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Chapter 4

Winning Markets Through Market-Oriented

Strategic Planning

Overview

A major challenge for marketing-oriented companies as they respond to the rapidly changing marketplace is to engage continuously in market-oriented strategic planning. They must learn how to develop and maintain a viable fit among their objectives, resources, skills, and opportunities. The strategic planning process is carried out at the corporate level, business level, and product level. The objectives developed at the corporate level move down to lower levels where business strategic plans and marketing plan XE "marketing plan" s are prepared to guide the company’s activities. Strategic planning involves repeated cycles of planning, implementation, and control.

Corporate strategic planning involves four planning activities. The first is to develop a clear sense of the company’s mission in terms of its industry scope, products and applications scope, competence scope, market segment scope, vertical scope, and geographical scope. A well-developed mission statement provides employees with a shared sense of purpose, direction, and opportunity.

The second activity calls for identifying the company’s strategic business units (SBUs). A business is best defined by its customer groups, customer needs, and technologies. SBUs are business units that can benefit from separate planning, face specific competitors, and be managed as profit centers.

The third activity calls for allocating resources to the various SBUs based on their market attractiveness and business strength. Several portfolio models, including those developed by the Boston Consulting Group XE "Boston Consulting Group"  and General Electric, are available to help determine which SBUs should be built, maintained, harvested, or divested.

The fourth activity calls for expanding present businesses and developing new products to fill the strategic planning gap. The company can identify opportunities by considering intensive growth (market penetration, market development, and product development), integrative growth (backward, forward, and horizontal ), and diversification growth (concentric, horizontal, and conglomerate).

Each SBU conducts its own business strategic planning that consists of eight steps: defining the business’s mission, analyzing the external environment, analyzing the internal environment, choosing business objectives and goals, developing business strategies, preparing programs, implementing programs, and gathering feedback and exercising control. All of these steps keep the SBU close to its environment and alert to new opportunities and problems. Furthermore, the SBU strategic plan provides the context for preparing market plans for specific products and services.

Marketing plan XE "Marketing plan" s focus on a product/market and consist of the detailed marketing strategies and programs for achieving the product’s objectives in a target market. Marketing plans are the central instrument for directing and coordinating the marketing effort. The distinction between the strategic and tactical marketing plans and efforts is very important, because if the firm and its marketing organization fail to recognize the interdependent yet separate activities involved in the strategic and tactical marketing efforts, the results will be less than expected. Without effective value development in the strategy planning, which come from the firm’s research and analysis programs, the tactical marketing activities likely will not be as successful as when the coordination effort starts from the beginning.   

The marketing plan XE "marketing plan" ning process consists of five steps: analyzing market opportunities; researching and selecting target markets; designing market strategies; planning marketing programs; and organizing, implementing, and controlling the marketing effort. 

Marketing plan XE "Marketing plan" ning results in a marketing plan XE "marketing plan"  document that consists of the following sections: executive summary, current market situation, opportunity and issue analysis, objectives, marketing strategy, action programs, projected profit and loss statement, and controls.

To plan effectively, marketing managers must understand the key relationship between types of marketing-mix expenditures and their sales and profit consequences. 

Learning Objectives

After reading this chapter students should:

· Know the characteristics of high performance business

· Understand what is meant by “strategic” planning

· Know the major steps in strategic planning and their contribution to development of a
successful strategy

· Understand the strengths and weaknesses of the business portfolio techniques

· Understand the difference between strategic and business unit planning

· Understand the contribution of the steps of business unit planning to the development of a successful business strategy

· Know what is meant by the “marketing management process” and its various steps

· Understand the contents of a marketing plan XE "marketing plan" 
Chapter Outline

I.  Introduction: strategic planning: three key areas and four organizational levels

1. Definition of market-oriented strategic planning—managerial process of developing and maintaining a viable fit between the organization’s objectives, skills, and resources and its changing market opportunities in order to yield target profits and growth 

2. Managing the firm’s business as an investment portfolio

3. Assessment based on market growth and the firm’s competitive position

4. Establishing a strategy

5. Four organizational levels of corporate, division, business unit, and product

6. The marketing plan (strategic and tactical) 

II. Corporate and division strategic planning

A. Defining the corporate mission

1. What is our business? Who is the customer? What is of value to the customer? What will our business be? What should our business be? 

