Prewew:s.ng the Concepts

_ In the pre\nous chapter you learned how-
marketers manage individual brands and "
entire. product mixes Ini. thls chapter p
we'll look into two addltlonal product
. topics: develnpmg new. products.-and -
. managing products through’ ‘their -life -
' -.cycles. New products are the lifeblood. of

. an orgamzatmn However new product
- development is, nsky, and many new pmd-' g
ucts fail. So; the first part of this chapter

- lays outa process for finding and growing

successful new preducts. Once intro- .
- duced, marketers want their products to
- enjoy a long and. happy life; In the sec-
ond part of the chapter; you' Il see- that .
every product passes through” several
life-cycle -stages. and that each stage -~
pases new challenges requiring different
marketing strategies and tactics. Finally, °
we'lk wrap: up our product and services
discussion by looking at two addjtional :
cons1derat10ns social - respons1hlhty in -
product decisions  .and.- mternatmna[ j
product and services. marketmg N

For apeners, consider Apple Computer."

. An early new-product innovatar, Appie

got off to'a fastand rmpresswe start But
‘only a _dec_ad_e_ta_ter, as its creative fires .
cooled, Apple found itself on the brink of
extinction. That set the stage for .ohe of

the most remarkable turnarounds in cor-
porate -history.” Read on “fo see- how -
Apple's cofounder, Steve .]obs, used lots: :
of-innavation and creatwe new pmducts
. to first start the company and then to.
o _remake it agam 20 years [ater

New-Product
Development and
Product Life-Cycle
Strategies

3 da;aérom the very siast, the tale of Apple Computer has been a tale of dazzling

gﬁﬂ creativity and custormer-driven innovation. Under the |eadership of is
& cofounder and creative genius, Steve Iobs, Apple’s very first personal com-
puters, intreduced in the late 1970s, stood apart because of their user-friendiy look
and feel. The company's Macintosh computer, unveiled in 1984, and its LazerWriter
printers, blazed new trails in deskiop compuling and publishing, making Apple an
garty industry leader in both innogvation and market share.

But then things took an ugly turn for Apple, In 1985, after tumuitunus struggles
with the new presicent he'd hired anly a year earlier, Steve Jobs left Appie. With Jobs
garte, Apple's creative fires cooled. By the late 19805, the company's fortunes dwin-
dled as @ new wave of PC machines, sporting Intel chips and Microsofi software,
swept the market. By the mid- to fate-1990s, Apple’s sales had plunged to $5 tillion,
50 percent off previcus highs. And its once-commanding share of the personal-
computer market had dropped to a tiny 2 percent. Even the most ardent Apple
jans—the “macolyles"—wavered, and the company's days seemed pumbered.

Yet Apple has enginesred a remarkable turnaround, Last year's sales soared to 2
recard %15 billion, more than double sales just two years earlier. Profifs rose a stun-
ning 20-fcld in that same two-year period, “To say Apple Computer is hot just dossa't
da the campany justice, " said one analyst. "Apple is smoking, searing, blisteringly hot,
not fo mention hip, with a side order of funky. . . . Gadget gesks sround the warld have
crowned Apple the keeper of all things cool.”

What caused this breathiaking turnasound? Apple rediscovered the magic that had
made the company so successful in the first place: customer-driven creativity and new-
product innovation. The remarkable makaovar began with the return of Steve Jobs in
1997. Since leaving Apple, Jobs had started a new computer company, NeXT. He'd
then bought out Pixar Animation: Studios, turning it into an entertainment-industry powe
erhouse. Jobs returmed to Apple determined to breathe new creative e and customer
focus into the company he'd cofounded 20 years earlier.

Jobs' iirst tasi was fo revitalize Apple’s computar business. For starters, in 1998,
Apple launched the iMac personal computer, which featured a sleek, egg-shaped
monitor and hard drive, all in one unit, In a futuristic translucant fwrquoise casing.
Withi its ane-button Internet access, this machine was designed spercifically for cruis-
ing the Internet (hence the "i" in “iMac™). The dramatic iMac won raves for design
and lurad buyers in droves, \Within a year, it had sold more than a million units.

lobs next unleashed Mac OS X, a ground-breaking new Apple operaiing system
that one observer called "the equivalent of a cross between a Porsche and an




Abram's tank.” OS X served as the launching pad for a new genaration of apple
compaiers and sottware products. Consider iLife, a bundle of programs that comes
with every new iMac, It incluges applications such as iMovie (for video editing), iDVD
{fos recarding maovies, digizal-photo slide shows, and music ante TV-playable DVDs),
iPhoto for managing and touching ur digital pictures), GarageBand (for making and
mixing your awn music)], and iWork (for making presentations and newsletters).

Thz iMac and Mac 05 X aut Apple back on the map in personal computing. But
Jubs kiew that Apple, slili a nicher claiming less than a 5 percent share of the 1S,
market, would rever catch u in computers with dominant competitars Cell and HE
Real growth: and stardom would reguire even more creative thinking. And it just
daogsn’t get much more creative than iPad and iTunes, inrovations that would utierly
change the way people acguire and listen to music.

& muysic Luff himseif, Jobs naticed that Kids by the millisns were using comput-
ars and CD writers to download digital songs from then-illegal online services, such
as Mapster, and then burning their own music CDs. He moved guickly to make CD
burners standard equipment on all Macs. Then, 1o help users download music and
manage their music databases, Apple's programmers created state-of-the-art juke-
box software called iTunes.

Even befare iTunes hit the streets, according to Apple watcher Brent Schendier,
Jobs “recognized that altnough storing and plaving music an your computer was
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pretty cool, wouldn't it e even cooler if there was a portable, Walkrar-type piayer that could hald all
your digital music so that you could listen to it anywhere? Less than nine months later, Apple infro-
duced the sleek and sexy iPod, a tiny computer with an amazing capacity to store digital music and an
easy-to-use interface for managing and playing it. In another 18 months, the Apple iTunes Music Store
opened on the Web, enabling consumers to legally download COs and indwidual songs. _

The results have bean astonishing. The iPod now ranks as cne of the greatest consumer electron-
ics hits of all time. By January of 2006, Apple nad sold more than 20 mitlon iPeds, and more than one
billion songs kad been downlpaded irom the iTunes Music Stare. “We had haped to self a miflion
songs in the first six months, but we did that in the first six days,” notes an Apple spekesman. And the
iFod Has now crested a whole new market for downlpadable videas, everything from music videgs to
television shows. Since last year's debut of the video iPod, users have cownloaded maore 35 million
videas. Both iPod and the iTunes Music Store are capiuring mare than 75 percent shares af their
respective markets,

&nple's success is atiracling a horde of large, resourceful competitors. To stay ahead, the company
must keep its eye on the consumer and continue to innovate. 5o, Appie isn't standing still. It recently
introduced a line of new, easy-to-use wireless gadgels that link home and business computers,
sterens, and ciher devices, ks Mac (pronounced dat-Mac) online subscription service has signed up
more than €00,000 mernbers. Appie bas also apened mare than 150 chic and gleaming Apple Stores.
Anct ohservers ses a host of new products just on or just aver the horizon: an iHome (a magical device
that powers all your digitat harne entartainment devices), an iPhone (a combination iPod and celt
phonel, and an iFod on Wheets (a digital hub thai iniegrates vour iPod with your car's entertainment
system).

For the secand straight year, Apple was named tne world’s most innovative company in Bastan
Consulting Group's “Most Innovative Company” survey of 940 senior executives in 68 countries. Apple
received an amazing 20 percent of the votes, twice the number of runner-up 3M and threes times that
of third-piace Microsaft.

Thus, almost overnight, it seems, Stave Jobs has transformed Apple from a failing nichs compuier
maker i3 @ majar force in consumer electrmnics, digital music ar:d video, and who knows whalt else in
the future. And he's done it through innovation—uoy refping these asound him to "Think Different”
{Appie's motta) in their guest to bring value to customers. fime magazine sums it up this way:

[Steve Jobs]'s recipe for success? He's a marketing and creative genius with a rare ability to get
inside the imaginstions of consumers and understand what will captivate them. He is obsessed
with the Apple user's experience. . . . For every product his compenies have released, it's clear
that soreone actually asked, How canwe "think different” about this? . . . Whether it's the ang-
inal Macintosh, the iMac, the iPod, the flat-panel monitor, even the Apple operating system,
mast of the company's groducts aver the past three decades have had designs that are three
steps ahead of the cempetitian, . . . Jobs has 2 drive and vision that renews itself, again and
again. It leaves you waiting for his next move.!

Ag the Apple story suggests, a company must be good at developing and managing new prod-
ucts, Every product seems to go through a life cycle—it is born, poes through several phases,
and sventually dies as newsr products come along that better serve consumer needs. This
product life cycle presents two major challenges: First, because all products eventually
decline, a firm wust be good at developing new products to replace aging ones (the challengs
of new-produet development). Second, the frm must be good at adapting its marksting strate-
gies in the face of changing tastes, technologies, and competition as products pass through
life-cycle stages (the challengs of product Lfe-cycle strategies}. We first look at the problem of
finding and developing new praducts and then at the problem of managing them successfully
pver their life cycles.
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& Product Failures: Visiting
the ¥ew Product Showcase and
Learning Centar is like finding
vourself in some nightmara
version of a supermarket. Each
praduct failure represents
squandered dellars and hopes.

Chapter 9 New-Product Development and Product Life-Cyele Strateries 253

1 New-Product Development Strategy

Given Lhe rapid chanpes in consumer tastes, technology, and compstition, companies st
develop a steady stream of new products and services, A firm can obtain new pruducts in two

ways. One is through_agquisition—by huvive s whole oo )
duce someune else's product. The other is th_mugh new- yroduct ds ment in the Com-

pany’s own rescarch-and-development department. By new products we mean original prod-
ucts, product improvements, product modifications, and new brands that the fism develops
through its own research-and-development offocls. New products ate important—io hath cus-
tomers and the marketers who serve them. “Both consumurs and comparnies love new prod-
ucts,” declares ¢ new-product consultant, “consumers because they solve problems and bring
variety to their lives, and companies because they are a key source of growth, 2

Yet, innovation can be very expensive and very r,\_:,__}gg Fur example, Texas Instrumen s
lost $660 ITON Belate wilharawing fom the home computer business. Webvan burned
through a staggering $1.2 billion trying to create a riew onling grocery business before shut-
ting its eyberdoors for a lack of customers. And despite a huge investment and fevered spacu-
lation that it could be sven bigger than the Internet, Segway sold only 6,000 of its human
transporters in the 18 months fullowing its lavnch, a tiny fraction of projected sales. Segway
has yet to do more than gain small footholds in niche markets, such as urban touring and
police departments.?

New prodncts face-tonsh-odds. Other costly product failures from sophisticated compa-
niefTnelude New Coke {Coca-Cola Company), Eagle Snacks (Anheuser-Busch), Zap Mail elec-
tronic mail (FedEx], Premier “smokeless” cigarettes (K.]. Reynaolds), Arch Deluxe sandwiches
(McDonald’s), and Breakfast Mates cereal-and-milk combas (Kellogg). Studies indicate that
up to 99 percent of all new consumer products fail. For example, of the 30,000 new food, bev-
erape, and beauly praducls launched each year, an estimated 70 to 90 percent fail within just
12 manths.?

Why do so many new products fuil? There are several reasons. Although an idea may be
good, the company may overostimate market size. The actual product may be poorly
designed. Or it might be incorrectly positioned, launched at the wrong time, priced too high,
or paarly advertised. A high-level executive might push a faverite idea despite paar market-
ing rescarch findings. Sometimes the costs of product development are higher than expected,
and sometimes competitors fight back harder than expected. However, the reasons hehind
some now-product failures seem pretty obvious. 1ty the following on for size:®

Strolling the aisles at Robert McMath's New Product Works collection is like find-
ing yourself in some nightmare version of a supermarket. There’s Gerber food for

P iy
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adults [pureed swest-and-sour pork and chicken Madeira), Hot Scoop microwave-
able ice cream sundaes, Premier smokeless cigarettes, and Miller Clear Beer. How
about Richard Simmons Dijon Vinaigretie Salad Spray? Most of the 82,135 prod-
ucts on display were abject flops. Behind each of them are squandered dollars and
hopes.

MrMath, the genial curator of this Smithsopian of consumerism, gets lots of
laughs when he asks his favorite question, “What were they thinking?” Some com-
panies failed because they altuched lrusted brand names to something totally out of
character, Far example, when you hear the name Ben-Gay, you immediately think
of the way Ben-Gay cream sears and stimulates your skin. Gan you imagine swal-
lowing Ben-Gay aspirin? Other mishegotten attempts to stretch a good name
include Cracker Jack cersal, Smucker’s premium ketchup, Fruit of the Loam laun-
dry detergent, and Harley-Davidson cake-decorating kits. Looking back, whal were
they thinking? You can tell that some Innovative products were doomed as soon as
you hear their names: Toaster Eggs. Cucumber antiperspirant spray. Health-Sea sea
sausage. Look of Buttermilk shampoo. Dr. Care Aerosol Toothpaste (many parents
questioned the wisdom of arming their kids with something like this!). Really,
what were they thinking?

i The New-Product Development Process

S0 companies face a problem--they must develop new products, but the odds wei avil
against success. It all, to create successful new products, a company must understand its con-
suIners, markets, and competitors and develop products that deliver superior value to cus-
tommers, I must carry out strong new-product planning and set up a systematic new-product
development process for finding and growing new products, Figure 2.3 shows the ¢ight major
steps in this process.

ides Generation

New-product development starts with,jdea generation—the systematic search for new-
product ideas. A company typically has to generate many ideas in order to find a few good
cnes. According to one munagement consultant, on average, companies "will run through
3,000 ideas before they hil a winuer” For instance, one brainsicrming session for
Prudential Insurance Company came up with 1,500 ideas and only 12 were considored cven
usable.® .

