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Chapter 9

Dealing with the Competition

Teaching Objectives            

After reading this chapter students should:

· Know the difference between the industry and market concepts of competition

· Understand how to identify competitor strategies

· Understand how to determine competitor objectives

· Understand how to estimate competitor reaction patterns

· Know how to design competitive intelligence systems

· Know how to select competitors to attack or avoid

· Understand what it means to balance a customer and competitor orientation

Chapter Outline

I. Introduction  

II. Porter’s five forces 

A. Three (first three) Porter forces focus on competitors 

B. Internet is rapidly altering many of the existing patterns of competition, especially for the existing middleman and distribution channels

III. Identifying competitors—four levels: brand, industry, form, and generic

A. Industry concept of competition

1. Number of sellers and degree of differentiation (monopoly, oligopoly, monopolistic competition and pure competition)

2. Entry and mobility barriers—ease of entry into market and various segments

3. Exit and shrinkage barriers—ease of exit and reduction in size

4. Cost structure

5. Degree of vertical integration

6. Degree of globalization

B. Market concept of competition—in addition to companies making the same product, look at companies that satisfy the same customer need

IV. Analyzing competitors

A. Identifying competitor strategies

B. Determining competitor objectives

C. Assessing competitor strengths and weaknesses 

1. Share of market

2. Share of mind

3. Share of heart 

D. Rule for evaluating companies

1. Those that make steady gains in mind share and heart share 

2. Inevitably, they make gains in market share and profitability

E. Estimating competitor reaction patterns

1. Laid-back (does not react)

2. Selective (reacts only to certain types of attacks)

3. Tiger (reacts to any assault) 

4. Stochastic (no predictable reaction)

V. Designing the competitive intelligence XE "Competitive Intelligence"  system (focus today on Internet and competitor Web sites)

A. Four main steps

1. Setting up the system

2. Collecting the data

3. Evaluating and analyzing the data

4. Disseminating information and responding

B. Selecting competitors to attack and void—major steps in customer value analysis are: 

1. Evaluating major attributes that customers value 

a) Assess quantitative importance of the different attributes 

b) Assess company and competitor performance on the different customer values against their rated importance 

c) Examine how customers in a specific segment rate the company’s performance against a specific major competitor on an attribute-by-attribute basis 

d) Monitor customer values over time 

2. Classes of competitors—following customer value analysis: 

a) Strong versus weak 

b) Close versus distant 

c) Good versus bad 

3. Customer value analysis helps a marketer perceive company/product value to a customer relative to competitor product value(s)

VI. Designing competitive strategies

A. Market-leader strategies 

1. Expanding the total market, with new users, new uses and more usage

2. Defending market share, with position, flank, preemptive, counteroffensive, mobile, and contraction defensive strategies

3. Expanding market share (note Procter & Gamble and Caterpillar case studies)—line-extension, brand-extension, multibrand, etc., strategies

B. Market-challenger strategies 

1. Defining the strategic objective and the opponents 

2. Choosing a general attack strategy 

3. Choosing a specific attack strategy

C. Market-follower strategies

D. Market-nicher strategies 

VII. Balancing customer and competitor orientations—marketers should not become so competitor-centered that they focus on customers already lost

VIII. Summary

Overview 

In the marketplace, many companies develop effective products, channels, pricing and advertising. However, many of these companies lose in the marketplace. There may be many reasons, but a critical variable may be an inability to understand the competitive environment and to gather and utilize data on that environment. 

To prepare an effective marketing strategy, a company must consider its competitors as well as its actual and potential customers. This is especially necessary in slow growth markets because firms generally gain sales by winning them away from competitors.

A company’s closest competitors seek to satisfy the same customers and needs and make similar product and service offers. A company should also pay attention to its latent competitors that may offer new or different ways to satisfy the same needs. The company should identify its competitors by using both an industry and market-based analysis.

A company should gather information on competitor strategies, objectives, strengths, weak​nesses, and reaction patterns. The company should study and understand competitor strategies in order to identify its closest competitors and take appropriate action. The company should know the competitor’s objectives in order to anticipate further moves and reactions. Knowledge of the competitor’s strengths and weaknesses permits the company to refine its own strategy to take advantage of competitor weaknesses while avoiding engagements where the competitor is strong. Understanding typical competitor reaction patterns helps the company choose and time its moves.

