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1 Lecture 01 — External (Industry) Analysis
1.1 What is Strategy?

e Company strategy consists of:

— Competitive moves and businesses used to run companies

— Intended to deliver competitive advantage & superior performance

Three big questions:

1. Where are we now?
2. Where do we want to go?

3. How will we get there?

Changes in industry and immediate competitive environment and general economic development

Usually performance measured in profits — but could be measured in other ways

Usually companies have more value when they have economies of scale

1.1.1 Some Definitions

e Competitive advantage — gap between price that buyers will pay and costs it incurs, this gap wider
than what other companies have

e Sustainable economic advantage — when a companies’ economic advantage is not easily matched
by its competitors

— Consumer (persistent) preference

— Ongoing innovation

Differentiation-based advantage

Cost-based advantage

— Focus on narrow market niche
e Firm environments could also change

— Changed regulations
— New technological possibilities

— Customer preference change

Competitors’ moves

e Strategy formulation is cyclical — start w/ current strategy and explore ways to improve

-

Abandoned
(unrealized)
strategy

Planned strategy
(intended)

Realized
Strategy

Unplanned strategy
(accidental, opportunistic)

~—
—

Figure 1: Realized vs Unrealized Strategy



1.1.2 Three Elements of Business Model
1. A compelling value proposition for the customer
e Product/service is preferred to rivals
2. Favourable economics
3. Superior execution

e Companies’ delivery of value is better than competition

1.2 External Analysis
e What are dominant industry economic traits?
— Buyers
— Products

— Rivals

— Costs

1.2.1 The Five Forces Model
1. Threat of substitutes

[\

. Rivalry among existing sellers

3. Power of buyers

4. Power of suppliers

5. Threat of new entrants

e “Who is where?” depends on where YOU are in the value chain

e When the 5 forces are low — industry average profits are high and it’s considered an attractive industry
e When the 5 forces are high — industry average profits are low and it’s not considered an attractive

industry

1.2.2 Power of Buyers

e Buyers large in number, can demand concessions
e Cost to switch substitutes is low, or demand is weak
e Buyers are well-informed on products, prices, costs, etc.

e Buyers threaten to integrate backward

1.2.3 Power of Suppliers

e When companies pay more for things, suppliers have higher power
e Buyers incur higher switching costs
e Fewer suppliers and supplies are short

Products are seen as differential

e Some suppliers threaten to integrate forward



1.2.4 Power of Substitutes

e Close substitutes can reduce the value of what is sold
e Lowers the price that buyers will pay

e End users have low switching costs

1.2.5 Threat of Entry

e Entrants could take away from incumbents’ market share
e Incumbents unwilling or unable to challenge newcomers
e Entry barriers are low

e Could it sometimes make sense to work w/ a firm that wants to enter industries you're in

1.2.6 Rivalry Among Competitors

e Buyer demand is weak, sellers have excess capacity

e Sellers are increasing in number or take actions to increase sales and market value

1.2.7 Common 5-Fores Analysis Pitfalls

1. Using firm and not industry as the level of analysis
2. Giving equal weight to all forces, some may dominate

Failing to define the industry clearly

-~ W

Thinking that “attractive” — new entrants want to enter

5. Ignoring the full range of substitutes



1.2.8 What Market Positions Do Rivals Occupy?
e A Strategic Group Map describes the competitive positioning of competitors
e Pressures may cause profit of differential strategic groups to vary

e Need to know competitors well, could depend on many things

Executive leadership styles

Past patterns of marketing and product launches

Incentives/ability to pull off a new move

Expand geographically /product offerings

High
¢ ‘ & A strategic group
BMW

consists of firms
MercedesBenz . L

with similar market

positions

Volkswagen
Honda
General Motors
Qllvﬂﬂl‘ Ford

Few Models Many Models
Model Variety (compact full-size, SUVs, trucks)

Figure 2: Strategic Group Map

Price/Performance/Reputation

1.2.9 Key Success Factors
e What do all companies in this industry have to do to be successful?
e Three questions to ask:

1. How to buyers choose b/w brands?
2. What resources are needed to compete?
3. What shortcomings would put a company at a loss?

e With everything discussed, we can determine if an industry outlook looks good wrt prospects for
profitability for a firm



2 Lecture 02 — Internal (Company) Analysis

2.1 Internal Analysis

2.1.1 How Well is the Company’s Strategy Working?
e Is the company achieving its strategic and financial goals?
e Is it an above-average industry performer?
e Some performance indicators:

— Trends in sales, earnings, stock price, etc.
— Company’s overall financial strength

— Growth in customer base

— Company image and reputation

— Operational indicators (fulfill time, defect rate)

2.1.2 Resources & Capabilities (R&Cs)

e Exploit you're R&Cs in a manner that offers value to customers in ways rivals can’t match
e Brand, expertise, patents, alliances, etc.
e Competitive resources meet the VRIN criteria:

— Valuable

— In-imitable (hard to copy)

— Rare

— Non-substitutable (hard to beat)

