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To be a long-term market leader is the goal of any marketer. Today’s
challenging marketing circumstances, however, often dictate that companies reformulate their
marketing strategies and offerings several times. Economic conditions change, competitors
launch new assaults, and buyer interest and requirements evolve. Different market positions can

nami

suggest different market strategies.

Former University of Maryland football player Kevin Plank was dissatisfied in his playing
days with cotton T-shirts that retained water and became heavy during practice. So with
$500 and several yards of coat lining, he worked with a local tailor to create seven pro-
fotypes of snug-fitting T-shirts that absorbed perspiration and kept athletes dry. Under
Armour was born and quickly became a favorite at high schools, colleges, and universi-

ties. Intense, in-your-face advertising featuring NFL player “Big E” Eric Ogbogu grunting and scream-
ing, “We must protect this house,” sent a loud message to target teens and young adult males that a

new brand of athletic clothing and gear had arrived. With a focus on perfor-
mance and authenticity, Under Armour later introduced football cleats to cover
players literally from head to foot. The introduction of a full line of running
shoes in 2009, however, put them squarely into competition with formidable
opponents Nike and adidas. The launch also reflected an attempt to move
away some from team sports to attract individual consumers and, in particu-
lar, reach a new demographic—women. An ad campaign themed “Athletes
Run” introduced the technologically advanced, high-end Apparition and
Revenant running shoes showing many accomplished athletes who were not
well-known as runners running in the shoes. The next new product initiative
under consideration—basketball shoes—would capitalize on one of their
athletic endorsers, up-and-coming NBA player Brandon Jennings, but would
also represent an even more full-on, direct assault of some of Nike’s and acli-
das’s market turf!

This chapter examines the role competition
plays and how marketers can best manage their brands
depending on their market position and stage of the
product life cycle. Competition grows more intense every
year—from global competitors eager to grow sales in
new markets, from online competitors seeking cost-
efficient ways to expand distribution, from private-label
and store brands providing low-price alternatives, and
from brand extensions by mega-brands moving into new
categories.? For these reasons and more, product and
brand fortunes change over time, and marketers must
respond accordingly.

Competitive Strategies

for Market Leaders

Suppose a market is occupied by the firms shown in £\ Figure 11.1. Forty percent is in the hands
of a market leader; another 30 percent belongs to a market challenger; and 20 percent is claimed by
a market follower willing to maintain its share and not rock the boat. Market nichers, serving small
segments larger firms don’t reach, hold the remaining 10 percent.

A market leader has the largest market share and usually leads in price changes, new-product in-
troductions, distribution coverage, and promotional intensity. Some historical market leaders are
Microsoft (computer software), Gatorade (sports drinks), Best Buy (retail electronics), McDonald’s
(fast food), Blue Cross Blue Shield (health insurance), and Visa (credit cards).
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Although marketers assume well-known brands are distinctive in consumers’ minds, unless a
dominant firm enjoys a legal monopoly, it must maintain constant vigilance. A powerful product
innovation may come along; a competitor might find a fresh marketing angle or commit to a ma-
jor marketing investment; or the leader’s cost structure might spiral upward. One well-known
brand and market leader that has worked to stay on top is Xerox.

XGI'OX Xerox has had to become more than just a copier company. Now the blue-chip
icon with the name that became a verb sports the broadest array of imaging products in the
world and dominates the market for high-end printing systems. And it's making a huge product
line transition as it moves from the old light lens technology to digital systems. Xerox is
preparing for a world in which most pages are printed in color (which, not incidentally, gener-
ates five times the revenue of black-and-white). Besides revamping its machines, Xerox is beefing up sales
by providing annuity-like products and services that are ordered again and again: document management,
ink, and toners. It has even introduced the managed print-services business to help companies actually
eliminate desktop printers and let employees share multifunction devices that copy, print, and fax. Once
slow to respond to the emergence of Canon and the small-copier market, Xerox is doing everything it can

Fig. 11.1] A to stay ahead of the game.?

Hypothetical Market

Structure

In many industries, a discount competitor has undercut the leader’s prices. “Marketing Insight:

When Your Competitor Delivers More for Less” describes how leaders can respond to an aggressive

competitive price discounter.

keting | nsight

When Your Competitor Delivers
More for Less

Companies offering the powerful combination of low prices and high
quality are capturing the hearts and wallets of consumers all over the
world. In the United States, more than half the population now shops
weekly at mass merchants such as Walmart and Target. In the United
Kingdom, premium retailers such as Boots and Sainsbury are scram-
bling to meet intensifying price—and quality—competition from ASDA
and Tesco.

These and similar value players, such as Aldi, Dell, E*TRADE
Financial, JetBlue Airways, Ryanair, and Southwest Airlines, are
transforming the way consumers of nearly every age and income
level purchase groceries, apparel, airline tickets, financial services,
and computers. Traditional players are right to feel threatened.
Upstart firms often rely on serving one or a few consumer segments,
providing better delivery or just one additional benefit, and matching
low prices with highly efficient operations to keep costs down. They

have changed consumer expectations about the trade-off between
quality and price.

To compete, mainstream companies need to infuse their time-
less strategies like cost control and product differentiation with
greater intensity and focus, and then execute them flawlessly.
Differentiation, for example, becomes less about the abstract goal of
rising above competitive clutter and more about identifying openings
left by the value players’ business models. Effective pricing means
waging a transaction-by-transaction perception battle for con-
sumers predisposed to believe value-oriented competitors are
always cheaper.

Competitive outcomes will be determined, as always, on the
ground—in product aisles, merchandising displays, reconfigured
processes, and pricing stickers. Traditional players can't afford to drop
a stitch. The new competitive environment places a new premium
on—and adds new twists to—the old imperatives of differentiation
and execution.

Differentiation

Marketers need to protect areas where their business models give
other companies room to maneuver. Instead of trying to compete with
Walmart and other value retailers on price, for example, Walgreens
emphasizes convenience. It has expanded rapidly to make its stores
ubiquitous, mostly on corners with easy parking, and overhauled store
layouts to speed consumers in and out, placing key categories such as
convenience foods and one-hour photo services near the front. To
simplify prescription orders, the company has installed a telephone and



online ordering system and drive-through windows at most freestand-
ing stores. These steps helped it increase its revenue from $15 billion
in 1998 to over $59 billion in 2008, making it the largest U.S.
drugstore chain.

Execution

Kmart’s disastrous experience trying to compete head-on with Walmart
on price highlights the difficulty of challenging value leaders on their
own terms. To compete effectively, firms may instead need to downplay
or even abandon some market segments. To compete with Ryanair and
easyJet, British Airways has put more emphasis on its long-haul routes,
where value-based players are not active, and less on the short-haul
routes where they thrive.

Major airlines have also introduced their own low-cost carriers.
But Continental’s Lite, KLM’s Buzz, SAS’s Snowflake, and United’s
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Shuttle have all been unsuccessful. One school of thought is that
companies should set up low-cost operations only if: (1) their existing
businesses will become more competitive as a result and (2) the new
business will derive some advantages it would not have gained if inde-
pendent. Low-cost operations set up by HSBC, ING, Merrill Lynch, and
Royal Bank of Scotland—First Direct, ING Direct, ML Direct, and Direct
Line Insurance, respectively—succeed in part thanks to synergies be-
tween the old and new lines of business. The low-cost operation must
be designed and launched as a moneymaker in its own right, not just
as a defensive play.

Sources: Adapted from Nirmalya Kumar, “Strategies to Fight Low-Cost Rivals,”
Harvard Business Review, December 2006, pp. 104—12; Robert J. Frank, Jeffrey P.
George, and Laxman Narasimhan, “When Your Competitor Delivers More for Less,”
McKinsey Quarterly (Winter 2004): 48-59. See also Jan-Benedict E. M. Steenkamp
and Nirmalya Kumar, “Don’t Be Undersold,” Harvard Business Review, December
2009, pp. 90-95.

To stay number one, the firm must first find ways to expand total market demand. Second, it
must protect its current share through good defensive and offensive actions. Third, it should in-
crease market share, even if market size remains constant. Let’s look at each strategy.

Expanding Total Market Demand

When the total market expands, the dominant firm usually gains the most. If Heinz can convince
more people to use ketchup, or to use ketchup with more meals, or to use more ketchup on each oc-
casion, the firm will benefit considerably because it already sells almost two-thirds of the country’s
ketchup. In general, the market leader should look for new customers or more usage from existing
customers.

NEW CUSTOMERS Every product class has the potential to attract buyers who are unaware of
the product or are resisting it because of price or lack of certain features. As Chapter 2 suggested, a
company can search for new users among three groups: those who might use it but do not (market-
penetration strategy), those who have never used it (new-market segment strategy), or those who live
elsewhere (geographical-expansion strategy).

Here is how Starbucks describes its multipronged approach to growth on its cor-
porate Web site.*

Frappuccino coffee drinks have
been a new source of growth and
revenues for Starbucks.

Starbucks purchases and roasts high-quality whole bean coffees and sells them
along with fresh, rich-brewed, Italian style espresso beverages, a variety of pas-
tries and confections, and coffee-related accessories and equipment—primarily
through its company-operated retail stores. In addition to sales through our
company-operated retail stores, Starbucks sells whole bean coffees through a
specialty sales group and supermarkets. Additionally, Starbucks produces and
sells bottled Frappuccino® coffee drinks and a line of premium ice creams
through its joint venture partnerships and offers a line of innovative premium
teas produced by its wholly owned subsidiary, Tazo Tea Company. The
Company’s objective is to establish Starbucks as the most recognized and re-
spected brand in the world.

MORE USAGE Marketers can try to increase the amount, level, or frequency of
consumption. They can sometimes boost the amount through packaging or product
redesign. Larger package sizes increase the amount of product consumers use at one
time.” Consumers use more of impulse products such as soft drinks and snacks when

the product is made more available.
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Increasing frequency of consumption, on the other hand, requires either (1) identifying addi-
tional opportunities to use the brand in the same basic way or (2) identifying completely new and
different ways to use the brand.

