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INTRODUCTION
AND ORIENTATION

Strategic marketing is the essential marketing activity—
it organizes and directs all other marketing activities
and aligns the firm with its customers. This book
presents an all-purpose approach to strategic mar-
keting management: a2 comprehensive and effective
“way of thinking” suitable for addressing any and all
strategic marketing opportunities and challenges.
This framework is ot revolutionary or complicated;
it involves four essential stages: (1} situation assess-
ment; (2) strategy formation; (3} implementation
{positioning and the marketing mix); and (4} docu-
mentation, assessment, and adjustment (Figure 1-1).
Each stage inclaudes several subordinate steps and can
necessitate the application of any number of specific
tools or analyses, depending on the situation. The
essence of strategic marketing, the fundamental ob-
jective, is to meet some specific needs of some specific

BITUATION ABSESSMENT

customers better than the competition within profitable
relationships. This essence is sometimes summarized
in two key questions: “Wheres the pain?” and
“Where's the magic?” That is, what customer needs does
the firm serve (the pain) and how does the firm solve
those needs better than the competition (the magic)?

The Organization of This Book

“Nothing is particularly hard if you divide it into
small jobs.”
Henry Ford'

This book, the Strategic Marketing, presents a gen-
eral approach to analysis and planning for strategic
marketing management. By ‘general’ we mean this is
all-purpose or wniversal approach can and should be
applied as a starting point to every strategic market-
ing situation, challenge, or opportunity. This frame-
work organizes the myriad basic wols of strategic

..

IMPLEMENTATION:
PLANNING & "";’gﬁ?@
DOCUMENTION Marketing Mix
ASSESSMENT AND ADJUSTMENT

FIGURE -1 Summary of the Strategic Marketing Analysis and Planning Process

'Quoted in Reader’s Digest 24, 143 (March, 1934): 52.

Xix



XX  Preface

marketing within its basic structure. This framework
clarifies the key issues and identifies the tools re-
quired to address a given situation. All those specific
tools will not be relevant to every case or situation,
but every situation will require some more detailed
analyses. This framework clearly points the user to
the specific tools and detailed analyses required by a
particular situation, opportunity, or threat.

This book is organized logically so that the user
will (a) thoroughly understand the general problem
solving framework, and then (b) be able to quickly
find and understand the specific tools needed to “drill

down” into a particular situation, task, or problem.
Section I presents the analytic problem solving frame-
work and makes the connections to specific tools clear
in the text, in shaded callouts, and in graphic “maps”
linking each stage to the relevant tools. The remaining
sections, Section II through Section VI, comprise a
comprehensive, organized compendium of brief
notes, each describing a specific tool of strategic mar-
keting analysis and planning. Table 1-1 lists those tools
and frameworks and shows the organization of the
book. Together, these materials make up the essential
knowledge of strategic marketing.

TABLE 1-1: Organization of Notes on Specific Analytic Tools and Frameworks

Section lI—Situation Assessment

Note 1: Market Definition
Note 2: Context—PEST Analysis
Note 3: Customer Assessment—Trends and Insights
Note 4: Customer Assessment—Consumer
and Buyer Behavior
Note 5: Competitor Analysis—Competitive
Intelligence
Note 6: Company Assessment— Missions and Visions
Note 7: Company Assessment—The Value Chain

Note 8: Industry Analysis
Note 9: The Product Life Cycle
Note 10: Experience Curve Effects
Nate 11: Economies and Diseconomies of Scale
Note 12: Economies of Scope/Synergies
and Virtuous Circles
Note 13: Market Share Effects
Note 14: Scenario Analysis

Section lll—Marketing Strategies

Note 15: The Marketing Concept

Note 16: What is a Marketing Strategy?

Note 17: Generic Strategies—Advantage and Scope
Note 18: Generic Strategies—The Value Map

Note 19: Generic Strategies—Product-Market
Growth Strategies
Note 20: Specific Strategies

Section IV—Strategy Formulation

Note 21: Market Segmentation

Note 22: Loyalty-Based Marketing
Note 23: Customer Lifetime Value
Note 24: Competitive Advantages

Note 25: SWOT Analysis
Note 26: Targeting
Note 27: Positioning

Section V—Implementation

Note 28: Customer-Oriented Marketing Research
Note 29: Brands and Branding

Note 30: Products—New Product Development
Note 31: Products—Innovations

Note 32: Products—Product Portfolios

Note 33: Pricing Strategies

Note 34: Promotion and People—Integrated
Marketing Communications

Note 35: Place-—Distribution
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Section VI—Documentation, and Assessment and Adjustment

Note 36: Forecasts, Objectives, and Budgets

Note 37: Assessment and Adjustment

Appendices

Appendix A: The Basic Financial Math for
Marketing Strategy

Appendix C: Case Analysis and Action-oriented Decisions

Appendix B: Strategic Market Plann Exercise

The high-level analytic approach (presented in
Section 1) is essential to strategic thinking and should
become second nature to every marketing executive.
The first section, which presents the framework, is
not a difficult read—but it is indispensable and
should be reviewed often. When you’ve mastered this
material, you understand how to “think strategically”
from a marketing perspective. In comparison, it may
not be especially important that a manager commit
each and every specific tool to memory (Sections II
through V1 and the Appendices), although familiar-
ity and experience applying those tools will be in-
valuable. This book explains the most important
tools in short, accessible notes. Additionally, more
extensive information on these tools is available from

a variety of sources. Thus, a good, effective approach
to taking the greatest value from this book will be to
study this first section thoroughly and commit the
process to memory, practice applying the paradigm
to problems and opportunities, and then make a
convenient place on the bookshelf for frequent refer-
ence to this Strategic Marketing.
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Overview of Marketing
Strategy and the
Strategic Marketing
Process