2. Mission statements, based on limited goals, stress major policies and values and define the major competitive scopes for the firm

B. Establishing strategic business units 

1. The organization should be seen as a satsifier of needs rather than a producer of goods 

2. Large companies manage different businesses, each requiring its own strategy 

3. Business units can be defined in terms of customer groups served, customer needs, and technology. Also, they are defined by unique business, competitor, and profit performance variables

C. Boston consulting group XE "Boston Consulting Group"  approach—question marks, stars, cash cows, dogs

1. SBU strategies for each of the categories

2. SUB life cycle and changing strategies over time

D. General Electric model

1. Matrix approach—market attractiveness 

2. Business strength

E. Critique of portfolio models

1. The Arthur D. Little model and the shell directional-policy model have improved portfolio model capabilities but still must be used with caution

F. Planning new businesses or downsizing older businesses

1. Intensive growth (Ansoff matrix)

a) Market penetration strategy—current products to current markets

b) Market development strategy—current products to new markets

c) Product development strategy—new products to current markets

2. Integrative growth—backward, forward, or horizontal integration

3. Diversification growth—new products to new markets. Three types are possible: concentric, horizontal, and conglomerate

4. Downsizing older businesses—to pursue growth companies must not only develop new businesses but also carefully divest tired old businesses 

III. Business unit strategic planning

A. Business mission—each business unit must define its specific mission

B. SWOT analysis

1. External environment analysis (opportunity and threat analysis)

a) Environmental scanning analysis—discerning new marketing opportunities 

b) Marketing opportunities analysis—classified according to attractiveness and probability of success

2. Internal environment analysis (strengths and weakness analysis)

C. Goal formulation—establish objectives that are specific with respect to magnitude and time

D. Strategic formulation—game plan for achieving the stated objectives

1.  Three generic types of strategic thinking 

2. Porter’s generic strategies: overall cost leadership, differentiation, and focus

3. Operational effectiveness and strategy—based on strategic groups to achieve distinctive market positions

4. Strategic alliances 

a) In the form of marketing alliances—product or service, promotional, logistical, pricing collaborations

b) Partnership relationship management—to complement or leverage existing marketing capabilities and resources

E. Program formulation and implementation 

1. Develop detailed programs to support the strategy

2. Implementation XE "Implementation" —McKinsey XE "McKinsey"  7-S framework

F. Feedback and control—a firm must track the results of its strategy

IV. Marketing process

A. Value-delivery sequence

1. Steps in the planning process (see charts)

a) Analyzing marketing opportunities

b) Developing marketing strategies

c) Planning marketing programs—the marketing mix

d) Managing the marketing effort

V. Product planning: the nature and contents of a marketing plan

A. Contents of the marketing plan

1. Executive summary and table of contents

2. Current marketing situation 

3. Opportunity and issue analysis (opportunities/threats analysis, strengths/weaknesses analysis, issues analysis)

4. Objectives (financial, marketing)

5. Marketing strategy

6. Action programs

7. Financial projections

8. Implementation controls

B. Sample marketing plan—sonic personal digital assistant 

VI. Summary

Lecture—Establishing a Winning Strategic Planning Formula 

This lecture is intended for use with Chapter 4, “Winning Markets: Market-Oriented Strategic Planning.” The focus is on strategy in a market-oriented setting and specifically the role and value of selecting clear and effective approaches in the overall marketing process and strategy for the company or organization. The discussion begins by considering examples of particular strategies as a means of maintaining or increasing the firm’s market position. This leads into a discussion of the implications for the introduction of related strategies for the firm and the industry.

Objectives

· To stimulate students to think about the critical issues, pro and con, for a firm when it moves toward adoption of a market-oriented strategy

· To consider and reinforce various points from the marketing environment before proceeding with specific strategy plans and programs 

· To describe and illustrate the processes and policies utilized in helping the firm achieve a balanced strategic position within the industry

Discussion

Introduction

In the years following the energy crises of the 1970s, our style of living has changed considerably. Most businesses today are forced to deal strategically with a global world in which markets experience little or no real growth. There have been attempts to find a way to “re-strategize,” “restructure,” and “downsize” in order to overcome this malaise. Unfortunately, virtually none of these approaches have worked, and many of the organizations that tried them are no longer around.

The firms that do well tend to employ simple strategies in which they identify real customers and give those customers what they want. These firms recognize that customers choose one product or service over another for a very simple reason: They believe it’s a better value than they could expect to get from the alternatives. Among the more successful endeavors in this area are firms that recognize the consumer’s desire for value and high-quality products and engage in marketing strategy and activity to raise the perception of their product from a commodity to a differentiated product. They also pursue a policy designed to offer a combination of “high-tech” and “high-touch,” depending on the needs of the target market(s).