Additional Opportunities to Use the Brand A marketing program can communicate the
appropriateness and advantages of using the brand. Clorox ads stress the many benefits of its
bleach, such as that it eliminates kitchen odors.

Another opportunity arises when consumers’ perceptions of their usage differs from reality.
Consumers may fail to replace a short-lived product when they should because they overestimate
how long it stays fresh.® One strategy is to tie the act of replacing the product to a holiday, event, or
time of year. Another might be to provide consumers with better information about when they first
used the product or need to replace it, or (2) the current level of product performance. Gillette ra-
zor cartridges feature colored stripes that slowly fade with repeated use, signaling the user to move
on to the next cartridge.

New Ways to Use the Brand The second approach to increasing frequency of consumption is
to identify completely new and different applications. Food product companies have long
advertised recipes that use their branded products in different ways. After discovering that some
consumers used Arm & Hammer baking soda as a refrigerator deodorant, the company launched a
heavy promotion campaign focusing on this use and succeeded in getting half the homes in the
United States to adopt it. Next, the company expanded the brand into a variety of new product
categories such as toothpaste, antiperspirant, and laundry detergent.

Protecting Market Share

While trying to expand total market size, the dominant firm must actively defend its current business:
Boeing against Airbus, Staples against Office Depot, and Google against Yahoo! and Microsoft.” How
can the leader do so? The most constructive response is continuous innovation. The front-runner
should lead the industry in developing new products and customer services, distribution effectiveness,
and cost cutting. Comprehensive solutions increase its competitive strength and value to customers.

PROACTIVE MARKETING In satisfying customer needs, we can draw a distinction between
responsive marketing, anticipative marketing, and creative marketing. A responsive marketer finds a
stated need and fills it. An anticipative marketer looks ahead to needs customers may have in the
near future. A creative marketer discovers solutions customers did not ask for but to which they
enthusiastically respond. Creative marketers are proactive market-driving firms, not just market-
driven ones.?

Many companies assume their job is just to adapt to customer needs. They are reactive mostly
because they are overly faithful to the customer-orientation paradigm and fall victim to the
“tyranny of the served market.” Successful companies instead proactively shape the
market to their own interests. Instead of trying to be the best player, they change
the rules of the game.’

A company needs two proactive skills: (1) responsive anticipation to see the writing
on the wall, as when IBM changed from a hardware producer to a service business and
(2) creative anticipation to devise innovative solutions, as when PepsiCo introduced
H2O0H! (a soft drink-bottled water hybrid). Note that responsive anticipation is per-
formed before a given change, while reactive response happens after the change takes place.

Proactive companies create new offers to serve unmet— and maybe even unknown—
consumer needs. In the late 1970s, Akio Morita, the Sony founder, was working on a pet
project that would revolutionize the way people listened to music: a portable cassette
player he called the Walkman. Engineers at the company insisted there was little demand
for such a product, but Morita refused to part with his vision. By the 20th anniversary of
the Walkman, Sony had sold over 250 million in nearly 100 different models.'?

Proactive companies may redesign relationships within an industry, like Toyota
_ and its relationship to its suppliers. Or they may educate customers, as Body Shop
Vo i o does in stimulating the choice of environmental-friendly products.

Arm & Hammer has expanded its
classic baking soda product line to
encompass many new products
and uses.

AT 1T 1 R, \ e ol ! ! :
T T Companies need to practice “uncertainty management.” Proactive firms:

+  Are ready to take risks and make mistakes,
*  Have a vision of the future and of investing in it,
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Have the capabilities to innovate,
Are flexible and nonbureaucratic, and
Have many managers who think proactively.

Companies that are too risk-averse won’t be winners.

DEFENSIVE MARKETING Even when it does not launch offensives, the market leader must
not leave any major flanks exposed. The aim of defensive strategy is to reduce the probability of
attack, divert attacks to less-threatened areas, and lessen their intensity. Speed of response can make
an important difference to profit. A dominant firm can use the six defense strategies summarized in
A\ Figure 11.2.11

Position Defense. Position defense means occupying the most desirable market space in con-
sumers’ minds, making the brand almost impregnable, as Procter & Gamble has done with
Tide detergent for cleaning, Crest toothpaste for cavity prevention, and Pampers diapers
for dryness.

Flank Defense. The market leader should erect outposts to protect a weak front or support a
possible counterattack. Procter & Gamble brands such as Gain and Cheer laundry detergent
and Luvs diapers have played strategic offensive and defensive roles.

Preemptive Defense. A more aggressive maneuver is to attack first, perhaps with guerrilla ac-
tion across the market—hitting one competitor here, another there—and keeping everyone
off balance. Another is to achieve broad market envelopment that signals competitors not to
attack.'? Bank of America’s 18,500 ATMs and 6,100 retail branches nationwide provide steep
competition to local and regional banks. Yet another preemptive defense is to introduce a
stream of new products and announce them in advance.!® Such “preannouncements” can
signal competitors that they will need to fight to gain market share.'* If Microsoft announces
plans for a new-product development, smaller firms may choose to concentrate their develop-
ment efforts in other directions to avoid head-to-head competition. Some high-tech firms
have been accused of selling “vaporware”—announcing products that miss delivery dates or
are never introduced."

Counteroffensive Defense. In a counteroffensive, the market leader can meet the attacker
frontally and hit its flank, or launch a pincer movement so it will have to pull back to defend it-
self. After FedEx watched UPS successfully invade its airborne delivery system, it invested
heavily in ground delivery through a series of acquisitions to challenge UPS on its home turf.'®
Another common form of counteroffensive is the exercise of economic or political clout. The
leader may try to crush a competitor by subsidizing lower prices for the vulnerable product
with revenue from its more profitable products, or it may prematurely announce a product
upgrade to prevent customers from buying the competitor’s product. Or the leader may lobby
legislators to take political action to inhibit the competition.

Mobile Defense. In mobile defense, the leader stretches its domain over new territories
through market broadening and market diversification. Market broadening shifts the com-
pany’s focus from the current product to the underlying generic need. Thus, “petroleum”
companies such as BP sought to recast themselves as “energy” companies. This change
required them to research the oil, coal, nuclear, hydroelectric, and chemical industries.

(3) Preemptive M

Position .
ATTACKER |<+— (&) Counteroffensive (6) Contraction

DEFENDER

(5)
Mobile

Fig. 11.2] A
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Strategies
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By introducing ground delivery,
FedEx challenged UPS on its
home turf.
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Market diversification shifts the company’s focus into unrelated industries. When U.S.
tobacco companies such as Reynolds and Philip Morris acknowledged the growing curbs
on cigarette smoking, instead of defending their market position or looking for cigarette
substitutes, they moved quickly into new industries such as beer, liquor, soft drinks, and
frozen foods.

Contraction Defense. Sometimes large companies can no longer defend all their territory. In
planned contraction (also called strategic withdrawal), they give up weaker markets and reas-
sign resources to stronger ones. Since 2006, Sara Lee has spun off products that accounted for
a large percentage of its revenues—including its strong Hanes hosiery brand and global body
care and European detergents businesses—to focus on its core food business.!”

Increasing Market Share

No wonder competition has turned fierce in so many markets: one share point can be worth tens of
millions of dollars. Gaining increased share does not automatically produce higher profits, however—
especially for labor-intensive service companies that may not experience many economies of scale.
Much depends on the company’s strategy.'®

Because the cost of buying higher market share through acquisition may far exceed its revenue

value, a company should consider four factors first:

The possibility of provoking antitrust action. Frustrated competitors are likely to cry
“monopoly” and seek legal action if a dominant firm makes further inroads. Microsoft
and Intel have had to fend off numerous lawsuits and legal challenges around the world
as a result of what some feel are inappropriate or illegal business practices and abuse of
market power.

Economic cost. £\ Figure 11.3 shows that profitability might fall with market share gains
after some level. In the illustration, the firm’s optimal market share is 50 percent. The cost
of gaining further market share might exceed the value if holdout customers dislike the
company, are loyal to competitors, have unique needs, or prefer dealing with smaller firms.
And the costs of legal work, public relations, and lobbying rise with market share. Pushing
for higher share is less justifiable when there are unattractive market segments, buyers who
want multiple sources of supply, high exit barriers, and few scale or experience economies.
Some market leaders have even increased profitability by selectively decreasing market
share in weaker areas.!”

The danger of pursuing the wrong marketing activities. Companies successfully gaining
share typically outperform competitors in three areas: new-product activity, relative product
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quality, and marketing expenditures.”” Companies that attempt to increase market share by
cutting prices more deeply than competitors typically don’t achieve significant gains, because
rivals meet the price cuts or offer other values so buyers don’t switch.

*  The effect of increased market share on actual and perceived quality.*' Too many cus-
tomers can put a strain on the firm’s resources, hurting product value and service delivery.
Charlotte-based FairPoint Communications struggled to integrate the 1.3 million
customers it gained in buying Verizon Communications’s New England franchise. A slow
conversion and significant service problems led to customer dissatisfaction, regulator’s
anger, and eventually bankruptcy.®*

Other Competitive Strategies

Firms that occupy second, third, and lower ranks in an industry are often called runner-up or trailing
firms. Some, such as PepsiCo, Ford, and Avis, are quite large in their own right. These firms can adopt
one of two postures. They can attack the leader and other competitors in an aggressive bid for further
market share as market challengers, or they can choose to not “rock the boat” as market followers.

Market-Challenger Strategies

Many market challengers have gained ground or even overtaken the leader. Toyota today produces
more cars than General Motors, Lowe’s is putting pressure on Home Depot, and AMD has been chip-
ping away at Intel’s market share.”> A successful challenger brand in the beverage business is SoBe.

