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After assessing the competences and the competiiveness of the fim in Part I,
Part Il mainly looked at the interplay of the three Cs: the company, the customer and
the compefitors.
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The structure of Part Il an how it ftsin with th rest of the book

5. a marketing sirategy is the creation of a unique and valuable position, involving a
ot i Therefore, development of a marketing stategy requires actities
that are diferent from rivals to be ch

As shown in the diagram above, Part I is concerned with marketing decisions on the
strategic lovel.
interplay of different factors. A variety of inernal and external information is needed to
formulate a marketing strategy. This internal (Part ) and exteral (Part 1) information is
thensssesed n 3 SWOT arlysiswhich, together it the corporate issio,dfres

growth strategy ar U) market:

ingsrvoay. Though e SWOT anaas o aced on & hhor satogc vl 1o i
gram, it is important to note that this anaytic tool may be used on al strtegic levels,
including new product planning (tactical decisions).

Chapter 7 (including o.g. SWOT analysis) will be the basis for the output of the SBU
marketing strategy in Chapter 8 (Segmentation, positioning and competitive strategy).

Chapter 9 will discuss how the corporate social responsibity (CSR) strategy can
influence the overall marketing strategy.

These threo chapters aro then the inpu for developing marketing plans on the tactt

cal lovel (Part IV) and action planning level

I (Part V)

Each Part Introduction lists the chapters and case studies within the part and gives an overview of the topics
covered. It also includes a structure map that allows you to get a clearer picture of how the part is set out and
how it relates to the other sections in the book.

PART | VIDEO CASE STUDY

Tata Nano

Competitiveness of the world's cheapest car

The majority of growth in the global automobile industry
in the coming decade wil come from emerging
economies such as India, China and Eastem Europe.
And the largest contribution to growth of the auto mar-
ket in these countries will be the fast-growing small car
segment. The increasing disposable income of the
middle-class population i the key driver of the small car
market in developing nations. However, in developed
regions such as the US and Western Europe, stringent
environmental standards are increasing the need for
more fuel-efficient cars.

Tata motors

Indian conglomerate Tata Group (www.tata.com) em-
ploys nearly 300,000 people in 85 countries. Today the
Tata Group is India's largest conglomerate company, with
revenues in 2006-07 equivalent to US$28 billion (equal
t0 3.2 per cent of India’s GDP), and a market capitalisa-
tion of US$73 billion at the end of 2007. The Tata Group.
ccomprises 98 companies in seven business sectors.

One of the companies in the Tata Group is Tata
Motors. Tata Motors is gearing up for the global market.
Tata Motors, one of India's largest automobile makers,
manufactures buses, commercial trucks and tractor-
trailers, passenger cars (Indica, Indigo, Safari, Sumo,
and the ultra-cheap Nano), light commercial vehicles,
and utilty vehicles. The company sells its cars primarily
in India, but about 20 per cent of sales comes from
other Asian countries and Africa, Australia, Europe, the
Middle East and South America. In 2008 Tata Motors
bought the Jaguar and Land Rover brands from Ford for
about $2.3 billion. Tata Motors has a workforce of
22,000 employees working in its three plants and other
regional offices across the country.

Tata Motors has a lower than 20 per cent share of the
Indian car market and has recently been suffering a sales
slump. In 2007 Tata Motor produced 237,343 cars and
‘more than 300,000 buses and trucks. Outside India Tata
Motors is selling only a few cars so their interational
marketing experience is we

Tata Motors has some distinct advantages in compar-
ison to other MNC competitors. There is a definite cost
advantage as labour cost is 8-9 per cent of sales as
against 30-35 per cent of sales in developed economies.

Tt Nano Eulopean launch at a Motor Show 2008
2: © P Cox/Alamy

Tata Motors has extensive backward and forward link-
ages and itis strongly interwoven with machine tools and
metals sectors from other parts of the Tata Group. There.
are favourable government polices and regulations to
boost the auto indusity, e.g. incentives for R&D.

e acquisitions of Jaguar and Land Rover created
financial pressure for Tata Motors, with the company
stating that it wanted to spend some $1.5 billion over
the next four years to expand the faciliies manufactur-
ing the luxury brands. In addition o giving Tata a glo-
bally recognisable product, the Land Rover and Jaguar
deal also gives Tata an entry into the US. Through a deal
with Fiat, Tata s already distributing the ltalian cars in
India and may expand the offering into South America, a
Fiat stronghold.