Before examining the strategic marketing problem-solving framework that is the core
of this book, it is useful to understand the role of marketing strategy in the firm and to
specify exactly what a marketing strategy is. In this note we specify what a strategy
should include—that is, what elements make up a complete and effective marketing
strategy—and we define the range or universe of all possible marketing strategies. It is
also important to understand why a customer-orientation is beneficial and why align-
ing the strategic activities of the firm around the customers’ needs is both efficient and
effective—that is, it is important to understand the “marketing concept”—so this chap-
ter will begin by clarifying the marketing concept and its value.

Marketing strategy is about the “big picture”—"the view from 30,000 feet.” It is
about whether the firm (or product or business unit) is:

* Moving in the right direction;

+ Setting appropriate objectives;

+ Competing for the right customers (and avoiding those it should avoid); and
* Developing the right skills, resources, and capabilities for success.

If specific marketing tactics are the “trees,” so to speak, then marketing strategy is the
“forest.” It is easy for busy managers to “lose sight of the forest for the trees,” to get
caught up in the details, and to forget that those details are worthwhile only if they are
part of a coherent, overarching strategy.
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“Marketing strategy” may refer to a process or to its
outcome. This book addresses both. The majority of
the first section of the book deals with the process of
formulating, implementing, and maintaining a mar-
keting strategy. Before digging into that process,
however, we should know where it leads. What
should the outcome of the process be? What is a
“marketing strategy”?

A comprehensive marketing strategy specifies
the who, what, when, where, why, and how of the
business:

1. Who the firm will serve—the customers and
segments the business will serve;

2. When the firm will serve those customers and
those needs—that is, what “occasion(s)” the
firm will target;

3. Where the firm will do business—the geo-
graphic markets the firm will serve;

4. What needs the firm will meet;

How the firm will serve those customers and

needs—the means (resources and distinctive

competencies) the firm will bring to bear to
serve those customers and their needs better
than the competition; and

6. Why the firm will do these things—the com-
pelling business model that specifies how long-
term revenues will exceed costs by a reasonable
rate of return on the capital employed.

o

A complete marketing strategy will stipulate each of
these essential aspects of the way the company goes to
market. A sound strategy must, eventually, reduce to
meeting some specific needs of some specific customers
better than the competition within profitable relation-
ships. That is, the six questions above define a
customer-driven strategy and can be summarized as
three high-level decisions:

* Target Segments. Questions about who the
firm serves, when the firm meets those needs
(i.e., on what occasions), where it does these
things (i.e., geographic markets) and, espe-
cially, what needs the firm meets are all essen-
tially about what segments the business serves.
Where’s the pain?

* Competitive Advantages. Questions about
how the firm serves those target segments and

their needs better than the competition, and
why the firm does that (the business model or
profit logic), are all really about what competi-
tive advantages (resources or capabilities) the
firm has or will build. Where’s the magic?

+ Singularity. The idea that a strategy must
specify how the firm meets some set of cus-
tomer needs better than the competition does-
n’'t mean that the firm has to be better than the
competition on all elements of the offering.
Rather, the firm’s offering must, in the end, be
different from the competition’s in some way that
some segment of customers will value. The strat-
egy must be unique or singular and not in an
inconsequential way. It does no good to be
“just like” the competition—copycats may or
may not survive, but they won’t triumph. It
also does no good to be better than the compe-
tition on attributes customers don’t value.
Michael Porter, the renowned strategy expert,
summarized this requirement: “Competitive
strategy is about being different. It means
deliberately choosing a different set of activities

to deliver a unique mix of value.”!

At its core, strategic marketing involves crucial deci-
sions about which custosmers and what needs the firm
will serve and what means the firm will employ to
serve those needs. In other words, strategic market-
ing is the creation and maintenance of a markes-
oriented strategy, focusing the organization on the
customers it serves and the needs it meets. This is
the essence of the “marketing concept.” Peter
Drucker famously summarized this idea: “There is
only one valid definition of business purpose: to
create a customer [emphasis added]. . .. It is the cus-
tomer who determines what a business is. . . . He
alone gives employment.”® This simple statement is
sometimes misunderstood; it does not mean that a
company should try to meet the needs of all cus-
tomers or try to meet all of the needs of any customer.
It doesn’t mean that “the customer is always right,”
or that serving a customer is disconnected from gen-
erating profits. Drucker”s advice and “the marketing
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concept” it summarizes are best understood as
focusing the business on meeting some specific needs
of some specific customers better than the competition
within profitable relationships. The crux of this
message is incontrovertible: the customer and the
customer’s needs should be primary in defining the
purpose and strategy of the business. Customer
needs come first.

