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(A) MARKETING
MEANING AND NATURE:

Marketing is an important socio-economic. activity that is
essential for satisfaction of human wants. It is a key function in
management that facilitates expansion of business activities and
raising social welfare. Marketing consists of activities that
facilitate exchanges meant to satisfy consumer needs and wants. It
is about identifying and meeting human and social needs.

DEFINITIONS:

(1)

(2)

(3)

According to American Marketing Association, “Marketing
consists of the performance of business activities that direct the flow
of goods and services from producers or suppliers to consumers or
end-users.”

In the words of Philip Kotler, “Marketing 1s a societal process by

 which individuals and groups obtain what they need and want

through creating, offering and freely exchanging products and
services of value with others.”

Marketing is the process of discovering and translating. consumer
needs and wants into products and services, creating demand for
these products and services and then in turn expanding this
demand. '

—H. L. Hansen

Thus marketing may be defined as those as those business
functions which are most directly and primarily concerned with

three activities:

(1) _The recognition of the demand,
(2) -_The stimulation of demand,
(3) The satisfaction of demand.
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NATURE OF MARKETING:

Marketing is meeting needs profitability. In the words of Peter
Drucker, “The aim of marketing is to know and understand the
customer so well the product or service fits him and sells itself,
The aim of marketing is to make selling superfluous”. He further
added “Marketing is so basic that it is not just enough to have a
strong sales department and to entrust marketing to it. Marketing
is not only much broader than selling; it is not a specialized
activity at all. It encompasses the entire business. It is the whole
business seen from the point of view of its final result, that is from
the customer’s point of view. Concern and re5p6nsibility for
marketing must therefore permeate all areas of the enterprise.”

In most organizations today, marketing is considered to be an
activity just to support sales, advertising promotions to sell more
of the company’s products and services. Such companies view the
goal of marketing as selling more things to more people for more
money. However, the main problem with this view of marketing
is that it does not describe marketing but a related business
activity, that is sales. Selling more things to more people for more
money is sales and not marketing. There is a vast difference
between sales and marketing. Marketing is a business discipline
and a specialized acﬁvity that is much broader than sales.

FEATURES / CHARACTERISTICS OF MARKETING:

Marketing is the process that brings about voluntary exchange
transactions between a marketer and a customer. The features/
characteristics of marketing is as follows:

(1) Human Activity: The term marketing primarily is a human
activity under which human needs are satisfied by human-

efforts. Thus marketing is a human action for human
satisfaction. . .
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(3)

(4)

(5)

(6)
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Relates to Goods and Services: Marketing basically relates tq
the exchange of goods and services for money. This results in
trade transactions between the buyers and sellers.

Regular and Continuous: Marketing is an activity in which
goods and services are manufactured and distributed to
consumers on a regular and continuous basis. There should
be a regular and large-scale supply of goods and services for

effective marketing.

Marketing Begins with Customer Needs: Marketing begins
with ascertaining the needs and wants of potential customer.
It tries to anticipate needs and then determine what goods
and services are to be developed. This also includes decisions
about product features, quality, design and packaging, price,
credit policies, intermediaries, advertising and sales policies,
after-sales, customer service, warranty etc.

Applies to Profit and Non-Profit Organizations: Marketing
applies to both profit and non-profit organizations. Profit is
the objective for most business firms. But non-profit
organizations may seek more members Or ‘donations or
acceptance of an idea. Consumer or clients may be individual
consumers, business firms, non-profit —organizations,

government agencies or even foreign nations.

Builds a Relationship With Customer: Marketing tries to
identify and satisfy customer needs and wants. Marketing
activities do not end with a single sale but rather it tries to
develop a long term relationship with customers. It ensures
that in future, when the customer has same need again, or
some other need that the firm can meet, other sales will
follow. The long lasting relationship is beneficial to both the
firm as well as the customers.
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Integrated Function: Marketing is an integrated function and
all the marketing decisions are linked with each other. One
decision will automatically lead to another decision. For
example, if a company has decided to launch a product for
limited number of customers then its price will be high and
that product will be available through exclusive distribution
system and the promotion strategy will depend on the media
preferred by the target market. So, if a company decides the
first step then decisions regarding the remaining steps will
follow.

Creation of Utilities: Marketing creates four components of
utilities viz. time, place, possession and form. The form utility
refers to the product or service a company offers to their
customers. The place utility refers to the availability of a
product or service in a location i.e. easier for customers. By
time utility, a company can ensure that products and services
are available when customers need them. The possession

‘utility gives customers ownership of a product or service and

enables them to derive benefits in their own business.

Increases Standard of Living of People: Marketing
continuously identifies the needs and wants satisfying
products or services. It aims to provide new varieties of
quality goods and services to customers. People are likely to
spend the additional income over and above the disposable
income on new and better products/ services. Thus
marketing makes it possible for people to have ‘easy
accessibility to products and helps in improving the standard
of living of customers. '

(10) Socio-Economic Significance: Marketing develops new ways

of life in society and makes the society progressive and
dynamic. Further, it promotes exports, ensures optimum
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utilization of all resources and creates massive employmg,

opportunities.
MARKETING AS AN ART:

Art is that part of the knowledge which enables us to reach o
goals and tells us the manner in which we may attain q
objectives in the best possible manner. The more one practices
art, the more proficient he/ she becomes in it.

Marketing is an art because it is the creativity, innovation an

imagination of the managers that have been put into practice f
get the desired results: 35

MARKETING AS A SCIENCE:

Science may be defined as a systematic body of knowledg
based on certain principles which are universally applicable. Th
-principles of science are based upon experiments, constar
‘research, observation, collection of data and its interpretation. Th
scientific laws establish the relationship between cause and effec
and their results are definite and accurate.

Natural sciences tells what is going to happen under certair
conditions. Marketing, like any other natural science, builds :
body of valid laws and principles, e.g., the rise and fall in the
customer income, directly results in the fall or rise in sales o
products/ services of a business organization.

It can be said that marketing is a science but not a pure science
as it is about understanding and influencing behaviours. This is
similar to Newton's' third law-cause and effect. For every

marketing action there is a reaction. E.g. Promotional offers lead
to increase in sales. it

Thus we can conclude that marketing is both as an art as well

as science. It consists of certain principles and rules that are put to
use in the best possible manner in order to get the best results. In
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‘the words of Philip Kotler, “Marketing is the science and art of
exploring, creating, and delivering value to satisfy the needs of a target

‘market at a profit” (Kotler, 2001-2012). For marketing to be
'successful it needs to blend both science and art.

iMARKETING AS A BUSINESS DISCIPLINE:

Marketing is. a way of thinking and an approach to business
that is based on the orgénization's attempt to meet its customers'
‘needs in the best possible manner and to simultaneously create
‘value for the organization and for the customers. Marketing is
:ﬁmdamentally about understanding customers because they are
directly relevant to the most basic business objective i.e. profit.

Successful companies recognize the words of David Packard,
Hewlett Packard’s chief executi{fe, when he said, “Marketing is
too important to leave to the marketing department”. What he
meant was that marketing is a philosophy that places the
customer-not the marketing department-at the centre of business.
It is the responsibility of everyone within the company to focus on
anticipating and -satisfying the customers’ need-s_and,wants.

Marketing department frequently controls the most visible
aspects of marketing, such as advertising and promotions.
However, successful marketing relies upon cross-functional co-
operation. Marketing is the process used to determine what
~products or services may be of interest to customers, and the

resulting application of the marketing strategy across sales,
communications and business development.

Marketing management is a business discipline which focuses
on the practical application of marketing techniques and the
management of a firm's marketing resources and activities.
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MARKETING AS A VALUE CREATION PROCESS:

Marketing is a process of creating and delivering value. In fact,
value-creation and value-delivery is the main task of marketing.
The marketer delivers value to the customers basically through
market offers and ensures that the offer fulfils the needs of the
customers. He also ensures that the customer perceives the termg
and conditions of the offer as more attractive, vis-a-vis other
competing offers.

In the first place, the marketer creates the product that will
meet the identified needs of the consumer. Second, he carries out
functions such as transportation and storage, so that the product
can conveniently reach the consumer. Third, he communicates the
benefits of the offer to the consumer by carrying out various
promotional activities such as personal selling, advertising and
sales promotion. Lastly, he handles the price mechanism by
arriving at a price that is acceptable to the consumer. These are the

elements with which the marketer accomplishes his value
delivering task. ™

Marketing is the process by which companies create value for
the customers and build strong customer relationships in order to

capture value from customers in return.
m

_ Capture
Create value for customers and value form
build customer relationships customers
in return
Understand the Design a Construct a Build profitable Capture
marketplace customer- marketing relationships value from
and cuslomer driven program that and create customers
needs and —P marketing — delivers customer delight to create
wanlts stra tl«'gy ?!\lpl'filll' pmfils .l!'ld
value customer
quality

Fig. 1.1: Marketing as a Value Creation Process

%

[Source: Marketing Management, Philip Kotler)

Al
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THE MARKETING PROCESS COMPRISE OF:

(1) Understanding the market place and customer needs and
wants.

(2) Design customer driven marketing strategices.

(3) Integrated marketing program that delivers superior

value.

(4) Building profitable relationship and create customer
delight.

(5) Capturing value from customers to create profits and
customer equity.

Marketers must create value for products by providing
education, creating a need, and reaching the target market. It is
important to educate the internal employees and shareholders of a
company to get their support, input, and participation in
marketing new product/ services.

(B) STRATEGIC DECISIONS

A strategic decision involves the creation, change or retention

of a strategy. Such decision is usually costly in terms of the
resources and time required to reverse or change it. These
decisions are concerned with the environment in which the firm
operates, the entire resources and the people who form the
company, as well as the interface between the two.

CHARACTERISTICS/FEATURES OF STRATEGIC
DECISIONS:

e Strategic decisions are concerned with possessing new
resources, organizing and reallocating them.

e Strategic decisions deal with harmonizing organizational
resource capabilities with the threats and opportunities.
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Strategic decisions deal with the range of organizationg]

activities having a larger time frame.

Strategic decisions involve a change of major kind since ap

organization operates in ever-changing envir onment.
Strategic decisions are complex in nature and uncertain
thereby involving huge risk.

Strategic decisions are taken at the top most level.

Strategic decisions are different from administrative and
operational decisions. Administrative decisions are routine
decisions that facilitate strategic decisions, whereas
operational decisions are technical decisions which help
execution of strategic decisions. -

NATURE OF STRATEGY:

Strategy is véry commonly used today in business to describe

what actions managers would take to achieve organization’s goals
and objectives.' Strategy generally involves setting goals,

determining actions to achieve the goals, and mobilizing

resources to execute the actions. A strategy describes how the
goals will be achieved with the resources available.

DEFINITIONS:

(1)

(2)

“Strategy is the determination of basic long term goals and
objectives of an enterprise and the adoption of courses of action and
allocation of resources necessary for carrying out these goals.”

“A strategy is a unified, comprehensive and integrated plan that
relates the strategic advantages of the firm to the challenges of the
environment. It is designed to ensure that the basic objectives of the

enterprise are achieved. through its proper “execution by the
organization.”

~ Lawrence R. Jauch and William F. Glueck

y



Introduction to Strategic Marketing Manancment E'gm‘g‘ 11

Henry Mintzberg described five definitions of strategy in 1998:

e s

Fig. 1.2: Mintzberg’s 5 Ps of Strategy

Strategy as plan: A dii'ected course of action to achieve an
intended set of goals.

Strategy as pattern: A consistent pattern of past behaviour,
with a strategy realized over time rather than planned or
intended. Where the realized pattern-was different from the
intent, he referred to the strategy as emergent;

e Strategy as position: Locating brands, products, or
companies within the market, based on the conceptual
framework of consumers or other stakeholders; a strategy
determined primarily by factors outside the firm;

Strategy as ploy: A specific manoeuvre intended to outwit a

competitor; (strategy designed to provoke a competitors
reaction);

Strategy as perspective: Executing strategy based on a
“theory of the business” or natural extension of the mind-set
or ideological perspective of the organization.
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Mintzberg argues that strategy emerges over time as il’ltentionS
collide with and accommodate a changing reality. Thus, One
might start with a perspective and conclude that it calls fo ,
certain position, which is to be achieved by way of a carefully
crafted plan, with the eventual outcome and strategy reflected ip ,
pattern evident in decisions and actions over time. This pattern j,
decisions and actions defines what Mintzberg called "realized" ¢,
emergent strategy.

THE MARKETING STRATEGY INTERFACE:

DIFFERENCE BETWEEN MARKETING PLANNING
AND STRATEGIC PLANNING : '

There are difference between marketing planning and strategic
planning according to Greenley. These differences indicate that
strategic planning logically precedes marketing planning by
providing a framework within which marketing plans might be
formulated.

The difference can be seen as follows:

No. Marketing Planning Strategic Planning

(1) | Marketing Planning is concerned | Strategic Planning is concerned
with day-to-day performance |with the overall, long term
and results. - organiiational direction. It is a
broad process that can address
the entire business, or a portion
of the business such as

marketing.

(2) | This represents only one stage in | This provides the long term

organizations development. framewerk for the organization.

(3) | Here the  functional and|Here the overall orientation

professional orientation tend to | needed to match the

predominate. organization to its environment. |
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(4) |Goals are subdivided into|Goals and strategies are
specific targets evaluated from an overall

perspectives.

(5) | Relevance of goals and strategies | Relevance  of  goals and
is immediately evident strategies is only evident in the

long run.

(6) | This follows stfategic planning. | This precedes marketing
planning

(7) | Market planning includes [ Market  planning  includes
decisions such as: changes that | decisions such as: long range (3
the company makes to expand |to 5 years) planning for the
the number of  potential | functional aspects like
customers and how to | Accounting and Finance, IT,
productively engage with them. | Operations, HR, etc.

(C) IDENTIFYING THE MARKET

Marketers need to identify a certain set of homogenous

customers within a heterogeneous market and work towards
satisfying their needs and wants. This set is identified as market
segment. Another concept gaining prominence is target
marketing, where companies identify the market segment on
similar needs and wants, select one of the market segments and
then focus on developing products and marketing program for
them.

Earlier business operation was in the form of mass marketing,
where marketers produced the products in large quantities and
served to as many consumers as possible. However, now product
offerings have undergone radical change due to advertising and
communication reach. ‘Therefore, companies look forward to
marketing at segment, hiches, local and individual level.
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THE 5 C FRAMEWORK:

The market in which the complany offers its Produycy, .
defined by five factors (also known as the five C’s). The Fiy, Cr :
marketing are the five most important areas. When marketjn:
executives make decisions, they should consider the fjy, o
namely, Customers, Company, Collaborators, Competitgyg an:
Context. The five C’s act as a guideline while creating a markeﬁng

plan or devising a marketing strategy.

(1) Customers: Customers are the potential buyers anqd j i
important to identify them and determine which of thg;
needs are to be satisfied. Customers can .be in B2B as we] as
C2C categories. The company must recognize the tangjp,
and intangible benefits that the customer is seeking. In ordg,
to compete successfully in the marketplace, marketers need t,
know the motivation behind customers’ purchases. Marketers
must do research in the area of market size, market growth,
market segments, purchasing frequency etc.

Collaborators « »
\ 4

Competitor

Fig. 1.3: 5 C Framework
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(2)

3)

(4)

)

Company: Company is basically the organization that
manages the "offering. Marketers need to analyse the
company’s product line, its culture, objectives and image in
the market. Company can be successful if and only if it uses
core competencies, superior technology and experience to
fulfil customers’ needs. |

Collaborators: Collaborators are businesses or entities that
can help the company achieve its goals and objectives. They
work with the company to create value for target customers.
Collaborators may include suppliers and distributors,
salesforce, advertising agencies, market research companies
etc. Collaborators create cost efficiency, flexibility and
enhance speed in delivery of goods and services.

Competitors: Competitors are the entities which are rivals |
against another. They include companies- in the same
industry or a similar industry which offers a similar product
or service/substitutes. Marketers need to know the
competitors and  their strategies, their weaknesses and
strengths and so on.

Context: No business can operate in isolation. Context is the
environment in which the company operates. It includes the
economic environment, pdlitical environment,' technological
factors, regulatory environment, society’s fashions and
trends, i.e., the social /cultural environment etc.

MARKETING TACTICS:

Marketing tactics are the strategic actions that direct the

promotion of a product or service to influence specific marketing
goals of a company. The word tactics is derived from the Greek
word ‘taktica’ which mieans arrangement. It referred to the art or
science of moving skilfully the military or naval forces for battle.
In the context of marketing, tactics refer to a set of strategic

e
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methods intended to promote the goods and services of a bUSinESS
with the goal of increasing sales and enhancing competjgj,,

advantage.
L8

(D) THE 7 TACTICS OF MARKETING Mix

There are seven key elements in the tactics of marketing Mix,
These 7 elements, if used in the right proportion, resyj in
customer satisfaction while facilitating the business in focusing its
limited financial resources in the most efficient manner.

Tactical decisions are taken in the following 7 areas:

(1) Product: A product is an offering that is produced to satisfy
the needs of a certain group of people. The product can b,
intangible or tangible as it can be in the form of services ¢
goods. Marketers must do an extensive research on the lifa
cycle of the product that they are creating to ensure that they
have the right type of product that is in demand.

The tactical decisions are made for product design,
product features and quality, modification of product, re-
introduction of product etc. to gain competitive advantage.

(2)  Service: A service offering is a functional characteristic that
defines a level of service for a price: it combines the service
(utility) and a service level target (warranty) to bring value to
the customer. Services are perishable in nature, in the sense
that they are simultaneously created and consumed. They
cannot be stored and delivered later. However the service
quality varies as it depends upon the interaction between the
service provider and customer. Keeping all these things in
mind, tactical decisions are taken. '

(3) Brand: Brand is unique identity that helps to identify the

product or service in the market. It is the name, logo, symbol,
caption etc. which comprise a set of unique associations that
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(4)

(5)

(6)

— -

differentiate the offering of a company from those of the
competitors.  Branding is a set of marketing and
communication methods that help to distinguish a company
or products from competitors, aiming to create a lasting
impression in the minds of customers and enhance sales. The
tactical decisions are taken for brand’s identity, brand
communication (such as by logos and trademarks), brand

awareness, brand loyalty, brand management strategies etc.

Price: Price is the exchange value of a product/ service in the
market. It is the sum of all the values that a customer gives up
to gain the benefits of having or using a product or service.
Price is based on various factors such as cost of manufacture,
demand, competition, objectives of the firm etc. While setting
prices, tactical decisions are made with respect to the
manufacturing cost, the market place, market conditions,
brand, quality of product and the strategies to be used such as
loss leader, penetration pricing, everyday low pricing etc.

Incentives: Incentives are short-term tactical activities that
are used to align the offerings value proposition with the
needs of customers, collaborators and the company.
Incentives are considered temporary measures and thus they
do not require much approval to be initiated. Managers
frequently rely on incentives to make their offerings more
attractive to customers in monetary (discount, coupon, rebate
etc.) or non-monetary (premium, contest, rewards etc.) terms

Incentives are also given to employees to motivate them to
sell more.

Communication: Communication refers to informing the
current and potential buyers about the features of the
offering. Communication includes all the messages, media,
and activities used by an organization to communicate with
the market and help persuade target audiences to accept its
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messages and take action accordingly. The basic ObJE‘Chv
all marketing communication methods are to communlcat

?
to compete, and to convince.

Communication helps in highlighting product featu
price, promotional offers, warranty, date of manufactyre et

l'

(7) Distribution: Distribution is the channel/ pipeline throllgh
which the offering reaches from place of manufacture tq Plage
of consumption. This can be done directly by the produce, or
service provider, or using indirect channels with distributop
or intermediaries. Tactical decisions need to be taken
regarding selection of distribution channel like franchjg,
outlet, personal selling, online platform, vending machine e,

The above mentioned 7 tactics help managers to successfully
execute the marketing strategies of the company and deliver

optimal value to the target customers.

(E) BUSINESS MODELS

Developments in the global economy have changed the
traditional balance between customer and supplier. Globalization.
new communications and the emerging technology has facilitated
customers to fulfil their demands more quickly. Companies,
today, therefore need to be more customer-centric, especially since
technology has evolved to allow the lower cost provision of
information and customer solutions. These developments in turn
require the companies to re-evaluate the value propositions they
present to customers. This new environment has also triggered
the need to consider not only how to address customer needs
more promptly, but also how to capture value from providing
new products and services.

Without a well-developed business model, innovators will fail
to either deliver or to capture value from their innovation. A
Business Model is a conceptual structure that explains how a
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company functions and how it intends to achieve its goals, the
various processes and policies that it adopts and follows in the
process. According to Management Guru Peter Drucker, A
business model is supposed to answer who your customer is,
what value you can create/add for the customer and how you can
do that at reasonable costs.

Some definitions of business model are:

e A company’s business model deals with the revenue-cost-
profit economics of its strategy.

e Business model is a unique configuration of elements
comprising the organization’s goals, strategies, processes,
technologies, and structure, conceived to create value for

customers and thus compete successfully in a particular
market.

e A viable business model is a strategy that has a reasonable
probability of succeeding if well

e executed.

e A firm’s business model is how it plans to make money long
term.

e A business model describes how the engine of the business
actually works

e In the most basic sense, a business model is the method of

doing business by which a company can sustain itself - that is,
generate revenue,

ROLE OF BUSINESS MODELS IN MARKETING
MANAGEMENT:

Whenever a company is established, it employs a particular
business model that describes the manner by which the company
delivers value to customers, entices customers to pay for value,
and converts those payments to profit. It thus reflects
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management’s philosophy about what customers want, how the,
want it, and how the company can organize to best meegt the
customers’ demands and make profit.

Business model plays a vital role in the success of any
company, as it explains how that business will earn revenye, For
entrepreneurs, it aids in acquiring investors and establighing
partnerships. Thus a business model describes the rationale
how a company creates, delivers and captures value for itse]f as

well as the customers.

Business model innovation can itself be a pathway ¢,
competitive advantage if the model is sufficiently differentiateq
and hard to replicate for the existing as well as new competitors,
For example, Dell and Walmart’s business models were different,
superior, and required supporting processes that were difficult for
competitors to replicate. Both Dell and Wal-Mart have also
constantly adjusted and improved their processes over time,
Dell’s competitors were incumbents who had difficulty in
replicating its strategies. Another critical element of Dell’s success,
beyond the way it organized its value chain, was the choice of
products it sold through its distribution system. Over time, Dell
developed dynamic capabilities around deciding which products
to build beside desktop and laptop computers, and has since

added printers, digital projectors and computer-related
electronics.

STRATEGIES FOR DEVELOPING A BUSINESS MODEL:

Understanding market size and the company’s ability to
penetrate that market is utmost important for the marketers. If the
market is too small, the company won’t be able to generate
substantial revenue, no matter how innovative the product or
how competitive its pricing is. Thus companies develop business
models that provide directions to achieve goals and earn revenue.

"
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Developing a business model can follow different paths. The

strategies for developing business model that can help to evaluate
the market are:

(I)  Top Down Business Model Generation: The first approach,
the Top Down Business Analysis starts with a broader
consideration of the target market analysis which is followed
by designing the specific offering. It is the older, more
recognized approach — at least in the B2B world.

Top down approach starts with identifying the target market

and creating an optimal value proposition for key players in
the market. It can follow any of the two paths:

(1) By starting with customer analysis, that seeks to identify
a need that is not fulfilled by any competitor. The
manager has to find out the answers to questions like:

(2)

What are the key problems faced by customers?

Which of these problems can be solved by our
company better than the competitors?

Are there alternative offerings already in the market?
How is the offering superior to them?

By analysing the company’s resources with an intention
to identify core competencies and strategic assets leading
to sustainable competitive advantage. The manager has
to find out the answers to questions like:

Which are our unique resources and core

competencies that can create superior customer
value and market value?

Which are the needs of customers that can be
satisfied with the company’s resources?
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In both the cases, the company has to consider Customg,
needs and customer resources in order to develop Sustainap),

business model.

Bottom Up Business Model Generation: The secop q

approach, the Bottoms Up Business Model starts With
designing a particular aspect of the offering, followed by
identifying the target customers whose unmet needs can b,
fulfilled by the-offering. This is more recognized approach i

the B2C (business-to-consumer) world.

The key to successful bottom up is that it starts from
rescarch and development process which leads to
improvement of a particular product feature and or develops
new ones. There is advancement in technology which can
lead to improvement in the offering.

The manager has to find out the answers to questions like:

e  How can the current offering be improved?

e How can the current products benefit from new
technological advancements?
e How can the new technology be applied to develop
innovative offerings?
Unlike the Top-down approach, this model starts with the
product development rather than the desire to solve customer
needs.

Companies constantly do research and development and

discover innovative offerings that are better than the competitors.
Business models have to be flexible change over time, depending
on market situation. The basic reasons for change in business
models are the changes in the target market and inappropriate/
outdated design of the model. The business models that were
once successful can become obsolete with changing market

G



<

Introduction to Strategic Marketing Management VHY "Em 23

<]

scenario. Hence marketers have to develop a feasible and flexible
business model.

Designing good business model is an ‘art’. The chances of good
design are greater if entrepreneurs and managers have a deep
understanding of- user needs, consider multiple alternatives,
analyse the value chain thoroughly so as to understand how to
deliver what the customer wants in a cost-effective at the right
time.

THE G-STIC FRAME WORK FOR MARKETING
PLANNING:

A company’s future depends upon its ability to develop -
successful market offerings that create value for the target
customers, company and its collaborators. Market success is a
result of a successful business model and an action plan to back
the model. The process of developing such an action plan is
described in the five activities comprising the G-STIC (Goal-
Strategy-Tactics-Implementation-Control) framework, developed
by Alexander Chernev, which. is the cornerstone of market
planning and analysis.

(1) Goals: Marketing plan starts with defining the goal that the
company aims to achieve. Goal identifies the ultimate
criterion for success, it is the end result that the company
aims to achieve. Goal has two components:

(A) The Focus, which defines the metric reflecting the

desired outcome of the company’s action. Based on their
focus, goals can be:

(i) Monetary Goals: These are the primary performance
metric for profit enterprises. Monetary goals involve
monetary outcomes such as net income, profit

margin, earnings per share and return on
Investment.
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Strategic Goals: These are the main pe”Orma
matric for non-profit enterprise as well a5 porCE
that have the primary ﬁmchon i
other profit generating Offerin,?

4

comp anies

supporting
Strategic goals include the non-monetary Outcop,

that are of strategic importance to the company, Sllch

as growing sales volume, creating brand AWareng,

increasing social ~welfare, facilitating emPIO)eQ

retentlon etc.

(B) The Performance Benchmarks quantifying the goal a4
defining the time frame for it to be accomplished, The

two types of benchmarks are:

(1)

(ii)

Quantitative Benchmarks: These quantitatiye
benchmarks define the milestones to be achieved by
the company with respect to its focus goal, for
example, Increased market share by 10%, Increase
the retention rate by 40% etc.

Temporal Benchmarks: These are set to identify the
time frame for achieving a milestone setting a time
line is a key strategic decision.

(2) Strategy: Strategy defines the company’s target market and
its value proposition in this market. The strategy is the
backbone of the company’s business model. Strategy involves
two decisions:

(i) Identifying Target Market: The target market is
identified by understanding the 5 C’s:

Customers: Company has to identify the customers
whose needs have to be fulfilled.

Company: The company has to manage the offering
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e Collaborators: The collaborators work with the
company on the offering,.

e  Competitors: Competitors with offerings that target
the same set of customers.

° Context: The relevant context in which the
companies operate.

(ii) Value Proposition: This defines the value that the

offering tries to create for the participants in the market.
Value proposition is created by development of
positioning of the offerings to create a distinct image in
the customers mind. Value proposition is created by
using tactics in the marketing mix of the offering.

?"_(3) Tactics: Tactics define the key attributes of the company’s
i offerings, known as the marketing mix. Tactics are made in
the areas of product, service, brand, price, incentives,
communication and distribution. These seven tactics are the
tools that the'company uses to create value in the chosen

(4)

market.

Implementation: Implementation defines 'the processes
involved in creating the market offering. It includes
developing the offering and deploying the offering in the
target market. Implementation has three key components:

(i)

(ii)

Business Infrastructure: This includes the organizational
structure and relationship among relevant entities
involved in creating and managing the offering.

Business Processes: These are specific actions needed to
implement the strategy and tactics. These processes
involve managing the flow of information, goods,
services and money.
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(iii) Implementation |
schedule involves deciding on the timing and Py

(5) Control: C
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Schedule: Setting of implememaﬁ
0

sequence in which the individual task to be perfom‘edt

ensure effective and cost efficient completion f b
project. Implementation schedule can also identify N
key personnel and time line to be followed in managjn'
individual task and the time frame for beginning anz
completion of the task.

ontrol evaluates the Success of the company;

activities over time by evaluating the company’s performap,
and monitoring the changes in the market environment j,
which the company operates. There are two functions g

control:

(i)

(ii)

Performance Evaluation: This ‘involves evaluating the

outcomes of the companies actions vis a Vis its goals,
Performance can be evaluated on several parameters

such as market share, unit sales etc.

Environmental Analysis: This includes monitoring the
environment in which the company operates to ensure
that the company’s action plan is as per the environment
changes like the government regulations, decrease in
competition etc. Analysis of environment becomes
necessary because the current action plan has to be
modified as per the dynamics of the environment in
order to take advantage of opportunities and face the
threats.
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Fig. 1.4: G-STIC Action-Planning Framework

(Alexander Chernev G-STIC Action-Planning Framework)

The G-STIC framework offers an intuitive approach to
streamlining a company’s activities into a logical sequence that
aims to produce the desired market outcome.