Development of Tata Nano

In 2008 Tata unveiled the Nano, the cheapest car in the.
world, at the Auto Expo in New Delhi. The car seats five
people, gets up to 55 miles to the gallon, and sells for
about $2,230. At first the Nano will be sold only in India,
but Tata hopes to export them after a few intial years of
production; the Nano might be exported to Europe as
early as 2012. First shipments 10 Indian customers are
expected in mid-2000.

The alternative for Tata Nano
Source: © B OKane/Alamy

Tata Nano started with the vision of Ratan Tata, chair-
man of Tata Motors' parent, Tata Group, to create an
ultradow-cost car for a new category of Indian con-
sumer: someone who couldn't afford the $5,000 sticker
price of what was then the cheapest car on the market
and instead drove his family around on a $1,000 motor-
cycle. Many drivers in India can only afford motorcycles.
and it s fairly common to see an Indian family of four
on a motorcycle.

In India alone there are 50 million to 100 million peo-
ple caught in that automotive chasm. Until now none of
the Indian auto-makers have focused on that segment.
In that respect, the Nano is a great example of the Blue.
Ocean Strategy.

The customer was ever-present in the development
of the Nano. Tata didn't set the price of the Nano by
calculating the cost of production and then adding a
margin. Rather, it set $2,500 as the price that it
thought customers could pay and then worked back,
with the help of partners willing to take on a challenge,

to build a $2,500 car that would reward all involved
with a small profit.

The Nano engineers and partners didn't simply strip
features out of an existing car, the tack Renault took
with its Dacia Logan, which sells in India for roughly
$10,000. Instead, they looked at their target cus-
tomers' lives for cost-cutting ideas. So, for instance,
the Nano has a smaller engine than other cars because
more horsepower would be wasted in India's jam-
packed cities, where the average speed is 10 to 20 miles.
per hour.

The Nano aims to bring the joys of motoring to mil-
lions of Indians, doing for the subcontinent what the
Volkswagen Beetle did for Germany and the Mini for
Britain. But the plan has horrified environmentalists,
who fear that the demand for more cars from India's
aspirational and increasingly middle-class population —
now numbering 50 million in a country with a total
1.1 billion people ~ will add to pollution and global
warming.

Following each part introduction, you will find a Video Case Study from a leading international company. Read the
case study, watch the video, which is available on the Companion Website at: www.pearsoned.co.uk/hollensen,
and then answer the questions.
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CHAPTER 5

Competitor analysis and
intelligence

LEARNING OBJECTIVES

After studying this chapter you should be able to:
integrate competition into an environmental analysis

discuss competition and competitors at different levels:
~ budget competition

~ core benefit competition

~ product class competition

~ brand competition

specify the levels in competitor awareness

describe how to design a competitor intelligence (C) system

evaluate the information sources for CI

specily the contents of a competitor audit

evaluate the strengths and weaknesses of competitors
» assess current strategies of main competitors
give examples of how to evaluate the strengths and weaknesses of competitors

assess current strategies of main competitors
outiine possible response patterns of main competitors

156 PART Il ASSESSING T
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5.1 INTRODUCTION
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Most often competitive intelligence is used to mean the action of gathering analysing and
distributing information about products, customers, competitors and any aspect of the envir-
onment needed to support executives and managers in making strategic marketing decisions
for an organisation. Competitor intelligence (CI) is a more narrow term, as it only focuses
on the competitor aspect.

Except for a minor section dealing with interaction between competitors (section 5.3) this
chapter is mainly about how to analyse competitors, their behaviour and their strategies. A
more comprehensive analysis of competitor relationships s given in Chapter 6 (section 6.6).