That is not some abstract theory or altruistic
philosophy—companies should be driven by the
customers they serve and the needs they meet be-
cause that is the most effective approach. The market-
ing concept suggests that if we take good care of our
customer, everything else, such as sales and profits,
will follow. Extensive research has linked a market
orientation to higher long-term profits but, while
this is certainly true, it is true in the long term.
Unfortunately, most firms and most managers are
measured in the short term, and therein lies a con-
flict. Balancing the short term with the long term is
one of the tough parts of being a strategic marketing

manager.

Answers to the these basic questions that drive a
marketing strategy—what customers and customer
needs to serve, and how to profitably serve those
needs better and differently than the competition—
can result in countless, almost literally infinite
specific strategies across products, companies, and
industries. There are, however, a few universal char-
acteristics and distinctions that serve to describe all
possible strategies, creating general taxonomies.
These taxonomies organize the infinite specific
strategies that could possibly come out of the basic
strategic questions into a summary set of “strategy
types.”

One fundamental way to distinguish and or-
ganize generic marketing strategies is by competitive
advantage and competitive scope.” Competitive ad-
vantages or “bases of competition” can be broadly
categorized as either some form of differentiation or
as cost leadership. Differentiation means that the
product or brand offers some characteristic, quality,
or attribute that alternatives cannot or do not offer,
the characteristics which some segment of customers

value—things like performance (which can mean
many different things across product categories and
even within a product category), conformance
(invariability across units), image, service, reliability,
convenience, or unique combinations of these differ-
entiating attributes. Because differentiating charac-
teristics almost always cost money to deliver, it is
generally true that a firm can’t pursue both differen-
tiation and cost leadership simultaneously. Cost
leadership—which is “price leadership” from the
customers’ perspectives—means developing the low-
est cost structure in order to ofter the lowest price or
garner higher margins (or both).

Competitive scope includes segment scope
(the breadth of customers and customer needs
served) and the extent to which value-creating activ-
ities are performed by the firm itself versus being
outsourced (that is, the degree of forward and back-
ward integration). In general, competitive scope can
range from mass marketing (targeting very large
markets or market segments or even treating the
whole world as a target market in a “global” strategy)
to niche or focused strategies that identify relatively
small segments of customers and serve their needs
very specifically (a “customer intimacy” strategy).
Because scale is so closely associated with cost advan-
tage, a focused or niche cost-leadership strategy may
be the most difficult to implement and sustain, but
there are instances of firms serving niches that re-
spond to an absolute low cost/low price in markets
where the large-scale entrants, the entrants that
could pursue a lowest-cost strategy, do not offer a
“barebones” lowest-possible-cost alternative.

These two dimensions—competitive advan-
tage and competitive scope—correspond with the
two components of a marketing strategy specified
above: “target segments” and “competitive advan-
tages” (see Table 1-1, above). By simplifying the two
attributes of generic strategies, competitive advan-
tage and competitive scope, to two broad alternatives
each (differentiation versus cost and narrow versus
broad, respectively), it is easy to organize the result-
ing possibilities as shown in Figure 1-1. A firm can
differentiate its offerings or compete on price (over-
all cost), and it can do that at a broad or “mass” scope
or at a narrow or “niche” scope. It is unusual for a
price strategy to succeed at a narrow/niche scope
because competing on costs usually necessitates
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TABLE 1-1 What is a "Marketing Strategy”?

Basic Elements "5Ws and 1H” Porter, 1985
Target Segments Who? The customers and Strategic Target or
Where's the pain? segments the business Competitive Scope
will serve
Where? The geographic

markets the firm will serve

When? The occasions the

firm will serve

What? The needs that the

firm will meet,
Competitive Advantages How? The means {resources Strategic Advantage or
Where's the magic? and distinctive competencies) Competitive Advantage

the firm will use

Why? The compelling

business model that specifies

how long-term revenues will

exceed costs by a reasonable

rate of return on the capital

employed
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FIGURE 1-1  Generic Strategies—Competitive Advantage and Competitive Scope
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achieving high scale in production, but it is feasible
in certain circumstances.

Another general framework organizing all pos-
sible strategies is the “value map” or “value frontier”
“Value® is defined as what the customer gets {per-
formance or quality} adjusted for what the customer
gives (price):

Relative Performance
Relative Price

YValue =

The value-map framework plots performance
and price as the axes of the two-dimensional space as
shown in Figure 1-2. These are customer perceptions
of performance and price, making this one type of
“perceptual map,” and these are relative dimensions;
price and performance are perceived as high or low
relative to other offerings in the marketplace (“offering”
refers to a specific bundle of performance or “give”
and price or “get”). Produdcts in a market will tend to
form a frontier within this space along which there is
equilibrium between changes in performance and

Rolative Price

changes in price. People are willing to pay more for
higher performance {better quality} but the market
will punish firms charging more or offering less for
the same price. This two dimensional space highlights
three potentially effective strategies—premiwumn (high
price/high  performance}, high-customer-value
{lower pricesthigh performance}, and economy (low
prices/low performance)—and one unsustainable
strategy: inferior customer value (higher prices/lower
quality}. Within this framework, successful innova-
tions can be viewed as the creation of ways either to
offer the same performance for a lower price or to
offer more performance for the same price. In fact,
innovation, shown as arrows in Figure 1-2, is con-
stantly shifting the value frontier and its underlying
equilibrium toward the right,

A third framework organizes “growth strate-
gies —strategies specifically seen as expanding
sales—based on their relationship with existing com-
pany offerings and existing markets. At any given
timea firm is selling its existing products to its existing

Low

FHGURE 1-2  Value Frontier
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markets. Logically, growth can come from selling
more of the firm’s existing products to its existing
markets (market penetration), selling existing prod-
ucts to new markets (market development), selling
new products to existing markets (product develop-
ment), or selling new products to new markets (diver-
sification; Figure 1-3). This logic was first spelled out
by Professor Igor Ansoff.” The product-market
growth framework suggests the concept of “adjacen-
cies” and core competencies—the idea that strategic
growth is best found by identifying new markets or
new products for which the firm can parlay existing
core strengths into growth. Thus, an important ques-
tion is how portable or transferable are the firm’s
strengths, and where are they transferable to?