Objective Questions with Answers

(1) Fill in the Blanks:

' (a) is an important socio-economic activity that is essential
for satisfaction of human wants.
(Marketing, Branding, Promotion)

(b) is a business discipline.

(Marketing, Selling, Promotion)

(e) In Planning the goals and strategies are evaluated from an
overall perspective.
(Strategic, Marketing, Distribution)
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(2)

(d)

U]

(9)

(h)

(i)

1)

VRVEVE Vipul’s™ Strategic Marketing Manage
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‘are the potential buyers and it is important tg o,
and determine which of their needs are to be satisfied. Rlify e
(Customers, Company, Collaborators)

The decisions are made for product des;
features and quality, modification of product, re-introductign (;f SI‘Q%
o

~etc. to gain competitive advantage. 0,

(tactical, strategic, marketing)

benchmarks define the milestones to be achjey
company with respect 10 its focus goal. -

(quantitative, temporal, performance)
G-STIC is developed by
(Alexander Chernev, Moore, Peter Drucker)

are perishable in nature.
(Services, Products, Brands)

The 5 C's of marketing are Customers, Company, Collaborat
Competitors and . S,

(Context, Communication, Concept)
is the exchange value of a product/ service in the markg
(Price, Incentives, Cost)

T

[Ans.: (a - Marketing); (b - Marketing); (c - Strategic); (d - Customers),
(e - Tactical); (f - Quantitative); (g - Alexander Chernev); (h - Services)l-
(i - Context); (j - Price)] ’

State whether the following statements al"e True or False:

(a)

(b)
(c)
(d)
(e)

(f)
(9)

(h)

Incentives are long-term tactical activities that are used to align the

-offerings value proposition with the needs of customers, collaborators
and the company.

Strafiegic Planning is concerned with day-to-day performance and
results.

A strategic decision involves the creation, change or retention of a
strategy.

Collaborators work with the company to create value for targe
customers.

Distribution is the channel/pipeline through which the offerihg reaches
from place of manufacture to place of consumption.

Bottom-Up approach, this model starts with the product development.

Temporal Benchmarks quantifying the goal and defining the time
frame for it to be accomplished.

Value proposition is created by development of positioning of tne
offerings to create a distinct image in the customers mind.
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(i) Performance can be evaluated on several parameters such as market
share, unit sales etc.

(j) Afirm's business model is how it plans to make money short term.

[Ans.: (a - False); (b - False); (c - True); (d - True); (e - True); (f - False);
(g - False); (h - True); (i - True); (j - False)]

Match the Columns:
A B
(a) Incentives (i) Economic environment
(b) Collaborators (i) day-to-day performance and results
(c) Context (ili) discount, coupon, rebate
(d) Marketing Planning (iv) intuitive approach
(e) G-STIC (v) suppliers and distributors

[Ans.: (a - iii); (b - v); (¢ -i); (d —ii); (e - iv)]

Question Bank for Self-Practice

What do you mean by marketing? Discuss the nature of marketing.
Write a note on: Marketing as an art, science and business discipline.
Explain the nature of strategy. (Oct. 18)

Discuss marketing as a value creation process.

Enumerate the marketing strategy interface.

What are the difference between marketing planning and strategic
planning? (Oct. 18)

Explain the five C framework.
List and explain the seven tactics defining the marketing mix. (Oct. 18)

Enumerate the role of business models in mérkéﬁng"management.

Discuss the G-STIC frame work for marketing planning.
Write Short Notes on:

(a) Top-down business model generation.
(b) Bottom up business model generation.
(c) Five C framework in marketing strategy. (Oct. 18)

i<
lfl<
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UNIT - I

| - CHApy,
‘Segmenting, Targeting,
Positioning and
Creation of Value in the
-context of Strategic
Marketin

————

Learning Objectives
¢ Strategies for Creating Superior

SelERipedel Customer Value
(A) Segmentation: Creating Company Value:
¢ Essence of Segmentation, ¢ Understanding Company Value

¢ Factors to be considered while ¢ Strategically Managing Profits

Segmenting

¢ Key Segmenting Principles Creating Collaborator Value:
(B) ldentifying Target Customer: ¢ Meaning of Collaborators
* E:;_tgc;:?ntgo be:corsiderad while ¢ Collaboration as Business Process
¢ Targeting Strategies ¢ Advantages and Drawbacks
(a) Strategic Targeting Criteria: ¢ Levels of Strategic Collaboration
¢ Target Attractiveness ¢ Alternatives to Collaboration

¢ Target Compatibility ¢ Managing Collaborator Relations
(b) Essential Strategic Assets for "y

Target Compatibility ¢ Gaining Collaborator Power

g‘u? o(t:’:;a‘t’t:gti’uns;‘o:er Yalue ¢ Objective Questions with Answers

¢ Role of Strategic Positioning ¢ Question Bank For Self-Practice

e Strategic Positioning Options

S
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SEGMENTATION -TARGETING -
POSITIONING (STP) MODEL

Market Segmentation is closely connected with marketing mix.
It is supplemented by two concepts-targeting and positioning to
complete the Segmentation-Targeting and Positioning (STP)
Model, that facilitates sales promotion and ensures customer
'satisfaction.

It is this heterogeneity of markets that gives rise to the need for
‘effective segmentation, targeting and positioning. The STP Model
‘consists of three steps that help the company to analyse its
‘offering and the way it communicates its benefits and value to
'specific groups:

Step 1: Segment the market.

Step 2: Target the best customers.

I Step 3: Position the company’s offering.

Market Segmentation:
* |dentify bases for segmentation.
* Determine important characteristics of

each market segment.

4

Market Targeting:

« Evaluate potential and commercial
attractiveness of each segments.

* Select one or more segments.

J

0Product Positioning:

* Develop detailed product positioning for
selected segments.

* Develop a marketing mix for each

selected segment.
Fig. 2.1: STP Model

“
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The STP Model is useful becausc it helps to identify .
rs, develop products and Mark, .t

them. This facilitates engaging ‘hf
alizing the messages and e“han:
0

valuable types of custome
messages that ideally suit
each group better, person

sales.

L
() SEGMENTATION

Market segmentation refers to a process by which peop]e *
similar needs and wants are grouped together for the purpqs,
better focusing on and serving the market. It is the procegg
dividing a market of potential customers Into - groups,
segments, based on different characteristics. The segments creyy,
are composed of consumers _who will respond similarly |
marketing strategies and who chare traits such as similar interes;

needs, or location.

DEFINITIONS:

(1) According to Philip Kotler, Market segmentation means ‘4
act of dividing a market into distinct groups of buyers who migi
require separate products and/ or marketing mixes.”

(2) According to ‘William. J. Stanton, “Marketing segmentatio
consists of taking the total heterogeneous market for a product an
dividing it into several sub markets or segments each of which ten
to be homogenous in all significant aspect. "

(3) According to Paul, Busch and Michael, “Market segmentatio
| is the process by which an organization attemplts to match a tol

marketing program to the unique manner in which one or mor
customers behave in the market place.”

Segmentation is a customer oriented philosophy and 1
consistent with modern marketing concept. It helps promote sale:
and offer convenience and satisfaction to the consumers.‘Thf

y -
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market segment, or group of buyers, toward which a company
decides to direct its marketing plan is called the target market.

The concept of segmentation can be better understood when
considered in the context of two alternative market approaches -
Mass Marketing and One-to-one Marketing,.

e Mass marketing is a scenario in which the same product/
service is offered to all customers. E.g. Coca-Cola

e One-to-one Marketing is a scenario where the company’s

offering is customized for each 1nd1v1dua1 customer. E.g.
Designer clothes.

Strategic and Tactical Segmentation:

Based on the type of choice of criterion used to divide
customers into segments, there are two types of processes:

e Strategic (value-based) Segmentation: It groups customers
based on the “value’ that the company can create and capture
from these customers. Strategic segmentation lays .the
groundwork for strategic targeting, which involves selecting
one or more of the 1dent1fled segments that the company will
serve by tailoring its offerings to these customers’ needs. In

other words, strategic segmentation groups customers based

on their needs and value they create for the_c_pmp'my.

e Tactical (profile-based) Segmentation: It groups customers
into segments based on their profile charr:mctts:ri‘stlic:s:w
demographics and behaviour. Tactical segmentation lays the
groundwork for tactical targeting, which identifies the

specific channels to be used to reach-strategically_via‘ble_.

customers in order to communicate and - deli've{ the
company’s offerings. In other words, tactical segmentation’
identifies the way in which the company can reach these
customers to communicate and deliver its offerings.

ST
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market segment, or group of buyers, toward which a company
decides to direct its marketing plan is called the target market.

The concept of segmentation can be better understood when
considered in the context of two alternative market approaches -
Mass Marketing and One-to-one Marketing,.

e Mass marketing is a scenario in which the same product/
service is offered to all customers. E.g. Coca-Cola

e One-to-one Marketing is a scenario ‘where the company’s
offering is customized for each 1nd1v1dua1 customer. E.g.
Designer clothes.

Strategic and Tactical Segmentation:

Based on the type of choice of criterion used to divide
customers into segments, there are two types of processes:

e Strategic (value-based) Segmentation: It groups customers
based on the ‘value’ that the company can create and capture
from these customers. Strategic segmentation lays the
groundwork for strateglc targetlng, which mvolves selectmg
serve by taﬂormg its. offermgs to these customers’ needs In
other words, strategic segmentation groups customers based -
on their needs and value they create for the company.

e Tactical (profile-based) Segmentation: It groups customers
into segments based on their profile characteri'st'ics:v
demographics and behaviour. Tactical segmentation lays the
groundwork for tactical targeting, ‘which identifies the
specific channels to be used to reach.strategically viable .
customers in order to communicate and -deliver. the
companf’s offerings. In other words, tactical segmentation’
identifies the way in which the company can I:ééCh these
customers to communicate and deliver its offerings. |
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ESSENCE OF SEGMENTATION : |

o categorization Process that . |
those differences that are relevap ]]I:s
B

process of segmentation 1S l?ased 01} the efﬁaenf:y that N
company’s marketing activities can be improved by ignorin, b
non-essential  differences among customers .Elnd treaﬁng
r needs and resources as if they Were
2

Segmentation 1S th
customers by focusing ont

customers with simila : :
. entation focuses ;
single entity. Consequently segm markehng

analysis on the important aspects of customer needs, enablj,
managers to group customers into segments and de"ﬁlop
offerings for the entire segment rather than for each indjy; dua

customer.

Market segmentation is one of the fundamental principles of
‘marketing; given the fact that firms cannot serve all of thej
customers in a market because of diverse (heterogeneous) needs
" and preferences. The basic principle of market segmentation js
that a heterogeneous group of customers can be grouped into |
homogeneous groups or segments exhibiting similar wants,
preferences, and buying behaviour.

wr— e

The basic essence of segmentation is in the creation of goods

and services with particular features to recognize the need and
serve a set of consumers. '

Segmentation can involve two opposing processes:

(1) Differentiation: Segmentation is a differentiation process that |
. . . — ]
aims to divide all the buyers in the market into groups by i

focusing on the differences in their needs and resources With
respect to the company’s offering.

(2) Agglomeration: Segmentation iIs an agglomeration process

that aims to group individua] buyers into segments by |
focusing on the similarities in their needs and resources with
respect to the company’s offerings
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Both differentiation and agglomeration aim to produce'

| segments comprising customers with homogenous preferences
' such that the customers in each segment are similar to one another
' and at the same time different from those in the other segments.
" Thus, though differentiation and agglomeration are opposite
. processes, they aim to achieve the same ‘goal-create distinct
| éegments comprising customers that are likely to respond in the
same way to the company’s offering.

FACTORS TO BE CONSIDERED WHILE SEGMENTING
THE MARKET / EFFECTIVE SEGMENTATION
CRITERIA:

Market segmentation aims to divide markets comprised of
individuals into groups whose characteristics are relatively
homogeneous within each set or segment and heterogeneous
between segments, based on an identified set of variables. There is
no limit to the number of ways a particular market may be
segmented in particular circumstance, but a useful segment must
satisfy certain criteria. According to Kotler et al (2001),
segmentation effectiveness depends on arriving at segments
which are measurable, accessible, substantial, actionable and
differentiable.

Marketers need to assess the effectiveness of a chosen segment
based on following criteria:

e Measurable: A measurable segment is one where the size of
the segment and the related purchasing power can be
measured or quantified. The size of the chosen segment has
to be measured in terms of the number of customers in the
market, frequency of purchase and volume of purchase.

The formula for measuring the size of a segment is:

Size of a segment = Number of potential customers x
Volume of purchase x Frequency of purchase.

—

- - - —
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Marketers must accurately identify the size Of v 18
segments and decide suitable strategies and effop, '
directed towards them. §

Accessible: According to Adcock et al (1998), accessipy,
described as the degree to which a firm can reach i, t?\
target segment efficiently; that is the selected targey %
segments must be reachable with unique mal‘keﬁﬁ
communications and distribution channel, for Bt
product. The chosen market segment has to be accessibl, ;
the company as it needs to reach the customer in Order
effectively sell their products. Sometimes there can be byyy;

to accessibility, such as a ban for certain products to be so|g X
certain countries. Thus the company while demarcatipy ,
market segment must consider the strengths and abll.iticsug

the company’s marketing department.

Substantial: In the words of Bearden et al (2004
Substantiality refers to the degree to which identified targg
segments are large enough or have sufficient sales and profi
potential to warrant unique or scparate marketing
programmes. The market segments should be large and
profitable enough to serve. The chosen segment needs to
generate adequate income to break even and recover/ justify
the investment made in the segment. In this context, 2
segment could be the largest possible homogenous group
worth pursuing with a tailored marketing program.

Differentiable: The segments have to be conceptually

* distinguishable and respond differently to diverse marketing

mix elements and programs. For segmentation to be useful,
customers must differ from one another in some importﬂﬁf
respect, which can be used to divide the large heterogeneous

market. Even if some segments are overlapping, they have to
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be differentiated from other segments and segment
boundaries have to be stated clearly.

e Actionable: As the final criteria of evaluation, the company
should have the ability to end up selling goods to the chosen
segment and the chosén segment should have the need to
actually end up purchasing the products. Actionability,
according to Adcock et al (1998), refers to the degree to which
cffective programmes can be designed for attracting and

serving segments. Therefore, segments sclected must be
reached and be acted upon.

KEY SEGMENTING PRINCIPLES:

In order to be effective, the process of grouping customers into
market segments must follow four key principles:

%
%

Relevance Similarity

Exclusivity Comprehensiveness

Fig. 2.2: Key Segmenting Principles

B ————————————
(1) Relevance: Because segmentation aims to facilitate targeting,
it should group customers based on their likely response to
the company’s offerings. There is virtually an infinite criteria
that could be used to divide customers into segments. Most of
these criteria, however, are unrelated to the factors that
underlie the company’s targeting strategy and as a result
produce market segments that do not facilitate the
development of a meaningful strategy and tactics.
Accordingly, segmenting markets without a particular
targeting purpose in mind is most often a waste of company
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(2)

(3)

4)
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resources that ends up distracting rather than faCiliga-‘
managerial decision making. b“\i

Similarity: Segmentation aims to group customers g

those within each segment are similar to one anothe, ; |
homogenous preferences) in the way they are 1-lke1""
respond to the company’s offering. In general, I

number of segments leads to greater similarity among N
customers within each segment, with the resulting segmey
more likely to comprise customers with uniform preferey,

At the same time, a more granular segmentation calls o, th
development of a greater number of customized offerings\
an approach justified only in cases when the underlyiy
differences between these segments are essential to
company’s ability to create customer value. Therefore,
optimal degree of similarity among the individual customes
stems from balancing the advantage of creating mor
homogenous segments with the disadvantage of creating

segments that are not significantly different from one another
with respect to the company offering.

Exclusivity: In addition to being similar to one another,
customers in each segment must be different (heterogeneous)
from those in other segments with respect to the way they are
likely to respond to the company’s offering. Thus, segments
should be mutually exclusive, meaning that customers with
similar values and profits should be assigned to the same
segment rather than be spread across segments.

Comprehensiveness: An important market segmentation
principle is that segments should be comprehensive, meaning
that they should include all potential customers in a given
market, with each customer assigned to a segment. Thus,
segmentation should produce segments that are collectively
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exhaustive, whereby no potential customers are left
unassigned to a segment,

Thus following the key segmentation principles can help

ol "Iensure the soundness of resulting segmentation and its feasibility

~ as a basis for identifying viable target customers.
(B) TARGETING

Targeting or Target marketing is next to segmentation. It is the
B process of identifying customers for whom the company will
optimize its offerings. Targeting basically involves evaluating
. each market segments attractiveness and selecting any one or
. more segments to enter. It can be the key to attracting new
3 - business, increasing sales, and making business a success.

Engaging in target marketing:
B . provides an understanding of competition;

e gives insights into competitive advantage, and how this can
be best applied;

e« allows the company to better appreciate of what customers
need;

e enables the company to produce more effective marketing
plans;

* uses company resources more effectively.

IDENTIFYING TARGET CUSTOMERS:

The target market selected should be compatible with the
overall marketing goal of the company. It should be profitable and
have substantial number of customers. Targeting basically
involves the identification of different needs for specific groups or
segments of customers, deciding which of these groups the
organization should target or serve (and on what basis) and then
designing marketing mix programmes so the needs of these
targeted groups are then more closely met.
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TARGETING STRATEGIES:

The marketing manager identifies the target segmen, i
Wy

selects a targeting strategy that would be most SUitay,
reaching them. Target marketing enables the marketing teae
customize their message to the targeted groups in , fOCmE
manner. The targeting strategy is where the marketing m;, cot
together to create the right offer and marketing approach o e:
target segment. The most common approach / targeting Stratey
are: .
(1) ONE FOR ALL STRATEGY: This strategy involy,
~‘developing the same offering for all types of customers,
‘blanket’ approach is used with a strategy aimed at the epy;,
market rather than any single segment, or combinatiop
segments. A ""cicifnpany will usually  produce one

undifferentiated product, relying on mass advertising ang
distribution to reach as many customers as possible.

‘One for All Strategy’ is most suitable where demand for,
product is relatively homogeneous. It should also have the
potential to yield significant economigs of scale.in both
marketing and production. The existence of heterogeneous
demand renders this approach to targeting unsuitable.

For example, a family of 6 members may require a bigger
car whereas a family of 2 members may require a smaller car.
Now the company cannot offer and expect both the above
types of customers to buy same type of car. Thus it has to
customize its offerings as per the needs and demand of
customers. _ B

(2) ONE FOR EACH STRATEGY: The ‘One for Each Strategy’ is
based not only on the recognition that different segments
exist in a market, but upon a decision to target several or all
of these. The company designs a separate marketing
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programme for each market segment it decides to serve.
Because each segment is specifically targeted, the company
expects to increase overall company sales and market share.
Any increase must be compared with the greater costs of
having many individual marketing programmes. Developing
a separate offering for individual customer/ market segment
can be profitable only when the value created by such
customization is more than the cost incurred in developing

the same.

There are several factors that affect fhe_ choice of an
appropriate targeting strategy. The choice of marketing
strategy is ultimately a question of comparing costs and
benefits of each of the above mentioned approach.

STRATEGIC TARGETING CRITERIA:

Targeting involves two decisions:

(I

Strategic Targeting: This involves identifying which
customer segments to serve and which to -ignore. A key

~ principle of strategic targeting is that the company should be

able to identify markets in which it has superior resources
and create superior value for its customers relative to the

competitors.

Tactical Targeting: It involves identifying effective and cost-

effective ways to reach strategically viable customers. Tactical

targeting links value-based segments to specific observable

and actionable characteristics such as customer profile,

demographic factors, pufchase sensitivity etc. Tactical -

targeting is guided by two key factors:

v  Effectiveness: A company’s ability to reach all target
customers -

v Cost Efficiency: A company’s ability to deploy its
resources in a way that reaches only its target customers.
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FACTORS TO BE CONSIDERED WHILE TARGEH 'Mu,t
Strategic targeting is guided by two key facto N,

considered as key targeting criteria/ principles Theselhat 5

main factors to be considered while selecting the i are B

segment. They are: Ifla;kﬂ
(A) Target Attractiveness,

8em,

(B) Target Compatibility.

Tar RN

get
fi Company j‘ attractiveness Customer
L goals resources

e

Target
([ Company “‘ compatibility -,f Customer
__resources (___needs

, Company analysis Customer analysis

{ Fig. 2.3:
ﬁ‘“
TARGET ATTRACTIVENESS:

Target Attractiveness reflects the ability of a given segment

deliver superior value to the company. The two general types of
company values are:

(1) Monetary Value: Monetary Value refers to the customers
potential to create profits for the company. It is the function
of revenue generated by a particular customer segment
(customer revenues) and the cost associated with serving this
segment.

(@) Customer Revenues: It includes the money received
from the customers for the right to own and use the
company’s offering. The revenue is influenced by several
factors such as size of market, growth rate, price
sensitivity, competitive intensity as well as major factors
like state of the economy, government regulations etc.
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(b) Cost of Serving Target Customers: It includes

;uq

Vv 3

expenses
necessary to customize the offerings benefits to fit target
customers’ needs as well as to communicate and deliver
the offering to these customers. This cost can include
expenses incurred on promotional activities, customer

incentives, loyalty programs etc.

Strategic Value: Strategic Value refers to customers’ ability to
create non-monetary benefits that are of strategic importance
for the company. The four basic types of strategic value are:

(a)

(b)

(c)

Product-line Value: It refers to the collaboration between
the primary offering and other offerings in the
company’s product line. For example, a streaming
platform like ‘Hotstar’ offering the basic services to
encourage customers to upgrade to the premium, paid
version (freemium strategy). Also a retailer pricing the
popular items in his store below cost to generate store
traffic.

Scale Value: It refers to the benefits derived from the
scale of company’s operations. For example, an airlines
company that has large fixed cost and marginal variable
costs, may target unprofitable customers due to the
economics of its business model.

Communication Value: It refers to customers potential to
influence other buyers. In this the company may target
customers not because of their own buying power and
the profits they are likely to directly generate for the
company but to take advantage of their social networks
and their ability to influence other buyers. For example, a
company might target an opinion leader like Amitabh
Bachchan because of his ability to influence customers
and expand the market for the company’s offering.
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(d) Information Value: It refers to-the value of " b
provided by customers. The company may t‘“‘get; X
customers who inform them about their needs, 4. %,
help design, communicate and deliver valye for ‘%
customers with similar needs. The company Can%%
target customers who are likely to be early adOPters
the company’s offerings (lead users), and benef &{i

their feedback to modify their offering.

The attractiveness of different segments depends on
company’s goals. The set of customers that may be View
attractive by a particular company may be viewed unattractiy, b

the other.

A necessary but not sufficient prerequisite for success
targeting is the segments ability to create value for the company,
Not only this, the company should be able to create superior vajy
for their customers. Thus in addition to being attractive for th,
company, the target must be compatible with the company's
resources.

TARGET COMPATIBILITY:

Target Compatibility refers to the company’s ability to fulfil the
needs of target customers better than the competitors. It reflects a
company’s ability to create value for customers. Target
compatibility is a function of a company’s resources like business
infrastructure, skilled employees etc. and the degree to which
these resources enable it to create superior value for target
customers. -

Essential Strategic Assets For Target Compatibility:

The key resources, also referred to as strategic assets, essential
for the success of a company’s business model includé-

(1) Business Infrastructure: Business Infrastructure includes
several types of assets. For instance, the’ mahufacturing
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(2)

--------- [ .

g

infrastructure comprise of company’s production facilities
and equipment, service infrastructure includes call centres

and CRM solutions, supply chain infrastructure includes
procurement infrastructure and related processes etc.

Collaborator Networks: Collaborator networks include two
types of networks:
(a) Vertical Network: Here the collaborators are located

along the company’s supply chain i.e. suppliers and the
distributors.

_(b) Horizontal Network: Collaborators are not a part of

(3)

(4)

(5)

company'’s distribution channel but coordinate with the
company in developing the offering for the customers.
E.g. Research and Development, Marketing promotions
etc.

Human Capital: Human Capital involves technological,
operational, business and customer. expertise of the
company’s employees. It is the key value creating asset for
several organizations involved in research and development,
consulting, education etc.

Intellectual Property: Intellectual property covers the legal
entitlement attached to intangible assets. The two types of
assets included under this category are:

(@) Industrial Property: It includes inventions, trademarks,
commercial names, indication of source of origin etc.

(b) Copyrights: It includes literary and artistic work such as
music composition, paintings, sculptures, poems,
photographs etc.

Strong Brands: Strong brands create value by identifying the
offering and generating meaningful associations that, create
value beyond the value created by the product and service
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(7)

(8)
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offered. They are desirable and highly attractive a5 the
strength is reflected in the company ’s profit margin,

Established Customer Base: An established custome, o
consisting of loyal customers, can facilitate easy apq q:lse
acceptance of company ‘s current and new offenngs Sy %
customers can spread positive word of mouth aboutt;h
company’s offerings and help to generate new customerg, E

Synergistic Offerings: Synergistic offerings fac111tat
customer acceptance of related company offerings. This helpg

to enhance overall sales.

Access to Scarce Resources: The company that has access y,
scarce resource has competitive advantage as it restricts the
strategic options of its competitors. For example, a company
can have access to scarce resources and prime location for jts
retail outlet, which can be a competitive edge.

‘

Access to Capital: Availability of sufficient capital provides
the company with resources to develop new and innovative
products, develop unique advertising strategy and enhance
its other assets necessary to create value for target customers.

A company’s resources are target specific, in the sense that,

resources compatible with one segment might not be compatible
with the other. Assets that may be source of customer value for
one segment can become liability for another. Therefore the
company, while choosing the target market needs to evaluate its
assets from the view point of the particular target segment to
ensure compatibility of customer needs with its own resources.

(C) POSITIONING

Product P051t10rung is the act of fixing the focus of the product

offer in the minds of target consumers. It creates a distinct image

of

the company and its offerings in the minds of the ciistomers.
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. Positioning communicates unique meaning of the brand
regarding performance, durability, benefits etc., that become the
' reason for customers to make purchases. For example, Volvo
! positions its cars as the safest vehicles on the road, Toyota
emphasizes reliability etc. :

The word ‘positioning” has been popularized through the
proposition: ‘Positioning s what you do to the mind of the
prospect. That is, you position the product in the mind of the
prospect’ (Ries and Trout, 1986).

The three common positioning strategies are:

(1) Single-benefit Positioning: It involves emphasizing the
value delivered by the primary attribute the company
believes will have a distinct message in the minds of
customers. It will most likely provide customers with a
compelling reason to choose its offering.

(2) Multi-benefit Positioning: It emphasizes the benefits
delivered by the offering on two or more attributes. It
captures multiple aspects of the offering’s value
proposition.

(3) Holistic Positioning: It emphasizes overall performance
without highlighting individual benefits, attracting
customers to choose the offering based on its performance
as a whole rather than on particular benefits.

The final stages of target marketing involve the development of
positioning strategies together with a supporting marketing mix.
Effective product positioning takes place in the mind of the
customer and relates to psychology and understanding how
people perceive products and brands. )
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CREATING CUSTOMER VALUE THROUGH
- POSITIONING

Positioning is a strategic concept that gUIdm
decisions and is reflected in its communication g,

Elteg
leg
Companies makes conscious decision to focus and Pl‘esentt

~ customers, only the important aspects of its offerings. POSItIOm ‘

is central to customers’ perception and choice ‘decisiong, Ag
offering’s positioning strategy 1is outlined in a POsition;,
statement that identifies the offering’s target customers and
value proposition for these customers.

- Effective positioning is one of marketing’s.most critical task
and an attempt to make compehtwe brand-look inferior.

ROLE OF STRATEGIC POSITIONING:

Product positioning is a concept that presents the prodyct
benefits to a particular target audience. Product positioning is the
responsibility of marketers and product managers. Their close
collaboration with market research and focus groups allows to
determine the correct audience to be targetet based on favourable

feedback. The importance of product positioning can be seqri from
the following:

(1) Build Connect with customers: Proper positioning is like an
invisible bridge that must be strong, two-way oriented and

stable. It helps to know the customers attitude regarding a

particular product Thus product positioning  helps

inappropriate targeting and audience segmentahon which
leads to better product penetration.

(2) Beat Competition effectwely Posmonmg helps to
distinguish .the “company’s product from that of the

| compet1tors It h1ghl1ghts the important values and criteria
customers use to make purchase decwlons It estabhshes the

- Am “’a
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unique characteristics of the prdductvt and helps in enhancing
the competitive strength of the organization.

Launch of new product: Product positioning is a part of the
overall business strategy. It provides clarity about where the
product fits in the market, Ultimately, its helps customers
undcrstand why that product is the best option to meet their
needs and encourages them to use the new upcommg
products.

Plan Appropriate promotional strategy: Product positioning
is an important element of a marketing plan. Product
positioning is the process marketers use to determine how to
best communicate their products' attributes to their target
customers based on customer needs, competitive pressures,
available communication channels and carefully crafted key
messages. All this goes a long way in designing appropriate
promotional strategies.

Helps to win consumer confidence: Product positioning is
helps to associate the product with specific benefits that
interest the target market. When consumers believe that the
product delivers these benefits, they're more likely to buy the
product.' Thus product positioning helps to gain customer
loyalty.

Meet demands of different types of customers: There may
be different types of users for a single product. A well drafted

message along with use of appropriate channel would help to
meet the varied needs of different types of customers.