Competitor intelligence is the publicly available information and other types of infor-
mation on competitors, current and potential, that is an important input in formulating a
marketing strategy. Managers at all levels in organisations should conduct competitive in-
telligence scanning to monitor market variables that are continuously shifting. To sustain
competitive position, managers must prepare to respond quickly to changes in customer
preferences, competitor strategies and technological advancements (Qiu, 2008; Dishman and
Calof, 2008).

owever, no general would order an army to march without first fully knowing the
enemy’s position and intentions. Similarly, before deciding which competitive moves to
make, a firm must be aware of the perspectives of its competitors. CI includes information
beyond industry statistics and trade gossip. It involves the close observation of competitors to
learn what they do bestand why and where theyare weak.

In most Western countries th as resulted in a maj of com-
petitor intelligence. The reasons for increasing Cl are:

o increasing competition between companies;
o deregulation;

o liberalisation;

o globalisation;

o periods of economic recession;

o reduced product and service differentiation.

Factors inhibiting the growth of Cl include:

o data protection;

o different legislation from country to country;

o fear that competitive intelligence is unethical;

o fear of counter-intelligence;

o failure of competitive strategies to yield the expected gain.

The use of Cl is increasing gradually. There is growing awareness of the need to have a com-
petitor strategy, which is every bit as important as the customer strategies that are already
commonplace (West, 1999).

In terms of their use of CI, companies seem hogo through a series of stages (see Figure 5.1).
At the first stage is competitor awareness. s entered soon after a company is
formed, or even before, when the start-up is bemg planned. Being competitor aware means
that the ke
and certainly unverified — about their products, their prices, the clients they have succeeded
in winning business from, the market sectors they service and the staff they employ.

‘The organisation that is competitor aware rarely uses the data that it holds other than for

competitors are known and that there is some knowledge ~ usually incomplet

occasional ad hoc tactical exercises, such as competitive pricing decisions, or as an input to a
business plan that has to be submitted to an external organisation, such as a bank.

Each chapter begins with a set of Learning Objectives
that will enable you to focus on what you should have

achieved by the end of the chapter.

Short Chapter Introductions concisely introduce the
themes and issues that are built upon within the chapter.
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These two basic factors will be further discussed later in this section.

The more value customers perceive in a market offering relative to competing offerings,
and the lower the costs in producing the value relative to competing producers, the higher the
performance of the business. Hence firms producing offerings with a higher perceived value
and/or lower relative costs than competing firms are said to have a competitive advantage in
that market.

This can be illustrated by the ‘competitive triangle’ (see Figure 3.3). There is no one-
dimensional measure of competitive advantage, and perceived value (compared to the
price) and relative costs have to be assessed simultaneously. Given this two-dimensional
nature of competitive advantage it will not always be clear which of the two businesses will
have a competitive advantage over the other

Looking at Figure 3.4, firm A will clearly have an advantage over firm B in case I, and
clearly have a disadvantage in case IV, while cases 11 and II1 do not immediately allow such a
conclusion. Firm B may have an advantage in case I, if customers in the market are highly
quality conscious and have differentiated needs and low price elasticity, while firm A may
have a similar advantage in case 11 when customers have homogeneous needs and high price
elasticity. The opposite will take place in case ITT
ffirm A has a clear firm B, this

in a higher return on investment for A, if A has a growth and B a hold policy. Thus perfor-
mance would have to be measured by a combination of return on investment and capacity
expansion, which can be regarded as postponed return on investment.

While the relationship between perceived value, relative costs and performance is rather
intricate, we can retain the basic statement that these two variables are the cornerstone of
competitive advantage. Let us take a closer look at these two fundamental sources of compet-
itive advantage.

Perceived value advantage

‘We have already observed that customers do not buy products; they buy benefits. Put another
way, the product is purchased not for itself but for the prommise of what it will deliver These
benefits may be intangible; that is, they may relate not to specific product features but rather
o such things as image or reputation. Alternatively, the delivered offering may be seen to out-
perform its rivals in some functional aspect.