For example, at one time, Toys- A-Us achieved
nearly a 25 percent share of the US retail toy market.
Further gains (market penetration) seemed likely to
cannibalize existing outlets, so the company turned to
market development. 1t took its product—a 35,000
square foot toy supermarket with 15,000 SKUs
(“stock-keeping units” or individual items) of toys and
games to a new market—Canada, and subsequently to
Europe and eventually to Asia. Later, it developed a
new product, Kids- A-Us, a category killer retail con-
cept for kids clothing, and it located the Kids- f1-Us
stores next to its Toys- A-Us outlets. This was product

development, offering a new product to existing cus-
tomers. Still later, they followed with Babies- -Us.

p oo BTRATECIC DEOIS O

As important as it is to know what constitutes a
“marketing strategy” and what a strategic “marketing
orientation” entails, it is just as important to under-
stand what a “strategic decision” is—and how to rec-
ognize a strategic decision when faced with one. A
strategic decision is a decision you make today that
impacts your ability to compete at some point in the
future. It is not a future decision. There are two kinds
of strategic decisions—those we know are strategic
when we make them and those which are ad hoc and
only recognized as strategic later in the game.
Perhaps the most famous example of the latter was
IBM’s entry into personal computers. IBM intro-
duced the original IBM PC, legitimizing the PC as a
real business tool, in 1982. The company did two
things differently with the PC than it had done with
any product before it. First, IBM effectively “out-
sourced” the operating system to a small company
(at that time) called Microsoft, ceding ownership of
DOS (disk operating system) to Bill Gates’ young
firm. Never before had IBM done that—all previous
products had operating systems proprietary to IBM.
Second, IBM also outsourced the “brains” of the
PC—the “central processing unit” or CPU—to a
struggling spin-off of the Fairchild Camera
Company which had some microprocessor expertise.
That company was Intel. Once again, this was a first
for IBM, as all previous products had proprietary
CPUs.

Today, the IBM PC platform has become the
dominant standard for personal computers world-
wide. However, that standard isn’t really IBM’s; it’s
Microsoft’s and Intel's—sometimes referred to as
“Wintel” (Windows-and-Intel). In the end, IBM it-
self sold the last remnants of its PC business
(ThinkPad) to the Chinese company Lenovo in 2004,
Apparently, IBM did not view the PC as a strategic
product at the time—looking at it more through
“mainframe goggles.” Many have wondered what
IBM would do differently if it had those decisions
back to do over again.
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OVERVIEW OF THE STRATEGIC
MARKETING PROCESS

Effective marketing strategy is all about the marketer
maintaining a high-level strategic perspective while
at the same time dealing with the never ending ur-
gencies of day-to-day management. Making that per-
spective more difficult is the fact that strategic ques-
tions don't arrive neatly labeled—"this is a product
development opportunity,” “this is a distribution
problem,” or “this is a competitive threat”—market-
ing managers must first figure out what the question
is before they can analyze i, address it, exploit i, oy
fix it. We have now established a general definition of
a marketing strategy, reviewed the marketing con-
cept, and considered some universal frameworks of
possible strategies. In the next chapters we introduce
a general framework for gaining a high-level per-
spective, fignring out what the important questions
are, and then formulating, implementing, and assess-
ing a marketing strategy.

An assessment of the various strategic plan-
ning and management practices at firms that do
these tasks well suggests that there are certain things
that «/f effective approaches have in common. The
frammework we present integrates and organizes
those shared elements. This model is not revolution-
ary or complicated. It can be applied easily and often,
and 1t showdd become second wature to successful mar-
keters. There are four essential stages to this process
{diagramed in Figure 1-4):

f. Situation Assessment;

2. Strategy Formation;

3. Implementation  (Positioning  and  the
Marketing Mix}; and,

4. Documentation, Assessment, and Adjustment.

The remainder of this first section—S8ection I,
Chapters I-3 through I-6——presents that framework
and links the process 1o the more specific tools and
frameworks required to drill down into specific mar-
keting situations and opportunities,

Implemantation: 1
Positioning and Marketing Plan(s)
the Marketing Mix . Risks&
Documantation, . é*
Assessment and -
Adjustment §
Budgets | |

FIGURE 14 The Strategic Marketing Analysis and Planning Process
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Situation Assessment:;
The External Environment

“A good hockey player plays where the puck is. A great
hockey player plays where the puck is going to be.”

