycling, record distribution, and mail-order consumer prod-
ucts. By contrast, Hatfield sought executives with proven records in spotting new
potential in old areas. The company acquired Richmond Corporation, an insur-
ance holding company, and Florida Gas Company.10

It would be wrong to assume that every firm wants to grow. There are companies
that probably could grow faster than their current rates indicate. But when top
management is averse to expansion, sluggishness prevails throughout the orga-
nization, inhibiting growth. A large number of companies start small, perhaps
with a family managing the organization. Some entrepreneurs at the helm of such
companies are quite satisfied with what they are able to achieve. They would
rather not grow than give up complete control of the organization. Obviously, if
managerial values promote stability rather than growth, strategy will form
accordingly. For Ben & Jerry’s Homemade Inc., social agenda is more important
than business expansion. When a top supplier from Tokyo called to offer distrib-
ution in Japan, a lucrative ice-cream market, the company said no because the
Japanese company had no reputation for backing social causes.!!

Of course, if the owners find that their expectations are in conflict with the
value system of top management, they may seek to replace the company’s man-
agement with a more philosophically compatible team. As an example, a flam-
boyant CEO who emphasizes growth and introduces changes in the organization
to the extent of creating suspicion among owners, board members, and colleagues
may lead to the CEO’s exit from the organization. An unconventionally high
debt-to-equity ratio can be sufficient cause for a CEO to be dismissed. Conflict
over the company’s social agenda cost Ben & Jerry’s the services of a CEO, Robert
Holland Jr. He resigned after less than two years on the job because he ran into
opposition from the cofounders regarding no-fat sorbet because that meant
buying less hormone-free milk from those virtuous dairy farmers. And when
Holland tried to distribute products in France, a dispute arose when cofounder
Ben issued a statement condemning France’s nuclear-testing program.12

In brief, the value systems of the individual members of top management
serve as important inputs in strategy development. If people at the top hold con-
flicting values, the chosen strategy will lack the willing cooperation and commit-
ment of all executives. Generally, differing values are reflected in conflicts over
policies, objectives, strategies, and structure.

This point may be illustrated with reference to Johnson & Johnson, a solidly
profitable company. Its core businesses are entering market maturity and offer lim-
ited long-term growth potential. In the mid-1980s, therefore, the company
embarked on a program to manufacture sophisticated technology products. But the
development and marketing of high-tech products require a markedly different
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culture than that needed for Johnson & Johnson’s traditional products. High-tech
products require greater cooperation among corporate units, which is sometimes
hard to obtain. Traditionally, Johnson & Johnson’s various businesses have been
run as completely decentralized units with total autonomy. To successfully achieve
the shift to technology products, the CEO of the company, James E. Burke, is tin-
kering in subtle but important ways with a management style and corporate cul-
ture that have long been central to the company’s success.!3 Similar efforts are at
work at Procter & Gamble: “Pressed by competitors and aided by new technology;,
P&G is, in fact, remodeling its corporate culture—a process bringing pain to some,
relief to others and wonderment to most.”14

Over time, top management values come to characterize the culture of the entire
organization. Corporate culture in turn affects the entire perspective of the orga-
nization. It influences its product and service quality, advertising content, pricing
policies, treatment of employees, and relationships with customers, suppliers,
and the community.

Corporate culture gives employees a sense of direction, a sense of how to
behave and what they ought to be doing. Employees who fail to live up to the cul-
tural norms of the organization find the going tough. This point may be illus-
trated with reference to PepsiCo and J.C. Penney Company. At PepsiCo, beating
the competition is the surest path to success. In its soft drink operation, Pepsi
takes on Coke directly, asking consumers to compare the taste of the two colas.
This kind of direct confrontation is reflected inside the company as well.
Managers are pitted against each other to grab more market share, to work
harder, and to wring more profits out of their businesses. Because winning is the
key value at PepsiCo, losing has its penalties. Consistent runners-up find their
jobs gone. Employees know they must win merely to stay in place and must dev-
astate the competition to get ahead.15

But the aggressive manager who succeeds at Pepsi would be sorely out of
place at J.C. Penney Company, where a quick victory is far less important than
building long-term loyalty.

Indeed, a Penney store manager once was severely rebuked by the company’s pres-
ident for making too much profit. That was considered unfair to customers, whose
trust Penney seeks to win. The business style set by the company’s founder—which
one competitor describes as avoiding “taking unfair advantage of anyone the com-
pany did business with”—still prevails today. Customers know they can return mer-
chandise with no questions asked; suppliers know that Penney will not haggle over
terms; and employees are comfortable in their jobs, knowing that Penney will avoid
layoffs at all costs and will find easier jobs for those who cannot handle more
demanding ones. Not surprisingly, Penney’s average executive tenure is 33 years
while Pepsi’s is 10.16

These vastly different methods of doing business are just two examples of
corporate culture. People who work at PepsiCo and at Penney sense that corpo-
rate values constitute the yardstick by which they will be measured. Just as tribal
cultures have totems and taboos that dictate how each member should act toward
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fellow members and outsiders, a corporation’s culture influences employees’
actions toward customers, competitors, suppliers, and one another. Sometimes
the rules are written, but more often they are tacit. Most often they are laid down
by a strong founder and hardened by success into custom.

One authority describes four categories of corporate culture—academies,
clubs, baseball teams, and fortresses.l” Each category attracts certain personali-
ties. The following are some of the traits among managers who gravitate to a par-
ticular corporate culture.

Academies

— Have parents who value self-reliance but put less emphasis on honesty and con-
sideration.

— Tend to be less religious.

— Graduate from business school with high grades.

— Have more problems with subordinates in their first ten years of work.

Clubs

— Have parents who emphasize honesty and consideration.

— Have a lower regard for hard work and self-reliance.

— Tend to be more religious.

— Care more about health, family, and security and less about future income and
autonomy.

— Are less likely to have substantial equity in their companies.

Baseball Teams

— Describe their fathers as unpredictable.

— Generally have more problems planning their careers in the first ten years after
business school and work for more companies during that period than classmates
do.

— Include personal growth and future income among their priorities.

— Value security less than others.

Fortresses

— Have parents who value curiosity.

— Were helped strongly by mentors in the first year out of school.

— Are less concerned than others with feelings of belonging, professional growth,
and future income.

— Experience problems in career planning, on-the-job decisions, and job implemen-
tation.

An example of an academy is IBM, where managers spend at least 40 hours
each year in training, being carefully groomed to become experts in a particular
function. United Parcel Service represents a club culture, which emphasizes
grooming managers as generalists, with initiation beginning at the entry level.
Generally speaking, accounting firms, law firms, and consulting, advertising, and
software development companies exhibit baseball team cultures. Entrepreneurial
in style, they seek out talent of all ages and experience and value inventiveness.
Fortress companies are concerned with survival and are usually best represented
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by companies in a perpetual boom-and-bust cycle (e.g., retailers and natural
resource companies).

Many companies cannot be neatly categorized in any one way. Many
exhibit a blend of corporate cultures. For example, within General Electric, the
NBC unit has baseball team qualities, whereas the aerospace division operates
like a club, the electronics division like an academy, and the home appliance
unit like a fortress. Companies may move from one category to another as they
mature or as forced by the environment. For example, Apple started out as a
baseball team but now appears to be emerging as an academy. Banks have tra-
ditionally exhibited a club culture, but with deregulation, they are evolving into
baseball teams.

In the current environment, the changes that businesses are being forced to
make merely to stay competitive—improving quality, increasing speed, becoming
customer oriented—are so fundamental that they must take root in a company’s
very essence; that is, its culture. Cultural change, while difficult and time-
consuming to achieve, is nevertheless feasible if approached properly. The CEO
must direct change to make sure that it happens coherently. He or she must live
the new culture, become the walking embodiment of it, and spot and celebrate
subordinates who exemplify the values that are to be inculcated. The following
are keys to cultural change:

— Understand your old culture first. You can’t chart a course until you know
where you are.

— Encourage those employees who are bucking the old culture and have ideas for a
better one.

— Find the best subculture in your organization, and hold it up as an example from
which others can learn.

— Don't attack culture head on. Help employees find their own new ways to
accomplish their tasks, and a better culture will follow.

— Don’t count on a vision to work miracles. At best, a vision acts as a guiding prin-
ciple for change.

— Figure on five to ten years for significant, organization-wide improvement.

— Live the culture you want. As always, actions speak louder than words.18

Trying to change an institution’s culture is certain to be frustrating. Most
people resist change, and when the change goes to the basic character of the place
where they earn a living, many people become upset. A company trying to
improve its culture is like a person trying to improve his or her character. The
process is long, difficult, often agonizing. The only reason that people put them-
selves through such difficulty is that it is correspondingly satisfying and valuable.
As AT&T’s CEO Robert Allen comments:

It’s not easy to change a culture that was very control oriented and top down. We're
trying to create an atmosphere of turning the organization chart upside down,
putting the customers on top. The people close to the customer should be doing the
key decision-making.1?
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In emphasizing the significance of the value system in strategic planning, several
questions become pertinent. Should the corporation attempt to formally establish
values for important members of management? If so, who should do it? What
measures or techniques should be used? If the values of senior executives are in
conflict, what should be done? Can values be changed?

It is desirable that the values of top management should be measured. If noth-
ing else, such measurement will familiarize the CEO with the orientation of top
executives and will help the CEO to better appreciate their viewpoints. Opinions
differ, however, on who should do the measuring. Although a good case can be
made for giving the assignment to a staff person, a strategic planner or a human
resources planner, for example, hiring an outside consultant is probably the most
effective way to gain an objective perspective on management values. If a con-
sultant’s findings appear to create conflict in the organization, they can be
scrapped. With help from the consultant, the human resources planner in the
company, working closely with the strategic planner, can design a system for the
measurement of values once the initial effort is made.

Values can be measured in various ways. A popular technique is the self-
evaluating scale developed by Allport, Vernon, and Lindzey.20 This scale divides
values into six classes: religious, political, theoretical, economic, aesthetic, and
social. A manual is available that lists the average scores of different groups.
Executives can complete the test in about 30 minutes and determine the structure
of their values individually. Difficulties with using this scale lie in relating the
executives’ values to their jobs and in determining the impact of these values on
corporate strategy.

A more specific way is to pinpoint those aspects of human values likely to
affect strategy development and to measure one’s score in relation to these values
on a simple five- or seven-point scale. For example, we can measure an execu-
tive’s orientation toward leadership image, performance standards and evalua-
tion, decision-making techniques, use of authority, attitude about change, and
nature of involvement. Exhibit 3-4 shows a sample scale for measuring these
values.

As a matter of fact, a formal value orientation profile of each executive may
not be entirely necessary. By raising questions such as the following about each
top executive, one can gather insight into value orientations. Does the executive:

Seem efficiency-minded?

Like repetition?

Like to be first in a new field instead of second?

Revel in detail work?

Seem willing to pay the price of keeping in personal touch with the customer,
etc.?

Can the value system of an individual be changed? Traditionally, it has been
held that a person’s behavior is determined mainly by the inner self reacting within
a given environment. In line with this thinking, major shifts in values should be dif-
ficult to achieve. In recent years, however, a new school of behaviorists has emerged
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EXHIBIT 3-4
Measuring Value Orientation

A. Leadership Image
1 2 3 4 5

Considered unfair and
not well liked

B. Performance
1 2

Shows concern for others, is sincere
fair, and ethical; evokes respect

4 5

Permissive; tolerates
mediocracy

C. Decision—Making Techniques
1 2

Highly demanding and critical;
replaces mediocracy

4 5

Based on intuition

D. Use of Authority
1 2

Based on scientific analylsis

4 5

Exhibits raw authority;
highly authoritative

E. Attitude About Change
1 2

Implies authority rather than
overtly using it

4 5

Resists change

F. Nature of Involvement

Seeks change and pushes others

1 2 3 4 5
| | | | |

Mainly interested in operational problems;
interested in short-term results

Gives much to strategy

that assigns a more significant role to the environment. These new behaviorists
challenge the concept of “self” as the underlying force in determining behavior.2! If
their “environmental” thesis is accepted, it should be possible to bring about a
change in individual values so that senior executives can become more unified.
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However, the science of human behavior has yet to discover the tools that can be
used to change values. Thus, it would be appropriate to say that minor changes in
personal values can be produced through manipulation of the environment; but
where the values of an individual executive differ significantly from those of a col-
league, an attempt to alter an individual’s values would be difficult.

Several years ago, differing values caused a key executive at Procter &
Gamble, John W. Hanley, to leave the company for the CEO position at Monsanto.
Other members of the Procter & Gamble management team found him too
aggressive, too eager to experiment and change practices, and too quick to chal-
lenge his superior. Because he could not be brought around to the conservative
style of the company’s other executives, he was passed over for the presidency
and eventually left the company.22

The influence of the value orientation of top management on the perspectives of
the business has already been emphasized. This section examines how a particu-
lar type of value orientation may lead to certain objectives and strategy perspec-
tives. Two examples of this influence are presented below. In the first example, the
president is rated high on social and aesthetic values, which seems to indicate a

Example A

Values

The president of a small manufacturer of office duplicating equipment ranked relatively
high on social values, giving particular attention to the security, welfare, and happiness
of the employees. Second in order of importance to the president were aesthetic values.

Objectives and Strategies

Slow-to-moderate company growth

Empbhasis on a single product

An independent-agent form of sales organization
Very high-quality products with aesthetic appeal
Refusal to compete on a price basis

Gl LN

Example B

Values

The top-management team members of a high-fidelity loudspeaker systems manufac-
turer placed greater emphasis on theoretical and social values than on other values.

Objectives and Strategies

1. Scientific truth and integrity in advertising

2. Lower margins to dealers than competitors were paying

3. Maintenance of “truth and honesty” in relationships with suppliers, dealers, and
employees
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greater emphasis on the quality of a single product than on growth per se. In the
second example, again, the theoretical and social orientation of top management
appears to stress truth and honesty rather than strictly growth. If the strategic
plans of these two companies were to emphasize growth as a major goal, they
would undoubtedly fail. Planned perspectives may not be implemented if they
are constrained by top management’s value system.

A corporation’s culture can be its major strength when it is consistent with its
strategies, as demonstrated by the following examples:

e At IBM, marketing drives a service philosophy that is almost unparalleled. The
company keeps a hot line open 24 hours a day, seven days a week, to service IBM
products.

e At International Telephone and Telegraph Corporation, financial discipline
demands total dedication. To beat out the competition in a merger, an executive
once called former chairman Harold S. Geneen at 3 a.m. to get his approval.

* At Microsoft, an emphasis on innovation creates freedom with responsibility.
Employees can set their own hours and working style, but they are expected to
articulate and support their activities with evidence of progress.

e At Delta Air Lines Inc., a focus on customer service produces a high degree of
teamwork. Employees switch jobs to keep planes flying and baggage moving.

¢ At Toyota standards in efficiency, productivity, and quality are the most impor-
tant pursuits. No wonder the company is the benchmark in manufacturing and
product development.

¢ At GE every business unit should conduct continuous campaigns to become the
lowest-cost producer in its area. One approach to reducing costs and improving
productivity is work-outs, which are multi-day retreats. After the boss and out-
side consultants lay out the unit’s achievements, problems, and business environ-
ment, the participants brainstorm to come up with recommendations for
improving operations. They receive on-the-spot responses and pledges that what
is agreed upon will be implemented quickly.

In summary, an organization in the process of strategy formulation must study
the values of its executives. While exact measurement of values may not be possi-
ble, some awareness of the values held by top management is helpful
to planners. Care should be taken not to threaten or alienate executives by
challenging their beliefs, traits, or outlooks. In the strategy formulation, the value
package of the management team should be duly considered even if
it means compromising on growth and profitability. Where no such compromise is
feasible, it is better to transfer or change the assignment of a dissenting executive.

The experience of Interpace Corporation’s CEO is relevant here. After moving
from International Telephone and Telegraph Corporation (ITT) in the early 1980s,
he drew on his ITT background to manage Interpace, a miniconglomerate with
interests in such diverse products as teacups and concrete pipes. He used a for-
mula that had worked well at ITT, which consisted of viewing assets primarily as
financial pawns to be shifted around at the CEO’s will, of compelling managers
to abide by financial dicta, and of focusing on financial results. The approach
seemed reasonable, but its implementation at Interpace was fraught with prob-
lems. ITT’s management style did not fit the Interpace culture, despite the fact
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that the CEO replaced 35 members of a 51-person team.23 Culture that prevents a
company from meeting competitive threats or from adapting to changing eco-
nomic or social environments can lead to stagnation and the company’s ultimate
demise unless the company makes a conscious effort to change.

FACTORS IN APPRAISAL: CORPORATE RESOURCES

Resources and
Marketing Strategy

The resources of a firm are its distinctive capabilities and strengths. Resources are
relative in nature and must always be measured with reference to the competition.
Resources can be categorized as financial strength, human resources, raw mater-
ial reserve, engineering and production, overall management, and marketing
strength. The marketing strategist needs to consider not only marketing resources
but also resources of the company across the board. For example, price setting is
a part of marketing strategy, yet it must be considered in the context of the finan-
cial strength of the company if the firm is to grow as rapidly as it should. It is
obvious that profit margins on sales, combined with dividend policy, determine
the amount of funds that a firm can generate internally. It is less well understood,
but equally true, that if a firm uses more debt than its competitors or pays lower
dividends, it can generate more funds for growth by decreasing profit margins.
Thus, it is important in strategy development that all of the firm’s resources are
fully utilized in a truly integrated way. The firm that does not use its resources
fully is a target for the firm that will—even if the latter has fewer resources. Full
and skillful utilization of resources can give a firm a distinct competitive edge.

Consider the following resources of a company:

Has ample cash on hand (financial strength).

Average age of key management personnel is 42 years (human resources).

Has a superior raw material ingredient in reserve (raw material reserve).

Manufactures parts and components that go into the final product using the com-

pany’s own facilities (plant and equipment).

5. The products of the company, if properly installed and serviced regularly, never
stop while being used (technical competence).

6. Has knowledge of, a close relationship with, and expertise in doing business with

grocery chains (marketing strength).

LN

How do these resources affect marketing strategy? The cash-rich company,
unlike the cash-tight company, is in a position to provide liberal credit accommo-
dation to customers. General Electric, for example, established the General Electric
Credit Corporation (now called GE Capital Corporation) to help its dealers and
ultimate customers to obtain credit. In the case of a manufacturer of durable goods
whose products are usually bought on credit, the availability of easy credit can
itself be the difference between success and failure in the marketplace.

If a company has a raw material reserve, it does not need to depend on out-
side suppliers when there are shortages. In the mid-1980s, there was a shortage
of high-grade paper. A magazine publisher with its own forests and paper
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Measurement of
Resources

manufacturing facilities did not need to depend on paper companies to acquire
paper. Thus, even when a shortage forced its competitors to reduce the sizes of
their magazines, the company not dependent on outsiders was able to provide
the same pre-shortage product to its customers.

In the initial stages of the development of color television, RCA was the only
company that manufactured color picture tubes. In addition to using these tubes
in its own television sets, RCA also sold them to other manufacturers/competi-
tors such as GE. When the market for color television began to grow, RCA was in
a strong position to obtain a larger share of the growth partly because of its easy
access to picture tubes. GE, on the other hand, was weaker in this respect.

IBM'’s technical capabilities, among other things, helped it to be an innovator
in developing data processing equipment and in introducing it to the market.
IBM’s excellent after-sale service facilities in themselves promoted the company’s
products. After-sale servicing put a promotional tool in the hands of salespeople
to push the company’s products.

Procter & Gamble is noted for its superior strength in dealing with grocery
channels. The fact that this strength has served Procter & Gamble well hardly
needs to be mentioned. More than anything else, marketing strength has helped
Procter & Gamble to compete successfully with established companies in the
introduction of new products. In brief, the resources of a company help it to
establish and maintain itself in the marketplace. It is, of course, necessary for
resources to be appraised objectively. It is the marketing power of big retailers
like Wal-Mart that forces magazine publishers to share advance copies of forth-
coming issues with them. They then decide if a particular issue will be sold in
their stores. For example, Wal-Mart stores banned the April 1997 issue of Vibe, a
magazine that focuses on rap music and urban culture, after viewing an early
print of its cover and deeming it too risqué. Similarly, Winn-Dixie supermarkets
(a 1,186-store chain) refused to carry the March 1997 issue of Cosmopolitan (the
nation’s best-selling monthly magazine in terms of newsstand sales) because
they judged it contained material that would be objectionable to many of their
customers.2+

A firm is a conglomerate of different entities, each having a number of variables
that affects performance. How far should a strategist probe into these variables
to designate the resources of the firm? Exhibit 3-5 is a list of possible strategic
factors. Not all of these factors are important for every business; attention
should be focused on those that could play a critical role in the success or fail-
ure of the particular firm. Therefore, the first step in designating resources is to
have executives in different areas of the business go through the list and iden-
tify those variables that they deem strategic for success. Then each strategic
factor may be evaluated either qualitatively or quantitatively. One way of con-
ducting the evaluation is to frame relevant questions around each strategic
factor, which may be rated on either a dichotomous or a continuous scale. As an
example, the paragraphs that follow discuss questions relevant to a men’s
sportswear manufacturer.
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EXHIBIT 3-5
Strategic Factors in Business

A. General Managerial

N LN

9.
10.
11.
12.
13.

Ability to attract and maintain high-quality top management

Ability to develop future managers for overseas operations

Ability to develop future managers for domestic operations

Ability to develop a better organizational structure

Ability to develop a better strategic planning program

Ability to achieve better overall control of company operations

Ability to use more new quantitative tools and techniques in decision making at
a. Top management levels

b. Lower management levels

Ability to assure better judgment, creativity, and imagination in decision
making at

a. Top management levels

b. Lower management levels

Ability to use computers for problem solving and planning

Ability to use computers for information handling and financial control
Ability to divest nonprofitable enterprises

Ability to perceive new needs and opportunities for products

Ability to motivate sufficient managerial drive for profits

B. Financial

C.

1.

Al

o

Ability to raise long-term capital at low cost

a. Debt

b. Equity

Ability to raise short-term capital

Ability to maximize value of stockholder investment

Ability to provide a competitive return to stockholders

Willingness to take risks with commensurate returns in what appear to be excel-
lent new business opportunities in order to achieve growth objectives
Ability to apply return on investment criteria to research and development
investments

Ability to finance diversification by means of

a. Acquisitions

b. In-house research and development

Marketing

N O LN

Ability to accumulate better knowledge about markets

Ability to establish a wide customer base

Ability to establish a selective consumer base

Ability to establish an efficient product distribution system

Ability to get good business contracts (government and others)

Ability to assure imaginative advertising and sales promotion campaigns
Ability to use pricing more effectively (including discounts, customer credit,
product service, guarantees, delivery, etc.)