Obsolescence or Success?—Strategy, the Customer, and Competitive Advantage

In attempts to ensure that their product or service is a value leader, many firms have gone the way of the horse and buggy, setting themselves up for obsolescence. Although most firms profess to follow accepted accounting principles, with relatively uniform descriptions of financial goals and financial measurements, few firms have ever moved toward a similar acceptance of strategy development rules. If firms really believed in the concepts of customer value creation and incorporated them into their corporate philosophies, there would be far fewer business failures. There has been little agreement on how the components of competitive advantage should be pursued or how to measure progress. This has made it hard for people in organizations to work together to achieve competitive success.

The objective in effective strategic planning should be based on the recognition that companies succeed by providing superior customer value. Of course, value is simply quality, however the customer defines it, offered at the right price. This clear strategic principle is both simple and powerful because superior customer value is the best leading indicator of market share and competitiveness. And, market share and competitiveness in turn drive the achievement of long-term financial goals such as profitability, growth, and shareholder value.

Many corporations, including General Electric, AT&T, and others, have developed strategy-making programs to prove that these strategy considerations are valid. Technical improvement in the quality of products tends to be followed in three to six months by changes in the consumer perception of the quality of those products. Changes in perceived quality, on the other hand, are followed a mere two months afterward by changes in market share.

The first step toward achieving leadership in market-perceived quality and value is to understand what causes customers in the targeted market to make their decisions—to decide that one product offers better value than another. This understanding is the most important objective of a customer value analysis.  

The factors that contribute to quality in the customer’s mind are not mysteries. Customers can readily tell a researcher what the critical value factors are to him or her. A customer value analysis uses consumer value and purchasing information to show how consumers make decisions in the marketplace. With this information, managers should be able to understand what changes should be made to ensure that more of their customers would buy from the firm.

The simplest customer value analysis consists of two phases. First, the firm should create a customer value profile that compares their performance with that of one or more competitors. This customer value profile itself usually has two elements: a market-perceived quality profile and a market-perceived price profile. The former summarizes the aspects of the marketplace that are usually easiest to change to improve the business. In many markets, market-perceived price may be a greater driver of customer decisions than market-perceived quality; however, cutting prices won’t usually improve the bottom line for the firm, despite some common misconceptions.

Developing a quality profile. The market-perceived quality profile. This chart does three things: 

· It identifies what quality really means to customers in the marketplace.

· It tells which competitors are performing best on each aspect of quality.

· It provides overall quality performance measures based on the definition of quality that customers actually use in making their purchase decisions.

The process of creating a market-perceived quality profile is relatively simple. Here are the steps:

· Ask people in the targeted market, both the firm’s customers and those of the competitors, to list the factors that are important in their purchase decisions. This can be done in focus groups or individually.

· Using either approach it is possible to establish how the various quality attributes are weighted in the customer’s decision. 

· Customers also may be asked directly how they weight the various factors.

· Also, customers may be able to rate, on a scale of 1 to 10, the performance of each business on each competing factor.

· Multiply each business’s score on each factor by the weight of that factor and add the results to get an overall customer satisfaction score.  

Customer Value Analysis

The second phase of the customer value analysis follows: Once the customer value profile has been established, it is possible to draw a customer value map (see Kotler text).

Very few companies have developed customer value analysis/profiles and fewer still have customer value maps, but executives often argue that most operating managers have an “implicit model” in their heads. Managers supposedly have a “feel” for who their competitors are, for what is important to purchases, and for how their company performs versus competitors.  

Sometimes in organizations with exceptionally good leadership, these implicit models work well and are truly aligned to the real needs of customers. But marketers should check the situation in their organizations. This can be done via the Delphi technique by simply asking top-ranking members of the management team to produce, individually, a picture of the customer value profile for the business and its key competitors.

If it is determined that all top managers have similar opinions, there is a reasonable chance that the implicit models in their heads are accurate. This is particularly true if several members of the top-management team spend most of their time with customers. But the firm should check management perceptions carefully to ensure that the purchase-selection criteria, weights, and relative performance scores are appropriately aligned within the management group—and with customers in the targeted market. 

Most organizations find that when they make this implicit model check there is much less alignment within the organization than was expected. Thus, if the managers can’t agree among themselves about the purchase criteria and desires of the customers, it is unlikely they can achieve rapid progress toward fulfilling those needs.