Makes entire organisation market oriented: There lies the
synergy between market orientation and market positioning,
It distinguishes the product of the organization from that of
the competitor and helps customer to understand how well
the product would meet their requirements. This helps the
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organization to focus on the different types of Custy

%
demands.

Create customer awareness: Good positio.ning Cemepy .
product in the customer’s awareness. It gives the cquOmE
information about the product in unique way that res(mate’
and states their mind forever. If executed correctly, pOSiti_:s
creates value, ensuring that customer will pay more for thg
product because they understand and agree wit, lh:

product’s position

Thus positioning is built by the organization designing ,, q
promoting their product by highlighting various pr oduct feature,

STRATEGIC POSITIONING OPTIONS:

(1)

(2)

(3)

The Quality Options: The frequency of purchases of ,
product depends upon its quality. Product positioning
strategy needs to be combined with other strategies to reap
maximum benefits. Marketers often use quality characteristics
to position their brands. One way they do it is with ads that
reflect the image of a high-quality brand. Premium brands
positioned at the high end of the market use this approach for
positioning the product. It is necessary to focus on quality of
product in case of quality positioning. E.g. BMM, Apple.

Value Options: Positioning is done by placing emphasis on
the value of the brand. The value must be judged by both
buyers and sellers. Brands must always justify the buyer to
enhance brand equity. Positioning by value means convincing
the customer of getting the required value for their money.

The Pioneer Option: Pioneers are products which are first
ones to reach the hands of the customers. Such products that
are positioned as pioneer become a benchmark. These
products could be psychological or technical standards.
Pioneer positioning helps the customer to remember the
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products for a longer time and face the competition
effectively.

(4) A Narrow Product Focus: This type of strategy focuses on the

importance of consistency in products. Managers work to

increase brand associations that is the USP instead of adding
new associations.

(5) Target customer focus: Target focused positioning is applied
when the brand or service is not popular. This strategy helps
to promote the brand or service in a specialized target Niche.
The importance of this positioning is to create awareness
among people who need the products or services. Target
customer focus is successful especially in case of small niches.

STRATEGIES FOR CREATING SUPERIOR CUSTOMER
VALUE:

In order to succeed, an offering should aim to maximize its
advantage on t}}e attributes that are most important to target
customers, while maintaining parity on the less relevant
attributes. The manager can adopt one or more of the following

three strategies for increasing the offering’s value and creating a
competitive advantage:

(1) Improve the offering’s performance on a given attribute:
The manager has to constantly find out the specific attributes
that have to be improved. For example, to make a software
program more attractive to customers who care most about

performance, a company might consider improving its speed.

(2) Add a new attribute on which the offering has an

advantage: The manager should try and increase the number
of attributes on which customers evaluate the offering. For
example, a software company might differentiate its offering

from the competition by introducing a novel feature that is
perceived as valuable by target customers.
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(3) Increase the perceived importance of an attribyte in
the offering has an advantage: An alternative APpro, hi"a_
make an offering more attractive is to change the pel‘c;h,h‘
importance of some of its attributes in a way that SuPPOrt:E"
attribute on which it is superior to competitive Offel’ings. 4
example, a company with software that is relatively g| -y bb
is compatible with most other existing softw 4

e Produd;
might promote the importance of compatibility.

g

The first two strategies involve improving the compapy,
offerings, where the company aims to change buyers’ beli'efs
about the relative importance -of the different attributes of the
offering. The above three strategies outline the key approaches ,
manager can take to improve the value of an offering.

While choosing which particular strategy to pursue, a manage,
must consider three factors:

~® The strategy that is likely to have the greatest increase in
customer value

e The strategy that is likely to have the greatest value (e.g,
lowest cost) for the company

* The strategy that is the most difficult to copy by
competitors.

Selecting the strategy that optimizes these three factors is likely
to contribute to the offering’s market success.

CREATING COMPANY VALUE

A company creates value for its stakeholders including

~ customers and collaborators in a way that it captures value to

achieve its goals. To create value for its stakeholders, the company

must define the benefits it aims to receive from the offering and
relate these benefits to its ultimate goals.
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t;ompan) creates value for its customers and collaborators.
-Q Cmnme value is defined relative to the company’s goal and
;pcomprlseq all relevant benefits and costs associated with the

'. :‘%ffermb

q()mam:,. monetary, functional and psychological. These three
~ domains define the overall benefit a company receives from a

ﬁ) Monetary Value: Monetary value involves the monetary
benefits of the offering. It is directly linked to a company’s
desired financial performance and involves factors such as
net income, profit margins, sales revenue, earnings per share,
return on investment etc. Monetary value is the most
common type of value sought for offerings managed by
compames

Functional Value: Functlonal Value reflects the functional
benefits and costs of the offering. An offering can create
functional value for the company by facilitating other
offerings in the company’s portfolio. For example, an entry-
level bike sold at cost can help the manufacturer gain market
share among younger customers when they decide to trade
up. Functional goals need not be related to profits. For
example, creating value for society by improving different

aspects of social welfare is a common goal for many non-
profit organizations.

Psychological Value: Psychological Value arise from
outcomes of psychological importance for company
employees and stakeholders. For example, a company’s
socially responsible actions such as preserving the
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environment and supporting various social causeg Canh
build the corporate brand and culture. 8

The offerings that demonstrate a company’s Ieade'rship
particular area, such as research and development, can g,

value for the company by helping to attract valuable empl,

and promote brand loyalty. ks
These above mentioned three types of value correspong t, t
two types of company goals-Monetary and Strategic the monetary
value corresponds to the .company’s financial goals ang th
functional and psychological value reflect the offering’s ability 1,

fulfil a company’s strategic goals. Since maximizing Monetary
value is the primary goal for most companies, the offerings myg

either directly or indirectly be linked to profitability.
STRATEGICALLY MANAGING PROFITS:

To design successful profit-growth strategies, the manager
must understand the key drivers of a company’s bottom line,
prioritize their impact, and focus on changes that will have the

greatest impact on profits.

E&h

The net income of the company is found by the calculating the
difference in revenues and costs. Therefore, to increase income
they must increase revenues and/or reduce costs. Revenue
growth can be achieved by increasing sales volume and/or
changing the unit price of the offering. Moreover, the costs can be
reduced by lowering various types of expenses, including cost of
goods sold, R&D costs, marketmg costs, administrative expenses

and soon.

It should be noted that, both increasing sales revenues and
decreasing costs can :h'a"ve a significant impact on profit growth.
Therefore, increasing revenues rather than cutting costs is more
likely to produce sustainable growth over time. Similarly, even
though price optimization can have a significant impact on

- i
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Lofits, increasing sales volume rather than modifying price is

i able profitability. Growing sales

i i;sually the key source of sustain
~ volume is often viewed as the main source of profit growth,

Ve
ation of the offering’s price and costs.

{ considering optimiz
. To increase sales volume, a company can either focus on its
y increasing the quantity and frequency of

focus on acquiring new customers by

§ current customers b
. purchases, or it can
' llowing two strategies:

§ o Attracting customers who are new to the
B product category and thus growing the size of
| market.

e Attracting customers who already buy competitors’

offerings.

effective strategy to grow profits depends on a
and the specific market conditions. In

particular
the entire

: The most
~ company’s goals, resources,
~ some cases, profitability can best be achieved by increasing sales
" volume, for example, by generating additional sales through

' current customers. At times, the company may also have to lower

' marketing and other related costs to achieve profit growth.
Managing Profit Growth:

Companies strive hard to increase their sales revenues to
achieve long-term profitability. Sales growth can. be achieved

using internal resources (organic growth) or by merger or
acquisition with another company. The two basic approaches for

increasing sales revenues are:
(A) Growing Sales Volume,

(B) Optimizing Price.
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REASTNE EALES: REVENUE.. T Al | Vi
(A) INCRE

VOLUME:

e basic strate ie
” ies can adopt any of the three 8les ¢
ompanies can :

increasing sales volume:
(i)  Market Growth,
(ii) Steal Shafe,
(iii) Market Penetration.

to as i
(1) Market-growth Strategy (also rf:ferred ..0 3 .prltna
demand strategy): This strategy involves incre SINg salq

volume by attracting 11ew¥to-the-category customers Who
currently

offerings,

r

are neither using the company's or Competitors

(2) Steal Share Strategy: This is opposite of market

Strategy. It involves growing sales volume by

Customers who are already category users and are buying
Competitors’ offerings. ’

(3) Market

Srowth
attracting

Penetration Strategy: The

strategy involves increasing sales volum
quantity purchased by the com
than trying to “
buyers to the pr

market—penetration

e by INCreasing the
Pany’s own customers rather

oduct category.
We can conclude that the market-

Strategies reflect a

adoption, and the

company’s effortg
offerings.

market—penetration

Strategy  reflects a
to Manage

Customer usage of the company’s

O |

A \N

1

o
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New cusotmers

G‘I:- \
5 Customers new ) E Market-growth
g to the category J! strategy
W T —_— Competitors' \ Steal-share
8 customers | slrategy
4 ' R Tt T TR YEER e R e ek e -
P Current 1 Market-penetration
5 customers | strategy
Fig. 2.4:

_ To grow sales volume, a company must create value for its
'f:- get customers. This can be achieved by pursuing any of the
four core strategies:

() By increasing awareness of the offering by communicating
_ its benefits to target customers.

(ii) By increasing the availability of the offering by expanding
'r. the manufacturing capacity, enhancing distribution
coverage, strengthening retailer support, and minimizing
stock-outs. '

X 3

(iii) By increasing the attractiveness of its offering by
improving product functionality (e.g., by improving the
quality of the raw materials and/or by using superior
technologies), by realigning product benefits with
customer needs and /or improving service quality etc.

(iv) By improving the affordability of the offering by lowering
| price, offering incentives, and decreasing the other costs
associated with the offering.

B) INCREASING SALES VOLUME BY OPTIMIZING PRICE:

One of the most crucial component of managing sales revenues
s setting price of the offering. The impact of pricing on sales
evenues depends on the way customers react to changes in price.
Although, raising prices may increase profit margins and have
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act on profits, it may also decrease sales y,
; , o
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positive imp
to the lower
gers have to
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mana

offering. -
; i sales volume is a :
The impact of price ON >¢ is a function of CUstq
n’lers,

e elasticity, which reflects the degree to which a
a change in quantity sold. The lower t}?ng
ore likely it is that raising the price can ii
cases where price elasticity is low a:l;
aused by a higher price can be offg,,
an increase in revenues attributed to the higher price, rais.by
greater sales revenues. On the other hand, y,
high and lost revenues from a price cut caneb:
les volume, lowering price can lead ¢,

ki 3

pric
price Jeads 1O
elasticity, the m
sales revenues. Thus, in
decrease in sales volume C

L’in

prices can lead to

price elasticity is

offset by an increase in sa
higher sales revenues.

There can be two {ssués in managing pri

« The term price is used majorly to reflect not only the list :

price of an offering but also various monetary incentives

that accompany the list price. These incentives includé’.

price reductions, coupons, rebates, and trade discounts

such as volume discounts and allowances. ]

ce of an offering;

e Managing sales revenues requires optimizing not only an
offering’s price but also its price incentives. Because a
manufacturer’s offerings are in most cases sold by 2 third
party (wholesalers, retailers, distributors, and dealers) its;
sales revenues are determined not so much by the r€

price that customers pay as by the (wholesale) price the
, managing’
tomer Price.-
e ret ..‘.

company charges its channel partners. Thus
grlce involves managing not just the final cus
ut also managing the prices throughout th
channel.

= & =
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. -‘; Managmg Profit Growth by Lowering Costs: .

~ An alternative strategy to growing profits involves lowering

‘
|
5
i :__ '

~ costs rather than increasing sales revenues. A company’s costs can
;3 be classified into four categories:

'i ,f

;- (1) Lowering the Cost of Goods Sold: The term ‘cost of goods

i & }? sold’ describes expenses directly related to creating the goods
3  or services being sold and can have both a variable (e.g., the
“’l cost of raw materials and the cost of turning raw materials
} ".'f= into goods) and a fixed component (e.g, the depreciation of

‘* . machinery). The two basic ways to lower the cost of, goods
- sold are:

(a) To lower the costs of inputs such as raw materials, labour

kR etc. used in developing the ''company’s offering.
., Lowering the costs of inputs can be achieved by
R outsoulicing, switching suppliers, and  adopting
| alternative technologies that use more cost-effective
inputs. | | | e

(b) To lower the costs of the processes that transform the
inputs into the end product, such as. optimizing
operations and adopting alternative technologies that use
more cost-effective processes.

Lowering Research and Development Costs Research and
development involves fixed costs necessary for designing the
company’s offering and. most of the times, accounts for a
significant portion of the overall costs. Companies can
‘ decrease the R&D costs by adopting technologies that shorten
) the product development cycle, minimize equipment costs,
manage labour costs etc.

(3) Lowering Marketing Costs: Depending on the company's
1 business model, marketing costs can account for a significant
portion of the overall costs associated with the offering.
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Marketing costs involve several different types of %

The cost of incentives involves consumer-focused
such as price reductions, - coupons, rebates
sweepstakes, and premiums.

Xpe 1
Pomog;,

q
’ Conte'.i[;

(a) Communication costs comprise advertising eXpendi,
' (television, ' radio, print, online, outdoor, pointrﬁ
. purchase, and -event advertising), public re]aﬁﬂ'
expenditures (press coverage, product placement,:;
..social media),and personal selling (sales force).

(b) Distribution costs reflect the margins received b
distributors, cost of the sales force and trade inceﬂﬁvé

such as trade allowances, volume disc¢ounts, and co-0p
advertising allowances.

(c) Miscellaneous marketing costs reflect tﬁe costs of factors
such as marketing research-and marketing overheads.

(4) Lowering Miscellaneous Other Costs: In addition to
decreasing the cost of goods sold, R & D expenditures, and
marketing expenses, overall costs can be lowered by
decreasing all other costs such as administrative costs, legal
costs, and cost of capital.

CREATING COLLABORATOR VALUE

Collaboration involves entering into a relationship with an
external entity and delegating to it a subset of the company’s
activities. Value creation through collaboration is when the value*
is jointly created by the company and its collaborators as against
the traditional approach in which a company alone -creates
customer value. The concept of a fully integrated company with
its own supply, manufacturing, and distribution has been
replaced with that of outsourcing, which delegates many business
functions to external entities. This is done as modern
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; Jnizations believe that greater effectiveness and cost efficiency
- - chieved from greater expertise and scale of operations.
n

Collaboraﬁon brings together different entities - suppliers,
ufacturers, distributors (dealers, wholesalers, and retailers),
.o providers, advertising agencies, marketing research
| & ervpanies etc. to create a sustainable value exchange. Because it
| .«aptufe s the relationships betw‘een business entities, collaboration
] p.is often viewed strictly as a business-to-business process unrelated
'Ito the company’s consumer-focused activities. This is because
| | .siness and consumer markets are very different on several
dimcHSionS’ including the type of customers served, type of
products and services offered, the selling process, and the nature
'of relationships between the buyer and the seller. However, the
| elationship between a company and its collaborators should
always be considered in the context of creating value for target

customers.

The success of this collaboration is determined to a large
degree by the ability of the manufacturer to create value not only
for the retailer but also for the end customer.

MEANING OF COLLABORATORS:

Collaborators are entities that work with the company to create
value for target customers. Collaboration is a value-creation
process that spans the processes of designing, communicating,

and delivering value to target customers. It can occur in three
domains:

(1) Value-design Collaboration: including product and
service development, brand building, price setting, and
| Incentive design
@ Value-communication Collaboration: including
advertising, public relations, and social media
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(3) Value-delivery Collaboration: including
delivery of a company’s products and services.

the acfua]

Most collaborators are business entities hence c°“ab0raﬁ
. . - - 0
typically involves business-to-business relationships aimegq h
3
creating customer value. t

COLLABORATION AS BUSINESS PROCESS:

As a business process, collaboration aims to improye
company’s ability to create value for its target customers in , W3
that helps achieve its own strategic goals.

ADVANTAGES OF COLLABORATION:

Collaborative work helps to improve business performang,
and enhance the team’s skills to work toward a greater goa g,
the business. Collaboration leads to innovative approaches
work, new processes to accomplish key tasks and shared ideas o

varied responsibilities. There are both advantages and limitations
of collaboration.

Some of the major advantages of collaboration are:

(1) Effectiveness: Collaboration enables companies to specialize _i i

in a particular aspect of the value-delivery process such asR
& D, manufacturing, distribution etc. and thus enables each}
party to take advantage of the other’s expertise, it can providq
both entities with a competitive advantage. :

(2) Cost Efficiency: Collaboration not only facilitates the |8

effectiveness of the value-creation process, it can also make it

more cost efficient because by specializing in a given B
function, each collaborator can achieve greater economies of £

scale and experience.

(3) Flexibility: Since collaborating companies do not require ¥
develop in-house expertise, they require lesser commitment :
of resources and, hence, have much greater flexibility in terms

!
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i

-,g;nitching technologies, entering new markets, and exiting

3 ’%“gﬁ_ng ones. .

- p::?d Collaboration enables a company to achieve the

: ed results much faster than building in-house expertise.
example, a manufacturer can gain access to target
orkets virtually overnight using an existing distribution
hain, whereas launching its own distribution channel would
'\"‘e considerably longer.

SRAWBACKS OF COLLABORATION:

)

'ite its numerous benefits, collaboration has several
"acks. Some of them are:

—ary

;{) ss of Control: Delegating certain aspects of a company’s
ﬁf._‘ : tivities to an external entity often leads to loss of control
‘over the value-creation process. For example, outsourcing
some of the manufacturing/ assembling operations may

hinder the company’s ability to monitor production processes
and product quality.

oss of Competencies: Outsourcing key activities tends to
weaken a company’s core competencies. For instance, if a
company frequently outsources its R & D activities, it may

over a period of time be unable to come up with innovate
products.

3) Empowering Competition: Outsourcing key activities also
might enable collaborating entities to develop a set of
Strategic competencies, thus becoming a company’s potential
COmpetitor. Companies, while taking most business decisions,
enter into 3 collaborative relationship after thoroughly
analysing the relevant benefits and costs. When the benefits

om collaboration are far more than the corresponding costs

for each of the relevant parties, the collaboration tends to be
Sustainable ang vice versa.
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LEVELS OF STRATEGIC COLLABORATIGy, ™

A company’s relationship with its collaborat
xtent to which it is formalized, Based on Varyi
e the Nay,,’ !

- : t
relationships among collaborating entities, collabOrati e o '

- 13 . . . 0 \
either explicit or implicit. _

n ,

(1) Explicit Collaboration: It involves contract

Ua] relatlons .
such as long-term contractual agreements, joing Venty, hi
franchise agreements. The key advantage T

‘collaboration is that it fosters a formaj

. xpl;
rela honshi i
collaborating entities,

) . a
which ultimately Jeaqs to i
effectiveness and cost ~ efficien

collaboration has limitations, such a

At

op:
flexibility, g,

eating 3 Poteng;

Cy. However,
s lower
switching costs, and the strategic risk of cr
competitor by sharing proprietary information €8 prig;
policies, profit margins).
(2) Implicit Collaboration: It does not inv
relationships and is much more f]
collaboration. However,
inability to predict the
members. Also there is t
resulting in unwillingness
the channel for a particula

olve any contrac,
exible than explig
because of ﬂexibility, there ;
behaviour of various channe
he lower level of commitmen!
to invest resources to customiz

I manufacturer. As compared
explicit collaboration, implicit collaboration is also likely k
lead to lower cost efficienc

y resulting from a lower degree 0
coordination,

ALTERNATIVES TO COLLABORATION:

A common alternative to collabora
activities performed by coll
controlled entity, or by
entity.

tion involves insourcing the
aborators by creating a new, company
acquiring or merging with an existif
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: pfu ding on the relative position of the entities in the value-
. ation process, there are two types of integration:

reation P

| L“ _};_rtical Integration,

AN " orizontal Integration.

%ﬁ: cal Integration: Vertical = integration - involves the
) G

_acquisition of an entity occupying a different level in the
ue-dglivery chain. Depending on the relative position of
: } entities, there are two common types of vertical
integration: _

( a) Forward Integration - Extending ownership. of activities
St downstream (toward buyers). E.g. A manufacturer

acquiring a retailer to establish its own distribution
sysl”em.

Backward -Integration .- Extending ownership upstream

(toward suppliers). E.g. A retailer acquiring a wholesaler
or a manufacturer. . N il

-Vertical integration is generally adopted by companies -
at control the key aspects of the Value;delivery process. For
example, Starbucks  directly manages all aspects of its

business, including sourcing, roasting, distributing, and
serving the coffee. ‘B T h

Horizontal Integration: Horizontal integration - involves

acquiring a business entity at the same level of the value-
delivery chain. For exa
retailer or g

Manufactyrer,

mple, a retailer acquiring another. .
manufacturer merging _with another -

Horizonta] integration occurs among entities with similar

- Core COmpetencies - a common -scenario for cdmpanies

' Si?Ekingl'ecorlornit&:s of scale through cdnsolidaﬁon, and for
those Seeking economies of scope through diversification.

m__-h"” — ._
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Horizontal integration is generally adopte dh (eh

for a variety of reasons, including gain
markets, acquiring the rights tq resea
competition in strategically important m
power over the other entities in the valye

ing aCCESSn:pam(‘,
rCh, reduCin nﬁh
arkets, ang gﬁ “&
‘deliVery ch ain m‘hg
MANAGING COLLABORATOR RELATIONg, ™

A company may take maximum effor

ts to Optimjze the valy
e

optimization strategies pursued by collaborating entities, Angy :
reason for such problem is the pPower imbalance of t]:I
collaborating entities that lead to conflicts. :

COLLABORATOR. POWER:

Collaborator power refers to the abilj
exert influence over another entity. Thi
an imbalance in the valye exchange
powerful entity and to market outcome
discounts, and allowances; preferential a

ty of a given COmpany ,
s influence often leads
in favour of the more
s such as higher Prices,
ccess to scarce resources;
very schedules.
FACTORS AFFECTING COLLABORATOR POWER:

Power in collaborator relationships is a function of a number of

factors, including the differentiation of collaborator offerings,

collaborator size, strategic importance of the collaboration for each|
entity, and their switching costs.

(1) Offering Differentiation: Companies with differentiated

offerings in higih demand are likely to have more power over
their ' collaborators. For example, companies with strong
brands such as Pepsi, Nike, Apple etc. have more. power
dealing with their distribution partners than compa

lesser known brands.

nies with

Yy
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ijff' 61]ab01'at°r Size: Consolidated entities, both manufacturers
,f-:'i d distributors, are likely to have more power over
-'f'__gmented ones. For example, large consumer packaged
- ds manufacturers such as Procter & Gamble, Unilever,
! Jul etc. often receive preferential treatment at retail ouéleté

in terms of better shelf space, lower volume discounts etc. as
. compared to smaller manufacturers.

_ Gimilarly, relative to smaller retail stores, retail giants Big
'Bazar, D-Mart etc. receive various monetary and non-

yolume discounts, promotional allowances, customized
product-delivery schedules etc.

3) Strategic Importance: An entity is more powerful when it
‘accounts for a significant portion of its collaborators’ profits.
For example, Walmart is in a _position of power when
negotiating with small manufacturers because their
individual- net contribution to Walmart’s net income is low,
whereas for many of them Walmart accounts for a substantial
part of profits. '

d4) Switching Costs: An entity is more powerful when the
switching costs of its collaborators are high and its own
switching costs are low. Such switching costs may arise due

to factors such as high level of systems integration between a.

company and its collaborator, long-tei;m cqntl_'éctual
obligations etc. ‘

REFERENCES: |

¢

1 Lancaster G. and Massinghafn, L. (1988) Essentials of

Marketing. Maidenhead, Berkshire, England. McGraw-Hill.

https:/fwww.academin.edu/34819975/Strategic_Marketing_Manage
me"tﬁfh_Edz'tfon__hy_AIexander_Chemev :

monetary benefits from manufacturers, including preferential

AR
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Objective Questions with Ans@l

Fill in the Blanks:

(a)

(b)

(c)

(d)

(e)

(f)

(9)

(h)

(i)

()

is the process of identifying custo
company will optimize its offerings. s for Whom
'

(targeting, segmentation, collaboration)

: : is the key value creating asset for several orqan:
involved in research and development, consulting, educanoﬂa;'za%
3

(Human Capital, Collaborator Networks, Copyrights)

is the act of fixing the focus of the produ o
minds of target consumers. Ct offer iy the

(Product Positioning, Marketing, Segmentation)

The involves increasing sales volume b
quantity purchased by the company’s own customers.

(market-penetration strategy, steal share, market growth)

costs' reflect the costs of factors such as mapees
research and marketing overheads. .

(Miscellaneous marketing, Distribution, Communication)

Collaboration  includes product and Service
development, brand building, price setting, and incentive design.

(Value-design, Value -Communication, Value-Delivery)

is extending ownership of activities downstream.
(forward, backward, horizontal)

y increasing t

integration involves acquiring a business entity at the
same level of the value-delivery chain.

(Horizontal, Backward, Vertical)

Collaboration leads to approaches to work.

(innovative, creative, imaginative)

goals need not be related to profits.
(Functional, psychological, monetary)

[Ans.: (a - Targeting); (b - Human Capital); (c - Product Pasitioniqg);
(d - market-penetration strategy); (e -. Miscellaneous marketing);

(f - Value-design); (g - Forward); (h - Horizontal); (i - Innovative);
(J - Functional)]
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/ ting.
samen o the following statements are True or False:
A he

Slﬂw w

ional value create value for the company by helping to attract
o) ulr:]f:t;le employees and promote brand loyalty.
va

istic Positioning emphasizes the benefits delivered by the offering
(b) HOI:WO or more attributes.
on

qustrial Property includes inventions, trademarks, commercial
In

mes, indication of source of origin etc.
names,

ompatibility refers to the company's ability to fulfil the needs
%) Tft’aggefcus!:Omers better than the competitors.
0

(c)

information value refers to the value of information provided by
customers.

communication value refers to the collaboration between the primary
L offering and other offerings in the company's Product line. _

The ‘One for Each Strategy’ is based only on the recognition that .
@ different segments exist in a market.

()

Target marketing enables the marketing teams to customize their
® message to the targeted groups in a focused manner.

() A measurable segment is one where the size of the segment and the
related purchasing power can be measured or quantified.

() Mass marketing is a scenario in which the different product/ service is
offered to all customers.

[Ans.: (a - False); (b - False); (c - True); (d - frue); (e - True); (f - Faise);

(g-False); (h - True); (i - True); (j - False)]

(3) Match the Columns:
| A - B
(@) One-to-One Marketing () Suppliers and Distributors
(b) One for All strategy ' (ii) Research and Dévelopment
() Vertical Network .| (iii) Designer clothes
(d) Horizontal Network _ (iv) Primary demand strategy
(&) Market growth strategy (v) Blanket Approach -

[Ans.: (a - jij). (b-v); (c-i); (d- ii); (e - iv)]

Mon Bank for Self-Practice ,

U Discuss the Esg
4 What are the {

Explain the ke

Sence of Segmentation.
actors to be considered while segmenting?
¥ Segmenting principles in detail.

¥ | *
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(4) Explain the key segme”ting principles of relevance Sim"a”‘y

1 exclusivity. (Oct. 18) |
) L the factors to be considered while targelmg? (Oct. 1g)

(6) Discussin brief the targeting strategies |

(7) What are the essential strategic assets for target compatlblllty?
(8) State the role of strategic positioning.

(9) Discuss the strategic positioning options;

(10) What is strategically managing profits?

(11) What is company value and explam how com

panies Strategicay|
profits? (Oct. 18) Y Mangg,
(12) What do you mean by collaborators? Explam collaboratron as byg;
process. Mesy

(13) Explain the advantages and drawbacks of collaboratlon
(14) Discuss the levels of strateglc collaboratton.
(15). Write short notes on:

(a) . .Company Value. :

(b) Collaborator Valye. (Oct. 18)

(¢) - Managing collaborator relations. : -
(d) '_Gainin_g collaborator power.

.
Lr ._1":1

]

<EE
<
l}]<|
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Forecasting New Product Demand using ¢ Brand as Value Creation
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Product Adoption: ' ¢ Brand Hierarchy |
' Understanding New Product Adoption Brand Dynamics :
Diffusion of New Offerings ¢ Brand Repositioning

% Factor influencing Diffusing of New Offering ¢ Brand Extension
New Product Development Process ¢ Brand Equity and Brand Power
Managing risk in New Product Development ¢ Measuring Brand Equity
Moore’s Model of Adoption of Nev‘v . ¢ Objective Questions with
. Technologies _ Answers
4 ¢ Question Bank For Self-

§ Managing Product Lifecycle at various‘St.‘E'-ges Practice

Managing Product Lines:

. Managing Vertical and Horizontal Product Line
. Extensions '

i® Managing Product Line Cannibalization

Managing Product Lines to Gain and Defend
Market Position
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MANAGING PRODUCTS AND SERVI

EgY
Product and Service Management is them

designing, developing, maintaining r:?nd imPI‘OVing . pf;:n‘nini
service through all stages of its lifecycle in response tq the e,
opportunities. These include the conception of the new 2},
to its. design and launch and later through its growth, maOdu.q
and the decline stages. It is based on the product lifecycl thhmb"
The product or service strategy needs’to be tailo €0

_ red Specifica]]“'
the requirements of the target market. : i

' The managers try to optimize the bepefits and valye that
customers as well as the collaborators derive from the ¢,
products and services. In the process, they must Cdnsider the 5
key elements (also known as the 5 C Framework) Corﬁprising
Company, Collaborators, Customers, Comipetitors and Context

which the company operates, along with the offerings marketing
mix. < :

MPany

- FACTORS AFFECTING PRODUCT AND SERVicE

DECISIONS: . =~ gt

Products and service decisions play an important role in the
company. It involves various decisions in -order to create and

'~ manage the company’s_offerings. effectively. There are various

factors that influence the product and service decisions because
every business is based on its product specialization that has its
own goals and strategies for marketing. If a business wants to
maintain its market share at a certain category, it should improve

or modify an existing product in order to compete with the similar

products in the market. | : '
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e factors that affect the product and services decisions are as

! { performance: Performance of products depend on different
"' haracteristics. They vary from product to product. The main
4 principle when deciding the level of performance of a given
offering is to boost its value for relevant market operations
' guch as target customers, company and collaborators. In some
" cases if the offerings is a part of product line, the performance
also need to be coordinated with the other offerings. For

example: Cars vary in engine power, acceleration, comfort,
safety and fuel efficiency. Same way laptops vary in
purchasing power, battery life, display size and connectivity,
On other hand snacks vary in taste, nutritional value andl-
calorie content.