Ability to develop better relationships between marketing and new product
engineering and production

Ability to produce vigor in sales organization
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EXHIBIT 3-5
Strategic Factors in Business (continued)

D. Engineering and Production

13.
14.
15.

Ability to develop effective machinery and equipment replacement policies
Ability to provide more efficient plant layout

Ability to develop sufficient capacity for expansion

Ability to develop better materials and inventory control

Ability to improve product quality control

Ability to improve in-house product engineering

Ability to improve in-house basic product research capabilities

Ability to develop more effective profit improvement (cost reduction) programs
Ability to develop better ability to mass produce at low per-unit cost

Ability to relocate present production facilities

. Ability to automate production facilities

Ability to inspire better management of and better results from research and
development expenditures

Ability to establish foreign production facilities

Ability to develop more flexibility in using facilities for different products

Ability to be in the forefront of technology and be extremely scientifically creative

E. Products

G.

PN LN

Ability to improve present products

Ability to develop more efficient and effective product line selection
Ability to develop new products to replace old ones

Ability to develop new products in new markets

Ability to develop sales for present products in new markets
Ability to diversify products by acquisition

Ability to attract more subcontracting

Ability to get bigger share of product market

Personnel

Gl LN

Ability to attract scientists and highly qualified technical employees

Ability to establish better relationships with employees

Ability to get along with labor unions

Ability to better utilize the skills of employees

Ability to motivate more employees to remain abreast of developments in their
fields

Ability to level peaks and valleys of employment requirements

Ability to stimulate creativity in employees

Ability to optimize employee turnover (not too much and not too little)

Materials

AR NS

Ability to get geographically closer to raw material sources

Ability to assure continuity of raw material supplies

Ability to find new sources of raw materials

Ability to own and control sources of raw materials

Ability to bring in house presently purchased materials and components
Ability to reduce raw material costs
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Top Management. Which executives form the top management? Which man-
ager can be held responsible for the firm’s performance during the past few
years? Is each manager capable of undertaking future challenges as successfully
as past challenges were undertaken? Is something needed to boost the morale of
top management? What are the distinguishing characteristics of each top execu-
tive? Are there any conflicts, such as personality conflicts, among them? If so,
between whom and for what reasons? What has been done and is being done for
organizational development? What are the reasons for the company’s perfor-
mance during the past few years? Are the old ways of managing obsolete? What
more can be done to enhance the company’s capabilities?

Marketing. What are the company’s major products/services? What are the
basic facts about each product (e.g., market share, profitability, position in the
life cycle, major competitors and their strengths and weaknesses, etc.)? In which
field can the firm be considered a leader? Why? What can be said about the
firm’s pricing policies (i.e., compared with value and with the prices of com-
petitors)? What is the nature of new product development efforts, the coordi-
nation between research and development and manufacturing? How does the
market look in the future for the planning period? What steps are being taken
or proposed to meet future challenges? What can be said about the company’s
channel arrangements, physical distribution, and promotional efforts? What is
the behavior of marketing costs? What new products are expected to be
launched, when, and with what expectations? What has been done about con-
sumer satisfaction?

Production. Are people capable of working on new machines, new processes,
new designs, etc., which may be developed in the future? What new plant, equip-
ment, and facilities are needed? What are the basic facts about each product (e.g.,
cost structure, quality control, work stoppages)? What is the nature of labor rela-
tions? Are any problems anticipated? What steps have been proposed or taken to
avert strikes, work stoppages, and so forth? Does production perform its part
effectively in the manufacturing of new products? How flexible are operations?
Can they be made suitable for future competition and new products well on the
way to being produced and marketed commercially? What steps have been pro-
posed or taken to control pollution? What are the important raw materials being
used or likely to be used? What are the important sources for each raw material?
How reliable are these sources?

Finance. What is the financial standing of the company as a whole and of its
different products/divisions in terms of earnings, sales, tangible net worth, work-
ing capital, earnings per share, liquidity, inventory, cash flow position, and capi-
tal structure? What is the cost of capital? Can money be used more productively?
What is the reputation of the company in the financial community? How does the
company’s performance compare with that of competitors and other similarly
sized corporations? What steps have been proposed or taken to line up new
sources of capital, to increase return on investment through more productive use
of resources, and to lower break-even points? Has the company managed tax
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matters aggressively? What contingency steps are proposed to avert threats of
capital shortage or a takeover?

Research and Development. What is the research and development reputa-
tion of the company? What percentage of sales and profits in the past can be
directly attributed to research and development efforts? Are there any conflicts or
personality clashes in the department? If so, what has been proposed and what is
being done? What is the status of current major projects? When are they expected
to be completed? In what way will they help the company’s performance? What
kind of relationships does research and development have with marketing and
manufacturing? What steps have been proposed and are being taken to cut over-
head and improve quality? Are all scientists/researchers adequately used? If not,
why not? Can we expect any breakthroughs from research and development? Are
there any resentments? If so, what are they and for what reason do they exist?

Miscellaneous. What has been proposed or done to serve minorities, the com-
munity, the cause of education, and other such concerns? What is the nature of
productivity gains for the company as a whole and for each part of the company?
How does the company stand in comparison to industry trends and national
goals? How well does the company compete in the world market? Which coun-
tries/companies constitute tough competitors? What are their strengths and
weaknesses? What is the nature and scope of the company’s public relations func-
tion? Is it adequate? How does it compare with that of competitors and other
companies of similar size and character? Which government agencies—federal,
state, or local—does the company deal with most often? Are the company’s rela-
tionships with various levels of government satisfactory? Who are the company’s
stockholders? Do a few individuals/institutions hold majority stock? What are
their corporate expectations? Do they prefer capital gains or dividend income?

Ratings on these questions may be added up to compute the total resource
score in each area. It must be understood that not all questions can be evaluated
using the same scale. In many cases, quantitative measurement may be difficult
and subjective evaluation must be accepted. Further, measurement of resources
should be done for current effectiveness and for future perspectives.

Strategic factors for success lie in different functional areas, the distribution
network, for example, and they vary by industry. As shown in Exhibit 3-6, the
success factors for different industries fall at different points along a continuum
of functional activities that begins with raw materials sourcing and ends with ser-
vicing. In the uranium industry, raw materials sourcing is the key to success
because low-quality ore requires much more complicated and costly processing.
Inasmuch as the price of uranium does not vary among producers, the choice of
the source of uranium supply is the crucial determinant of profitability. In con-
trast, the critical factor in the soda industry is production technology. Because the
mercury process is more than twice as efficient as the semipermeable membrane
method of obtaining soda of similar quality, a company using the latter process is
at a disadvantage no matter what else it might do to reduce extra cost. In other
words, the use of mercury technology is a strategic resource for a soda company
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EXHIBIT 3-6
Success Factors for Different Industries

Specimen Industries

Key Factor or Function To Increase Profit To Gain Share

Raw materials sourcing Uranium Petroleum

Product facilities Shipbuilding, steelmaking Shipbuilding, steelmaking
(economies of scale)

Design Aircraft Aircraft, hi-fi
Production technology Soda, semiconductors Semiconductors
Product range/variety Department stores Components
Application engineering Minicomputers Large-scale integration
/engineers (LSI), microprocessors
Sales force Electronic code recorders Automobiles

(quality x quantity) (ECR)

Distribution network Beer Films, home appliances
Servicing Elevators Commercial vehicles

(e.g., taxis)

Source: Kenichi Ohmae, The Mind of the Strategist (New York: McGraw-Hill Book Co., 1982): 47.

if its competitors have chosen not to go to the expense and difficulty of changing
over from the semipermeable membrane method.25

PAST PERFORMANCE OF BUSINESS UNITS

The past performance of business units serves as an important input in formulat-
ing corporate-wide strategy. It helps in the assessment of the current situation and
possible developments in the future. For example, if the profitability of an SBU
has been declining over the past five years, an appraisal of current performance
as satisfactory cannot be justified, assuming the trend continues. In addition, any
projected rise in profitability must be thoroughly justified in the light of this
trend. The perspectives of different SBUs over time, vis-a-vis other factors (top
management values, concerns of stakeholders, corporate resources, and the
socioeconomic-political-technological environment), show which have the poten-
tial for profitable growth.

SBU performance is based on such measures as financial strength (sales—
dollar or volume—operating profit before taxes, cash flow, depreciation, sales per
employee, profits per employee, investment per employee, return on invest-
ment/sales/assets, and asset turnover); human resources (use of employee skills,
productivity, turnover, and ethnic and racial composition); facilities (rated capac-
ity, capacity utilization, and modernization); inventories (raw materials, finished
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products, and obsolete inventory); marketing (research and development expen-
ditures, new product introductions, number of salespersons, sales per salesperson,
independent distributors, exclusive distributors, and promotion expenditures);
international business (growth rate and geographic coverage); and managerial
performance (leadership capabilities, planning, development of personnel, and
delegation).

Usually the volume of data that the above information would generate is
much greater than required. It is desirable, therefore, for management to specify
what measures it considers important in appraising the performance of SBUs.
From the viewpoint of corporate management, the following three measures are
frequently the principal measures of performance:

1. Effectiveness measures the success of a business’s products and programs in
relation to those of its competitors in the market. Effectiveness commonly is mea-
sured by such items as sales growth in comparison with that of competitors or by
changes in market share.

2. Efficiency is the outcome of a business’s programs in relation to the resources
employed in implementing them. Common measures of efficiency are profitabil-
ity as a percentage of sales and return on investment.

3. Adaptability is the business’s success in responding over time to changing condi-
tions and opportunities in the environment. Adaptability can be measured in a
variety of ways, but common measures are the number of successful new product
introductions in relation to those of competitors and the percentage of sales
accounted for by products introduced within some recent time period.26

To ensure consistency in information received from different SBUs, it is
worthwhile to develop a pro forma sheet listing the categories of information that
corporate management desires. The general profile produced from the evaluation
of information obtained through pro forma sheets provides a quick picture of
how well things are going.

Corporate appraisal constitutes an important ingredient in the strategy develop-
ment process because it lays the foundation for the company to interact with the
future environment. Corporate publics, value orientation of top management,
and corporate resources are the three principal factors in appraisal discussed in
this chapter. Appraisal of the past performance of business units, which also
affects formulation of corporate strategy for the future, is covered briefly.

Corporate publics are all those groups having a stake in the organization; that
is, owners, employees, customers, suppliers, the banking community and other
lenders, government, the community in which the company does business, and
society at large. Expectations of all stakeholders should be considered in formu-
lating corporate strategy. Corporate strategy is also deeply influenced by the
value orientation of the corporation’s top management. Thus, the values of top
management should be studied and duly assessed in setting objectives. Finally,
the company’s resources in different areas should be carefully evaluated. They
serve as major criteria for the formulation of future perspectives.



DISCUSSION
QUESTIONS

NOTES

N o

N o G R W —

o ®

10

11
12
13
14
15
16

17

Corporate Appraisal

. How often should a company undertake corporate appraisal? What are

the arguments for and against yearly corporate appraisal?

. Discuss the pros and cons of having a consultant conduct the appraisal.
. Identify five companies that in your opinion have failed to change with time

and have either pulled out of the marketplace or continue in it as laggards.

. Identify five companies that in your opinion have kept pace with time as evi-

denced by their performance.

. What expectations does a community have of (a) a bank, (b) a medical group,

and (c) a manufacturer of cyclical goods?

. What top management values are most likely to lead to a growth orientation?
. Is growth orientation necessarily good? Discuss.
. In your opinion, what marketing resources are the most critical for success in

the cosmetics industry?
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Understanding
Competition

The most complete and
happy victory is this: to
compel one’s enemy to

give up his purpose,
while suffering no harm
oneself.

BELISARIUS

I n a free market economy, each company tries to outperform its competitors. A
competitor is a rival. A company must know, therefore, how it stands up
against each competitor with regard to “arms and ammunition”—skill in maneu-
vering opportunities, preparedness in reacting to threats, and so on. To obtain
adequate knowledge about the competition, a company needs an excellent intel-
ligence network.

Typically, whenever one talks about competition, emphasis is placed on price,
quality of product, delivery time, and other marketing variables. For the purposes of
strategy development, however, one needs to go far beyond these marketing tactics.
Simply knowing that a competitor has been lowering prices, for example, is not suffi-
cient. Over and above that, one must know how much flexibility the competitor has in
further reducing the price. Implicit here is the need for information about the com-
petitor’s cost structure.

This chapter begins by examining the meaning of competition. The theory of
competition is reviewed, and a scheme for classifying competitors is advanced.
Various sources of competitive intelligence are mentioned, and models for under-
standing competitive behavior are discussed. Finally, the impact of competition in
formulating marketing strategy is analyzed.

MEANING OF COMPETITION

The term competition defies definition because the view of competition held by dif-
ferent groups (e.g., lawyers, economists, government officials, and businesspeo-
ple) varies. Most firms define competition in crude, simplistic, and unrealistic
terms. Some firms fail to identify the true sources of competition; others underes-
timate the capabilities and reactions of their competitors. When the business cli-
mate is stable, a shallow outlook toward the competition might work, but in the
current environment, business strategies must be competitively oriented.
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Natural and
Strategic
Competition

A useful way to define competition is to differentiate between natural and strate-
gic competition. Natural competition refers to the survival of the fittest in a given
environment. It is an evolutionary process that weeds out the weaker of two
rivals. Applied to the business world, it means that no two firms doing business
across the board the same way in the same market can coexist forever. To survive,
each firm must have something uniquely superior to the other.

Natural competition is an extension of the biological phenomenon of
Darwinian natural selection. Characteristically, this type of competition—evolu-
tion by adaptation—occurs by trial and error; is wildly opportunistic day to day;
pursues growth for its own sake; and is very conservative, because growth from
successful trials must prevail over death (i.e., bankruptcy) by random mistake.

Strategic competition is the studied deployment of resources based on a high
degree of insight into the systematic cause and effect in the business ecological
system. It tries to leave nothing to chance. Strategic competition is a new phe-
nomenon in the business world that may well have the same impact upon busi-
ness productivity that the industrial revolution had upon individual productivity.
Strategic competition requires (a) an adequate amount of information about the
situation, (b) development of a framework to understand the dynamic interactive
system, (c) postponement of current consumption to provide investment capital,
(d) commitment to invest major resources to an irreversible outcome, and (e) an
ability to predict the output consequences even with incomplete knowledge of
inputs. The following are the basic elements of strategic competition:

® The ability to understand competitive interaction as a complete dynamic system
that includes the interaction of competitors, customers, money, people, and
resources.

e The ability to use this understanding to predict the consequences of a given inter-
vention in the system and how that intervention will result in new patterns of
equilibrium.

¢ The availability of uncommitted resources that can be dedicated to different uses
and purposes in the present even though the dedication is permanent and the
benefits will be deferred.

e The ability to predict risk and return with sufficient accuracy and confidence to
justify the commitment of such resources.

¢ The willingness to deliberately act to make the commitment.

Japan’s emergence as a major industrial power over a short span of time illus-
trates the practical application of strategic competition.

The differences between Japan and the U.S. deserve some comparative analysis. There
are lessons to be learned. These two leading industrial powers came from different
directions, developed different methods, and followed different strategies.

Japan is a small group of islands whose total land area is smaller than a number of
our 50 states. The U.S., by comparison, is a vast land.

Japan is mountainous with very little arable land. The U.S. is the world’s largest
and most fertile agricultural area in a single country.

Japan has virtually no energy or natural resources. The U.S. is richly endowed with
energy, minerals, and other vital resources.



Understanding Competition

Japan has one of the oldest, most homogenous, most stable cultures. For 2,000 years
or more, there was virtually no immigration, no dilution of culture, or any foreign
invasion. The U.S. has been a melting pot of immigrants from many cultures and
many languages over one-tenth the time span. For most of its history, the U.S. has been
an agrarian society and a frontier society.

The Japanese developed a high order of skill in living together in cooperation over
many centuries. Americans developed a frontier mentality of self-reliance and indi-
viduality.

The evolution of the U.S. into a vast industrial society was a classic example of nat-
ural competition in a rich environment with no constraints or artificial barriers.

This option was not open to Japan. It had been in self-imposed isolation from the
rest of the world for several hundred years until Commodore Perry sailed into Tokyo
harbor and forced the signing of a navigation and trade treaty. Japan had been
unaware of the industrial revolution already well underway in the West. It decided to
compete in that world. But it had no resources.

To rise above a medieval economy, Japan had to obtain foreign materials. To
obtain foreign materials, it had to buy them. To buy abroad required foreign exchange.
To obtain foreign exchange, exports were required. Exports became Japan’s lifeline.
But effective exports meant the maximum value added, first with minimum material
and then with minimum direct labor. Eventually this led Japan from labor intensive to
capital intensive and then to technology intensive businesses. Japan was forced to
develop strategic business competition as part of national policy.!

THEORY OF COMPETITION

Economic Theory
of Competition

Industrial
Organization
Perspective

Competition is basic to the free enterprise system. It is involved in all observable
phenomena of the market—the prices at which products are exchanged, the kinds
and qualities of products produced, the quantities exchanged, the methods of dis-
tribution employed, and the emphasis placed on promotion. Over many decades,
economists have contributed to the theory of competition. A well-recognized
body of theoretical knowledge about competition has emerged and can be
grouped broadly into two categories: (a) economic theory and (b) industrial orga-
nization perspective. These and certain other hypotheses on competition from the
viewpoint of businesspeople will now be introduced.

Economists have worked with many different models of competition. Still central
to much of their work is the model of perfect competition, which is based on the
premise that, when a large number of buyers and sellers in the market are deal-
ing in homogeneous products, there is complete freedom to enter or exit the mar-
ket and everyone has complete and accurate knowledge about everyone else.

The essence of the industrial organization (IO) perspective is that a firm’s position
in the marketplace depends critically on the characteristics of the industry environ-
ment in which it competes. The industry environment comprises structure, con-
duct, and performance. Structure refers to the economic and technical perspectives
of the industry in the context in which firms compete. It includes (a) concentration
in the industry (i.e., the number and size distribution of firms), (b) barriers to entry
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in the industry, and (c) product differentiation among the offerings of different
firms that make up the industry. Conduct, which is essentially strategy, refers to
firms’ behavior in such matters as pricing, advertising, and distribution.
Performance includes social performance, measured in terms of allocative effi-
ciency (profitability), technical efficiency (cost minimization), and innovativeness.

Following the IO thesis, the structure of each industry vis-a-vis concentration,
product differentiation, and entry barriers varies. Structure plays an important
role in the competitive behavior of different firms in the market.

Businesspeople must be continually aware of the structure of the markets they are
presently in or of those they seek to enter. Their appraisal of their present and future
competitive posture will be influenced substantially by the size and concentration of
existing firms as well as by the extent of product differentiation and the presence or
absence of significant barriers to entry.

If a manager has already introduced the firm’s products into a market, the exis-
tence of certain structural features may provide the manager with a degree of insula-
tion from the intrusion of firms not presently in that market. The absence, or relative
unimportance, of one or more entry barriers, for example, supplies the manager with
insights into the direction from which potential competition might come. Conversely,
the presence or absence of entry barriers indicates the relative degree of effort required
and the success that might be enjoyed if the manager attempted to enter a specific
market. In short, a fundamental purpose of marketing strategy involves the building
of entry barriers to protect present markets and the overcoming of existing entry bar-
riers around markets that have an attractive potential.2

From the businessperson’s perspective, competition refers to rivalry among firms
operating in a market to fill the same customer need. The businessperson’s major
interest is to keep the market to himself or herself by adopting appropriate strate-
gies. How and why competition occurs, its intensity, and what escape routes are
feasible have not been conceptualized.? In other words, there does not exist a the-
ory of competition from the business viewpoint.

In recent years, however, Henderson has developed the theory of strategic
competition discussed above. Some of the hypotheses on which his theory rests
derive from military warfare:

¢ Competitors who persist and survive have a unique advantage over all others. If
they did not have this advantage, then others would crowd them out of the market.

e If competitors are different and coexist, then each must have a distinct advantage
over the other. Such an advantage can only exist if differences in a competitor’s
characteristics match differences in the environment that give those characteris-
tics their relative value.

* Any change in the environment changes the factor weighting of environmental
characteristics and, therefore, shifts the boundaries of competitive equilibrium
and “competitive segments.” Competitors who adapt best or fastest gain an
advantage from change in the environment.4

Henderson presents an interesting new way of looking at the marketplace: as
a battleground where opposing forces (competitors) devise ways (strategies) to
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outperform each other. Some of his hypotheses can be readily observed, tested,
and validated and could lead to a general theory of business competition.
However, many of his interlocking hypotheses must still be revised and tested.

CLASSIFYING COMPETITORS

Abusiness may face competition from various sources either within or outside its
industry. Competition may come from essentially similar products or from sub-
stitutes. The competitor may be a small firm or a large multinational corporation.
To gain an adequate perspective on the competition, a firm needs to identify all
current and potential sources of competition.

Competition is triggered when different industries try to serve the same cus-
tomer needs and demands. For example, a customer’s entertainment needs may
be filled by television, sports, publishing, or travel. New industries may also enter
the arena to satisfy entertainment needs. In the early 1980s, for example, the com-
puter industry entered the entertainment field with video games.

Different industries position themselves to serve different customer
demands—existing, latent, and incipient. Existing demand occurs when a prod-
uct is bought to satisfy a recognized need. An example is Swatch Watch to deter-
mine time. Latent demand refers to a situation where a particular need has been
recognized, but no products have yet been offered to satisfy the need. Sony
tapped the latent demand through Walkman for the attraction of “music on the
move.” Incipient demand occurs when certain trends lead to the emergence of a
need of which the customer is not yet aware. A product that makes it feasible to
read books while sleeping would illustrate the incipient demand.

A competitor may be an existing firm or a new entrant. The new entrant may
enter the market with a product developed through research and development or
through acquisition. For example, Texas Instruments entered the educational toy
business through research and development that led to the manufacture of their
Speak and Spell product. Philip Morris entered the beer market by acquiring
Miller Brewing Company.

Often an industry competes by producing different product lines. General
Foods Corporation, for example, offers ground, regular instant, freeze-dried,
decaffeinated, and “international” coffee to the coffee market. Product lines can
be grouped into three categories: a me-too product, an improved product, or a
breakthrough product. A me-too product is similar to current offerings. One of
many brands currently available in the market, it offers no special advantage over
competing products. An improved product is one that, while not unique, is gen-
erally superior to many existing brands. A breakthrough product is an innova-
tion and is usually technical in nature. The digital watch and the color television
set were once breakthrough products.