WaYNE GRETZKY

Situation assessment involves monitoring the environment {external forces) while also
scrutinizing the company itself (internal factors), including its core competencies,
resources, and strategic directions, Understanding external and internal factors at a given
time and, importantly, anticipating future events, trends, and conditions is critical to creat-
ing and advancing effective strategies. Situation assessment can be divided into these two
hasic categories, external and internal, and can be further organized into the four Cs
{Customers; Competition; Context, and the Company; Figure 2-1). External assessment
also includes the analysis of the dynamics of the specific industry within which the firm
operates and the understanding of some prominent and powerful regularities or *laws of
marketing”; by laws of marketing we refer to to fixed patterns that are ohserved across sit-
uations and across tirne in the marketplace, such as changes in the market as it evolves, the
cost benefits of economies of scale, or the profitability advantages of market share.

Before any situation analysis can be done effectively, it is crucial to carefully and
strategically define the market the firm competes in or may choose to compete in—that
is, to define what situation should be assessed. This chapter first explains that crucial step
of market definition and then focuses on external situation assessment and those laws
of marketing strategy; the next chapter explains internal analysis of the situation within
the company itself.

Context

Industry
& ECuaicmrs% CQ ,,,,,,,,, m %
% S e

FIGURE 2-1 Situation Assessment
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MARKEY DEFINITION

Before assessing “the situation” it is necessary to first
specify exactly what situation should be assessed. In what
market does the firm participate? Who are its competi-
tors! Who are its customers? How the market or the
submarket as defined is ¢ritical to all marketing activi-
ties? If we define the market too broadly, our markst-
ing activities lose focus. If we define the market too
narrowly, we risk missing opportunities. Market defi-
nition is the basis upon which we measure our partici-
pation, or market share. Even the labeling of the mar-
ket tends to define the boundaries of the firm’s efforts
and its vision. Because all markets are constantly evolv-
ing, market definition is also important to understand
the dynamics in the market. Is the market growing or
declining, and how do these dynamics relate to cus-
tomer needs, wants, expectations, and requirements?

P,

Product Form
{Mid-size Sedans)

Managers usually have a routine answer to the
question “fn what market does your business com-
pete?” Unfortunately, the familiar answer is often
narrow, reflecting the target of the latest marketing
mix rather than a strategic perspective, Often, it is
backward looking—describing where the firm has
been, not where it is headed. Irrespective of whether
that answer is accurate or inaccurate, it is useful to
periodically reexamine the boundaries of the firm’s
markets and to consider the ways those boundaries
influence strategy. The market definition becomes
the optics with which the firm determines who its
customers are, who the competitors are, and a lot
about the company itself. Thus, thorough and accu-
rate market definition is a critical precondition to
strategic thinking and strategic planning.

Markets can be thought of as having concentric
boundaries {Figure 2-2}, beginning at the core with

,//

Product Category
¢ {Automobiles

i

e

Generlz Compstition
{Transporiation}

Budget Competition

[ —

FIGURE 2.2  Concentric Markels
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product form { small sedans, for example) and moy-
ing outward to product category {cars), generic com-
petition (transportation}, and finally, at the broadest
level, to budget competition (money spent on a car
could be spent on a number of other things, from a
vacation to home improvements). Traditional
approaches to market definition have been “supply
side” perspectives, often based on the industry or
product {e.g., “railroads,” “automobiles”, “airlines” ).
These definitions are limiting; while they may help
wdentify traditional competitors, they may obscure
apportunities, potential competitors, and substi-
tutes. A second, complimentary approach is to define
markets from the customers’ perspectives—that is,
the “demand side” perspective: Which consumers
(segments and/or occastens) does the product serve?
What needs does the product meet? Who else and what
else (competitors; alternative products) could meet
those same needs?

The scope of a market definition should be
flexible, adjusting to the purpose at hand. For some
purposes, a relatively narrow market definition is
appropriate: Who are our customers and competitors
today? Other tasks require a broader view and may
include nearby and potential customers or competi-
tors: Wheo is likely to buy our existing offerings but is
not currently buying them? For long-term planning
and growth, the broadest outlook is appropriate:
Where can we find long-term growth and profitability?
What needs do {or could) our strengths meet? What
needs could they meet? What technologies might
supplant our strengths?

COMPETITIVE INTELLIGENCE

“Rommel, you magnificent bastard! I read your book!”
George S. Patton®

Knowing the plans, intentions, and capabilities of
existing and potential competitors is essential to
understanding your own organization and to anticl-
pating the future of the market. Understanding your
competitors is necessarily imperfect. Even the most
transparent firm with the most inept security has
activities and plans that the competition cannot
detect. There are several areas that are important to
understand about competitors: corporate level mis-
stons and objectives; current marketing strategies;

strengths and weaknesses along the value chain;
current tactics; and the directions those missions,
strategies, and tactics might take. Finally, one should
also try to understand how competitors act and
react, for example, will they grimly defend their
position, will they aggressively attack, or will they
inconspicuously capture market share? Table 2-1
outlines these areas of inquiry, emphasizing the need
to anticipate fufure strategies and tactics.

The marketing strategist, in a real sense
“chooses” the competition, deciding where to direct
strategic energles and scarce marketing resources.
Early in the product lifecycle, you may choose to
target alternative products or technologies; in a
mature market, competition often comes in direct,
same-product forms, For example, satellite television
providers such as Sky in Europe and DirecTV in
America focus a large share of their strategic efforts
against alternative technologies {cable television, and
terrestrial services). Later in the lifecycle, as satellite
television matures, it is likely that these firms will
compete more directly and more intensely against
other satellite television services {such as UPC in
Europe and Dish Network in the US).