- 4
-

. (2) Consistency: The main contributor to the success of company

is consistency in service delivery. Variability is the
characteristic of services which makes consigtency an
important part in service delivery. An important aspect of
designing an offering is ensuring that in- kind products and
services are identical and consistent with specifications. For
example: The success of Companies like Café Coffee Day,
KEC, Starbucks. '

(3) Reliability: Reliability refers to the fact that the product or
service will operate as per the specifications and will not
malfunction during the process of its projected life cycle. It is
often used as a differentiating point to create a unique
position for a company’s offering. - For example: FedEx
promises “absolute overnight” next day - delivery service,
Verizon claims to be the most reliable wireless network in the

Uniti_ad States with a,call_completion rate of more than 99.9%. ~

(4) Durability: Product -design also inw_?olves to consider the
expected length of offering’s lifc _cycle. Durability is an
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(5)

(6)

n-'nlnl Wpul "TM Strategic Marketin
€ Map,

%Ren
important consideration in buyer’s d

Customers prefer the products that ar:CISlOH Pro,
Durable products help the COmpanijeg *

customers and builds loyalty among existing ltrag
the other hand, it tends to have a ;
frequency of repeat purchases beca
reluctant to replace fully functionin
ones. Hence the manufacturers
product models that will motivate

negative ; s,
8 € Im ()n

o Pact
€ Products with e°“°n
have to design su o
Customers tq Upgrag Perjy,
. s | €,

Compatibility: It refers to the degree to which ap off

€rine .
& Standarg, agls
Compatibility can e nq
strategically by companies to create barriers tq 5]

en
ensuring that offerings are uniquel b

Y compatible Wit[):
customers’ existing systems and processes,

: Progy,
compatibility is also an effective strategy in ne -

. tworkeq
environments where users . are compiled to yse Specif;

c
standards.

consistent with certain already existin
complementary products.

Compatibility is also a key consideration in muyjg
pricing, where a company charges a relatively low pri
the first part of the offering and ‘higher prices

part
ce for

for the
complementary parts. In this case, unique compatibility is

essential so that only parts manufactured by the same

company can work together. Example: Gillette manufactured
blades should fit a Gillette razor-

Ease of use: Ease of use is an important aspect of many
products and services. There is a common misconception that
greater hmctiériality, such as a greater number of features,
generally leads to greater customer satisfaction. In reality,

however this may not be true, adding functionality in cases

when customer lack the knowledge necessa

ry to utilise it can
backfire. 2
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) Technological  design:  Two

75

development  methods
depending on the novelty of the offering can be identified as

product innovation and product variation. The product
sanovation approach involves technology based innovations
and innovative use of existing technology to design new
offerings. Product variation includes minor changes to the
frms offering such as adding different colours, flavours,
tastes, sizes, designs, or packaging variations.

Degree of customization: When designing its offerings, a
company needs to decide on the degree to which these
offerings will be customised for target customers. At one end,
the company may decide to pursue a mass production
strategy, offering the same products and services to all
customers. On the other hand, the company may pursue one
to one customisation in which the company’s products and
services are customised for each individual customer.

A compromise between the mass- production approach
and the one-to-one customisation approach is segment based
customisation. By developing offerings for groups of
customers with similar needs, segment based customisation
allows companies to develop fewer offerings while ensuring
that these offerings fit customer needs. Example: Lenovo
offers more than 100 options from which customers can
choose to customise their computers. Nike offers more than

10,000 different colours and design sport shoe customisation:
through its website nikeid.com.

Form: Product design involves decisions concerning the
physical aspects of the offerings such as the shape and size.
Design plays a significant role in manufacturing,
transporting, storing, and consuming the product. Packaged
products are available in different shapes and sizes as

customers preference varies as per the amount they consume.
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e: Johnson and Johnson'’s pain relief medicine
: e: . . . .
' rallc ’ . :
. ‘:‘ 1strength and children’s dosages: normal ang Xtendgq
extra

lief, tablets, caplets, geltabs, liquid etc., available i di
relel, ’ K

feren,
sizes.

(10) Style: The look and feel is important for produ.cts that
self-expressive function such as luxury cars, design fumitUre,
fashion appeal, etc. and could be les.s relevant for utilitarigy,
products such as manufacturing equipment. Because Product
styling can create value above and beyond the funcﬁonal

haVe

characteristics of the product, it is used by the companies ,
differentiate their offerings from the competitors.

(11) Packaging: Packaging provides various functions such as
protecting the product during transportation and Storage,
storing small items into larger packages, Preventing

tampering, theft, providing convenience in transportation

handling, storing, display, sale and consumption, offering

information on how to transport, store, use and dispose of the

product and promoting the product to potential buyers by
providing them with reasons to choos

be used to create value and be
product itself. Example:
highlights the exclusivity of

strengthens its brand imag
the competitors.

e it, Packaging can also
yond the value created by the
Tiffany’s signature blue box
the offering and at the same time
e and helps differentiate it from

Thus, in deciding the ch
and services, companies
from the other offerings
manage products

different_iate them
In their product_lines and also how to
and services throughout theijr lifecycles.
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MANAGING NEW PRODUCTS

~ New products and .services are the main reasons for the
‘,.Eit-ontinuous growth that helps companies to maintain their market
;.,‘ivosition by taking the benefit of the changes in the market to
J te superior customer value. The decision for launching new
~ ffers depends purely on the demand of the market on such
" ffers. The company needs to know the details. of the target
market and its size in order to plan the strategy for offers. This

3 process of estimating the size of the potential market is referred to

as demand forecasting. There are two common types of demand

‘i cred

forecasts:

(1) Market Forecasts: Market forecasts is the estimation of the
total sales volume that can be achieved by all companies in a
given market. Forecasts of market potential are usually used
to make market entry and exit decisions, resource allocation
decisions, and to set goals and evaluate performance.

(2) Sales Forecasts: Sales forecasts are an estimation of the total
sales volume which can be attained within a given time
frame. Sales forecasts are used usually to make entry and exit
decisions like market forecasts, allocate resources, plan
production capacity, and evaluate the impact of various
marketing mix variables on sales.

Furthermore, based on the type of data they utilize, there are
two types of demand-forecasting methods:

(1) Collecting and Analysing Primary Data which is. the data
collected especially for the purpose of demand foréscasting.

(2) Analysing Secondary Data that is the existing data.
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FORECASTING NEW PRODUCT DEMap, y,
PRIMARY DATA: USINQ

The new data that is collected and analysed tq
into the process of adoption, speed of adoptio
offerings potential market is the primary data
are two types of primary-data demand forecast
forecasts and customer-research forecasts.

"' and EStim,
fOl‘eCastin hﬂg
S: expert ju Cre
d
Eey,
(1) Expert-judgment forecasts: It is the forecagt that 1,
experts” opinions to estimate market demand. D"-Pen; Y o
the nature of the expert’s background, the threemgﬁn
categories of forecasts are: -
(a) Executive forecast: It a top-down approach in Which
. T .
nion of 2
IS.
(b) Sales force forecast: It is a bottom-up approach i which
the forecast is based on the aggregateld opinion of ,

forecast is based on the aggregated op
company’s top executives and senior manage

company’s sales force and sales managers.

(c) Industry forecast: It is based on the aggregated Opinion
of industry experts, such as industry analysts, executives,
managers, and sales forces from competitive companies.

(2) Customer-research forecasting: It involves examining the
customers’ reaction to the offering at different stages of the

product development process. The .two most popular
methods of customer-based forecasting are:

(@) - Concept testing: It is the process in which the consumer
respanse to a particular offering is evaluated before its
introduction to the market. Concept testing can be based
on a description of the offering or, alternatively, ?an
involve .a full; functional prototype. Concept testing
provides only rough estimates of sales volume.
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(b) Market testing: It relies on test markets to estimate
market potential and future sales volume. It is used to

make a decision before launching a product whether to

go or not to go for launching it. It is a litmus test that also

tests specific aspects of the offering’s marketing mix. Test

markets aim to duplicate all relevant aspects of the .

environment in which the company’s offering will be
launched i.e. offering related to advertising and
incentives, competitive offerings, and point-of purchase
environment so that the test market outcome can be
generalized to more general or national sales forecasts.

Due to its relatively high costs, market testing is normally used
only for products that successfully pass the concept testing stage.

FORECASTING NEW PRODUCT DEMAND USING
SECONDARY DATA: .

Secondary data forecasting relies on already existing data. It
includes three different secondary data forecasting methods that
can be used: |

(1) Offering-specific Forecasting: This is based on past data
from the sales of the same offering for which the demand is
being forecast. One popular approach where the past sales
data identifies the trends and then generalizes these trends to
a sales forecast. A variety of time-series statistical approaches
might be employed for this type of analysis, such as linear
trend analysis, moving-average analysis, and exponential
smoothing. :

Another popular approach - involves identifying the
relationships between the offering’s sales and a variety of
internal factors such as the offering’s price, incentives, and
communication and external factors such as competitors’

A
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price, incentives, and communication to predict the likely

sales volume.

Forecasting by Analogy: It involves forecasting an offering’
performance by comparing its adoption cycle tq x
functionally similar product for which sales data are
available. This approach is especially useful for new products
for which adoption data are not available, or for non.
traditional marketing activities involving existing products
including price change, incentives etc. For example, one could
forecast the adoption of 3-D TVs by comparing it to the
adoption of analogous products, such as colour, flat-screen,
and high-definition TVs.

The key assumption of analogy-based forecasts is that the
pattern of adoption of the new product speed and depth of
market penetration will follow a similar pattern to that of the
analogous product.

Category-based Forecasting: It involves utilizing available
product category data to estimate a particular product’s
performance. One category-based forecasting approach to
quantifying sales potential involves estimating the degree to
which sales in a given category have captured the total
market potential in a particular geographical area based on
the population of that area and average consumption per user
nationally, which is also referred to as the Category

Development Index, or CDL.

An alternative approach to category-based demand
forecasting involves estimating the degree to which sales of a
specific offering rather than the entire category have captured
the total market potential in a particular market which.is also
referred to as the Brand Development Index, or BDI.
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’ comparing these two indexes reveals an offering’s
£ orformance relative to the category. Thus, a combination of
high BDI and low CDI indicates that the brand is doing better
than competitive offerings, whereas a combination of low BDI

and high CDI indicates that the brand is doing worse than

competitive offerings.

NEW PRODUCT ADOPTION

Adoption is the process by which people become users of a
.~ product. It is adoption which will enable users to discover that a
.~ product is usable and useful and enable them to become long-
" term users of a product. The new product adoption process is an
" individual process in which a consumer decides to adopt a new
product for his or her personal use. This process is referred as
. giffusion of innovation, which is like a S shaped curve that depicts
total number of adoptions at any given point of time.

UNDERSTANDING NEW PRODUCT ADOPTION:
The concept of product adoption is concerned with developing

new product, which includes:

(a) Innovation: Innovations implies Research and

Development activities.

(b) Modification: It involves quality modifications,

functional modifications, style modifications etc.

Product adoption is concerned with how customers learn about
the new product for the first time and make decision to become its
regular users. It is the mental process through which an
individual passes form first learning about an innovation (new

product) to its final adoption.
Philip Kotler considers five steps in consumer adoption
such as awareness, interest, evaluation, trial, and

process,
On the other hand, ‘William Stanton suggested that

adoption.

- ———— ] ——
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are six steps, namely - awareness stage, intereg;

information stage, evaluation stage, trial stage, adoptiq ang

and post-adoption stage. The stages are explained as fo]j,

(1)

(2)

(3)

@)

)

n stage
Ws: '

Awareness: Awareness is the point at which CONsumeg 6

become aware of the new product’s existence Bk lacrst
enough information. Awareness is a function of, anq i highll(s
dependent on, marketing communication and Consume};
word-of-mouth. ‘

Interest and Information Stage: In this stage, the CONSUme,
becomes interested in innovation and tries to collect More
information about the product offering‘ from various SOurces,
The sources include advertising media, salesmen, retailers,
dealers, current users, or directly from company. T},
information is sought about the offering’s qualities, features
functions, brand, colour, shape, price, incentives and other
relevant aspects.

Evaluation: In this stage, the consumer has enough
knowledge about the product and he considers its relative
benefits and evaluates it in terms of various factors as cost,
aesthetics, competitors’ offering, features, performance, price,
after-sales services, etc. This helps him arrive at the decision
whether the innovation should be tried out or no.

Trial: If the evaluation is favourable, consumers are more
likely to take the next step, trial. They may try out the
innovation in a small scale to get self-experience. Trial can be
stimulated by marketing activities such as free samples and
coupons, that are quite effective particularly . in case of
convenience goods. Some products actually can be ‘test
driven' prior to purchase, like cars.

Adoption or Rejection Decision: This is the stage when the
consumer has made up his/her mind whether to remain with




ection in product, Services and Branding "E"ﬂ“‘ &5

—
—

itrategic o =

the Pfoduct or switch back to the earlier product. If trial
produces satisfactory results, the consumer decides to
dopt/buy the innovation and consume individually or
| ointly with other members.

(6) Post Adoption Stage: This is the last stage of consumer
, adoption. If a consumer is satisfied with a new product and
‘!’ related services, he continues buying it frequently, and vice-
versa. He becomes a regular user of innovation and may also
talk favourable to others.

In every stage of consumer adoption, marketers play a
signjﬁcant role to facilitate consumers. They take all possible
,ctions to make them try, buy, and repeat buy the innovation.

DIFFUSION OF NEW OFFERING:

Diffusion of innovation as a process is not generic; it varies
from product to product and or service to service. Some product
or service offerings gain quick acceptance, and the diffusion is fast
and rapid; for other products and services, the process may be
slow and take considerable amount of time. For example, the
colour TVs in India took a long time to get diffused, but for

satellite TV, the rate of diffusion was very fast. Also, the pagers
diffused into Indian homes, but cell phone

y all and diffusion was very fast. Thus, all
ossess the same ease

took a long time to get

got readily accepted b
products or services that are “new”, do not p

and potential for consumer acceptance.

Diffusion of innovation and subsequent adoption is impacted
by socio-economic, cultural, technological as well as legal factors;
it is also impacted by individual determinants like psychological
variables and demographics; these are all forces, in most cases,

“y,ncontrollable” by the marketer.
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FACTORS INFLUENCING  DIFFUS[oy - Oy

N _
OFFERINGS: B
The factors that influence diffusion of now Offering

5
explained as follows: , arg

(1) Relative Advantage: The greater the relatjve adva
offering over the product it replaces, the Mmore |
adopted. A product/service that provides adVantage
other existing products is indicative of being Superiq,
existing alternatives, and thus higher in terms of “valye~ :
relative advantage may be in ‘terms of it being 4 Modifi,

product with better features, benefits, form etc., or at 5 lowe,

price better deals, discounts, terms of pPayment, 'warranty ang
exchange, or more accessible in terms of availability Physicy
store format, or virtual electronic format, or better

communication. Examples of innovations that Provide
relative advantage are, flash dri

laptops  versus computers, or
traditional libraries, ATMs versus b

(2) Transparency: An offerin
its relative benefits ar

. ntage of an
Ikely i ;¢ top,

O‘y'er

vVes versus Compact discs,
digital libraries versus
ank teller counters.

ers. Transparency of the products’
features, price, functions ang benefits helps customers to take

proper selection decision. It also helps the pProduct to stand in

Ccompetition with its substitute Products and Mmaintain loyalty
of customers,

(3) Compatibility: An  offerin
existing systems and proce

product and service offering with ¢
behaviour and lifestyle patterns of
adoption. The compatibility of
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how closely it relates to needs, value systems and norms,
lifestyles, culture etc. The higher the level of compatibility,
the quicker the diffusion and vice - versa. For example, fast
food in the form of pizzas, burgers, noodles ete. took
considerable amount of time to get diffused into the Indian
society, as it contrasted with the dal roti meal concept.

Perceived Risk: An offering is more likely to be adopted
when the perceived risk associated with the new product is
low. This might involve customers’ uncertainty about their
own preferences, about the product’s performance, and about
the magnitude of the risks associated with the new product.
In addition to being a function of the offering’s inherent
benefits, the likelihood that customers will adopt a new
offering is a function of a company’s promotional and
distribution activities. Thus, the greater the promoﬁonal
activity such as advertising, incentives associated with a new
offering and the greater the availability of the offering across
distribution channels, the more likely it is to be adopted by
customers. - |

'Cé'g:mplexity: The level of complexity in a product purchase
and usage also affects the diffusion process. An innovative
offering would be easily diffused when there is ease of
understanding, purchase and use. The easier it is to
understand and use a product, the more likely it is to be
accepted quickly, and vice versa. Technological complexity
may act as a barrier to. diffusion. Consumers may resist
adoption of new products because of fear of complexity in
purchase and usage. Example: microwave ovens, vacuum
cleaners etc.

Trialability: The ease with which the product or service can

be tested and tried also determines the rate of acceptance. The
higher the degree of trialability, the greater would be the rate
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of diffusion. This is because the PTOSpects g
an g

to try the product/service, assess it e pporfun-
accept/reject it. Trialability can be encourageq | dec: t
free samples, or providing smaller Packs o evy Proy;,
demos and testers for consumer durables. en

Observability: Observability refers to the eas
product can be observed. Observability i
product refers to the degree to which g
benefits can be observed, imagined and
potential consumer. The new product offer
tangible, (ii) have social visibility, and (iii) w
readily observed without much time gap,
diffused than those that are intangible, o

visibility or whose benefits accumulate ove
time.

€ With wi
N an ; thhFhE

OVa
Product/s.m.v.h‘:‘e

.perceived bye:
NgSs that gy, .
hose benefig, 5
are more readj

r have pq sociy

I long periggs of

Inherent Value of the Offering: The greater the inherep
value of the new offering, the more likely it is to be adopted,
Today, consumers want services, quality, brand and if the
offerings are providing this, diffusion will take place. For
example, the parcel services from restaurants were done
through placing order on phone which is now replaced
through online services like Swiggy, Zomato, Uber Eats etc.

The above mentioned factors have an impact on the rate of

diffusion. While all these factors relate to the product, they are
dependent on consumer perception.

NEW PRODUCT DEVELOPMENT PROCESS:

New product development (NPD) is the process of launching 2

new product in the market place. New products have to be
introduced from time to time due to changes in consumé’

preferences, increasing competition and advances in technology
or to capitalise on a new opportunity.

Vs> W g
}' R == —_
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“ e of the main chal ] ;

E On - an Ie‘nges with developing new products is
[- streamlining the innovation process in a way that facilitates
| market success. The following are the steps to be followed in new
Product development process:

|
|
-
5

1 @ |dea .
. Generation ]
N
2 * ldea Screening ]
| NS
" N
| 3| | * Concept Test
(O ept Iesting ]
R
4 ¢ Business Analysis ]
NS
o
5 * Product Development ]
NS
e
6 * Test Marketing ]
NS ,
N1
@ e Commercialisation ]
NS

ii - Fig.3.1: New Product Development Process
() Idea Generation: The first step in the new product
- development process is idea generation that means
'Gsystematic search for new product ideas. A company
generates hundreds of ideas, to find a handful of good ones in

the end. Two primary sources of new ideas are:

(a) Internal Idea Sources: The company finds new ideas
internally by R&D and also suggestions/
recommendations from the employees.

e company finds new ideas

such as distributors, dealers,

The most important external
new product

(b) External Idea Sources: Th
. externally through sources
~_suppliers, competitors etc.

source is the customers, because
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development process should focus on creating Custom
. er

value.

(2) Idea Screening: The second step in the new Produyc
Ic

(3)

4)

(5)

development process is idea screening. Idea screcning Meang
sorting the ideas to select the good ones. All ideas generateq
are screened to find the most suitable ones. The purpose of
idea generation is to create a large number of ideas so that a
rational choice can be made as the company would like to 2o
ahead only with those product ideas. that will tumn into
profitable products later.

Concept Testing: Once the ideas are screened, they need to
be developed into a product concept. A product concept is a
detailed version of the new-product idea stated in meaningful
consumer terms. The main aim of ‘concept development is to
give details of product characteristics, technology used and
offers. Once the concept is developed, it is then tested to
check if it is feasible technologically and will be accepted by
the target consumers.

Business Analysis: Once decided upon a prpdﬁct concept,
the management 'canl evaluate the business attractiveness of
the proposed new product. This step involves a review of the
sales, costs and profit projections for the new product to find
out whether these factors satisfy the company’s objectives.
This can be done by looking at the sales history of similar
products and conducting market surveys.

Product Development: The new product development
process goes on with the actual product development. After
the product concept passes the business test, it must be
developed into a physical product to ensure that the product
idea can be turned into a workable market offering. At this
stage, there is huge investment because of the high R&D and

. X
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costs. Products often undergo tests to make sure

b .neerln .
"ﬂgl, erform safely and effectively as per the market
. he)

ant

i j m
de arketing: In t

" ma test marketing gives the marketer experience with

i the product on a small scale before its full
ar n. It also provides opportunity to test the entire
ogramme, including targeting and positioning
advertising, packaging etc. before the full

his stage, the product and its proposed
e are tested in realistic market settings

strd tes yr

investﬂ‘e“t is made-

L mmercialiszﬂ:ion: Test marketing helps the management
nf) ke the final decision whether to launch or not the new
: 5 oduct Commercialisation means introducing a new

pI’OdUCt into the market. While doing so, large amounts may
. pespent on advertising, sales promotion and other marketing

- effortsin the initial years.
| of these steps of the new product development process,

In al
on creating superior customer value.

> most important focus 1is
lonly then, the product can become a success in the market.

MANAGING RISK IN NEW PRODUCT
DEVELOPMENT: |

' Managing the uncertainty of succes
new offerings is one of the main cha
development. This is because uncertainty increases
hilure and minimizing risk is one of the key aspect
poduct development. Managing risk involves minimizing the
thance that the new offering will fail e.g., during
Market conditions.

s associated with launching

llenges in new product
the risk of

s of new

unfavourable
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The risk involved_ in ne"zv. product de"elopme EF!rnszntprﬂsI
classified into one of two categories: nt an
(1) Market Risk, ¢
(2) Technology Risk. :
Market Risk ref]etct.s the uncertainty associated With the ¢
i.e. the five Cs defining the market — ety

Customer, Cémp

Company, Collaborator and Context. itoy,

The customer needs that the new product aimg to
be temporary or might exist only for a customer ge

not large enough to justify the development,
promotion, and distribution costs.

gment th,, i
prOducﬁOn |

The company’s collaborators i.e. the suppliers, distriby

might not allocate the necessary support to ensure the su
the offering.

tOI'S E;Q

- The company might end up without sufficient resources t(l,
develop and launch the offering due to factors such as cost

overruns, inadequate manufacturing infrastructure, and the Jog
of key personnel.

Competitors might gain advantage by being first to market, or
they might gain second mover advantage by imitating the
company’s technology to design a cheaper product or by building

on the company’s technology to develop a functionally superior
offering. ' '

Finally, the success of a new offering can be influenced by
changes in the market context, such as the development of
superior technologies, fluctuating sociocultural trends, new
regulatory restrictions on product specifications and the product

development process, as well as new import/ export tariffs, taxes,
and fees.
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T echnologmal Risk reflects the uncertainty associated with the
ological viability of the new offering. For example, the
- deslfed product features might not be achievable with currently
.ilable technologies, product design might not be compatible
lh the functional requirements, and product reliability might be
Promlsed by the use of new, unproven technologies.

';

Technologlcal risk might also extend the timeframe for
evelopmg the new offering, which in turn, can increase the
et Let risk associated with changes in the market environment
" ng a longer period of time. To manage the risk associated
f ‘ﬂ-l a new product launch, manager must understand the
o m-dles set by each stage in development of product. The more
: dﬁcult the hurdle, the greater the likelihood that the offering will
cceed At the same time, setting stringent hurdles can make the
company overlook a potentially viable new product, thus giving
| 1compet1tors the opportunity to gain advantage by being the
s....-« to bring the product to market. Therefore, setting the “right”

- hu les at each stage of product development is essential for

P

;‘

;.. D mg the company’s new product pipeline while minimizing
R nsk of new product failure.

fm ORE'S MODEL OF ADOPTION OF NEW

A popular application of Rogers’ Diffusion Theory to

technology products is Moore’s “chasm” model. Moore’s model
identifies five distinct categories of customers based on their

categories:

1) 7 echnology Enthusiasts (Innovators) are fundamentally
mrmtted to new technology and derive utility from being
hrst to experience new technologies.

e

atitudes toward technology, which correspond to Rogers’ five .
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(2) Visionaries (Early Adopters) are among
new technologies to solve problems and e
in the marketplace.

o T
Xploit 0
Pponu '
i
(3) Pragmatists (Early Majority) view techno]ogy inn
" [ : r : . OVat-
productivity {o?l. Unlike enthusiasts, they dg i fon,,
technology for its own sake. Unlike Visionarjeg th
. ; » the
use technology innovations to change existing |
models but rather to optimize the efficiency ang s

: effect;
of existing business models.

Veng,

(4) Conservatives (Late Majority) are general]

about their ability to significantly benefit
technological innovations and are reluctant to ado

Pessimisﬁ‘

from n@:
Pt them
(5) - Skeptics (Laggards) are critics of any innovative techng)

and are not likely to adopt such technologies even

offer distinct benefits. )

Unlike Rogers’ model, which implies smooth and continuoyg
progression across segments during the life of an offering,
Moore’s model assumes that the adoption of technology-base
innovations follows a discontinuous pattern. This discontinuity in
the adoption process is attributed to the fact that different groups
of adopters have different adoption patterns and, . therefore,
require different marketing strategies. Thus, once a technology

has reached its market potential within a given segment, it might
not naturally roll over to the next segment.

To illustrate, even though an innovation has been adopted by
technology enthusiasts, it might never be widely accepted by the
visionaries. In this context, a company’s biggest hurdle in

promoting technology innovations is to bridge the gaps among
different segments. _

According to Moore, the key gap among segmenfs g i-éferred to
as .a ﬂchasmn- is the one bOtWeen the early market (enthUSlasts
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0 g an d the mainstream market (pragmatists,
i onar d sk eptics)- In this context, the chasm describes

{0 mainstream commercialization of technology
event pioneers from gaining mainstream
fferings. Thus, to be successful, an offering
asm” between the early and the mainstream

: NS
uctlo
% phat PF

oss the an

Y &‘31'- T
usiasts ! Visionaries + Pragmatists ‘ Conservatives : Skeptics

aVua

- -

assmsnnesen e R
- ———

Enth

L —— g -y

Early market

Fig. 3.2: Moores Model
{Sadrce: Strategic Marketing Management by Afexand;er Chernev)
Io avoid the difficulties of discontinuity of adoption of

Jovations, Moore’s model suggests promoting innovations first
technology enthusiasts ‘so that they help educate 'visionaries.
sonaries, in turn, are likely to serve as a reference for
ngmatists, one of the two largest market segments. Later, the
mpany should be able to gain the know-how and achieve the
E:;;‘ES of scalE.: necessary to make the product reliable and
b t;"zlf(allt?wmg it to meet the needs of consex:vatives. ’\’Nith
beais o Joy ;phCS, referred to as the “gadflies of high tech,” the
em be and not promote the innovation to them.

Mainstream market




- growth stage, the number of competitors entering the

i</

ViV Vipul’s™ Strategic Markeﬂ

94

MANAGING THE PRODUCT LIFE CYCLE A ey,
STAGES: TVAR,Q -
The concept of prodyc% life (-:ycle (PLC) s baseg ,
that products have a limited life in which & On
distinct stages. Pasg 'hrr,, 1
There are four key product life cycle stages:
(1) Introduction,
(2) Growth, ‘
(3) Maturity,
(4) Decline.

During the mtroductlon stage, product awarenesg iS loy
there are few competitors. As the product takes off d“f?;lg
increase. At maturity, the number of competitors are ma,qm,__
the market becomes saturated, and industry profitability stars ¢
decline because of the intense competition. Finally, the dedh
stage is characterized by falling demand for the prodwj
relatively low profitability, and a decreasing number g
competitors arising from consolidation and exit from the market

The four stages of the product life cycle and the correspox;.di::sg
markgt conditions at each stage are illustrated as follows:

=

LS N

\\
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v

TIME
Fig. 3.3: Product Life Cycle

soduct strategies vary across an offering’s life cycle. At the
¥ oduction stage, companies usually offer a single product
prant targeted to the most likely adopters. As the product enters
gowth stage, the number of customers adopting the product
eases, and so does the heterogeneity of these customers. To
dress the diverse needs of current and potential customers,
mpanies add product extensions designed to better meet the
“is of various customer subsegments. The number of product
“ants are maximum at maturity and starts decreasing as the
°dﬂct- enters its decline stage; profit margins reduce, and
P_ameS.focus on bestselling products, phasing out products
ufficient volume to meet their profitability benchmarks.

ilhms

the
lence _:ame way, the stage of an offering’s life cycle can
1 . .
u(:tios ‘ommunication. Thus, in the early stages of product
n, « . . . : ;
the COmmunication campaign aims primarily at
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: onees among early adopters y
crealing awareness a 8 y pters, ag wel|

8
channel partners. As the product enters the Browy, A,
company’s communication goals shift to creating aWare Sta.