In the watch business, companies have traditionally competed by offering
me-too products. Occasionally, a competitor comes out with an improved prod-
uct, as Seiko did in the 1970s by introducing quartz watches. Quartz watches
were a little fancier and supposedly more accurate than other watches. Texas
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Instruments, however, entered the watch business via a breakthrough product,
the digital watch.

Finally, the scope of a competing firm’s activities may be limited or exten-
sive. For example, General Mills may not worry if a regional chain of Italian
eateries is established to compete against its Olive Garden chain of Italian
restaurants. However, if McDonald’s were to start offering Italian food,
General Mills would be concerned at the entry of such a strong and seasoned
competitor.

Exhibit 4-1 illustrates various sources of competition available to fulfill the
liquid requirements of the human body. Let us analyze the competition here for a
company that maintains an interest in this field. Currently, the thrust of the mar-
ket is to satisfy existing demand. An example of a product to satisfy latent
demand would be a liquid that promises weight loss; a liquid to prevent aging
would be an example of a product to satisfy incipient demand.

The industries that currently offer products to quench customer thirst are
the liquor, beer, wine, soft drink, milk, coffee, tea, drinking water, and fruit juice
industries. A relatively new entrant is mineral and sparkling water. Looking just
at the soft drink industry, assuming that this is the field that most interests our
company, we see that the majority of competitors offer me-too products (e.g.,
regular cola, diet cola, lemonade, and other fruit-based drinks). However, caf-
feine-free cola has been introduced by two major competitors, Coca-Cola
Company and PepsiCo. There has been a breakthrough in the form of low-calo-
rie, caffeine-free drinks. A beverage containing a day’s nutritional requirements
is feasible in the future.

The companies that currently compete in the regular cola market are Coca-
Cola, PepsiCo, Seven-Up, Dr. Pepper, and a few others. Among these, however,
the first two have a major share of the cola market. Among new industry entrants,
General Foods Corporation and Nestle Company are likely candidates (an
assumption). The two principal competitors, Coca-Cola Company and PepsiCo,
are large multinational, multibusiness firms. This is the competitive arena where
our company will have to fight if it enters the soft drink business.

INTENSITY, OR DEGREE, OF COMPETITION

The degree of competition in a market depends on the moves and countermoves
of various firms active in the market. It usually starts with one firm trying to
achieve a favorable position by pursuing appropriate strategies. Because what is
good for one firm may be harmful to rival firms, rival firms respond with counter
strategies to protect their interests.

Intense competitive activity may or may not be injurious to the industry as a
whole. For example, while a price war may result in lower profits for all members
of an industry, an advertising battle may increase demand and actually be mutu-
ally beneficial. Exhibit 4-2 lists the factors that affect the intensity of competition
in the marketplace. In a given situation, a combination of factors determines the
degree of competition.
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EXHIBIT 4-1

Source of Competition

Understanding Competition

Customer Need: Liquid for the Body

Existing need
Latent need
Incipient need

Thirst
Liquid to reduce weight
Liquid to prevent aging

Industry Competition (How Can I Quench My Thirst?)

Existing industries

Hard liquor

Beer

Wine

Soft drink

Milk

Coffee

Tea

Water
New industry Mineral water

Product Line Competition (What Form of Product Do I Want?)

Me-too products Regular cola

Diet cola
Lemonade
Fruit-based drink
Caffeine-free cola

Diet and caffeine-free cola providing full nutrition

Improved product
Breakthrough product

Organizational Competition (What Brand Do I Want?)

Type of Firm

Existing firms Coca-Cola
PepsiCo
Seven-Up
Dr. Pepper

New entrants General Foods
Nestle

Scope of Business
Geographic
Product/market

Regional, national, multinational
Single versus multiproduct industry

A promising market is likely to attract firms seeking to capitalize on an available
opportunity. As the number of firms interested in sharing the pie increases, the
degree of rivalry increases. Take, for example, the home computer market. In the
early 1980s, everyone from mighty IBM to such unknowns in the field as Timex
Watch Company wanted a piece of the personal computer pie. As firms started
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Ease of Entry ‘

Nature of Product

Exit Barriers

Homogeniety of
the Market

EXHIBIT 4-2
Factors Contributing to Competitive Rivalry

Opportunity potential

Ease of entry

Nature of product

Exit barriers

Homogeneity of market

Industry structure or competitive position of firms
Commitment to the industry
Feasibility of technological innovations
Scale economies

Economic climate

Diversity of firms

jockeying for position, the intensity of competition increased manifold. A number
of firms, for example, Texas Instruments and Atari, were forced to quit the mar-
ket. At the same time, new competitors such as Dell and Compaq entered the
market, undermining even IBM.

When entry into an industry is relatively easy, many firms, including some mar-
ginal ones, are attracted to it. The long-standing, committed members of the
industry, however, do not want “outsiders” to break into their territory. Therefore,
existing firms discourage potential entrants by adopting strategies that enhance
competition.

When the products offered by different competitors are perceived by customers
to be more or less similar, firms are forced into price and, to a lesser degree, ser-
vice competition. In such situations, competition can be really severe.

For a variety of reasons, it may be difficult for a firm to get out of a particular
business. Possible reasons include the relationship of the business to other busi-
nesses of the firm, high investment in assets for which there may not be an advan-
tageous alternative use, high cost of discharging commitments (e.g., fixed labor
contracts and future purchasing agreements), top management’s emotional
attachment to the business, and government regulations prohibiting exit (e.g., the
legal requirement that a utility must serve all customers).

When the entire market represents one large homogeneous unit, the intensity of
competition is much greater than when the market is segmented. Even if the
product sold is a commodity, segmentation of the market is possible. It is possi-
ble, for example, to identify frequent buyers of the commodity as one segment;
and occasional buyers as another. But if a market is not suited to segmentation,
firms must compete to serve it homogeneously, thus intensifying competition.
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When the number of firms active in a market is large, there is a good chance that
one of the firms may aggressively seek an advantageous position. Such aggres-
sion leads to intense competitive activity as firms retaliate. On the other hand, if
only a few firms constitute an industry, there is usually little doubt about indus-
try leadership. In situations where there is a clear industry leader, care is often
taken not to irritate the leader since a resulting fight could be very costly.

When a firm has wholeheartedly committed itself to a business, it will do every-
thing to hang on, even becoming a maverick that fearlessly makes moves without
worrying about the impact on either the industry or its own resources. Polaroid
Corporation, for example, with its strong commitment to instant photography,
must maintain its position in the field at any cost. Another example is Gillette’s
commitment to the shaving business. Such an attachment to an industry enhances
competitive activity.

In industries where technological innovations are frequent, each firm likes to do
its best to cash in while the technology lasts, thus triggering greater competitive
activity.

Where economies realizable through large-scale operations are substantial, a firm
will do all it can to achieve scale economies. Attempts to capture scale economies
may lead a firm to aggressively compete for market share, escalating pressures on
other firms. A similar situation occurs when a business’s fixed costs are high and
the firm must spread them over a large volume. If capacity can only be added in
large increments, the resulting excess capacity will also intensify competition.

Consider the airlines industry. Northwest Airlines commands 73% of the traf-
fic at Detroit Metropolitan Wayne County Airport, and it wants to keep it that
way by discouraging competitors. For example, a few years back, an upstart
Spirit Airlines entered the Detroit-Philadelphia market with one-way fare of $49,
while Northwest’s average one-way fare was more than $170. Northwest soon
slashed its fares to Philadelphia to $49 on virtually all seats at all times, and added
30% more seats. A few months later, Spirit abandoned the route and Northwest
raised its fare to more than $220.5

During depressed economic conditions and otherwise slow growth, competition
is much more volatile as each firm tries to make the best of a bad situation.

Firms active in a field over a long period come to acquire a kind of industry stan-
dard of behavior. But new participants invading an industry do not necessarily
like to play the old game. Forsaking industry patterns, newcomers may have dif-
ferent strategic perspectives and may be willing to go to any lengths to achieve
their goals. The Miller Brewing Company’s unconventional marketing practices
are a case in point. Miller, nurtured and guided by its parent, Philip Morris, seg-
mented the market by introducing a light beer to an industry that had hitherto

81



82

Understanding Competition

considered beer a commodity-type product. When different cultures meet in the
marketplace, competition can be fierce.

COMPETITIVE INTELLIGENCE

Strategic Usefulness
of Competitive
Intelligence

Competitive intelligence is the publicly available information on competitors, cur-
rent and potential, that serves as an important input in formulating marketing strat-
egy. No general would order an army to march without first fully knowing the
enemy’s position and intentions. Likewise, before deciding which competitive
moves to make, a firm must be aware of the perspectives of its competitors.
Competitive intelligence includes information beyond industry statistics and trade
gossip. It involves close observation of competitors to learn what they do best and
why and where they are weak. No self-respecting business admits to not doing an
adequate job of scanning the competitive environment, but what sets the outstand-
ing companies apart from the merely self-respecting ones is that they watch their
competition in such depth and with such dedication that, as a marketing executive
once remarked to the author, “The information on competitive moves reaches them
before even the management of the competing company learns about it.”

Three types of competitive intelligence may be distinguished: defensive, pas-
sive, and offensive intelligence. Defensive intelligence, as the name suggests, is
gathered to avoid being caught off-balance. A deliberate attempt is made to gather
information on the competition in a structured fashion and to keep track of moves
that are relevant to the firm’s business. Passive intelligence is ad hoc information
gathered for a specific decision. A company may, for example, seek information on
a competitor’s sales compensation plan when devising its own compensation
plan. Finally, offensive intelligence is undertaken to identify new opportunities.
From a strategic perspective, offensive intelligence is the most relevant.

Such information as how competitors make, test, distribute, price, and promote
their products can go a long way in developing a viable marketing strategy. The
Ford Motor Company, for example, has an ongoing program for tearing down
competitors” products to learn about their cost structure. Exhibit 4-3 summarizes
the process followed at Ford. This competitive knowledge has helped Ford in its
strategic moves in Europe. For example, from regularly tearing down the Leyland
Mini (a small truck), the company concluded that (a) Leyland was not making
money on the Mini at its current price and (b) Ford should not enter the small
truck market at current price levels. Based on these conclusions, Ford was able to
arrive at a firm strategic decision not to assemble a “Mini.”

The following example compares two companies that decided to enter the
automatic dishwasher market at about the same time. One of the companies
ignored the competition, floundered, and eventually abandoned the field; the
other did a superior job of learning from the competition and came out on top.
When the CEO of the first company, a British company, learned from his market-
ing department about the market growth potential for dishwashers and about cur-
rent competitors’ shares, he lost no time setting out to develop a suitable machine.
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EXHIBIT 4-3
Ford Motor Company’s Competitive Product Tear-Down Process

1. Purchase the product. The high cost of product teardown, particularly for a carmaker,
gives some indication of the value successful competitors place on the knowledge
they gain.

2. Tear the product down-iterally. First, every removable component is unscrewed or
unbolted; the rivets are undone; finally, individual spot welds are broken.

3. Reverse-engineer the product. While the competitor's car is being dismantled,
detailed drawings of parts are made and parts lists are assembled, together with
analyses of the production processes that were evidently involved.

4. Build up costs. Parts are costed out in terms of make-or-buy, the variety of parts used
in a single product, and the extent of common assemblies across model ranges.
Among the important facts to be established in a product teardown, obviously, are the
number and variety of components and the number of assembly operations. The costs
of the processes are then built up from both direct labor requirements and overheads
(often vital to an understanding of competitor cost structures).

5. Establish economies of scale. Once individual cost elements are known, they can be
put together with the volume of cars produced by the competitor and the total num-
ber of people employed to develop some fairly reliable guides to the competitor's
economies of scale. Having done this, Ford can calculate model-run lengths and vol-
umes needed to achieve, first, break even and then profit.

Source: Robin Leaf, “How to Pick Up Tips from Your Competitors,” Director (February 1978): 60.

Finding little useful information available on dishwasher design, the director
of research and development decided to begin by investigating the basic mechan-
ics of the dishwashing process. Accordingly, she set up a series of pilot projects to
evaluate the cleaning performance of different jet configurations, the merits of
alternative washing-arm designs, and the varying results obtained with different
types and quantities of detergent on different washing loads. At the end of a year
she had amassed a great deal of useful knowledge. She also had a pilot machine
running that cleaned dishes well and a design concept for a production version.
But considerable development work was still needed before the prototype could
be declared a satisfactory basis for manufacture.

To complicate matters, management had neglected to establish effective link-
ages among the company’s three main functions—marketing, technology, and
production. So it was not until the technologists had produced the prototype and
design concepts that marketing and production began asking for revisions and
suggesting new ideas, further delaying the development of a marketable product.

So much for the first company, with its fairly typical traditional response to
market opportunities. The second company, which happened to be Japanese,
started with the same marketing intelligence but responded in a very different
fashion.

First, it bought three units of every available competitive dishwasher. Next,
management formed four special teams: (a) a product test group of marketing
and technical staff, (b) a design team of technologists and production people, (c)
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a distribution team of marketing and production staff, and (d) a field team of
production staff.

The product test group was given one of each competitive model and asked
to evaluate performance: dishwashing effectiveness, ease of use, and reliability
(frequency and cause of breakdown). The remaining two units of each competi-
tive model were given to the design team, who stripped down one of each pair to
determine the number and variety of parts, the cost of each part, and the ease of
assembly. The remaining units were stripped down to “life-test” each component,
to identify design improvements and potential sources of supply, and to develop
a comprehensive picture of each competitor’s technology. Meanwhile, the distri-
bution team was evaluating each competitor’s sales and distribution system
(numbers of outlets, product availability, and service offered), and the field team
was investigating competitors’ factories and evaluating their production facilities
in terms of cost of labor, cost of supplies, and plant productivity.

All this investigating took a little less than a year. At the end of that time, the
Japanese still knew a lot less about the physics and chemistry of dishwashing
than their British rivals, but the knowledge developed by their business teams
had put them far ahead. In two more months they had designed a product that
outperformed the best of the competition, yet would cost 30 percent less to build,
based on a preproduction prototype and production process design. They also
had a marketing plan for introducing the new dishwasher to the Japanese domes-
tic market before taking it overseas. This plan positioned the product relative to
the competition and defined distribution system requirements in terms of stock-
ing and service levels needed to meet the expected production rate. Finally, the
Japanese had prepared detailed plans for building a new factory, establishing
supply contracts, and training the labor force.

The denouement of this story is what one might expect: The competitive
Japanese manufacturer brought its new product to market two years ahead of the
more traditionally minded British manufacturer and achieved its planned market
share 10 weeks later. The traditional company steadily lost money and eventually
dropped out of the market.

As the above anecdote shows, competitive analysis has three major objectives:

1. It allows you to understand your position of comparative advantage and your
competitors” positions of comparative advantage.

2. It allows you to understand your competitors’ strategies—past, present, and as
they are likely to be in the future.

3. Itis a key criterion of strategy selection, the element that makes your strategies
come alive in the real world.

Knowledge about the competition may be gained by raising the following ques-
tions. To answer each question requires systematic probing and data gathering on
different aspects of competition.

e Who is the competition? now? five years from now?
e What are the strategies, objectives, and goals of each major competitor?
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e How important is a specific market to each competitor and what is the level of its
commitment?

e What are the relative strengths and limitations of each competitor?

e What weaknesses make competitors vulnerable?

* What changes are competitors likely to make in their future strategies?

¢ So what? What will be the effects of all competitors’ strategies, on the industry,
the market, and our strategy?

Essentially, knowledge about competitors comprise their size, growth, and
profitability, the image and positioning of their brands, objectives and commit-
ments, strengths and weaknesses, current and past strategies, cost structure, exit
barriers limiting their ability to withdraw, and organization style and culture.

The following procedure may be adopted to gather competitive intelligence:

1. Recognize key competitors in market segments in which the company is active.
Presumably a product will be positioned to serve one or more market segments.
In each segment there may be different competitors to reckon with; an attempt
should be made to recognize all important competitors in each segment. If the
number of competitors is excessive, it is sufficient to limit consideration to the
first three competitors. Each competitor should be briefly profiled to indicate total
corporate proportion.

2. Analyze the performance record of each competitor. The performance of a com-
petitor can be measured with reference to a number of criteria. As far as marketing
is concerned, sales growth, market share, and profitability are the important mea-
sures of success. Thus, a review of each competitor’s sales growth, market share,
and profitability for the past several years is desirable. In addition, any ad hoc rea-
sons that bear upon a competitor’s performance should be noted. For example, a
competitor may have lined up some business, in the nature of a windfall from
Kuwait, without making any strategic moves to secure the business. Similar mis-
steps that may limit performance should be duly pointed out. Occasionally a com-
petitor may intentionally pad results to reflect good performance at year end. Such
tactics should be noted, too. Rothschild advises the following:

To make it really useful, you must probe how each participant keeps its books
and records its profits. Some companies stress earnings; others report their
condition in such a way as to delay the payment of taxes; still other bookkeep
to increase cash availability.

These measurements are important because they may affect the company’s
ability to procure financing and attract people as well as influence stockhold-
ers” and investors’ satisfaction with current management.6

3. Study how satisfied each competitor appears to be with its performance. Refer
to each competitor’s objective(s) for the product. If results are in concert with the
expectations of the firm’s management and stakeholders, the competitor will be
satisfied. A satisfied competitor is most likely to follow its current successful
strategy. On the other hand, if results are at odds with management expectations,
the competitor is most likely to come out with a new strategy.

4. Probe each competitor’s marketing strategy. The strategy of each competitor
can be inferred from game plans (i.e., different moves in the area of product,
price, promotion, and distribution) that are pursued to achieve objectives.
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Information on game plans is available partly from published stories on the
competitor and partly from the salespeople in contact with the competitor’s cus-
tomers and salespeople.

To clarify the point, consider a competitor in the small appliances business
who spends heavily for consumer advertising and sells products mainly through
discount stores. From this brief description, it is safe to conclude that, as a matter
of strategy, the competitor wants to establish the brand in the mass market
through discounters. In other words, the competitor is trying to reach customers
who want to buy a reputable brand at discount prices and hopes to make money
by creating a large sales base.

5. Analyze current and future resources and competencies of each competitor. In
order to study a competitor’s resources and competencies, first designate broad
areas of concern: facilities and equipment, personnel skills, organizational capa-
bilities, and management capabilities, for example. Refer to the checklist in
Exhibit 4-4. Each area may then be examined with reference to different func-
tional areas (general management, finance, research and development, opera-
tions, and especially marketing). In the area of finance, the availability of a large
credit line would be listed as a strength under management capabilities. Owning
a warehouse and refrigerated trucks is a marketing strength listed under facilities
and equipment. A checklist should be developed to specifically pinpoint those
strengths that a competitor can use to pursue goals against your firm as well as
other firms in the market. Simultaneously, areas in which competitors look partic-
ularly vulnerable should also be noted. The purpose here is not to get involved in
a ritualistic, detailed account of each competitor but to demarcate those aspects of
a competitor’s resources and competencies that may account for a substantial dif-
ference in performance.

6. Predict the future marketing strategy of each competitor. The above competitive
analysis provides enough information to make predictions about future strategic
directions that each competitor may pursue. Predictions, however, must be made
qualitatively, using management consensus. The use of management consensus as
the basic means for developing forecasts is based on the presumption that, by
virtue of their experience in gauging market trends, executives should be able to
make some credible predictions about each competitor’s behavior in the future. A
senior member of the marketing research staff may be assigned the task of solicit-
ing executive opinions and consolidating the information into specific predictions
on the moves competitors are likely to make.

7. Assess the impact of competitive strategy on the company’s product/market.
The delphi technique, examined in Chapter 12, can be used to specify the impact
of competitive strategy. The impact should be analyzed by a senior marketing
personnel, using competitive information and personal experiences on the job as
a basis. Thereafter, the consensus of a larger group of executives can be obtained
on the impact analysis performed previously.

Essentially, three sources of competitive intelligence can be distinguished: (a) what
competitors say about themselves, (b) what others say about them, and (c) what
employees of the firm engaged in competitive analysis have observed and learned
about competitors. Information from the first two sources, as shown in Exhibit
4-5, is available through public documents, trade associations, government, and
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EXHIBIT 4-5
Sources of Competitive Intelligence
Trade
Public Professionals Government Investors
What competitors e Advertising e Manuals e SEC reports ¢ Annual meetings
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selves materials e Licenses e Testimony ® Prospectors
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® Speeches e Courses e Antitrust issues
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e Personnel
changes
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What others say e Books e Suppliers/ e Lawsuits e Security analyst
about them e Articles vendors e Antitrust reports
e (Case studies e Trade press e State/federal e Industry studies
¢ Consultants ¢ Industry study agencies ¢ Credit reports
¢ Newspaper e Customers ¢ National plans
reporters ® Subcontractors e Government
e Environmental programs
groups
¢ Consumer
groups
* “Who's Who”

Recruiting firms

investors. Take, for example, information from government sources. Under the
Freedom of Information Act, a great amount of information can be obtained at low
cost.

As far as information from its own sources is concerned, the company should
develop a structured program to gather competitive information. First, a tear-
down program like Ford’s (Exhibit 4-3) may be undertaken. Second, salespeople
may be trained to carefully gather and provide information on the competition,
using such sources as customers, distributors, dealers, and former salespeople.
Third, senior marketing people should be encouraged to call on customers and
speak to them indepth. These contacts should provide valuable information on
competitors” products and services. Fourth, other people in the company who
happen to have some knowledge of competitors should be encouraged to chan-
nel this information to an appropriate office.

Information gathering on the competition has grown dramatically in recent
years. Almost all large companies designate someone specially to seek competi-
tive intelligence. A Fortune article has identified more than 20 techniques to keep
tabs on the competition. These techniques, summarized below, fall into seven
groups. Virtually all of them can be legally used to gain competitive insights,
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although some may involve questionable ethics. A responsible company should
carefully review each technique before using it to avoid practices that might be
considered illegal or unethical.

1. Gathering information from recruits and employees of competing companies.
Firms can collect data about their competitors through interviews with new
recruits or by speaking with employees of competing companies. According to
the Fortune article:

When they interview students for jobs, some companies pay special attention to
those who have worked for competitors, even temporarily. Job seekers are eager
to impress and often have not been warned about divulging what is proprietary.
They sometimes volunteer valuable information. . . . Several companies now
send teams of highly trained technicians instead of personnel executives to
recruit on campus.

Companies send engineers to conferences and trade shows to question com-
petitors” technical people. Often conversations start innocently—just a few fel-
low technicians discussing processes and problems . . . [yet competitors’]
engineers and scientists often brag about surmounting technical challenges, in
the process divulging sensitive information.