TABLE 7-1 Questions in Competitive
Assessment

Strategic Questions

* Who are the competitors?

* What are thelr corporate missions, goals, and

strategies?

What are thelr marketing strategies and

oblectives?

What are thelr obiectives {at each bisiness

level)?

» What are the firm's operational strengths and
weaknesses?

* How badly do they want to play this gare?

&

Tactical Questions

« What does their matketing plan look like?

* What are their attribute-level product strengths
and weaknesses? What are their product line
strengths and weaknesses?

» Can they execute? Do they have (or can they
acquire) the skilis?
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TABLE 2-2 Elements of the Context: PEST

Political/Regulatory Context

Marketers operate in powerful, complex regulatory and legal environments that are shaped by political
processes. These include tax codes, liability structures, operating rules, product-labeling regulations, purity and
conformance requirements as well as government subsidies, and government procurement itself. Some firms
also operate under nongovernment regulations and even informal guidelines (equipment rules in golf and
informal bans on television advertising in the liquor industry).

Economic Context

Economic variables such as interest rates, unemployment rates, currency exchange rates, and inflation impact

marketing strategies in substantial and complex ways.

Social/Cultural Context

Social and cultural values, attitudes, norms, manners, and tastes all affect customer needs and thereby must be
considered in developing marketing strategies and tactics. Demographics and lifestyles of the population (for
example, age, education, and social class) are important components of the social/cultural context that change

across time.

Technological/Physical Context

Technology, innovation, and technological progress impact strategies in many ways. New technologies can
replace or become direct or indirect substitutes for a product form or product category. Technological changes
can alter the way a product is distributed and/or consumed. The physical environment includes the natural
environment, population density, physical infrastructure, and commercial infrastructure.

The general “context” or environment within which
a firm, product, or brand operates has pervasive and
complex effects on strategy and results. It is useful to
begin with a succinct classification of the environ-
mental factors that influence strategy. This classifica-
tion imposes discipline on the assessment, stimulates
brainstorming, and assures completeness. The
mnemonic “PEST,” for Political/Regulatory, Economic,
Social/Cultural, and Technical/Physical (see Table 2-2)
is a good, comprehensive partitioning of the “big pic-
ture,” macro-level business environment. Changes in
the general context are often the fundamental cause
of problems and also the root of important opportu-
nities. Failure to relate symptoms such as sales
declines to underlying causes can blur strategic
decision making. For example, declining sales due to
an economic recession can be expected to rebound;
declining sales tied to deep-seated changes in social
values or fundamental technological changes related
to demand may not rebound so quickly or so surely.

The tasks and considerations associated with
customer assessment as well as segmentation (within
strategy formulation), marketing research (at the cen-
ter of positioning with the marketing mix) and,
finally, strategic assessment (within assessment and
adjustment) all emphasize keen attention to and
deep understandings of customers and their
responses to marketing actions (differentiated in
Table 2-3 and highlighted in Figure 2-3). The perva-
sive role of customer understandings and research in
our strategic marketing framework is no accident. As
we have argued, effective and efficient strategies
begin with and are continuously aligned with a
customer focus or “market orientation.”

Throughout this book we use “customers” to refer to
both direct customer—that is, business-to-business
customers, distributors, or retailers—and the ultimate
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TABLE 2-3 Organizing Customer-Focused Research

Situation Customer The broad, exploratory, and inductive study of
Assessment Assessment customers in general to identify (a) trends in needs and
- demand, and (b) customer insights.
§ Strategy Segmentation Focused research indentifying meaningful differences
@ Formation and across customers/consumers with regard to needs and
'-; Implementation descriptive characteristics.
€
b Marketing Mix Focused research to pretest and hone tactics, including
< Development and price, promotions, advertising, new products or
§ Testing product modifications, and merchandising programs.
-
Lg Customer Ongoing data collections tied to specific accounts,
o Relationship customers, or consumers that serves to tailor offerings
o Management (CRM)|  (personalize or customize offerings) and direct
5 investments and efforts toward the “right” customers
g and segments.
-
n
5] Assessment & Customer- and Focused and ongoing research collecting information
Adjustment Market-Oriented on customer responses to the marketing mix, including
Metrics measures of satisfaction, loyalty, profitability, and
revenues.

customer or consumer of a product. The term “con-
sumers” is reserved for the ultimate user of a final
product. We use customer assessment to refer to
broad exploration for macro trends and customer
insights. We reserve “marketing research” for issue-
focused research that is directly and deliberately
linked with specific marketing decisions and prob-
lems. The ongoing collection of customer-related
data for targeting and for assessment (Customer
Relationship Management [CRM] systems) falls
under marketing research. Others may use these
labels differently—all of these activities do require
gathering and processing information about cus-
tomers—but customer assessment and marketing
research have different priorities, each requires dif-
ferent types of information, and each relies on differ-
ent methods. Customer assessment, which is part of
situation assessment, is the broadest consideration of
the firm’s current customers, the competitors’ cus-
tomers, and customers not yet in the market {poten-

13

tial customers). It draws on both secondary and pri-
mary data to: identify emerging trends in the market,
understand how products deliver value and how
customers consume the products, and, especially,
anticipate future patterns of customer needs and
consumption.