O

product within the mass market while a¢ the Saesa, ,}h}:
differentiating its offerings from those of its COMpetitor, € f
product enters its maturity stage and the majority of Cu.at:ﬁ_.'
are aware of the category benefits, the communicatiop, ¢ T

from creating awareness of the category benefits to differ
the company’s offering by highlighting its benefits ag
competitors. This emphasis on product differentiation
as the product enters its decline stage; however, at ¢

overall communication expenditures tend to decline.

E

B,
™

3 shic,
tiag,
.
Inst Frg

An important aspect of new product decision invm_%'
managing the evolution of the'’company’s products over a Perioe
of time. As products become obsolete, they are often replaceq,,

new generation of products that take advantage of changes taky,
place in target markets, such as changes in customer prefermge; |
alterations in the competitive offerings, advances in technology,
and changes in the regulatory environment. Innovation enable
companies to extend the life cycle of their individual products.

When developing a new generation of products, companis
often develop strategies to make the earlier generation obsolete, 2
process often referred to as ‘planned obsolescence’. Planned
obsolescence involves designing new products in a way that
makes prior generations inferior or even obsolete on key
dimensions such as functionality, compatibility, and style. For
example, companies launch higher models of cars to eliminate the

earlier models. Another important implication of planned

obsolescence for new product design involves managing a new

product’s costs by optimizing its performance during its expected
lifetime, a process often referred to as ‘value engineering’. For

example, a company expecting its product to be obsolete within a
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years might optimize costs by designing the durability of a
p roduct’s components according to the expected product lifetime.

F . MANAGING PRODUCT LINES

P.roduct line refers to a set of related offerings that function in a
A ar manner, are sold to the same target customers, and/or are
dls‘t;'lfl‘;;}ed through the same channels. Product-line management
ai’ms to optimize the value delivered by the individual offerings

| lg't%u’e contained in a company’s product line.
NS

M A A éGING VERTICAL PRODUCT-LINE

EX ﬁNSIONS

Vi rtical product-line extensions involve adding new offerings
ifferent price tiers, such that some of the newly added
gs deliver higher level of benefits at higher price whereas
pthers deliver lower level of benefits at lower price.

JPSCALE PRODUCT-LINE EXTENSIONS:

Upscale extensions involve extending the company’s product

lneby adding an offering that delivers higher level of benefits at .
fugher price. One of the main reasons for introducing an upscale -
Extension is that it enables the company to capture a more
UCrative, higher margin market. For example, to gain a foothold
IRthe egrowing market for profés_sioﬁal 'tools, leading home
fpIovement company Black & Decker introduced DeWalt a line
RURIOfessional, high-end power tools.

Upscale extensions are often used to follow customers through
f€rent stages of their life cycle by creating offerings that fit their
E¥Olving needs and changing buying power. For example,
gllding on the success of its low-priced cars, Volkswagen
‘“m the more upscale Jetta and Passat for customers who
Seek & larger, better performing vehicles.

st
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In addition to providing access to higher enq Marke, |

extensions can provide synergies with existing ¢, frer Upg,
adding an upscale offering can lift the image of 4, ll:gs, i
offerings in the company’s product line. Thus, by ].ntro(;\'er. .
line of premium, award-winning Gallo-branded Wines ‘}13 ;
Gallo Winery helped strengthen the image of ijt lo;ve;&

offerings. g

Companies also introduce upscale extensions ¢, fain
competitive advantage in developing advanced technologies_F
example, car manufacturers often develop high Performg,
versions of their vehicles to strengthen their core Competeng;
and further the advancement of technologies that can be used
their mass-produced lower end models.

CHALLENGES OF UPSCALE EXTENSION:

Despite their multiple advantages, upscale extensions f;
challenges:

e Developing upscale offerings wusually require specif
_resources that a company specialized in lower tier offering
might not readily possess. The lack of such resources migt
prevent a company from developing an offering that ca
successfully compete in the upscale market. For exampl
launching an upscale apparel brand requires a variety o
specific resources, such as know_ledge of fashion trends
product development know-how, high-end manufacturin
capabilities, a reputable brand, and access to specializet
suppliers and upscale distribution channels that a lower en
manufacturer might not have.

e Because most companies do not readily have the resource
necessary to introduce higher quality offerings, “organic’

upscale extensions (internally developed by the company)
 usually take time-to implement and are not very common-
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"Q,i | nstead, companies often gain access to upscale markets by
W1 acquiring existing high-end offerings. This acquisition
% ¥ strategy is illustrated by Fiat’s entry into the racing car
’Q, ¥  market with the acquisition of Ferrari and Gap’s purché\se of

'[  Banana Republic.
{ ,OWNSCALE PRODUCT-LINE EXTENSIONS:

tu'.

Downscale extensions involve extending the company’s
'roduct line by adding an offering that delivers lower level of

beneﬁtS at lower price. Downscale extensions are driven by a
company’s desire to increase its customer base by attracting less
fﬂuent customers who are currently not served by its offerings.
Examples of downscale extensions include Armani’s launch of
srmani Exchange, Mercedes’ introduction of the A-class, and

Gap s introduction of Old Navy stores.

. The main appeal of downscale exten51ons is the high volume of
Jles resulting from serving customers in lower socioeconomic
ers Downscale extensions also enable companies to gain access
i customers early in their life cycle by providing a lower- entry
int for a company’s offerings. For example, Audi and BMW's -
" series cars provide access to younger customers, who despite
ent constrained resources are likely to evolve into a lucrative

' fustomer segment in the future.

B Downscale extensions are especially beneficial to companies

perating in industries requiring high fixed-cost investments -
é ch as the airline, hotel, and automotive industries in which
“Beconomies of scale might be achieved. For examplé, many upscale
far manufacturers including Mercedes, BMW, and Porsche have
Ipted to use their design and mafiu facturing resources to dvvelop
fownscale . praduct offérings. Downscale extensions are quite
,-- Popular among managers seeking to achieve quick results because
ev hlfﬂa on the company’s existing resources and are often
sier tGimplement than upscale extensions.

(V'
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DRAWBACKS OF DOWNSCALE EXTENSqy ",

i numerous advantages, downg, )
ale

Despite the
of significant.drawbacks. . | @xtgns%

have a number ‘ |
A key concern is the threat of cannibalizatigp, s

orings by the downscale extension. In Caseshlghefe,
extension carries the same brqnd as the upscale Offw.en Lf,
downscale offering can also ‘weaken the brapg b_erm&&‘-

undesirable associations with a IOW‘qUality'/lo t‘reah-rq
; ; W. L3

Pii

&

offering. |
e Another concern is that downscale extensiong yield
margins compared to higher end offerings and, 55 , loy,
they need to generate substantial sales volym, Iemh
0
profitable. b
e Furthermore, serving price-conscious' cust'omers Sii
challenging because these customers tend to be less loyal thy,
performance-focused customers. |

MANAGING HORIZONTAL PRODUCT-LI\
EXTENSIONS:

Offerings in a horizontally differentiated prodtict line generally

‘bel._t_)ng to the same price tier and differ primarily in the type
.I_ac'ene_flts they offer. Unlike vertical extensions, in whica the
different levels of effering benefits can be clearly ordered in terms

of-'their attractiveness, horizontal extensions do not imply sud
zf;versa¥ preference ordering. Instead, horizontal extensions at
ifferentiated on benefits that are distinct and are likely to varyi

their "a i ’ ' '
| ttractiveness across customers. For example, differer

jfélgns,t styles, c__olours, and flavours are likely to appeal 1
Thuzre“ev,t;‘:teihw“hl"“t necessarily implying differential pricté
ke _though prices migh | R |

- : tad offerino ght vary acros horizontalf
differegtiates offe;?gsf they are not the key différeztiatu' 18 factor

-t




|
|
|
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|
|
|
E

ith offering
| pr
. custo
an assortment
. Compahies fuu:l
| 5t the same time sa

' custom
~and Unilever have

' vertical extensions because they draw on a company

' resources. Moreover;
' and have a similar cost structure, horiz
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] extensions create value by providing customers

s that better match their preferences. Unlike vertical
onsions; which provide a better preference match at different
ce-quality tiers, horizontal extensions aim to accommodate
mers’ tastes within a given price—quality tier. By providing
of diverse options, horizontal extensions help
| the needs of customers with different tastes while
tisfying the variety seeking behaviour of these
ers. For example, Colgate-Palmolive, Procter & Gamble,
introduced more than 100 varieties of
peal to consumers’ diverse tastes while providing
mers with a greater variety of options to choose

toothpaste to ap
individual custo
from.

Horizontal extensions are often easier to implement than

‘s existing
because they are sold at similar price points
ontal extensions have
profit margins comparable to those of the existing offerings, thus
eliminating any cannibalization concerns a key advantage over

downscale extensions.
LIMITATIONS OF HORIZONTAL EXTENSIONS:

“'Despite their multiple advantages, horizontal extensions'have
several important drawbacks: Ll

* A primary concern is the cost efficiency of offering horizontal
extensions. Because it is difficult to identify customers who
share a particular taste, companies need to make their entire
product line available to consumers so that they can self-
select the options that fit their taste. The problem with this
approach is that making the entire product line available to
all .customers can be resource intensive and ultimately cost

inefficient.



102 VR VIV Vipul’s™ strategic Marketing M
an

e In addition to increasing the Company’g Cost
assortments of similar options can leaq to CUStome'
and choice deferral, especially in cageg When Cust . Ui
unable to readily ascertain which of the ay 0 |
matches their preferences.

ailab]e ()pl?;ers g
MANAGING PRODUCT-LINE CANNIBALIZ ATIOp \

When extending its product line, a company eXpects ¢
new offerings wihll generate additional sales by stealing sha
the competition or bringing new users into th
all the sales generated by the new offerin
competitors’ offerings or from growing the Y I
reality, however, this is rarely th¢ case. A common sjdg effect o
launching a new offering is that in addition tp stealing share from
competitors it takes away share from a company’s cypre,
offerings, a process commonly referred to as icamiibalization'_
Cannibalization is a situation in which the sales of one of the
~ company’s offerings come at the expense of the sales of another
offering. The presence of cannibalization is not 'always Indicative
of a problem in the company’s stratégy and, accordingly,

hat the
e frop,
e category_ Idea[]?
g Wi]l Come fT{}":
overal] Categg )

is not
always a cause for concern. In fact, on certain occasions a
company might actively seek to cannibalize the sales of some of

its offerings. For example,

a market leader launching a “new and
improved”

version of its flagship product has no choice but to
cannibalize its current flagship offering. This was the case with
the introduction of the five-bladed Gillette Fusion, which

inevitably cannibalized the sales of the three-bladed Gillette
Mach3. ) N

Cannibalization is a primary concern in the ¢
product-li'ne extensions because they typically have lower profit |
margins than the offerings they are likely to cannibalize. To
minimize the possibility of cannibalization, a company needs to |

ase of downscale

= -
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Jre that its downscale extension is substantially differentiated
) froiﬁ ‘the existing Offermgs This means that differentiation on
cemu“t also involve differentiation on benefits, such that lower

"ﬂée 15 associated with a lower level of benefits. When the new
prOVldES the same benefits as the incumbent offering but
1 m a low:,r price, customers have no reason to prefer the higher
k d offering and will ultimately move toward the lower priced

extension. Meaningful differentiation is key to avoid dealing with
e @ ibalization. '

When differentiating its downScale extension, a company
| walk": a fine line between curbing potential cannibalization by
;,_;,‘a‘mg that the downscale extension is not more attractive than
[ ',:,. ﬁicumbent offering and building the market for the downscale
} eﬂ'ﬂ,‘lSlOIl by bolstering its appeal, sometimes to the detriment of
. the incumbent offering. In its desire to minimize cannibalization, a
pompany can stretch its downscale extension so far that it
pecomes inferior to those of its direct competitors. For example, in -
offort to avoid cannibalization, Intel overstretched its
downscale extension, Celeron, makmg it mfenor to its low—pnced

COT pehtors AMD and Cynx

Over-differentiation can also result from overpricing the lower
‘-"?i offering. For example, Gap Warehouse, the forerunner of Old
Navy, failed because in an effort to avoid canmbahzmg sales in
ap’s core stores it set relatively high prices, Wthh put it at a
”’ dvantage relative to its direct competitors.

{In 8eneral cannibalization is of primary concern when the
“"' of the new offering are lower than those of the offermg
L mg cannibalized, whereby every time a customer buys the new,
lower margin offering instead of the higher margin one, the

Ompany generates lower profits.
maximum amount of cannibalization -of an existing

5 er:mg by a new one is given by a metric commonly referred to

b ‘.
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offering(s) without the company incurr

the same number of customers.
_ product lines ultimately

- There are three most popular competitive product-line strategies

that involves launching a fighting brand an offering that matches
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offering’s sales volume that could

Ing a loss, Ca ,E

S€ of ooy 4.
ffer, o
ay that Profit, “reny
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rly differentiat l

Can
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. Ced at n. .
hen INCreasing th, g Parj

. " mbEI
espondmg increase in of

the product line jg likefal‘és
company offerings i Cha}sri:}
Thus, when the Newly addeg
offerings in a company’s product line address the Same neeq
the same target customer as the existing offerin
leads to substitution rath

by lower margin offerings as in the cq

vertical extensions is not the only .w

eroded through cannibalization; Poo

extensions can result in Cannibaliz
offerings in horizontal product-line extensiong are prj
and have similar margins, in cases w

offerings does not lead to a corr
volume, the overall profitability of

decrease because a larger number of

gs, Extendipy

_ er stirnujaﬁng
new demand.

MANAGING PRODUCT LINES TO GAIN AND
DEFEND MARKET POSITION:

- Product line extension, in addition to

Creating value for target
‘eustamers,

can help companies gain and sustain market position
(1), The Fighting-Brand Strategy,

(2) The Sandwich Strategy,

©. (3) The Good-Better-Best Strategy.
The Fighting-Brand Strategy:

This is a popular strategy to compete with low-priced rivals

‘or undercuts the competitor ‘s price. For example, to compett
ith lbw-brice rivals while preserving the market pOSitlUﬂ'
with lo ket
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gratef”
& Gamble launched Oxydol laundry detergent as a low-

procte’ . . : :
e alternative to its flagship brand Tide.
pri

e

¥

Price 4

':.\.I' . Ouality

o Incumbent
brand
- o — - — 0
ﬂ- \
3 \
/8% \\ B Low-price
e \ >~ competitors
\

AN
4% Fighting brand

—
Time

3 Fig. 3.4: The Fighting—Brand Strategy

b =ﬁghtfng+brand+strategy&source=!nms

source:(https://www. google.com/search?q
&tbm=isch&sa=X&ved=0ahUK Ewju2-
gC&bl'w-'-'l-?O?&bih=827#imgrc=3ﬂ7FQQ£YCUWY6M)

< ibziahUW3YBKHWswBnkQ_AUIDY
. The fighting-brand strategy assu
Which some buyers are quality focused and others are willing to
sacrifice quality for price. In this context, the fighting-brand

Strategy involves introducing a lower priced, lower quality
rice-conscious buyers while

offering to address the needs of the p

Jeaving intact the value proposition of the original offering. By |
Tecognizing the heterogeneity of the underlying market, the
“fighting-brand strategy develops a new offering aimed at the
" price-sensitive customer segment. o]

mes a two-tiered market in

=

"The Sandwich Strategy:
. The sandwich strategy involves introducing a two-tier product
" ine comprising a high-quality offering and a low-priced offering,
-f:ffecﬁvely sandwiching low-priced competitors. This strategy is
: typically achieved by launching a downscale extension while
- Simultaneously moving the existing offering upscale. For example,
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n

in anticipation of an inflow of cut-price competitorg ¢ t%
Ow

patent expiration of its blockbuster prescription drye Ry
AstraZeneca introduced a low-priced, over-the ‘Countg ng Se:
(Prilosec OTC) and at the same time replaceq Prile, ver%n
Nexium a premium-priced and slightly more effective ,, be See Wiy

the dmg rslofl of

Price 4 \\

Quality

Incumbent _»® Premium brang

brand _ -~

y Op . Low-price
~ OO competitors

P
@ Fighting brand

-

Time
Fig. 3.5: Sandwich Strategy

= ——————————— """}

The sandwich strategy resembles the fighting-brand strategy
because in both cases the incumbent brand introduces a low-
priced offering. Despite their similarities, the sandwich strategy
differs from the fighting-brand strategy in that in addition to
introducing a downscale offering it also repositions the core
offering by moving it upscale. The upscale repositioning of the
‘incumbent offering in the sandwich strategy reflects the change in
the target market followmg the introduction of low-price offerings
by competitors. After the incumbent brand loses some of its price-
sensitive customers to low-price rivals, the remaining customers .
are, on avei‘age, less price sensitive and more quality oriented. AS
a result, the incumbent brand is no longer optimally pu:rsitiorlet:."t0

o
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(<]
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et the needs of its target customers and can benefit from

B ving upscale.
The Good-Better-
good—better—best strategy involves introducing a
dowhscale offering (fighting brand) as well as an upscale offering
remium brand) while preserving the core brand. Thus, the
goda.better—best strategy is similar to the sandwich strategy in
that it involves the introduction of a low-priced offering.
However, instead of a two-tier product line that involves an
upscale repositioning of the core brand, the good better best
strategy calls for Jaunching a new premium offering that yields a

Best Strategy:

The

T —

ee tier product line.

- three e P e
—’___————._——_—_——

Price 4
Quality |
@® Best
Incumbent i
brand _ 7
-
- £ m: ‘.’-_
Vb , Yo T > e Better
+ L5t ’ N
s 78 N Op Low-price
o SN N OO competitors
X &
R Vg . Good
L2 =
Time

o Fig. 3.6: Good-Better-Best Strategy

‘The good-better-best strategy can be illustrated with Apple’s
response to low priced competitors of its iPod music' player.
Instead of directly competing with lower priced offerings, Apple
Extend\ed its product line downscale by first introducing the iPod
Nano and then the iPod Shuffle. This strategy has also been
successfully employed by a number of other companies such as

o

-
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Microsoft (Works, Office Home Edition, and Office Peog Wy
and Gap (Old Navy, Gap, and Banana Republic),

The good-better-best strategy works ‘.well i tere d
comprising three key segments: a quality-focugeq e :rkeh
price-focused segment, and a S.egme“t Sf?eking a COmpront',a
between high quality and low price. In such three-ﬁered o :‘1&
the sandwich strategy would not work because mOVing ther %,
offering upscale without having a mid-tier Option leavesc:?
company vulnerable to competitive offerings of mid-point qUalie
and price. Fré Y

In addition to being an effective tool to fence off Cut-pri
competitors in three tiered markets, the good-better-best stryy,
can be used in markets in which buyers have unceyy,
preferences. In such markets, buyers tend to prefer options thy
offer a compromise among the extreme alternatives. For example,
‘when choosing“ from a set composed of a high-priced/high.
quality brand, a low-priced/low-quality brand and an average-
priced/average-quality brand, buyers often select the middle
option because it allows them to avoid trading off price and
quality. Buyers” tendency to choose the middle option in the
absence of specific preferences has important implications for
choosing a strategy to compete with low-priced rivals. In this case,
trying to “sandwich” the low-priced brand by simply launching
fighting brand and moving the core brand upscale without
offering'a mid-priced/ mid-quality option might not be successful

because the “sandwiched” competitor might benefit . from
becoming the compromise option.

BRAND TACTICS

BRAND:
A brand is a name, sign, symbol, logo, picture or a combination
of all that give a unique identity to an offering. Brand namé

Yy :
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f s ! oyalty: trust, faith, premiumness or mass market appeal
ding on how the brand is marketed, advertised and
,f‘depmoted' people do not buy products but they buy brands.
?P'rocessfﬂl organizations have the power of their brands as the
:?'isgfnerstof‘e of their success.
| pEEINITION®:

b y A ccording to American Marketing Association, “a brand is a
g.-(i Lame, @ term, sign, symbol or a design or a combination of these,
‘  utended 0 identify the products or services of one seller or group of
¢

sellers and to differentiate them from competitors.”

b grand can be defined as “a product that provides functional
penefits plus added values that some consumers value enough to
buy” (Jones 1998).

s brand is a complex symbol that conveys six levels of

Thu

i(1) Attributes: A brand brings to mind certain attributes. For
:nstance, Mercedes suggests expensive, well-built, well-
engineered, durable, high-prestige automobiles.

Benefits: Attributes must be translated into functional and
emotional benefits. The attribute "durable” could translate
into the functional benefit "won't have to buy another car for
several years". The attribute "expensive” translates into the
emotional benefit. "The car makes me feel important and
admired."

(3) Values: The brand also says something about the producer’s
values. Mercedes stands for high'performan'ce, safety, and
prestige.

(4) Culture: The brand may represent a certain culture. The

3 Mercedes represents German- culture: - organized, efficient,
high quality. | '
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The prand can. proj certain Pers,

(5) Perébnalit}':

Mercedes may suggest a no-nonsense boss (Person)nalitk
reigning lion {animal). | o,
6) User: The prand suggests the kmd‘ of consumer w,, -
uses the product. One would expect to see a 55'Year-01d &
executive behind the wheel of a Mercede$, not a 20_"Year_:;p
secretary:. i .y .d

Thus a brand name helps an organization differentiate tsg
m its competitors. In_ today's competitive,. world cuStOmEr:
expect products to have branding. Customers often builq ,,

relationship with a brand that they trust and will regular),
purchase products from that brand. Some people wi]] only

purchase a particular brand even though there are acceptable

fro

alternatives on the market.

BRAND IDENTITY:

. vipul’s™ Strategic Marketing Mang ~
ey

Brand Identity is the message the consumer receives from the

iﬁroduct, person, or thing. It includes the identifying
characteristics of the brand, such as brand name, logo, symbo,
character, slogan, jingle, product design, and packaging. Brand
identity elements should be unique, memorable, likeable, and
consistent with the other brand elements and with the meaning of
the brand: ' |

Brand elements should also be flexible to adapt to changes in
the market environment to accommodate shifts in consumer
preferences and the company’s prodﬁct«ﬁne strategy to be
extendable to other product catégories. The company should be

able to protect the uniqueness of its brand elements agains"_
violation by competitors. Brand identity should be a consistent -
message received by its audience. |

|
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sRAND AS A VALUE CREATION PROCESS:

Brands aim to create value that goes beyond the functional
penefits of the offering. To achieve this goal, a manager must
consider five key factors such as target customers, the company,
its collaborators, competitors, and the context in which the
company operates and develop a brand that creates market value.
The Five Cs are the key decision factors that must be considered
in order to design brands that can create value for target
customers, the company, and its collaborators.

The 5 Cs that create market value for a brand can be elaborated
as follows:
(a) Customers: Creating value for its target customers is a

primary function of any brand. Customer needs are of prime
importance for building successful brands.

(b) Company: An offering’s brand is also influenced by the
company’s resources, such that a company with an
established reputation and expertise in a particular sector can
use this reputation to build its brand.

() Collaborators: An offering’s brand influenced by its
collaborators will result to the development of co-branding
strategies e.g., Microsoft and Intel, McDonalds and Coke,
Citibank and MasterCard. '

(d) Competition: Competition affects the brand’s ability to create
‘unique and shared associations which is often referred to as
points of difference and points of parity. '

(e) Context: Brand is influenced by the various factors such as

economic, business, technological, socio-cultural, regulatory,
and physical aspects of the environment in which it operates.
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. BMS
Apart from these there are some Marketlng Mix fac )
- . - - f 11 = . Ors
influence Branding Decisions as follows:

(a) Product and Service characteristics: The imPOrtan
brands in differentiating the offering will be Ce
companies product and services are more com
less observable in its benefits.

(b) Price and. Incentives: An offering’s brand must pe con

! . . Sista
with its price and incentives. Low prices anq £ nt

at

e 3 bl i sl |

8reater ;¢
mOdit‘iSEd an;

. CqQuen; |
discounts can impact the image of an upscale branq, j t

. ust a
high prices can impact the image of a value brand.. s

() Communication: Brand-focused communications tend 4,
strengthen the brand, whereas price and incentive-focuSed
communications have the opposite effect, weakening

brand image

-

(d) Distribution: an offering’s brand is a function of its
distribution channels, which often serve as a means for brang
building .

(e) Example: Disney World theme parks and Apple retail stores
function as channels delivering Disney, and Nike brands.

BRAND HIERARCHY:

Brand Hierarchy also called as brand architecture reflects the
relationship among different brands in a company’s portfolio An
important branding decision involves determining whether
different offerings in a company’s product line should be
positioned as individual brands or should share the same brand

name. There are two core approaches to managing multiple
brands:

(1) Individual Branding,
(2) Umbrella Branding.
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NDIVIDUAL BRANDING:

In individual branding each product offered to the market is
en @ prand name that is not connected to the existing brands
Jlready offered by an organization. One company controls
multiple brands with unique names, identities, and images, that

makes 1t possible to create marketing strategies. It helps in
targeting different types of customers.

gxample: Lux, Dove, Pears, Surf are individual brands under

HUL.
pampers, Tide, Head & Shoulders are individual brand under
procter and Gamble.

Mountain Dew, Aquafina, Lays are individual Brand names
under PepsiCo.
Adv.fuiltages of Individual Branding;:

(1) It reduces the influences of a corporate. identity: When
individual branding is pursued for multiple products, th{en it
“allows a corporation to position its brands in several different
'_',‘Véays. Every product is able to develop its own identity,
brand message, and personality.

(2) It allows each brand to develop its own marketing strategy:
Because each product is offering its own brand message, it
can develop its own strategy to market itself to specific
segments. There are no connections to a central brand or
other products, which means a cofnpany can target a specific
_I audience without influencing the imp:act of their other
products in some way. Different images and messages can be
used to reach specific consumers that may not be attracted to

the other products or brands offered by a company.

3) It creates an opportunity to develop multiple product
grades: One of the biggest advantages of individual branding

is the ability to create products of various quality levels
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(4)

(5)

(6)
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)
within the same company structure. Each branqg is aby
e

target a specific audience that is attracted tq the

proposition being offered at every quality leve]. The 1Dalue
quality products are not going to weaken the ima g€ of b Wep
quality products, even though the same company sells | er
because each relies on the reputation of its own p, Oth,

and
generate sales. fo

to

It allows a company to serve customers in differen; Wave.
When individual branding is used, consumers can b Sewiz
in different ways by each brand being offered. Ap eXamp]q
here is PepsiCo, which offers a number of food and be"Erage
brands to consumers. Consumer who are focused on healthy
eating decisions are served by the Naked, Sabra, or Quake
Oats brands. Consumers focused on snacking my look at 4, o
Ruffles, Lays, or Cheetos brands. Although these are all
PepsiCo, consumers still get specific needs met despite
having very different needs from one another.

It unties the reputation of a company with its products:
When individual branding is being practiced, then the failure
of a single brand will not damage the local, national, or global
reputation of the company.

It can build multiple levels of consumer loyalty: The
modern consumer builds relationships with the brands they
enjoy the most. These relationships are seen as beneficial,
which generates loyalty to the products being offered over
time. When a consumer is attracted to multiple brands under
the same company umbrella, it becomes possible to build
multiple levels of loyalty with a single consumer. That creates
the potential for long-term repetitive sales, which ultimately
leads to a healthy, growing organization. '

!
|
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'tations of Individual Branding:
'ml

it may cause the home company to become unstable: Whet:
individual branding is being practiced, there will be one

roduct which is more successful than all the rest. There will

|so be one brand that is not as successful as all the other
. ones. This can create instability within the company. Those
‘ involved with the successful brands may be viewed as having
nore power within the organization, even though all brands
’ ¢ be profitable. This can lead to employee conflict,

migh
l market conflict, and consumer confusion.

®

2 It requires lot of time: It takes a lot of time, efforts, money
and resources to build brands as individual brand image has
to be created for each brand. It requires lots of advertisement
expenses and promotions to create a brand image.

[t creates a risk for existing products: When a company
:ntroduces a new brand into the marketplace, there is a good
chance that they will negatively affect the market for any
existing brands they have in that space. Although the goal
may be to target specific demographics that are not attracted
to an older product, the new product will still steal sales from
the existing consumer base. That means the performance of a
new brand may be overstated, while the impact to an older
brand may be understated, as consumers simply shift from
the old brand to the new one.

(4) It requires more human capital: If an organization is altering
: multiple brands under the same umbrella, then it will require
: " more human resources. It will require more technical
tesources. There will be a higher demand level for internal
and external funding sources. Although this may provide
more jobs and support wage growth in an economy, it also
requires a certain level of talent and skill which may not be

(3

available to every corporation.
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The advantages and limitations of individual bran din .

to all businesses. Large corporations tend to exper; W theapply
advantages as multiple brands work together to generate lTOSt
revenue streams. Small businesses may not have the ¢, 1Ple
available to start multiple brands. Introducing any branq 5 al:tal
marketplace entails risk. Having more brands creates St l‘is:-w
this area. At the same time, each brand stands on itg own, Whi;:

allows a home company to maintain itself, even if product faily,
, : e

occurs.
UMBRELLA BRANDING:

Umbrella branding is a marketing practice WhiCl"l‘ INVolyeg
selling several related products under the name of a single branq,
Umbrella Branding (umbrella brand) also known as family
branding involves creating good brand equity for a single branq
Umbrella branding can be quite a challenging marketing practice
for marketers as they ‘will be required to coordinate effectively
within every individual brand. However, when the marketing

practice is implemented well, the results can generate great
advantages.