Companies sometimes advertise and hold interviews for jobs that don’t exist
in order to entice competitors” employees to spill the beans. . . . Often applicants
have toiled in obscurity or feel that their careers have stalled. They're dying to
impress somebody.

In probably the hoariest tactic in corporate intelligence gathering, companies
hire key executives from competitors to find out what they know.

2. Gathering information from competitors’ customers. Some customers may give
out information on competitors” products. For example, a while back Gillette told a
large Canadian account the date on which it planned to begin selling its new Good
News disposable razor in the United States. The Canadian distributor promptly
called Bic about Gillette’s impending product launch. Bic put on a crash program
and was able to start selling its razor shortly after Gillette introduced its own.

3. Gathering information by infiltrating customers’ business operations.
Companies may provide their engineers free of charge to customers. The close,
cooperative relationship that engineers on loan cultivate with the customer’s staff
often enables them to learn what new products competitors are pitching.

4. Gathering information from published materials and public documents. What
may seem insignificant, a help wanted ad, for example, may provide information
about a competitor’s intentions or planned strategies. The types of people sought
in help wanted ads can indicate something about a competitor’s technological
thrusts and new product development. Government agencies are another good
source of information.

5. Gathering information from government agencies under the Freedom of Infor-
mation Act. Some companies hire others to get this information more discreetly.

6. Gathering information by observing competitors or by analyzing physical evi-
dence. Companies can get to know competitors better by buying their products
or by examining other physical evidence. Companies increasingly buy competi-
tors” products and take them apart to determine costs of production and even
manufacturing methods.
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In the absence of better information on market share and the volume of product
being shipped, companies have measured the rust on the rails of railroad sidings to
their competitors” plants and have counted tractor-trailers leaving loading bays.

7. Gathering information from competitors’ garbage. Some firms actually purchase
such garbage. Once it has left a competitor’s premises, refuse is legally consid-
ered abandoned property. Although some companies shred paper generated by
their design labs, they often neglect to shred almost-as-revealing refuse from mar-
keting and public relations departments.”

Competitive, or business, intelligence is a powerful new management tool that
enhances a corporation’s ability to succeed in today’s highly competitive global
markets. It provides early warning intelligence and a framework for better under-
standing and countering competitors’ initiatives. Competitive activities can be
monitored in-house or assigned to an outside firm. A recent study indicates that
over 500 U.S. firms are involved or interested in running their own competitive
intelligence activities.8 Usually, companies depend partly on their own people
and partly on external help to scan the competitive environment.

Within the organization, competitive information should be acquired both at
the corporate level and at the SBU level. At the corporate level, competitive intel-
ligence is concerned with competitors” investment strengths and priorities. At the
SBU level, the major interest is in marketing strategy, that is, product, pricing, dis-
tribution, and promotion strategies that a competitor is likely to pursue. The true
payoff of competitive intelligence comes from the SBU review.

Organizationally, the competitive intelligence task can be assigned to an SBU
strategic planner, to a marketing person within the SBU who may be a marketing
research or a product/market manager, or to a staff person. Whoever is given the
task of gathering competitive intelligence should be allowed adequate time and
money to do a thorough job.

As far as outside help is concerned, three main types of organizations may be
hired to gather competitive information. First, many marketing research firms
(e.g., A.C. Nielsen, Frost and Sullivan, SRI International, Predicasts) provide dif-
ferent types of competitive information, some on a regular basis and others on an
ad hoc arrangement. Second, clipping services scan newspapers, financial jour-
nals, trade journals, and business publications for articles concerning designated
competitors and make copies of relevant clippings for their clients. Third, differ-
ent brokerage firms specialize in gathering information on various industries.
Arrangements may be made with brokerage firms to have regular access to their
information on a particular industry.

SEEKING COMPETITIVE ADVANTAGE

To outperform competitors and to grow despite them, a company must under-
stand why competition prevails, why firms attack, and how firms respond.
Insights into competitors” perspectives can be gained by undertaking two types
of analysis: industry and comparative analysis. Industry analysis assesses the
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attractiveness of a market based on its economic structure. Comparative analysis
indicates how every firm in a particular market is likely to perform, given the
structure of the industry.

Every industry has a few peculiar characteristics. These characteristics are bound
by time and thus are subject to change. We may call them the dynamics of the
industry. No matter how hard a company tries, if it fails to fit into the dynamics
of the industry, ultimate success may be difficult to achieve.

An example of how the perspectives of an entire industry may change over
time is provided by the cosmetics industry. The cosmetics business was tradi-
tionally run according to personal experience and judgment, by the seat-of-the-
pants, so to speak, with ultimate dependence on the marketing genius of
inventors. In the 1980s, a variety of pressures began to engulf the industry. The
regulatory climate became tougher. Consumers have become more demanding
and are fewer in number. Although the number of working women continues to
rise, this increase has not offset another more significant demographic change:
The population of teenagers—traditionally the heaviest and most experimental
makeup users—has been declining. In 1995, there were 15 percent fewer 18- to
24-year-olds than in 1985. As a result, sales of cosmetics are projected to increase
only about 2.5 percent per year to the year 2000. These shifts, along with unsta-
ble economic conditions and rising costs, have made profits smaller. In the 1980s,
several pharmaceutical and packaged-goods companies, including Colgate-
Palmolive Co., Eli Lilly and Co., Pfizer, and Schering Plough, acquired cosmetics
companies. Among these, only Schering Plough, which makes the mass market
Maybelline, has maintained a meaningful business. Colgate, which acquired
Helena Rubenstein, sold the brand seven years later after it languished. At the
start of the 1990s, the industry began to change again. New mass marketers
Procter & Gamble and Unilever entered the arena, bringing with them their great
experience producing mundane products such as soap and toilet paper, sparking
disdain in the glamorous cosmetics trade. However, the mammoth marketing
clout of these giant packaged-goods companies also sparked fear. Procter &
Gamble bought Noxell Corporation, producer of Cover Girl and Clarion
makeup, making it the top marketer of cosmetics in mass market outlets.
Unilever acquired Faberge and Elizabeth Arden.?

These changes made competition in the industry fierce. Although capital
investment in the industry is small, inventory and distribution costs are
extremely high, partly because of the number of shades and textures required in
each product line. For example, nail polish and lipstick must be available in more
than 50 different shades.

The cosmetics industry has gone through a tremendous change since the
1980s. In those days, success in the industry depended on having a glamorous
product. As has been observed, Revlon was manufacturing lipstick in its facto-
ries, but it was selling beautiful lips. Today, however, success rests on such nuts-
and-bolts matters as sharp positioning to serve a neatly defined segment and
securing distribution to achieve specific objectives in sales, profit, and market
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share.10 Basic inventory and financial controls, budgeting, and planning are
now utilized to the fullest extent to cut costs and waste: “In contrast to the
glitzy, intuitive world of cosmetics, Unilever and P&G are the habitats of orga-
nization men in grey-flannel suits. Both companies rely on extensive market
research.”11 This type of shift in direction and style in an industry has important
ramifications for marketing strategy.

The dynamics of an industry may be understood by considering the follow-
ing factors:

1. Scope of competitors’ businesses (i.e., location and number of industries).
2. New entrants in the industry.
3. Other current and potential offerings that appear to serve similar functions or
satisfy the same need.
4. Industry’s ability to raise capital, attract people, avoid government probing, and
compete effectively for consumer dollars.
5. Industry’s current practices (price setting, warranties, distribution structure,
after-sales service, etc.).
6. Trends in volume, costs, prices, and return on investment, compared with other
industries.
7. Industry profit economics (the key factors determining profits: volume, materi-
als, labor, capital investment, market penetration, and dealer strength).
8.  Ease of entry into the industry, including capital investment.
9. Relationship between current and future demand and manufacturing capacity
and its probable effects on prices and profits.
10.  Effect of integration, both forward and backward.
11.  Effect of cyclical swings in the relationship between supply and demand.

To formulate marketing strategy, a company should determine the relevance
of each of these factors in its industry and the position it occupies with respect to
competitors. An attempt should be made to highlight the dynamics of the com-
pany in the industry environment.

Conceptual framework for industry analysis has been provided by Porter. He
developed a five-factor model for industry analysis, as shown in Exhibit 4-6. The
model identifies five key structural features that determine the strength of the
competitive forces within an industry and hence industry profitability.

As shown in this model, the degree of rivalry among different firms is a func-
tion of the number of competitors, industry growth, asset intensity, product dif-
ferentiation, and exit barriers. Among these variables, the number of competitors
and industry growth are the most influential. Further, industries with high fixed
costs tend to be more competitive because competing firms are forced to cut price
to enable them to operate at capacity. Differentiation, both real and perceived,
among competing offerings, however, lessens rivalry. Finally, difficulty of exit
from an industry intensifies competition.

Threat of entry into the industry by new firms is likely to enhance competition.
Several barriers, however, make it difficult to enter an industry. Two cost-related
entry barriers are economies of scale and absolute cost advantage. Economies of
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scale require potential entrants either to establish high levels of production or to
accept a cost disadvantage. Absolute cost advantage is enjoyed by firms with pro-
prietary technology or favorable access to raw materials and by firms with pro-
duction experience. In addition, high capital requirements, high switching costs
(i.e., the cost to a buyer of changing suppliers), product differentiation, limited
access to distribution channels, and government policy can act as entry barriers.
A substitute product that serves essentially the same function as an industry
product is another source of competition. Since a substitute places a ceiling on the
price that firms can charge, it affects industry potential. The threat posed by a
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substitute also depends on its long-term price/performance trend relative to the
industry’s product.

Bargaining power of buyers refers to the ability of the industry’s customers to
force the industry to reduce prices or increase features, thus bidding away prof-
its. Buyers gain power when they have choices—when their needs can be met by
a substitute product or by the same product offered by another supplier. In addi-
tion, high buyer concentration, the threat of backward integration, and low
switching costs add to buyer power.

Bargaining power of suppliers is the degree to which suppliers of the indus-
try’s raw materials have the ability to force the industry to accept higher prices or
reduced service, thus affecting profits. The factors influencing supplier power are
the same as those influencing buyer power. In this case, however, industry mem-
bers act as buyers.

These five forces of competition interact to determine the attractiveness of an
industry. The strongest forces become the dominant factors in determining indus-
try profitability and the focal points of strategy formulation, as the following
example of the network television industry illustrates. Government regulations,
which limited the number of networks to three, have had a great influence on the
profile of the industry. This impenetrable entry barrier created weak buyers
(advertisers), weak suppliers (writers, actors, etc.), and a very profitable industry.
However, several exogenous events are now influencing the power of buyers and
suppliers. Suppliers have gained power with the advent of cable television
because the number of customers to whom artists can offer their services has
increased rapidly. In addition, as cable television firms reduce the size of the net-
work market, advertisers may find substitute advertising media more cost-
effective. In conclusion, while the industry is still very attractive and profitable,
the changes in its structure imply that future profitability may be reduced.

A firm should first diagnose the forces affecting competition in its industry
and their underlying causes and then identify its own strengths and weaknesses
relative to the industry. Only then should a firm formulate its strategy, which
amounts to taking offensive or defensive action in order to achieve a secure posi-
tion against each of the five competitive forces.12 According to Porter, this involves

¢ Positioning the firm so that its capabilities provide the best defense against the
existing array of competitive forces.

¢ Influencing the balance of forces through strategic moves, thereby improving the
firm’s relative position.

* Anticipating shifts in the factors underlying the forces and responding to them,
hopefully exploiting change by choosing a strategy appropriate to the new com-
petitive balance before rivals recognize it.13

Take, for example, the U.S. blue jeans industry. In the 1970s most firms
except for Levi Strauss and Blue Bell, maker of Wrangler Jeans, took low profits.
The situation can be explained with reference to industry structure (see Exhibit
4-7). The extremely low entry barriers allowed almost 100 small jeans manufac-
turers to join the competitive ranks; all that was needed to enter the industry was



Understanding Competition

EXHIBIT 4-7
Structure of Blue Jeans Industry
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Market Research,” Marketing News (21 January 1983): 22.

some equipment, an empty warehouse, and some relatively low-skilled labor. All
such firms competed on price.

Further, these small firms had little control over raw materials pricing. The
production of denim is in the hands of about four major textile companies. No
one small blue jeans manufacturer was important enough to affect supplier prices
or output; consequently, jeans makers had to take the price of denim or leave it.
Suppliers of denim had strong bargaining power. Store buyers also were in a
strong bargaining position. Most of the jeans sold in the United States were han-
dled by relatively few buyers in major store chains. As a result, a small manufac-
turer basically had to sell at the price the buyers wanted to pay, or the buyers
could easily find someone else who would sell at their price.

But then along came Jordache. Creating designer jeans with heavy up-front
advertising, Jordache designed a new way to compete that changed industry forces.
First, it significantly lowered the bargaining power of its customers (i.e., store buy-
ers) by creating strong consumer preference. The buyer had to meet Jordache’s
price rather than the other way around. Second, emphasis on the designer’s name
created significant entry barriers. In summary, Jordache formulated a strategy that
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neutralized many of the structural forces surrounding the industry and gave itself
a competitive advantage.

Comparative analysis examines the specific advantages of competitors within a
given market. Two types of comparative advantage may be distinguished: struc-
tural and response. Structural advantages are those advantages built into the
business. For example, a manufacturing plant in Indonesia may, because of low
labor costs, have a built-in advantage over another firm. Responsive advantages
refer to positions of comparative advantage that have accrued to a business over
time as a result of certain decisions. This type of advantage is based on leverag-
ing the strategic phenomena at work in the business.

Every business is a unique mixture of strategic phenomena. For example, in
the soft drink industry a unit of investment in advertising may lead to a unit of
market share. In contrast, the highest-volume producer in the electronics indus-
try is usually the lowest-cost producer. In industrial product businesses, up to a
point, sales and distribution costs tend to decline as the density of sales coverage
(the number of salespeople in the field) increases. Beyond this optimum point,
costs tend to rise dramatically. However, cost is only one way of achieving a com-
petitive advantage. A firm may explore issues beyond cost to score over competi-
tion. For example, a company may find that distribution through authorized
dealers gives it competitive leverage. Another company may find product differ-
entiation strategically more desirable.

In order to survive, any company, regardless of size, must be different in one
of two dimensions. It must have lower costs than its direct head-to-head com-
petitors, or it must have unique values for which its customers will pay more.
Competitive distinctiveness is essential to survival. Competitive distinctiveness
can be achieved in different ways: (a) by concentrating on particular market seg-
ments, (b) by offering products that differ from rather than mirror competing
products, (c) by using alternative distribution channels and manufacturing
processes, and (d) by employing selective pricing and fundamentally different
cost structures. An analytical tool that may be used by a company seeking a posi-
tion of competitive advantage/distinction is the business-system framework.

Examination of the business system operating in an industry is useful in ana-
lyzing competitors and in searching out innovative options for gaining a sustain-
able competitive advantage. The business-system framework enables a firm to
discover the sources of greatest economic leverage, that is, stages in the system
where it may build cost or investment barriers against competitors.14 The frame-
work may also be used to analyze a competitor’s costs and to gain insights into
the sources of a competitor’s current advantage in either cost or economic value
to the customer.

Exhibit 4-8 depicts the business system of a manufacturing company. At each
stage of the system—technology, product design, manufacturing, and so on—a
company may have several options. These options are often interdependent. For
example, product design will partially constrain the choice of raw materials.
Likewise, the perspectives of physical distribution will affect manufacturing
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EXHIBIT 4-8
Business System of a Manufacturing Company
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Source: Roberto Buaron, “New-Game Strategies,” The McKinsey Quarterly (Spring 1981): 34. Reprinted by permission of the pub-
lisher. Also, “How to Win the Market-Share Game? Try Changing the Rules.” Reprinted by permission of the publisher, from
Management Review (January 1981) © 1981. American Management Association, New York. All rights reserved.

capacity and location and vice versa. At each stage, a variety of questions may by
raised, the answers to which provide insights into the strategic alternatives a
company may consider: How are we doing this now? How are our competitors
doing it? What is better about their way? About ours? How else might it be done?
How would these options affect our competitive position? If we change what we
are doing at this stage, how would other stages be affected? Answers to these
questions reveal the sources of leverage a business may employ to gain competi-
tive advantage (see Exhibit 4-9).

The use of the business-system framework can be illustrated with reference
to Savin Business Machines Corporation.15 In 1975, this company with revenues
of $63 million was a minor factor in the U.S. office copier market. The market was
obviously dominated by Xerox, whose domestic copier revenues were approach-
ing $2 billion. At that time, Xerox accounted for almost 80 percent of plain-paper
copiers in the United States. In November 1975, Savin introduced a plain-paper
copier to serve customers who wanted low- and medium-speed machines (i.e.,
those producing fewer than 40 copies per minute). Two years later, Savin’s
annual revenues passed $200 million; the company had captured 40 percent of all
new units installed in the low-end plain-paper copier market in the United
States. Savin managed to earn a 64 percent return on equity while maintaining a
conservative 27 percent debt ratio. In early 1980s, its sales surpassed $470 million,
selling more copiers in the United States than any other company.'6 Meanwhile
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Sources of Economic Leverage in the Business System
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lisher. Also, “How to Win the Market-Share Game? Try Changing the Rules.” Reprinted by permission of the publisher, from
Management Review (January 1981) © 1981. American Management Association, New York. All rights reserved.

Xerox, which in 1974 had accounted for more than half of the low-end market,
saw its share shrink to 10 percent in 1978. What reasons may be ascribed to
Savin’s success against mighty Xerox? Through careful analysis of the plain-
paper copier business system, Savin combined various options at different stages
of the system to develop a competitive advantage to successfully confront Xerox.
As shown in Exhibit 4-10, by combining a different technology with different
manufacturing, distribution, and service approaches, Savin was able to offer
business customers, at some sacrifice in copy quality, a much cheaper machine.
The option of installing several cheaper machines in key office locations in lieu
of a single large, costly, centrally located unit proved attractive to many large
customers.

At virtually every stage of the business system, Savin took a radically differ-
ent approach. First, it used a low-cost technology that had been avoided by the
industry because it produced a lower quality copy. Next, its product design was
based on low-cost standardized parts available in volume from Japanese suppli-
ers. Further, the company opted for low-cost assembly in Japan. These business-
system innovations permitted Savin to offer a copier of comparable reliability and
acceptable quality for half the price of Xerox’s equivalent model. (Note: Starting
from the mid-1980s, the Savin Corp. ran into all sorts of managerial problems. In
1993, it went into bankruptcy.)



EXHIBIT 4-10

Plain-Paper Copier Strategy: Xerox versus Savin
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XEROX Choices

Attributes

SAVIN Choices

Attributes

Technology Ereos?urft Manufacturing Distribution Terms/Pricing Service
9 Channel
Dry xerography  Feature rich United States Own sales Lease emphasis  Own technical
High speed Custom parts force service force
Backward
integrated
High copy Complex Higher costs/ Limited outreach  High fixed Good service but
quality Relatively high prices to small accounts expense at low thin coverage?
failure rate volume
Liquid toner Modular Japan Office supplies Sales emphasis Dealers
Low speed Standard parts  dealers
Human factors Subcontractors
engineering
Medium quality  Reliability Lower costs/ Good coverage One time capital ~ Better service
Reliability Foolproof prices of small accounts cost-low response time
expenses for small
accounts?

Source: Peter R. Sawers, “How to Apply Competitive Analysis to Strategic Planning,” Marketing News (18 March 1983): 11.
Reprinted by permission of the American Marketing Association.

SUSTAINING COMPETITIVE ADVANTAGE

A good strategist seeks not only to “win the hill, but hold on to it.” In other words,
a business should not only seek competitive advantage but also sustain it over the
long haul. Sustaining competitive advantage requires erecting barriers against the
competition.

Abarrier may be erected based on size in the targeted market, superior access
to resources or customers, and restrictions on competitors’ options. Scale
economies, for example, may equip a firm with an unbeatable cost advantage that
competitors cannot match. Preferred access to resources or to customers enables
a company to secure a sustainable advantage if (a) the access is secured under bet-
ter terms than competitors have and (b) the access can be maintained over the
long run. Finally, a sustainable advantage can be gained if, for various reasons,
competitors are restricted in their moves (e.g., pending antitrust action or given
past investments or existing commitments).

In financial terms, barriers are based on competitive cost differentials or on
price or service differentials. In all cases, a successful barrier returns higher mar-
gins than the competition earns. Further, a successful barrier must be sustainable
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and, in a practical sense, unbreachable by the competition; that is, it must cost the
competition more to surmount than it costs the protected competitor to defend.

The nature of the feasible barrier depends on the competitive economics of
the business. A heavily advertised consumer product with a leading market share
enjoys a significant cost barrier and perhaps a price-realization barrier against its
competition. If a consumer product has, for example, twice the market share of its
competition, it need spend only one-half the advertising dollar per unit to pro-
duce the same impact in the marketplace. It will always cost the competition
more, per unit, to attack than it costs the leader to defend.

On the other hand, barriers cost money to erect and defend. The expense of
the barrier may become an umbrella under which new forms of competition can
grow. For example, while advertising is a barrier that protects a leading consumer
brand from other branded competitors, the cost of maintaining the barrier is an
umbrella under which a private-label product may hide and grow.

A wide product line, large sales and service forces, and systems capabilities
are all examples of major barriers. Each of these has a cost to erect and maintain.
Each is effective against smaller competitors who are attempting to copy the
leader but have less volume over which to amortize barrier costs.

Each barrier, however, holds a protective umbrella over focused competitors.
The competitor with a narrow product line faces fewer costs than the wide-line
leader. The mail-order house may live under the umbrella of costs associated with
the large sales and service force of the leader. The “cherry picker” may produce
components compatible with the systems of the leader without bearing the sys-
tems engineering costs.

Exhibit 4-11 shows the relationship between barrier and umbrella strategies
in sustaining competitive advantage. The best position in the system is high
barrier and low umbrella. A product or business with a position strong enough
that the costs of maintaining the barrier are, on a per unit basis, insignificant is in
a high-barrier, low-umbrella position. The low-barrier, low-umbrella quadrant is,
by definition, a commodity without high profitability.

Most interesting is the high-barrier, high-umbrella quadrant. The business is
protected by the existence of the barrier. At the same time, it is at risk because the
cost of supporting the barrier is high. Profitability may be high, but the risk of
competitive erosion, too, may be substantial. The marketplace issue is the trade-
off between consumer preferences for more service, quality, choice, or “image”
and lower prices from more narrowly focused competitors.

These businesses face profound decisions. Making no change in direction
means continual threats from focused competition. Yet any change in spending to
lower the umbrella means changing the nature of the competitive protection; that
is, eroding the barrier.

Successful marketing strategy requires being aware of the size of the umbrella
and continually testing whether to maintain investment to preserve or heighten
the barrier or to withdraw investment to “cash out” as the barrier erodes.