SOBG One of the most competitive aisles in any supermarket, grocery store, or

convenience store is the beverage aisle. SoBe’s successful launch in 1996 was a result of

shrewd planning and creative execution. Positioning against the established Snapple and

Arizona brands, founder John Bello wanted to create a smart fruit juice and iced tea alter-

native that was fun and innovative and offered added value. The first successful product
was SoBe Black Tea 3G with ginseng, guarana, and ginkgo. The lizard character on the packaging,
from an iconic South Beach hotel, became an integral part of SoBe’s brand imagery. SoBe’s explosive
growth was based on a combination of functional benefits (the 3 Gs), colorful packaging, a powerful
sales force establishing strong shelf presence in the store, and a steady stream of new products.
The slogan “SoBe Yourself” captured the brand’s challenger ethos and supported its nontraditional,
guerilla marketing appeals. SoBe Love Buses created product sampling opportunities, and sponsor-
ship of iconoclastic athletes like skier Bode Miller and golfer John Daly created buzz. SoBe was
purchased by PepsiCo in January 2001 and now offers exotic teas, fruit juices and blends, elixirs,
vitamin- and antioxidant-enhanced water (Lifewater), and sports drinks. Its name is also licensed for
gum and chocolate.?*

Challengers set high aspirations while market leaders can fall prey to running business as usual.
Now let’s examine the competitive attack strategies available to challengers.*®

DEFINING THE STRATEGIC OBJECTIVE AND OPPONENT(S) A market challenger
must first define its strategic objective, usually to increase market share. The challenger must decide
whom to attack:

* It can attack the market leader. This is a high-risk but potentially high-payoff strategy and
makes good sense if the leader is not serving the market well. Xerox wrested the copy market
from 3M by developing a better copying process. Later, Canon grabbed a large chunk of
Xerox’s market by introducing desk copiers. This strategy often has the added benefit of dis-
tancing the firm from other challengers. When Miller Lite attacked Bud Light on product
quality during the mid 2000s, Coors Light was left out of the conversation.

CHAPTER 11
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Combining comfort with rugged
wear, Ariat is taking on the mar-
ket leaders in the cowboy boot

It can attack firms its own size that are not doing the job and are underfinanced. These firms
have aging products, are charging excessive prices, or are not satisfying customers in other ways.
It can attack small local and regional firms. Several major banks grew to their present size by
gobbling up smaller regional banks, or “guppies.”

CHOOSING A GENERAL ATTACK STRATEGY Given clear opponents and objectives,
what attack options are available? We can distinguish five: frontal, flank, encirclement, bypass, and
guerilla attacks.

market.
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Frontal Attack. In a pure frontal attack, the attacker matches its opponent’s product, advertis-
ing, price, and distribution. The principle of force says the side with the greater resources will
win. A modified frontal attack, such as cutting price, can work if the market leader doesn’t re-
taliate, and if the competitor convinces the market its product is equal to the leader’s. Helene
Curtis is a master at convincing the market that its brands—such as Suave and Finesse—are
equal in quality but a better value than higher-priced brands.
Flank Attack. A flanking strategy is another name for identifying shifts that are causing gaps to
develop, then rushing to fill the gaps. Flanking is particularly attractive to a challenger with fewer
resources and can be more likely to succeed than frontal attacks. In a geographic attack, the chal-
lenger spots areas where the opponent is underperforming. Although the Internet has siphoned
newspaper readers and advertisers away in many markets, Independent News & Media, a
102-year-old Irish media company, sells a majority of its 175 newspaper and magazine titles
where the economy is strong but the Internet is still relatively weak—countries such as Ireland,
South Africa, Australia, New Zealand, and India.”® The other flanking strategy is to serve uncov-
ered market needs. Ariat’s cowboy boots have challenged long-time market leaders Justin Boots
and Tony Lama by making boots that were every bit as ranch-ready, but ergonomically designed
to feel as comfortable as a running shoe—a totally new benefit in the category.?’
Encirclement Attack. Encirclement attempts to capture a wide slice of territory by launching a
grand offensive on several fronts. It makes sense when the challenger commands superior re-
sources. In making a stand against archrival Microsoft, Sun Microsystems licensed its Java soft-
ware to hundreds of companies and thousands of software developers for all sorts of consumer
devices. As consumer electronics products began to go digital, Java started
appearing in a wide range of gadgets.

*  Bypass Attack. Bypassing the enemy altogether to attack easier markets
instead offers three lines of approach: diversifying into unrelated prod-
ucts, diversifying into new geographical markets, and leapfrogging
into new technologies. Pepsi has used a bypass strategy against Coke by
(1) rolling out Aquafina bottled water nationally in 1997 before Coke
launched its Dasani brand; (2) purchasing orange juice giant Tropicana
in 1998, when it owned almost twice the market share of Coca-Cola’s
Minute Maid; and (3) purchasing the Quaker Oats Company, owner of
market leader Gatorade sports drink, for $14 billion in 2000.2% In
technological leapfrogging, the challenger patiently researches and devel-
ops the next technology, shifting the battleground to its own territory
where it has an advantage. Google used technological leapfrogging to
overtake Yahoo! and become the market leader in search.

*  Guerrilla Attacks. Guerrilla attacks consist of small, intermittent attacks,
conventional and unconventional, including selective price cuts, intense
promotional blitzes, and occasional legal action, to harass the opponent
and eventually secure permanent footholds. A guerrilla campaign can be
expensive, although less so than a frontal, encirclement, or flank attack,
but it typically must be backed by a stronger attack to beat the opponent.

-
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CHOOSING A SPECIFIC ATTACK STRATEGY Any aspect of the
marketing program can serve as the basis for attack, such as lower-priced or
discounted products, new or improved products and services, a wider
variety of offerings, and innovative distribution strategies. A challenger’s
bz success depends on combining several, more specific, strategies to improve
e its position over time.

FATIOUE

AND ADLLOUT,



COMPETITIVE DYNAMICS CHAPTER 11 307

Market-Follower Strategies

Theodore Levitt argues that a strategy of product imitation might be
as profitable as a strategy of product innovation.” In “innovative im-
itation,” as he calls it, the innovator bears the expense of developing
the new product, getting it into distribution, and informing and ed-
ucating the market. The reward for all this work and risk is normally S
market leadership. However, another firm can come along and copy Tl-opi{ana
or improve on the new product. Although it probably will not over- ont Phisii,
take the leader, the follower can achieve high profits because it did
not bear any of the innovation expense.

S & S Cycle S&S Cycle is the biggest supplier of

complete engines and major motor parts to more than

15 companies that build several thousand Harley-like cruiser

bikes each year. These cloners charge as much as $30,000 for their customized creations.

S&S has built its name by improving on Harley-Davidson’s handiwork. Its customers are often
would-be Harley buyers frustrated by long waiting lines at the dealer. Others simply want S&S’s incredibly
powerful engines. S&S stays abreast of its evolving market by ordering a new Harley bike every year and
taking apart the engine to see what it can improve upon.®®

Many companies prefer to follow rather than challenge the market leader. Patterns of “con-
scious parallelism” are common in capital-intensive, homogeneous-product industries such as
steel, fertilizers, and chemicals. The opportunities for product differentiation and image differ-
entiation are low, service quality is comparable, and price sensitivity runs high. The mood in
these industries is against short-run grabs for market share, because that only provokes retalia-
tion. Instead, most firms present similar offers to buyers, usually by copying the leader. Market
shares show high stability.

That’s not to say market followers lack strategies. They must know how to hold current cus-
tomers and win a fair share of new ones. Each follower tries to bring distinctive advantages to its
target market—location, services, financing—while defensively keeping its manufacturing costs low
and its product quality and services high. It must also enter new markets as they open up. The fol-
lower must define a growth path, but one that doesn’t invite competitive retaliation. We distinguish
four broad strategies:

1. Counterfeiter—The counterfeiter duplicates the leader’s product and packages and sells it on
the black market or through disreputable dealers. Music firms, Apple, and Rolex have been
plagued by the counterfeiter problem, especially in Asia.

2. Cloner—The cloner emulates the leader’s products, name, and packaging, with slight varia-
tions. For example, Ralcorp Holdings sells imitations of name-brand cereals in look-alike
boxes. Its Tasteeos, Fruit Rings, and Corn Flakes sell for nearly $1 a box less than the leading
name brands; the company’s sales were up 28 percent in 2008.

3. Imitator—The imitator copies some things from the leader but differentiates on packaging,
advertising, pricing, or location. The leader doesn’t mind as long as the imitator doesn’t attack
aggressively. Fernandez Pujals grew up in Fort Lauderdale, Florida, and took Domino’s home
delivery idea to Spain, where he borrowed $80,000 to open his first store in Madrid. His
Telepizza chain now operates almost 1,050 stores in Europe and Latin America.

4. Adapter—The adapter takes the leader’s products and adapts or improves them. The adapter
may choose to sell to different markets, but often it grows into a future challenger, as many
Japanese firms have done after improving products developed elsewhere.

What does a follower earn? Normally, less than the leader. A study of food-processing companies
showed the largest averaging a 16 percent return on investment, the number two firm, 6 percent, the
number three firm, —1 percent, and the number four firm, —6 percent. No wonder Jack Welch,
former CEO of GE, told his business units that each must reach the number one or two position in
its market or else! Followership is often not a rewarding path.

Pepsi has used a bypass approach

to battle Coke by finding new mar-
kets to enter.
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Telepizza adapted Domino’s pizza
delivery concept to Spain with
much success.

Market-Nicher Strategies

An alternative to being a follower in a large market is to be a leader in a small market, or niche, as
we introduced in Chapter 8. Smaller firms normally avoid competing with larger firms by targeting
small markets of little or no interest to the larger firms. But even large, profitable firms may choose
to use niching strategies for some of their business units or companies.

ITW lllinois Tool Works (ITW) manufactures thousands of products, including nails,

screws, plastic six-pack holders for soda cans, bicycle helmets, backpacks, plastic buckles for

pet collars, resealable food packages, and more. Since the late 1980s, the company has made

between 30 and 40 acquisitions each year that added new products to the product line. ITW has

more than 875 highly autonomous and decentralized business units in 54 countries employing
65,000 people. When one division commercializes a new product, the company spins the product and people
off into a new entity. Despite tough economic times, ITW experienced an increase in revenue in 2008.%!