The firm should collect, interpret and disseminate competitive intelligence continuously. Company marketing executives should be able to obtain full and reliable information about any competitor that could have bearing on a decision. As important as a competitive orientation is in today’s markets, companies should not overdo their focus on competitors. Changing consumer needs and latent competitors are more likely to hurt a firm than the existing competitors.  Companies that maintain a good balance of consumer and competitor considerations are practicing effective market orientation.

Lecture 1—Competitive Intelligence

This lecture is intended for use with Chapter 9, “Dealing with the Competition.” It focuses on the uses of various sources of information for marketing. It is useful to update the examples so that students will be able to identify readily with this concept based on their general knowledge of the techniques, companies and products involved in the lecture/discussion.

The discussion begins by considering examples of particular approaches in developing competitor research. This leads into a discussion of the implications for all marketers.

Teaching Objectives 

· To stimulate students to think about the need for and value of competitive analysis 

· To present points to consider in proceeding with development of a competitive analysis program

· Recognize some of the better sources of information for various marketing questions

Discussion

Introduction 

In the marketplace, many companies do a first class job of developing a great product, great channels, great pricing and great advertising. You might say—wow! That is great. However, many of these companies not only lose in the marketplace, but they lose big. The reasons may be management, financial, etc., but when we get right down to it the answer may be much more interesting. The critical variable may be the competitive intelligence that the firm failed to get at the right time, with the right detail. In this discussion, we will look at some of the issues and questions behind choosing the right sources as well as approaches that might be useful in preparing the competitive intelligence program that will do the job.

First, the Kotler text gives some excellent examples of how to scan the competitive environment. As part of this framework, it also is useful to determine where to get the information, that the analyst is able to determine where and how to use the questions asked, and that the data developed is based on the marketing and strategic plans, not just collected in a random manner.  This requires knowledge of a number of variables and then bringing it all together to be utilized in the firm’s marketing positioning effort. Remember, to achieve an effective competitive analysis it is essential to place the process in perspective. 

Competitive Analysis  

The logical starting point for the strategy analysis is to understand effectively the competitive structure and attractiveness of the industry. It is important to recognize that some industries are and will be more profitable than others. It is important also to know the real strengths of the industry, and the firms within the industry, not only in overall terms but also in specific detail. Many times appearances can be deceiving. Consider, for example, companies that project a great public relations image but in reality are quite the opposite. (Enron could serve well as an example.)  

A logical overview of this process comes from Porter’s five basic forces of competition:

· Threat of new entrants

· Rivalry among existing competitors

· Bargaining power of suppliers

· Bargaining power of buyer—price sensitive

· Threat of substitutes

What determines the strength of each of these five forces in the industry? The process is shaped by a number of underlying structural determinants. It is important to remember that any of the forces that undermine the structure of an industry likely will cause profitability to decline. A good example is the dot-coms that raced to steal markets from the existing well-organized physical retailers but had little to offer except investor hype. Their inability to show quality and superior results immediately led to investor disenchantment and the loss of confidence that they could produce a profit against the existing competition. This, in turn, led to massive dot-com failures, consolidation in the industry, and finally the successful entrance of many major retailers with name, cash and ability to stay the course. 

To begin this process, the firm should develop a complete evaluation of the competitive framework and the specific competition. This would include a detailed compilation of the competitors, both real and potential, along with their products, marketing capability, service, production strength, financial strength and management. Next, you must detail where each firm, including your own, fits into the industry in terms of products, marketing capability, service, production strength, financial strength and management. At this point, you should be able to develop a thorough analysis of the following, for the past, present and future:

· Degree of industry concentration 

· Changes in type and mix of products

· Market “segments” in the firm and industry (and changes) 

· Companies that have left or entered the industry (and why)

· Industry market share changes (and why—technology, substitution, etc.)