Perceived value s the customer's overall evaluation of the product/service offered. So, es-
tablishing what value the customer is actually secking from the firm' offering (value chain) is
the starting point forbeingable o deliver the correc mix of value-providing ativiis It may

of physical attribut d technical support available
in relation to the particular use of the product. This also requires an understanding of the ac-
tivities that constitute the customer’ value chain.

Unless the product or service we offer can be distinguished in some way from its compet
tors there is a strong likelihood that the marketplace will view it as a ‘commodity’ and so the

GLOSSARY

4PsThe basic clements of the marketing mix: product,
place (distribution), price and promotion; also called the
controllable variables of marketing, because they can be
controlled and manipulated by the marketer.

above-th ertising  Advertising in the mass
‘media, including press, radio, elevision and posters.

adoption process The mental and behavioural stages
through which a consumer passes before making a pur-
chase or placing an order. The stages are awareness, inter-
est, evaluation, trial and adoption.

advertising  Non-personal communication that is paid
for by an identified sponsor, and. mvolves cither mass com-
munication via newspapers, mag: television,
and other media (e.g. billboards, o uop slgnage) or di
rect-to-consumer commaunication via direct

advertising agency A marketing services firm that as-

benchmarking The process of comparing the com-
pany’s products and processes to those of competitors or
leading firms in other industries to find ways to improve
quality and performance.

cording to the different benefits that consumers seek from

blue oceans The unserved market, where D
are not yet structured and the market is elatvely

Here tis about avoiding head-to-head compelmonvS« also
red oceans.

bottom-up method A sales forecasting method that

works up to larger-scale ones. See also top-down method.
brand An identifying feature that distinguishes one
produc from another, morespecifaly any e, trm,

1 design,ora these.

planning,
evaluating all or portions of their advertising programmes.

advertising objective A specific communication fask
target

specific period of time.
affordable approach Setting the promotion budget at
the level management thinks the company can affo

agent A marketing intermediary who does not take title
to the products but develops a marketing strategy and es-
tablishes contacts abroad.

AIDA  Awareness, interest, desire, action — the stages
through which a consumer is believed to pass before pur-
chasing a produc

allowance  Promotional money paid by manufacturers
0 retailers in return for an agreement to feature the man-
ufacturer’s products in some way.
always-a-share customers Customers who have low
switching costs and do not value long-term relationships
ith suppliers, making them more suited to transaction
marketing.
baby boom The major increase in the annual birth rate
following the Second World War and lasting untilthe early
1960s. The ‘baby boomers, now. movmg into middle age,
area prime target for mar}
below-the-line promotion Point-of-
exhibitions, .. any promotion which does not
involve pid-for media channels,

material, di-

brand equity The value of a brand, based on the extent

to which it has high brand loyalty, name awareness, per-

ceived quality; strong brand associations and other assets

such as patents, trademarks and channel relationships.

brand extension Us

launch a new or modified product in a new category.

break-even analysis The calculation of the quantity

needed to be sold to cover total costs.

break-even pricing ~Setting price to break even on the

costs of making and marketing a product; or setting price

to make a target profit.

bricks and mortar ~ Physical etail tores.

broker A wholesaler who does not take title to goods

and whose function is to bring buyers and sellers together

and assist in negotiation.

business cycle Recurrent fluctuations in general eco-
ity. The four phases of the business cycle are

prosperity,recession, depression and recovery.

business model The fundamental strategy underlying

the way a business unit operates.

business-to-business (B28) Marketing which in-

volves exchange relationships between two or more busi-

ness customers and suppliers

business-to-consumer (82C) Marketing which in-

volves exchange relationships between a firm and its end

customers, perhaps via rtailers.

a successful brand name to

Key Terms are highlighted in the text with a brief explanation in the margin where they first appear.