A sustainable advantage is meaningful in marketing strategy only when the
following conditions are met: (a) customers perceive a consistent difference in
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EXHIBIT 4-11
Strategies for Sustaining Competitive Advantage

Umbrella
Low High
High Protected Specialty
at Risk
Barrier
Low Commodity Dying
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Source: Sandra O. Moose, “Barriers and Umbrellas,” Perspectives (Boston: Boston Consulting Group,
1980). Reprinted by permission.

important attributes between the firm’s product or service and those of its com-
petitors, (b) the difference is the direct result of a capability gap between the firm
and its competitors, and (c) both the difference in important attributes and the
capability gap can be expected to endure over time.

To illustrate the point, consider competition between the Kellogg Co. and
Quaker Oats Co. in the cereal market. Beginning in 1995, Kellogg could not main-
tain the barrier and the umbrella became too big. Quaker Oats (a relatively small
fourth player in the industry) took advantage of this opportunity and introduced
a line of bagged cereals that were cheaper versions of Kellogg’s (the industry
leader’s) national brands. By skimping on packaging and marketing costs, Quaker
could sell bagged products for about $1 less than boxed counterparts. Since 1995,
bagged cereals have skyrocketed from virtually nothing to account for 8% of all
cereal packages sold in 1998.17 The difference that Kellogg counted on could not be
maintained. The consumer did not care whether cereals are in a bag or box.

Competition is a strategic factor that affects marketing strategy formulation.
Traditionally, marketers have considered competition as one of the uncontrollable
variables to be reckoned with in developing the marketing mix. It is only in the
last few years that the focus of business strategy has shifted to the competition. It
is becoming more and more evident that a chosen marketing strategy should be
based on competitive advantage to achieve sustained business success. To imple-
ment such a perspective, resources should be concentrated in those areas of com-
petitive activity that offer the best opportunity for continuing profitability and
sound investment returns.
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DISCUSSION
QUESTIONS

There are two very different forms of competition: natural and strategic.
Natural competition implies survival of the fittest in a given environment. In
business terms, it means firms compete from very similar strategic positions, rely-
ing on operating differences to separate the successful from the unsuccessful.
With strategic competition, on the other hand, underlying strategy differences
vis-a-vis market segments, product offerings, distribution channels, and manu-
facturing processes become paramount considerations.

Conceptually, competition may be examined from the viewpoint of econo-
mists, industrial organization theorists, and businesspeople. The major thrust of
economic theories has centered on the model of perfect competition. Industrial
organization emphasizes the industry environment (i.e., industry structure,
conduct, and performance) as the key determinant of a firm’s performance. A
theoretical framework of competition from the viewpoint of the businessperson,
other than the pioneering efforts of Bruce Henderson, hardly exists.

Firms compete to satisfy customer needs, which may be classified as existing,
latent, or incipient. A firm may face competition from different sources, which
may be categorized as industry competition, product line competition, or organi-
zational competition. The intensity of competition is determined by a combina-
tion of factors.

A firm needs a competitive intelligence system to keep track of various facets
of its rivals’ businesses. The system should include proper data gathering and
analysis of each major competitor’s current and future perspectives. This chapter
identified various sources of competitive information, including what competi-
tors say about themselves, what others say about them, and what a firm’s own
people have observed. To gain competitive advantage, that is, to choose those
product/market positions where victories are clearly attainable, two forms of
analysis may be undertaken: industry analysis and comparative analysis. Porter’s
five-factor model is useful in industry analysis. Business-system framework can
be gainfully employed for comparative analysis.

—_

. Differentiate between natural and strategic competition. Give examples.

. What are the basic elements of strategic competition? Are there any prerequi-
sites to pursuing strategic competition?

3. How do economists approach competition? Does this approach suffice for
businesspeople?

. What is the industrial organization viewpoint of competition?

. Identify, with examples, different sources of competition.

. How does industry structure affect intensity of competition?

. What are the major sources of competitive intelligence?

. Briefly explain Porter’s five-factor model of industry structure analysis.

N
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Consumption is the
sole end and purpose
of production; and the
interest of the pro-

ducer ought to be |

attended to only so
far as it may be neces-

sary for promoting
that of the customer |

ADAM SMITH

Focusing on the
Customer

Businesses compete to serve customer needs. Not only are there different types
of customers, but their needs vary, too. Thus, most markets are not homoge-
neous. Further, the markets that are homogeneous today may not remain so in the
future. In brief, a market represents a dynamic phenomenon that, influenced by
customer needs, evolves over time.

In a free economy, each customer group tends to want a slightly different ser-
vice or product. But a business unit cannot reach out to all customers with equal
effectiveness; it must distinguish easily accessible customer groups from hard-to-
reach customer groups. Moreover, a business unit faces competitors whose abil-
ity to respond to customer needs and cover customer groups differs from its own.
To establish a strategic edge over its competition with a viable marketing strategy,
it is important for the business unit to clearly define the market it intends to serve.
It must segment the market, identifying one or more subsets of customers within
the total market, and concentrate its efforts on meeting their needs. Fine targeting
of the customer group to serve offers the opportunity to establish competitive
leverage.

This chapter introduces a framework for identifying markets to serve. Various
underlying concepts of market definition are examined. The chapter ends with a
discussion of alternative ways of segmenting a market.

IDENTIFYING MARKETS

Contemporary approaches to strategic planning require proper definition of the
market; however, questions about how to properly characterize a market make it
difficult to arrive at an acceptable definition. Depending on how the market is
defined, the relative market positions of two companies and their two products
can be reversed, as shown in the following table.
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Percentage Market Share

Brands Unsegmented (Mass) Segmented
S 32 40
T 24 30
U 16 20
A% 8 10
X 12 60
Y 6 30
Z 2 10

Though brand X has a low share in the unsegmented, or mass, market (12
percent), it has a much higher share within its own segment of the mass market
(60 percent) than does brand S (40 percent). Which of the two shares shown is bet-
ter for the business: the total mass market for the product category or some seg-
mented portion of that market? The arguments go both ways, some pointing out
the merits of having a larger share of industry volume and others noting the
favorable profit consequences of holding a larger share within a smaller market
niche. Does Sanka compete in the total mass market for coffee with Maxwell
House and Folgers or in a decaffeinated market segment against Brim and
Nescafe? Does the market for personal computers include intelligent and dumb
terminals as well as word processors, desktop and laptop computers, and intelli-
gent telephones? Grape Nuts has 100 percent of the Grape Nuts market, a smaller
percentage of the breakfast cereal market, an even smaller percentage of the pack-
aged-foods market, a still smaller percentage of the packaged-goods market, a
tiny percentage of the U.S. food market, a minuscule percentage of the world food
market, and a microscopic percentage of total consumer expenditures. All
descriptions of market share are meaningless, however, unless a company defines
the market in terms of the boundaries separating it from its rivals.

Considering the importance of adequately defining the market, it is desirable
to systematically develop a conceptual framework for that purpose. Exhibit 5-1
presents such a framework.

The first logical step in defining the market is to determine customer need.
Based on need, the market emerges. Because customer need provides a broad per-
spective of the market, it is desirable to establish market boundaries. Traditionally,
market boundaries have been defined in terms of product/market scope, but
recent work suggests that markets should be defined multidimensionally.

The market boundary delineates the total limits of the market. An individual
business must select and serve those parts, or segments, of the total market in
which it is best equipped to compete over the long run. Consider Polaroid. It started
as an instant photography firm. As such, it had only a 7 percent stake in the $15 bil-
lion photography industry. Over the years, it carried out a multi-billion dollar mar-
ket for itself. But in the 1990s, the company realized it had little chance of any
further growth. The developed world was already saturated with cameras, and
photography itself was beginning to lose out to home videomaking. By aiming
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EXHIBIT 5-1
Identifying Markets to Serve

Customer Need

'

Market Emergence

'

Market Boundary Definition

{

Served Market

v

Customer Segmentation

instead at the entire imaging industry—from photocopying to printing and video
as well as photography—Polaroid saw a chance to compete in a rapidly growing,
$150 billion global business.!

Satisfaction of customer need is the ultimate test of a business unit’s success.
Thus, an effective marketing strategy should aim at serving customer needs and
wants better than competitors do. Focus on customers is the essence of marketing
strategy. As Robertson and Wind have said:

Marketing performs a boundary role function between the company and its markets.
It guides the allocation of resources to product and service offerings designed to sat-
isfy market needs while achieving corporate objectives. This boundary role function
of marketing is critical to strategy development. Before marshaling a company’s
resources to acquire a new business, or to introduce a new product, or to reposition an
existing product, management must use marketing research to cross the company-
consumer boundary and to assess the likely market response.

The logic and value of consumer needs assessment is generally beyond dispute, yet
frequently ignored. It is estimated, for example, that a majority of new products fail.
Yet, there is most often nothing wrong with the product itself; that is, it works. The
problem is simply that consumers do not want the product.

AT&T’s Picture Phone is a classic example of a technology-driven product that
works; but people do not want to see each other on a telephone. It transforms a com-
fortable, low involvement communication transaction into a demanding, high
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involvement one. The benefit is not obvious to consumers. Of course, the benefit could
become obvious if transportation costs continue to outpace communication costs, and
if consumers could be “taught” the benefits of using a Picture Phone.

Marketing’s boundary role function is similarly important in maintaining a viable
competitive positioning in the marketplace. The passing of Korvette from the
American retail scene, for example, can be attributed to consumer confusion as to
what Korvette represented—how it was positioned relative to competition. Korvette’s
strength was as a discount chain—high turnover and low margin. This basic mission
of the business was violated, however, as Korvette traded-up in soft goods and fash-
ion items and even opened a store on Manhattan’s Fifth Avenue. The result was that
Korvette became neither a discount store nor a department store and lost its previous
customer base. Sears has encountered a similar phenomenon as it opted for higher
margins in the 1970s and lost its reputation for “value” in the marketplace. The
penalty has been declining sales and profitability for its retail store operation, which
it is now trying valiantly to arrest by reestablishing its “middle America” value orien-
tation. Nevertheless, consumer research could have indicated the beginning of the
problem long before the crisis in sales and profits occurred.?

Concept of Need | Customer need has always formed the basis of sound marketing. Yet, as Ohmae
points out, it is often neglected or ignored:

Think for a moment about aching heads. Is my headache the same as yours? My cold?
My shoulder pain? My stomach discomfort? Of course not. Yet when a pharmaceuti-
cal company asked for help . . . [it] asked 50 employees in the company to fill out a
questionnaire—throughout a full year—about how they felt physically at all times of
the day every day of the year. Then [it] pulled together a list of the symptoms
described, sat down with the company’s scientists, and asked them, item by item: Do
you know why people feel this way? Do you have a drug for this kind of symptom?
It turned out that there were no drugs for about 80 percent of the symptoms, these
physical awarenesses of discomfort. For many of them, some combination of existing
drugs worked just fine. For others, no one had ever thought to seek a particular rem-
edy. The scientists were ignoring tons of profit.

Without understanding customers’ needs—the specific types of discomfort they
were feeling—the company found it all too easy to say, “Headache? Fine, here’s a
medicine, an aspirin, for headache. Case closed.” It was easy not to take the next step
and ask, “What does the headache feel like? Where does it come from? What is the
underlying cause? How can we treat the cause, not just the symptom?” Many of these
symptoms, for example, are psychological and culture-specific. Just look at television
commercials. In the United States, the most common complaint is headache; in the
United Kingdom, backache; in Japan, stomach ache. In the United States, people say
that they have a splitting headache; in Japan it is an ulcer. How can we truly under-
stand what these people are feeling and why?3

Looking closely at needs is the first step in delivering value to customers.
Traditionally, needs have been classified according to Maslow’s hierarchy of
human needs. From lowest to highest, Maslow’s hierarchy identifies five levels of
needs: physiological, safety, belongingness, self-esteem, and self-actualization.
Needs at each level of the hierarchy can be satisfied only after needs at the levels
below it have been satisfied. A need unsatisfied becomes a source of frustration.
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When the frustration is sufficiently intense, it motivates a relief action—the pur-
chase of a product, for example. Once a need is satisfied, it is forgotten, creating
space for the awareness of other needs. In a marketing context, this suggests that
customers need periodic reminders of their association with a product, particu-
larly when satisfied.

Business strategy can be based on the certainty that needs exist. As we move
up Maslow’s hierarchy, needs become less and less obvious. The challenge in mar-
keting is to expose nonobvious needs, to fill needs at all levels of the hierarchy.

Maslow’s first two levels can be called survival levels. Most businesses oper-
ate at Level 2 (safety), with occasional spikes into higher levels. A business must
satisfy a safety need to have a viable operation. The customer must feel both
physically and economically safe in buying the product. The next higher levels—
belongingness and self-esteem—are customer reward levels, where benefits of
consuming a product accrue to the customer personally, enhancing his or her
sense of worth. At the highest level, self-actualization, the customer feels a close
identification with the product. Of course, not all needs can be filled, nor would
it be economically feasible to attempt to do so. But a business can move further
toward satisfaction of customer needs by utilizing the insights of the Maslow
hierarchy.

MARKET EMERGENCE

Customer need gives rise to a market opportunity, and a market emerges. To
judge the worth of this market, an estimate of market potential is important. If the
market appears attractive, the strategist takes the next step of delineating the mar-
ket boundary. This section examines the potential of the market.

Simply stated, market potential is the total demand for a product in a given
environment. Market potential is measured to gain insights into five elements:
market size, market growth, profitability, type of buying decision, and customer
market structure. Exhibit 5-2 summarizes these elements and shows a pro forma
scheme for measuring market potential.

The first element, market size, is best expressed in both units and dollars.
Dollar expression in isolation is inadequate because of distortion by inflation and
international currency fluctuations. Also, because of inflationary distortion, the
screening criteria for new product concepts and product line extensions should
separately specify both units and dollars. Market size can be expressed as total
market sales potential or company market share, although most companies
through custom utilize market share figures.

The second element, market growth, is meant to reflect the secular trend of the
industry. Again, the screening criteria should be specified for new product con-
cepts and product line extensions. The criteria and projections should be based on
percentage growth in units. Projections in industrial settings often are heavily
dependent on retrofit possibilities and plans for equipment replacement.

The third element in this evaluation of strategic potential is profitability. It
usually is expressed in terms of contribution margin or in one of the family of
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CRITERIA<

-

Market Size

Market Growth

Profitability
(Contribution
Margin)

Type of Buying
Decision

Customer Market

Structure

Criteria

New product concepts
Product line extension
or new market segment
for existing line

New product concept
Product line extension
or new market segment
for existing line

New product concept or
product line expansion

New market segment
for existing line

Low

Potential

Low — > Medium —— > High

< $10 million
< $ 2 million

< 7 percent
< 5 percent

< 45 percent
< 40 percent

Straight Rebuy

Cost

Short delivery

Proven record with
present suppliers

Oligopsony
Many different
subsegments

Few large customers

Non-accessible

$10 to 20 million
$ 2to 5 million

7 to 10 percent
5to 7 percent

45 to 55 percent
40 to 50 percent

New Task

Selling effort

Service

Specific process
expertise

> $20 million
> $ 5 million

> 10 percent
> 7 percent

> 55 percent
> 50 percent

Modified Rebuy

Product
performance

Life-cycle costs

Monopsonistic

Competition

Few subsegments

Several significant
customers

Accessible

Medium

High

Data Source

Comments/Additional Data Needed

Market

Market Growth

Profitability

Type of Buying Decision

Customer Market Structure

Overall Rating

Source: Reprinted by permission of Terry C. Wilson, West Virginia University.
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return calculations. Most U.S. companies view profitability in terms of return on
investment (ROI), return on sales (ROS), or return on net assets (RONA). Return
on capital employed (ROCE) is often calculated in multinational companies. For
measuring market potential, no one of these calculations appears to function bet-
ter than another.

The fourth element is the type of buying decision. The basis for a buying deci-
sion must be predicated on whether the decision is a straight rebuy, a modified
rebuy, or a new task.

The fifth and final element is the customer market structure. Based on the same
criteria as competitive structure, the market can be classified as monopsony, oligop-
sony, differentiated competition (monopsonistic competition), or pure competition.

DEFINING MARKET BOUNDARIES
The crux of any strategy formulation effort is market definition:

The problem of identifying competitive product-market boundaries pervades all lev-
els of marketing decisions. Such strategic issues as the basic definition of a business,
the assessment of opportunities presented by gaps in the market, the reaction to
threats posed by competitive actions, and the decisions on major resource allocations
are strongly influenced by the breadth or narrowness of the definition of competitive
boundaries. The importance of share of market for evaluating performance and for
guiding territorial advertising, sales force, and other budget allocations and the grow-
ing number of antitrust prosecutions also call for defensible definitions of product-
market boundaries.*

Defining the market is difficult, however, since market can be defined in
many ways. Consider the cooking appliance business. Overall in 1997 about 18
million gas and electric ranges and microwave ovens were sold for household
use. All these appliances serve the basic function of cooking, but their similarity
ends there. They differ in many ways: (a) with reference to fuels—primarily gas
versus electricity; (b) in cooking method—heat versus radiation; (c) with refer-
ence to type of cooking function—surface heating, baking, roasting, broiling, etc.;
(d) in design—freestanding ranges, built-in countertop ranges, wall ovens,
counter-top microwave ovens, combinations of microwave units, and conven-
tional ranges, etc.; and (e) in price and product features.

These differences raise an important question: Should all household cooking
appliances be considered a single market or do they represent several distinct
markets? If they represent several distinct markets, how should these markets be
defined? There are different possibilities for defining the market: (a) with refer-
ence to product characteristics; (b) in terms of private brand sales versus manu-
facturers’ brand sales; (c) with reference to sales in specific regions; and (d) in
terms of sales target, for example, sales to building contractors for installation in
new houses versus replacement sales for existing homes.

Depending on the criteria adopted to define the market, the size of a market
varies considerably. The strategic question of how the marketer of home cooking
appliances should define the market is explored below.
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Dimensions of
Market Boundaries

Traditionally, market boundaries have been defined in terms of product/market
space. Consider the following:

A market is sometimes defined as a group of firms producing identical or closely
related products. . . . A preferable approach is to define the markets in terms of prod-
ucts. . . . [What is meant by] a close relationship among products? Goods and services
may be closely related in the sense that they are regarded as substitutes by consumers,
or they may be close in that the factors of production used in each are similar.5

Some identify a market with a generic class of products. One hears of the beer
market, the cake mix market, or the cigarette market. According to others, prod-
uct markets refer to individuals who have purchased a given class of products.

These two definitions of the market—the market as a class of closely related
products versus the market as a class of people who purchase a certain kind of
product—view it from one of two perspectives: who are the buyers and what are
the products. In the first definition, buyers are implicitly assumed to be homoge-
neous in their behavior. The second definition suggests that the products and
brands within a category are easily identified and interchangeable and that the
problem is to search for market segments.

In recent years, it has been considered inadequate to perceive market defini-
tion as simply a choice of products for chosen markets. Instead, the product may
be considered a physical manifestation of a particular technology to a particular
customer function for a particular customer group. Market boundaries should
then be determined by choices along these three dimensions.6

Technology. A particular customer function can be performed by different
technologies. In other words, alternative technologies can be applied to satisfy a
particular customer need. To illustrate, consider home cooking appliances again.
In terms of fuel, the traditional alternative technologies have been gas and elec-
tricity. In recent years, a new form of technology, microwave radiation, has also
been used. In another industry, alternative technologies may be based on the use
of different materials. For example, containers may be made from metal, glass, or
plastic. In defining market boundaries, a decision must be made whether the
products of all relevant technologies or only those of a particular technology are
to be included.

Customer Function. Products can be considered in terms of the functions
they serve or in terms of the ways in which they are used. Some cooking appli-
ances bake and roast, others fry and boil; some perform all these functions and
perhaps more. Different functions provide varying customer benefits. In estab-
lishing market boundaries, customer benefits to be served should be spelled
out.

Customer Group. A group refers to a homogeneous set of customers with sim-
ilar needs and characteristics. The market for cooking appliances, for example, can
be split into different groups: building contractors, individual households buying
through retail stores, and so on. The retail stores segment can be further broken
down into traditional appliance specialty stores, mass merchandisers, and so on.
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Decisions about market boundaries should indicate which types of customers are
to be served.

In addition to these three dimensions for determining market boundaries,
Buzzell recommends a fourth—Ilevel of production/distribution.” A business has
the option of operating at one or more levels of the production/distribution
process. For example, producers of raw materials (e.g., aluminum) or component
products (e.g., semiconductors, motors, compressors) may limit their business to
selling only to other producers, they may produce finished products themselves,
or they may do both. Decisions about production/distribution levels have a
direct impact on the market boundary definition. This point may be illustrated
with reference to Texas Instruments:

The impact that a business unit’s vertical integration strategy can have on competition
in a market is dramatically illustrated by Texas Instruments” decision, in 1972, to enter
the calculator business. At the time, it was a principal supplier of calculator compo-
nents (integrated circuits) to the earlier entrants into the market, including the initial
market leader, Bowmar Instruments. As most readers undoubtedly know, TI quickly
took over a leadership position in calculators through a combination of “pricing down
the experience curve” and aggressive promotion. For purposes of this discussion, the
important point is one of a finished product. Some other component suppliers also
entered the calculator business, while others continued to supply OEMs. In light of
these varying strategies, is there a “calculator component market” and “calculator
market,” or do these constitute a single market?8

Exhibit 5-3 depicts the three dimensions of the market boundary definition
from the viewpoint of the personal financial transactions industry. Market bound-
aries are defined in terms of customer groups, customer functions, and technolo-
gies. The fourth dimension, level of production/distribution, is not included in
the diagram because it is not possible to show four dimensions in a single chart.
The exhibit shows a matrix developed around customer groups on the vertical
axis, customer functions on the right axis, and technologies on the left axis. Any
three-dimensional cell in the matrix constitutes an elementary “building block” of
market definition. An automatic teller machine (ATM) for cash withdrawals at a
commercial bank is an example of such a cell.

As markets evolve, boundaries may need to be restated. Five sets of “environ-
mental influences” affect product/market boundaries. These influences are tech-
nological change (displacement by a new technology); market-oriented product
development (e.g., combining the features of several products into one multipur-
pose offering); price changes and supply constraints (which influence the per-
ceived set of substitutes); social, legal, or government trends (which influence
patterns of competition); and international trade competition (which changes
geographic boundaries).” For example, when management introduces a new
product, markets an existing product to new customers, diversifies the business
through acquisition, or liquidates a part of the business, the market undergoes a
process of evolution. Redefinition of market boundaries may be based on any one
or a combination of the three basic dimensions. The market may be extended
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SERVED MARKET

EXHIBIT 5-3
Dimensions of Market Boundary Definition for Personal Financial Transactions
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through the penetration of new customer groups, the addition of products serv-
ing related customer functions, or the development of products based on new
technologies. As shown in Exhibit 5-4, these changes are caused by three funda-
mentally different phenomena: The adoption and diffusion process underlies the
penetration of new customer groups, a process of systemization results in the
operation of products to serve combinations of functions, and the technology sub-
stitution process underlies change on a technology dimension.