· Company market shares and share changes

· New technology substitution 

· Each firm’s vulnerability to new technology

In addition to these specific competitive characteristics, the firm should focus on the various financial, economic, technological, and socio-political factors in the industry environment. This information is available through a variety of sources, including:

1. Company Web sites and literature

2. Industry trade show observation and contacts 

3. On-line databases including Lexis-Nexis, EBSCO, First Source, PROMPT, Trade & Industry and Investext, along with various other on-line sources such as the TV networks, Hoover, investment houses (Schwab, Merrill Lynch, etc.), The Wall Street Journal (WSJ), Business Week (BW), and so forth

It is important to understand each firm’s position within the industry. Companies in large or small industries have varying levels of profitability, and it is important to understand what it takes to be a superior performer in industry. Information that may assist in this process might include some or all of the following:

· How the industry might change, in the short to long term

· How the competing firms within an industry differ in the way in which the competitive forces influence each of the competitors

· Identify the companies that have the power to shape the industry. These companies could either make the industry or cause the demise

· New product development potential within the industry and which firms have the ability to make it happen

This analysis should first provide a detailed and technical description of the products and services offered, including product mix, depth and breadth of product line. This should lead to a clear understanding and listing of market position, by product, citing product strengths and weaknesses, individually and in the overall product line. Among the sources for this information are company Web sites, company product literature, WSJ, BW, and on-line databases including DIALOG, Lexis-Nexis and Hoover.

Another important area is R&D expenditures (industry and by company), analysis of each company’s research and development expenditures and capabilities, along with a run down on technical personnel and expertise. Sources for this information include EBSCO, Lexis-Nexis, DIALOG, Hoover, PROMPT, Trade & Industry, and Investext. 

Next, it is important to understand clearly who holds which patents (current and pending), the product standards and specifications, including a quality and technical analysis. Some of the better sources for this could include: Claims, World Patent Index, Derwent, IFI/Plenum Claims. Company Web sites and trade show industry contacts also can provide valuable clues in this part of the effort.

The last piece of information needed in this section of the competitive intelligence analysis includes a new product introductions analysis (past, present and expected). Some good sources for this information include press releases (company/industry Web sites), Predicast New Product Announcements and sales force contacts. In addition, EBSCO, Lexis-Nexis, DIALOG and various investor sources can provide valuable insight.

Markets 

Often, firms have a good overall understanding of the markets they are in or wish to compete in, but they tend to operate with the same attitude and perspectives that have existed in the company and industry for many years. To truly understand the market, the potential new competitor should have a solid grasp of the factors that make and drive the market for the product or service. For example, the firm should have a detailed compendium of the following, by firm within the industry:

· Market segmentation

· Customer base (markets targeted, regional sales analysis, penetration, importance to each firm) 

· Profiles of markets and customers (including product mix and sales data by product line) 

· Market growth and potential for future growth 

· Market share by product line 

· Market and geographic areas targeted for expansion 

· Marketing tactics and strategies (4 Ps, especially price and promotion) 

· Distribution network/channels of distribution  

· Advertising/marketing/sales efforts including budgets and advertising/marketing firms used

Among the sources that could be used on this activity are: PTS MARS, magazine ads, PROMPT, Investext, Trade & Industry, SEC reports, Newspapers, Newswires, BW, Fortune, WSJ, company Web sites, and so on.

International/Global

Depending on the expected competition and market activity, it is essential that the competitive intelligence effort include a foreign trade analysis. Without access to some expensive databases that provide specific product sales and market share information, it would be best to look at and evaluate recent order information, government contracts and individual sales forces overseas (performance, experience, compensation, etc.). For U.S. firms, StatUSA provides an excellent data source, along with PIERS Exports & Imports, Commerce Business Daily, Newspapers (especially WSJ, NYT, BW), Lexis-Nexi,s and DIALOG.