Major sources of new-product ideas include infernal sources and external sources such as
custeiners, competitors, distributors and suppliers, and others. T

Internal idea Bolurces
e =

’ Using Internaf sources, the company can find new ideas through furmal research and devel-
opment. It can pick the brains of its executives, scientists, enginemm
”’Eﬁ?&wspﬁople, Some companies have developed suceassful Zintrapreneyrial” programs that
encourage employees to think up and develop new-product ideas. For example, 3M's well-
knowm “15 percent rule” allows emplayaes to spend 15 percent of their time “bootlegping”—

FIGURE 9.1 Major stages in new-product development

Tty
dea L dea
- generatinn ©'sareening ¢ -




& Product ideas fram
tustomers: Advice from 250
train-set enthusiasts resukted
in the LEG( Santa Fe Super
Cirief set, a blockbuster new
product that sobd out in less
than two weeks.
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working on projects of personal interest, whether or not those projects directly benefit the
COMpany.

Samsung has even built a special center to encourage and support new-product inna-
vation internally—its Value Innovation Program {VIP} Center in Suwon, Scuth Korca. The
VIP Center is the ultimate round-the-clock idea factory in which company ressarchers,
engineers, and designers co-mingle to come up with new-product ideas and processes. The
invitation-only center features workrooms, dorm rooms, training ruvms, a kitchen, and a
basement filled with games, a gym, &nd a sauna. Almost every week, the center announces
a “world’s first” or "world’s largest” innovation. Recent ideas sprouling from the VIP
Center includes a 102-inch plasma HDTV and a process 1o reduce material costs on & multi-
function printer by 30 percent. The center has helped Samsung, once known as the maker
af cheap knock-off products, become one of the world's most innovative and profitable
consumer electronics companies.” '

Not a1l companies have such “innovation incubators,” However, any business can obtain
new ideas from employees, even small businesses. A recent survey of small companias
revealed that three-quarters of them directly encourage employess to make new-product and
service suggestions, More than half of these small businesses ¢ive bonuses or other recogni-
tion to those whose ideas are used.?

Everyone in the company can contribute good new-product ideas. “Most companies
operate under the assumpticen that big ideas come from a few big brains: the inspired founder,
the eccentric inventor, the visionary boss,” says one analyst. But in today's fast-moving and
comypeiitive environment, “it’s time to invent a less top-down approach to innovation, to
make it everybody’s business to come up with great ideas.”®

Hxitornal 1dea Spursses

s—— e
Good new-product ideas also come from customers, The company can analyze customer

uestivns and complainis to find new products that better solve consumer probleniE OT€0m-

pany engineers or salespeople can meet with and work alongside customers (o get suggestions
and ideas.

LEGO did just that when il invited 250 LEGO train-set enthusiasts to visit its New York
office to assess new dasigns. “We pooh-poohed them all,” says one LEGQ fan, an Inte] engi-
neer from Portland. But the group gave LEGO lots of new ideas, and the company put theru to
good use, “We literally produced what they told us to produce,” says s LEGO executive. The
tesult was the “Santa Fe Super Chief” set, Thanks to “word-of-mouse” endorsements from the




= SCreening new-product ideas
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[dea screening

_in order to spot geod ideas

250 enthasiasts, LEGO sold out the first 10,000 units in less than two weeks with no addi-
tional marketing.}¢

Consumers often create new products and uses on their own, and companies can benefit
by putting them on the market. For example, for years customers werc spreading the word
that Avon Skin-So0-Soft hath ail and moisturizer was also a terrific bug repeilent. Whersas
sumne consumers were coglent simply to bathe in water scented with the fagraat oil, others
carried it in their backpacks to mosquito-infested campsites or kept a bottle on the decks of
their beach houses. Avon turned the idea into a complete line of Skin-So-Soft Bug Guard
praducts, including Bug Guard Mosquito Repellent Moisturizing Towelettes and Bug Guard
Plus, a combination moisturizer, insect repellent, and sunscreen.?*

Finally, somne companies gven_give qustomers the fools and resonrces to design theic own

~pradurcts, Notes one expert, “Not only is the customer king, now he is matket-research head,
R&D chief, and product development marager, too."!? For example, computer games maker
Electronic Arts (EA] naticed that its customers were making new content for existing games and
posting it online far others to use freely. It began shipping basic pame development tools with
its games axd feeding customer innovations to its designers to use in crealing new games, “The
fan community has had a tremendous influence on game design,” says an EA executive, “and
the games are better as a result."t3

Companies must be careful not 1o.rely tog heavily nn customer inpyt when developing
mesv=pradugts. For some products, especially highly technical ones, customers may not know
what they need. “Merely giving people what they want isn't always enough,” savs one inno-
vation managerment consultant. “People want to be surprised; they want something that's bet-
ter than they imagined, something that sizetches them in what they like, "4

Beyond customers, companies can tap several other external sources. For example,
competitors can be a good source of new-product ideas. Gompanies watch competitors’ ads to
gga%lmm their new products. They buy competing new products, take them apart to sae
how they work, analyze their sales, and decide whether they should bring out a new product
of their owrL

Distributors and sup fiers can also contribute many geod new-product ideas.
Distributors are close to the market and can pass aleng infornmation about consumer problems
and new-product possibilities. Suppliers can tell the company about new concepts, tech-
niques, and materials that can be used to develop new products. Other jdea sources include
trade magazines, shows, and seminars: government agencies; new-praduct consultants;
advertising agencies; marketing research firms; university and commercial laboratories, and
inventors. :

Some companies seek the help of outside design firms, such as IDEO or Frog Design, for
new-product ideas and design. For examnple, Frog Lesign helped Tapperware find a new-
product solulion Lo 4 common customer problem—organizing that closet full of randomly
stacked plastic storage containers and matching the lids with the bases. From idea generating
to final prototypes, Frug Design developed Tupperware’s FlatOut saries, flexible containers
that can be collapsed, stacked, and stored flat with the lid attached. The new product received
several design awards. 1"

Idea Screening

The purpose of idea generation is to create a large pumber of ideas. The purpose of the suc-
ceeding stages is {g reduce that number. The first idea-reducing stage is idea screening, which
helps spot good ideas and drop poor ofies as soon as pagsible. Product development costs rise
greatly in [afer stages, so the company wants to go ahead only with the preduct ideas that wil]
turn inte profitable products.

Many companies require their executives to write up new-product ideas on a standard
form that can be revie®ed By & new-product committes, The write-up describes the product,
the target market, and the competition. Tt makes some rough estimates of market size, product
price, development time and costs, manufacturing costs, and rate of return. The committee
then evaluates the idea against a set of general criteria.

For example, at Kao Corporation, the large Japanege consumer products company, the new-
product committee asks questions such as these: Is the product truly useful to consumers and
society? Is it good for our pasticular company? Does it mesh well with the company's objectives
and strategies? Do we have the psople, skills, and resources to make it succeed? Does it deliver
more value to customers than do competing products? Is it easy to advertise and distribute?
Many companies have well-designed systems for rating and screening new-product ideas.
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Concept Development and Testing

An attractive idea must be developed inte g product coneept. It is important to distinguish
between a Emduct ides, a product concept, and a product im Ee A product fdea is an idea for

a possible product that the company can see itsclf SHETiAE o the mafkel| A product ot concept is
a detalied version of the 1dea stated in meamngful consumey lerms. A producf Jmage 15 the

1__Ipr0duct

Concept Dew emp*nem:

After more than a decads of development, DaimlerChrysler is beginning to commercialize
its experimental fucl-cell-powered electric ear. This car’s nonpolluting Fuel-cell system runs
directly en hydrogen, which powers the fuel

cell with only water as a by-product. Tt is
uighiy fuel efficient and gives the new car an
environmental advantage over even today's
superefficient paseline-electric hybrid curs.

DaimlerChryeler has released 30 “F-Cell”
cars in California and 100 more around the
world so that they can be tested under varying
weather conditions, traffic situations, and dri-
ving styles. Based on the tiny Mercedes
A-Class, the car accelerates from ¢ to 60 in 16
seconds, reaches speeds of 8% miles per hour,
and has a 100-mile driving range, giving il a
huge edge over battery-powered electric cars
that travel only sbou! 80 iniles belore needing 3
to 12 howre of rechiarging 18

Now DaimlerChrysler's task is to develop
this new product into alternative product con-

DaimlerChrysler's task is to develop its fuel-cell-powered F-Cell car into . cepts, find uut how attractive each concept is o
alternative product concepts, find cut how attractive each concept is to customers, customers, and choose the best one. k might

and chonse the best one.

Concept testing

esfii g ngw-nroduct concepts
;fﬁLMgmumLta:ga
—Lansumersto find out if ihe

concents have strorg N

creata the following product concepts for the
fuel-cell electric car
Concept 1 A maderately priced subcompact designed as a second family car to be used
around town. The car is ideal for running errands and visiting friends.
Concept 2 A madium-rost sporty compact appealing Lo young people.

Coneept 3 An inexpensive subcompact green” car appealing {o environmentally con-
scious people who want practical, low-pollating ranspostation. -

Concept 4 A high-end SUV appealing to thase wha lave the space SUVs provide but
lament the poor gas mileage.

Conoept Teafing

Concent tesling calls [or testing new-product concepts with groups of target consumers. The
concepts may be presenied to consumers ically or physically. Here, in words, is con-
cept 3: '

An efficient, peppy, fun-to-drive, fuel-celi-powered electric subrompact car that
seats four. This hydrogen-powered high-tech wonder provides practical and religble
trangpartation with virtually no pollution. It goes up to 85 miles per hour and, unlike
baltery-powered electric cars, it never needs Iecha.rgmg It’s priced, tlly equipped,
at $25,000.

For some concept tests, a word or picture description might be sufficient. However, a
more concrete_and physical prasentation of the concept will increase the reliability of the,

wLBﬂcepf T, Aftel being exposed to the concept, consumers then may he asked to react to it

hy answering questions such as those in Table 9.1
The answers to such questions will help the company decide which concept has the

strongest appeal. For example, the Jast question asks about the consumer's intention to
Fe T T T
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TABLE 9.1
Questians for Fuei-Cell-
Powered Electric Car
Goncept Test

Marketing strategy
developmeﬂt """

Ueaignlng an initial marketing
: strategy far a new product
hased an me product
concegt,
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1

. Do you understand the concept of a fuei-cel-powered electric car?

. Do you believe the claims about the car's performance?

. What are the major benefits of the fuel-cell-pawered electric car compared with
a conventional car?

. What are its advantages comparad with a battery-pawered electric car?

. What improvernents in the car's features would you suggest?

. For what uses would you prefer a fuel-celi-powered eleciric car to a convertional car?

. What would be 2 reasonable price to charge for the car?

. Who would b invelved in your decision to buy such a car? Who would drive it?

. Would you buy such a car {definitely, pmhably, probably nat, definitety not}?

(TR }

WD w4 s

buy. Suppose 10 percent of consumers say they “definitely” would buy, and another
5 percent say “probably.” The company could project these figures to the full population in
this target group to estimate sales volume. Even then, the estimate is uncertain becauss
people do not always carry oul their stated intentions.

Many firms routinely test new-product concepts with consumers before attempting to
turn them into actual new products. For example, AcuPOLL, a global brand-building
ragearch company, tests thousands of new product concepts every year, In past polls, M&M
Mini’s, “teeny-tiny” M&Ms sold in a tube container, received a rare A+ concept rating,
meaning that copsumers thought it was an gutstanding concept that they would try and
buy. Other products such as Glad Stand & Zip Bags, Clorox Wipes, the Mead Inteli-Gear

leatning system, and Elmer's 3D Paiat Pens
wweem e e Were also big hits,

Other product concepts didn't fare so well.
¢ Comsumers didn't think much of Exgedrin
R ! tension Headache Cooling Pads. Nor did they

: care for Mubrush Anti-Bacterial Toothbrush
Spray disinfectant, from Applied Microdontics,
which recelved an F. Most corsumers don’t
think they have a problem with “infected”
i toothbrushes. Another concept that fared poorly
was Chefl Williams 5 Minute Marinade, which
comes with a syringe customers use to inject the
marinade into meats. Soms consumers found
the thought of injecting something into meat a
i bit repulaive, and “it's just so politically incor-
! ract to have this syrings on there,” comments an
i AcuPOLL exerutive.l”

Faad,

maisdare,

Marketing Straiegy

.| Dévlopment

totide, | Suppose DaimlerChrysler inds that concept 3
3

M mecter for the fuel-cell-powered electric car tests hest.
:::::i::.; > The next step is marketing straiegy develop-
hons, i .ment, designing afi I0ilfal marketing strategy tor
introdueing this car ta the market
The macke

_;1@1_(% the__Elg_unecl product os1tmnmg, and
the s _a]ﬂ,_ma;:k.ci,s_h@l;_,___d | profit ggz 5 for thc

£ust few yeats, Thus:

1 Don'h apread germs. W thew

The target markst is younger, well-
educated, wmoderate-to-high-income

E AcUPQLL tests thousands of new-product concepts every year, Its po{{s cm’rectl}.r
predicted that CLOROX® Wipes would be a big hit with consumers.

individuals, conples, or small fam-
ilies seeking practical, environmentally
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responsible transportation. The car will be PO.E:ILIOIIE.‘CI as more fun to drive and less pol-
Inting than today's internal combustion engine or hybrid cars. It is also less restricting
than b:t’{tery-powered electric cars, which must be recharged regularly. The company
will aim to sell 100,000 cars in the frst year, at a loss of nut more than $15 million. In the
secand year, the company will aim for sales of 120,000 cars and a profit of $25 miliion.