Earlier in this chapter, it was concluded that the task of market boundary defini-
tion amounts to grouping together a set of market cells (see Exhibit 5-3), each
defined in terms of three dimensions: customer groups, customer functions, and
technologies. In other words, a market may comprise any combination of these
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EXHIBIT 5-4
Market Evolution in Three Dimensions

Customer Functions

(b) Systematization—Extension to
New Customer Functions

Alternative Technologies Customer Groups
(c) Technological Substitution— (a) Adoption and Diffusion—
Extension to New Technologies Extension to New Customer

Groups

Source: Derek E. Abell, Defining the Business: The Starting Point of Strategic Planning, © 1980, p. 207.
Reprinted by permission of Prentice-Hall, Inc., Englewood Cliffs, N.J.

cells. An additional question must now be answered. Should a business unit serve
the entire market or limit itself to serving just a part of it? While it is conceivable
that a business unit may decide to serve the total market, usually the served mar-
ket is considerably narrower in scope and smaller in size than the total market. The
decision about what market to serve is based on such factors as the following:

1. Perceptions of which product function and technology groupings can best be pro-
tected and dominated.

2. Internal resource limitations that force a narrow focus.

3. Cumulative trial-and-error experience in reacting to threats and opportunities.
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4. Unusual competencies stemming from access to scarce resources or protected
markets.10

In practice, the choice of served market is not based on conscious, deliberate
effort. Rather, circumstances and perceptions surrounding the business unit dic-
tate the decision. For some businesses, lack of adequate resources limits the range
of possibilities. Dell Computer, for example, would be naive to consider compet-
ing against IBM across the board. Further, as a business unit gains experience
through trial and error, it may extend the scope of its served market. For exam-
ple, the U.S. Post Office entered the overnight package delivery market to partic-
ipate in an opportunity established by the Federal Express Company. The task of
delineating the served market, however, is full of complications. As Day has
noted:

In practice, the task of grouping market cells to define a market is complicated. First,
there is usually no one defensible criterion for grouping cells. There may be many
ways to achieve the same function. Thus, boxed chocolates compete to some degree
with flowers, records, and books as semicasual gifts. Do all of these products belong
in the total market? To confound this problem, the available statistical and accounting
data are often aggregated to a level where important distinctions between cells are
completely obscured. Second, there are many products which evolve by adding new
combinations of functions and technologies. Thus, radios are multifunctional prod-
ucts which include clocks, alarms, appearance options. To what extent do these vari-
ants dictate new market cells? Third, different competitors may choose different
combinations of market cells to serve or to include in their total market definitions. In
these situations there will be few direct competitors; instead, businesses will
encounter each other in different but overlapping markets, and, as a result, may
employ different strategies.11

Strategically, the choice of a business unit’s served market may be based on
the following approaches:

I. Breadth of Product Line

A. Specialized in terms of technology, broad range of product uses
B. Specialized in terms of product uses, multiple technologies

C. Specialized in a single technology, narrow range of product uses
D. Broad range of (related) technologies and uses

E. Broad versus narrow range of quality/price levels

II. Types of Customers

A. Single customer segment

B. Multiple customer segments
1. Undifferentiated treatment
2. Differentiated treatment

III. Geographic Scope

A. Local or regional
B. National
C. Multinational



An Example of a
Served Market

Served Market
Alternatives

Focusing on the Customer

IV. Level of Production/Distribution

A. Raw or semifinished materials or components
B. Finished products
C. Wholesale or retail distribution

The choice of served market may be illustrated with reference to one company’s
entry into the snowmobile business. The management of this company consid-
ered snowmobiles an attractive market in terms of sales potential. The bound-
aries of this market are extensive. For example, in terms of technology, a
snowmobile may be powered by gas, diesel fuel, or electricity. A snowmobile
may fulfill such customer functions as delivery, recreation, and emergency trans-
portation. Customer groups include household consumers, industrial buyers,
and the military.

Since the company could not cover the total market, it had to define the mar-
ket it would serve. To accomplish this task, the company developed a prod-
uct/market matrix (see Exhibit 5-5a). The company could use any
technology—gasoline, diesel, or electric—and it could design a snowmobile for
any one of three customer groups: consumer, industrial, or military. The matrix in
Exhibit 5-5a furnished nine possibilities for the company. Considering market
potential and its competencies to compete, the part of the market that looked best
was the diesel-powered snowmobile for the industrial market segment, the
shaded area in Exhibit 5-5a.

But further narrowing of the market to be served was necessary. A second
matrix (see Exhibit 5-5b) laid out the dimensions of customer use (function) and
customer size. Thus, as shown in Exhibit 5-5b, snowmobiles could be designed
for use as delivery vehicles (e.g., used by business firms and the post office), as
recreation vehicles (e.g., rented at resort hotel sites), or as emergency vehicles
(e.g., used by hospitals and police forces). Further, the design of the snowmobile
would be affected by whether the company would sell to large, medium, or small
customers. After evaluating the nine alternatives in Exhibit 5-5b, the company
found the large customer, delivery use market attractive, defining its served mar-
ket as diesel-driven snowmobiles for use as delivery vehicles by large industrial
customers.

In the preceding example, the company settled on a rather narrow definition of
the served market. It could, however, expand the scope of the served market as it
gains experience and as opportunities elsewhere in the market appear attractive.
The following is a summary of the served market alternatives available to a busi-
ness similar to this one.

1. Product/market concentration consists of the company’s niching itself in only
one part of the market. In the above example, the company’s niche was making
only diesel-driven snowmobiles for industrial buyers.

2. Product specialization consists of the company’s deciding to produce only diesel-
driven snowmobiles for all customer groups.
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EXHIBIT 5-5
Defined the Served Market

Market
Consumer  Industrial Military

Gas-driven
snowmobiles

Diesel-driven

Technolo
9y snowmobiles
Electric-driven
snowmobiles
(a) Technology/Market Matrix
Customer Use
Delivery Recreation Emergency

Large

Customer .
Size Medium
Small

(b) Customer Size/Customer Use Matrix

Source: Philip Kotler, “Strategic Planning and the Marketing Process,” Business (May-June 1980):
6-7. Reprinted by permission of the author.
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3. Market specialization consists of the company’s deciding to make a variety of
snowmobiles that serve the varied needs of a particular customer group, such as
industrial buyers.

4. Selective specialization consists of the company’s entering several product mar-
kets that have no relation to each other except that each provides an individually
attractive opportunity.

5. Full coverage consists of the company’s making a full range of snowmobiles to
serve all market segments.

CUSTOMER SEGMENTATION

In the snowmobile example, the served market consisted of one segment. But con-
ceivably, the served market could be much broader in scope. For example, the
company could decide to serve all industrial customers (large, medium, small) by
offering diesel-driven snowmobiles for delivery use. The “broader” served mar-
ket, however, must be segmented because the market is not homogeneous; that is,
it cannot be served by one type of product/service offering.

Currently, the United States represents the largest market in the world for
most products; it is not a homogeneous market, however. Not all customers want
the same thing. Particularly in well-supplied markets, customers generally prefer
products or services that are tailored to their needs. Differences can be expressed
in terms of product or service features, service levels, quality levels, or something
else. In other words, the large market has a variety of submarkets, or segments,
that vary substantially. One of the crucial elements of marketing strategy is to
choose the segment or segments that are to be served. This, however, is not
always easy because different methods for dissecting a market may be employed
and deciding which method to use may pose a problem.

Virtually all strategists segment their markets. Typically, they use SIC codes,
annual purchase volume, age, and income as differentiating variables. Categories
based on these variables, however, may not suffice as far as the development of
strategy is concerned.

RCA, for example, initially classified potential customers for color television
sets according to age, income, and social class. The company soon realized that
these segments were not crucial for continued growth because potential buyers
were not confined to those groups. Later analysis discovered that there were
“innovators” and “followers” in each of the above groups. This finding led the
company to tailor its marketing strategy to various segments according to their
“innovativeness.” Mass acceptance of color television might have been delayed
substantially if RCA had followed a more traditional approach.

An American food processor achieved rapid success in the French market
after discovering that “modern” Frenchwomen liked processed foods while “tra-
ditional” French housewives looked upon them as a threat. A leading industrial
manufacturer discovered that its critical variable was the amount of annual usage
per item, not per order or per any other conventional variable. This proved to be
critical since heavy users can be expected to be more sensitive to price and may
be more aware of and responsive to promotional perspectives.
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Segmentation
Criteria

Segmentation aims at increasing the scope of business by closely aligning a
product or brand with an identifiable customer group. Take, for example, ciga-
rettes. Thirty years ago, most cigarette smokers chose from among three brands:
Camel, Chesterfield, and Lucky Strike. Today more than 160 brands adorn retail
shelves. In order to sell more cigarettes, tobacco companies have been dividing
the smoking public into relatively tiny sociological groups and then aiming one
or more brands at each group. Vantage and Merit, for example, are aimed at
young women; Camel and Winston are aimed mostly at rural smokers. Cigarette
marketing success hinges on how effectively a company can design a brand to
appeal to a particular type of smoker and then on how well it can reach that
smoker with sharply focused packaging, product design, and advertising.

What is true of cigarettes applies to many, many products; it applies even to
services. Banks, for example, have been vying with one another for important
customers by offering innovative services that set each bank apart from its com-
petition.

These illustrations underscore not only the significance of segmenting the
market but also the importance of carefully choosing segmentation criteria.

Segmentation criteria vary depending on the nature of the market. In consumer-
goods marketing, one may use simple demographic and socioeconomic variables,
personality and lifestyle variables, or situation-specific events (such as use inten-
sity, brand loyalty, and attitudes) as the bases of segmentation. In industrial mar-
keting, segmentation is achieved by forming end use segments, product
segments, geographic segments, common buying factor segments, and customer
size segments. Exhibit 5-6 provides an inventory of different bases for segmenta-
tion. Most of these bases are self-explanatory. For a detailed account, however,
reference may be made to a textbook on marketing management.

In addition to these criteria, creative analysts may well identify others. For
example, a shipbuilding company dissects its tanker market into large, medium,
and small markets; similarly, its cargo ship market is classified into high-,
medium-, and low-grade markets. A forklift manufacturer divides its market on
the basis of product performance requirements. Many consumer-goods compa-
nies, General Foods, Procter & Gamble, and Coca-Cola among them, base their
segments on lifestyle analysis.

Data for forming customer segments may be analyzed with the use of simple
statistical techniques (e.g., averages) or multivariate methods. Conceptually, the
following procedure may be adopted to choose a criterion for segmentation:

1. Identify potential customers and the nature of their needs.
2. Segment all customers into groups having
a. Common requirements.
b. The same value system with respect to the importance of these requirements.
3. Determine the theoretically most efficient means of serving each market segment,
making sure that the distribution system selected differentiates each segment
with respect to cost and price.
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EXHIBIT 5-6
Basis for Customer Segmentation

A. Consumer Markets

1. Demographic factors (age, income, sex, etc.)
Socioeconomic factors (social class, stage in the family life cycle)
Geographic factors
Psychological factors (lifestyle, personality traits)
Consumption patterns (heavy, moderate, and light users)
Perceptual factors (benefit segmentation, perceptual mapping)
Brand loyalty patterns

NG »N

B. Industrial Markets

1. End use segments (identified by SIC code)

2. Product segments (based on technological differences or production economics)

3. Geographic segments (defined by boundaries between countries or by regional
differences within them)

4. Common buying factor segments (cut across product/market and geographic
segments)

5. Customer size segments

4. Adjust this ideal system to the constraints of the real world: existing commit-
ments, legal restrictions, practicality, and so forth.

A market can also be segmented by level of customer service, stage of pro-
duction, price/performance characteristics, credit arrangements with customers,
location of plants, characteristics of manufacturing equipment, channels of distri-
bution, and financial policies. The key is to choose a variable or variables that so
divide the market that customers in a segment respond similarly to some aspect
of the marketer’s strategy.12 The variable should be measurable; that is, it should
represent an objective value, such as income, rate of consumption, or frequency
of buying, not simply a qualitative viewpoint, such as the degree of customer
happiness. Also, the variable should create segments that may be accessible
through promotion. Even if it is feasible to measure happiness, segments based
on the happiness variable cannot be reached by a specific promotional medium.
Finally, segments should be substantial in size; that is, they should be sufficiently
large to warrant a separate marketing effort.

Once segments have been formed, the next strategic issue is deciding which
segment should be selected. The selected segment should comply with the fol-
lowing conditions:

1. It should be one in which the maximum differential in competitive strategy can
be developed.

2. It must be capable of being isolated so that competitive advantage can be pre-
served.

3. It must be valid even though imitated.
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The success of Volkswagen in the United States in 1960 can be attributed to its
fit into a market segment that had two unique characteristics. First, the segment
served by VW could not be adequately served by a modification to conventional
U.S. cars. Second, U.S. manufacturers’ economies of scale could not be brought to
bear to the disadvantage of VW. In contrast, American Motors was equally suc-
cessful in identifying a special segment to serve with its compact car, the Rambler.
The critical difference was that American Motors could not protect that segment
from the superior scale of manufacturing volume of the other three U.S. automo-
bile producers.

The choice of strategically critical segments is not straightforward. It requires
careful evaluation of business strengths as compared with the competition. It also
requires analytical marketing research to uncover market segments in which
these competitive strengths can be significant.13

Rarely do market segments conveniently coincide with such obvious cate-
gories as religion, age, profession, or family income; or, in the industrial sector,
with the size of company. For this reason, market segmentation is emphatically
not a job for statisticians. Rather, it is a task that can be mastered only by the cre-
ative strategist. For example, an industrial company found that the key to seg-
menting customers is by the phase of the purchase decision process that they
experienced. Accordingly, three segments were identified: (a) first-time prospects,
(b) novices, and (c) sophisticates.1* These three segments valued different bene-
fits, bought from different channels, and carried varying impressions of
providers.

A technology-consulting firm, Forrester Research Inc., separates people into
ten categories: “fast forwards, techno-strivers, hand-shakers, new age nurturers,
digital hopefuls, traditionalists, mouse potatoes, gadget-grabbers, media junkies,
and sidelined citizens.” Exhibit 5-7 defines each group. For example, “Fast for-
wards” own on an average 20 technology products per household. Several of
their clients have found this kind of classification useful in identifying segments
to serve.15

Market segmentation has recently undergone several changes. These include: 16

¢ Increased emphasis on segmentation criteria that represent “softer” data such as
attitudes and needs. This is the case in both consumer and business-to-business
marketing.

¢ Increased awareness that the bases of segmentation depend on its purpose. For
example, the same bank customers could be segmented by account ownership
profiles, attitudes towards risk-taking, and socioeconomic variables. Each seg-
mentation could be useful for a different purpose, such as product cross-selling,
preparation of advertising messages, and media selection.

e A move towards “letting the data speak for themselves,” that is finding segments
through the detection of patterns in survey or in-house data. So-called “data min-
ing” methods have become much more versatile over the past decade.

® Greater usage of “hybrid” segmentation methods. For example, a beer producer
might first segment consumers according to favorite brand. Then, within each
brand group, consumers could be further segmented according to similarities in
attitudes towards beer drinking, occasions where beer is consumed, and so on.
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CAREER FAMILY ENTERTAINMENT
FAST FORWARDS NEW AGE NURTURERS MOUSE POTATOES
These consumers are the Also big spenders, but They like the online
biggest spenders, and focused on technology for world for entertainment

7 they’re early adopters of home uses, such as a and are willing to spend

¢'7, new technology for home, family PC. for the latest in techno-

S | office, and personal use. tainment.

g- TECHNO-STRIVERS DIGITAL HOPEFULS GADGET-GRABBERS
Use technology from Families with a limited They also favor online
cell phones and pagers to budget but still interested entertainment but have
online services primarily in new technology. Good less cash to spend on it.
to gain a career edge. candidates for the under-

$1,000 PC.
HAND-SHAKERS TRADITIONALISTS MEDIA JUNKIES

lfl_J Older consumers— Willing to use tech- Seek entertainment and

(2} typically managers-#ho  nology but slow to can’t find much of it

= don’t touch their com- upgrade. Not convinced  online. Prefer TV and

& puters at work. They upgrades and other add- other older media.

g_’ leave that to younger ons are worth paying for.
assistants.

SIDELINED CITIZENS Not interested in technology.

MORE AFFLUENT LESS AFFLUENT

Source: Forrester Research, Inc.

* A closer connection between segmentation methods and new product develop-
ment. Computer choice models (using information about the attribute trade-offs
that consumers make) can now find the best segments for a given product profile
or the best product profile for a given market segment.

* The growing availability of computer models (based on conjoint data) to find
optimal additions to product lines—products that best balance the possibility of
cannibalization of current products with competitive draw.

® Research on dynamic product/segment models that consider the possibility of
competitive retaliation. Such models examine a company’s vulnerability to com-
petitive reactions over the short term and choose product/segment combinations
that are most resistant to competitive encroachment.

¢ The development of pattern-recognition and consumer-clustering methods that
seek segments on the basis of data but also respect managerial constraints on
minimal segment size and managerial weightings of selected clustering variables.

* The development of flexible segmentations that permit the manager to loosen a
clustering based only on buyer needs (by shifting a small number of people
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Micromarketing, or
Segment-of-One
Marketing

between clusters); the aim might be to increase the predictability of some external
criterion, such as household profitability to a company, say, selling mutual funds.

An interesting development in the past few years has been the emergence of a
new segmentation concept called micromarketing, or segment-of-one marketing.
Forced by competitive pressures, mass marketers have discovered that a segment
can be trimmed down to smaller subsegments, even to an individual.
Micromarketing combines two independent concepts: information retrieval and
service delivery. On one side is a proprietary database of customers’ preferences
and purchase behaviors; on the other is a disciplined, tightly engineered
approach to service delivery that uses the database to tailor a service package for
individual customers or a group of customers. Of course, such custom-designed
service is nothing new, but until recently, only the very wealthy could afford it.
Information technology has brought the level of service associated with the old
carriage trade within reach of the middle class.1”
Micromarketing requires:

1. Knowing the customers—Using high-tech techniques, find out who the cus-
tomers are and aren’t. By linking that knowledge with data about ads and
coupons, fine-tune marketing strategy.

2. Making what customers want—Tailor products to individual tastes. Where once
there were just Oreos, now there are Fudge Covered Oreos, Oreo Double Stufs,
and Oreo Big Stufs.

3. Using targeted and new media—Advertising on cable television and in maga-
zines can be used to reach special audiences. In addition, develop new ways to
reach customers. For example, messages on walls in high-school lunchrooms, on
videocassettes, and even on blood pressure monitors may be considered.

4. Using nonmedia—Sponsor sports, festivals, and other events to reach local or
ethnic markets.

5. Reaching customers in the store—Consumers make most buying decisions while
they are shopping, so put ads on supermarket loudspeakers, shopping carts, and
in-store monitors.

6. Sharpening promotions—Couponing and price promotions are expensive and
often harmful to a brand’s image. Thanks to better data, some companies are
using fewer, more effective promotions. One promising approach: aiming
coupons at a competitor’s customers.

7. Working with retailers—Consumer-goods manufacturers must learn to “micro
market” to the retail trade, too. Some are linking their computers to retailers’
computers, and some are tailoring their marketing and promotions to an individ-
ual retailer’s needs.

An example of micromarketing is provided by a North Carolina bank, First
Wachovia.1® The bank’s staff serves all customers the way it used to serve its best
customer. The staff greets each customer by name and provides personalized
information about her or his finances and how they relate to long-term objectives.
Based on this knowledge, the staff suggests new products. In this way, the com-
modity retail banking has been turned into a customized, personalized service.
This marketing strategy has resulted in more sales at lower marketing costs and
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powerful switching barriers relative to the competition. Three major investments
are behind this seemingly effortless new level of service: a comprehensive cus-
tomer database, accessible wherever the customer makes contact with the bank;
an extensive training program that teaches a personalized service approach; and
an ongoing personal communications program with each customer. Similarly,
Noxell’s Clarion line illustrates how micromarketing can be implemented. When
the company introduced its line of mass market cosmetics in drugstores, it looked
for a way to differentiate it in a crowded market. The answer was the Clarion
computer. Customers type in the characteristics of their skin and receive a regi-
men selected from the Clarion line, thus providing department store-type per-
sonal advice without sales pressure in the much more convenient drug channel.

This chapter examined the role of the third strategic C—the customer—in formu-
lating marketing strategy. One strategic consideration in determining marketing
strategy is the definition of the market. A conceptual framework for defining the
market was outlined.

The underlying factor in the formation of a market is customer need. The con-
cept of need was discussed with reference to Maslow’s hierarchy of needs. Once
a market emerges, its worth must be determined through examining its potential.
Different methods may be employed to study market potential.

Based on its potential, if a market appears worth tapping, its boundaries
must be identified. Traditionally, market boundaries have been defined on the
basis of product/market scope. Recent work on the subject recommends that
market boundaries be established around the following dimensions: technology,
customer function, and customer group. Level of production/distribution was
suggested as a fourth dimension. The task of market boundary definition
amounts to grouping together a set of market cells, each defined in terms of these
dimensions.

Market boundaries set the limits of the market. Should a business unit serve
a total market or just a part of it? Although it is conceivable to serve an entire mar-
ket, usually the served market is considerably narrower in scope and smaller in
size than the total market. Factors that influence the choice of served market were
examined.

The served market may be too broad to be served by a single marketing pro-
gram. If so, then the served market must be segmented. The rationale for seg-
mentation was given, and a procedure for segmenting the market was outlined.

—_

. Elaborate on marketing’s boundary role function. How is it related to customer
needs?

. What dimensions may be used to define market boundaries?

. Illustrate the use of these dimensions with a practical example.

. What is meant by served market? What factors determine the served market?

. How may a business unit choose the criteria for segmenting the market?