The underlying idea behind this brand strategy is to enhance
the marketability of products and it follows the psychological
concept that whenever a product carries the same brand name, it
will involve the same high-quality standards like other brands
within the umbrella. So, brands can also have 5 different product

lines, however, the trust in that particular brand carries the
quality of all the 5 product lines.

Corporate umbrella branding is another similar type of
branding strategy where the company utilizes its credibility in the
event of developing a new product or service. This allows brand
recognition to be attributed to several sub-brands. Consumers
may not recognize these sub-brands, but however, they wil

.
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corporate umbrella branding. Examples of this type of
0

12€ .
nding include Google, Virgin, and Starbucks

;;_ r‘.',lml’f""m tos of umbrella branding include several and a ¢
{ _- E:ﬂ]c < that of Apple Inc. Under this brand name, cus(::;zzte
._._ .' f\ar.l f?nd the iPad, iPhone, Apple Watch, Mac Air, Mac Book trs
j' mf}qlc i Originally known for its Mac computers and heﬁ’cz Tt
4 .\}}nes the top product of the Apple umbrella. The umbrella
divides into iPhones, iPads and other prbducts:
trategy to be an umbrella strategy.

] oo
. further
j '- B (dering the s
| vantages of Umb
: "'ﬂ) Ewnomical Strategy: Umbrella branding is an economical
strategy- Investing in a single brand is less costly than
building number of brands. The brand distributes its
investments OvVer number of products.

prand Awareness and Goodwill: It becomes popular due to
vrand awareness of the new product and goodwill. New
products gets all the advantages of the umbrella name.

Easy recognition: Due to umbrella branding new products
get easy recognition and do not have to struggle more to

build brand reputation and convince the customers.

o

] ¥ rella Advertising:

Limitations of Umbrella Branding;:

Umbrella brand may not succeed
is required. Each market
e of needs and buyer
‘difficult to cater
satisfy the

() Difficulty in Niche market:
in niche market where specialisation
represents its own unique structur
preference. An umbrella brander will find it
the unique needs as he is a géneralist_who can

general needs in the market place.
her: Many produéts

F .
ailure of one product may affect anot
ffect the others as it

are .
E common Failure of one product may a
~ 'Sunder one brand. '
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(3) Difficult to stretch vertically: Companies fouowin §)

branding must be cautious as umbrella brandin
be stretched vertically. Vertical extensiong

dre hk 0
damage the core brand whereas horizontal eXtension, ely f
harmful.

BRAND DYNAMICS:

. X
g is difﬁmle ll

Brands evolve throughout time once they are Createq Th
are two common types of brand changes: e

(1) Brand Repositioning, which involves changes to the ider{ﬁ
and meaning of a company’s brand. Y

(2)

Brand Extensions, which involve broadening the et of
underlying offerings to which the brand is applied, -
BRAND REPOSITIONING:

When a company sees a decrease in sales over time and/or
major changes coming down the line, they know it is time
implement changes within the company. Brand repositioning is
when a company changes a brand's status in the marketplace,
Such changes include changes to the marketing mix, such as
product, place, price and promotion. Repositioning involves

changing an essential aspect of the brand, to increase its relevance
to target customers. :

REASONS TO REPOSITION A BRAND:

Repositioning is done to keep up with consumer needs and
wants. The main reasons to reposition a brand are as follows:

(1) To respond to a change in target customers: One of the most
common reasons for repositioning a brand is to ensure that i

\

We gy,

remains relevant to the changing needs of its targe!

customers. Due to changes in the'technology, preferences of

customers are' changing keeping in account quality, Pi®®
benefits, etc. Customers have become more brand conscio®®

0
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and'PIEfer to have knowledge about the product before
king decision to purchase. -
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To reach a new -target market: Companies often reposition
heir brands when entering new markets to allow the brand
;mage to reflect the specifics of that market and better meet
with the needs and values of target customers. Most of the
time, established brands may not provide the features and
pbenefits given by the new offerings hence they need to be
made aware of the new offerings.

(2)

' (3 To counteract a change in a competitor’s branding strategy:
| Because companies strive to create superior customer value
relative to that of other offerings in the marketplace, a change
in the positioning of a competitor’s offering often induces the
company to reposition its brand to preserve and enhance its
competitive advantage.

| (@) To respond to legal challenges: Consumers are well
' educated about their rights in today’s time and so unfair
p'_fhctices needs to be avoided. At the same time company
needs to be fair and honest in dealing in order to avoid legal

] complications.
- BRAND EXTENSION:

. Brand Extension is the use of an established brand name in
L new product categories. This new category to which the brand is
extended can be related or unrelated to the existing product
. Categories. A renowned /successful brand helps an organization to

launch products in new categories more easily. For instance,
- Nike's brand core product is shoes. But it is now extended to
sunglasses, soccer balls, basketballs, and golf equipment.

An existing brand that gives rise to a brand extension is

. Teferred to as parent brand. If the customers of the new business
ha‘lgf\’alues and aspirations matching those of the core business,




’l'..‘-'.r

[

g,_,.p.. Wpu,,,m Strategic Marketing Ma"ageﬁlent i
120 e T2 e sy Sl

and if these values and aspirations are embodied in the'brand

likely to be accepted by customers in the new business.

Extending a brand outside its core product category can b,
beneficial in the sense that it helps Qvaluatmg product categ,
esource requirements, lowers rigk ang

opportunities, identifies r
measures brand’s relevance and appeal. -

The primary reason for extending an existing brand is ,
leverage its equity by applying it to a new offering, Ty,
popularity of brand extensions shoot up from the fact that
building new brands is a costly and time-consuming ‘task. As ,
result, when entering a. new product category, companies often
choose to leverage the equity of their existing brands rather than

invest in creating new ones.

It should be noted that brand extension may be successful or
unsuccessful. |

Instances where brand extension has been a success are:

(i) Wipro which was originally into computers has -extended
into shampoo, powder, and soap.

(ii) Marsis no longer a famous bar only, but an ice-cream,
chocolate drink and a slab of chocolate.

Advantages of Brand Extension:

(1) Brand Extension makes acceptance of new product easy:
(a) Itincreases brand image.
(b) The risk .perceived by the customers reduces.

(c) . The likelihood of gaining distribution and trial increases.

An established brand name increases consumer interest
and willingness to try new product having the
established brand name. ) 15 _
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@ The efficiency of promotional expenditure increases.
advertising, selling and promotional costs are reduced.
There are economies of scale as advertising for core
prand and its extension reinforces each other.

(e) Cost of developing new brand is saved.
() Consumers can now seek for a variety.
(g) Thereare packaging and labelling efficiencies.

(h) The expense of introductory and follow up marketing
programs is reduced.

iz) There are feedback benefits to the parent brand and the

organization.

(@) The image of parent brand is enhanced.

B s b

(b) Itrevives the brand.

(0 It allows subsequent extension.

(d) Brand meaning is clarified.

(e) It increases market coverage as it brings new customers
into brand franchise.

() Customers associate original/core brand to new product,
hence they also have quality associations.

I Limitations of Brand Extension:

(1) Brand extension in unrelated markets may lead to loss of
reliability if a brand name ‘is extended too far. An
organization must research the product categories in which

E the established brand name will work.

) There is a risk that the new product may generate
| implications that damage the imageof the core/original
brand.

There are chances of less awareness and trial because the
.management may not provide enough investment for the




1

|
RV Vipul’s™ Strategic Marketing Manage |
Sk . MEnt ‘
(B,
\

.
|
|

<

122

introduction of new product assuming that th N
effects from the original brand name will compensag, g

(4) If the brand extensions have no advantage over com
brands in the new category, then it will fail. -
VERTICAL AND HORIZONTAL BRAND EXTENS‘ION

Based on their relationship with the core Offering A
| . b
extensions can be vertical or horizontal.

PEHHW'

and

(1) Vertical Brand Extensions: In this case, brand is extep, e
a product or service in a different price category. DePEndinné
on the direction in which the original offering is beip
extended, two typés of vertical brand extensions can bE
stated:

(i) Upscale Extension,

' (ii) Downscale Extension.

-

"~ Upscale Extension:

In upscale extension a high brand offering is introduced
'with the same brand name. These brands are usually not
successful as brand is used to be recognised as a low priced
brand and people don’t accept it in a high end category. Itis
always advisable to launch a separate brand with new
identity.

Examples of upscale brand extension: Toyota and
Volkswagen to enter the luxury car market. Both companies
decided to extend their product line to upscale offeﬂhgs but
chose different branding strat'egies. Believing that its existing
brand name could not convey the luxury image required 10
successfully compete with the Mercedes S-class and BMW 7
series, Toyota launched a new brand Lexus rather than try 10
extend its existing brand. In contrast, Volkswagén launch
its upscale extension branded as Volkswagen Phaeto™

-~ __ 4
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;Prominently featuring the VW logo on the front and the back
| of the car. The result is that Toyota succeeded in establishing
Lexus as a premiere luxury brand, whereas Volkswagen
*failed to convince potential buyers that it could be a luxury
‘brand.

" Downscale Extension:

In downward extension low price offering is introduced
. with same brand name. These are more successful as people
. are not reluctant in buying a known brand. Example: Ginger
. by TATA, Mercedes A series. The only drawback here is that
- the image gets weak in many cases. ;

). Horizontal Brand Extension: Horizontal brand extension
. involve applying the same brand name to a different product
W category, within the same price range (F1gure 3). For example,
Ra ph Lamen';successfully extended its Polo brand from
dothmg to. home fum1sh1ngs such as bedding and towels,
' Porsche extended its brand from sport cars to sedans and
. sport utility VEthlES Reliance has extended from electronics
"__ to super market as reliance fresh to hospitals.

‘A major drawback of horizontal brand extensions is brand
tion, which is likely to occur when-a brand is extended to
liverse product categories that are inconsistent with its essence.
or example, Heinz All Natural Cleaning Vinegar the company’s
first non-food product launched in 2003 failed, in part, because
fonsumers were confused by, the Heinz-branded vinegar based
tleaning aid.

AND EQUITY AND BRAND POWER:

'- The term brand equity refers to the financial value of the
and; it determines the premium that should be placed on a
mpany's valuation because of brand ownership. Brand equity
" the value of having a well-known brand name, based on
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the idea that the owner of a well-known brand name cap, gene ?
: r

more money from products with that brand name than { atq

r u

products with a less well-known name, as consumers belieVe thy i

a product with a well-known name.13 better than prq sty " ._

i g

less well-known names.

A key driver of brand_“eqUitY is the brand’s power. Bra
.pc_)wer reflects the brand’s ability to differentiate the offering frn
the competition and create customer value through Meaningg, |
associations. Unlike brand equity, which reflects the valye o the.
brand to the company, brand power reflects the value brag d:
creates in the minds of customers. .

Brand equity is a function of brand power as well a4
‘company’s utilization of the power of its brand, reflected in ji
user base, sales volume, and pricing. A stronger brand does not.;
automatically translate into greater brand equity.

‘Brand power can be defined as the differential impact of brang |
knowledge on consumer response to an offering’s marketing:
efforts. This means that a brand has greater power when
customers react more favbtirably to an offering because they are '
aware of the brand name. To illustrate, one of the benefits of
brand power is the price premium customers are willing to pay
for the branded product compared to the identical unbranded
product. In addition to the price premium, other dimensions of §
brand power include greater customer loyalty; enhanced
perception  of . product - performance; greater licensing
merchandising, and brand extension opportunities; less

vulnerability to service inconsistencies and marketing crises; more
elastic

response to price decreases and more inelastic response to
price increases; ‘greater communication effectiveness; and
increased channel power. Because powerful brands can influence
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-51 ] aspeds of an offering, building strong brands is of crucial
3 ortance to sustainable growth.

:"’I-SURING BRAND EQUITY:
Knomng the monetary value of a company’s brands is
--‘-ual for company valuation, such as in the case of mergers
acqulsmonsf sale of assets, licensing, fmancmg, and
mating benefits from or damages to the brand. Desp1te the
tance of brand equity, there is no commonly agreed-on
odglogy for its calculation; instead, there are several
ative methods, each placing emphasis on different aspects of
‘equity. The three most common approaches to measuring

” based on the costs mvolved such as marketing research,
_ adver’asmg, and legal costs. This is applicable if the brand
b '.-"ds to be created from scratch at the time of valuation.

s ed on the difference in the cash flows generated fr_om the
" branded product and a functionally equivalent but non-
" branded product, adjusted for the costs of creating the brand.
() Financial approach: It involves calculating brand equity
based on the net present value of the cash flows derived from

the brand’s future earnings. This approach typically involves
three key steps:

1) estimating the company’s future cash flows,

(2) estimating the contribution of the brand to these cash
flows,

®) adjusting these cash flows using a risk factor that reflects
the volatility of the earnings attributed to the brand.
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Objective Questions with Answers

(1) Fill in the blanks:

(@) The strategy needs to be tailored specifically 1, th
requirements of the target market. a
(product or service, branding, promotion)

(b) vary from product to product.

(performance, consistency, reliability)

(c) _ is an important consideration in buyer’s decision Process.
(Durability, consistency, reliability)

(d) plays a significant role in manufacturing, transporling,

storing, and consuming the product.
(Design, Packaging, Marketing)

(e) forecasts is the estimation of the total sales volume that
can be achieved by all companies in a given market.

(Market, Sales. Executive)

| (f) is the process in which the consumer response to g
particular offering is evaluated before its introduction to the market.

(concept testing, market testing, consumer research)

(g) Evaluation is the stage of new product adoption.
* (third, fifth, sixth) _
(h) means systematic search for new product ideas.
(Idea generation, idea screening, idea testing) |
(i) are among the first to apply new technologies to solve |

problems and exploit opportunities in the marketplace.
(Visionaries, skeptics, technology enthusiasts)

(i) is a popular strategy to compete with low-priced rivals,
that involves launching a fighting brand an offering that matches or1
undercuts the competitor ’s price.

|

(fighting brand, sandwich, good-better-best)

[Ans.: (a - product or service); (b - Performance); (¢ - Durability);
(d - Design); (e - Market); (f - Concept testing); (g - third); (h - Ide2_
generation); (i - visionaries); (j - Flight brand)] .

(2) State whether the following statements are True or False:

:
(a) Brand Equity is the message the consumer receives from the prOdUCL :
person, or thing.

:
j
!
1

— |
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. ‘r _‘bbirectio
Lk is an exampl

palization is 2 situation in which the sales of one of the
y's offerings come at the expense of the sales of another

e of umbrella branding.

canni
compﬂ"
offering'
- ownscale ext
() by adding an

};‘, pﬁce. ‘
uring the introduction stage, product awareness is low and there are

D :

-

'iﬂ ifiusion of innovation as a process is generic.

0 Evaluation is the stage when the consumer has made up his/her mind
. | whether t0 remain with the product. g :
Sales forecasts are used to make entry and exit decisions.

The process of estimating the size of the potential market is referred
10 as demand forecasting. g
Compatibility is also a key consideration in single pricing
qAns.: (a - False); (b - False); (c - True); (d - True); (e - True); (f - False);
- False); (h - True); (i - True); (j - False)]

ensions involve extending the company’ i
. y's product lin
offering that delivers lower level of benefits at Iowei

atch the Columns
' A el i PTG, -
i{2) 1dea generation (i) Innovators
{fb) Market risk (i) Laggards -
_ic) Technology enthusiasts (iii) Search for new products .
1(d) Skeptics (iv) Late majority )
{(e) Conservatives (v) 5C'’s

(a-iii); (b - v); (¢ - i); (d - ii); (e - V)]

Question Bank for Self-Practice

(1
What are the factors affecting Product and Service Decisions?

Discuss F
orecasting new product demand using Primary data and
ccondary datg. 0 o P g TR

) we
Wm;i.: :’::'f note Ofl new product adoption.
9 Eeprain newaf-'iors influencing diffusion of new offering.
6§ g el doag .zl'Oducl development process.
_ xp‘l-a-in Moc:- ? market risk and technological risk.
& e's model of adoption of new technology- (Oct. 18)
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(8)

©)

(10)
(11)
(12)
(13)
(14)
(15)
(16)

(17)

(18)

(19) Write a note on:

'ﬂq
’Iil
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‘-? ‘5
S
e

Discuss product lifecycle at various stages and extending product life
How are product lines managed?

Write a note on Managing Product Line Cannibalization.

Explain brand as value creation process.

Discuss brand hierarchy-Individual and umbrella branding.

Explain Brand extension.

What are the measures of brand equity?
What is brand repositioning? What are the reasons to reposition g brangy

Enumerate the two major types of branding. Highlight its advantageg
disadvantages. (Oct. 18) and

What are the strategies used for managing product lines to gain ang defe L
market position? (Oct. 18) :

cYle

(a) The Fighting Brand Strategy.

(b) The sandwich strategy.

(c¢) The Good-Better-Best strategy.

(d) New product development process. (Oct. :18)
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] (A) Managing Price: .

strategic Decisions in
Pncmg, Promotion and
Distribution and
Strategic Growth
Management

CHAPTER

4

¢ Mazjor Approaches to Strategic Pricing

¢ Price Sensitivity

¢ Understanding Competitive Pricing and
Price Wars

¢ Factors Affecting Price Wars

¢ Approach for Developing a Strategic
Response to Competitors' Price Cut

| ¢ Other Pricing Strategies
. |(B) Managing Promotions and

Incentives:
¢ Promotion Mix Strategy

Factors affecting Strategic Decisions in
Promotion Mix

Promotion Expenditure Strategy

Methods of Determine Promotion
Expenditure

!aNaging Incentives as a Value
STeation Process:

4 :
L_Goals of using Customer Incentives

*

Learning Objectives

Monetary and Non-Monetary
Incentives for Customers

Collaborator Incentives:

¢ Monetary Incentives

¢
¢

(C) Managing Distribution:

Distribution as Value Creation Process
Distribution Channel Design

(D) Strategic Growth Management:

L 4

¢

¢

Gaining Market Position
Pioneering New Markets
Defending Market Position
Objective Questions with Answers

Question Bank For Self-Practice

=
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(A) MANAGING PRICE

Price is the exchange value of an offering expressed in termg of
money. Pricing directly influences the value t?’nat the offering _
creates for target customers, the company, .and 1ts collaborat(,rs‘
"From a company’s point of view, the price is the only markeﬁng
strategy that gets profits and revenue for the company; whijle all |
other strategies are only costs.

MAJOR APPROACHES TO STRATEGIC PRICING:

Strategic pricing sets a product's price based on the Product's
value to the customer, or on competitive strategy, rather than on
the cost of production. This approach recognizes that people often |
make purchasing decisions based more on psychology than on
logic, and what's the most valuable_to the customer may not be
what's most expensive to produce. ‘

- iVIaj or Approaches to Strategic Pricing;:

The major approaches to strategic pricing are as follows:
(1) Cost-

selling price. Cost-based pricin
cost-plus pricing and mark-
the easiest way to.calcul
at.

g can be of two types, nameli{
up pricing. Cost based pricing is
ate what a product-should be priée

¥ Advantages of Cost-based Pricing

(@) Itis easy to understand and calculate, - -
(b) It ensures th.eit the incurreq costs are covéréd £ oy

- - : ‘ 4 b ' . ': . - B
__ w = ’ 5
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They are fair and logical.
(©) The <an be useful while setting up the price of new and
(d) qovative products.
'Il can be helpful and do simplify investment
(e) ppr’lls"l decisions for example using required rate of
retLll'ﬂ

 ritations of Cost-based Pricing
Lim

) [t ignores demand and price elasticity of demand.
(a
o It ignores competitive situation, like whatever the

competitors are charging.

(© Itdoes not take adwmtage of market potenhals
d Itis ‘nflexible in changes in demand level.

e It takes into account unavmdable costs.

(f It can result in under-pricing or overpricing.

(g) It removes the motive to become more efficient.

Competltlve Pricing: Competitive pricing refers to a method

in which an organization considers the prices of competitors’
products to set the prices of its own products. The
organization may charge higher, lower, or equal prices as,
compared to the prices of its competitors. The aviation
industry is the best example of competition-based pricing
where airlines charge the same or lower prices for same
routes as charged by their competitors. In addition, the
mtroductory prices charged by publishing organ1zat10ns for

textbooks are determined according to the competitors’
Prices.

Advantages of Competitive Pricing: .

@) Prices -are based | on - fresh, accurate data about
competitors, their products and prices.
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(3)

" low demand charge lesser rates as compared to the period of ]

. price more than its cost.

- Advantage of Demand based Prlcmg

' antahons of Demand based Pricing:

3‘.
“E,_E,. " Vipul's™ Strategic Marketlng Manageme"t( ]
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Wil
(b) Multiple strategies automate the competitive pric ]

analysis. * g

() Competitive Pricing combines with other Pl‘lc |
strategies to fine-tune it and make it even more effmlentg

(d) Variables can be adjusted by the manager 1f necessy,
according to business.objectives.

Limitations of Competitive Pricing:

(a) Competitor-based pficing is difficult to implément fod
smaller companies : '

-(b) Companies need extensive resources to implement the |

tools, money, staff, etc. hence it can be difficy]t for
smaller companies to use successfully

Demand-based Pricing: Demand-based pricing refers to 5
pricing method in which the price of a product is finalized

_according to its demand. If the demand of a produét 1S more;
- ’ ‘|

an organization prefers to set high prices for products to gain
profit; whereas, if the demand of a product is less, the lowia

~ prices are charged to attract the customers. The success of

demand-based pricing depends on the ability of marketers to |
analyse the demand. i

This type .of pricing can be seen in the hospitality and
travel industries. For instance, airlines during the period of

high demand. Demand-based pricing helps the organization?
to-earn more profit if the customers accept the product at‘tht‘_lr

(a) Demand-based pncmg may lead to potenhal high proth
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Management must be able to estimate demand at
different price levels, which may be difficult to do

h‘ﬂ[ accurately.
*ﬂ (b) Gegments must be separate enoughi so that those that buy
qlv: at lower prices can’t sell to those who buy at higher
prices. |
£ PRICE SENSITIVITY:

W price sensitivity can be defined as the degree to which
'. Consumers’ behaviour is affected by the price of the product or
N service. Price sensitivity is also known as ‘price elasticity of
uhl demand’ and this means the extent to which sale of a particular
 product oOr service is affected. Price sensitivity is, “the consumer
' demand for a product changed by the cost of the product.” It

pasically helps the manufacturers to study the consumer

behaviour and assists them in making good decisions about the
| products. The level of price sensitivity varies depending on
various products and consumers. Price sensitivity, in economics,
is generally quantified through the price elasticity of demand.

The homogenous goods which are widely availa'blél'are more
prone to show evidence of price sensitivity. Besides, some
consumers are more price sensitive as compared to others.
Consumers having fixed income or who are have tendency to
" J 52ve, will look around for lesser prices. In the meantime, some
} consumers with a higher income might feel that searching for
°R better deals many a times might not be worththeir time thus
being less price sensitive. : ;

Price sensitivity can be measured by dividing the percentage of
‘the quantity purchased of the product or service with the

Perl:entage change in the price.
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Formula: |
The standardized formula for measuring price sensitivity ig.

Price Sensitivity = (Change in Quantlty Purchased/Change ln
Price)*%
Example:
In order to observe the price sensitivity, let us consider that’?f
when Nestle apple nectar prices increase by 60%, the ]Luc
purchases fall with the figure of 25%. Using the mentloned'

formula we can easily calculate the price sensitivity for nestle
apple nectar: ' ; ‘- |

Price Sensitivity ==25%1/60% =-0.42

‘i
Therefore, it is concluded that for every of the percentage Wlth
which the Nestle- apple nectar price mcreases, it affects

products can be studied by taking into account the changes in "
price and i Increase or decrease in the demand.

products which are not much reactive to change in price are calle

price inelastic. Such products are usually daily used products an
are a necessity of life and consumers do not have any other opho

other than purchasing them.
PSYCHOLOGICAL PRICING:

Psychological. pricing is the practice of settmg prlces sllghﬂi

lower than rounded numbers, in the belief that customers do HOE

round up these prices, and so will treat them as lower prices tha"l_
they really are. This practice is based on the belief that customers
" tend to process a prlce from the left-most digit to the right, and s0.
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4 toignore the last few digits of a price. This effect appears
il tetcenl’u ated when the fractional portion of a price is printed

aallel‘ font than the rest ‘of a price. An example of
i smlogical pricing is setting the price of a pair of shoes at
Y:]‘;;r rather than Rs. 900. This .type of pricing is extremely
| * 1 for consumer goods. A variation on the concept is to set
" o higher, in the belief that customers will attach more

00 rtance t0 a product if the price is set at a premium level.

F, psychological Pricing Effects:

Consumers do not always evaluate prices objectively; instead,
. eaction to an offering’s price depends on a variety of
' wchological factors. The five most common psychological
pricing effects are as follows: -

[) Reference-price effects: In order to assess the price of a given
. offering, people usually evaluate it relative to other prices,
which serve as reference points. These-reference-prices can be
either internal,’ such as a remembered price from a prior
purchase occasion, or external, such as the readily available

————

price of a competitive offering. By strategically choosing the

e e

reference price, a company can frame the price of its offering
in a way that makes it more attractive to potential buyers, for
example, by comparing it to a more expensive competitive
offering. ' y *

" Price-quantity effects: People are more sensitive to changes

in price than to changes in quantity. For instance, the sales
‘jOlume of a ten-pack of handkerchiefs priced at Rs. 200/- is
!‘kel)’ to decline to a greater extent following a Rs. 40 price
INcrease (a ten-pack for Rs. 240)_ than following a two-item
| *eduction in unit volume (an eight-pack for Rs..200), even
'-_.::. ;,..,t.hf-"ugh On a per-item basis, the eight pack is more expensive
"Z;,‘tban the ten-pack. i

ELS
= 5
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“higher, lower, or equal prices as compared to the prices of
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(3) Price-tier effects: People encode prices in tiers, such that a .
item priced at $1.99 is typically encoded in the “§1.~ Tige
tier, whereas an item priced at $2.00 is typically ClaSSlfled E
the “$2+" price tier. This tiered price encoding leadsg to th
somewhat paradoxical perception that the difference betwean
items priced at $1.99 and $2.00 is one dollar rather thap ong

cent. _ --'.j
(4) Price-ending effect: Customers’ perception of prices is also
function of price endings. For example, prices ending in ng
often create the perception of a discount, whereas Pl'lces
ending in “0” might create the perception of quality.

(5) Product-line effects: Because many offerings are available x
part of a company’s product line, their relative prices ,;L
influence the demand for these offerings. To illustrate
restaurants often price wine they-are trying to dispose of a
the second ' cheapest in its assortment because man

' customers 'who are not willing' to spend much on wine
often embarrassed to'select the least expensive one.

UNDERSTANDING COMPETITIVE PRICING ANI
PRICE WARS:

Competitive pricing refers to a method in which

organization considers the prices of competitors’ products to set
the prices of its own products. This pricing method is used more
often by businesses selling similar products, since services cal
vary from business to business, while the attributes of a produc
remain similar. This type of pricing strategy is generally used
once a price for a product or service has reached a level of
equilibrium, which occurs when a product has been on the mark"’»t
for a long time and there are many substitutes for the product.

Under this pricing strategy, the orgamzatlon may chafge
1ts1

.
-
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;f%s_tors_ The aviation industry is the best example of
.m"‘“fieﬁtio n-based pricing where airlines charge the same or
O prices for same routes as charged by their competitors. In
dlhonf the introductory prices charged by publishing
'h',ﬁzations for textbooks are determined according to the
rge '

0 -
| .." petitors prices.

 priceWars |
ce war is "commercial competition characterized by the
| 'i"-"’éhte d cutting of prices below those of competitors”. One
ébmpetitor will lower its price than others will lower their prices
o match. If one of them reduces their price again, a new round of
; rga‘uctions starts. In the short term, price wars are good for
Bﬁirers, who can take advantage of lower prices. Often they are
' not good for the companies involved because the lower prices
' ‘:’i"- uce profit margins and can threaten their survival.

T

!

. Price wars are very common in today’s competitive markets.
Price wars might involve price reductions offered directly from
manufacturers to end users (price discounts, volume discounts,
and coupons), as well as price cuts and incentives offered by
manufacturers to channel partners (wholesale discounts and
various promotional allowances). For example, a significant
increase in a manufacturer’s promotional allowances might
§0mpt retailers to lower prices, thus provoking a price war. Price
frars often start when a company is willing to sacrifice margins to
Jrj.; sales volume. Price wars usually begin with an action that
Tesults in a price cut on the customers’ end.

= 48
FACTORS AFFECTING PRICE WARS:

In price wars, price cuts are popular among Managets because

ey are easy to implement and typically produce fast results,
increase sales volume. Not

€Speciall
rQally when a company’s goal is to
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every price cut, however, leads to a price war. The fouoW!ng
factors affect the price war: ‘

(1) Offering differentiation: Price wars are more likely Whep
offerings are undifferentiated and can be easily substituteq

(2) Cost structure: Companies are more likely to engage in price
wars when significant economies of scale can be achieved by

increasing volume.

(3) Market growth: Price wars are more likely to occur whep
markets are stagnant, and to grow sales a company has tq
steal share from its direct competitors.