The second part of the marketing strategy statement outlings the product’s plauned prite,
distribution, and marketing budget {or the first year:

The fuel-gell-powered electric car will be offered in three colors—red, while, and
blue—and will have optional air-conditioning and power-drive features. It will sell
at a retail price of $25,000—with 15 percent off the list price to dealers. Dealers
who sell more than 10 cars per month will get an additional discount of 5 percent
on each car sold that month. An adverlising budgét of $50 million will be split
50-5¢ between a national media campaign and local adverlising. Advertising will
emphasize the car's fun spirit and low emissions. During the first year, $100,000
will be spent on marketing research to find ouk who is buying the car and their sat-
isfaction levels.

The third part of the marketing strategy statemeit describes the planned long-run sales,
profit goals, and marketing mix strategy:

DaiinlerChrysler intends to capture a 3 percent long-run share of the tolal aute mar-
ket and realize an after-tax return on investment of 15 percent. To achieva this, prod-
uct quality will start high and be improved over time. Price will be raized {n the sec-
ond and third years if competition permits. The total advertising budget will be
raised each year by sbout 10 percent. Marketing research will be reduced 1o $60,000
per vear after the [irst year.

usiness Anslysis

Once management has decided on its product concept and marketing strategy, it can evaluate

the business attractiveness of the proposal, Business analysis 1_11volves a review of the sales,
costs, and profit projections for a new product o find aul wﬁt,ther they satisfy the company’s
oh}ectwes If they dn, the product can move to the product  devel opmerit stage.

To éstimate sales, the comtpany might look at the sales history of similar products and
conduct surveys of market opinion. It can then sestitnate minimum and maximum sales to
assess the range of risk, After preparing the sales forecast, management can estimate the
expected costs and profits for the product, including marketing, R&D, aperatians, accounting,
and finance costs. The company then uses the sales and costs figures to analyze the new prod-
uct’s financial attractiveness.

Product Development

So far, for many new-product coucepls, the product may have existed only as a word
description, a drawing, or perhaps a crude mock-np. 7f the product concept passes the
business test, it moves intg product development. Here, R&D or enpineering develops the
praduct (.onc.el.nt into a physical-preduet=he Broduct development step, however, naw
calls for a large jump in investment. It will show whether the product idea can be turned
into 2 warkable product.

The R&D department will develop and test one or more physical versions of the product
concept. R&D hopes tg desipn 3 prototype that will satisfy and excite consumers and that ¢an
be produced quickly and at budgeted Costs. Developing a successful prototyps can take days,
weeks, months, or even years.

Often, products undergo rigorous tests to make sure that they perform safely and sffectively
or that consurters will find value in them. Here are some examples of such product tests:*®

Thunk. Thunk. Thunk. Bshind a locked dovr in the hagement of Louis Vuitton's ele-
gant Paris headquarters, a mechanical arm hoists a brown-and-tan handbag a half-
meter off the floor—then drops it. The bag, loaded wilh an 8-pound weight, will be
lifted and drupped, over and aver again, for four days. This is Vuitton's test laboratory,
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a high-tech torture chamber for its fabled hoxury goods. Another piece of lab equip-
ment bombards handbags with uliraviolet rays to test resistance to fading. $till another
tests zippers by tugging them cpen and shutting them 5,000 timss. There’s even a
mechanized mannequin hand, with a Voittan eharm bracelet around iis wrist, being

shaken vigorously Lo make sure none of the charns fall off,

At Gilletts, almost everyone gets involved in new-product testing. Every working
dav at Gillelte, 200 volunteers from various departments come to work unshaven,
troop to the second floor of the company’s gritty South Boston plant, and enter small
booths wilh a siok and mireor. There they take instructions rom techoicians on the
other side of a small window as to which razor, shaving cream, or aftershave to use.

The wolunteers evalvate -tazors for

sharpness of blade, smoothness of
glide, and ease of handling. In a nearby
shower room, women perforn the
sawme ritual on their legs, underarms,
and what the company delicately refers
to as the “bikini area.” “We bleed so
vou'll get a good shave at home,”
ane Gillette employes.

A new product must have t

and alqo CE_I__‘V_E‘___?t a

_Lll

fF'T‘I ed nqx r"hn]nmr“ﬂ char:

strlke CONSUGIErs as bemg well built, eomifort-
able, and safe. Management must learn what
makes consumers decide that a car is well
built. To some consumers, this meany that the
car has “solid-sounding” doors. To others, it
means that the car is able to withstand heavy
impact in crash tests, Consumer tests are con-

& Product testing: Gitlette uses amployes-volunteers to test new shaving ducted in which consumers test-drive the car
praducts——"We bleed so you'll yet a good shave at home,” says a Gillette employee. and rate itg attributes.

Test Markefing

_Iest marketing If the product passes concept and product tests, the next siep is test marketing, the stage at
Tre sage of new-product which the product and marketing program are introduced inta more réalistic market settings.
rd.g}te.ﬂpmcﬂ.t-m which the - Test marketing gives the marketer cxpericnee with marketing the product before gomg to the
product and macketing great expense of full introduction. It lets the company test
Prodt
L_program ars tested in more ing propram—positioning strategy. advertising, distribution, pricing, branding and_p&ck'lgmg_
i _realistic markat settings N ~and budget levels.

“The amount of test marketing needed varies with each new product. Tast marketing
galn,_adva égE Whe-n

£osts can be hlgh _and it ta_kag fime that may allow com PPtlt(}T“-_D

already confident zbout the new product, the company may do llttle or no test marketing.
In fact, test marketing by consumer-goods firms has been declining in recent years.
Companies often do not test-market simple line extensions or coples of successful com-

petitor products.

However, when introducing a new product requires a blc mveqtment of when imanage-
ment is not sure of the product or marketing program, a c6Gpany may do a lot of test market-
ing. For instance, for more than two years, McDonald's has tested the redbax concept of auto-
mated DVD rental kiosks in its own restaurants and in supermarkets throughout major U.S.
markets. Using the kiosks, consumers can rent DVDs for $1 per night using their debit or
credit cards. Based on the success of these test markets—in Denver tests alone, the redbox
kiosks now command more than a 15 percent share of all DVD rentals.??

Although test-marketing costs can be high, they are aften small when compared with the
costs of making a major mistake. SHIL, test murkeling doesn't guarantee success, For exam-
ple, Procter & Gamble tested its Fit prddice Tinss Heavily Tof 11ve years and Ol
for three years. Although market tests suggested the products would be sycgessful, P&G

pulled the plug on both shortly afier their introductions.2?
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When using test marketing., conswumer
products companies usually choose one of
three approaches—standard test markeis, con-

trolled test markets T TTGIated tost T Kets

Standard Test Markeis

Using : Using sta.nda.rd test markets the company. finds
a sdel number of :eprebentalne test cities,

con ucts a full marEct}ng cam_p_algp i these__

and‘uses store audité, consumer a.ud dis-
fributar surveys, and other measures to gauge
“produit performance The results are used to
*furecasl national Eiles and profits, discover
potential product problems, and fine-tune the
marketing program.

Standard test markets have sume draw-
backs. They can be very costly and they may

E Test marketing: Based on fwo years of test marketing in six major LS. cities, take & lonpg time—some last as [ong as thiee to
MecDonaid's now plans to roll out Redbox DYD rental kiosks in ail of its restaurants five yBars. Moraover, campetitors can monitor
and in a slew of supermarkets acress the country. test market results or interfere with them by

=

cutting their prices in test cities, increasing
their prumotion, or sven buying up the prodact being lesled. Finally, test merkets give com-
petitors a lock at the company’s new product well before it is introduced nationally. Thus,
compsiitors may have time to develop defensive sirategies, and may even beat the company’s
product to the market. For example, while Clorox was still test marketing its new detergent
with bleach in selected markets, P&G launched Tide with Bleach nationally. Tida with Bleach
quickly becarve the segmenl leader; Clorox later wilhdrew its detergent.
Despile these disadvantages. standard fest markets are still the most widely psed
approach for major in-market testing. However, many companies today are shifting toward
quicker and cheaper controlled and simulated test marketing methods.

"ﬁésomces Inc.'s (IRI) BehavmrScan track individual consumer behavior for new produulb

from the television set to the checkout countar.

In each BehaviorScan market, IRI maintains a paoel of shoppers who report all of their
purchases by showing an identification card at check-cut {u participating stores and by
using g handheld scanner at home to record purchases at nonparticipating stores.?! Within
test stores, IRI controls such faclurs as shelf placerent, price, and in-store promotions for
the product being fested. IRI also measures TV viewing in each panel household and sends
special commercials to panel member television sets. D;.teut_mall_pmmqtlons can also be
testad.

Dgtailed scanmer information on sach consumer ‘s purchases is fed into 2 central com-
puter where 1L 18 combined wilh (1e Consumer's demographic «nd TV viewing information
and reported daily. Thus, BehavierScan can provide stors-hy-store, week-by-week reports
on the sales of tesled preducts. Such panel purchasing data enables in-depth diapgnostics
not possible with retail paint-of-sale data alone, including repeat purchase analysis, buyer
demopraphics, and earlier, more accurate sales forecasts after just 12 to 24 weeks in mar-
ket. Most impertantly, the system allows companies to evaluate their specific marketing
efforts.

Contralied test markets, such as Behaviorscan, usually eost-less-lman-standard test mar-
ket kets 3..Also, because retail distribution is “forced” in the erst weeks of the test, controlled test
“Tnarkets can be completed fuch more quickly than standard test markets. Asin standard test
markets, controlled lest markets allow competitors ta gel a look at the company’s new prod-
uct. And some companies are concerned that the limited number of controlled test markets
used by the research services may not be representative of their products’ markets or target
consumers. However, the research ficms are Fxperwnrpd in projecting test warket results to
broader markels and can usnally account for biases in the test markets used.
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B (ontrolizd Test Markets: TRY: BehaviorScan system tracks individual consumer behavior for new producis
from the television set to the checkout counter.

Hmizisted Test Markes

Gompanies can also test new products in a simulated sho

ing environment. The company or
research firm shows adg.and promotions fora variety of E”fod_

1 1 including the naw praduct
buing lested, to_a sample of consumers. It pives consumers a small amaunt of money and

.invites them to a real or [ab __L_'étogf store w er_g____theyz_m_ﬂ}il keep the money_or use_it to bu

_ items. The researchers note how many consumers buy the asw product and compefing
" brands.
This simulation provides g measure of trial and the commercial’s effectiveness against
. tumpeling commercials. The researchers then ask consumers the reasons for thelrmirchaseor
" nonpurchase. Some wéeks later, they interview the consumers by phone to determine product
altitudes, usage, satisfaction, and repurchase intentions. Using sophisticated computer mad-
els, the researchers then project national sales from resulis of the simulated test market.
Recenlly, some marketers have begun to use interssting new high-tech approaches to simu-
lated test market research, such as virtual reality and the Internet.
Simulated tesl markets overcome some of the disadvantages of standard and controlled
test markets. Thay usuwally cost much less, can be run in eight weeks, and keejy the new prod-
_uct out nf competitors’ vigw. Yet, hecause of their small samples and simulated shopping
environments, many marketers do not think that simulatod test markeis are as acenrate or eli-
able ag larger, real-world tests.
Still, sirulated test markets are used widely, often as “protest” markels, Because they are
fast and inexpensive, they can be run to quickly assess & new product or its marketing program.
If the pretest results are strongly positive, the product might be introduced without further test-
ing. If the results are very poor, the product might be dropped or substantially redesigned and
retestad. Tf the results are promising but indefinite, the product and marketing program can be
tested further in controlled or standaed test markets.

Commercialization

AT R L T =
Tast marketing pives management the information needed to make a final decision about
_. Commercialization whather to launch the new product. If the company goes ahead with ¢pmmercialization—

Introduging & new proguc TGducing the new product to the market—it will face high costs. The company may have
“inio the market. T to build or rent 2 manufacturing facility. And, in the case of a major new consumer packaged
T good, it may spend hundreds of millions of dollurs for advertising, sales promotion, and other
markeling effarts {n the first year. For example, when Procter & Gamble intraduced its new
Fusion six-blade razor, it spent an eye-popping $1 billion on glabal marketing support, $300
million in the Urited States alone.??
The company launching a new produst must first decide on introduction timing. If
DaimlerChrysler's new fuel-cell electric car will eat into the sales 8T the Commpaiy s other cars,
its introduction may be delayed. If the car can be improved further, or if the economy is
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dowr, the company may wail until the follow-
ing year to launch it. However, if competitors
are ready to introduce their awn fuel-tell mod-
els, DaimlesChrysler may push to introduce the
car §ooner.
Next, the company must decide where to
launch the new product—ln a single location, &
“vegion, tHe dafional market, or the international
market, Few companies have the vonfidence,
capital, and capacity to launch new products
inta full national or international distrilnition.
They will develop a planned marke!. rolloat
_over time. In particular, small companies rnay
“enter aftractive cities or regions one at a tirne.
Larger companies, however, may quickly intro-
duce new models into several regions or into the
full national market. For example, Procter &
Gamble Taunched the Gillette Fusion razor with
a full national biitz. The launch began with
2008 Super Bowl ads costing more than $6 mil-
lion. Within the first week of launch, P&G had
blanketed 11.5. slores with same 180,000 Fusion
displays. After threc months, Fusion brand

B Commercialization: Procter & Gamble introduced its new Giltette Fusion six- awareness exceeded 60 percent, and the new

hlade razor with an eye-papping $1 hillion of glabal marketing suppart. It spent brand contributed to a 44 percent rise in overall
$300 million in the United States alone, complete with Super Bowl ads and star- U.5. sales of nondisposable razars.23

studded launch spectacutars.