ENTIEYIRS CUETOMER YEENDs.  Trends are
broad-based changes in the marketplace that occur
over time. Trends represent significant marketing
opportunities that are grounded on substantive
transformations such as changes in values, lifestyles,
or technology, and are accessible to the “mainstream”
or the majority of the market.® Monitoring the envi-
ronment for trends can be highly quantitative and
can include traditional, statistical methods for
econometric forecasting as well as emerging methods
of “data mining””* Data mining involves the analysis
of large databases using diverse analytic methods to
identify patterns, associations, and emerging trends.
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Research firms such as ACNeilsen, Information
Resources Inc. (IR1), and Catalina Marketing and
mega-retailers like Wal-Mart collect multi-terabytes
of data across billions of transactions. These data
create new opportunities for insights but also ever-
increase the possibility that strategic marketers will
be swamped by them. Searching for trends alse en-
tails scanning across media and across settings. That
broad and subjective search for trends is sometimes
called *trendspotting” or “coolhunting”;” it should
be wide ranging, inclusive, and unstructured.
Uncertain trends and indefinite patterns of future
customer needs can be included in the factors that
define “possible futures” in scenario planning (dis-
cussed in more detail below),

DISTOVERING CUSTOMER INSIGHTS.  Gary Hamel
and C. K, Prahalad have argued that “to realize the
potential that core competencies create, a company

must also have the imagination 1o envision markets
that do not yet exist and the ability to stake them out
ghead of the completion” The realization of excep-
tional returns often means disregarding mature,
competitive markets for truly new ones. Finding
markets that do “not vet exist™ often begins with a
“customer insight” A customer insight is a penetrat-
ing, discerning understanding of customer needs, the
ways that custormers derive value from products, and
the ways customers might derive value from prod-
ucts; it is an insight that unlocks an opportunity.’
Customer insights should be fresh, relevant, endur-
ing, and inspiring.”

“If I had asked people what they wanted, they
would have said faster horses,” Henry Ford once
said.®

Identifying customer insights requires more
than painstakingly asking customers what they
know or think they want—insights often necessitate
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customer intimacy with an eye toward discovering
solutions customers could not have envisioned or
articulated. Customer assessment includes “deep
dives” required to understand the customers’ per-
spective and to identify unmet and even unrecog-
nized customer needs. Toward that end, customer
assessment draws on qualitative methods, including
depth interviews, anthropological methods such as
ethnographies, and “total immersion sessions”’
These are inductive research methods—they let
observations shape conclusions, rather than impos-
ing preconceived structure on the research or the
findings. These methods also produce rich but not
very generalizable findings—the results are specific
to the customers observed.

INDUSTRY ANALYSIS

An analysis of the industry or industries within
which the firm operates is a more specific “micro”
perspective embedded within the broader, "macro”
setting of situation assessment and the four Cs.
There are five forces that drive industry analysis
{Figure 2-4}: the bargaining power of suppliers and
the bargaining power of customers, the threat of sub-
stitute products, and the threat of new entrants. The
fifth force that influences industry competitiveness is
the intensity of the rivalry among existing competitors
in the industry. The five forces together influence
industry profirability,

FIGURE 2.4 Five Forces Industry Analysis

LAWS OF STRATEGIC MARKETING

Physicists know that an object will stay at rest or con-
tinue at a constant velocity unless acted upon by an
external, unbalanced force and that the total energy
in a system remains constant over time, These ob-
served regularities are the "laws of physics” (Newton's
First Law of Motion and the Law of Conservation of
Energy, respectively); they're “truths” that describe
underlying realities that do not change.!” In strategic
marketing there are similar “truths”~the *laws of
marketing strategy,” so to speak——that describe es-
sential regularities in the way things work and the
way things relate. These generalizations include: the
product lifecycle (product-market evolution), scale
effects {cost leverage}, and market share effects
{share leverage). Managers may choose a strategy
that builds directly on one of these generalizations,
or they may choose a strategy that is less directly tied
to a given generalization, but they can’t change the re-
ality. For example, Toyota builds its strategy on the
benefits of scale effects; they produce more cars than
anyone else in the world based on a set of common
core processes. Although another car company, such
as Porsche, may choose to forego scale fo compete on
high performance using small-scale production, #
can't change the reality of scale effects.

Product Lifecycle

All products and all markets are in a constant state of
evolution. Some evolve in fairly smooth and ex-
pected patterns while others evolve less predictably,
such as when “disruptive technologies” cause unex-
pected, sharp declines. Nevertheless, the biological
analogy of birth, growth, maturity, and decline is
generally reliable. The S-shape of the product
lifecycle {see Figure 2-3} describes this market
evolution—the vertical axis is the percent of the total
market and the horizontal axis is time; but distinet
lifecycles exist for industries, products, and product
forms.