Firms with low shares of the total market can become highly profitable through smart niching.
Such companies tend to offer high value, charge a premium price, achieve lower manufacturing
costs, and shape a strong corporate culture and vision. Family-run Tire Rack sells 2 million specialty
tires a year through the Internet, telephone, and mail from its South Bend, Indiana, location.*?
Houston-based VAALCO Energy decided that its odds of striking it rich were better in foreign terri-
tory than at home where it faced hundreds of wildcatters. Drilling in an oil field off the coast of
Gabon in West Central Africa, it has met with a lot less competition and a lot more revenue.*

Return on investment for businesses in smaller markets exceeds that in larger markets on average.*
Why is niching so profitable? The market nicher knows the target customers so well, it meets their
needs better than other firms selling to them casually. As a result, the nicher can charge a substantial
price over costs. The nicher achieves high margin, whereas the mass marketer achieves high volume.

Nichers have three tasks: creating niches, expanding niches, and protecting niches. The risk is
that the niche might dry up or be attacked. The company is then stuck with highly specialized
resources that may not have high-value alternative uses.

:'i'il;?l lepO With smoking on a steady decline, Bradford, Pennsylvania-based Zippo
THICH Manufacturing is finding the market for its iconic metal cigarette lighter drying up. Its marketers

need to diversify and broaden their focus to “selling flame.” Although its goal of reducing re-
liance on tobacco-related products to 50 percent of revenue by 2010 was sidetracked by the

T




recession, the company is determined to broaden its brand meaning to en-
compass “all flame-related products.” It introduced a long, slender multi-
purpose lighter for candles, grills, and fireplaces in 2001; acquired W.R.
Case & Sons Cutlery, a knife maker, and DDM Italia, known throughout
Europe for its fine Italian leather goods; and plans to sell a line of outdoor
products in outlets such as Dicks, REI, and True Value.*®

Because niches can weaken, the firm must continually create new
ones. “Marketing Memo: Niche Specialist Roles” outlines some options.
The firm should “stick to its niching” but not necessarily to its niche. That
is why multiple niching can be preferable to single niching. With strength
in two or more niches, the company increases its chances for survival.

Firms entering a market should initially aim at a niche rather
than the whole market. The cell phone industry has experienced
phenomenal growth but is now facing fierce competition as the
number of new potential users dwindles. An Irish upstart company,
Digicel Group, has successfully tapped into one of the few remain-
ing high-growth segments: poor people without cell phones.

Digicel Group 2001, bigicel CE0 Denis
O’Brien heard that the government of Jamaica was opening its
local phone market, long monopolized by British telecom giant
Cable & Wireless. O'Brien spent nearly $50 million for a i-
cense, using money from the sale of his first telecom venture,
Esat Telecom Group PLC. O’Brien took the plunge because he knew
Jamaicans had to wait over two years for a landline, and only 4 percent of
the population had cell phones. Within 100 days, Digicel had signed on
100,000 subscribers, luring them with inexpensive rates and phones and

ﬂarketing
Memo

The key idea in successful nichemanship is specialization. Here are some
possible niche roles:

 End-user specialist. The firm specializes in one type of end-use cus-
tomer. For example, a value-added reseller (VAR) customizes computer
hardware and software for specific customer segments and earns a
price premium in the process.

* \Vertical-level specialist. The firm specializes at some vertical level
of the production-distribution value chain. A copper firm may concen-
trate on producing raw copper, copper components, or finished copper
products.

 Customer-size specialist. The firm concentrates on either small,
medium-sized, or large customers. Many nichers serve small customers
neglected by the majors.

« Specific-customer specialist. The firm limits its selling to one or a few
customers. Many firms sell their entire output to a single company, such
as Walmart or General Motors.

« Geographic specialist. The firm sells only in a certain locality, region,
or area of the world.

COMPETITIVE DYNAMICS CHAPTER 11 309

STARTS THE CAMPFIRE.

WHICH STARTS
THE CAHPING.

Zippo has expanded its brand
meaning to encompass “all flame-
related products” to ensure its
long-term growth prospects.

Niche Specialist Roles

Product or product line specialist. The firm carries or produces only
one product line or product. A manufacturer may produce only lenses for
microscopes. A retailer may carry only ties.

Product-feature specialist. The firm specializes in producing a certain
type of product or product feature. Zipcar's car-sharing services target
people who live and work in seven major U.S. cities, frequently use pub-
lic transportation, but still need a car a few times a month.

Job-shop specialist. The firm customizes its products for individual
customers.

Quality-price specialist. The firm operates at the low- or high-
quality ends of the market. Sharp AQUOS specializes in the high-quality,
high-price LCD television and component screen market.

Service specialist. The firm offers one or more services not available
from other firms. A bank might take loan requests over the phone and
hand-deliver the money to the customer.

Channel specialist. The firm specializes in serving only one channel
of distribution. For example, a soft drink company makes a very large-
sized serving available only at gas stations.
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Proudly sponsored by Digicel

The fastest growing mobile operator
in the Caribbean.

Digicel has captured a large
segment of the mobile market

in the Caribbean, using Jamaican
world-record sprinter Usain Bolt
as a spokesperson.

Fig. 11.4) A
Sales and Profit Life
Cycles

Digicel, Proud
the World's Fa

Digicel

improved service. After eight years, Digicel has more than 8 million cus-
tomers across its Caribbean and Central American markets, earning a rep-
utation for competitive rates, comprehensive coverage, superior customer
care, and a wide variety of products and services. Digicel has also moved
into the Pacific in Fiji, Samoa, Papua New Guinea, and other markets. Back
in Jamaica, it has become an active sponsor of sports and supporter of
causes, befitting for its ascendance as a market leader in the region.®®

Product Life-Cycle
Marketing Strategies

A company’s positioning and differentiation strategy must change as
the product, market, and competitors change over the product life cy-
cle (PLC). To say a product has a life cycle is to assert four things:

1. Products have a limited life.

Product sales pass through distinct stages, each posing different

challenges, opportunities, and problems to the seller.

Profits rise and fall at different stages of the product life cycle.

4. Products require different marketing, financial, manufacturing,
purchasing, and human resource strategies in each life-cycle stage.

bl

Product Life Cycles

Most product life-cycle curves are portrayed as bell-shaped (see
A\ Figure 11.4). This curve is typically divided into four stages: in-
troduction, growth, maturity, and decline.’’”

1. Introduction—A period of slow sales growth as the product is introduced in the market.
Profits are nonexistent because of the heavy expenses of product introduction.

2. Growth—A period of rapid market acceptance and substantial profit improvement.

3. Maturity—A slowdown in sales growth because the product has achieved acceptance by most
potential buyers. Profits stabilize or decline because of increased competition.

4. Decline—Sales show a downward drift and profits erode.

We can use the PLC concept to analyze a product category (liquor), a product form (white
liquor), a product (vodka), or a brand (Smirnoff). Not all products exhibit a bell-shaped pLC.*®
Three common alternate patterns are shown in £\ Figure 11.5.

Figure 11.5(a) shows a growth-slump-maturity pattern, characteristic of small kitchen appliances,
for example, such as handheld mixers and bread makers. Sales grow rapidly when the product is first
introduced and then fall to a “petrified” level sustained by late adopters buying the product for the
first time and early adopters replacing it.

Sales and Profits ($)

Sales

|
|
| Profit

Introduction  Growth Maturity Decline

Time
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(a) Growth-Slump-Maturity Pattern (b) Cycle-Recycle Pattern (c) Scalloped Pattern

>

Recycle

—

Primary
cycle

Sales Volume
Sales Volume
Sales Volume

Time Time Time

Fig. 11.5) A

Common Product Life-Cycle Patterns

The cycle-recycle pattern in Figure 11.5(b) often describes the sales of new drugs. The pharmaceuti-
cal company aggressively promotes its new drug, producing the first cycle. Later, sales start declining,
and another promotion push produces a second cycle (usually of smaller magnitude and duration).*

Another common pattern is the scalloped PLC in Figure 11.5(c). Here, sales pass through a suc-
cession of life cycles based on the discovery of new-product characteristics, uses, or users. Sales of
nylon have shown a scalloped pattern because of the many new uses—parachutes, hosiery, shirts,
carpeting, boat sails, automobile tires—discovered over time.*’

Style, Fashion, and Fad Life Cycles

We need to distinguish three special categories of product life cycles—styles, fashions, and fads
(A Figure 11.6). A style is a basic and distinctive mode of expression appearing in a field of
human endeavor. Styles appear in homes (colonial, ranch, Cape Cod), clothing (formal, business
casual, sporty), and art (realistic, surrealistic, abstract). A style can last for generations and go in
and out of vogue. A fashion is a currently accepted or popular style in a given field. Fashions pass
through four stages: distinctiveness, emulation, mass fashion, and decline.*!

The length of a fashion cycle is hard to predict. One view is that fashions end because they repre-
sent a purchase compromise, and consumers soon start looking for the missing attributes.*? For ex-
ample, as automobiles become smaller, they become less comfortable, and then a growing number of
buyers start wanting larger cars. Another explanation is that too many consumers adopt the fashion,
thus turning others away. Still another is that the length of a particular fashion cycle depends on the
extent to which the fashion meets a genuine need, is consistent with other trends in the society, sat-
isfies societal norms and values, and keeps within technological limits as it develops.*?

Fads are fashions that come quickly into public view, are adopted with great zeal, peak early, and
decline very fast. Their acceptance cycle is short, and they tend to attract only a limited following
who are searching for excitement or want to distinguish themselves from others. Fads fail to survive
because they don’t normally satisfy a strong need. The marketing winners are those who recognize
fads early and leverage them into products with staying power. Here’s a success story of a company
that managed to take a fad and make it a long-term success story.

Style Fashion Fad Fig. 11.6] &

Style, Fashion, and
Fad Life Cycles

Sales
Sales
Sales

Time Time Time
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Through countless variations,

Trivial Pursuit has proven to be
more than a passing fad.