Customer-centered new-
prndur.:t develapmerlt

trj_a__gj,qcuses o 6 ndmg neu'.r__

ways o solve CUStOmSF_.
problems and create more
custamer-satisfying
EXpETNEnCEs,

Companies with interpational distribution

systems may introduce new products through

labal rollouts, P&G did this with ils SpinBrush low-priced, battery-powered taothbrush. In a

swift and successful global assanlt—its fastest global rolout ever—P&G quickly introduced

the new preduct inlo 35 counlries. Such rapid worldwide expansion overwhelmed rival

Colgate’s Actibrush hvand. Within a year of its introduction, SpinBrush was outselling
Actibrush by a margin of fwo to one.?*

= Managing New-Product Development

The new-product development process shown In Figure 9.1 highlights the imporlunt activ-
ities needed to find, develop, and introducs new praducts. However, new-product devel-
opment involves more than just g going through a set of steps. Companies must take a holis-
tic approach to mmanaging this process. Successful new-product development requires a
customer-centered, team-based, and systematic effart.

Customer-Centered Wew-Producet Development

Above all else, new-product development must be customer centered. When locking for and
developing new products, compenies often rely too heavily on technical research in their
R&D labs. But like everything else in marketing, successful new-produst development begins
with a thorough understanding of what consumers need and value. Custnmer—center&d new-
pmdu(‘t developrﬁent icuusea on finding new ways io selve customer problem:; and create

One recent study found that the mobt successhul new pmducts are omes that are di renﬁ—
tiated, solve major customer problems, and offer a c:ompell'na stomer valug proposition.®

=~ THus, for products ranging from bathroom cleaners to Jot engines, today’s innovative compa-

nies are getting out of the ressarch lab and wmiogling with customers in the search for new cus-
iomer value, Consider these examples:28

People ai all levels of Procter & Gamble, trom brand managers to the GEO, look for
fresh idras by tagging along with and talking to customers as they shop for and use
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_Team-hased new-product
development,

. N . -
An approach to develaping
‘new products in whick, ™

rfr-l;cnts work Clozely.

t‘.:lgether Uver'app:ng Ihe
steps in the produgt

development proess to save

fimeandi Increasg.
eﬁet‘twenefaS

the company's praducts. When one P&G team tackled the problam of “reinventing
bathroom cleaning,” it started by “listening with its eves.” The group spent many
hiowrs watching consumers clean their bathrooms. They focused en “extreme users,”
ranging irom a prefessional house cleaner who scrubbed grout with his fingernail to
four single guys whose idea of cleaning the bathroom was pushing a filthy lowel
around the floor with a big stick. If they could make both users happy, they figured
they had a home run. One big idea—a cleaning tool on a remeovable stick that could
hoth reach shower walls and get into crannfes—got the gresn light quickly.
Consumers loved the prototype, patched together with repurposed plastic, foam,
and duct tape. Some refused to return it. The idsa became P&G's highly sucressful
Mr. Clean Magic Reach bathroom cleaning luol.

GE wants to infuse customer-centered new-product development thinking into
all of its diverse divisions. Executives from the GE Money division—which offers
credit cards, loans, and other consumer finance solutions—recently took a tour of
S5an Francisco. Dusing the tour, they watched how people use money—where they
get it, how they spend it, even how they carry it. Similarly, to unleash creativity in
15 top executives from GE's jet-engine business, the company took them out to
talk with airplane pilots and mechanics. “We even went to meet Larry Flyat's pri-
vate jet team,” says 2 manager who arranged the trip. “It's a way to ... increase
their empathy and strengthen their ability to make innovation decisions.”

Thus, customer-centered new-product development begins and ends with solving cus-
tomer problems. As one expert asks: “What is innovation afferall, if not prodicts and ser VEES
" ihaf offer fresh thinking in a way that mests the needs of customers?”2?

Team-Based New-Product Developigent

Good new-product development also requires a fotal:aumpany, cross-functional effort. Some
companies organize their new-product development process into the orderly sequence of
steps shown in lligure 9.1, sfarting with idea seneration and Endmg with commercialization.

Under this sequential product devefopmenr approdrh mm COmpany L"lqurtment works indi-

vidually to complete its stage. of the process before passing the new product along to the next

departmeut and_stage. This orderly, step-by-step process can help bring t.mltml to complex

and risky projects, But it also can bg_dangerpusly slow. In fast-changing, highly competitive
imarkels, such slow-but-sure product development can resuit in product [ailures, lost sales
and profits, and crumbling market positions.

In order to get their new products te market more quickly, many companies use-a-team-
based new-product ¢ develagrm-ml approach. Under this approach, company departments
work closely together in cross- ﬁmcuunaLLGams overlapping the steps in the praduct devel-
opment process to save time and increase effectiveness. Instead of passing the new product
from department to department, the company assembles a team of people from wvarious
departments that stays with the new product from start to finish. Such teams usually include
people from the marketing, finance, design, manufacturing, and legal departments, and even
supplier and customer companies. In the sequential process, a bottlenack at one phase cun
seriously slow the entire project. In the simultaneous approach, if une functional area hits
snags, it works to resolve them while the team moves on.

The team-hased approach does have same Hmitations. For example, it sometimes cre-
ales more orgenizational tension anr:l confubmn thdn the more orderly_sequential
_ approach. However, in tapidly cha
" lile cycles, the rewards of fast and flex1ble plOduLl development far exceed the
risks. Companies that combing both a customer-centered approach with team-hased new-

roduct development gain a hig competltlve edge b‘,' getting the rlght new products to
market fastar (ses Real Mar keting 9.1}

Systematic New-Produet Development

Finalty, the new-product development process should be holistic and systematic rather than
haphazard. Otherwise, faw Jow new ideas will surface, and many good it :___ i:
To cwcud these prohlems a company can 1n5tall an mnomnon  management system to, collect,
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You will never meet Catherine, Anna, Mada, or Monica.
Vi But he future success of Swedish home apiances
makar Elecirofux depends on what these four women zhink.
Cathering, for instance. a type A career waman who i a perfectionist
ai hamea, loves the idea of simply shiding her laundry basket into a
washing machine, instead of having to 3ift the clothes fram the basket
and insto the washer. That product idea has been moved onto thie fast
track for consideration.

S0, just who arg Cathering and the ather women? Well, they don't
actuzlly exist. They are composites based on in-depth interviews with
some 160,000 consumers from arcund the globe. To divine the
needs of these mythical customers, 53 Electrolux employees—in
teams that inciuded designers, enginsers, and marketers haiiing
from various Givisions—gathered in Stockholm last MNovemiper for a
wieekleng brainstorming sessior, The Satherine team began ty rip-
ping photographs out of a pite of magazines and sticking them onto
poster boards, Mext to a picture of 2 woman wearing a sharply tal-
ored suit, they scribbled some of Cathering’s atfributos: driven, busy,
and a it overwhelmed.

With the help of these characters, Electroiux product cevelopers
sre searchng for the insights theydl nead to dream up the next balch
of hot preducls, (s a new way of doing things {or Elacirelux, but then
again, a loi i new at the company. When Chief Executive Hans
Straberg took the nelm in 2002, Eiectroiux—which sells products
under the Electrolux, Eureka, and Frigidaire brands--was the world's
number-two hocmea zopliarces maker behind Whirlpool, The com-
pany faced spiraling costs, and iis midcle-markel procucts were
gradually fosing sut to cheaper gnods fram Asia and Eastern Europe.
Compstition in the Urnited Stales, where Electrolux gets 40 percent of
its sales, was ferocious, Tre company's sicck was treading water.

Strabarg had to do something radical, gsoecizlly in the arga of
new-product innovation. 3o he began breaking down barriers
betwean departments and forcing hs designers, engineers, and mar-

Sedi i

B rt
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keters to wark together to come up with new products. He also intro-
duced an intense focus on the customer. He set oui to hecomne “the
leader in our industry in terms of systematic development of new
products based on consumer insight.”

At the Stockholm brainstorming session, for example, group
leader Kim Scott urges everyone ™o think of yourselves as
Catherine." The room buzzes with discussion. ldeas are refined,
skatches drawn up. The group settles on three concepls: Bresze, a
clothes steamer that also rernoves stains; an Ironing Center, similar to
a pants press put for shirts; and Ease, the washing maching that
halds a laundry basket inside its drum.

Haif the group races off to the machine shop to turn out a prototype
for Bresze, while the rest stay upstairs o bang out a marketing plan.
Qver the next hour, designer Lennart Johansson carves and sandpapars
a bigck of peach-colored polyurethane until a contragtion that resem-
bles a cross batween an electric screwdriver and a handheld vacuum
breging to emerge. The designers in the group ward the Braeze o be
smaller, out enginesr Giuseppe Fruces points out that wauld isave too
iittle space for a charging staticn for the 1,500-wakt unit,

Far company veterans such as Fruceo, who works at Electrolux’s
fatiric care research and developrment center in Porcia, taly, this
aynharnic grouplhink is a refreshing changs: "We never used lo creale
new products ingather,” he savs, “The dasignars would cams Lp with
something enc then tell us to build ii.” Tha new way saves time and
morey by aveiding the technicai glitchas that crop up as a new
design moves from the drafting tabie 7o the factary floor, The ultimate
goal is to cuma up with new products that consumers will gladly pay
a premium for: Gadgats with drop-dead gnod looks ang claver foa-
turgs that cedinary peopie can understand without having to pore
through a thick users' manuai. "Consumers are prepared to pay for
good desigrn and good pedloemzance,” says CEO Stranerg

Faw companies have pulled off the range of hot new offerings that
Electrolux has. One clear hit is a cordless stick and hand vacuum,

Lustomercentered new-product development: Electrolux’s new-product team starts hy watching and talking
with consumers to understand their problems. Here, they build a bulletin board packed with pictures and post-
its detailing consumers struggling with household cleaning chares and possible product solutions. Then the
team maves to the tab to create products that solve customer problems. "We were Ehinking of you when we
develeped this product,” says Electrolux.

(continues)
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calied Pronto in the United States, Available in an array of metallic hues
with a reunded, ergonomic design, this is the Cinderella of vacuums,
Teo attractive to be locked up in the broom closet, it calls oui o be dis-
played in your kiichen. In Eurepe, it now commands 30 percent of the
market for stick vacs, a coup for a product with fewer than two years on
the market, The.Prarto is cleaning up in the United States, too. Stacy
Silk, & buyer at retail chain Best Bay, says it is ang of her hottest sellers,
even though it retails for argund $100, double e prics of comparable
models. A recent check at Bast Buy's anline site shows that the Fronto
is currently out of stock, “The biggsst thing is the aesthetics,” Silk says.
“That gets people to watk over and look.”

Electroluy iz crafiing such new products even while moving away
from many traditional customer research tuols, The company relies
less heavily on: focus groups end now prefers to interview people in
their homes where they can be videotaped pushing a vacuurn or
shoving laundry into the washer. "Consumers think they know what
they wank, but they often have trouble articulating it," says
Electrolux’s senior vice-president for global design. “But when we
watch thern, we can ask, ‘Why do you do that? We can change the
produci and solve their problems.”

This customer-cemtered, team-based new-product develepment
approach s producing resuts. Under the new approach, new-
product launches have almost doubled in quantity, and the propor-
tion of new-product lasnches that result in ouisized unit sales is now
running at 57 percent of all introductions, up from araund 25 percent

oreviousty, As a resuli, Electrolux's sales, profits, and share price are
alf up sharply, :

It all bails down to understanding consumers and giving them
what they need and wani. According to a recent Electrolux annual
report:

“Thinking of you" sums up our product offering. That is how
we create vaiue for our cuslomers—and thereby for our share-
holders. All groduct developrment and marketing starts with
understanding consumer nesds, sxpectations, dreams, and
motivation. That's why we contact tens of thousands of con-
sumers throughout the world every vear. . .. The first steps in
product development are to ask quesiions, observe, discuss,
angd analyze. S0 we can actuaily say, "We were thinking of you
when we developed this product.”

Tharks to such thinking, Electrolux has now grown to become the
world's biggest household appliances company. Catherine and the
other women wauld be pleased.

Source: Partions adapted from Ariene Sains and Stanley Reed,
“Electrolux Cleans Up,” BusingssWaek, February 27, 2006, pp. 42-43;
with quotes and extracts adapted frorn “Products Developed on the
Basis of Consumer Insight,” Acceferalicn . . . Electrofix Annual Report,
Aprit 7, 2006, p. 7; accessed 2t www.eleckroiux.cominodes0.aspx.
Ardditianal informzaizian from Cardline Perry, “Elactrolux Doubles Spend
with Mew Strategy,” Marketing Week, February 16, 2006, pp. 7-9.