Ol W N
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NOTES

6. Describe the concept of micromarketing. How may a durable goods company
adopt it to its business?
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Scanning the
Environment

An organization is a creature of its environment. Its very survival and all of its
perspectives, resources, problems, and opportunities are generated and con-
ditioned by the environment. Thus, it is important for an organization to monitor
the relevant changes taking place in its environment and formulate strategies to
adapt to these changes. In other words, for an organization to survive and pros-
per, the strategist must master the challenges of the profoundly changing politi-
cal, economic, technological, social, and regulatory environment. To achieve this
broad perspective, the strategist needs to develop and implement a systematic
approach to environmental scanning. As the rate and magnitude of change
increase, this scanning activity must be intensified and directed by explicit defin-
itions of purpose, scope, and focus. The efforts of businesses to cope with these
problems are contributing to the development of systems for exploring alterna-
tives with greater sensitivity to long-run implications. This emerging science has
the promise of providing a better framework for maximizing opportunities and
allocating resources in anticipation of environmental changes.

This chapter reviews the state of the art of environmental scanning and sug-
gests a general approach that may be used by a marketing strategist. Specifically,
the chapter discusses the criteria for determining the scope and focus of scanning,
the procedure for examining the relevance of environmental trends, the tech-
niques for evaluating the impact of an environmental trend on a particular prod-
uct/market, and the linking of environmental trends and other “early warning
signals” to strategic planning processes.

IMPORTANCE OF ENVIRONMENTAL SCANNING

Without taking into account relevant environmental influences, a company can-
not expect to develop its strategy. It was the environmental influences emerging
out of the energy crisis that were responsible for the popularity of smaller, more
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fuel-efficient automobiles and that brought about the demise of less efficient
rotary engines. It was the environmental influence of a coffee bean shortage and
geometric price increases that spawned the “coffee-saver” modification in Mr.
Coffee automatic drip coffee makers. Shopper and merchant complaints from an
earlier era contributed to the virtual elimination of deposit bottles; recent pres-
sures from environmental groups, however, have forced their return and have
prompted companies to develop low-cost, recyclable plastic bottles.

Another environmental trend, Americans’ insatiable appetite for eating out
(in 1990, restaurant sales accounted for $0.44 of every $1 spent on food; this num-
ber is expected to reach $0.63 by the year 2000), worries food companies such as
Kraft. In response, Kraft is trying to make cooking as convenient as eating out
(e.g., by providing high-quality convenience foods) to win back food dollars.!

The sad tales of companies that seemingly did everything right and yet lost
competitive leadership as a result of technological change abound. Du Pont was
beaten by Celanese when bias-ply tire cords changed from nylon to polyester. B.F.
Goodrich was beaten by Michelin when the radial overtook the bias-ply tire. NCR
wrote off $139 million in electro-mechanical inventory and the equipment to
make it when solid-state point-of-sale terminals entered the market. Xerox let
Canon create the small-copier market. Bucyrus-Erie allowed Caterpillar and
Deere to take over the mechanical excavator market. These companies lost even
though they were low-cost producers. They lost even though they were close to
their customers. They lost even though they were market leaders. They lost
because they failed to make an effective transition from old to new technology.

In brief, business derives its existence from the environment. Thus, it should
monitor its environment constructively. Business should scan the environment
and incorporate the impact of environmental trends on the organization by con-
tinually reviewing the corporate strategy.

The underlying importance of environmental scanning is captured in
Darwinian laws: (a) the environment is ever-changing, (b) organisms have the
ability to adapt to a changing environment, and (c) organisms that do not adapt
do not survive. We are indeed living in a rapidly changing world. Many things
that we take for granted today were not even imagined in the 1960s. As we enter
the next century, many more “wonders” will come to exist.

To survive and prosper in the midst of a changing environment, companies
must stay at the forefront of changes affecting their industries. First, it must be
recognized that all products and processes have performance limits and that the
closer one comes to these limits the more expensive it becomes to squeeze out the
next generation of performance improvements. Second, one must take all compe-
tition seriously. Normally, competitor analyses seem to implicitly assume that the
most serious competitors are the ones with the largest resources. But in the con-
text of taking advantage of environmental shifts, this assumption is frequently
not adequate. Texas Instruments was a $5- to $10-million company in 1955 when
it took on the mighty vacuum tube manufacturers—RCA, GE, Sylvania, and
Westinghouse—and beat them with its semiconductor technology. Boeing was
nearly bankrupt when it successfully introduced the commercial jet plane,
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vanquishing larger and more financially secure Lockheed, McDonnell, and
Douglas corporations.

Third, if the environmental change promises potential advantage, one must
attack to win and attack even to play the game. Attack means gaining access to
new technology, training people in its use, investing in capacity to use it, devis-
ing strategies to protect the position, and holding off on investments in mature
lines. For example, IBM capitalized on the emerging personal computer market
created by its competitor, Apple Computer. By becoming the low-cost producer,
distributor, seller, and servicer of personal computers for business use, IBM took
command of the marketplace in less than two years.

Fourth, the attack must begin early. The substitution of one product or
process for another proceeds slowly and then predictably explodes. One cannot
wait for the explosion to occur to react. There is simply not enough time. B.F.
Goodrich lost 25 percentage points of market share to Michelin in four years.
Texas Instruments passed RCA in sales of active electronic devices in five to six
years.

Fifth, a close tie is needed between the CEO and the operating managers.
Facing change means incorporating the environmental shifts in all aspects of the
company’s strategy.

WHAT SCANNING CAN ACCOMPLISH

Scanning improves an organization’s abilities to deal with a rapidly changing
environment in a number of ways:

1. It helps an organization capitalize on early opportunities rather than lose these to
competitors.

2. It provides an early signal of impending problems, which can be defused if recog-
nized well in advance.

3. It sensitizes an organization to the changing needs and wishes of its customers.

4. Tt provides a base of objective qualitative information about the environment that
strategists can utilize.

5. It provides intellectual stimulation to strategists in their decision making.

6. It improves the image of the organization with its publics by showing that it is
sensitive to its environment and responsive to it.

7. Itis a means of continuing broad-based education for executives, especially for
strategy developers.

THE CONCEPT OF ENVIRONMENT

Operationally, five different types of environments may be identified—techno-
logical, political, economic, regulatory, and social—and the environment may be
scanned at three different levels in the organization—corporate, SBU, and prod-
uct/market level (see Exhibit 6-1). Perspectives of environmental scanning vary
from level to level. Corporate scanning broadly examines happenings in different
environments and focuses on trends with corporate-wide implications. For
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EXHIBIT 6-1
Constituents of Environment

Environment Scanning Level

Corporate
Social SBU
Economic
\ Regulatory Product/Market

—

STATE OF THE ART

example, at the corporate level IBM may review the impact of competition above
and below in the telephone industry on the availability and rates of long-distance
telephone lines to its customers. Emphasis at the SBU level focuses on those
changes in the environment that may influence the future direction of the busi-
ness. At IBM, the SBU concerned with personal computers may study such envi-
ronmental perspectives as diffusion rate of personal computers, new
developments in integrated circuit technology, and the political debates in
progress on the registration (similar to automobile registration) of personal com-
puters. At the product/market level, scanning is limited to day-to-day aspects.
For example, an IBM personal computer marketing manager may review the sig-
nificance of rebates, a popular practice among IBM’s competitors.

The emphasis in this chapter is on environmental scanning from the view-
point of the SBU. The primary purpose is to gain a comprehensive view of the
future business world as a foundation on which to base major strategic decisions.

Scanning serves as an early warning system for the environmental forces that
may impact a company’s products and markets in the future. Environmental
scanning is a comparatively new development. Traditionally, corporations evalu-
ated themselves mainly on the basis of financial performance. In general, the
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environment was studied only for the purpose of making economic forecasts.
Other environmental factors were brought in haphazardly, if at all, and intu-
itively. In recent years, however, most large corporations have started doing sys-
tematic work in this area.

A pioneering study on environmental scanning was done by Francis Aguilar.
In his investigation of selected chemical companies in the United States and
Europe, he found no systematic approach to environmental scanning. Aguilar’s
different types of information about the environment that the companies found
interesting have been consolidated into five groups: market tidings (market poten-
tial, structural change, competitors and industry, pricing, sales negotiations, cus-
tomers); acquisition leads (leads for mergers, joint ventures); technical tidings (new
products, processes, and technology; product problems; costs; licensing and
patents); broad issues (general conditions relative to political, demographic,
national issues; government actions and policies); other tidings (suppliers and raw
materials, resources available, other). Among these groups, market tidings was
found to be the dominant category and was of most interest to managers across
the board.

Aguilar also identified four patterns for viewing information: undirected view-
ing (exposure without a specific purpose), conditioned viewing (directed exposure
but without undertaking an active search), informal search (collection of purpose-
oriented information in an informal manner), and formal search (a structured
process for collection of specific information for a designated purpose). Both
internal and external sources were used in seeking this information. The external
comprised both personal sources (customers, suppliers, bankers, consultants, and
other knowledgeable individuals) and impersonal sources (various publications,
conferences, trade shows, exhibitions, and so on). The internal personal sources
included peers, superiors, and subordinates. The internal impersonal sources
included regular and general reports and scheduled meetings. Aguilar’s study
concluded that while the process is not simple, a company can systematize its
environmental scanning activities for strategy development.2

Aguilar’s framework may be illustrated with reference to the Coca-Cola
Company. The company looks at its environment through a series of analyses. At
the corporate level, considerable information is gathered on economic, social, and
political factors affecting the business and on competition both in the United
States and overseas. The corporate office also becomes involved in special studies
when it feels that some aspect of the environment requires special attention. For
example, in the 1980s, to address itself to a top management concern about
Pepsi’s claim that the taste of its cola was superior to Coke’s, the company under-
took a study to understand what was going on in the minds of their consumers
and what they were looking for. How was the consumption of Coca-Cola related
to their consumers’ lifestyle, to their set of values, to their needs? This study
spearheaded the work toward the introduction of New Coke.

In the mid-1980s, the corporate office also made a study of the impact of
antipollution trends on government regulations concerning packaging. At the
corporate level, environment was scanned rather broadly. Mostly market tidings,
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technical tidings, and broad issues were dealt with. Whenever necessary, in-depth
studies were done on a particular area of concern, and corporate information was
made available to different divisions of the company.

At the division level (e.g., Coca-Cola, USA), considerable attention is given to
the market situation, acquisition leads, and new business ventures. The division
also studies general economic conditions (trends in GNP, consumption, income),
government regulation (especially antitrust actions), social factors, and even the
political situation. Part of this division-level scanning duplicates the efforts of the
corporate office, but the divisional planning staff felt that it was in a position to
do a better job for its own purpose than could the corporate office, which had to
serve the needs of other divisions as well. The division also undertakes special
studies. For example, in the early 1980s, it wondered whether a caffeine-free drink
should be introduced and, if so, when.

The information received from the corporate office and that which the divi-
sion had collected itself was analyzed for events and happenings that could affect
the company’s current and potential business. Analysis was done mostly through
meetings and discussions rather than through the use of any statistical model. At
the Coca-Cola Company, environmental analysis is a sort of forum. There is rela-
tively little cohesion among managers; the meetings, therefore, respond to a need
for exchange of information between people.

A recent study of environmental scanning identifies four evolutionary phases
of activity, from primitive to proactive (see Exhibit 6-2). The scanning activities in
most corporations can be characterized by one of these four phases.3

In Phase 1, the primitive phase, the environment is taken as something
inevitable and random about which nothing can be done other than to accept
each impact as it occurs. Management is exposed to information, both strategic
and nonstrategic, without making any effort to distinguish the difference. No dis-
crimination is used to discern strategic information, and the information is rarely
related to strategic decision making. As a matter of fact, scanning takes place
without management devoting any effort to it.

Phase 2, the ad hoc phase, is an improvement over Phase 1 in that manage-
ment identifies a few areas that need to be watched carefully; however, there is no
formal system for scanning and no initiative is taken to scan the environment. In
addition, that management is sensitive to information about specific areas does
not imply that this information is subsequently related to strategy formulation.
This phase is characterized by such statements as this: All reports seem to indi-
cate that rates of interest will not increase substantially to the year 2000, but our
management will never sit down to seriously consider what we might do or not
do as a company to capitalize on this trend in the pursuit of our goals. Typically,
the ad hoc phase characterizes companies that have traditionally done well and
whose management, which is intimately tied to day-to-day operations, recently
happened to hire a young M.B.A. to do strategic planning.

In Phase 3, the reactive phase, environmental scanning begins to be viewed
as important, and efforts are made to monitor the environment to seek inform-
ation in different areas. In other words, management fully recognizes the
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EXHIBIT 6-2

Four Phases in the Evolution of Environmental Scanning
PHASE 1 PHASE 2 PHASE 3 PHASE 4
Primitive Ad Hoc Reactive Proactive

Face the environment
as it appears

e Exposure to information
without purpose and

Watch out for a likely
impact on the environment

e No active search

e Be sensitive to informa-

Deal with the environment
to protect the future

e Unstructured and
random effect

e Less specific informa-
tion collection

Predict the environment
for a desired future

e Structured and
deliberate effort

e Specific information
collection

tion on specific issues

e Preestablished
methodology

an Impetus

Scanning without \\

Scanning to Make an
Appropriate Response

to Markets and /

Strategic Scanning to
Be on the Lookout for
Competitive Advantage

Scanning to Enhance
Understanding of a

Specific Event ot
Competition

significance of the environment and dabbles in scanning but in an unplanned,
unstructured fashion. Everything in the environment appears to be important,
and the company is swamped with information. Some of the scanned information
may never be looked into; some is analyzed, understood, and stored. As soon as
the leading firm in the industry makes a strategic move in a particular matter, pre-
sumably in response to an environmental shift, the company in Phase 3 is quick
to react, following the footsteps of the leader. For example, if the use of cardboard
bottles for soft drinks appears uncertain, the Phase 3 company will understand
the problem on the horizon but hesitate to take a strategic lead. If the leading firm
decides to experiment with cardboard bottles, the Phase 3 firm will quickly
respond in kind. In other words, the Phase 3 firm understands the problems and
opportunities that the future holds, but its management is unwilling to be the first
to take steps to avoid problems or to capitalize on opportunities. A Phase 3 com-
pany waits for a leading competitor to pave the way.

The firm in Phase 4, the proactive phase, practices environmental scanning
with vigor and zeal, employing a structured effort. Careful screening focuses the
scanning effort on specified areas considered crucial. Time is taken to establish
proper methodology, disseminate scanned information, and incorporate it into
strategy. A hallmark of scanning in Phase 4 is the distinction between macro and
micro scanning. Macro scanning refers to scanning of interest to the entire
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corporation and is undertaken at the corporate level. Micro scanning is often
practiced at the product/market or SBU level. A corporate-wide scanning system
is created to ensure that macro and micro scanning complement each other. The
system is designed to provide open communication between different micro scan-
ners to avoid duplication of effort and information.

A multinational study on the subject concluded that environmental scanning
is on its way to becoming a full-fledged formalized step in the strategic planning
process. This commitment to environmental scanning has been triggered in part
by the recognition of environmental turbulence and a willingness to confront rel-
evant changes within the planning process. Commitment aside, there is yet no
accepted, effective methodology for environmental scanning.*

TYPES OF ENVIRONMENT

Technological
Environment

Corporations today, more than ever before, are profoundly sensitive to techno-
logical, political, economic, social, and regulatory changes. Although environ-
mental changes may be felt throughout an organization, the impact most affects
strategic perspectives. To cope with a changing and shifting environment, the
marketing strategist must find new ways to forecast the shape of things to come
and to analyze strategic alternatives and, at the same time, develop greater sensi-
tivity to long-term implications. Various techniques that are especially relevant
for projecting long-range trends are discussed in the appendix at the end of this
chapter. Suffice it to say here that environmental scanning necessarily implies a
forecasting perspective.

Technological developments come out of the research effort. Two types of
research can be distinguished: basic and applied. A company may engage in
applied research only or may undertake both basic and applied research. In either
case, a start must be made at the basic level, and from there the specific effect on
a company’s product or process must be derived. A company may choose not to
undertake any research on its own, accepting a secondary role as an imitator. The
research efforts of imitators will be limited mainly to the adaptation of a particu-
lar technological change to its business.

There are three different aspects of technology: type of technology, its process,
and the impetus for its development. Technology itself can be grouped into five
categories: energy, materials, transportation, communications and information,
and genetic (includes agronomic and biomedical). The original impetus for tech-
nological breakthroughs can come from any or all of three sources: meeting
defense needs, seeking the welfare of the masses, and making a mark commer-
cially. The three stages in the process of technological development are invention,
the creation of a new product or process; innovation, the introduction of that
product or process into use; and diffusion, the spread of the product or process
beyond first use.

The type of technology a company prefers is dictated, of course, by the com-
pany’s interests. Impetus points to the market for technological development, and
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the process of development shows the state of technological development and
whether the company is in a position to interface with the technology in any
stage. For example, the invention and innovation stages may call for basic
research beyond the resources of a company. Diffusion, however, may require
adaptation, which may not be as difficult as the other two stages.

The point may be illustrated with reference to aluminum cans.> Gone are the
days when almost every soda and beer product on store shelves came in identi-
cal aluminum cans. Sure, Coke was red and Pepsi was blue, but underneath the
paint was the same sturdy, flip-top container. Just as technical advances allowed
the aluminum industry to seize the can business from steel in the 1960s, today
innovations from plastic, glass, and even good old steel, are undermining alu-
minum’s hegemony. That is a problem for Aluminum Co. of America and its com-
petitors in the aluminum industry. Over the past 20 years, they have come to
dominate the $11 billion beverage container market. Cans account for one-fifth of
the aluminum sold in North America, which makes it the industry’s biggest busi-
ness—bigger than airplane parts or siding for houses. Moreover, the can business
has been the key to growth for aluminum companies, which scurried to build
mills in the 1980s. Now they find themselves swamped with capacity. Although
the industry produces a staggering 100 billion cans a year, the number has been
flat since 1994. From 1985-1996, glass increased its share of beer packaging from
31% to 37%, while aluminum’s portion shrank from 56% to 51%. Meanwhile, in
soda, innovations such as Coke’s plastic contour bottle are muscling aluminum
aside. Plastic bottles are even finding their way into vending machines, where
aluminum was once invincible. Now plastic industry researchers are working to
come up with a nonporous compound that could be used to hold beer. This mate-
rials war has forced aluminum to rethink the plain aluminum can and spend
more on eye-catching shapes and textures. It will be interesting to see how far
they succeed in dominating the beverage market.

Consider another example: Startling things have been happening to the
television set in the last few years. For example, Panasonic now offers a color-
projection system with a 60-inch screen. Toshiba Corp. of Japan has developed
large, flat-screen television sets that are so slim that they can hang on the wall
like paintings. Even traditional 19-inch sets aren’t just for looking at anymore;
they are basic equipment on which to play video games, to learn how to spell,
or to practice math. Videodisc players produce television images from discs;
videocassette recorders tape television shows and play prerecorded videotapes.
With two-way television, the viewer can respond to questions flashed on the
screen. Teleprint enables the conversion of television sets into video-display
tubes so that viewers can scan the contents of newspapers, magazines, catalogs,
and the like and call up any sections of interest.¢ Finally, cable television permits
the viewer to call on the system’s library for a game, movie, or even a French
lesson.

The 1990s have been a period of technological change and true innovation.
One of the areas of greatest impact is communications. Until now, electronic com-
munication has largely been confined to the traditional definition of voice
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(telephone), pictures (television), and graphics (computer), three distinct kinds of
communication devices. From now on, electronics will increasingly produce total
communications. Today it is possible to make simultaneous and instantaneous
electronic transmission of voice, pictures, and graphics. People scattered over the
face of the globe can now talk to each other directly, see each other, and, if need
be, share the same reports, documents, and graphs without leaving their own
offices or homes. Consider the impact of this innovation on the airline industry.
Business travel should diminish in importance, though its place may well be
taken by travel for vacations and learning.

To analyze technological changes and capitalize on them, marketing strate-
gists may utilize the technology management matrix shown in Exhibit 6-3. The
matrix should aid in choosing appropriate strategic options based on a business’s
technological position. The matrix has two dimensions: technology and product.
The technology dimension describes technologies in terms of their relationships
to one another; the product dimension establishes competitive position. The inter-
action of these two dimensions suggests desirable strategic action. For example,
if a business’s technology is superior to anything else on the market, the company
should enhance its leadership by identifying and introducing new applications
for the technology. On the other hand, if a business’s technology lags behind the
competition, it should either make a technological leap to the competitive
process, abandon the market, or identify and pursue those elements that are lag-
gards in terms of adopting new technologies.”

Briefly, the rapid development and exploitation of new technologies are caus-
ing serious strategic headaches for companies in almost every type of industry. It
has become vital for strategists to be able to recognize the limits of their core tech-
nologies, know which new technologies are emerging, and decide when to incor-
porate new technology in their products.

In stable governments, political trends may not be as important as in countries
where governments are weak. Yet even in stable countries, political trends may
have a significant impact on business. For example, in the United States one can
typically expect greater emphasis on social programs and an increase in govern-
ment spending when Democrats are in power in the White House. Therefore,
companies in the business of providing social services may expect greater oppor-
tunities during Democratic administrations.

More important, however, are political trends overseas because the U.S. econ-
omy is intimately connected with the global economy. Therefore, what goes on in
the political spheres of other countries may be significant for U.S. corporations,
particularly multinational corporations.

The following are examples of political trends and events that could affect
business planning and strategy:

1. An increase in geopolitical federations.
a. Economic interests: resource countries versus consumer countries.
b. Political interests: Third World versus the rest.
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TECHNOLOGY POSITION
Different Technology
Product Position Same Technology Older Technology Newer Technology
Behind competitors Take traditional strategic Evaluate viability of your Evaluate availability of
actions technology resources to sustain tech-
— Assess marketing — Implement newer nology development and
strategy and target technology full market acceptance
markets — Divest products based — Continue to define
— Enhance product on older technology new applications and
features product enhancements
— Improve operational — Scale back operations
efficiency

Ahead of competitors

Define new applications
for the technology and
enhance products accord-

ingly

Take advantage of all
possible profit

Define new applications
for the technology and
enhance products accord-

ingly

Source: Susan J. Levine, “Marketers Need to Adopt a Technological Focus to Safeguard Against Obsolescence,” Marketing News (28
October 1988): 16. Reprinted by permission of the American Marketing Association.
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11.

12.

Rising nationalism versus world federalism.

a. Failure of the United Nations.

b. Trend toward world government or world law system.

Limited wars: Middle East, Serbia-Croatia.

Increase in political terrorism; revolutions.

Third-party gains in the United States; rise of socialism.

Decline of the major powers; rise of emerging nations (e.g., China, India, Brazil).
Minority (female) president.

Rise in senior citizen power in developed nations.

Political turmoil in Saudi Arabia that threatens world oil supplies and peace in
the Middle East.

Revolutionary change in Indonesia, jeopardizing Japanese oil supplies.
Revolutionary change in South Africa, limiting Western access to important
minerals and threatening huge capital losses to the economies of Great Britain,
the United States, and Germany.