Trivial Pursuit Since its debut at the International Toy Fair in 1982, Trivial Pursuit
has sold 88 million copies in 17 languages in 26 countries, and it remains one of the best-selling
adult games. Parker Brothers has kept it popular by making a new game with updated questions
every year. It also keeps creating offshoots—travel packs, a children’s version, Trivial Pursuit
Genus IV, and themed versions tapping into niches tied to various sports, movies, and decades—
23 different versions in all. The game is available in a variety of platforms: as
an interactive CD-ROM from Virgin Entertainment Interactive, online at its
own Web site (www.trivialpursuit.com), and in @ mobile edition accessible via
cell phone. If you're having trouble making dinner conversation on a date—
no problem: NTN Entertainment Network has put Trivial Pursuit in about
3,000 restaurants.* £

Marketing Strategies: Introduction
Stage and the Pioneer Advantage

Because it takes time to roll out a new product, work out the technical
problems, fill dealer pipelines, and gain consumer acceptance, sales
growth tends to be slow in the introduction stage.*> Profits are nega-
tive or low, and promotional expenditures are at their highest ratio to
sales because of the need to (1) inform potential consumers, (2) in-
duce product trial, and (3) secure distribution in retail outlets.*®
Firms focus on buyers who are the most ready to buy. Prices tend to be higher because costs are high.

Companies that plan to introduce a new product must decide when to enter the market. To be
first can be rewarding, but risky and expensive. To come in later makes sense if the firm can bring
superior technology, quality, or brand strength to create a market advantage.

Speeding up innovation time is essential in an age of shortening product life cycles. Being early
has been shown to pay. One study found that products coming out six months late—but on
budget—earned an average of 33 percent less profit in their first five years; products that came out
on time but 50 percent over budget cut their profits by only 4 percent.*’

Most studies indicate the market pioneer gains the greatest advantage.*® Campbell, Coca-Cola,
Hallmark, and Amazon.com developed sustained market dominance. Nineteen of twenty-five market
leaders in 1923 were still the market leaders in 1983, 60 years later.*” In a sample of industrial-goods
businesses, 66 percent of pioneers survived at least 10 years, versus 48 percent of early followers.*

What are the sources of the pioneer’s advantage?®! Early users will recall the pioneer’s brand
name if the product satisfies them. The pioneer’s brand also establishes the attributes the product
class should possess.” It normally aims at the middle of the market and so captures more users.
Customer inertia also plays a role; and there are producer advantages: economies of scale, techno-
logical leadership, patents, ownership of scarce assets, and other barriers to entry. Pioneers can
spend marketing dollars more effectively and enjoy higher rates of repeat purchases. An alert pio-
neer can lead indefinitely by pursuing various strategies.>

But the advantage is not inevitable.”* Bowmar (hand calculators), Apple’s Newton (personal
digital assistant), Netscape (Web browser), Reynolds (ballpoint pens), and Osborne (portable com-
puters) were market pioneers overtaken by later entrants. First movers also have to watch out for
the “second-mover advantage.”

Steven Schnaars studied 28 industries where imitators surpassed the innovators.>> He found
several weaknesses among the failing pioneers, including new products that were too crude, were
improperly positioned, or appeared before there was strong demand; product-development costs
that exhausted the innovator’s resources; a lack of resources to compete against entering larger
firms; and managerial incompetence or unhealthy complacency. Successful imitators thrived by of-
fering lower prices, improving the product more continuously, or using brute market power to
overtake the pioneer. None of the companies that now dominate in the manufacture of personal
computers—including Dell, HP, and Acer—were first movers.”®

Peter Golder and Gerald Tellis raise further doubts about the pioneer advantage.”” They distin-
guish between an inventor, first to develop patents in a new-product category, a product pioneer,
first to develop a working model, and a market pioneer, first to sell in the new-product category.
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They also include nonsurviving pioneers in their sample. They conclude that although pioneers
may still have an advantage, a larger number of market pioneers fail than has been reported, and a
larger number of early market leaders (though not pioneers) succeed. Later entrants overtaking
market pioneers include IBM over Sperry in mainframe computers, Matsushita over Sony in VCRs,
and GE over EMI in CAT scan equipment.

Tellis and Golder more recently identified five factors underpinning long-term market leader-
ship: vision of a mass market, persistence, relentless innovation, financial commitment, and asset
leverage.’® Other research has highlighted the importance of the novelty of the product innova-
tion.”” When a pioneer starts a market with a really new product, like the Segway Human
Transporter, surviving can be very challenging. In the case of incremental innovation, like MP3
players with video capabilities, survival rates are much higher.

The pioneer should visualize the product markets it could enter, knowing it cannot enter all of
them at once. Suppose market-segmentation analysis reveals the product market segments shown
in 2\ Figure 11.7. The pioneer should analyze the profit potential of each product market singly
and in combination and decide on a market expansion path. Thus, the pioneer in Figure 11.7 plans
first to enter product market P;M;, then move the product into a second market (P;M,), then sur-
prise the competition by developing a second product for the second market (P,M,), then take the
second product back into the first market (P,M;), then launch a third product for the first market
(PsM;). If this game plan works, the pioneer firm will own a good part of the first two segments
and serve them with two or three products.

Marketing Strategies: Growth Stage

The growth stage is marked by a rapid climb in sales. Early adopters like the product and additional
consumers start buying it. New competitors enter, attracted by the opportunities. They introduce
new product features and expand distribution.

Prices stabilize or fall slightly, depending on how fast demand increases. Companies maintain
promotional expenditures or raise them slightly, to meet competition and continue to educate the
market. Sales rise much faster than promotional expenditures, causing a welcome decline in the
promotion—sales ratio. Profits increase as promotion costs are spread over a larger volume, and unit
manufacturing costs fall faster than price declines, owing to the producer-learning effect. Firms
must watch for a change to a decelerating rate of growth in order to prepare new strategies.

To sustain rapid market share growth now, the firm:

*  improves product quality and adds new features and improved styling.

¢ adds new models and flanker products (of different sizes, flavors, and so forth) to protect the
main product.

+  enters new market segments.

e increases its distribution coverage and enters new distribution channels.

+  shifts from awareness and trial communications to preference and loyalty communications.

»  lowers prices to attract the next layer of price-sensitive buyers.

By spending money on product improvement, promotion, and distribution, the firm can cap-
ture a dominant position. It trades off maximum current profit for high market share and the hope
of even greater profits in the next stage.

Marketing Strategies: Maturity Stage

At some point, the rate of sales growth will slow, and the product will enter a stage of relative maturity.
Most products are in this stage of the life cycle, which normally lasts longer than the preceding ones.

The maturity stage divides into three phases: growth, stable, and decaying maturity. In the first,
sales growth starts to slow. There are no new distribution channels to fill. New competitive forces
emerge. In the second phase, sales per capita flatten because of market saturation. Most potential
consumers have tried the product, and future sales depend on population growth and replacement
demand. In the third phase, decaying maturity, the absolute level of sales starts to decline, and cus-
tomers begin switching to other products.

This third phase poses the most challenges. The sales slowdown creates overcapacity in the indus-
try, which intensifies competition. Weaker competitors withdraw. A few giants dominate—perhaps a
quality leader, a service leader, and a cost leader—and profit mainly through high volume and lower

ANG,

Fig. 11.7] A

Long-Range Product
Market Expansion
Strategy (P; = product
1; M = market )
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Electrolux uses an elaborate seg-

mentation plan and an expansive
product line to make sure its brand
is not stuck in the middle of a

shrinking market.

costs. Surrounding them is a multitude of market nichers, including market specialists, product spe-
cialists, and customizing firms.

The question is whether to struggle to become one of the big three and achieve profits through
high volume and low cost, or pursue a niching strategy and profit through low volume and high
margins. Sometimes the market will divide into low- and high-end segments, and market shares of
firms in the middle steadily erode. Here’s how Swedish appliance manufacturer, Electrolux, has
coped with this situation.

‘ ' I EleCtI‘OIUX AB In 2002, Electrolux faced a rapidly polarizing appliance mar-

ket. Low-cost Asian companies such as Haier, LG, and Samsung were applying downward
price pressure, while premium competitors like Bosch, Sub-Zero, and Viking were growing at
the expense of the middle-of-the-road brands. Electrolux’s new CEO Hans Straberg decided to
escape the middle by rethinking Electrolux customers’ wants and needs. He segmented
the market according to the lifestyle and purchasing patterns of about
20 different types of consumers. Electrolux now successfully markets its
steam ovens to health-oriented consumers, for example, and its compact
dishwashers, originally for smaller kitchens, to a broader consumer seg-
ment that washes dishes more often. To companies stuck in the middle of
a mature market, Strdberg offers this advice: “Start with consumers and
understand what their latent needs are and what problems they experi-
ence . . . then put the puzzle together yourself to discover what people
really want to have. Henry Ford is supposed to have said, ‘If | had asked
people what they really wanted, | would have made faster horses’ or
something like that. You need to figure out what people really want, al-
though they can't express it.”8%

Some companies abandon weaker products to concentrate on
new and more profitable ones. Yet they may be ignoring the high
potential many mature markets and old products still have.
Industries widely thought to be mature—autos, motorcycles, tele-
vision, watches, cameras—were proved otherwise by the Japanese,
who found ways to offer customers new value. Three ways to
change the course for a brand are market, product, and marketing
program modifications.

MARKET MODIFICATION A company might try to expand the market for its mature brand
by working with the two factors that make up sales volume: Volume = number of brand users x
usage rate per user, as in (J Table 11.1, but may also be matched by competitors.

PRODUCT MODIFICATION Managers also try to stimulate sales by improving quality,
features, or style. Quality improvement increases functional performance by launching a “new
and improved” product. Feature improvement adds size, weight, materials, supplements, and
accessories that expand the product’s performance, versatility, safety, or convenience. Style
improvement increases the product’s esthetic appeal. Any of these can attract consumer attention.

MARKETING PROGRAM MODIFICATION Finally, brand managers might also try to
stimulate sales by modifying nonproduct elements—price, distribution, and communications in
particular. They should assess the likely success of any changes in terms of effects on new and
existing customers.