The company can appoint a respected senior person to be the company’s innovation

,--nangger. It can set up Web-based idea management software and encourage all company

stakeholders—employeds, suppliers, distributors, dealers—to become involved in finding
and developing new products. It can assign a cross-functional innovation management com-
mittes to evaluate praposed new-product {deas and help briag good ideas to market. 1t can
create recognition programs to reward those who contribute the best ideas.®

The innovation management system approach yislds two favorable outcomes. First, it
helps g_g:a;g_m;};ﬁ_@ﬂﬂl-orim&fy_d_ company cultare, It shows that top management sup-

parts, encourages, and rewards innovation. Second, it will yield a lagger o) rgl;germg‘flw-

_product ideas, amang which will be found some espacially good ones. The good new ideas
“will be more systematically developed, producing more new-product successes. No longer
will good ideas wither for the lack of a sounding board or a senior product advocate.

Thus, new-product success requires more then simply thinking up a few good ideas,
turning them into products, and finding customers for them. It requires a holistic approach
for finding new ways to create valued customer experiences, from generaling and screening
new-product ideas to creating ead rolling out want-satislying products to customers.

More than this, successfil new-product development requires a whole-company cam-

Lmitment, At companies knowan for their pew-product prowess—smﬁm,
aM, Procter & Gamble, and GE—the antire culture encourages, supports, and rewards
innovation. Consider 3M, which year aller year rales among the warld's most innovative
companies:*

You see the headline in every 3M ad: “Innovation Working for You.” But at 3M, inno-
vation isn't just an advertising pitch. Throughaout its histery, 3M has been one of
America’s most innovative companies, The company markets more than 50,000
products, ranging from sandpaper, adhesives, and hundreds of sticky tapes to con-
tact lenses, heart-lung machives, and feturistic synthetic ligaments. Each year 3M
invasts $1.1 billion in research and launches more than 200 new products. But these
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& Inngvation: At 3M, new products don't just happen. The cempany’s entire culture
encourages, supports, and rewards innovation.

Innovation

T AR

After launching the new product. manapgement wants the product to enjoy a long and happy

new products don't just happen. 3M
works hard to create an entrepreneurial
culture that fosters innovation. For
more than a century, 3M's culture has
encouraged employees 1o take risks
and by new ideas. 3M knows that it
must try theusands of new-product
ideas to hit one big jackpot. Trying out
lots of new ideas often means making
mistakes, but 3M accepts blunders and
dead ends as a normal part of creativity
and innovation,

In fact, “blunders’” have tarned into
somne of 3M's most successful products,
(Old-timers at 3M love to tell the story
about 3M scientist Spencer Silver
Silver started out lo develop a super-
strong adhesive; instead he came up
with one that didn’t stick very waell at
all, He sant the apparently useless sub-
stance on to other 3M researchers to see
whether they could find something fo
do with it. Nothing happened for sev-
erat years. Then Atthur Fry, ancther 3M
scientist, had a problem—and. an idea.
As a choir member in a local church,
Mr. Fry was having trouble marking
places in his hyrnal-—the little scraps
of paper he used kept falling out, He
tried dabbing some of Mt Silver's weak
glue on one of the scraps. I stuck nicely
and later peelsd off without damaging
the hymnoal, Thus were barn 30’s Post-
It Natas, a product that is now one of
the {op selling office supply products in
the world.
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life. Although it does not expect the product to sell forever, the company wants to earn a
decent profit to cover all the effort and risk that went into launching it. Management is aware
thal each product will have a life cycle, although its exact shape and length is not known in

advance.
Figure 9.2 shows a typical productlii

ction,

=2

introduction.

PLC), the course that a product’s sales

profits take over its lifetime. The product lile cycle has five distinct stages:

3. Growth is a period of rapid market acceptance and increasing profits.

4, Maturity is a period of slowdown in sales growth because the product has achieved
acceptance by most potential buyers. Profits level off or decline because of increased
marketing ouflays to defend the product against competition.

5. Decline is the period when sales fall off and profits drop.
s

amd

1. Product development begins when the company finds and develops a new-product idea.
Tiifing product d&velopment, sales are zere and the copany’s investment costs mount.

2. Introduction is & period of slow sales growth as the product is introduced in the mar-
ket. Profits ire nonexdstent in this stage because of the heavy expenses of product

Not all products fallow this product life cycle. Some products are introduced and dis

auickly: others stay In the inature stage for a long, long time. Some enter the decline stage and
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Style are then cycled back into the growth stage through strong promotion ar repositioning. It
A ba5|c and dlstlncwe mode seoms that a well-managed brand could live farever. Such vencrable brands as Coca-Cola,
er i ressmn T o Gillette, Budweiser, American Express, Wells-Targo, and Tabasco, for instance, are stll gaing
Fashi sirong efter more than 100 years,
Aas ! Thp PLC concept can desoribe a prodyet olass (gasoline-powered automobiles), a product
A curenty acceplpd.or of2zm (SUVs), or a brangd (the Ford Escape). The PLC concept applies differently in each case.

Fopular styls in & given fisld.
T =Y

Product classes have the longest life cycles-—the sales of many product clusses stay in the

mature stage for a long time. Product forms, in contrast, tend to have the standard PLC shape.

B Product life C_\,rcle Some prnducts die quickly: uthers stay in the mature
stage for a long, tong time. TABASCO Savce is “aver 130 years old and yet
still able to totally whup your hutt!”

Product forms such as “diai telephones” and “cassette
tapes” passed through a regular history of intreduction,
rapid growth, maturity, and decline.

A specific brand's life cycle an change quickly
becauses! changing competitive attacks and responses.
For example, although laundry svaps (product class)
and powderad detergents (product form)] have enjoyved.
fairly long life cycles, the life cycles of specific brapds
have tended to be much shorter. Today’s leading brands
of powdered laundry saap are Tide and Cheer; the lsad-
ing brands 75 years age were Fels Naptha, Octagon, and
Kirkman.3?

The PLC concepl alsy can be applied to what are
known as styles, fashmns_ _and fads. Their special life
cycles are shown In Fignre 9.3, A slyle is a basic and
distinctive mode of expression. For example, styles
appear in homes (colonial, ranch, transitional), cloth-
ing {formal, casual), and art (realist, surrealist,
ahstract), Once a style is invented, it may last for gener-
atipns, passing in aud out of vogue, A style has a cycle
showing several periods of ranewed interest. A fashion
is a currently accepted or popular style in a given fie
For example, the mora formal “business attire” lock of
corporate dress of the 1980s and early 1990s gave way
to the “business casual” look of today. Fashions tend to
grow slowly, remain popular for a while, and then
decline slowly.

Fads are temporary periods of unugually high sales
driven by consumer enthusiasm and immediate prod-
uct or brand popularity.®! A fad may be part of an oth-
erwise norrnal lifecycle, as in the case of recent surges
in the sales uf scouters and yo-yos. Cr the fad may com-
prise a braud’s ar praduct’s entire lifecycle. “Pet rocks”
are a classic example, Upon hearing his friends com-
plain about how expensive it was to care for their dags,
advertising copywriter Gary Dah] juked about his pet
rock. He soun wrote a spoof of a dog-training inanual
for it, titled “The Care and Training of Your Pet Rock.”
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Soon Dahl was selling some 1.5 millfon vrdinary beach pebbles at $4 a pop. Yet the fad, which
broke one October, had sunk like a stone by the nexl February. Dahl's advice to thoss who
want to succeed with a fad: “Enjoy it while it lasts.” Other examples of such fads include the
Rubik’s Cube, lava lamps, and low-carb diets,3?
The PLC concept can be applied by marketers as a useful framework for describing how
cmm_ang:ma;lsﬂs work, And when used carefully, the PLC conce pt can help in develop-

ing good marketing strategles for different stages of the praduct life eycle. But using the PLC
concept for forecasting product performance or for developing marketing strategies presenls

“some practical prablems. For example, managers may have trouble identitying which stage of

the PLEC the product is in or pinpointing when the product maves_into.the next stage, lhey

“also can bo di

may also find it hard to determine the factors that affedt the product’s movement through the
stapes.

Tn practice, it is difficult to forecast the.sales leyel at eack PLC stage, the length of gach.
stage, and the shape of the PLC curve, Using the PLC concept to develop marketing strategy
tult Docanse straiegy is both a cause and a result of the product’s life cycle.
The product’s current PLC position suggests the best marketing strategies, and the resuliing
marketing strategies affect product performa_nm in later 1tfe-cycle stages.

oycle. “As S arketers | mstlnc:tlvely embrace the old lifo- cvc:lc pa_mdlgrn they
fgl"ﬁ'helr products to following the curve into maturity and decline,” notes
one markeling professor. Instead, marketers
often defy the “rules” of the lfe cycle and posi-
tion their products in unexpected ways. By
doing this, “companies can rescuc products
foundering in the maturity phase of their life
cycles and return them to the growth phase.
And they can catapult new products forward
into the growth phase, leapfrogging obstacles
that eonld slow consumers’ aceeptance.”33

We logked ai the product development
stage of the product life cycle in the first part of
the chapter. We now look at strategies for each
uf the other life-cyele stapes.

the product l_1f
néedlessly éon

The 1ntmduct_gn slage starts when the new
product is first launched. Introduction takes
time, and sales growth is apt to be slow. Well-
known products such as instant coffes and
frozen foods lingered for many years belore
they entered a stage of rapid growth.

In this stage, as compared to other stages,
profits are, negatn_e_or Lg_ w because of Lhe luw

Fads Pat racks, mtmduted ane Octnher had sunk like a stone by the next

Ff_'bruar‘_.,.r

of the new pmduct and get them to try it
Because the market is not generally ready for
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product refinements at this stage, the company and its few competitors produce basic ver-
sions of the product. These fivms focus their selling on those buyers who are the most ready
to buy.

A company, especially the market pioneer, must choose a launch strategy that is consis-
tent with the intended preduct positioning. Tt should realize that the inilial strategy is just the
first step in a grander marketing plan for the product’s entire life cycle. If the pioneer chooses
its launch strategy to make a “killing,” it may be secrificing long-run revenue for the sake of
short-run gain. As the pioneer maves through later stages of the life cycle, it must continn-
ously formulate rew pricing, promotion, and other marketing strategies. It has the best chance
of building and retaining market leadership if it plays its cards correctly from the start.

Growth Stage

If the pew product satisfies the market, it will enter wﬂmﬁm which.sales wi]l start
climbing quickly. The early adopters will continue to buy, and later buyers will start follgw-
ing their lead, especially if they Deaz favorable word of mouth, Attracted by the opportu_ﬁmes
for profit, new competitors will enter the market. They will introduce new product features,

and the market will expand. The increase in competitors leads taan increasgin t the number of
distribution outlets, anT_ales jump just to build reseller mventones FPrices remiain where
they are ar faﬂm shg‘}itl_y' ml"."ompames gep their promiotion spending at the same ar a
slightly higher level. Educating the market remains a goal, but now the company must also
meet the competitiod:

Profils incressy during the growih stage, as E_Eromou':n costs gre spread over a large vol-

ﬂ_u.m&&,d.nd ag unit manufacturing costs fall. The Tirm tses several strategies to sustain rapid

markst gmwﬂi as long as pqss_l_l_ale It improves product quality and addsnew pJ:O_duct features
and _mdeld'“lt enters new markef segments and ey wl':‘LELuhﬂn hanngls, It shifts sor some
'1dvertlsmg ﬁon‘fﬁﬁﬂﬁng producl awareness (o buildmg product conviclion and purchase,
and it lowers_prices gt the right timeto-attract. more hu\aers‘

In the growlh stage. the firm faces a uade off belween high market share and high current

Lhrofit. By spending a lot of money on pro NEE M prOvement, promotion, ,and dlsi_ubutlon the
conpany cas captiire a dominant position. n doing so, however, it gives up maximum cug-
rent profit, which it hopes ic make up in the next stage.

Maturity Stage

At some point, a pwduct s sales prowth will slow down, and the product will enter amaturity
_stage, This manifity stage normally lasis Ionger than the previous s stages, and it poses slrong
challenges to marketing management. Most products are in the maturity stage of the life cycle,
and therefore most of marketing management deals with the mature product.
The slowdown in sales growth resnlts in many producers with many products to sell. In
turn, this overcapacit leads tq. _greaier competition. Competitors begm—“ﬂikj%%i@ﬂl
_prices. in reasmg_tEe;r advertising and sales promotions, and upping their R&D budgets to
fmd better versions of the product. Theése steps lead 10 a drop in profit. Some of the weaker
competitors, sturt dromout and the industry eventually contains only welkestablished

Sappetiton,
Although many preducts in the mature stage eppear toremsin vochanged for long peri-
ods, most successful ones are actualll: gvolving ta meet changing consumer needs. Product

meanagers should do more than Simply ride along Wwith oF ﬂﬁfél_lﬂ_them matiife products—a
good offense is the best defense. They should ccnslder modifying the market, product, and
"""""" w

In mod}jymg the markef, the company tries o increase the consumption of the enrrent
product, ¥ may Tnok for new users and new market seffietits, as when John Deere targ?tcd e
Tetiring buby-hoomer market with the Gator, a vehicle traditionally used on a farm, For this
new market, Desre has repositioned the Gator, promising that it can “take you from a do-it-
yourselfer to a do-it-a-lot-easier.”

The manager may also look for ways to increase usage amopg present _customers.
Amazon.com does this by sending permission-based e-mails to regular customers letting thein
know when their favorite authors or performers publish new books or CDs. The WD-40

- Company has shown a 164l knack for expanding the market by finding new uses for its popu-

Jar substance.




