Chapter 4

Winning Markets: Market-Oriented Strategic Planning
Marketing management is a process of planning, organizing, implementing, and controlling marketing activities to facilitate and expedite exchanges.    It consists of analyzing market opportunities, researching and selecting target markets, developing marketing strategies, planning marketing tactics, and implementing and controlling the marketing effort.

The goal of strategic planning is to develop and maintain a fit between the organization objectives and resources in light of changing market opportunities.  The aim is to shape or reshape the firm’s business and products to derive profits and growth.

Factors Influencing Marketing Strategy

The customer is at the heart of the marketing effort.  In order to satisfy the customer needs, marketers must work with TWO (2) sets of variables: the controllable variables (the 4 P’s also called the marketing mix – these are under the direct control of the marketer) and the uncontrollable variables (those not under the direct control of the marketer).  To be effective and efficient, the marketer must develop strategies – hence the strategic planning process.  

Planning in business is a relatively new development.  Firms go through five stages on their way to sophisticated planning:

1) Unplanned Stage: Newly formed firms have little planning time available.  Management is engrossed in day-to-day operations for survival and most of the time is spent looking for critical resources

2) Budgeting System Stage:  Budgeting used to improve control of cash flow.  Incoming sales for the coming year are estimated and related to costs and budgets are prepared with less elaborate thought process.

3) Annual Planning Stage: Top-down planning is instituted.  This involves setting goals and plans by top management for all lower levels.  Bottom-up planning involves the aggregation of each lower level plan into plans submitted to higher management.  Management is based upon Theory Y assumptions – people like and would take responsibility if given the chance.  Management looks at the firms as needing established goals from upper management.  Planning encourages systematic thinking, leads to better coordination of effort, development of performance standards for control, and causes the firm to focus on policies and objectives.   This results in better preparedness and brings about a greater sense of purpose and participation. 

4) Long-Range Planning: The annual plan developed into a detailed version of the first year plan.

5) Strategic Planning: The firm reexamines which business it should grow, maintain, harvest and terminate and which new businesses it should enter.  Strategic Planning deals with the adaptability of the firm to rapidly changing environment. 

Market oriented strategic planning involves the development of a fit between the firm’s objectives, skills, and resources in response to market opportunities and threats.  The goal is to shape the firms market response so that customers are satisfied and profit is realized.  The Marketing Plan is a central element of the planning process and is used to coordinate the marketing effort.

Nature and Contents of a Marketing Plan

To ensure growth and survival the firm is always seeking and analyzing market opportunities.  New products and markets must be found and old ones eliminated as needed.  The internal resources of the firm must be assessed in response to changing environmental conditions.  There are at least eight (8) planning documents that require marketing input:

1) Corporate Plan – overall plan for the business

2) Divisional Plan – plan for growth and profitability of a section of the business

3) Product-line Plan – objectives, strategies and tactics for a group of products

4) Product Plan

5) Brand Plan

6) Market Plan

7) Product/market Plan

8) Functional Plan

The firm should first define the mission of the organization.   This helps to determine what business you are in (should be in), who your customers are (target market), and what are their needs.

Large companies are involved in a number of different businesses each arranged into a strategic business unit (SBU).  A SBU is a single business or a collection of related businesses that can be planned separately from the rest of the company, has its own competitors, and a manager who is responsible for planning and profits.

Since firms may operate several businesses, identify what business you are in, in terms of customer needs (these endure) and not in terms of products (as these are transient).  Levitt (in Marketing Myopia)  notes that you must not be too narrow or too broad.  Firms define their business in order to manage them strategically. 

To do this view the three dimensions that define the firm’s business:

(1) Customer Groups (target market)

(2) Customer needs

(3) Technology

Managing the firm can involve viewing it as an investment portfolio.  This allows managers to deal with business entities in deciding if to Build (??), maintain (*), Phase Down, or Terminate.  These decisions affect resource allocation.

To help with resource allocation, managers use one or more models.  Two of the best-known business portfolio models are (1) Boston Consulting Group (BCG) model, and (2) the General Electric (GE) Model.

Boston Consulting Group Approach

This model utilizes the growth-share matrix with Relative Market Share on the X axis (horizontal axis) and Market Growth Rate on the Y-axis (vertical axis).  The growth-share matrix is divided into four (4) cells, with each indicating a different kind of business decision need.

1) Dogs – located in the Bottom Right Hand Quadrant.  These are businesses that have weak/low market share in low-growth markets. They generally generate low profits or losses and may be candidates for elimination unless there are reasons to hold on to them.

2) Question Marks – located in the Upper Right Hand Quadrant.  Question marks have low market shares in high growth markets – cash is needed to make question marks into stars.  This requires management decision concerning whether to continue to spend money to turn the low market shares in to high market shares in an opportunity rich high growth market.  Most business start off as question marks.  Question marks require a lot of resources I if the firm want s to be successful.  Competition is great as competitors fight for market share and the firm has to decide if it wants to keep pouring money into this business.

3) Stars – Upper left hand quadrant.  A star is the market leader (large market share) in a high growth market.  A Star does not necessarily make money for the firm since resources used to continue to take advantage of growth opportunities and hold off competitors.

4) Cash Cows -  lower left hand quadrant.  When the market’s annual growth rate falls a star becomes a cash cow.  The firm has a large market share in a low growth market.  Given the low growth, most competitors drop out of the market, an the firm is left to dominate the industry.    The firm does not have to finance capacity expansion since market growth rate has slowed.   Because the firm is the market leader, it enjoys economies of scale and higher profit margins.  The firm utilizes cash from its cash cows to pay bills and support other efforts.