These terms are also included in the Glossary at the end of the book.
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162 PART I ASSESSING THE EXTERNAL MARKETING SITUATION

EXHIBIT 5.1

McDonald’s and Burger King in a symmetric interaction

In the fast-food industry, two leading play-

sponded in markedly different ways to the
obesity backlash. McDonald's has rolled
out a variety of foods it promotes as
healthy. Burger King has introduced high-
fat, high-calorie sandwiches supported by
inyour-face, politcally incorrect ads. As
the dominant player, McDonald's s the
lightning rod for the consumer and gov-
ernment backlash on obesity. It cannot
afford to ignore these concerns. Smaller
players like Burger King, realising this, see
an opportunity to cherry-pick share in the
less health-conscious fast-food segment.
Burger King competes asymmetrically

‘Source: Adapted from Courtney et al. (2009).

st foadt lading plyers: McDoraldsand Burger King
m Olver/Alamy (1op @ Tracey Foster/Alamy (ot

5.4 HOW DO WE LEARN ABOUT OUR COMPETITORS?

Cl activities can theoretically be performed by any person or department in an organisation,
not just by marketing or corporate strategy personnel. Traditional CI activities, unlike acts of
corporate espionage, include obtaining publicly disseminated or publicly accessible informa
tion (such as analysing annual reports) and engaging in routine transactions in open product
‘markets (such as buying and testing a competitor’s newest product). These activities are gen
erally viewed as being both legal and ethical (Calof and Wright, 2008).

Once  firm has decided to engage in Cl, it can choose from the following classifications of
CI (Hannon, 1997).
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EXHIBIT 6.3

Speedo's relations with its retailers (continued)

‘Source: Courtesy of Sposdo (wwspeedocom).

Finaly Speedo started an even closer cooperaton with two potentaly ighvgrowth customers i 1999 The
! commitment
120

is mgh. One of the client rts Division, Ex
high street stores, , as well as a P For Speedo, the rela-
tionship s crucial because, aside from the high economic relationship value, Sports Division shares s interest,
stocking only leading brands and not own-iabel products. The intiative for the project came from the operations
director who s stil in charge of the implementation and who assigned an account development team to work ex-
clusively on this one account. The team members have been selected to match the retailer's supply management
team and both teams'target s to improve the effectiveness and effciency of the supply chain.

‘Source: Adapted from Christopher and Jittner (2000).

Trust
“Trust is the belief that one’s alliance partner will act in a predictable manner, will keep his or
her word, and will not behave in a way that negatively affects the other. This last point is par-
ticularly salient under conditions where one partner might feel vulnerable due to a height-
ened dependence on the other.

In many alliances, partners are compelled to share information or knowledge that lies
near, if not at, the core of their business. Trust diminishes the concern that this knowledge
might be expropriated and used later to compete against the partner. This fear is very real
among managers of small companies that seek alliances with larger companies. These man-
agers fear that the larger firm is using the relationship to gain knowledge for its own benefit
Mendez et al., 2006).

New and engaging Exhibits analyse and discuss specific companies to show how the theories in

the chapter are used by well known brands in the business world.

CHAPTER 10

TABLISHING, DEVELOPING AND MANAGING BUYER-

LLER RELATIONSHIPS | 361

Leads  Quaified New->loyal customer:

opportieiies) cross-sell and up-sal

Proposals
New customer
4
- |

Example of a metic el ofa morio <!
How many leads () were any customers
convrted no aualied 159 bough rodus
opportuntes na given upgrades?

(TSR CRM structure: gain and retail

the definition might include: the size of the business, the industry sector it operates within
and the financial motivations of those required to define the term. The objectives of cross-
selling can be either to increase the income derived from the client(s) or to protect the rela-
tionship with the client(s). The approach to the process of cross-selling can be varied. Unlike
the acquiring of new business, cross-selling involves an element of risk that existing relation-
ships with the client could be disrupted. For this reason it is important to ensure that th
additional product or service being sold to the client(s) enhances the value the client(s) get
from the organisation.
‘There are three forms of cross-selling