Marketing Strategies: Decline Stage

Sales decline for a number of reasons, including technological advances, shifts in consumer tastes,
and increased domestic and foreign competition. All can lead to overcapacity, increased price
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I-CIRINESE  Alternate Ways to Increase Sales Volume

Expand the Number of Users Increase the Usage Rates Among Users

e (Convert nonusers. The key to the growth of e Have consumers use the product on more
air freight service was the constant search occasions. Serve Campbell’s soup for
for new users to whom air carriers can a snack. Use Heinz vinegar to clean
demonstrate the benefits of using air freight windows.
rather than ground transportation.

e Fnter new market segments. \When e Have consumers use more of the product
Goodyear decided to sell its tires via Walmart, on each occasion. Drink a larger glass of
Sears, and Discount Tire, it immediately orange juice.
boosted its market share.

e Attract competitors’ customers. Marketers ®  Have consumers use the product in new
of Puffs facial tissues are always wooing ways. Use Tums antacid as a calcium
Kleenex customers. supplement.

cutting, and profit erosion. The decline might be slow, as for sewing machines and newspapers, or
rapid, as for 5.25 floppy disks and eight-track cartridges. Sales may plunge to zero or petrify at a low
level. These structural changes are different from a short-term decline resulting from a marketing
crisis of some sort. “Marketing Insight: Managing a Brand Crisis,” describes strategies for a brand in
temporary trouble.

As sales and profits decline over a long period of time, some firms withdraw. Those remaining
may reduce the number of products they offer, withdrawing from smaller segments and weaker
trade channels, cutting marketing budgets, and reducing prices further. Unless strong reasons for
retention exist, carrying a weak product is often very costly.

Besides being unprofitable, weak products consume a disproportionate amount of manage-
ment’s time, require frequent price and inventory adjustments, incur expensive setup for short
production runs, draw advertising and sales force attention better used to make healthy products
more profitable, and cast a negative shadow on company image. Failing to eliminate them also
delays the aggressive search for replacement products, creating a lopsided product mix long on
yesterday’s breadwinners and short on tomorrow’s.

Unfortunately, most companies have not developed a policy for handling aging products. The
first task is to establish a system for identifying them. Many companies appoint a product-review
committee with representatives from marketing, R&D, manufacturing, and finance who, based on
all available information, makes a recommendation for each product—leave it alone, modify its
marketing strategy, or drop it.%!

Some firms abandon declining markets earlier than others. Much depends on the height of exit
barriers in the industry.62 The lower the barriers, the easier for firms to leave the industry, and the
more tempting for the remaining firms to stay and attract the withdrawing firms’ customers.
Procter & Gamble stayed in the declining liquid-soap business and improved its profits as others
withdrew.

The appropriate strategy also depends on the industry’s relative attractiveness and the com-
pany’s competitive strength in it. A company in an unattractive industry that possesses competitive
strength should consider shrinking selectively. A company in an attractive industry that has com-
petitive strength should consider strengthening its investment. Companies that successfully restage
or rejuvenate a mature product often do so by adding value to it.

Strategies for harvesting and divesting are quite different. Harvesting calls for gradually reduc-
ing a product or business’s costs while trying to maintain sales. The first step is to cut R&D costs
and plant and equipment investment. The company might also reduce product quality, sales force
size, marginal services, and advertising expenditures, ideally without letting customers, competi-
tors, and employees know what is happening. Harvesting is difficult to execute, yet many mature
products warrant this strategy. It can substantially increase current cash flow.5

When a company decides to divest a product with strong distribution and residual goodwill, it
can probably sell the product to another firm. Some firms specialize in acquiring and revitalizing
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keting Insight

Managing a Brand Crisis

Marketing managers must assume a brand crisis will someday arise.
Whole Foods, Taco Bell, JetBlue, and toy and pet food brands have all
experienced potentially crippling brand crises, and AlG, Merrill Lynch,
and Giti were rocked by investment lending scandals that eroded con-
sumer trust. Widespread repercussions include (1) lost sales, (2) re-
duced effectiveness of marketing activities for the product, (3) increased
sensitivity to rivals’ marketing activities, and (4) reduced impact of the
firm’s marketing activities on competing brands.

In general, the stronger brand equity and corporate image are—
especially credibility and trustworthiness—the more likely the firm can
weather the storm. Careful preparation and a well-managed crisis man-
agement program, however, are also critical. As Johnson & Johnson'’s
nearly flawless handling of the Tylenol product-tampering incident sug-
gests, the key is that consumers see the firm’s response as both swift
and sincere. They must feel an immediate sense that the company truly
cares. Listening is not enough.

The longer the firm takes to respond, the more likely consumers
can form negative impressions from unfavorable media coverage or
word of mouth. Perhaps worse, they may find they don't like the brand
after all and permanently switch. Getting in front of a problem with PR,
and perhaps ads, can help avoid those problems.

Consider Perrier. In 1994, Perrier was forced to halt production
worldwide and recall all existing product when traces of benzene, a known
carcinogen, were found in excessive quantities in its bottled water. Over
the next weeks it offered several explanations, creating confusion and
skepticism. Perhaps more damaging, the product was off shelves for over
three months. Despite an expensive relaunch featuring ads and promo-
tions, the brand struggled to regain lost market share, and a full year later
sales were less than half what they had been. With its key “purity” associ-
ation tarnished, Perrier had no other compelling points-of-difference.
Consumers and retailers had found satisfactory substitutes, and the brand
never recovered. Eventually it was taken over by Nestlé SA.

Second, the more sincere the firm’s response—a public acknowl-
edgment of the impact on consumers and willingness to take necessary
steps—the less likely consumers will form negative attributions. When
consumers reported finding shards of glass in some jars of its baby food,
Gerber tried to reassure the public there were no problems in its manufac-
turing plants but adamantly refused to withdraw products from stores.
After market share slumped from 66 percent to 52 percent within a cou-
ple of months, one company official admitted, “Not pulling our baby food
off the shelf gave the appearance that we aren’t a caring company.”

Sources: Norman Klein and Stephen A. Greyser, “The Perrier Recall: A Source of
Trouble,” Harvard Business School Case #9-590-104 and “The Perrier Relaunch,”
Harvard Business School Case #9-590-130; Harald Van Heerde, Kristiaan Helsen,
and Marnik G. Dekimpe, “The Impact of a Product-Harm Crisis on Marketing
Effectiveness,” Marketing Science 26 (March-April 2007), pp. 230-45; Michelle L.
Roehm and Alice M. Tybout, “When Will a Brand Scandal Spill Over and How
Should Competitors Respond?” Journal of Marketing Research 43 (August 2006),
pp. 366-73; Michelle L. Roehm and Michael K. Brady, “Consumer Responses to
Performance Failures by High Equity Brands,” Journal of Consumer Research, 34
(December 2007), pp. 537-45; Alice M. Tybout and Michelle Roehm, “Let the
Response Fit the Scandal,” Harvard Business Review, December 2009, pp. 82-88;
Andrew Pierce, “Managing Reputation to Rebuild Battered Brands, Marketing
News, March 15, 2009, p. 19; Kevin O’'Donnell, “In a Crisis Actions Matter,”
Marketing News, April 15, 2009, p. 22.

“orphan” or “ghost” brands that larger firms want to divest or that have encountered bankruptcy
such as Linens n’ Things, Folgers and Brim coffee, Nuprin pain reliever, and Salon Selective sham-
p00s.%* These firms attempt to capitalize on the residue of awareness in the market to develop a
brand revitalization strategy. Reserve Brands bought Eagle Snacks in part because research showed
6 of 10 adults remembered the brand, leading Reserve’s CEO to observe, “It would take $300 mil-

lion to $500 million to recreate that brand awareness today.
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If the company can’t find any buyers, it must decide whether to liquidate the brand quickly or
slowly. It must also decide how much inventory and service to maintain for past customers.

Evidence for the Product Life-Cycle Concept

(CJ Table 11.2 summarizes the characteristics, marketing objectives, and marketing strategies of
the four stages of the product life cycle. The PLC concept helps marketers interpret product and
market dynamics, conduct planning and control, and do forecasting. One recent study of 30 prod-
uct categories unearthed a number of interesting findings concerning the PLC:%

*  New consumer durables show a distinct takeoff, after which sales increase by roughly 45 percent
a year, but they also show a distinct slowdown, when sales decline by roughly 15 percent a year.
+  Slowdown occurs at 34 percent penetration on average, well before most households own a

new product.
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¢ The growth stage lasts a little over eight years and does not seem to shorten over time.

+  Informational cascades exist, meaning people are more likely to adopt over time if others
already have, instead of by making careful product evaluations. One implication is that
product categories with large sales increases at takeoff tend to have larger sales declines at
slowdown.

Critique of the Product Life-Cycle Concept

PLC theory has its share of critics, who claim life-cycle patterns are too variable in shape
and duration to be generalized, and that marketers can seldom tell what stage their product is
in. A product may appear mature when it has actually reached a plateau prior to another
upsurge. Critics also charge that, rather than an inevitable course, the PLC pattern is the self-
fulfilling result of marketing strategies, and that skillful marketing can in fact lead to contin-
ued growth.®’

Market Evolution

Because the PLC focuses on what’s happening to a particular product or brand rather than the
overall market, it yields a product-oriented rather than a market-oriented picture. Firms also need
to visualize a market’s evolutionary path as it is affected by new needs, competitors, technology,
channels, and other developments and change product and brand positioning to keep pace.®® Like
products, markets evolve through four stages: emergence, growth, maturity, and decline. Consider
the evolution of the paper towel market.
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I.:RIv AR Summary of Product Life-Cycle Characteristics, Objectives, and Strategies
Introduction Growth Maturity Decline
Characteristics
Sales Low sales Rapidly rising sales Peak sales Declining sales
Costs High cost per customer Average cost per customer ~ Low cost per customer Low cost per customer
Profits Negative Rising profits High profits Declining profits
Customers Innovators Early adopters Middle majority Laggards
Competitors Few Growing number Stable number beginning Declining number
to decline
Marketing
Objectives
Create product Maximize market share Maximize profit while defending  Reduce expenditure
awareness and trial market share and milk the brand
Strategies
Product Offer a basic product Offer product extensions, Diversify brands and items Phase out weak products
service, warranty models
Price Charge cost-plus Price to penetrate market Price to match or best Cut price
competitors’
Distribution Build selective distribution  Build intensive distribution Build more intensive distribution  Go selective: phase out
unprofitable outlets
Communications  Build product awareness Build awareness and Stress brand differences and Reduce to minimal level
and trial among early interest in the mass benefits and encourage brand needed to retain hard-core
adopters and dealers market switching loyals

Sources: Chester R. Wasson, Dynamic Competitive Strategy and Product Life Cycles (Austin, TX: Austin Press, 1978); John A. Weber, “Planning Corporate Growth with Inverted Product Life Cycles,” Long

Range Planning (October 1976), pp. 12—29; Peter Doyle, “The Realities of the Product Life Cycle,” Quarterly Review of Marketing (Summer 1976).
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Sainsbury’s no-nonsense value ap-
peal was just the right message to
send to UK customers in the midst

of a recession.