2.1.3 Competitively Important Competencies

e Core competencies — one or two things that it does best

e Distinctive competencies — the things that it does better than its competitors

2.1.4 Common Types of R&Cs

e Specialized expertise or capability
e Valuable physical assets
e Valuable human resources and organizational assets

e Intangible assets and alliances or cooperative ventures

2.2 SWOT Analysis

e (Capitalize on companies’ strengths
e Bypass or mitigate companies’ weaknesses
e Capture the best opportunities

e Defend against threats



2.2.1 Are Companies’ Prices and Costs Competitive?
e Two main analytical tools —

— Value-chain analysis

— Benchmarking

2.2.2 Value Chain-Internal

e Supply chain management — operations — distribution — sales & marketing — service — profit
margin

e R&D, technology, system development, general admin, human resources management

e Identifies the primary activities and costs that create customer value and the related support activities
it performs

e Considers firm’s value within the whole chain

2.2.3 Horizontal vs Vertical Integration

<~
e QOOO®

Garage owners

Car importers

Car manufacturers

Suppliers . ’

Commodity producers . . . ‘ .
L 2
&

~ horizontal

Figure 3: Vertical and Horizontal Integration

2.2.4 Benchmarking

e Compares the company’s worth with the other firms in the industry

e Also compares value to buyers (willingness to pay)

2.2.5 KSF Analysis

1. Identify industry’s key success factors
2. Weigh the importance of each (should sum to 1)
3. Score each firm on each KSF



2.3

Takeaways

Firms generate revenue when they create value, suppliers, and customers are better off b/c of the firm

Amount of value created is difference b/w the price buyers pay and the costs associated w/ making
and selling it

Firms are characterized by R&Cs, VRIN resources, and distinctive competitive advantage
Firm activities affect their competitiveness through costs and buyers’ willingness to pay
Company strengths allow opportunities to be realized and threats to be reduced

Relative strength w/ which companies perform the industry KSFs suggest possible areas of strategic
focus

10



3 Lecture 03 — Competitive Strategies

3.1 What is a Competitive Strategy?

e Management’s game plan for competing successfully and gaining a competitive edge over rivals

e Customer-focussed rather than product-focussed

e Reflects the company’s positioning in market relative to its rivals

e Unlikely to be one best strategy in a given strategy

3.1.1 How to Provide Superior Value

e A superior product/service worth paying for

e Good product/service at a lower price

e Target a niche with unique customers that you can serve better

e Attractive mix of price and product

3.1.2 Generic Competitive Strategies

Type of Competitive Advantage Pursued

Market
Coverage

Value Creation Involves Value Creation Involves
Low Cost Differentiating Features
Broad Broad Low Cost Broad Differentiation
Range of Provider Strategy Strategy
Market
Segments
Best-Cost
Jpear Provider
Number of s
Market Focused Low i Sed Differentiation
Segments Strategy Strategy

Figure 4: Competitive Strategies

3.2 Differentiation Strategies

e Features that raise performance a buyer gets out of the product

e Features that enhance buyer satisfaction in non-economic ways

e Features that lower buyers’ overall costs of buying

o Benefits:

— Command a premium price

— Increase unit sales

— Gain buyer loyalty to a brand

11




3.2.1 Differentiated Strategy is Hard to Maintain
e 3 ways its hard:

1. Costs too much to continue to differentiate successfully
2. Rivals can imitate or get close enough

3. Buyers may see little value in differentiated features

3.2.2 Translating Low Cost Into Profit Performance
e Option 1: Use lower-cost edge to under-price competitors and increase their market share

e Option 2: Maintain current price w/ present market share and use lower-cost edge to earn a higher
profit margin

e Approaches to achieving low costs

— Perform essential value chain activities more effectively

— Revamp firm’s overall value chain to eliminate/bypass some cost-activities

3.3 Low-Cost Strategies
3.3.1 When Does Low-Cost Strategy Work?

e Buyers are price-sensitive

Buyers don’t see much distinction between offerings of different companies on features they have

Buyers have low loyalty to one seller and low costs to switch companies

When buyers’ power is high and they are price-makers
e When there are economies of scale or scope

e Newcomers use low prices to attract buyers

3.3.2 Low-Cost Strategy is Hard to Maintain
e Prices need to be high enough to be profitable
e Competitors can imitate cost-cutting measures
e Companies cut costs in ways that makes it hard to meet industry KSFs
e Focussed/niche strategies develop carefully designed products or services to appeal to a group of narrow,

well-defined buyers

3.4 Focussed Strategies
3.4.1 When is a Focussed Strategy Viable?

e Industry has many niches/segments

Industry leaders aren’t interested or able to service the niche market

When niche is sufficiently large and growing to be profitable

e Niche is stable and buyers don’t flock to mainstream

Firm has R&Cs to service the niche effectively

12



3.4.2 Hazards of a Focussed Strategy
e Competitors find ways to match focusser’s capabilities in niche
e Niche buyers preference shift towards product attributes desired by mainstream buyers

e Segments become attractive so that is becomes crowded w/ rivals, causing profits to be segmented

3.5 Best-Cost Strategies

e Superior value chain configuration that eliminates/minimizes activities that do not add value
e Unmatched efficiency in managing essential value chain activities

e Resource strengths and core competencies that allow differentiating attributes to be incorporated at
low cost