1 Additional needs: the seller of product or service provider may hear of an additional
ncd,uneaedt the st hat he cutoner asand offe to moet i For cample in
icting an audit, an accountant islikely to learn about a range of needs for tax serv-
o o vivaion e and oere T e degree tht regulations allow, the accounts
may be able to sl services that meet these needs. This kind of cross-selling helped major
accounting firms to expand their businesses considerabl
2 Add-on services: this is another form of cross-selling. This happens when a supplier
shows a customer that it can enhance the value of its scrvice by buying another product
or service from a different part of the supplier’s company. When you buy a product, the
salesperson will offer to sell you insurance beyond the terms of the warranty. Though
common, this kind of cross-selling can leave a customer feeling strange. The customer
‘might well ask the salesperson why he needs insurance on a new product, Is it reall likely
Up-selling tobreakin just 12 months?
e on 3 Solution selling: in this case, the customer buying air conditioners is sold a package of
et hae e both the air conditioners and instalation services. The customer can be considered buy-
Coner e ing el from the hes,contrary t justair onditioners
s roitr - Uprsellingisa salestechnique whereby a salesperson attenmpt o have the customer purchase
s v oiio more expensive items, upgrades or other add-ons in an attempt o make a more profitable
sale. Up-selling usuall involves marketing more p services or products, but up-seling
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Red Bull Flugtag
Source: © Marcl Lammerhint/Red Bull Photo Fies

Rosso). The team is based in Mitton Keynes in the UK~ Competition
but holds an Austrian licence. The team won its first
Grand Prix as Red Bul at the 2009 Chinese Grand Prix
in Shanghai, with young German driver Sebastian

By definition, Red Bull operates within the functional
drinks market, which is mostly made up of sales from
energy drinks and sports drinks ~ Red Bullis only active

Vettel.
I tion 1o S Red Bul has I the energy dnnks mavkai Spurls drinks are not to be
developed the Mobile Energy Team programme con- st
o replenish e\ec"oly\es, sugar, water and other nutr-

sisting mostly of outgoing college students who dive
ents, and are usually isotonic (containing the same

specially designed Red Bull Mini Coopers with the red
can on the roof to promote the drink. They go to all
types of events and arrange sampling of the energy
drink. They are usually employed by Red Bull on a part-
time basis and often have teams running on 24/7
formats.

Allin all, Red Bull spends relativelyltte on traditional
print and TV advertising, instead relying on sponsor-
ships of sports or giving away samples at local events.
Since ts introduction, Red Bull has invested heavily in
building the brand, spending around 40 per cent of rev-
enue on marketing and promotion. As a comparison,
CocaCola spends 9 per cent.

proportions as ST ooty body) and used after
strenuous training or competition. Energy drinks, on the
other hand, mainly provide sugar and caffeine in order to
increase concentration or mental and physical capaci-
ties. The most wel-known sports drink is Gatora o
(Quaker Oats Co.), which was introduced in 1

Red Bull, despite being widely known as an energy
drink, has other uses such as a coffee, tea and soda
substitute, a vitamin/energy supplement, and a mixer for
aloohol.

‘The majority of consumers use Red Bull as a vitamin
supplement or energy stimulant in place of preferred
stimulants such as ginseng. Red Bull with its liquid

Colour figures and photos illustrate the key points and concepts and help clarify the topics

discussed.
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CHAPTER 1 INTRODUCTION | 17

1.7 SUMMARY

Over the past twenty years, considerable emphasis has been placed on the importance of
relationship marketing (RM). The reorientation of marketing has been at the expense of
the traditional approach to marketing, that i, transaction marketing (the 4Ps). However, the
premises of this book are that transactional marketing is till elevant and should be practised
concurrently with various types of RM.

In RM, customers take a much more active role than they normally are given. The success
of RM also, to a large extent, depends on the attitudes, commitment and performance of the
employees. If they are not committed to their role as part-time marketers and are not moti-
vated to perform in a customer-oriented fashion, the strategy fails. Besides customers and in-
ternal employees, the stakeholder view also includes other players in the RM process:
suppliers, competitors and other external players.

The chipter ends with a categoristion uf i  three forms of organisation: dyadic
of The

buyer—seller relationship

of relationships

In summer 2009, the new chief executive of the Prince of
Wales's agricultural business, Andrew Baker, is in upbeat
mood. He has recently announced plans to launch Duchy
Originals in America and India as part of a five-year plan
0 quadruple annual retail tumover from approximately
£50 millon to £200 millon. Baker, 49, took the top job at
Duchy in September 2007, having worked at Cadbury's
as managing director for Afrca, the Middle East and
Turkey. Although the world economy is still in an
‘economic recession, he is convinced that, as consumers
eat less at restaurants, they will stil be interested in
spending some extra money on affordable luxuries,
including a decent meal at horne.