Markets behave differently at different stages:
competitors compete differently, sales are more prof-
itable or less profitable, customers buy differently, and
different customers buy. Different strategies and tac-
tics work better than others at various stages in the
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product lifecycle. Most major strategic gains and
losses occur in the growth phase of a market. Share
gains while all competitors are growing can fre-
quently be achieved without significant competitive
reaction. Share building in rmature markets is tougher
and frequently results in rapid competitive reaction,
often in the form of price competition. Those who
have achieved lower costs have an advantage at this
stage. Thus, understanding where a product and an
industry are in the hfecycle fucilitates better predic-
tion of competitor actions, of customer responses,
and of sales trends and will inform considerations
about what strategies are typically effective
Recognizing when the market is evolving from one
“stage” to another—that is, anticipating “inflection”
points—can create a significant advantage; missing
such a shift can be a substantial disadvantage.

Scale EffectsiCost Leverage

Cost leverage can be achieved by both scale and
experience, Scale is related to volume and time. It is
axiomatic that as volume in a given time period in-
creases, fixed expenses as a percentage of sales de-
<hine, This effect is referred to as economies of scale.
Similarly, the more units a company produces of
anything, the lower per-unit costs will be. With each
doubling of accumulated volume, costs decline by a
determinable percentage. That is, experience effects
are generally expressed as a percentage {e.g., 10%,
15%, 1796} decline in costs realized with every dou-
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bling of units produced (i.e, moving from 1 102, 2 to
4,410 8. .. 1.6 million to 3.2 million, etc.}); that re~
lationship between unit costs and volume produced
forms the experience effects curve, shown in Figure 26,
This percentage decline varies from industry to in-
dustry, but, regardless of the industry, significant cost
advantage can be achieved by the competitor who
moves down the experience curve faster. We can visu-
alize that advantage as the “distance” between one
competitor’s position on the experience curve and
another’s.

Too often, any reduction in cost as units-pro-
duced increases is mislabeled as an “economy of
scale” In fact, at least four distinet sets of forces with
differing implications for strategy can drive scale ef-

. N

e

Cost por Unit

-

] ~—

Cumulative Production {unita)

G e

.

4

FIGURE 2.6 Experience Curve




Chapter 2 * Situation Assessment: The External Environment 17

TABLE 2-4 Sources of Scale Effects

Learning Curve Effects or

Experience Curve Effects
efficiently.

Economies

The effects of the organization, its suppliers, and its employees literally learning—
becoming more knowledgeable and more skilled and thereby doing things more

The lowering of per-unit costs as the number of units produced increases via the

spreading of fixed costs across units.

Diseconomies of Scale

Diseconomies of scale are the realization of inefficiencies, that is, of increases in

unit costs as production increases.

Economies of Scope

The lowering of unit costs realized when producing more than one product lowers

the cost of production of all products.

Synergies

Synergies are two (or more) inputs or activities (“factors”) coming together or

acting together to result in output that is greater than the sum of the two factors
taken separately (i.e., (1+1) > 2).

Network Effects

Virtuous Circles

When a product provides more value to each customer when more overall
customers own it or use it.

Systems of factors that provide feedback on themselves. For example, the more

people buy a product, the more retailers will want to stock the product, leading to
higher sales. A “vicious circle” is the opposite—the feedback of negative factors

exacerbating problems.

fects: learning- or experience-curve effects,
economies and diseconomies of scale, economies of
scope and synergies, and network effects and virtu-
ous circles (these distinct sources of benefits from
scale are clarified in Table 2-4). These different
sources of scale effects are important in that they
have different bases. They respond differently to
managerial actions, and they are more or less endur-
ing. For example, learning curve effects can con-
tribute to both lower unit costs and higher quality
(especially reliability and conformance quality).
They endure across time, and can be increased by en-
hancing institutional learning and knowledge reten-
tion. Economies of scale, on the other hand, lower
costs but do not relate to quality, are less enduring,
and are increased by one thing: higher units of pro-
duction in a given time period.

[ e

One of the best known observations in the strategy
literature is that firms with higher market share

tend to be more profitable. This share-profitability
association is real; it has been replicated empirically
many times in well known pooled-business data, such
as the “PIMS” data (the Profit Impact of Marketing
Strategy database'! ). The share-profitability asso-
ciation is also logical; market share will correlate
with advantages of scale, discussed above. Scale
generally leads to lower unit costs, and lower unit
costs should lead to higher profits (firms with
lower unit costs can lower price and gain sales vol-
ume or maintain price and realize higher per unit
margins). Nevertheless, shaping strategy around
market share ignores the ambiguity in the share-
ROI findings: The causal direction of the relation-
ship is unclear and the relationship is undoubtedly
complex. For example, many other factors such as
product quality and managerial skill should lead to
both market share and profitability, rendering mar-
ket share a dubious starting point for strategy. Still,
share building activities in the market growth
phase do pay off in superior competitive position

during maturity. .
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Summary

Marketing strategy involves developing an effective market-
ing mix for a given marketplace reality and then adapting
that mix to changes in those environmental forces.
Therefore, marketing strategy demands a thorough analysis
of the context, the competition, and the customers. If mar-
keting strategy is marketing mix evolution in response to the
environment, really good marketing strategy is marketing
mix evolution in anticipation of changes in those forces—
that is, anticipating future configurations of the forces in the
environment and developing effective marketing mixes in

1. Wess Moss, Make More, Worry Less (Upper Saddle
River, NJ: FT Press 2008), 160.

2. As portrayed by George C. Scott in Franklin J.
Schaffner (Producer), Francis Ford Coppola and
Edmund H. North (screenplay), Patton [Motion
Picture], USA, 20™ Century Fo