Instability in other places where the economic consequences could be impor-
tant, including Mexico, Turkey, Zaire, Nigeria, South Korea, Brazil, Chile, and
the People’s Republic of China.

Already in 1997-1998 we have seen the overwhelming impact that political
shocks can have on the world economy. The value of the Indonesian rupiah is the
perfect illustration: it was not just the product of an arbitrary monetary policy
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that was temporarily out of control but a rational response to problems that were
fundamentally political. The Indonesian government in the 1990s continued to
incur huge budget deficits and kept on borrowing, making itself dangerously
dependent on the inflows of foreign capital. As the new government took over in
1998, inflation was high and the country became vulnerable to capital flight, leav-
ing no choice for the government but to devalue the rupiah. The weakened
Indonesian economy, staggered by the deep devaluation of the rupiah, had strong
reverberations for the United States, with hundreds of thousands of jobs and bil-
lions of dollars of export business lost.

Marketing strategy is deeply affected by political perspectives. For example,
government decisions have significantly affected the U.S. automotive industry.
Stringent requirements, such as fuel efficiency standards, have burdened the
industry in several ways.8 The marketing strategist needs to study both domestic
and foreign political happenings, reviewing selected published information to
keep in touch with political trends and interpret the information as it relates to the
particular company.

Governments around the world help their domestic industries strengthen
their competitiveness through various fiscal and monetary measures. Political
support can play a key role in an industry’s search for markets abroad. Without
it, an industry may face a difficult situation. For instance, the U.S. auto industry
would benefit from a U.S. government concession favoring U.S. automotive
exports. European countries rely on value-added taxes to help their industries.
Value-added taxes are applied to all levels of manufacturing transactions up to
and including the final sale to the end user. However, if the final sale is for
export, the value-added tax is rebated, thus effectively reducing the price of
European goods in international commerce. Japan imposes a commodity tax on
selected lines of products, including automobiles. In the event of export, the
commodity tax is waived. The United States has no corresponding arrangement.
Thus, when a new automobile is shipped from the United States to Japan, its U.S.
taxes upon export are not rebated and the auto also must bear the cost of the
Japanese commodity tax (15 or 20 percent, depending on the size of the vehicle)
when it is sold in Japan. This illustrates how political decisions affect marketing
strategy.

Economic trends and events affecting businesses include the following possibilities:

Depression; worldwide economic collapse

Increasing foreign ownership of the U.S. economy

Increasing regulation and management of national economies

Several developing nations become superpowers (e.g., Brazil, India, China)
World food production: famine relief versus holistic management

Decline in real world growth or stable growth

Collapse of world monetary system

High inflation

Significant employee-union ownership of U.S. businesses

Worldwide free trade
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It is not unrealistic to say that all companies, small or large, that are engaged
in strategic planning examine the economic environment. Relevant published
information is usually gathered, analyzed, and interpreted for use in planning. In
some corporations, the entire process of dealing with economic information may
be manual and intuitive. The large corporations, however, not only buy specific
and detailed economic information from private sources, over and above what
may be available from government sources, but they analyze the information for
meaningful conclusions by constructing econometric models. For example, one
large corporation with nine divisions has developed 26 econometric models of its
different businesses. The data used for these models are stored in a database and
are regularly updated. The information is available online to all divisions for fur-
ther analysis at any time. Other companies may occasionally buy information
from outside and selectively undertake modeling.

Usually the economic environment is analyzed with reference to the follow-
ing key economic indicators: employment, consumer price index, housing starts,
auto sales, weekly unemployment claims, real GNP, industrial production, per-
sonal income, savings rate, capacity utilization, productivity, money supply
(weekly M1: currency and checking accounts), retail sales, inventories, and
durable goods orders. Information on these indicators is available from govern-
ment sources. These indicators are adequate for short-run analysis and decision
making because, by and large, they track developments over the business cycle
reasonably well. However, companies that try to base strategic plans on these
indicators alone can run into serious trouble. Deficiencies in the data prove most
dangerous when the government moves to take a more interventionist role in the
economy. Further, when the ability of statistical agencies to respond has been
hampered by unprecedented budget stringency, rapid changes in the structure of
the economy cause a gradual deterioration in the quality of many of the economic
statistics that the government publishes.

The problem of government-supplied data begins with a recondite document
called the Standard Industrial Classification (SIC) Manual, which divides all eco-
nomic activity into 12 divisions and 84 major groups of industries. The SIC
Manual dictates the organization of and the amount of data available about pro-
duction, income, employment, and other vital economic indicators. Each major
group has a two-digit numerical code. The economy is then subdivided into hun-
dreds of secondary groups, each with a three-digit code, and is further subdi-
vided into thousands of industries, each with four-digit codes. But detail in most
government statistical series is available only at the major group level; data at the
three-digit level are scarce; at the four-digit level, almost nonexistent. Thus, infor-
mation available from public sources may not suffice.

To illustrate the effect of economic climate on strategy, consider the following
trends. In the more elderly capitalist countries, it is expected that old markets will
become saturated much faster than new markets will take their place. Staple con-
sumer goods, such as cars, radios, and television sets, already outnumber house-
holds in North America and in much of Western Europe; other products are fast
approaching the same fate. The slow growth of populations in most of these
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countries means that the number of households is likely to grow at only about 2
percent annually to the year 2000 and that demand for consumer goods is
unlikely to grow any faster. Furthermore, while demand in these markets
decreases, supply will increase, leading to intensified price competition and pres-
sure on profit margins.

For example, as we enter the new century, the auto industry is likely to suffer
from overcapacity. It is expected that there will be three buyers for every four
cars.? Already the market concentration in many consumer sectors has fallen sig-
nificantly, mainly because of increased foreign competition. And the expansion of
production capacity in such primary industries as metals and chemicals, espe-
cially in developing countries, may bring some kind of increased competition to
producer goods.

These trends indicate the kind of economic issues that marketing strategists
must take into account to determine their strategies.

The ultimate test of a business is its social relevance. This is particularly true in a
society where survival needs are already being met. It therefore behooves the
strategic planner to be familiar with emerging social trends and concerns. The rel-
evance of the social environment to a particular business will, of course, vary
depending on the nature of the business. For a technology-oriented business,
scanning the social environment may be limited to aspects of pollution control
and environmental safety. For a consumer-products company, however, the
impact of the social environment may go much further.

An important aspect of the social environment concerns the values con-
sumers hold. Observers have noted many value shifts that directly or indirectly
influence business. Values mainly revolve around a number of fundamental con-
cerns regarding time, quality, health, environment, home, personal finance, and
diversity.10

Orientation Toward Time. Given the scarcity of time and/or money to have
products repaired or to buy new ones, consumers look for offerings that endure.
Time has become the scarce resource as the result of the prevalence of dual
income-earning households. Convenience is a critical source of differential
advantage, particularly in foods and services. In addition, youth are making or
influencing more household purchasing decisions than ever before. Moreover, as
the population ages, time pressures become more widespread and acute.
Consumers are going to need innovative and, in some cases, almost customized
solutions. With time generally scarcer than money, offerings that ease time pres-
sures will garner higher margins. For example, today’s average consumer, more
often than not a woman, takes just 21 minutes to do her shopping—from the
moment she slams her car door in a supermarket parking lot to the moment she
climbs back in with her purchases. In that time, she buys an average of 18 items,
out of 30,000 to 40,000 choices. She has less time to browse; it is down 25% from
five years ago. She isn’t even bothering to check prices. She wants the same prod-
uct, at the same prices, in the same row, week after week. Under such a scenario,
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it does not make sense for P&G to make 55 price changes a day across 110 brands,
offering 440 promotions a year, tinkering with package size, color and contents.
To keep up with time, after 159 years P&G changed the name of its sales depart-
ment to Customer Business Development, and let consumers drive supply than
to force-feed retailers by making them buy more products than they can sell. To
implement this concept involved everything from truck schedules to helping
clean retailers’ shelves of accumulated grime. It has prompted the tight-lipped
company to share its consumer research with retailers. Gone are 27 types of pro-
motions. All in all, P&G hopes to save $1.35 billion by the turn of the century.11

Quality. Given the standards set by the influx of imported products,
American consumers have developed a new set of expectations regarding qual-
ity; hence, they assign high priorities to those offerings that provide optimal
price/quality. We are witnessing a move toward the adoption of a greater
price/quality orientation in mass markets. There will continue to be a strong gen-
eral desire for authenticity and lasting quality. Consumers will require fewer and
more durable products rather than more ephemeral, novelty products.
Heightened consumer expectations will translate into trying a manufacturer once.
If the value, the quality, or the intrinsic characteristics that the consumer demands
are not found, the consumer will not return to that manufacturer.

Health. A large and growing segment of the American population has
become increasingly preoccupied with health. Health concerns are a function of
both an aging population and changing predispositions. America is hungry for
health and is impatient for its achievement. Industry experts are predicting that
nutritional tags, such as “low in fat,” will probably be the newest food fad to
sweep the United States. There is some consensus that a diet rich in soluble fiber
and low in fat and a lifestyle that includes plenty of regular exercise reduce cho-
lesterol. As an aging population strives to maintain its youth and vitality, alcohol
and tobacco consumption and other unhealthy dietary habits will continue to
decline. In short, American consumers have become highly health conscious. The
impact of this trend will not only be felt in the grocery store but in the travel and
hospitality sectors of the economy, as well as in an array of services that con-
tribute to lifelong wellness.

Environment. Perhaps the 1990s became the “earth decade.” A growing
number of Americans consider themselves “environmentalists.” Outdoor activi-
ties, such as rock-climbing expeditions and whitewater rafting, are superseding
more vicarious, passive ways of spending time. This heightened appreciation of
the outdoors is being translated in choice criteria in the marketplace. Hence, more
and more marketers are pressured into adopting “green” strategies; that is, offer-
ing products and services that are beneficial to the environment.12

Home. Inamore domesticated society, the many technological innovations of
recent years are making staying at home more fun. Some of the most beneficial
advances of this home-centered decade are in the design and construction of
houses that resemble self-contained entertainment/educational activity centers.
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The recent slump in the housing market has rebounded, and opportunities for
marketers to provide creative, more personalized, high-value offerings in home
furnishings are evolving.13

Personal Finance. Most experts on consumer behavior expect that in the new
century, people will be more frugal than they were in the past. The slow-and-
steady consumer approach spawned by an attitude for upscale products that may
outstrip finances makes every purchase especially important. We are witnessing
several important consumer finance trends. First, consumers continue to seek out
the best price/value before buying and accordingly place downward pressure on
seller profit margins. Second, American consumers may have the income to
spend freely, but recent economic difficulties nonetheless have caused them to
remain cautious. Finally, quality is insisted upon, and a competitive premium
price is willingly paid for performance and durability.

Diversity of Lifestyles. The predominance of diverse lifestyles is reflected by
the significant increase in the number and the stature of women in the labor mar-
ket. The increased presence of women in the labor force has dramatically influ-
enced how men and women relate to one another and the personal and
professional roles assumed by each. With 70 percent of women holding jobs out-
side the home, millions of men are doing chores their fathers would never have
dreamed of. For example, men bought 25 percent of the groceries in the United
States in 1991, up from 17 percent five years earlier.14 There has also been a dra-
matic change in racial integration and improved race relations. The United States
has also witnessed the development of openly gay and lesbian lifestyles as well
as an increase in the number of unmarried, cohabitating relationships. Significant
changes in attitudes toward work and careers have also resulted in a new sense
of independence and individuality. Accordingly, there has been an upsurge in the
number of people who are self-employed. Experts hold that this pattern of social
diversity will likely continue into the future. Social diversity creates opportunities
for marketers to develop personalized offerings that allow individuals to derive
satisfaction in the pursuit of different living alternatives.

In conclusion, American consumers will continue to search for basic values
and will experience heightened ethical awareness.l> Consumers will still care
about what things cost, but they will value only things that will endure—family,
community, earth, faith.

Information on social trends may be derived from published sources. The
impact of social trends on a particular business can be studied in-house or with
the help of outside consultants. A number of consulting firms specialize in study-
ing social trends.

Let us examine the strategic impact of two of the value shifts mentioned
above: orientation toward time and concern for health. Consider the retail indus-
try. Little is being done to support consumers in their quest to reduce shopping
stress, although stress is a major consumer concern. Fast service has been the
basis for growth for a number of well-known firms, among them American
Express, McDonald’s, and Federal Express; however, only a small but significant
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number of businesses have recognized and responded to the consumer’s lack of
free time for shopping and service transactions:

¢ Dayton-Hudson has moved away from a maze-like floor design to a center aisle
design, making it easier for customers to find their way through the store. At
Childworld, toys are coordinated in learning centers so that buyers can examine
and play with products. Management feels that this arrangement enables buyers
to shop more quickly.

¢ Anew firm, Shopper’s Express, is assisting large chains such as A&P and
Safeway by taking telephone orders and delivering merchandise.

¢ Rather than forcing the consumer to sit at home for an entire day awaiting a ser-
vice call, GE, for years, has been making specific service appointments.

® Sears now offers six-day-a-week and evening repair service. In addition, in speci-
fying when a repair person will arrive, Sears assigns a two-hour window.

¢ Montgomery Ward authorizes 7,700 sales clerks to approve sales checks and han-
dle merchandise returns on their own, eliminating the time needed to get a floor
manager’s approval.

e Burger King uses television monitors that enable drive-up customers to see the
waiter and the order.

* A&P, Shop Rite, and Publix are experimenting with automated grocery checkout
systems that reduce waiting time in checkout lines.

e Wegman'’s, a supermarket chain in Rochester, New York, has a computer avail-
able for entering deli orders so that the customer does not have to wait to be
served. The customer simply enters the order and picks it up on the way out of
the store.16

More and more companies need to focus on developing shopping support
systems and environments that help customers move through the buying process
quickly. For firms that pride themselves for providing customers with a leisurely
shopping environment, this will be a radical departure. Firms accepting this chal-
lenge will be able to support and stay closer to their customers through such
changes. In addition, firms that help customers reduce shopping time will be able
to differentiate themselves from competitors more easily.

For health reasons, salads and fish are replacing the traditional American din-
ner of meat and potatoes. Vegetarianism is on the rise. According to Time, about 8
million Americans call themselves vegetarians.l” Increasing varieties of decaf-
feinated coffee and tea and substitutes for sugar and salt are crowding super-
market shelves. Shoppers are reading the small print to check for artificial
ingredients in foods and beverages that they once bought without a thought.
Smoking is finally declining. Manufacturers and retailers of natural foods are
building a healthy “health industry.” Even products that do not easily accommo-
date healthier choices are being redeveloped in response to consumer concerns.
For example, Dunkin Donuts has yanked the egg yolks from all but four of its 52
varieties to make its donuts cholesterol-free.18 Fast food firms—McDonald’s
Corporation and Hardee’s Food Systems, for example—have introduced low-fat
foods into their menus.1?

The nation’s dramatic new awareness of health is prompting these changes.
The desire to feel better, look younger, and live longer exerts a powerful influence
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on what people put into their bodies. This strong force is now moving against a
well-entrenched habit that affects millions and dates back to biblical times—the
consumption of too much alcohol.20

Health substitutes for alcoholic beverages, labeled “dealcoholized” bever-
ages, are now being offered to American consumers. For some time, gourmet food
shops have stocked champagne-like bottles of carbonated grape juice and cans
containing a not-fully-brewed mixture of water, malt, corn, yeast, and hops.
Except for their packaging, these alcohol-free imitations failed to resemble wine
and beer, especially in the crucial area of taste. New dealcoholized beverages,
however, are fully fermented, or brewed, before their alcohol is separated out—
either by pressure or heat—to below an unnoticeable 0.5 percent, the federal max-
imum before classifying a drink as alcoholic. The taste and body of the new
beverages match that of their former alcoholized selves.

This 0.5 percent level is so low that a drinker would need to consume 24
glasses of dealcoholized wine or 8 cans of dealcoholized beer to obtain the
amount of alcohol in one 4-ounce glass of regular wine or one 12-ounce can of
regular beer. Thus, the drinker avoids not only intoxication but also worthless
calories. A regular glass of wine or beer has about 150 calories, while their deal-
coholized copies contain about 40 to 60 calories, respectively. And their prices are
the same.?! Introduced in Europe about five years ago, dealcoholized wines are
slowly making headway in the United States.

Government influence on business appears to be increasing. It is estimated that
businesses spend, on the average, twice as much time fulfilling government
requirements today as they did 10 years ago.22 Consider the case of Frito-Lay,
which has long been America’s leading salty snack company.23 In recent years, the
PepsiCo Subsidiary, whose offerings include Lay’s Potato Chips and Rold Gold
Pretzels, has boosted its industry market share from 38% to 55%. Because of this
stellar performance, the Justice Department suspects that something must be ran-
cid at Frito-Lay. The Justice Department is said to be looking hard at Frito-Lay’s
use of shelf allowances, a common retailing practice in which manufacturers pay
stores up to $100,000 a foot for desirable shelf space. Among other things, inves-
tigators want to know if Frito-Lay has been purchasing more space than it needs
in order to muscle out competitors. Since 1990, Frito-Lay has beaten a number of
competitors. Anheuser-Busch sold its Eagle Snack division to Frito-Lay in 1996
after persistently losing money since they entered the field in 1979. Another well-
known casualty was Borden, whose market share declined from 12% to 5%.
Dozens of independent regional snack companies have folded in recent years.
Frito-Lay makes no bones about it and asks, Is it really a crime to be better than
everyone else?

Interestingly, government in recent years has changed its emphasis from reg-
ulating specific industries to focusing on problem areas of national interest,
including environmental cleanup, elimination of job discrimination, establish-
ment of safe working conditions, and reduction of product hazards. A number of
steps have been taken toward deregulation of various industries.
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This shift in focus in the regulatory environment deeply affects the internal
operations of business. To win or even survive in the competitive, free-for-all
environment that follows deregulation, companies in once-regulated industries
must make some hard choices. Astute management can avoid some of the trauma
by developing an explicit strategy to operate in a deregulated environment well
in advance of the event, rethinking relationships with customers, considering
new roles to play in the market, and realigning their organizations accordingly.

To study the impact of the regulatory environment, that is, of laws already on
the books and of pending legislation, legal assistance is required. Small firms may
seek legal assistance on an ad hoc basis. Large firms may maintain offices in
Washington staffed by people with legal backgrounds who are well versed in the
company’s business, who know important government agencies from the point
of view of their companies, who maintain a close liaison with them, and who pass
on relevant information to planners in different departments of their companies.

ENVIRONMENTAL SCANNING AND MARKETING STRATEGY

The impact of environmental scanning on marketing strategy can be illustrated
with reference to videotex technology.24 Videotex technology—the merging of
computer and communications technologies—delivers information directly to the
consumer. The consumer may instantly view desired textual and visual informa-
tion from on-line databases on television screens or other video receivers by
pushing the appropriate buttons or typing the proper commands.

Possibilities for business and personal use of videotex are as endless as the
imagination. Consumers are already utilizing videotex for shopping, travel, per-
sonal protection, financial transactions, and entertainment, in greater privacy and
autonomy than ever before.

With the mechanism for getting things done most efficiently and cost effec-
tively, marketing strategists have begun to explore the implications of videotex on
marketing decisions. Videotex will alter the demand for certain kinds of goods and
services and the ways in which consumers interact with marketing activities. For
the first time, the average consumer, not just the affluent consumer, can interact
directly with the production process, dictating final product specifications as the
product is being manufactured. As small-batch production becomes more cost-
effective, this type of consumer-producer interaction will become more common.

Product selection might also be enhanced by videotex, as sellers stock a more
complete inventory at fewer, more central locations rather than dealing with
many retail outlets. Because packages will no longer serve as the communications
vehicle for selling the product, less money will be spent on packaging. Product
changes can also be kept up-to-date. Information on videotex will be current, syn-
thesized, and comprehensive. The user will have the power to access only desired
information at the time it is desired. Advertising messages and articles will be
available in index form.

Direct consumer interaction with manufacturers will eliminate distribution
channels. Reduced or zero-based inventory will reduce obsolescence and turnover
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costs. Centrally located warehouses and new delivery routes will become increas-
ingly cost-effective. The remaining retail stores will be transformed into show-
rooms with direct-order possibilities via view-data-like terminals.

Promotional material will become more educational and information-based,
including the provision of product specifications and independent product eval-
uations. Interactive video channels will provide advertisers and interested shop-
pers with prepackaged commercials and live shopping programs.

With more accurate price and product information, more perfect competition
will result. Price discrepancies will be reduced. Consumers will engage in more
preshopping planning, price-comparison shopping, and in-home shopping.

The market segment concept will be more important than ever before. The
individualizing possibilities of videotex will enable the seller to measure and
reach segments with unparalleled accuracy and will also enable consumers to
effectively self-segment. Advertisers and consumers will benefit from 24-hour,
7-day-a-week salespeople. Everyone will be better prepared through videotex to
satisfy customers.

ENVIRONMENTAL SCANNING PROCEDURE

Like any other new program, the scanning activity in a corporation evolves over
time. There is no way to introduce a foolproof system from the beginning. If con-
ditions are favorable—if there is an established system of strategic planning in
place and the CEO is interested in a structured effort at scanning—the evolution-
ary period shortens, of course, but the state of the art may not permit the intro-
duction of a fully developed system at the outset. Besides, behavioral and
organizational constraints require that things be done over a period of time. The
level and type of scanning that a corporation undertakes should be custom
designed, and a customized system takes time to emerge into a viable system.

Exhibit 6-4 shows the process by which environmental scanning is linked to
marketing strategy. Listed below and on the next pages are the procedural steps
that explain this relationship.

1. Keep a tab on broad trends appearing in the environment—Once the scope of
environmental scanning is determined, broad trends in chosen areas may be
reviewed from time to time. For example, in the area of technology, trends in
energy utilization, material science, transportation capability, mechanization and
automation, communications and information processing, and control over nat-
ural life may be studied.

2. Determine the relevance of an environmental trend—Not everything happening
in the environment may be relevant for a company. Therefore, attempts must be
made to select those trends that have significance for the company. There cannot
be any hard-and-fast rules for making a distinction between relevant and irrele-
vant. Consider, for example, the demise of the steam locomotive industry.
Management’s creativity and farsightedness would play an important role in a
company’s ability to pinpoint relevant areas of concern. Described below is one
way (for a large corporation) of identifying relevant trends in the environment:



EXHIBIT 6-4
Linking Environmental Scanning to Corporate Strategy

Scanning the Environment

External
Environment
®pPolitical
®Social
®Fconomic
®Regulatory
®Techno-
logical

Inputs
from
Int