& The WD-40 Company's knack for finding new uses has made this popular
substance one of the truly essential survival #tems in most American homes,

Decline stage
Wct ct life-cycle stage
iTwhICE & prod L.cts ccIES
dc—‘clme’—H T
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In 2000, thes cumpany launched a search to
uncover 2,000 unigque uses for WD-4p,
After receiving 300,000 individual submis-
stoiis, i narrowed the list to the best 2,000
and posted it on the company's Web site.
Some consumers suggest shnple and practi-
cal uses. One teacher 1ses WD-40 to clean
old chalkboards in her classroom.
“Amazingly, the boards started coming to
life again,” she reports. “Not only were they
restored, but years of masking and Scotch
tape residue came off as well.” Others,
however, report some pretty unusual appli-
cationg. One man usey W5-40 to polish his
glass eye; another vses it to remove a pros-
thetic leg. And, did you hear about the nude
burglary suspect who had wedged himself
in &2 vent at a cafe in Nenver? The fire
department extracted him with a large dose
of WD-40. Or how about the Mississippi
naval officer who used WD-40 to repel an
angry bear? Then there's the callege student
who wrote to say that a friend’s niphtly
amorous activities in the next room were
vausing everyone in hiz dorm to lose
sleep—he solved the problem by treating
the squeaky bedsprings with WI}-40.**

The company might also try modifying,_the
products— chang_g characteristics such as qudllly,
features, style, or packaging to affract now users
and lo inspire more usage. [t misht improve the
Imoducts quelity and performance—its durability.

_religbility, speed, taste. It can improve the prod-
uct's styling and attractivensss, Thus, car manufac-
turers restyle their cars to atiract buyers who want
a2 new look. The makers of consumer fuod and

household products introduce new flavors, colors, ingredients, or packages to revilalize
copsumer buying.

Or the company might add new features that expand the product’s usefulness, safety, or
convenience. For sxample, WD-40 has recently introduced a new Smart Straw can fraturing a
permanently attached straw that never gets lost. And it brought cut a No-Mess Pen, with a
handy pen-shaped applicator that lets users “put WD-40 where you want it and nowhere else.”

¥inally, the contpany can try modifiing-the- markem;g@_z_ggx—mpmvmg sules by changing
‘one or more marketing mix.elements. It can cut prices to attract new users and competitass’
‘custormers. It can launch a better adverlising campaign or use aggressive sales promotions—
trade deals, cents-off, premiums, and contests. In addition to pricing and promotion, the com-
pany can also move into larger market channels, using mass merchandisars, if these channels
are growing. Finally, the company cun offer new or improved services to buyers.

Decline Stage

mrmdurt forms and brands sventually dip. The decline may be slow, as in
the case of catmeal cereal, or tapid, as in the cases of cassefic and VHS lapes. Sales may
plunge to zera, or they may drop to a low lavel where they continue for many years. This is
the ,declingksgge

Sales declme for many reasons, including technological advances, shifts in consumer

tastos, and mc:raased Gompetltmn As sales and profits declme. sgne firms withdraw fJ?Um the

tﬁélr prices further. T

N i

TR
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Mot s long ago, Procter & Gamble was a slumibering
giant. Mired in mature markets with magabrands such
as Tide, Crest, Pampars, and Pantzne, grawth had slowed and
earnings languished. But no longer, Now, thanks o & potent mix-
ture of renewed creativity and marketing rmuscle, P&G i3 once
ggain on the mave. In the past five years, PAG's stock price and
orofits have doubled.

The key to this success has been a renewad knack for innovation
and a string of successful new products. As vou've no doubt nated,
P&G innovations have popped Up repeatedly as examples in this
chapter. “From its Swiffer mop to battery-powered Crest SpinBrush
toothbrushes and Whitestrip tooth whitzners,” says ane ouserver,
"P&G has simply done & bettar job than rivals of coming up with rew
products that consumers crave.”

But it's not just pew products—F&G has besn working at
both ends of the product fife cycle. Along with creating innowva-
tive new products, P&G has become adept al kirning yesterday's
faded favarites into foday's hot new products. kerz are two
examples,

g, Clean
Mz, Clean’s shase of the all-purpose hausehold cleaner market had
plunged more than 45 percent in just ten years. But rather than
abandon the 48-year-old iconic orand, PRG chose Yo modify and
extend it. First, ii reformulated the core Mr. Clzan afl-purpose liouid
cleaner, adding antibacleria! properties and several new scents, Then
came some real creativity, PR&G exiended the brand to inciuce sev-
eral revalutionary new preducts,

The firat was Mr. Clean Magic Eraser, a soft, disposable salf-
cleaning pad thai acts like an eraser to lift away tough diri, includ-

ing difficult scuff and crayon marks. The Magic Eraser was soon
followad by products such as the Mr Clean AutcDry Carwash sys-
tem, which gives vour car a spot-free clean and shine with no need
to hand dry, and the Mr. Clean MagicReach bathroom cleaner,

Warking at both ends of the product Life cycle: Along with creating
innuvative new products, PEG has become adept at tuming yesterday’s
faded favarftes into today's hot new praducts. For example, its Mr. Clean
brand has now muscled its way back into a market-leading position.

Carrying a weak product can be very costly to a firm, and not just in profit terms. There
arc many hidden costs, A weak product may take up too much of management's time. It often
requires frequent price and inventory adjustments. It requires advertising and sales-force
attention that might be better used to make “healthy” products more profitable. A product's
failing reputation can cause custamer cancerns about the company and its other products.
The bipgest cost may well lie in the future. Keeping weak products delays the search for
replacements, creates a lopsided product mix, hurts curcent profits, and weakens the com-
pany’s foothold on the futare.

For these reasons, companies need to pay more attention to their aging products. The
ﬁrm 3 quf tagk is m 1den tify those ‘products inthe decline stage by regula.rf*}“z’-?‘ﬁewmg sales,

""" to mainfdin,

hdrv351 ar ci.rop eac:h of these der.,lmmg productb
Management may decide to maintain its brand without changs in the hope that com PEtl—
tors will lea‘he the mdustry For example, Procter & Gamble made good profits byt temaining in
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whuch helps gase the tougn job of cleaning those harg-ta-reach
hathroom spois.

As for the marketing muscle, P&G backed the new-groduct
launches with milions of dellars in marketing support. It spent
£75 million on marketing the first version of the AutoDry Czrwash
alone. Mow, aiter a decade of playing the 98-pound waakiing, Mr.
Clean has muscled {s way back 1o a market-ieading position as a
P&G billien-dollar brand.

Did Spice

When P&G acguired Old Spice in 199G, the orand waz largely a
has-been. It consisted mainly of a highly fragrant zftershave,
marketed to a rapidly graying custamer base through acs featur-
ing a whistling sailor with a girl in evary pori. Old Spice dendor-
ant ranked a dizsmal tenth in market share. But in a8 surorisingly
short tirme, P&G has fransformed a small stagnating orand inle &
rmen's personal care powerhouse, Oio Spice is now one of the
top-selling brands in the deodorani, anliperspirant, and body
spray category, with 10 parcent share of the almost $2.4 bill.an
markei.

To get there, F&G pulied off one of the hardest tricks in market-
ing: reviving a farifiar brand. To shed the image of “your father's
aftershave,” and to appsal to younger ouyars, P&G refocused on
performance, launching Gld Spice High Endurance deodorant in
1994, |t ditcnied the saiior ads and targetec guys 18 to 34, The
deadorant business grew steadily, but P&G shill wasn't drawing in
men 25 fo 45, who still rememberad Old Spice as a relic from
Dad's era.

S0 PG skipped 2 peneration and aimad QI2 Spice at first-time
teodorant users. k started handing out samples of Fligh Endurance
to fifth-grade health classes, covering %0 percent of the sabon's
schools. In 2000, P&G launched Old Spice Red Zone, & sub-brand
that offered even mare protection than High Endurance. Sales took

off, and by 2001, OId Spice was edging out Right Guard as the top
teen hrand.

Toreach teen boys, whe spend fess lime walcting T, P&G's mar-
keting for Gld Spice has gone well beyond the 30-second TV oom-
mercial {0 include lots of grassroats marketing. P&G hands out Cid
Spice sampiss at skateboerding events and gets the product inoo
locker rooms by sponsoring a contest for high-schaol feotball player
of the vear, Old Spice has even partnered with P&G brand Always ic
assembile sex-education packages for fifth-grace classrooms, entitled
“Always Changing: About You-—Puberty and Stufi” For boys, the
package comes complete with reading material, a videg, and Qid
Spice product samples.

F&G now Fas that Qld Spice =ailor whistling a whole new
tune. The once old znd stodgy is young again, and het, Beyvond
deodarant, PE&G sges Old Spice as 5 beachhead inte other prod-
ucts. It has already launched Qid Spice hedy sprays and body
washes and has licensed sales of razors and shaving cream.
What was old just gver five years ago 15 new agein-—and a lot
yournger,

Sources: Exempes edapted from partizns of Rabert Serrer, "Extrame
Makecwar,” Businass Week, November 1, 2004, pp, 105.106; and
Jack Neff, “Mr. Clean Gets $50 Millica Push," Advertising Age,
August 18, 2003, ap. 3, 32, with quotes and other infermaticn from
Todd Wasserman, "Mr. Clean AutoDry Geks en Overnau:”
Brandweesk, February 28, 2005, p. 17; Marek Fuchs, "Sex Ed.
Provided bty OIc Spice,” New York Times, May 29, 2005, 5. 14WC.1;
Jack Neff, “Who's No. 17 Deperds on Whao's Analyzing the Data,”
Advertising Age, June 12, 2006, n. 8; Constantine von Hoffman,

“A washout ar a Clean Sweep,” Grancweek, 1une 19, 2006, ps.
502-554; PAEG 2005 Annual Repott, aceessed at waw FO com,

July 2006, and information accessad at www, homemadesimple.
com/mreleant, Decembier 2006,

the declining liquid soap business as others withdrew. Or management may decide to reposi-
tion or reinvigorate the brand in hopes of moving it hack into the grawth stage of the product
life cycle. Procter & Gamble has dene this with several brands, including Mr. Clean and Old
Spice (see Real Marketing 9.2).

Management may decide to iarvest the produgt, which means reducing various costs
(plant and equipment, waintenance, R&D, advertising. sales forve} and hopmg that sales hald
up., If successful, harvesting will increase the company’s profits in the short run. Or manags-
“Thent may decide to drop the product from the line. it can sell it 1o another firm or simply lig-
uidate it at salvage value. Tn recent yEars, Procter & Gamble has sold off 4 number of lesser ot
declining brands such as Crisco and Jif peanut butter. If the company plans to find a buyer, it
will not want to run down the product through hacvesting.

Tahle 0.2 summarizes the key characteristics of each stape of the praduct life cycle. The
table alsa lists the marketing ohjectives and strategies for each stage.®
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TABLE 9.2

Swmmary of Product Life-
Cycle Gharacteristics,
dhjectives, and Strategies

Designing a Customer-Driven Marketing Strategy and Integrated Marketing Mix

Characteristics Introduction Growth Maturily Decline ;
Sales Low sales Rapidiy rising Peak sales Declmmg sales
i sales
" Gosts High cost per Average cost Law cost Low cost i
customer per customer per customer par customer
~ Profits Megative Rising profits High profits Declining :
: profits
; Customers |nnovatars Early adopters Middle Laggards <
majority
i Competitors Few Growing Stabtle number Declining :
number beginning to number
; decline
Marketmg beecrwes
i Create prod Lt Masimize Maximize Reduce
? awareness and market share prafit while expenditura and

triat defending mitk the brand

market share

Sfrafegf'es
; Produc’{ Df‘fer a basm Offer product Diversify brand Phase out
' produect extansions, and models weak items
' service,
! warranty
© Price Jse cost-plus Price tn Price to match Cut price
penetrate or heat
i market competitors
T Distritiution Builg selective Build intensive Build more Go selective:
distribution distribution intensive phase out
distribution unprofitable
outlets
Adwertising Build product Build Stress brand Reduce to level

Awdreness among

awareness and

differences and

needed to retain

early adoptars interest in the benefits hard-core |oyals
and dealers mass market .
Sales Promotion Use heavy sales Reduce to take Increase to Reduce to :
promation to advantage of encourage minimat t
antice trial heavy consumer  brand switching Tevel '

demaﬁd

Saurre Phlllp Kot!er Mar}refrng Management thh ed. [Upper Saddle Rl\.rer '\U Prenuce Hal-, 2006}

p. 332

i Additional Product and Service
Considerations

Here, we'll wrap up our discussion of products and services with two additional considera-
tions: social responsibility in product decisions a_nd issues of international product and ser-

vu:e ma.rketm&

Product Decisions and Social Responsibility

Product decisions have attracted much public attention. Marketers should carefully consider
ublic policy issues and regulations invGTving agqumimg or dropping products, Patent pr otec—

tion, product quatity and safety, and product warranties. '
= Regarding new products, the government 1'11:15,r prevent companies from adding products

. through acquisitions if the effe(,L threqlens o Jossen 1 competition. ij'rnpa.mes dropping prod-

ucts must be aware that th ey Dave legal obhgatmns written or fmplied, to their suppliers,
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dealers, and custoraers who have a stake in the dropped product. Companies must also obey
U.S. patent laws when developing new products. A company canmot make its product ille-
pally similar to anather company's established product.

Mannfacturers must comply with specific laws regarding product quality and safety. The
Federal Food, Drag, and Cosmetic Act protects consumers ﬁ%ﬁmﬁm{gbod,
drugs, and cosmetics, Various acts provide for the inspection of sanitary conditions in the
meat- and poultry-processing industries. Safety lepislation has been passed to regulate fab-
rics, chemical substances, automobiles, toys, and drugs and poisons. The Consumer Product
Safety Act of 1972 established a Consumer Product Safety Commission, which has the
authority to ban or seize potentially harmiful producis and set severe penalties for violation of
the law.