Strategy/Decision Making

Identification of marketing and corporate strategies probably is one of the more important requirements of any competitive analysis. For this, most firms need experienced professional input, along with extensive use of the Internet, DIALOG and other similar tools noted above.  Below, we have established for each firm in the industry several important the intelligence needs, followed by selected sourcing:

1. Apparent strategic (long-range) plans, including details of acquisition and divestiture strategy, etc. (SEC filings)

2. New products on the horizon—with indications of a new direction for the company (PROMPT, press releases, newspapers)

3. Apparent strategic objectives: corporate/divisional/subsidiary company priorities; business unit/segment goals; basic business philosophy/targets (suppliers, employees, wholesalers)

4. Analysis of company’s decision-making process. Overall company image and reputation. Company’s ability to change. How will the company look/perform in the future? Anti-takeover measures instituted; the firm’s key success factors? The key objective: Why has the firm been successful, overall?   (shareholder lawsuits pending, Lexis-Nexis) 

5. Corporate attitudes toward risk (legal databases, employees, suppliers)

6. Statements of plans to enter new markets, improve market position and/or increase market share (trade journals, top executive speeches, PROMPT, marketing analysts)

Following this exercise, the analysis should provide a clear understanding of the operation of the industry, and the competing firm should be able to utilize this information to provide an overall planning framework, strategy plan and marketing plan to take advantage of current and future market opportunities. 

Lecture 2—Does Preemptive Marketing Work?

This lecture is intended for use with Chapter 9, “Dealing with the Competition.” It focuses on Porter’s framework for preemptive strategy in a marketing setting, and the role and value of this concept in the overall marketing process and strategy for the company. Many students will be able to identify readily with this concept based on their general knowledge of the companies and products involved in the lecture/discussion. 

The discussion begins by considering why a leader firm would consider preemptive strategy as a means of maintaining or increasing the firm’s market position. This leads into a discussion of the implications for the introduction of a preemptive strategy for other firms in the industry in the medium and long-term.

Teaching Objectives 

· Stimulate students to think about the critical issues, pro and con, for a firm when it moves toward adoption of a preemptive strategy approach

· To consider how to proceed with a preemptive strategy

· To discuss the role of preemptive strategies in helping the firm achieve a position in the industry

Discussion

Introduction

Preemptive marketing involves many different possibilities for the leader to assume a defensive or offensive position in the market and with competitors. The primary elements for a firm to consider in a preemptive action are that delay and/or position are critical and that nothing is forever. The firm must recognize that eventually it will be essential to conduct some type of preemptive action if it is to maintain control or partial control of the niche or share position. 

There are many reasons for a leader to adopt a preemptive strategy approach, but often it is a consequence of product maturity. The leader firm recognizes that another firm(s) has developed a superior capability in product or service. While it is possible for a challenger or other strategic planning firm to develop a preemptive position, the reasons tend to be more to disrupt the course of the industry in order to gain advantage against an entrenched leader.

While this can be a very beneficial move, it has a tendency to convey a message to other firms in the industry that the firm could be posing a serious threat to all others in the industry. Firms that have done this, such as People Express, often find they are able to ride the crest of the wave of success only so far and so long, unable to sustain against the retaliatory moves of the industry in general. The primary preemptive objective of the leader or challenger is to maintain or occupy more of the critical or prime positions in the industry. This could include positioning their company or product in the mind of the consumers or distributors, preemptive control of the physical locations for retail facilities, preemptive control of critical raw materials and/or preemptive control of other resources critical to success in the industry.

Identifying Preemptive Opportunities

There are many ways to succeed to achieve a preemptive advantage, but identification of a weak link in the commitment from one or more firms in the industry is a good starting point. Among the various positions that Porter demonstrates is the attempt to secure access to raw materials or components. This ploy has worked primarily in those industries where raw or primary industries are critical to operations or success. 

In a like manner, programs to preempt production equipment have worked effectively. This situation works best where the production equipment involves proprietary processes or patents.  Efforts to dominate supply logistics, such as brokers, transportation or similar settings, have made an impact.  Note: There are many current examples of these and other preemptive approaches. Current examples, or examples the students may know, will enhance the discussion.
Moving to the various functional area activities, in products and/or services, a number of other preemptive methods are utilized. For example, introducing new product lines and expanding production aggressively, such as IBM and many other firms have done, a competitor attempting to follow the lead of the leader can find it a very expensive and likely a losing proposition. 

In the area of production systems, there have been in recent years some very good examples of firms able to develop proprietary production methods, expand capacity aggressively and secure scarce and critical production skills. In addition, in the production systems area, firms that achieve some level of vertical integration with key suppliers can create a considerable barrier for competitors without the same economies of scale.