Background of Duchy Originals

Duchy Originals Ltd was set up by Charles, Prince of
Wales, in 1990 and named after the Duchy of Comwall
estates that are held in trust by the Prince of Wales.
Prince Charles is very passionate about this busi-
ness. The values behind it are in line with his vision of 20
years ago. Prince Charles bought Home Farm in 1980,
which encompasses 1,100 acres around Tetbury. Man-
ager David Wilson masterminded the fam's conversion

ch\dsmvi,norelhuulcmnrhrr;A hn\dmwhm,,s
involving several stakeholders.

Prince Charles chats with staff packing Duchy Original
biscu
‘Source R Features
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Duchy Orginals arange marmalade
 Duchy Orgnas Lig

Duchy product was Oaten Biscuits, baked with organic.
oats and wheat harvested at the farm.

Prince Charles launched the company in 1990 to
provide natural, high-quality organic farm products in a
way that emphasises sustainable production, natural in-
gredients and traditional farming skils. Among its prod-
ucts are free-range meat and poultry, real ale, biscuits,
marmalade and preserves.

Duchy Originals is the name given to a brand of pre-
mium organic food and drink products. The company
Duchy Originals owns the Duchy Originals brand, but
does not produce or sell food that carries the Duchy
Originals brand name. Instead products with the Duchy
Originals name are sold and manufactured by a number
of different retail companies, all of whom pay royalties to
the Duchy Originals company. The total annual value of
these retail sales is over £63 million.

In December 2008, it was announced that the Duchy
Originals brand was partnering with Nelsons to pro-
duce a line of herbal remedies.

The ‘tumover’ of the Duchy Originals Ltd company,
which is the royalty income notified to the company, and
which is also the gross profit, came to £4.8 milion in
2007. Administrative expenses came to £3.31 milion
giving an operating profit of £1.63 million. The company
Duchy Originals Ltd is a wholly owned subsidiary com-
pany of the Prince's Charities Foundation, and from the

profit of £1.53 million a charitable donation of £743,000
was given to the Foundation in 2007 (the difference is
due to consolidation with subsidiaries). The Prince es-
tablished the Foundation in 1979 to enable him to help
support a variety of charitable causes and projects. In
pnnclp\e D\Achy Ongma\s Ltd donaws all of s net profits

0 the Prince’s Cf

In 2008 pmax pmMs decveased by 80 per cent as
sales of the Duchy luxury products tumbled 15 per cent.
According to the company, the decrease in profits is due
to the cost of expanding and restructuring the business.

The Prince’s Charities Foundation

In addition to receiving funds from Duchy Originals, the
Prince’s Charities Foundation also derives further
income through royalties from the sale of lithographs of
the Prince of Wales's watercolours, from charitable
donations, from retail sales at the Highgrove Shop in
Tetbury and from books written by His Royal Highness,
such as The Garden at Highgrove.

The Prince’s Charities Foundation receives an ever-
increasing number of requests for assistance, which are
considered on a regular basis by the Prince of Wales
and the Foundation's trustees. Over 100 charitable pro-
grammes benefited from the £4 millon donated to the
Foundation in the year 200708,

Donations are made to a wide range of chariies in-
cluding organisations working with environmental is-
sues, health and hospices, community and welfare,
education and training, heritage and the buit environ-
ment, charities supporting servicemen and women and
towards people affected by natural disasters.