Paper TOWG]S Homemakers originally used cotton and linen dishcloths and

towels in their kitchens. Then a paper company looking for new markets developed paper tow-

els, crystallizing a latent market that other manufacturers entered. The number of brands grew

and created market fragmentation. Industry overcapacity led manufacturers to search for new

features. One manufacturer, hearing consumers complain that paper towels were not ab-
sorbent, introduced “absorbent” towels and increased its market share. Competitors produced their own
versions of absorbent paper towels, and the market fragmented again. One manufacturer introduced a
“superstrength” towel that was soon copied. Another introduced a “lint-free” towel, subsequently copied.
The latest innovation is wipes containing a cleaning agent (like Clorox Disinfecting Wipes) that are often
surface-specific (for wood, metal, stone). Thus, driven by innovation and competition, paper towels evolved
from a single product to one with various absorbencies, strengths, and applications.

Marketing in an Economic
Downturn

Given economic cycles, there will always be tough times, such as 2008—-2010 in many parts of the
world. Despite reduced funding for marketing programs and intense pressure to justify them as
cost effective, some marketers survived—or even thrived—in the recession. Here are five guidelines
to improve the odds for success during an economic downturn.

Explore the Upside of Increasing Investment

Does it pay to invest during a recession? Although the severity of the recent downturn took firms
into uncharted territory, 40 years of evidence suggests those willing to invest during a recession
have, on average, improved their fortunes when compared with those that cut back.*’

The amount of investment isn’t all that matters. Firms that
received the most benefit from increasing marketing investments

rival, or development of a neglected target market. With such

during a recession were often those best able to exploit a market-
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strong evidence, marketers should consider the potential upside
and positive payback of an increased investment that seizes market
opportunities. Here are two companies that made such a decision.

*  General Mills increased marketing expenditures for the 2009
fiscal year by 16 percent, increased revenues by 8 percent to
$14.7 billion, and increased its operating profit by 4 percent. As
CEO Ken Powell explained, “In an environment where you
have consumers going to the grocery store more often and
thinking more about meals at home, we think that is a great
environment for brand building, to remind consumers about
our products.””’

¢ UK supermarket giant Sainsbury launched an advertising and
in-store point-of-sale campaign called “Feed Your Family for a
Fiver” that played off its corporate slogan, “Try Something New
Today,” to encourage shoppers to try new recipes that would
feed families for only £5.

Get Closer to Customers

In tough times, consumers may change what they want and can afford,
where and how they shop, even what they want to see and hear from a
firm. A downturn is an opportunity for marketers to learn even more
about what consumers are thinking, feeling, and doing, especially the
loyal customer base that yields so much of a brand’s profitability.”*
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Firms should characterize any changes as temporary adjustments versus permanent shifts.”? In
explaining why it is important to look forward during a recession, Eaton CEO Alex Cutler noted, “It is
a time when businesses shouldn’t be assuming that the future will be like the past. And I mean that in
virtually every dimension whether it is economic growth, value propositions, or the level of govern-
ment regulation and involvement.”?

At the peak—the bottom—of the recession, a Booz & Company survey of 1,000 U.S. households
found 43 percent were eating at home more and 25 percent were cutting spending on hobbies and
sports activities. In both cases, respondents said they would likely do so even when the economy
improved.”* With consumer confidence at its lowest in decades, spending shifted in many ways. As one
retail analyst commented, “Moms who used to buy every member of the family their own brand of
shampoo are buying one big cheap one”>

The potential value and profitability of some target consumers may change. Marketers should
evaluate this factor to fine-tune their marketing program and capitalize on new insights. After un-
successfully chasing twenty-somethings with trendier clothing, Old Navy refocused its message to

target a budget-conscious mom shopping for herself and the family.”®

Review Budget Allocations

Budget allocations can be sticky and not change enough to reflect a fluid marketing environment. We’ve
seen repeatedly that the vast penetration of the Internet, improved functionality of the cell phone, and
increased importance of events, experiences, and emotions as marketing opportunities have dramati-
cally changed the marketing communications and channels environment in just five years.

A recession provides an opportunity for marketers to closely review how much and in what ways
they are spending their money. Budget reallocations can open up promising new options and eliminate
sacred-cow approaches that no longer provide sufficient revenue benefits. Underperforming distribu-
tors can be weeded out and incentives provided to motivate the more effective product sellers.

Marketing communications allow much experimentation. In London, T-Mobile created spon-
taneous, large-scale, interactive “happenings” to convey its brand positioning that “Life’s for
Sharing” and generate massive publicity. Its “Dance” video, featuring 400 dancers getting the whole
Liverpool tube station to dance, was viewed millions of times on YouTube.””

Firms as diverse as Century 21 realtors and Red Robin gourmet
burgers increased their Internet marketing activities during the re-
cession.”® The 120,000 U.S. dental practices were not immune to
the economic downturn, as patients chose to postpone dental Why add detergent 365 times a year
work apd even'sk1p routine cleanings. Mar'ly Qentls@ turne.d to when you coul ce?
marketing and increased personal communications with patients i e
via e-mail newsletters, calls to set up appointments, and even
Twitter messages to share new product or service developments.”’

To reflect more challenging
economic times, GE Profile
changed its ad strategy to
emphasize practicality.

100 years of inncvation. And we're just getting started

@ Pofi

Put Forth the Most Compelling

Value Proposition

One mistake in a recession is to be overly focused on price reductions
and discounts, which can harm long-term brand equity and price in-
tegrity. Marketers should increase—and clearly communicate—the
value their brands offer, making sure consumers appreciate all
the financial, logistical, and psychological benefits compared with the
competition.®’ The more expensive the item, the more important this value
framing becomes. In the recent recession, GE changed its ad messages for
the $3,500 Profile washer-and-dryer set to emphasize its practicality—it
optimizes the use of soap and water per load to reduce waste and saves
customers money by being gentle on clothes, extending their life.3!
Marketers should also review pricing to ensure it has not crept up
over time and no longer reflects good value. Procter & Gamble
adopted a “surgical” approach to reducing prices in specific categories
in which its brands were perceived as costing too much compared
with competitive products. At the same, it launched communications
about the innovativeness and value of its many other brands to help
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ensure consumers would continue to pay their premium prices. Ads for Bounty claimed it was more
absorbent than a “bargain brand” of paper towels; headlines in print ads for Olay Professional Pro-X’s
Intensive Wrinkle Protocol proclaimed, “As Effective at Wrinkle Reduction as What the Doctor
Prescribed. At Half the Price”®?

Fine-tune Brand and Product Offerings

Marketers must ensure they have the right products to sell to the right consumers in the right places
and times. They can review product portfolios and brand architecture to confirm that brands and
sub-brands are clearly differentiated, targeted, and supported based on their prospects. Luxury brands
can benefit from lower-priced brands or sub-brands in their portfolios. Take Armani as an example.

Armam Armani differentiates its product line into three tiers distinct in style, luxury,

customization, and price. In the most expensive, Tier |, it sells Giorgio Armani and Giorgio

Armani Privé, custom-made couture products that sell for thousands of dollars. In Tier II, it

offers Emporio Armani—young, modern, more affordable styles—and Armani jeans that

convey technology and ecology. In lower-priced Tier Ill are more youthful and street-savvy
translations of Armani style, AIX Armani Exchange, sold at retail locations in cities and suburban malls. The
brand architecture has been carefully devised so each extension lives up to the core promise of the Armani
brand without diluting the parent’s image. But clear differentiation also exists, minimizing consumer
confusion and brand cannibalization. In tough economic times, the lower end picks up the selling slack and
helps maintain profitability.

Because different brands or sub-brands appeal to different economic segments, those that target
the lower end of the socioeconomic spectrum may be particularly important during a recession.
Value-driven companies such as McDonald’s, Walmart, Costco, Aldi, Dell, EXTRADE, Southwest
Airlines, and IKEA are likely to benefit most. Spam, the oft-maligned gelatinous 12-ounce rectan-
gle of spiced ham and pork, found its sales soaring during the recession. Affordably priced and re-
quiring no refrigeration, Spam is, its maker Hormel claims, “like meat with a pause button.”%

Bad times also are an opportunity to prune brands or products with diminished prospects. In the
recession following the 9/11 tragedy, Procter & Gamble divested many stagnant brands such as Comet
cleanser, Folgers coffee, Jif peanut butter, and Crisco oil and shortening, to concentrate on higher-
growth opportunities with much success.

Summary

1. A market leader has the largest market share in the rele- 5. As important as a competitive orientation is in

vant product market. To remain dominant, the leader
looks for ways to expand total market demand and at-
tempts to protect and perhaps increase its current share.

today’s global markets, companies should not overdo
the emphasis on competitors. They should maintain
a good balance of consumer and competitor monitoring.

2. A market challenger attacks the market leader and Because economic conditions change and competitive
other competitors in an aggressive bid for more market activity varies, companies normally must reformulate
share. There are five types of general attack; chal- their marketing strategy several times during a product’s
lengers must also choose specific attack strategies. life cycle. Technologies, product forms, and brands also

3. A market follower is a runner-up firm willing to maintain exhibit life cycles with distinct stages. The life cycle
its market share and not rock the boat. It can play the stages are usually introduction, growth, maturity, and

4. A market nicher serves small market segments not Each product life cycle stage calls for different marketing

being served by larger firms. The key to nichemanship
is specialization. Nichers develop offerings to fully meet
a certain group of customers’ needs, commanding a
premium price in the process.

strategies. The introduction is marked by slow growth
and minimal profits. If successful, the product enters a
growth stage marked by rapid sales growth and increas-
ing profits. There follows a maturity stage in which sales



growth slows and profits stabilize. Finally, the product
enters a decline stage. The company’s task is to identify
the truly weak products, develop a strategy for each,
and phase them out in a way that minimizes impact on
company profits, employees, and customers.