(4) Customer loyalty: Companies are more likely to éngage in |
price wars in markets in which customers are price sensitive
and their switching costs are low.

Price wars are easy to initiate but costly to win. Winning a
price war often comes at the expense of a significant loss of 1
profits, making it more of a narrow victory than a true success. 1
Price wars are harmful to a company’s proﬁtabﬂlty for several *
reasons:

(@) Competitive reaction: Because in most cases competitors can
easily match price reductions, they are rarely sustainable.
Firms with similar cost structures can quickly lower their
prices in response to a competitor’s action.

(b) Increased price sensitivity: Price wars often result in a shift
in customers’ future price expectatio'ns, such that the lowered -
prices become the reference points against whlch future
prices are judged.

() Brand devaluation: Emphasis on price tends to erode brand-
power. This effect is worsen by the - heavy price-focused |
comrnumcahon campaigns that tend to accompany most -
price wars because a company needs to promote’ the low price
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i can generate sufficient incremental volume to

t
pald ars rarely en

any’s customers. In general, the best strategy for’

the CO : " . - .
in a potential price waris to avoid it.

profits resulting from the decrease in price
able companies to achieve their strategic

nd ases the only beneficiaries of a price war

Price reductions have an exponential
¢ on Profitability. To illustrate, in the absence of an

sales volume, reducing the price of an offering
argin by 1% will result in a 10% decrease

a 100/0 profit m
rating income.

| oacH FOR DEVELOPING - A - STRATEGIC
(AP oF TO COMPETITORS PRICE CUT:

F A simple approach for developing a stratégic resp

r's price cut is as follows: .

onse to a

E Price wars are often caused

(1) Verify the threat of a price war:
. by miscommunication . of  pricing information” or
f a competitor ‘s goals. Thus, when
readily available e.g., in contract
ly believe that a particular
d its price. It is also
e is driven by

misinterpretation O
competitive prices are not
bidding, a company might incorrect
competitor has significantly lowere
possible that a competitor’s price decreas
internal factors, such as clearing the invehtory e.g., prior to
introducing a new model, rather than by an intention to

initiate a price war.

)_E!_EValuate the likely impact of the competitor’s actions:

?ntifY customers most likely to be affected-by competitors’

i: ‘-’;Ul:S and estimate their value to the company as well as

{;&I paln ely .r85p0nse to the price cut. In certain cases, a

2 tegigi might choose to abandon markets that have no
¢ Importance and in which customer loyalty is low.
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strategies to address g,

competitive threat: There are three basic strategies to respong
to the threat of a price war: not taking an action, repositioning
an existing offering, and adding new offerings.

(a) Not taking an action: The decision to ignore a competito;
‘s price cut reflects a company’s belief that the price ¢y
will not have a significant impact on the company’s
market position, that the price cut is not sustainable anq
will dissipate by itself, or that-serving the customer j_
segment targeted by the price cut is no longer viable for
the company. _

(b) Repositioning the existing offering by lowering the
'pnce or increasing the benefits. This reduction in. ‘price
can be accomplished either on a permanent basis by |
lowering the actual price or as a temporary solution by
offering price incentives.’ :

(c) Adding a new offering;: A common response to low-
priced competitors involves launching a downscale
extension, commonly referred to as a fighting brand.
Using a fighting brand enables the company to compete
for price-sensitive customers without discounting its
premium offering.

OTHER PRICING STRATEGIES:

(1) Captive Pncmg It is also called as Complementary Pncmg Ii’

 is a pricing strategy which is applicable to- uniquely

compahble, multipart offerings, where a company charges a
relatively low introductory price for the first part of the.

- offering and-higher prices for the other parts. Examples:

razors and blades, printers and cartridges, and cell phones
and cell phone service. The unique comPatlblhty is essentlal
to the success of complementary pricing: Only the pnnter

(™3
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manufacturer should be able to sell cartridges that fit its
printers.

crates

(5) Cross Price Elasticity: Cross price elasticity measures how a
" change in the price of one good affect the quantity demanded
of another good when these goods are either substitutes or
complements. The quantity demanded of a good in ‘the
market depends on its sale price but also on the prices of
* other goods related to it. When two goods are substitutes, like
butter and margarine, when the price of butter increases,
the demand fqr margarine is likely to increase. In this case,
butter.-and margarine have positive cross price elasticity.
When two goods are complements, like gasoline and cars, if
the price of gas increases, the demand for cars'is likely to
decrease. In this case, gasoline and-cars have negative cross
 price elasticity.
' (3) Deceptive Pricing: Here the pricing of goods and services is
| set in such a way so as to cause a customer to be misled.
Deceptive pricing is the method by which retailers use
deceptive means to trick the customers into thinking that they
are paying a lower price for the product, than what they are
actually supposed to.. Commonly used methods used by -
retailers practicing deceptive pricing are clearance sales and
‘going out of business’ sales, discount sales w1th hidden fees
etc. Another common form of deceptive pncmg is the ‘Bait
and Switch’, where an- attractive offer is first shown to lure
customiers, and is later not honoured. '

In today’s scenario, there is another type of deceptive
pricing used by many e commerce websites. The website may
mark up the price of a product from its actual price and then
offer a small discount on: the marked up price, thus leading
customers to believe that they are in fact getting a discount,
] When In reahty, the prices that they are paying might be even

-
i

p—
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- (4)

" to the customers every single day without any special pricing.

: .chppmg promotions, etc. to promote their sales and increase.

o Vipul’s™ Strategic Marketing Managemeng (BMS

R

more than the actual previous price. Hidden feeg ang
surcharges are commonly encountered today, while trying ¢,
buy an item online. The hidden surcharges are displayed only
during the' checkout, thus misleading customers and
encouraging them to select these items while browsing. For
example, if the marked price of a Sports shoe is mcrEased
from Rs. 2000 to Rs. 3000, and then a discount of.33.33¢ : is |
offered on the shoe, the customer is deceived into thm].;mg |
that he is actually getting a discount of 33.33%, thus paying
Rs. 2000, but this amount is the same as the actual price for
which the shoe could have been purchased earlier. 3

Everyday Low Pricing: Everyday low price (EDLP) is l:hef
pricing strategy used by retail stores that provides low prices

discount, sale, comparison shopping etc. Traditionally, retail
stores used to keep regular pricing discounts, coupon

the traffic in their stores. But, this needs a lot of effort in terms’
of monetary aspects and physical aspects making it difficult
to sustain the competitive advantage. The strategy of EDLP.
helps to convince the consumer that they will get better and':
low prices than other competitive stores everyday even 3
though the promotions of competitors at regular intervals
might- provide lowest prices but they W111 not be available
every day. ;
EDLP also helps the retail stores to reduce their demand
fluctuation that would occur due to promotions on some
days, and also reduces the probability of consumers receiving
time degraded products. Stores like Big Bazaar and D-Mart
have used the EDLP strategy to a very good extent for thelr (‘"

success.
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jpan average-cost level on the basis that costs will
e prodUCﬁon experience increases.

The characteristics of Experience Curve Pricing:

decrease as

(a) Competitive market,

(b) Price sensitive customers.,

(© High experience effect of the industry,
(d) More applicable for durable goods.

The most experienced producer benefits from having
jower costs than its competitors. The logic of the experience

curve pricing Is to be price aggressive and decrease the price
of the products below the current market price.

Some of the advantages of Experience Curve Pricing are:

(a) The compétitors cannot follow the first firm and will
certainly have to quit the market, the experienced firm
will evolve in a less competitive market,

(b) The experienced firm can gain new market,

(0 New customers should enter the market thanks to lower
prices, this represents the opportunity of achieving
economies of scale,

(d) This strategy imposes sacrifices, but could be rapidly
-sustainable. | ' R

Loss Leader Pricing: Loss leader pricing is an aggressive
pricing strategy in which a store sells selected goods below
cost in order to attract customers who will, according to the
loss leader philosophy, makes up for the losses on
highlight'ed pro,ducl::';ﬂwith additional purchases of profitable
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Loss leader pricing is employed by retail bUSiHESSES;; a
somewhat similar strategy sometimes employed by
manufacturers is known as penetration pricing. Retail storgg:
employing this pricing strategy know that they will not makq i
a profit on those goods that are earmarked as loss leaders, But |
such businesses reason that the use of such Pricing ‘
mechanisms can sometimes attract large numbers qf
consumers who would otherwise make their purcha5es"
elsewhere. |

|

In the e-commerce scenario, loss leader strategies are ;
intended to draw consumer traffic to an online retailer's Web ;:

site. The technique is also used for product introduction, f0r
instance, several free copies of a magazine to induce purchase
of a subscription, low rates for cable services, and other -

"introductory” pricing which, if not always priced at a loss
function in the same way. :

However it is- noticed that some loss leader pricing’
strategies amount to illegal business practices. Also some.
argue that the strategy is basically predatory in nature,.
designed to ultimately force competitors out of business.

. Business experts note that suppliers sometimes object to s
loss leader pricing as well, despite the greater volume of sales. .
that the practice often spurs within a given store. These |
increases may be offset by drops in sales at other stores where
the brand is still priced high. Such developments can strain '.
relations between supplier and customer, and in worst case 1
scenarios, bring pressure on the suppher to lower its price for

the goods in question.

The retail industries have acknowledged side effect of loss |
leader pricing, known as "cherry picking." This is a practice
wherein customers move from store to store, making'
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chases only on those products that are priced near or
! s ,

lloW acquisition cost. Such purchasing patterns effectively
ol he strategy underlying loss leader pricing to attract
0

customers:
Hori sontal Price Fixing: Horizontal price-fixing occurs when

i OF more competitors c.onspire to set prices, price levels or
rgce-rela’fed terms for their goods or services. This is done to
n high profits. [t becomes easy for monopolist to fix
It is a practice in which competitors explicitly
collaborate to set prices. With very limited
price-fixing is per illegal, regardless of its
tual effect on competition. There are

maintai
up the prices.
or implicitly
excepﬁOﬂS;
reasonableness or ac
several fines and criminal sentences that may arise as a result
of price-fixing.

Price Signalling: Price Signalling strategy occurs when some .
an produce at two different quality levels. Some
will choose the high quality, which means higher cost and

" consequently higher prices preferred by the customers in

‘general and other the low-quality level, with lower costs.
“Those one could sell their product to a lower price or to the

high quality price, which is the price signalling strategy-
The primary characteristic of this strategy is that the

information about the quality. Also, there may be some customers

'. ‘e’*’vho v\fould want to buy high quality products with higher prices,
stren if the quality is uncertain. It should be noted that this
. SWategy is more relevant for durable goods than for services and

. o :
4 N durable goods, because the real quality is more difficult to be
Stermined.
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(B) MANAGING PROMOTIONS
AND INCENTIVES

PROMOTION MIX STRATEGY:

The Promotion Mix refers to the blend of several Promotiony)
tools used by the business to create, maintain and increase thq
demand for goods and services. It is a way for the company ¢,
communicate customer value and build customer relationshipS
based on a blend of promotional tools including advertising, sajes
promotion, personal selling, public relations, and direct marketing
(Kotler & Armstrong, 2014).

The two promotion mix strategies a marketer can choose from
are:

(1) Push Strategy: Push marketing is a promotional strategy ;
where business attempts to take their products to the
customers. The term push results from the idea that
marketers are attempting to push their products at °
consumers. Common sales tactics include trying to sell
merchandise directly to customers via company showrooms
and negotiating with retailers to sell their products for them,
or set up point-of-sale displays. Often, these retailers will
receive special sales incentives in exchange for this increased
visibility.

Businesses often use push marketing when launching a
new product, or when trying to stand out in a niche or
crowded market. Thus the push strategy is when the product
is push through the marketing channels to the consumers.
The kiosks in malls have this strategy. Often walking by the
kiosks to the destination store, they will “throw” the products
at customers. Most of the workers at kiosks are commission
based so they often persuade them to buy the producto
Businesses often use push marketing when launching a new
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" duct; Of when trying to stand out in a niche or crowded
r

ket.

mar |
le of Push Marketing:

ExampP
amon example of push marketing can be seen in

One cor
department stores that sell fragrance lines. The
mamlfacturing brand of the fragrance will often offer sales
ncentives to the department stores for pushing its products
onto customers. This tactic can be especially beneficial for
new prands that are not well-established or for riew lines

within a given brand that needs additional promotion.

2 pull Strategy: Pull marketing takes the opposite approach.
The goal of pull marketing is to get the customers to come to
the marketers, hence the term pull, where marketers are
attempting to pull customers in. Common sales tactics used
for pull marketing include mass media promotions, word-of-
mouth referrals and advertised ' sales promotions. From a
| business perspective, pull marketing attempts to create brand
loyalty and keep customers coming back, whereas push

marketing is more concerned with short-term sales.

Pull strategy is when the company creates advertisements
towards the consumers which creates them to come and find
the brand in stores. These can be commercials, ads, or even
word of mouth. These tools creates consumers to find the
products in retailers which then the retailers will demand it
from the manufacturers. Businesses generally will use pull
marketing when ‘the customer knows what he is looking for
Or what problem he needs to solve, but needs pulling towards

P the solution as ‘opposed to the solution offered by the
f_ COmpetitors,




148

FACTORS AFFECTING STRATEGIC DECISIONS IN
PROMOTION MIX: '

(D

(2)
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Example of Pull Marketing:

A customer can often recognize pull marketing campajgn
by the amount of advertising that's being used. Py
marketing requires lots of advertising dollars to be spent g, 1
making brand and products a household name. One examp, -
includes the marketing of children's toys. In the first stage, ;
the company advertises the product. Next, the children anq
parénts see the advertisement and want to purchase the toy. -
As demand increases, retailers begin scrambling trying to
stock the product in their stores. All the while, the company
has successfully pulled customers to them.

Nature of Product: Different types of products require
different promotional tools. Personal Selling is more
appropriate as a great deal of pre-sale and after-sale services
is required to'sell and install such products. At the same tlme,."
advertising and publicity are more suitable for the consumer
goods, especially the convenience goods. Type of product:
plays an important role in deciding on promotion mix.
Product can be categorized in terms of branded products,
non-branded products, necessity products, luxury products,
new products, etc. All these types of products need different
promotional tools. For example, advertising is suitable for the
branded and popular products. Personal selling may be fit for
non-branded products. Advertising, personal selling, sales
promotion and publicity are the four tools that are used fora
newly launched product to get a rapid consumer acceptance. |

Use of Product: Product may be industrial _product, :
consumable and necessity product, or may be luxurious
product that affects selection of promotion tools and media.
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b example, advertising and sales promotion techniques are
wldely used. for consumer goods while personal sellihg is
i for industrial goods.

(3) "Nahll‘e ‘of Market: The number and location of customers
L} '--greatly influence the promotion mix. In case the group of
“otential customers is small and are concentrated in a
partlcular locality, then personal selling is more likely to be
~ effective. ‘Whereas, if the customer base is large and
widespread then the blend of advertising, personal selling,
* and the sales promotion is required to sell the product. Type
¢ offmarkets or ‘consumer characteristics determines the form of -
| “mix. Education, location, income, personality
s, knowledge, bargaining capacity, profession,

<
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Fra ;f 3
( tﬁ'ple ity of Product: Product complexity affects selection

; fafgg“ﬁﬁnal tools. Personal selling is more effective for
- ol plex, technical, risky, and newly developed products as
EE they need ‘personal explanation and observation. On the other
e r%,i._’;_._”'a‘dertlsmg is more suitable for simple and easy-handled

@) ‘s\»tf‘ iilfiim 'f i"fi’ﬁds The marketing budget also decides the

Promotion'n m :j the funds available for the promotion are

large; then' the blend of promotional tools can be used,
e funds are limited then the

eas - in dili? ‘case th
Management '-"\IEJ . choose the promotional tool wisely.
!E% ‘!Lr'rm'“‘f;ll@ﬁju company is an important factor affecting
PIomotion " mix: Adverhsmg through television, radio,
NeWSpapers 2 T’T“!n‘ lagazines is to0 costly to bear by financially
POOr cor -ﬂ'.}’ﬂLl“? ‘while personal selling and sales promotion

reComparatively cheaper tools. Even, the company may opt

=)o
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for publicity by highlighting certain commercially significant |
events. |
(6) Nature of Technique: Each element of the promotional mix '
has unique features that significantly influence the purpose of -
promotion. Such as, the advertising is an impersonal mode of |
communication that reaches a large group of customers. Its
expression can be developed with the use of colours and
sound that helps in maintaining the long lasting brand image
in the minds of the customer. Personal selling involves face to :
face interaction that helps in developing cordial and personal
relations with the customers. Similarly, the sales promotion is -
short-term incentives given to the customers with the motive -
to boost sales for a shorter period of time.

(7) Stage of Product’s Life: The promotion mix changes as the
product moves along its life cycle. During the introduction
stage, the principal objective of the promotion is to create the
primary demand by emphasizing the product’s features,
utility, etc. therefore, the blend of advertising and publicity is
required. As the product reaches its maturity stage the
advertising and personal selling is required to maintain the
demand of the customers Finally, during the decline stage the
expenses on other promotional activities are cut, and more |
emphasis is laid on sales promotion with the intent to puéli ,
up the declining sales.

(8) - Promotional Strategy: The promotion mix largely depends .
on the company’s promotional strategy, i.e. whether it accepts '
the Push Strategy or a Pull Strategy. In a Push strategy, the
manufacturer forces the dealers to carry the product and
promote it to the customer, i.e. convince the potential buyers
to buy it. Here, personal selling and trade promotion are
likely to be more effective. In the case of a Pull Strategy, the
consumers ask the dealers to carry the product, i.e. customers |

:
1
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! tegicDecisionS inP

st '
olves purchase the product. Here, advertising and

thefrls g

mer promotion are more appropriate.

const '
geadiness of Buyer: Different promotional tools are required
stages of buyer readiness.Such as, at the

at different
comprehension stage, the blend of advertising and personal

«lling plays 2 vital role. Whereas at the conviction stage,
;;ersonal selling
the blend of sales promotion and personal selling is likely to
be more effective. Hence, the advertising and publicity are
more effective at the early stages of buying decision process
le the sales promotion and personal selling are more

)

is more effective. At the time of sales closure,

whi
effective during the later stages.

) Purchase Quantity and Frequency: Company should also
consider purchase frequency and purchase quantity while
deciding on ‘promotion mix. Generally, for frequently
purchase product, advertising is used, and for infrequently
purchase product, personal selling and sales promotion are
preferred. Personal selling and advertising are used for heavy
users and light users respectively.

. (11) Size of Market: In case of a'limited market, personal selling is
' more effective. When market is wide with a large number of
buyers, advertising is preferable. Place is also an important
issue. Type of message, l_a'r.igj_.l_age' of message, type of sales
promotion tools, etc., depend on geographical areas.

(12) Level of Competition: Promotional efforts are designed
according to type and: intensity of competition.' All
pPromotional tools are aimed:bbpfotecting company’s interest
against competition:  Level ! of promotional efforts and
__ selection of promotional tools depend on level of competition.
(_13) P.-mmoﬁﬂl};l- Objectives:..'llg,g-is— the prime factor affecting
"__i?ipromo'#iorigl mix. Different objectives can be achieved by

(10

e b
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nt tools of promotional mix. If companyg
arge number of buyers, advertising i
ants to convince limited consumer,

’

using differe
objective is to inform a |

advisable. If company W
it may go for personal selling. Even, when company wants o

influence buyers during specific season or occasion, the sajeg
promotion can be used. Some companies use publicity t,
create or improve brand image and goodwill in the market,

(14) Miscellaneousl Factors: Miscellaneous factors that affect

promotion mix are as follows:

(i) Price of Product,

(ii) Type of Marketing Channel,

(iii) Degree of Product Differentiation,

g
o
|
1
|

(iv) Desire for Market Penetration, etc.
PROMOTION EXPENDITURE STRATEGY:

A promotion expense is a cost that a business incurs to make its
products or services better known to consumers, usually in the
form of giveaways. In simple words it is the expenditure incurred

in promoting a product.

METHODS TO DETERMINE PROMOTION
EXPENDITURE:

(1) Breakdown Method: Breakdown Method is the reverse of
build up method. In this method, the market potential for the
product is identified and then the market share that the
company is targeted is assessed. On this basis, the sales are
forecast. This is followed by determining the number is sales’
tha* each salesperson is required to make and the territories:
are then accordingly allocated to individual salesperson. (

(2) Build-up Method: Build up Method consists of designing
sales territories by assessing the attractiveness of current and-
prospective customers. In this method, current and "
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ctive customers are .identified and their sales
Prosl"reme nts are individually analysed. The saleg persons are
rcq}ll o territories on the basis of the sales volumes and the

ass:n p calls they are supposed to make to these accounts.
nu

ch Prom.:;tion: A pusl:n promotion works to create customer

nd for companies product or service through
demmoﬁon: for example, through discounts to retailers and
trzie Pl‘Omotions. Appealing package de_sign .and
maintaining a reputation for reliability, value or style are also
ssed in push strategies. One example of a push strategy is
obile phone sales, where manufacturgrs offer discounts on
phones to encourage buyers to choose their phone.

push promotional strategies also focus on selling directly
1o customers, for example, through point of sale displays and
direct approaches to customers. Push promotional strategies
work well for lower cost items, or items where customers

may make a decision on the spot. New businesses use push

strategies to develop retail markets for their products and to
generate exposure.

# Pull Promotion: A pull promotion uses advertising to build
- up customer demand for a product or service. For example,
advertising children's toys on children's television shows is a
pull strategy. The children ask their parents for the toys, the -
Parents ask the retailers and the retailers the order the toys
from the manufacturer. Other pull strategies include sales
Promotions, offering discounts or two-for-one offers and
building  demand through social media sites such as
| ®uTube. Once a product is already in stores, a pull strategy
“Zateﬂ additional demand for the product. Pull strategies
= YOtk well with highly visible brands, or where there is good

L, dwareness. This is usually developed_ lﬂ.i-ough"”“
Vertlging. :
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MANAGING INCENTIVES AS A VALUE- CREATI()N

PROCESS:

Incentives boosts the value of the offering by mCI'easmg ts
benefits and/or reducing its costs. A manager must conside, the.
Five Cs i.e. target customers, the company’s goals and resOurc@
competitors, and the context when deSIgnm

its collaborators, _.
incentives so that the company operate and develop chmeS :

that deliver market value.The Five Cs are the key dec151on faCtors i
that must be considered in order to design products and SerCes 3
that can create value for target customers, the company, ang lts |

collaborators.

AR 3 Cornpany 3
Collaborators value -
» Customer Cdlabaramr
value value
Competitors The optlrnal va]ue
: proposition
[ Decision factors ] [ Decision criteriaL]

Fig. 4.1: Managing Incentives as a Value Creation Process

(Source: Strategic Marketing Management by Alexander Chemev),;

The key decision factors that are important in managi“ga
incentives are: '

® Customers: incentives are a function of customers’ needs”

and are more common for voluntary purchases and among:
price-conscious consumers. :

=
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in ‘gif pet

y: The use of incentives is also driven 1
5¢ h by a

desire to achieve certain sales 0
; ,

company
,pccific time frame.
~

als within a

Collal’oramm: Incentives are also a function of the
L-gn'tPi“"}"S collaborators, such as distribution channels
of which have gained considerable power and

many
¢ significant concessions from manufacturers in the

r&]llir
toﬂ'ﬂ Of tr
petitors: Competitors often influence incentives by

ade incentives.

Com
making it necessary for companies to offer incentives to

maintain competitive parity.

" Context: The use of incentives is also a function of various

context factors; for example, adverse economic conditions

rend to lead to greater reliance on incentives to stimulate
demand.

In addition to being influenced by the Five Cs, incentives also

' Gepend on the other marketing mix factors:

[

e Product and Service: Incentives are a function of the
product and service aspect of the offering, whereby the
; increased commodity leads to increased use of incentives.

s Brand: Incentives are a function of the offering’s brand,
such that luxury brands are less likely to utilize monetary
Incentives. , ¢

* Price: An offering’s incentives are often set as part of its

f!verall pricing strategy for example, everyday low pricing

involves limited use of incentives, whereas high-low

priang relies heavily on incentives.

Communication: An offering’s incentives are a function of

s communication, such  that consumer-focused

Communications i.e. pull strategy are often complemented
>y retailer-focused

consumer incentives, and
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communications i.e. push strategy are often Complemented

with trade incentives.

«  Distribution: Incentives are also a function of an offering’s
distribution, whereby consolidated, powerful channelg
typically require greater trade incentives.

Lustomer Incentives:

directly by the manufacturer or indirectly by the retailer throug‘
incentives. :

promotions.
GOALS OF USING CUSTOMER INCENTIVES:

(a) Managing purchase iiming: Time-sensitive incentives é"l
encourage customers to purchase a compan}w's offering in a
time frame which is consistent with the company’s goals
Purchase timing is usually managed by offering widespread

incentives, such as temporary price reductions, available to all
target customers.

~(b) Optimizing the value of the offering to different'segmenté'
- A company might offer incentives to selectively enhance the

- value of an offering for particular customer segments. For
example, a company might give discounts to economically
“weak customers, frequent buyers, and high-volume buyers.

(c) Responding to a competitor’s promotion: Companies oftent
. attempt to attract customers by offering incentives, which,
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| sﬂ,;es’ s other companies serving these customers to
v 1by offering similar incentives. |
. nON
r@; y AND NON-MONETARY INCENTIVES
MON(;U gTOMERS:
(OR ntive 15 3 reward given to a person to stimulate his or

-~ pnin o desired direction. Incentives have motivational

” actio e widely utilized by individuals and large

- sations t0 motivate employees.

of, . .
3 Customer incentives can either be monetary or non-monetary.
us -

_Monela

Mone s aim to reduce an offering’s costs by
| iding customers with a monetary inducement to purchase the
Most common forms of monetary incentives include
price reductions, and volume discounts.

l-ymcm:\tives:
tarj! incentive
pro
offering:
coupons, rebates,
, Coupons: It entitle the buyer to receive a price reduction

for a given product or service at the time of purchase.
Rebates: It involve cash refunds given to customers after

they make a purchase.
Price reductions: It involve price discounts that do not

require any action from customers.

o Volume discounts: It involve price reduction offers
conditional upon the purchase of multiple items.

N?n-monetary incentives typically aim to increase the value of
e offeri i

¢ offering. The most common forms of non-monetary incentives
Premiums, prizes, contests, sweepstakes, games, and loyalty

0. . : ¥
T gmlm This involve bonus products or services offered
2o free or at deeply discounted prices as an incentive for
o trchasing a particular offering. Premiums can be
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delivered instantly with the purchase packaged with the
product or can require the customer to send in a proof of

purchase to receive the premium.

Prizes: This offer customers the opportunity to win an
award as an incentive for purchasing a particular offering,
Unlike premiums, where the reward is given with every
purchase, in the case of prizes the actual reward is given to
a relatively small number of participants. Prizes can be

both monetary and nonmonetary.
and games: This involve prizes

Contests, sweepstakes, .
ubmit some form of

that typically require Customers to s
and are usually not contingent on customers

entry
rs are selected by a panel of

purchasing the offering. Winne
judges in the case of contests, by drawing in the case of

sweepstakes, or by an objective criterion, such as points

collected in the case of games.

Loyalty programs: This involve rewards related to the
frequency, volume, and type of products and services
purchased. Loyalty programs can be both monetary i.e.
cash-back credit cards offering a reward based on
purchase volume) and nonmonetary i.e. frequent-flyer
airline awards and frequent-stay hotel awards.

COLLABORATOR INCENTIVES:

Collaborator incentives are mostly offered to members of the

distribution channel. These incentives, also referred to as trade

incentives, can have multiple objectives, such as gaining

distribution through a particular channel, encouraging channel

members to stock the offering at certain inventory levels to avoid

stock-outs or to transfer the inventory from the manufacturer to
retailers, and encouraging channel members to promote the
company’s offering.
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gimilar to customer incentives, collaborator/ trade incentives
1

pe either monetary or nonmonetary.
.Jﬂ

{ONETARY COLLABORATOR INCENTIVES:
\

Monetary incentives involve payments or price discounts given
s encouragement to purchase the product or as an inducement to
yomote the product to customers. Collaborator monetary
acentives include the following:

y Slotting allowance: It is an incentive paid to a distributor to
allocate shelf space for a new product.

Stocking allowance: It is an incentive paid to a distributor to

CAIty extra inventory in anticipation of an increase in
demand.

Co-operative advertising allowance: It is an incentive paid
by the manufacturer to a distributor in return for featuring its
offerings in a retailer ‘s advertisements, The magnitude of the
allowance can be determined as g percentage of the
distributor ‘s advertising costs or as a fixed dollar amount per
unit.

Market-development ' allowance: It IS an incentive for

achieving a certain sales volume in a specific customer
segment.

Display allowance: It is an incentive paid by the
manufacturer to a distributor in return for prominently
displaying its products and /or services.

Spiffs: It is incentives such as cash premiums, prizes, or
additional commissions given directly to the salesperson
father than the distributor as a reward for selling a particular
item. Because they encourage the retailer ‘s sales personnel to
“push” the product to customers, spiffs are often referred to
% "push money.”
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o  Volume discount: It is the price reductions determineq baSed

on purchase volume.

o Volume rebate (also referred to as volume bonus); | is

d by the manufacturer to a distributor as
a

incentive pai
ain purchase volume bcnchmarkg

reward for achieving cert
(e.g., selling 1,000 units per quarter).

o Off-invoice incentive: It is any temporary price discounts
offered by manufacturers to distributors.

o Cash discount: It is the price reductions for payments made
instantly or within a brief time frame.

o Inventory financing (also referred to as floor planning): It i
the loans provided to distributor for acquiring manufacturers’

goods.
(C) MANAGING DISTRIBUTION

Distribution means to spread the product throughout the
marketplace such that a large number of people can buy it.