The target market - LOHAS

The primary target group for Duchy Originals is the so-
called LOHAS ~(ifestyles of health and sustainability)
which is a particular market segment related to sustain-
able living, ‘green’ ecological initiatives, and generally
composed of a relatively upscale and well-educated
people, who are also willng to pay a relatively high price
for quality products such as Duchy Originals. Researchers
have reported a range of sizes of the LOHAS market
segment. For example, Worldwatch Institute reported
that the LOHAS market segment in the year 2006 was
approximately 30 per cent of the US consumer market.
The LOHAS concept is inspired by the authors Paul H.
Ray and Sherry R. Anderson, who coined the term
‘cultural creatives' in their book by the same name (Ray
and Anderson, 2000).

The organic food market remains a high-growth mar-
ket. The UK market is worth £2 billon per annum and s

to organic from 1985 over an eight-year period. The first

A Case Study concludes each chapter, providing a range of material for seminars and private study, by illustrat-
ing real-life applications and implications of the topics covered in the chapter. These also come with a set of

questions to help you test your understanding of the case.
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consumers a wider choice of products (financial, travel, white goods) with more detailed
information than is physically available in store.

Cost reduction: the Internet is widely perceived as a relatively low-cost place of purchase.
A key component of the low-cost airline carriers’ OCVP is that it s cheaper than phone
bookings. This simple price differential, together with the limited change behaviour re-
quired from phone booking to online booking, has been a key factor in, for example,
Ryanair's online ticketing channel effectively replacing all other booking modes.

2.9 SUMMARY

Competences are the skills, knowledge and technologies that an organisation possesses on
which its success depends. Although an organisation will need to reach a threshold level of
compeence in all s activities, it is likely that only some of these activities are core compe-
ese core competences underpin the ability of the organisation to outperform the
compiton md therefore must be defended and nurtured. Core e competences concen those
resources that are fundamental to a company's strategic positio
T the chapter, thece basic perspecives on dentihcation of core competences have been
presented:

. ce-b d view (RBV): an inside-out perspective;
o market orientation view (MOV): an outside-in perspective;
# value chain based view (VBV): between the RBV and the MOV.
‘The RBV emphasises the importance of firm-specific assets and knowledge. The underlying
approach of the RBV is to see the firm as a bundle of tangible and intangible resources, and to
<€ some ofthese esources a osly 1o copy and trade A firis resource posiion can lead 0
sustained competitive advantag

 Espciallyin knowledgeinensve frms,distinctive capabilis consist o imangible

In contrast to the MOV, which takes the environment as the critical factor determining an
organisation’s strategy, the RBY assumes Um the key factors for success lie within the firm it-
selfin terms of its es, capabil tences. The choice of the fi yis
not dul.nul by the constraints of the environment but is influenced more by calculations of
how can best exploit its relative to the inthe
external environment.

“The MOV is basically about adapting to the market environment by concentrating mainly
on customers and their needs.

The VBY intgratesdlements o boththe RBY and the MOV but it dose 0 without gnor-

ing the costs of performing the activities. The value chain provides a systematic means of
displaying and cutegorising aciviis Value actvities an be ivided i diffrent ways:

o primary and support activities;
o upstream and downstream activitis.

At each stage of the value chain the firm secks to add value and thus compete with its rivals.
‘The simplified version of the value chain used throughout the book contains only the pri-
mary activities of the firm. The value chain is not a collection of independent activities but a
system of interdependent activities. The firm'’s value chain activities are also related to other
actors’ value chains. Competitive advantages are created if the firm can:

o offer better perceived value for customers;

« perform the value chain activities at a lower cost than competitors.

Chapter Summaries reflect on what the chapter has
covered and will help you to consolidate your learning

and provide an important revision tool.
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UESTIONS FOR DISCUSSION

Explain the differences between the RBY, the MOV and the VBY.
What is the connection between the RBY and the RM approach?

Whatis the purpose of the value chain?

Why is it relevant to make a split between upstream and downstream activities in the
value chain?

awoe o

I the value chain also a relevant model for services?

How can the firm create competitive advantage by the use of resources and competences
in the firm?
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Questions for Discussion provide a useful
assessment to test your knowledge and encourage you
to review and/or critically discuss your understanding of
the main topics and issues covered in each chapter.

An extensive list of References at the end of each
chapter directs you to other books, journal articles
and websites, which will help you develop your
understanding and inspire independent learning.