8. Like products, markets evolve through four stages:
emergence, growth, maturity, and decline.

Applications

Marketing Debate

Do Brands Have Finite Lives?

Often, after a brand begins to slip in the marketplace or
disappears altogether, commentators observe, “All brands
have their day,” implying brands have a finite life and cannot
be expected to be leaders forever. Other experts contend
brands can live forever, and that their long-term success
depends on marketers’ skill and insight.

Take a position: Brands cannot be expected to last
forever versus There is no reason for a brand to ever be-
come obsolete.
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9. In a recession, marketers must explore the upside of
possibly increasing investments, get closer to cus-
tomers, review budget allocations, put forth the most
compelling value proposition, and fine-tune brand and
product offerings.

Marketing Discussion
Industry Roles

Pick an industry. Classify firms according to the four different
roles they might play: leader, challenger, follower, and nicher.
How would you characterize the nature of competition? Do
the firms follow the principles described in this chapter?
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Korean consumer electronics giant Samsung has made
a remarkable transformation, from a provider of value-
priced commodity products that original equipment man-
ufacturers (OEMSs) sold under their own brands, to a
global marketer of premium-priced Samsung-branded
consumer electronics such as flat-screen TVs, digital
cameras, digital appliances, semiconductors, and cell
phones. Samsung’s high-end cell phones have been a
growth engine for the company, which has also released

a steady stream of innovations, popularizing the PDA
phone, the first cell phone with an MP3 player, and the
first Blu-ray disc player.

Samsung initially focused on volume and market
domination rather than profitability. However, during the
Asian financial crisis of the late 1990s, when other Korean
chaebols collapsed beneath a mountain of debt, Samsung
took a different approach. It cut costs and reemphasized
product quality and manufacturing flexibility, which allowed
its consumer electronics to go from project phase to store
shelves within six months. Samsung invested heavily in
innovation and focused intently on its memory-chip busi-
ness, which established an important cash cow and rap-
idly made the company the largest chip maker in the
world. The company continued to pour money into R&D
during the 2000s, budgeting $40 billion for 2005-2010. Its
focus on R&D and increasing digital convergence have let
Samsung introduce a wide range of electronic products
under its strong brand umbrella. The firm also partnered
with longtime market leader Sony to create a $2 billion
state-of-the-art LCD factory in South Korea and signed a
milestone agreement to share 24,000 basic patents for
components and production processes.

Samsung’s success has been driven not only by suc-
cessful product innovation, but also by aggressive brand
building over the last decade. From 1998 to 2009, the
company spent over $7 billion in marketing, sponsored
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six Olympics, and ran several global ad campaigns
themed “Imagine,” “Quietly Brilliant,” and “YOU,” all which
included brand messages such as “technology,” “design,”
and “sensation” (human). In 2005, Samsung surpassed
Sony in the Interbrand brand ranking for the first time and
continues to outperform Sony today.

The economic downturn during 2008 and 2009 sig-
nificantly affected the semiconductor industry, overall
consumer electronics sales, and Samsung’s bottom line.
To survive, Samsung slashed profit margins, decreased
production, and cut inventories. As a result, the company
emerged at the end of 2009 with record-high quarterly
profits despite significantly smaller profit margins.

Today, Samsung is the global leader in flat-panel TVs
and memory chips, and the number two player in mobile
phones. It is focused on growing technologies such as
smart phones and has partnered with both Microsoft’s
Windows Mobile and Google’s Android software. In addi-
tion, Samsung has formed a green partnership with
Microsoft to help create energy-efficient computers.

Unlike rival firms, Samsung has become a global
leader by making both components for electronics
products and the actual devices sold to consumers,

and without acquiring major competitors. It has more
than doubled its employees from a decade ago to over
164,000 around the world. With record sales of $110 billion
in 2008, the company’s CEQ, Lee Yoon-woo, announced
the firm hopes to hit $400 billion in revenue by the year
2020. To accomplish this aggressive goal, Samsung
will explore areas like health care and home energy
products.

Questions

1. What are some of Samsung’s greatest competitive
strengths?

2. Samsung’s goal of $400 billion in sales by 2020
would bring it to the same level as Walmart. Is this
feasible? Why or why not?

Sources: Moon Ihiwan, “Samsung Is Having a Sony Moment,” BusinessWeek, July 30, 2007, p. 38;
Martin Fackler, “Raising the Bar at Samsung,” New York Times, April 25, 2006; “Brand New,”
Economist, January 15, 2005, pp. 10—-11; Patricia 0'Connell, “Samsung’s Goal: Be Like BMW,”
Business\Week, August 1, 2005; Heidi Brown and Justin Doeble, “Samsung’s Next Act,” Forbes,
July 26, 2004; John Quelch and Anna Harrington, “Samsung Electronics Company: Global
Marketing Operations,” Harvard Business School, January 16, 2008; Evan Ramstad, “Samsung’s
Swelling Size Brings New Challenges,” Wall Street Journal, November 11, 2009; “Looking Good?
LG v. Samsung,” Economist, January 24, 2009.
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International Business Machines Corporation (IBM) manu-
factures and sells computer hardware and software, offers
infrastructure services, and provides global consulting ser-
vices. It dates to the 1880s but became known as IBM only
in 1924, under the leadership of then-president Thomas J.
Watson Sr. Watson led IBM for four decades and helped es-
tablish some of its most successful and continuing business
tactics, such as exceptional customer service, a professional
and knowledgeable sales force, and a focus on large-scale,

custom-built solutions for businesses. Watson also created
the company’s first slogan, “THINK,” which quickly became
a corporate mantra.

From the 1910s to the 1940s, IBM's growth ex-
ploded, led primarily by sales of tabulating machines,
which helped underpin the Social Security system in the
1930s, and of war-related technologies developed for the
military during World War | and World War Il.

IBM evolved in the 1950s when Watson’s son,
Thomas J. Watson Jr., took over as CEQO. It was under his
management that the company paved the way for innova-
tions in computation. IBM worked with the government
during the Cold War and built the air-defense SAGE com-
puter system at the price of $30 million. In 1964, the firm
launched a revolutionary large family of computers called
the System/360, which used interchangeable software
and peripheral equipment. For it to succeed, however,
IBM had to cannibalize its own computer product lines
and move its current systems to the new technology.
Fortunately the risk paid off, and IBM architecture became
the industry standard. By the 1960s, IBM was producing
approximately 70 percent of all computers, beating out
early competitors General Electric, RCA, and Honeywell.

The 1980s—the beginning of the personal computing
era—were pivotal for IBM. In 1981, the firm launched the first
personal computer, which offered 18KB of memory, floppy
disk drives, and an optional color monitor. IBM also opened
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up new channels of distribution through companies like
Sears and ComputerLand. However, its decision to out-
source components of the PC to companies like Microsoft
and Intel marked the end of IBM’s monopoly in computing.
During the 1980s, its market share and profits eroded as the
PC revolution changed the way consumers viewed and
bought technology. IBM’s sales dropped from $5 billion in
the early 1980s to $3 billion by 1989. The dip continued into
the early 1990s when IBM felt pressure from Compag and
Dell and attempted to split the company into smaller busi-
ness units to compete. The results were disastrous, and IBM
posted net losses of $16 billion between 1991 and 1993.

Things turned around when a new CEO, Louis
Gerstner, refocused the company in a new strategic direc-
tion. Gerstner reconnected the company’s business
units, shed its commodity products, and focused on high-
margin businesses like consulting and middleware soft-
ware. IBM then introduced the iconic ThinkPad, which
helped regain lost share. To rebuild its brand image, the
firm consolidated its marketing efforts from 70 advertising
agencies to 1 and created a consistent, universal mes-
sage. In 1997, IBM’s chess-playing computer system,
Deep Blue, also helped lift IBM’s brand image by defeating
the world’s reigning chess champion in a historic event
that captured the attention of millions.

At the turn of the 21st century, IBM’s newest CEOQ,
Samuel Palmisano, led IBM to new levels of success in the
wake of the dot-com bust. He moved the company further
away from hardware by selling its ThinkPad division to
Lenovo and exiting disk drives. In addition, Palmisano em-
braced global consulting and data analytics by acquiring
close to 100 firms, including PricewaterhouseCoopers.

IBM now focuses on solving the world’s most challeng-
ing high-tech problems, such as better water manage-
ment, lower traffic congestion, and collaborative health
care solutions. Its most recent campaign, entitled “Smarter
planet,” highlights a few of the company’s accomplish-
ments to date and explores IBM’s ideas for the future.
Palmisano explained, “We are looking at huge problems
that couldn’t be solved before. We can solve congestion
and pollution. We can make the grids more efficient. And
quite honestly, it creates a big business opportunity.”

Today, IBM is the largest and most profitable information
technology company in the world, with over $103 billion in
sales and 388,000 employees worldwide. It employs scien-
tists, engineers, consultants, and sales professionals in over
170 countries and holds more patents than any other U.S.-
based technology company. From 2000 to 2008, IBM spent
over $50 billion on R&D; and approximately 30 percent of its
annual R&D budget goes toward long-term research.

Questions

1. Few companies have had such a long history of ups
and downs as IBM. What were some of the keys to its
recent success? Can its plans to solve some of the
world’s most challenging problems succeed? Why or
why not”?

2. Who are IBM’s biggest competitors today, and what
risks do they face with their current strategy?

Sources: Steve Lohr, “IBM Showing That Giants Can Be Nimble,” New York Times, July 18,
2007; Jeffrey M. O’Brien, “IBM’s Grand Plan to Save the Planet,” Fortune, April 21, 2009;
“IBM Archives,” IBM, www.ibm.com; Louis V. Gerstner Jr., Who Says Elephants Can't Dance?
Inside IBM’s Historic Turnaround (New York: Harper Business, 2002).