Distribution is the process of making a product or service
available for the consumer or business user who needs it. This can

be done directly by the producer or service provider, or using
indirect channels with distributors or intermediaries.

Distribution management refers to the process of overseeing
the movement of goods from supplier or manufacturer to point of
sale. It is a term that refers to numerous activities and processes
such as packaging, inventory, warehousing, supply chain, and
logistics. Distribution management is an important part of the
business cycle for distributors and wholesalers. The profil
margins of businesses depend on how quickly they can turh ovel
their goods. The more they sell, the more they earn, which mean:
a better future for the business. Having a successful distributior
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and ement system is also important for businesses to remain
_ompetitive and to keep customers satisfied.

pistribution involves doing the following things:
. A good transport system to take the goods into different
s  geographical areas.
» A good tracking system so that the right goods reach at the
right time in the right quantity.
= A good packaging, which takes the wear and tear of °

Wi

transport.

= Tracking the places where the product can be placed such
that there is a maximum opportunity to buy it.

- It also involves a system to take back goods from tﬁe trade.
JISTRIBUTION AS A VALUE CHAIN PROCESS:

Distribution aims to deliver the offering to target customers in
, way that creates value for the company and its collaborators.
he Five Cs 1i.e. customers, company, collaborators, coinpetitor_s, g
nd context are the key decision factors that must be considered in
rder to design products and services that can create value for
arget customers, the compaﬁy, and its collaborators. Thus when
1esignjpg a distribution strategy a manager must consider the
ive Cs and design a distribution channel that optimizes the

ffering’s value for the relevant market entities.

The Five Cs ie. the -customers, company; collaborators,

and context are the key decision factors that must be
s distribution. Thus, the

the following aspects:

ompetitors,
onsidered in designing the ‘offering’

lesign of a distribution channel depends on
. ch that offerings targeting mass
Jve multiple distributors

whereas there is narrow
.

) Choice of target customers, St
markets are ‘more likely to 1nvo
across different geographic markets,
distribution in case of niche markets.
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depends or:

(a)

(b)

(©

- for example, the preference for

In addition to being influenced by the Fiv

%
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tribution channel which is also a functiop
als and resources such that a COmpa:f
ance is likely to utilize diverse Channeli
achieve extensive coverage. An Offeringfs (e)
also reflects the balance of powe,
y and its collaborators, whereby ,
ltiple distributors or open its owp,
ze the power of any. particular

Choice of a dis
the company’s g0
seeking market domin
in order to
distribution strategy

between the compan
t select mu

company migh
der to miniml

retail stores in or

channel.
a distribution channel is also a function of (f)

uch that companies seeking to avoid
to circumvent a price war) might

The choice of
competitors’ offerings, S
direct confrontation (e.g-s
seek alternative channels.

is a function of the economic, business, D

Distribution
and physical context;.

technological, socio-cultural, regulatory,
store size varies by culture ..
. 1

and traditions, whereby customers
smaller, individually operated reta

superstore chains.

il outlets to consolidate

e Cs, distribution als

The ‘marketing mix factors: product, service, brand, pric
incentives, and communication. |
An offering’s distribution is a:function of its product and
service characteristics;_ for example, novel, complex, and/ or
undifferentiated prodﬁcts tend to benefit from channel
offering higher levels of sales support.

Distribution must also be align‘ed. with: the offering’s brand,
|

._ 51-1ch. th?t lifestyle brands benefit from using a direct
distribution model that ensures a consistent brand image-
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istribution is also a function of price, such that low-priced
fferings are typically associated with channels offering lower
jevels of service, whereas high-price offerings typically

wvolve higher levels of service.
1

The choice of distribution channel is also a function of the
offering’s use of incentives: Incentive-rich offerings typically
call for channels that offer frequent sales (e.g., department
stores), whereas offerings that do not rely on incentives are a
better fit with retailers using everyday low pricing (e.g.,
Walmart). |

The selection and design of a distribution channel are often a
function of the channel's ability to effectively communicate
the offering’s benefits and “push” the offering to target

customers.

JISTRIBUTION CHANNEL DESIGN:

The process of designing and managiﬁg distribution channels
wolves several key decisions with respect to theé - channel
ructure, channel coordination, channel type, channel coverage

nd channel exclusivity.

1)

Channel Structure: Channel structure describes the members
of the distribution channel and the flow of goods and services
from the manufacturer to customers. Based on theiristructure,
channels can be direct, indirect, and hybrld

(a) Direct Channels: It involve a distribution model in
which the manufacturer and the end customer interact
directly with each other without intermediaries.

Advantages of Direct Channels:

e It is a, more effective distribution systern resulting
~ from better coordmatlon__ of the different aspects of

the value-delivery process;
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It has greater cost efficiency resulting G
eliminating intermediaries; m
It has greater control over the environment in whicy
the offering is delivered to customers i.e. the leyg o

service, product display, and availability o

complementary offerings.
It has closer contact with end users, allowing th

manufacturer to obtain first hand information oyt

their needs and their reactions to its offerings.

Limitations of Direct Channels:

 distribution a

It establishes a direct-distribution channel, especially
a brick-and-mortar one, takes time;

In most cases, it is difficult to achieve the same |
distribution outlets with  direct |

breadth of
s with multiple intermediaries;

The launching and managing a distribution channel "
requires different assets and competencies that many
manufacturers do not have readily available;

In most cases, direct-distribution channels require a
large upfront fixed-cost investment.

Indirect Channels: It involve a distribution model in
which the manufacturer and the end customer interact
with each other through intermediaries, such as |
wholesalers and retailers. " .Y

Advantages of Indirect Channels:

The rapid distribution that can be implemented

instantly;
The broad coverage that enables the company o
reach all or the majority of its target customers;
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o It has greater effectiveness of the value-delivery

process because manufacturers can benefit from the
assets and core competencies of intermediaries;

e It has potential economies of scale because

intermediaries perform similar activities for a variety
of manufacturers;

e There is no large upfront investment necessary
because a manufacturer using intermediaries is
“renting” shelf space for its products.

Limitations of Indirect Channels:

¢ A more complex channel structure that could have a

negative impact on the efficiency of the distribution
system;

e The reliance on intermediaries could increase the
overall distribution costs;

* Theloss of control is over the selling environment; ;

* It has greatly diminished ability to communicate

with and’ collect information directly from
customers; '

It has potential for vertical channel conflicts resulting
from different strategic goals and profit-optimization

strategies for the manufacturer and its
intermediaries.

(c) Hybrid Channels: It involve a distribution model in
which the manufacturer and the end customer interact

with each other through multiple channels, both directly
and through intermediaries.

Advantages of Hybrid Channels:

* It has combining the benefits of direct and indirect
distribution. |
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Limitations of Hybrid Channels:

It has combining the benefits of direct and i“direct

distribution.

The potential for channel conflict in caseg where
both the company and its intermediaries target y,,
same customers.

Hybrid channels are gaining popularity in Categorieg
where manufacturers can relatively easily establish direct
online distribution.

(2) Channel Coordination: Coordination benefits individyg)

channel members by improving the effectiveness and cost

efficiency of the channel as a whole. The conventional forms
of coordination are: ownership-based, contractual, and

1mp11c1t _
(a) Common Ownersh1p It is a type of cqordmanon in
-~ which dl_fferent channel members are parts of the same
" company. | S | ' 58

. Advarltagefs'\ of Common Ownership:
- e It has better opiimizati"on of channel functions,
B resulting in greater effectiveness and cost efficiency
through joint profit optimization and system
1ntegrat10n,
e Ithas greater degree of mformatlon sharing,
o It has better control and performance momtormg
leltatmns of Common Ownership:

e It has high initial investment;

e There is potential internal inefficiencies because of

lack of competition;-

. »  The lower cost efficiency results from a smaller scale;

1
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o There is the need to develop distribution channel

expertise when moving from one business function
to another e.g., from manufacturing to distribution.

In addition, in the case of hybrid distribution, in
which some but not all channels are company owned,
ownership often results in channel conflicts with
independent distributors.

(b) Contractual Relationship: It is a type of coordination
that involves binding contractual agreements among
channel members, including long-term contractual
agreements, joint ventures, and franchise agreements.

Advantages of Contractual Relationship:
e Initial investment is low.

e Implementation is fast. -

e It has lower cost eff1C1ency resulting from partners i
scale and/or specialization. /

Limitations of Contractual Relationship:

e It has potential inefficiencies resultmg from less
coordmatlon,

e The strategic risk of cfeating a potential competitor
through forward or backward integration by sharing
know-how and strategic - information i.e. pricing
policies, profit margins, and cost structure.

e There is the decreased ability to monitor
performance.

() Implicit channel: The coordination is achieved without

explicit contractual agreements.

Advantage of Implicit Channel

o It is much more flexible
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Limitations of Implicit Channel:

e The inability to predict the behaviour of varjgy,
channel members

/

e A lower level of commitment, resulting in ap
unwillingness to invest resources to customize the
channel for a particular manufacturer.

e May lead to lower cost efficiency resulting from 5
lower degree of channel coordination.

(3) Channel Type: Channels vary in terms of the breadth ang
depth of their assortments. Based on the breadth of thejr
,éssortments, channels can be classified into one of two types -
Speéialized or Broad. “

Specialized retailers that have narrow assortment which
focus on relatively few product categories such as Foot
Locker, Office Depot, CarMax, etc. On other hand the mass

retailers, such as Walmart, tend to carry much broader
assortments. ’

Based on the Depth of the assortment, channels can be
classified into - Limited and Extensive.

Limited-assorhnént retailers,
number of items within each ca
assortment retailers,
each category.

carry a relatively small
tegory, whereas extensive
carry a fairly large number of items in

Specialized retailers carrying extensive assortments of
jtems, thqt are often referred to as category killers.

(4) Channel Coverage: Channel straie
depending on the number of outlets made available to meet
demand of target customers. The coverage can be of two
types, namely, extensive coverage and limited Coverage.

gies vary in their coverage



tré

5)

ic Decisions in Pricing, Promotion and ...... gmm,. 160
e = =

In Extensive coverage, a larger proportion of customers in
a given market can access the offerings readily available. On
the other hand in limited coverage, the offerings are available
only in select markets and/or through specialized retailers.
The drawback of extensive coverage is that it involves high
cost and often leads to channel conflicts. The drawback of
limited availability is that it runs the risk of the offering being
unavailable to some target customers.

Channel Exclusivity: Channel exclusivity refers to the degree
to which an offering is made available through different
distribution channels. Channel exclusivity is commonly used
to reduce the potential for horizontal channel conflicts, which
occur when distributors with different cost structures and
profit margins sell identical. offerings to the same customers.
To remove the negative impact of a direct price comparison of
the same offering across retailers, manufacturers often release
channel-specific product variants that vary in functionality
and, therefore, cannot be directly compared.

(D) STRATEGIC GROWTH MANAGEMENT

Managing growth is the most common route to profitability.

The alternative approach to gain profits is by ensuring long term
growth by many organisations. Apart from gaining profits it also
increases the challenges of the company and promotes creativity.

Four key issues in managing growth merit are:
(1) Gaining and defending market position,
(2) Managing sales growth, ’

(3) Developing new produ;ts,

(4) Managing product lines.
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GAINING MARKET POSITION:

The constant competition requires the developing of dynamic
strategies to manage a company’s market position. Managing
market position presents companies with questions such as hoy
will they gain market position and how will they defend their

current market position.
From a competitive point of view, a company can gain share by
using three core strategies:
(1) Stealing share from competitors already servmg this
market (Steal Share), :
(2) Growing the market by attractmg new customers to the
category (Market Growth),

(3) Creating new markets (Market Innovation).

(1) Steal-Share Strategy: The steal-share strategy refers to a
company’s activities aimed at attracting customers from its
competitors rather than trying to attract customers who are
new to the product category. Example: Apple targeting
Windows users rather than aiming at customers who have

never had a computer.

A company’s steal-share strategy can vary in breadth: It
can narrowly target customers of a specific competitor e.g.,
Pepsi targeting Coke customers, or it can broadly focus on the
‘competitor ‘s market as a whole e.g. Cola trying to steal share
from all competitors, including Coke and Pepsi. The steal-
share strategy is illustrated in the figure below, where the
dark-shaded segment represents the company’s current
market share and the light-shaded segment represents the
share it aims to gain from the competition. Because of its
focus on attracting only competitors” customers, the steal-
share focus is also referred to as selective demand strategy.
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- Fig. 4.2: Steal-Share Strategy
h
To succeed in attracting competitors’ customers, a
company needs to present these customers with a compelling \
value proposition. There are two basic steal-share strategies: }:

e Differentiation strategy: It aims to steal share from the
competition by demonstrating the superiority of the
company’s offering. The differentiation might involve
superior “benefits, such as better perfoi'tnance and/or‘
lower costs. \

e Similarity strategy: It is also referred to as a “me-too”
strategy, aims to establish multiple points of parity and
steal share from a competitor, typically the market

" leader, by showing that a company’s and a competitor’s
offerings are, in fact, identical. One particular form of the -
“me-too” strategy is cloning, which involves emulating
the incumbent’s offering; usually with slight variations to
avoid patent and trademark infringement liability.
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Market-Growth Strategy: The market-growth strategy aims
to attract customers who are new to the category. For
example, an advertising campaign promoting  the
consumption of milk (the Got Milk? campaign) builds the
entire category, whereby switching occurs between substitute
products (milk vs. non-milk) rather than among different
milk producers. Because of its focus on increasing the overall
category demand, the market-growth strategy is sometimes
referred to as primary demand stimulation.

The market-growth strategy aims at growing the entire
category and thus benefits all companies competing in that
category. Therefore, this strategy is usually adopted in the
early stages of an offering’s life cycle when the overall market
growth is high and competition is not a primary issue.
Moreover, because offerings tend to gain share
proportionately to their current market position, in the case of
relatively mature products, the market-growth strategy is
likely. to benefit the market leader.

It involves a case in which a company’s offering has a
superior value proposition relative to the competition because
of a technological breakthrough, the addition of unique
product benefits, or a price advantage, making it likely to
gain a disproportionatély large share compared to its current
share of new customers. In this case, a small share offering
can be more successful in growing the market than the leader.

Market-Innovation Strategy: The market-innovation strategy
is similar to the market-growth strategy in that a company
gains market position by attracting customers who are not
using any products and services in a given category. The key

difference is that instead of converting new customers to the
existing category in which the company faces its current
rivals, it defines an entirely new category in which direct
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competitors are absent. Because of its focus on uncontested

markets, the market innovation strategy, also referred to as

the Blue Ocean Strategy, that often leads to high - profit
margins and rapid growth. It attracts new market entrants. It
targets customers who are new to the partitular product
category and the market-innovation strategy typically
involves pioneering new markets.

PIONEERING NEW MARKETS:

The term pioneer or first mover refers to the first company to

establish its presence in a particular sector. Based on the sector in

which the company is the first mover, there are four common
types of pioneers:

Technology pioneer: the company that first introduces a
new technology to'a category

Product pioneer: the company that is first to commercially
introduce an entirely new (“new-to-the-world”) product

Business model pioneer: the company that is first to
introduce a new business model

Market pioneer: the company that first introduces a given
offering to a particular target market

For the purposes of marketing analysis, the term pioneer is
used in reference to the first company to introduce its offering to a
given market defined by a particular customer need. Thus, a
pioneer in a market is the company that first reached a given
customer segment with its offering. At the same time, another
company might have pioneered a product by introducing it to a
different customer segment, the company that first introduced it
to target customers is considered the pioneer for these customers.
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Benefits of being a Pioneer:

Pioneering a market offers various advantages that are not
available to later entrants. These advantages include:

(1) ‘Preference formation: A pioneering company has the unique
opportunity to shape customer preferences, creating a close
association between its brand and the underlying customer
need. For example, Google, Amazon.com, Twitter, and Xerox
not only helped shape customer preferences but also became

synonymous with the entire category.

(2) Switching costs: As a pioneer, a company has the
opportunity to build loyalty by creating switching costs for its
customers. These switching costs could be of three types:

e Functional Loss: It is -the 'lo‘s.s of the unique features of
the pioneer s offering

e  Monetary Loss: In this the cost of replacing proprietary
equipment or a penalty for breaking a contract

e ' Psychological Loss: It is the cost of learning the
functionality of a competitor’s offering. ;

(3) Resource Advantage: The pioneer can benefit from
preventing scarce resources such as raw materials, human
resources, geographical locations, and collaborator networks.
For example, the pioneer might be able to lock out the
competition by securing exclusive access to strategically

. important mineral resources. Similarly, the pioneer might
prevent competitors” access to a particular human resource in
“short supply, such as engineers, designers, and managers.
The pioneer may .also prevent strategically important
geographic locations in both cyBerspnce and. real space. E.g.
Starbucks, McDonald’s and Cyberspace e.g. drugstore.com,
and cars.com. |
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The pioneer can also prevent the competition by making
collaborator alliances with strategically important partners
such as distributors or advertisers. For example, sporting
goods manufacturers offer exclusive long-term contracts to

promising athletes early in their careers, thus precluding

competitors from collaborating with these athletes when their
careers take off. .

Barriers to Entry: The pioneer can create technological
barriers to prevent competitors from entering the market. For
example, the pioneer might secure the exclusive rights to use
a particular invention or design that is essential for

developing offerings that will successfully address a specific
customer need.

Being the pioneer also enables a company to establish a

proprietary technological standard (e.g., operating system,
communication protocol, and video compression) that

ensures the sustainability of its technological advantage in the
marketplace.

Learning curve: The pioneer often benefits from learning
curve advantages, allowing it to heighten production
effectiveness and efficiency as its cumulative output increases

over time. In other words, being in business longer than its
competitors often gives the pioneer a competitive edge in

technological know-how, level of workforce experience, and
productivity.

The Drawbacks of Being a Pioneer:

Being a pioneer does not always benefit the company. Pioneers

face a distinct set of disadvantages that might impede rather than
facilitate their market success. The three most common t_:lrawbacks

are explained as follows:



176

(1)

@

gugmgm Vipul’s™ Strategic Marketing Management (BMS)

Free Riding: A later entrant might be able to free ride on the
pioneer’s resources, including its investments in technology,
product design, customer education, regulatory approval,
infrastructure  development, and  human  resource
development. Like many companies come up with innovative
and unique products and soon other companies may come
copy and come up with cheaper substitutes. Alternatively, a
follower could reverse engineer the pioneer’s product and
improve on it, while investing only a fraction of the resources
required to develop the original product. Federal Express
built on DHL's idea to start overnight deliveries in the United

" States.

Incumbent Inertia: Being a market leader often leads to

complacency, thus leaving technological and market

opportunities open to competitors. Example: IBM'’s reliance

‘on mainframes, even when mainframes were being replaced

by networked computers, enabled competitors such as Dell
and Hewlett-Packard to gain a foothold in IBM’s markets and

steal some of its most valuable clients.

Incumbent inertia might also be driven by reluctance to
cannibalize existing product lines by adopting a new
technology or a new business model. For example, the
traditional brick-and-mortar booksellers failed to recognize
the importance of e-commerce, allowing Amazon.com to
establish a dominant presence in online book retailing.

Incumbent inertia might also result from a “sunk-cost
mentality”, whereby managers feel compelled to utilize their
large investments in such technology or markets that may be -
unfeasible. For example, Ford lost its leading market position
to General Motors in the 1930s as it was reluctant to make the
necessary investments to modify existing manufactunng
facilities to dlversify its product line.
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o) Market Uncertainty: The third drawback of being a pioneer is
the uncertainty associated with the offering. Indeed, whereas
the pioneer has to deal with the uncertainty surrounding the
technology and market demand, a follower can learn from the
pioneer ‘s successes and failures and design a superior
offering. Because of the uncertainty associated with the
introduction of a new offering, companies with strong brands
and distribution capabilities may choose to be late-market
entrants, which enables them to learn from the pioneer’s
experience and develop an effective and cost-efficient market-
entry strategy. Such companies use their brand and channel
power to manage the risk associated with new product
development and new market entry, allowing them to be
successful late entrants into a given market. To illustrate, the
first sugar-free soft drink was introduced in the United States
by Cott in 1947, and the first sugar-free cola was introduced
by Royal Crown in 1962, only to be overtaken by Coca-Cola
and PepsiCo, which used their branding and distribution
power to dominate the consumer soft drink market.

As concluded from the drawbacks of being a market
pioneer that when entering new markets, a company should
strive not only to gain share but also to create a business
model that cannot be easily copied/imitated by its current
and future competitors. Because market success attracts
competition, creating a sustainable competitive advantage is
the key to a successful pioneering strategy.

DEFENDING MARKET POSITION:

A company needs to develop strategies to defend its market
position because business success always attracts competition.
There are three basic ways in which a company can react to a
competitor ‘s activities:
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(1) Not Taking Action: The decision to ignore a competitor ‘s
action reflects a company’s belief that these actions either will
have no material impact on the company’s market position or
that the competitive threat is not sustainable and will
disappear by itself. For example, a company might decide
that its upscale offering will not be affected by the entry of a
low-price, low—quality competitor and, therefore, not consider

this action a direct threat. In the same way, a company might
not react to a competitor s price reduction if it believes that

this low-priced position is not sustainable in the longer term.
(2) Repositioning the Existing Offering: A company might
choose to reposition its offering in one of two ways:
e It might change the offering’s value proposition to
increase its appeal to current customers or
« It might reposition the offering to appeal to a different
customer segment.
Repositioning to increase the offering’s value for current
customers:

Because value is a function of benefits and costs, enhancing the
value of an offering might be achieved in two ways: by increasing
benefits and by decreasing costs,

e Increasing an offering’s benefits: To increase the
attractiveness of its offering, a company might choose to:

(a) Enhance the functional benefits of the offering by
improving the offering’s performance,

(b) Increase the monetary benefits by adding monetary
rewards

() Increase the psychological benefits by enhancing the
offering’s image.
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For each of these strategies to succeed, the increase in
penefits must actually be perceived as such by customers;
improving the offering’s performance on attributes that are

unobservable by customers is not likely to enhance its
customer value.

Decreasing an offering’s costs: As in the case of increasing
benefits, decreasing an offering’s costs can be achieved by:

(a) Decreasing its functional, monetary, and psychological
costs. '

(b) Because the price of an offering is the most important
component of customers’ costs, price reduction and

adding monetary incentives are the most common forms
of cost decreases.

Repositioning to attract new customers:

A company might decide to reposition its offering to meet the

needs of different target customers by to increasing an offering’s
value for existing customers, Repositioning implies a change in
the value proposition of a given offering in one of two ways:

Vertical repositioning: Vertical Repositioning is a layout in
which a company modifies the value proposition of an
_offering by moving it into a different price tier, either upscale
or downscale. In the case of upscale repositioning, the
company increases the price of an offering while augmenting
its benefits. In contrast, downscale repositioning involves a

decrease in an offering’s price and a corresponding decrease
in benefits.

Horizontal repositioning: Horizontal Repositioning is the
layout in which a company modifies the value proposition of
an offering by altering its benefits without necessarily moving
it to a different price tier.

J—



180

(1)

VElVivl Vipul’s™ Strategic Marketing Management (BMs)

Objective Questions with Answers

-

-

-

Fill In the Blanks:

(a)

(b)

(c)

(d)

(e)

U

(9)

(h)

- (i)

()

refers to a pricing method in which some percentage of
desired profit margins is added to the cos_‘t.-of the product to obtain the

final price.
(Cost-based pricing, Demand based, Competitive)

pricing is the practice. of setting prices slightly lower than
rounded numbers. .
(Psychological, Competitive, Demand based)
might involve price reductions offered directly from
manufacturers to end users.
(Price wars, Price sensitivity, Discounts)

is also called as Complementary Pricing.
(Captive, competitive, Deceptive)
is the pricing strategy used by retail stores that provides

low prices to the customers every single day without any special
pricing discount, sale, comparison shopping etc.

(Every day low price, Deceptive, Captive)
strategy occurs when some competitors can produce

at two different quality levels.
(Price Signalling, experience curve, loss leader pricing)
boosts the value of the offering by increasing its
benefits and/or reducing its costs.
(Incentives, Discounts, Promotions)
is entitle the buyer to receive a price reduction for a

given product or service at the time of purchase.

(coupons, rebates, price reductions)
allowance is an incentive paid to a distributor to allocate

shelf space for a new product.

(slotting, stocking, display)

is the loans provided to distributor for acquiring
manufacturers’ goods.

(inventory financing, volume rebate, slotting allowance)

[Ans.: (a - Cost-based pricing); (b - Psychological); (c - Price wars);
(d - Captive); (e - Everyday low price); (f - Price Signalling);
(g - Incentives); (h - Coupons); (i - slotting); (f - Inventory financing)]
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state whether the following statements are True or False:

(a) Indirect channel involve a distribution model in which the manufacturer
and the end customer interact with each oth

channels, both directly and through intermediaries

(b) Channel exclusivity refers to the degree to which an offering is made
available through same distribution channels.

(c) The steal-share strategy refers to a com
attracting customers from its com
customers who are new to the pro

er through multiple

pany's activities aimed at

petitors rather than trying to attract

duct category.

(d) Technology pioneer means the company that first introduces a new
technology to a category.

(e) Vertical Repositioning is a layout in which a company modifies the
value proposition of an offering by moving it into a different price tier,
either upscale or downscale.

(f) Cost based pricing is the complicated way to calculate what a product
should be priced at.

(g) Price wars in economics, is generally quantified through the
price elasticity of demand.

(h) In price quantity effects people are more sensitive to changes in price
than to changes in quantity. - .

(i) Price wars usually begin with an action that results in a price cut on
the customers’ end

(i) Common form of deceptive pricing is the Price Elasticity of Demand.
[Ans.: (a - False); (b - False); (c - True); (d - True); (e - True); (f - False);
(g - False); (h - True); (i - True); (j - False)]
(3) Match the Columns:
A
(a) Every Day Low Pricing
(b) Loss leader pricing
(c) Pull promotion
(d) Rebates

(e) Contractual relationship

B

() You-Tube
(ii)  Cash refund to customers
(iii) Big Bazaar

(iv)  Initial low investment

(v)  Cherry picking
[Ans.: (a - iii); (b - v); (c - i); (d - ii); (e - iv)]

Question Bank for Self-Practice

(1) Discuss the major approaches to strategic pricing.
(2) What is Price sensitivity ?

(3) Whatis psychological pricing? Explain the psychological pricing effects.
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(4)
(5)
(6)

(7)

(8)
(9)

(10)

(11)
(12)

(13)
(14)
(15)
(16)
(17)
(18)
(19)
(20)
(21)
(22)
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s s

Write a note on competitive pricing and price wars.

Explain factors affecting price wars.

What are the approach for developing a strategic response to competitors
price cut?

Write a note on following pricing strategies-captive pricing, cross price
elasticity, deceptive pricing, everyday low pricing, experience curve pricing,
loss leader pricing, horizontal price fixing, price signalling.

What is Promotion mix strategy? Explain factors affecting strategic
decisions in promotion mix.

What is Promotion expenditure strategy? Explain the Methods to determine
Promotion expenditure.

Describe Managing incentives as a value creation process.

What are the goals of using customer incentives?

Explain Monetary incentives for customers, Non-monetary incentives for
customers.

What is Collaborator incentives? Explain the monetary incentives.

Explain Distribution as value creation process.

Discuss Distribution channel design process.

Explain in brief the channel structure

Explain strategies to gain market position;

What is Pioneering new markets? Explain the types of Pioneer.

What are the benefits and drawbacks of being a Pioneer.

What are the strategies to defend market position.

Explain the concept of Strategic growth management. (Oct. 18)

Write short notes on:

(a) Competitive pricing.

(b) Price wars.

(c) Skimming and penetration pricing. (Oct. 18)

(d) Promotion mix strategy.

(e) Pioneering new market products. (Oct. 18)

3
<!

l <




™ ™ v ™
sty Question Faper VRV 183
v
@ Queshon? aper October - 2018

1) All questions are compulsory. (2) Figures to the right indicate Sull marks.
e §3) Support your answers with suitable examples.

n (A) Fill in the blanks: (Any Eight) (8)

(1) identifies the market in which the company
operates, defines the value exchange among key market
entities in which superior value can be created.

(2) The involves- a set of unique marks and

associations that identify the offering and create value beyond
the product and service aspects of the offering.

(3) are the entities that work with the company to
create value for the target customers.

(4) is a marketing concept that outlines what a
business should do to market its product or service to its
customers.

(5) is @ value that an offering aims to create for all

the relevant participants in the market.

integration involves acquisition of an entity at a
different level in value delivery chain.
(7) Moore’s model identifies

- (6)

distinct categories.

(8) are incentives such as cash premium price or
commission which is given directly to a salesperson.

(9) strategy is.a popular strategy to compete with
low-priced rivals involves, an offering that matches or
undercuts the competitor’s price.

(10)

elasticity means the percentage change in
quantity sold of a given offering caused by a percentage
change in the price of another offering.
(B) True or False:-(Any Seven) (7)
(1). Tactics are’ a set of activities of marketing mix to execute a
*...given strategy. _
(2). The Bottom-up approach of business model aims at identifying
+* market and then creating optimal value for customer.
(3) . Target compatibility is a company’s ability to fulfill the needs of
target customers in intense competition.
(4) Implicit collaboration typically does not involve contractual
relationship and is much more flexible than explicit
- collaboration.
(5) Customer research forecasting rely on expert’s opinions to
estimate market demand.
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