Conclusion

A key implication is that firms that tend to base their business strategy more on the basis of accounting principles alone fundamentally hamstring their efforts. An income statement provides only a financial history. It tells much about the components of sales and costs and the amount of resulting profit, but the accounting data will not tell much about why sales are growing or shrinking.  

By contrast, the customer value map shows where the firm ranks with the customer, compared to the competition. The customer value profile shows why customers rank one firm higher or lower than the competitors. Thus, the income statement looks at the past while customer value maps and customer value profiles look to the future.  

You’re the Marketer—Sonic PDA Marketing Plan

Every marketing plan must include the company’s mission and financial and marketing objectives to guide the implementation of specific strategies and programs during the period covered by the plan. The marketing plan should also indicate the major competitive scopes within which the business will operate.

Sonic is a start-up company that will soon introduce a new multifunction personal digital assistant (PDA) to compete with products made by Palm, Handspring, and others. As an assistant to Jane Melody, Sonic’s chief marketing officer, you have been assigned to draft a mission statement for top management’s review. You are also expected to suggest how Sonic should define its competitive scopes and recommend an appropriate generic competitive strategy for the business. Using your knowledge of marketing, the information you have about Sonic, and library or Internet resources, answer the following questions:

· What should Sonic’s mission be? 

· In what competitive scopes (industry, products and applications, competence, market-segment, vertical, and geographic) should Sonic operate?

· Which of Porter’s generic competitive strategies would you recommend that Sonic follow in formulating overall strategy?

· How do the firm’s marketing and financial objectives fit with your recommended mission and strategy?

Marketing Spotlight—Sara Lee

What do Hanes underwear, Coach leather goods, Ball Park hot dogs, and Wonder Bra have in common? They’re all brands manufactured and sold by Sara Lee Corporation, a company most people associate with frozen cheesecake. The Sara Lee brand accounts for a paltry 25 percent of the company’s $19.7 billion revenues, and it is the brand on which its namesake company has spent the least time, money, and focus. Yet, on September 29, 1997, Chicago-based Sara Lee Corporation stunned the business world by announcing an abrupt shift in strategy and focus; it would outsource its manufacturing operations and concentrate on building the Sara Lee brand and marketing its other name brands. Outsourcing will allow Sara Lee to lower its cost structure to make its brands price-competitive and release more funds for marketing.

Sara Lee’s strategic change represents a nod to the future. Companies are increasingly focusing on their core competencies and leaving the dirty, less glamorous manufacturing operations to lower-cost manufacturers located overseas. “It’s passe for us to be as vertically integrated as we were,” says John Bryan, in his twenty-third year of being Sara Lee’s CEO. The company even coined its own word for the new strategy: de-verticalize. Others call it decapitalizing—tying up much less fixed assets in the business. Those most surprised by Sara Lee’s move are those in the heavily “verticalized” home textile industry, in which Sara Lee, with Hanes and its other brands, earns one-third of its revenues. The home textile industry is dominated by the giant mills. They are state-of-the-art, highly efficient, and extremely automated manufacturing operations. Yet, according to Sara Lee, they are edging toward obsolescence in the United States.

A more recent critique says that although Sara Lee succeeded in reducing its capital as a percentage of sales, its growth has been lackluster. Sara Lee runs some 200 operating companies, each with its own profit center. There are few economies of scale because each company is run independently. There is no united front in facing the giant supermarkets. Even payroll and computer systems are not centralized at Sara Lee. At issue is whether conglomerates can be profitable. 

Sources: Based on “Sara Lee to Build Brand Through Outsourcing, Marketing,” Discount Store News, October 20, 1997, p. A4. David Leonhardt, “Sara Lee: Playing with the Recipe,” Business Week, April 27, 1998, p. 114. Rance Crain, “Sara Lee Uses Smart Alternative to Selling Some Valuable Brands,” Advertising Age, September 22, 1997, p. 25. Warren Shoulberg, “Que Sara,” Home Textiles Today, September 29, 1997, p. 70. and “Fashion Victim,” The Economist, February 26, 2000, p. 73–74.

Questions 

1. Although Sara Lee has recognized some key variables in the process of dealing with modern marketing, it could encounter problems as a pure marketing (“deverticalizing” or “decapitalizing”) versus manufacturing and asset-based firm that also engages in considerable marketing strategy and application. What are the implications of this and the options for Sara Lee’s future marketing strategy?

2. Based on the current direction for Sara Lee, where do you expect they will be in the next five to six years? Will they be successful or not? Why?

PAGE  