The firm should determine if its business portfolio is healthy. Unbalanced portfolios spell weakness

Benefit of the BCG Model

Based upon an analysis of its SBU, the firm can decide if its portfolio is healthy (balanced).  An unbalanced portfolio (one with too many dogs and not enough of the others) would drain resources or leave the firm open to changes in the environment.  Results from the analysis could be used to decide on strategies to adopt.  Managing the firm as an investment portfolio deals with the determination of business entities with respect to four strategies that the firm can adopt:

1) Build: Here the goal is to increase market share.  This is a strategy best suited for “question marks” as they must grow to become stars.

2) Hold:  The goal is to keep market share and is best suited for “cash cows” so that they could continue to yield large positive cash flow.
3) Harvest:  Here the goal is to increase short-term cash flow.  Harvesting involves a decision to exit from the business (market).  Harvesting involves “milking the business” to get out as much resources as it can.   Harvesting best suited for weak cash cows, question marks and dogs.
4) Divest:  Sell or liquidate to be able to direct the resources elsewhere.  This strategy best suited for “dogs” and “question marks” that are a drag on profitability and has no real chance of future profitability.  Before divesting the firm should evaluate whether divesture is a better option than harvesting.
All firms operate several non-obvious businesses. Therefore, it is important to identify what business you are in, in terms of customer needs (since customer needs ensure even as products or ways of meeting the needs change).  Firms define their business in order to manage them strategically.  Levitt (in “marketing Myopia” observes that the mission of the firm must neither be too narrow nor too broad.  The competitive domain of the firm defines the business domain. These are stated in terms of (1) Customer Groups – who is served, (2) Customer needs, and (3) Technology. 

The GE Multifactor Portfolio Matrix:

This view holds that the growth-share matrix is not the only way to view the firm – additional factors (beside market share and growth rate) should also be considered (hence the Multifactor Matrix).   Circles are used to represent the size of the market rather than the size of the business.  Each business is rated in terms of (1) market attractiveness, and (2) business strength.  This a firm is assessed in terms of the degree to which it is in an attractive market, and has the required business strength to compete in the market.  If one these two factors are missing, then the firm will not have success in the marketplace.  To measure these two dimensions, identify the factors underlying each dimension, measure them, and combine them into an index.   Compared to the BCG model the GE model examines more factors in evaluating an actual or a potential business.

Business Planning

Often the project sales for a firm are less than what is achieved.  When project sales are less than actual sales, there is a Strategic Planning Gap.  A Strategic Planning Gap provides management with the opportunity to develop business strategies to fill the gap.  There are three options available to fill the gap:

1) Intensive Growth:  Opportunities within present product and market scope (a) Market Penetration (b) market development (c) Product development

2)  Integrative Growth: Opportunities within it marketing systems (a) backward integration (b) forward integration (c) horizontal integration

3) Diversification: Opportunities outside of its marketing system (a) concentric diversification – seek new products with technological and/or marketing synergies with existing product lines (b) Horizontal diversification – new products that appeal to existing customers through technologically unrelated to existing lines (c) Conglomerate – new businesses with new products and new markets.

Strategic Planning and Marketing

The business must define it overall mission.  The mission will determine what the firm will see as market opportunities (areas of buyer need in which the firm cam perform profitably).  To determine it an opportunity I viable, the firm conducts a SWOT (Strength Weaknesses, Opportunity, Threat) Analysis.  The internal (firm) environmental analysis yields the strengths and weaknesses.  The External Environmental Analysis provides the Opportunities and Threats.  Given the SWOT analysis, management can develop a strategic plan that will enable the firm to minimize the threats (unfavorable environmental conditions) and take advantage of opportunities (favorable environmental conditions).

The marketing Process

Businesses seek to deliver value to the market at a profit.  The Value-Delivery process could be viewed in terms of (1) The traditional view - firm making something and then selling it.  Here marketing is the second stage of the value-delivery process.  The firm knows what and how much to product in order to make a profit.   In the traditional view you first make the product (design, procure and manufacture) and then sell the product (price, sell, advertise, distribute and service).

(2) The Value-Delivery Sequence – marketing is at the beginning of the planning process.  Instead of stressing production and selling, firms are part of the value creation and delivery sequence.   According to this view the firm is involved in  (i) Strategic Marketing -  “Choose the Value” (segment the market, select the target market, conduct value positioning), and (ii) Tactical Marketing - provide the value (develop the product, service development, pricing, sourcing, manufacturing, distribute, service) and communicate the value to the target market (sales force, sales promotion, advertising).

The MISSION of the firm is shaped by five elements:

· history (aims, policies, achievements)

· current preferences (views of owners and managers)

· environmental factors (threats and opportunities)

· resources

· organization’s distinctive competencies

The mission should:

· provide a vision or direction

· be motivating

· focus on certain distinctive values

· define competitive domain of the firm

· stress major policies to be honored

Like people, products have a life cycle. Viewed in relation to strategic planning, the firm is able to assess market attractiveness and competitive position (the GE Approach) to determine strategy for the unit.

In general, strategic action is required when there is a Strategic Gap (discrepancy between actual sales and desired or projected sales).  If the Gap is large and negative the firm will act strategically to close the gap.  To close the gap the firm cam seek:

1. Intensive Growth (market penetration, market development, product development),

2. Integrative Growth (backward integration, forward integration, horizontal integration),

3. Diversification (concentric or new but related product diversification, horizontal or new but unrelated technology diversification, conglomerate or unrelated diversification).
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