If comsumers have been injured by a product that has been designed defectively, they can
\ nufactiurers or dealers. Product liability suits are now oceurring in federal courts at the

rate of almost 247000 per vear. Although manufacturers are found at fault in only 6 percent of
all product liability cases, when they are found guilty, the median jury award is $1.5 million,
and individual awards can run into the tens or even hundreds of millions of dollars. For
example, a jury recently ordered Ford to pay nearly $389 million to a woman paralyzed in a
rollover accident involving a Ford Expiorer i

to consumers by ralslng pru,e« Others are forced to discontinue high-risk produd lines.
Snme companias are now appolnting “product stewards,” whose job is to protect consumers
from harm and the company from liability by proactively ferreting out potential product
problems.

Many manufacturers offer written product warranties to convince customers of their

products’ qualily. To pruteu‘fﬁ?uinera _onigress passed the Magnuson-Moss Warranty Act in
1973, The act requdiT&s Tha Warranties maet certain mintmum standards, including repair
“within a reasonable time and without charge” or a replacement or full refund if the product
doecs not work “after a reasonable number of atteinpts” at repair. Otherwise, the company must
make it clear that it is offering only a limited warranty. The law has led several manufacturers
to switch from full to limited warranties and others to drop warranties altogether.

Enternaiional Product and Services Marketing

International product and service markaters face special challenges. First, they mus! fignre
out what g@_ﬂgﬁlﬁ.ﬂnﬁ. 5&511; ) t_D mtrnd}_lce aILd i ]1 c_cmntueq Then they must decide

these differences by adaptmg their peoduct offerings, For example, Fadbury sells k1w1 filled
Cadbury Kiwi Reyale in New Zealand. Frito-Lay sells Noti Seaweed Lay's potato chips for
Thajland and A la Turca corn chips with poppy seeds and a dried tomato flavor for Torkey. 7

Packaging also presents new challenges for international marketers. Packaging issues can
be subtie. For example, names, labels, and colors may not translate easily froin ane country to
another, A firm using vellow flowers in its logo might fare well in Lhe United States but meet
with disaster in Mexica, where a yellow flower symbolizes death or disrespect. Similarly,
although Nature's Gift might be an appealing name for gourmet mushrooms in America, il
would be deadly in Germany, where gift means peison. Packaging may also need to be tai-
lorad to mest the physical characteristics of consumers in various parts af the world. For
instance, soft drinks are sold in smaller cans in Japan to Kt the smaller Japancse hand bettar.
Thus, although product and package standardization ean prodiice benefils, companies must
usually adapt their offerings to the unique reeds of specific international markefs.

Service marketers also face special challenges when going global. Some service indus-
triss have a long history of international operations. For example, the rommercial banking
industry was one of the first to grow internationally. Banks had to provide global services in
order to meet the foreign exchange and credit needs of their home country clients wanting to
cell overseas. In recent years, many banks have become truly global. Germany’s Deutsche
Bank, for example, serves more than 13 million customers in 73 countries. For its clients
around the world who wish to grow globally, Deutsche Bank can raise money not oaly in
Franlfurt bul also in Zurich, London, Paris, and Tokyo.38
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Professional and business services industries sach as accounling, mansgemen! consult-
ing, and advertising have also globa ThE international growth of these firms followed
the glabalization of the client companies they serve. For example, as more clients employ
worldwide marketing and advertising strategies, advertising agencies have responded by
globalizing their own operations. McCann Worldgroup, a large U.8.-based advertising and
marketing services agency, operates in more than 130 countries, ki serves international clients
such as Coca-Cola, General Mators, ExxonMobile, Microsoft, MasterCard, johnson & Johnson,
and Unilever in markets ranging from the United States and Canada to Korea and Kazakhgian,
Maorzover, MeCann Worldgroup is one company in the Interpublic Group of Companies, an
immense, weozldwide network of advertising and marketing services companies.3®

Retailers are among the latest service businesses to go global. As their home markets
become saturated, American retailers such as Wal-Mart, Office Dapot, and Saks Fifth Avenue
are expanding into faster-growing markets abroad. For example, since 1995, Wal-Mart has
entered 14 countries; its international division’s sales grew more than 11 percent last yvear,
skyrocketing to more than $62.7 billion. Foreign retailers are making similar moves. Asian
shoppers can now buy American products in Frenc:\h—owned Carrsfaur stores. Carrefour, the
world's second-largest retailer behind Wal-Mart, now operates in more than 11,000 stores in
mozc than 30 countries. It is the leading retailer in Europe, Brazil, and Argentina and the
largest foreign ratailer in China.*? '

The trend toward growth of global service companies will coniinue, especially in bank-
ing, airlines, telecommunications, sud prufessional services. Today seryige firms are no
longer simply following their manufacturing custamers, Ingtead, they are taking the lead in

<iternational expansion.

== Reviewing the Concepis

A company's current products face limited lite spans and must be
replaced by newer products. But new products can fail—the risks of
innovation are as great as e rewards. The key to suceessiul innovation
ltes in a igtal-company effart, strorg planning, and a systamatic naw-
product develiopment process.

1.

2

Explain how cumpanies find and develop new-product ideas.

Campznias find and dovetap new-praduct ideas from 2 variety of
sgurees, Many new-product ideas stem from infernal sources,
Comparigs conduct formal research znd development, pick the
brains of therr amployees, and brainstorm at execufive meetings.
Cther ideas come from esdernal sources, By conducling sunveys znd
focus groups and analyzing cusicmer questions and complaints,
companies can ganegrate new-preduct ideas that will meet specific
consumer needs. Comcanies rack compeditors’ offerings and inspect
naw products, dismantling them, znalyzing their performance, and
deciding whethar to ‘ntreduce 3 similar or improved product.
Disteibutors and sugpifers are close to tha rmarker and can pass along
information about consumer probéems and new-praduct possibilties,

List and define the steps in the new-gredoct development pracess and
the major cansiderations in managing this process.

The new-product development process consists of eight sequential
stages, The process starts witn fdes generahon. Mext comes idea
sereening, which reduces the numbear of ideas based on the com.
pany's awn critaria, |deas tha! sass the screening stage continue
through product coﬁcepf davelpormeant, in which a detailed version of
the new-product idea is stated in rmearingful cansurmer terms. In the
next stage, concept lesting, new-product cancepts are tested with a
Broup of target consumers to determine whether the concepis have
strong consumer appeal. Strong concepts proceed to marketing sirat-
egy development, in whith an initial marketing strategy for the new
product is developed from the sroduct concept. In the business-
analysis stage, a raview of the sales, costs, and profit projections for a
new product is conducted to determing whether the new product is

3.

ikely to safisfy ihe company's pijectives, With positive results here,
the idess became more concrate through product development and
test marketing and finally are Burched during commercializadion.
Mew-prodact development invalves mare than just going through
a seb af steps. Companies must take a systermatic, halistic agproach to
managing this process. Successful new-product developrent
requiras @ customer-centered, leam-based, systematic effart.

Describe the stages of the product life cycle.

Eacn product has a ifa cycle marked by a changing set of problems
and oppartunities. The saies of the fypical product follow an 5-shazed
curve made up of five stages, The cycle begins with the product
devalopment stage when the company finds and develops a new-
product idea. The infroduction stage is markad by slow growth and
lew profits as the product is distrizuted to the merkel. IF sugcessiul,
the product enters a growih stage, which offers rapid sales growth and
NCFEasing profiis. MNext ccmes a maturily stage when sales growth
slows and orofits stabilize, Finally, the product enters a decline siaze
in which sales and prafits dwindle, The company's task during this
stage 5 o recopnize the decling and to decide whether it shooid
maiain, hanvest, ar drop the product.

Describe kew marketing strategies change during the product's life cycle.
In the infroduction stage, the company must choose 2 launch strategy
cansistent with its intended product pesitioning. Much monay is
needed to sthract distributors and build their inventories and to indgrm
consumers of the new product and achieve Frial, e the growth siage,
companies continue 1o educate potential consumers and distrsbuiors.
In addition, e company works to stay ahsed of the cormpetitivn ang
sustzin rapid market growth by impraving product guality, adding new
product features and models, entering new market segments and dis-
tribution chennels, shitting advertising frem ouiiding praduct aware-
ness o building praducet conviction and purchase, and lowering
prices at ihe right time to atiratt new buyers,
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In the maturily stage, companies continue to invest in matdring
products and consider medifying the market, the product, and the
marketing mix, When madrfying éhe marke! the company attempts
to itgrease the consumption of the current product. When
medifying the product, the company changes some of the product's
charactenstics—such as guality, featuras, or style—io altract new
usars of inspire mare usage. When modifing the markabting mix,
the company warks to improve sales by changing one or more of
the marketing-mix elements. dnee the company recognizes that a
praduct has entered the dechine stage, management must decide
whether o mainkafn the brand without chznge, hoping that com-
petitors wilk drop eut of the market; harvest the product, redusing

" Reviewing the Ksy Terms

Fad 268

Fashipn 268

Graweh stage 270
iea generalion 254
‘dea screening 256
Irtroduchion stage 269

Business aralysis - 259

Cammergigiization 262

Cencept testing 257

Customer-centered new-praductk
development 263

Dacline stage 271

== Discusgsing the Concepts

1. Why is concepi testing imgortant?

2. Under what canditions weuld you corsider aot test marketing a
preduct? Describe 2 proauct or senece that meets these no-need-to-
test criteri,

3. Compare the sequential preduct deveiopment to the eam-based
apprgach. 5 one approach better than the cther? Explzin,

4. Icentify and discuss some potentizl sicblems with the product
lifa cycle.

Applying the Concepts

1. Form a small group, Generatz iceas for a new consumer prodoct
that fills an existing nees but does not currendly exist, Select the cne
idea that you think is best. What pracess did your group use for idea
gangration and screaaing?

2. Write 3 marketing strategy stalemant for a new Tuli-functioning but
foiding bicycle.

=== Focus on Technology

In the United States, there are over 280,000 deaths per year fram sudden
cardiac arrest. That's 100,000 more deaths thaa Lhe numbear causad by
traffic accicents, house fires, handguns, breast cancer, and AIDS com-
bined. Defibsiflaters are medical devices that are commanly used by fire-
fighters and paramedics to treat vichims of sudden cardiac arrest with an
electrical charge that resiaits their hearts. With more than BO percent of
sddden cardiac arrests oceurring at home, ard anly & percent of vigtims
raceiving tha lifesaving electrical charge, Philips iz now marketing a
partable consumer defiballatar caled the HeartStart. The product, which
iz about the size of a handheld video game, can bhe operated by any indi-
vidual and dnes not nead a trasned medical provider. Voice activation
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costs and trying i mairtain sales; ar drop the product, seliing it o
another firm or liquidating it at szlvage vafue.

5. Discuss two additional product issues: sacially responsible product
decisions and international product and services marketing,
Marketers must consider two addificnai praduct issues. The firs: s
secial responsibility. This includes public paficy issues and regula-
tions involving acquiring ar dropping products, patant protection,
product quality and safety, and product warranties, The second
invalves the special chaltenges facing international preduct and ser-
vice marketars. International marketers must decide bow mueh o
standardize or adzpt their afferings for world markets.

Product lije cycle (FLCY 267

Stylz 268

Tearn-based rew-product
development 264

Test marketing 260

Blarketing strafegy
development 258
Maturity stage 270
Maw-product devalopmeant
Product concept 257
Product development 255

253

5. The chapter states that "'In the growth stage of the product life cycle,
the firm faces a trade-off bebwean high market share and high cor-
rent prafit.” £xplain this statement,

B. What are some of the major reasons a praduct reaches the decling
stage of the preduct life cycle?

3. You are a procduct marager in a firm that manufactures and marieis
& line of branded actian figure loys. The dranded tay line is five
years old, Annual sales and profits for this period are prasented in
the chart. Prapare a one-sentenze strategy for each of the 4 Bs
based an the brand's cusrent proguct life-cycle pasition.

guides a consumer thragh each step, and smart technology gives spa-
cific instructions based on feedback to the main system. The FDA-
approved product, priced at 1,495, s avalable gnline from amazon.com
ang driggstore.com. Vist hapfewa.hearstart.com for recent information
or: this new grocuct.
1. Expiain how this product might have moved through ine stages of
new-prociuct cavelepmant.
2. How might the mariceting strategy for HeariStar cnange as it moves
through the product ife cycle?
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== Pocus on Ethics

A select group of European cetaiters is mowing forward to manufacture
and market socially responsibie clathing. This fashion brend grew 30 per-
cent in 2005. Marks & Spencer {MA&S), one of the fargest retailers in the
LHK with over 400 stores, is ane of the refailers embracing socially respan-
sible fashion, Beginning in March 2006, MAS hapan selling fair-trade-
certifies T-shirts. By July 2006, the line expanded to jeans, underwear,
sharts, vests, and secks. Tha philosophy behind fair trade is to support
the more than 100 million househalgs worldwide who are invelved in cot-
ton praduction. The farmers, especiatly in poor cauntries, are vulneratle
to lower cotton prices. In fact, a comman reaction is for the farmers to use
more pesticidas to increase thair yields, thus fueting an environmental
ssue in addition to a social issue. According to Mike Bamy, head of cor-
poraie responsibility at M&S, “Eighty percent of our consumers wanted io
wnow more about how clething groducts were made.” MES brought its
new products to consumers’ aiiention with a look-Lehind-the-tabel cam-
paign. {wwwZ.marksandsgencer.com/thecomeanytrushyour_mandsdindex.