In the 1980s, IBM, among others, applied the principle that if a firm provides the dominant product design in the industry it will be able constantly to keep the competitors as followers. Constantly expanding the scope of the product is another variation on this theme. A classic example of this approach is Merrill Lynch with the Cash Management Account of the late 1970s, and many others more recently.

“Positioning” the product more effectively also can be an effective preemptive strategy. This can be an effective and relatively inexpensive strategy, given that there are many different types of positioning in the marketplace, including positioning in the mind of the consumer, distributors, suppliers and others. Note: There are and will be many current examples where firms have successfully achieved both challenger and leader positions with various positioning and re-positioning efforts.

Other examples of preemption relate to situations where a firm is able to secure accelerated government agency approval because of strong technical capabilities and/or market recognition. This situation obviously occurs most often in medical and pharmaceutical products or other related areas where there are health and safety concerns. 

Keeping the competitors off balance by constantly adding to the market segments in the marketplace is another useful preemptive action. Coke achieved this effectively with New Coke. Even though the company had to return to the earlier formula and publicly back down from the decision, they were able to further fragment the market and take more share from the smaller competitors with fewer resources. 

Lastly, it is useful to consider the role of the preemptive in working with distributors. It is appropriate for the leader firm engaging in preemptive marketing to capture key accounts, occupy prime locations, develop preferential access/key distributors, control supply systems and distribution logistics, and insure access to superior service systems. In addition, one of the most important areas for great potential is to engage in educational and promotional activities that are designed to develop the skills of the distributors. This could include a number of activities designed to enhance the capabilities for the distributors to better serve their customers. 

a. Note: In all of these examples there are many firms both winning and losing with this strategy. Clearly among the best examples are firms winning, but there are many situations where those losing provide an interesting story.
b. If Surf used a price-discount strategy, it would lower its profit margins, which could threaten its overall profit performance if the company did not cut costs to compensate. On the other hand, price discounting could help Surf gain market share at the expense of the market leader. Students may provide additional explanations.

a. This is a good opportunity to compare and contrast competitor-centered and customer-centered companies. Surf seems to be balancing competitor concerns with customer concerns. It is obviously keeping a close watch on competitive moves yet its ads incorporate consumers’ need for variety in fragrances. Some students may argue that Surf is being reactive in advertising the product feature of new fragrances in response to competitive pressure rather than being proactive in directly addressing the underlying consumer needs. Other students may say that product proliferation is a good way to take shelf space away from competitors and, through advertising, build consumer demand that will take market share away from competitors.

2. 
Ad number two: This ad for Listerine Essential Care Toothpaste is promoting a mouth-care product closely related to Listerine’s well-known mouthwash products. The highlighted feature (germ-killing ability) is the same as the main feature of Listerine mouthwash. In this case, however, the highlighted benefit is preventing (or reversing) gingivitis.

a. 
Does Listerine appear to be a market leader, market challenger, market follower, or market nicher in the toothpaste category?

b. 
How does this ad incorporate competitive strengths and weaknesses?

c. 
Colgate is one of the leading toothpaste brands. From its perspective, how can Listerine be classified as a competitor?

Answer

a. Listerine appears to be a market nicher because it is targeting the narrower sub segment of consumers who are most interested in gum care. Cavity-fighting capabilities are assumed of all toothpaste products, so brands are seeking specific segments to target with particular features and benefits. Listerine’s reputation as a germ-killer may be transferred to the gum-care niche, which also depends on germ-fighting capabilities.

b. This ad leverages Listerine’s favorable brand image and strong market share among mouthwashes as a carryover to a different product category. Listerine may be counting on high brand recognition and positive associations to induce consumers to try its toothpaste and continue using it. However, Listerine lacks market share and brand image in the toothpaste category, which may prove to be a significant weakness if Colgate and other major rivals decide to counterattack.

c. From Colgate’s perspective, Listerine is a relatively distant competitor but a potentially strong one. Over time, Colgate will be able to monitor Listerine’s continued marketing activities in the toothpaste category to determine whether it is actually strong or weak, which will affect Colgate’s competitive response. Listerine does not appear to be a “bad” competitor, because it is targeting a specific niche and differentiating its product based on valuable features and benefits. This is a good opportunity to discuss classes of competitors in more detail and have students justify their responses.
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