€GO 'E'_i_k__'é:._" &l
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shimi] According to the company, the new praducts are a reaction to con-
sufmers’ questions about haw cottan is produced and their realization of
the sacial and envirgnmmentad issues that are involved, According to a
2006 Yougov Brand Index pell, M&S's corporate reputation is on the
upswing since the new campaign began.
1. How did MES conduct test marketing with the fair-trade-certified
clothing?
2. Inwhat stage of the groduct life cycie are these trade-certified cloth-
irg products?
3. Do you think the preduct life-cycle curve will follow the shape of a
style, fashton, or fad?

Ses: Ellen: Groves, “Fair Trade Fashion Takes OFf in Europe,”
Women's Wear Duily, May 3, 2606, p. 6.

When it hit the market in 2002, the eG0 was the first vehicle of its kind:
an enviranrmentally friendly, compact electric eycla. At fe time, the ored-
Lict was so srigue that the company had to develop new channels to dis-
tribite and sell it Alang with s cosl, retro styling and innovative elecirical
design, the 2GO Cycle casts less than hall a cent per mile to drive. One
maodel is evan equipped with front and fear turn signals and a backlit
speedameter for those who commute in heavy traffic.

Aside frarm being ‘eatured on nativnal news brozdcasts and in trade
magazines, the eG0 Cycle made Gprah Winfrey's list of favorite things
and the Today Show's list for best Father's Day gifis. [n additicn, the com-
pary's Web site boasts testimonial after testimonizl supperting the efectric
bike. Customrers delight i using the bike for evervifing from commuting

and running errands to enhancing business services, Says one thritied
owner, "This is the first bike | sver had that's built like & Bhw™

After viewing the video featuring &G0 vehicles, answer the foilowing
guestions about new-product development.

1. Describe eGQ's design orocess. How is it similar to the process
detailed in the chapter?

2. How diz GO manage its limited channel optians ta distribute the
new proguct?

3. Vistt eS0's Web site {0 lears mare ahout producis the company offers,
What stage of the product He cycle is the eGO vehicle experiencing?

The year was 1976. Sony was entering into a format war
with other consumer electronics manufacturers. The victor
would capture the prize of owning the consumer home
video miarket. Wait'a minute. . . is this 1976, or is it 20067
Actually, it could be either.

In 1976, Sony introdiced the first VCR for home use.
Called the Betamax, it was as big a5 a rmicrowave oven and
cost & whopping $1,295 {more than $5,000 in foday's
money). A year later, RCA was the first of many manufac-
turers to introduce a VCR using a2 different technology:
VHS. Inn terms of image quality, Beta was considered supe-
rior to VHS. Sony also had the advantage of being first to
market. But VHS machines werse cheeper and ailowed
longer tecording times {initially, four hours versus Beta's
two hours). In addition, there were far more inovies avail-

able for purchase or rent in VHS than in Beta. Ultimately, -
consumers decided that those features were more impor-

tant, VHS quickly surpassed Beta in market shars, eventu-

ally wiping out Beta entirely. In 1988, afler an eight-year

battle, Sony surrendered by making the switch froim Beta to,
VHS, . .

TWO0 MODERN TECHNOLOGIES: BLU-RAY
VERSUS HD DVD . ' "

Today, once again, Sony finds itself gearing up for a format -
war in the consumer home video market. This time, Sony
will go to battle with Blu-ray technology, pitted against the
competing HD DVD format. As in 1976, the two technolo-
gies will compete for dominance of the home video mar-
ket, now worth more than $24 billion, Since the first DVD




players appeared in 1897, many companies have besn
working on a format capable of delivering high-definition
video to the homs market. Of the many technologies under

development, Blu-ray and HD DVD have emerged as the,

frontrunners,

Blu-ray was developed by the Blu-ray Disc Assoclation, a
coalition of companies that includes Sony, Hitachi, Pioneer,
Philips, Panasonic, Samsung, LG, Sharp, Apple, HF, and a
host of other companies. HD DVD was developed by a simi-
lar coalition and is being backed commercially by Toshiba,
Sanye, Kenwood, Mtel, and NEC, among others. Although
each of the Lechnologies was developed by a coalition of
companies, Sony and Toshiba appear to be the daminant
players in their respective camps. And whereas Sony stood
pretty much alone in pitting Beta agains! VHS, its Blu-ray
forum has more corporate firepower in this battle.

In a situation where the differences between the two
technologies seem critical, the formats are surprisingly sim-
ilar. Both usc physical discs that are identical in diameter
and thickness to current VD discs. This allows the devel-
opers of the new-geperation players to rnake them backward
compatible (able to play previous-generation DVDs).
Additionally, each technalogy employs a blue laser of the
same wave lenpgth, as well as similar video encoding and
basic copyright protection features.

WILL THE DIFFERENCES MATTER?

Despite the similarities, the Blu-ray and HD DVD formats
have notable differenices. Interestinply, some of the key dif-
ferences likely to affect the success of the two new DVD for-
mats are {he same [eatures that differentiated Beta and VHS
30 years ago. Specifically, both sides are vying for image
quality, dise capacity, price, and availability of content
advantages. At least initially, Blu-ray captives the guality
advantage in this race. However, both Blu-ray and HD DVD
produce high-definitivn video far snperior to current DVD
images, and the quality difference between lhe {wo may be
indistinguishable by the average human sye.

Although Blu-ray and HD DVD discs look idéntical,
there are fundamental differences in the way the discs are
put together. Each technolugy utilizes multiple layers of
data encoding, but Blu-ray uses more layers and can store
more data on each laver. Thus, Blu-ray discs can store far
more infarmation—up to 200 GB versus HD DVD’s 80 CB,
For home video, this means that a single Blu-ray disc can
hold longer movies, “Capacity is always going to be your
number-one concern,” says Andy Parsons, spokesman for
the Blu-ray Disc Association and senior vice president of
advaneced product development for Pioneer,

However, wheveas capacity was critical in Beta versus
VHS, many observers believe that it will be less of an issus
today. Both Blu-ray and HD DVD discs will have more thau
enonugh capacity to hold a feature-length high-definilion
film. But Parsons is quick to point out that the consumers
really like the bonus features on DVDs, so much so that
many titles now come in two-disc sets—one disc for tha
movie and the vther [or bonus features, “We ... have
learned . . . not te fry to squeeze the most we can out of mid-
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'90s techaology, which is what the HDX DVD guys have
done.” Even go, given the compact size of modern discs,
capacity may be less of an issue than it was when video
tapes were the size of paperback books. Additionally, it has
vet to be determined how many layers could be added to
either technology, ultimately affecting data capacity.

Wheather or not capacity emerges as an important fealure,
price is a critical issue. Toshiba introduced the first HD
VD players in April of 2006 at price poinis of $499 and
$799. Planeer introduced the first Blu-ray machine in June
of 2006 with a much higher price tag of $1,800. This price
difference parallels thul of Beta versus VIS in the 1970s,
However, Andy Paraons sharves some insights on the impli-
cations of Toshiba’s introductory strategy:

As part of a marketing strategy, certain companies
such as Toshiba say, “Even though it costs us this
much money to make this product, we're going to
price it lower, even if it's helow our factory cost,
because taking that kind of loss up front might help
to get the market populated with our praduct and
help accelerate adoplion.” That kind of thinking is
generally not very successful, because it ignores one
very important element: You have to build awareness
for the new techoology before vau can assume that
price is an impovtant or overriding factor.

This is why we have a natural curve with an eatly-
adopter group of prople who are very focused on
technology and performance. Right pow in this
space, the big buzzword is 1080P progressive suarl,
24 frames per second, fullresolution HD TV—this is
the Hely Grail, because it’s the closest you can get to
a theater experience in terms of frame rates, and {it's]
a hot button for people who are following this story
at the consumer level,

Consumers interested in buying technology that
gives them the hest display ar audio quality won’t
balk at the price. This is why our player is §1.800.
We focused on getting 1080P, because that is some-
thing we knew would resenate with the initial targst
market, whereas the $499 stralegy is probably going
off in the wrong divection, because the folks who are
really paying attenlion to this right now want the
highest resolution.

Tuking gnother cue from Beta versus VHS, the Blu-ray
and HD DVD camps have fought to get the support of major
movie studios. The idea is thai the format offering more
movies will have the advantage. As both technologies come
to market, Blu-ray has signed seven studios; HD DVD has
signed only three. And yet, although most studios are back-
ing only one technology at this point, Warner Bros. indi-
cates thal it will ultimately release mavies in both formats.
Other studios may well pursue this same strategy.

In the Beta versus VHS competition, image quality,
capacity. price, and content availability were the deciding
factars, In the current format war, only time will taH if these
points of differentistion will have the same impact. But the

{case continugs}
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HD DVD foruwm claims that new issues this time arownd will
give its technology the advantage. For starters, manufactur-
ing costs for Blu-ray will be significantly higher. {The Blu-ray
camp counters that the cosl dilference is minimal and will
tikely disappear as volumes increase.) HD DVD software
will also allow consumers to make copies of their discs to
computer hard drives and portable devices. And with its
iHD technology, HD DVT) discs promise greater intevactivity
by allowing for enbanced content and navigation, as well as
fancy features such as picture-in-picture capability.

However, additional new issues could tilt the scales in
favor of Blu-ray. Although Toshiba and D DVD enjoy a
brief first-to-markst advantage, Blu-ray will likely experi-
ence a huge bump in markst share when Sony introduces its
long-awaited PlayStation 3 gaming platform in late 2606,
The PlayStation 3 not anly uses Blu-ray technology for its
game discs, it will be able to play all Blu-ray movies as well.
This could put millions of Blu-ray players inta hames very
quickly via the video consoles,

WiLL THE POINT BE MOOT?

Drawing comparisons (o the Beta/VHS format war assumes
that one of the two current competing formats will ulti-
mately win and tho ether will die out. However, two other
possibilities exist. First, both formats could succeed and do
well. Most of the issnes mentioned previously may become
ronissues as the Blu-ray and HD DVD technolugies evalve,
Either of the twe technologies conld adapt featuras of the
other. Additionally, at somne point, hardware manulacturers
may wel} release dual-format players, capable of playing
both Blu-ray and HD DVD discs. Such a development could
reduce the relavance of format labels.

Stephen Nickerson, sgnior vice presidenmt at Warner
Home Video, believes that both formats could easily suc-
veed. Although most analysts compare Uhe DVD format war
to the VCR format war, he suggests another analogy, “The
{video] games industry since the early ‘90s has had two or
three incompatible formals aod it basn’t slowed the adop-
tian of gare platforms.”

However, there is another potential ontcome. Both for-
mats might fail. Ted Schadler, analyst with Forrester
Research, believes that most people are missing an impor-
tant point. “The irony of this format war is that il comes at
the tail end of the century-tong era of physical media. While
a high-definition video format does bring benefits over
today’'s standard-definition discs, in movies as in music,
consumers are moving beyond shiny discs.” Schadler’s
statement refers to the fact that the consumption of all kinds
of entertainment products, even telsvision programming,
has evulved dramatieally since the nid-1%%0s. Consumers
have far more options than they vsed to, and the dust has
yet to settle on which options will dominate for any given
type of product.

For home video, more customers are choosing an-
demand, nouphysical media, including online video and
video-on-demand talevision. One in six cahle subscribers has
demonstrated significant interest in walching videc-on-
demand. As cable providers increase their video libraries and
technologies improve, that number will only grow. Intemnet
video is also ypreading rapidly, with 46 percent of anline
consumers now watching movies via the Web. Additionally,
with the success of the videa iPod, major Hollywood studios
aren't just considering which DVD [ormats to support.
They're assessing how they can make money by selling
movies directly io consumers in a file formal that can be
played on porteble devices. According to Ted Schadler, the
device more conswmers age 12 ta 21 now say they can't live
without isn’t their TV, it's their PC. Even Bill Gates has his
doubts about the current DVD format war, “Understand (hat
this is the last physical format there will ever be. Everything's
going to be streamed directly or on a hard disk.”

Although these predictions may very well be true, there
is likely still plenty of steam left in the DVD market,
Physical discs still hold many advantages over the non-
physical media. Even with the significaut threat of VHS,
Beta survived for eight years. And no format will last for-
ever, Ouly nine years passed between the inlroductions of
the first home DVD and HD DVD players. So although
there's clearly a home video war looming, the hig questions
cancern who will be fighting and on what fronts.

Questions for Discussion

1. Classify the high-definition DVD markel using the
product life-cycle framework. Based on this analysis,
what objectives and strategies should Sony and the
other competitiors pursue? Are any of the competitiors
deviating from this formula?

2. As sales of the pew D'VD players increase, what will hap-
pen io the characteristics of the home video market and
the strategies employed by Sony and other competitors?

3. Analyze the development of Blu-ray and HD DVD
according to the stages of the new-product develap-
maenkt process.

4, Who are the current combatants in the battle for the
home video market? Who will they be in five years?

Sources: Beth Snyder Bulik, "Mucketing War Looms for Dueling
DVD Formats,” Advertising Age, April 10, 2008, p. 20; Gary
Gentile, "Beta/VHS-Like Battle Shaping Up for New High-Def
DVDs,” Associoted Press Worldstream, January €, 2006; Ann
Steffora Mutschler, *The Convergence War," Electronic Business,
May 1, 2006, p. 44; Sue Zeidler, “HMold On Tight; Coing to the
Store 10 Rent a DVD May Soon De s Thiog of the Fast,” Colgary
Sun, p. 40; information on Beta and VHS acvessed online at
www totalrewind.org.
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