3.5.1 Perils of Best-Cost Strategy

e End up with middle-of-the-pack industry rankings and provide for average performance
e Average cost structure
e Minimal product differentiation compared to peers

e Average image and reputation

Limited prospect of industry leadership

13



4 Lecture 04 — Competitive Dynamics

e Three types of change:

— Evolution among the industry life cycle
— Discontinuous technological change

— Change stemming from competitors’ actions

4.0.1 Evolution Along Industry Life Cycle

Introduction — Growth — Maturity — Decline

4.0.2 Disruptive Technology

e Radical innovation — disruptive for buyers and producers
e Niche market and technological uncertainty

e May have to be unprofitable than established products in mainstream products

4.0.3 Change From Competitors’ Action
e Individual firms make moves which change competition

— Indigo and Chapters merge

Ryanair adds low-cost positioning to the airline industry
— Google acquires Android and enters the phone industry

— Dell changes the value chain for computer purchases

4.1 Changing Strategies
4.1.1 Advantages of Being the First Mover

e Create a technological edge that leaves others scrambling
e Pre-empt the access of later arrivals to scarce resources

e Build a customer base that’s loyal or finds it costly to switch

4.1.2 Disadvantages of the First Mover

e Pioneers’ products can often be flawed

e Fast followers can leapfrog pioneers’ products

e Fast followers may have stronger marketing and distribution capabilities
e Pioneers can have steep learning costs

e Pioneers can have step market education costs

e Early buyers can be different than later buyers

e Offensive moves — aggressive moves to gain competitive advantage from rivals

e Defensive moves — protective moves to lower risk of attack and weaken the impact of an attack

14



7 Pace of Market Change

Slow Fast
Slow Stable Market Leads
(e.g. vacuum cleaner) (e.g. Personal music player)
Pace of 1st mover adv likely 1st mover advs possible from
Tech because it's hard to large-scale mktg, distn & prodn
Change differentiate from pioneer | to address changing market
Fast Technology Leads Dynamic
(e.g. Digital camera) (e.g. Netscape web browser)
1st mover adv difficult; 1st mover adv unlikely

need strong R&D/$$$$ | Strong R&D+ mktg/dist/prod

Figure 5: Pace of Market and Tech Change

4.1.3 Offensive Moves

e Re-conceive the product/service so it’s a new category

Reconfiguring the value chain

Changing when and where you compete

Rescaling the industry

4.1.4 Defensive Moves

e Buys the competitor

Strengthening so you're playing on multiple fields

e Add a new product/service so you can compete

Shape the industry rules

Lock out the competition

4.1.5 Strategic Alliances

Cooperative arrangements where companies join forces to achieve common goals

Allow companies to compensate for resource deficiencies

Usually involves sharing resources, shared knowledge, shared risk, etc.

When alliances are important, companies develop expertise in developing them

2007 Harvard Business Review — 60-70% of all alliances fail

Reasons for failure:

Partners’ objectives and priorities start to diverge

Partners can’t work well together

Partners start to compete

— Initial purpose becomes obsolete due to change

15



e Dangers of alliances:
— De-skilling
— You grow dependent on your partner
4.1.6 Mergers and Acquisitions
e Both involve combining the operations of 2 companies
e Merger — Two companies are combined into a newly created company often with a new name

— Toronto-Dominion Bank merged with Canada Trust and became with TD Canada Trust

Acquisition — One company absorbs the operations of the other company
— Yahoo buys Tumblr for $1.1B
M&A objectives:

— Efficiency

— To expand geographic overage

— To fill a gap in your product line
— To gain access to new technology

— To bring together different R&Cs in converging industries
83% of all M&As fail to produce any benefit

— Difficult to integrate the operations

— Savings less than anticipated

4.2 Vertical Integration
e Extending a firm’s activities along the value chain

— Backward integration — extends the value chain closer to supply

— Forward integration — extends the value chain closed to consumers

4.2.1 Advantages of Vertical Integration

e Forward integration — greater differentiation stemming from better access to users and better market

visibility

e Backward integration — greater profitability b/c you’re not paying another company for components
4.2.2 Risks of Vertical Integration

e May be more inefficient due to increased administration

e Units may not achieve economies of the same scale

e May result in less flexibility in developing new products/services

e May require costly development of new R&Cs

4.2.3 Outsourcing
e Contract out an activity to be performed outside the company
e Enables the company to call on best expertise w/o actually having to have them in-house

e If the activity is the source of competitive advantage, it should not be considered to be outsourced

16



5 Lecture 05 — Customers & Customer Value

‘ External Analysis ‘ Select the
Select a market marketing mix

*Market segments | The 4 P’s:
__|*Target market *Product '
*Product positioning

Select a competitive
strategy

*Place
*Promotion

Internal *Pri

Analysis rice

5.0.1 Example of a Very Successful Program

e In 1991, launched a coop program in which they convinced manufacturers to place the “Intel Inside”
logo unit in advertising and other marketing material

e “Intel Inside” became the first trademark in the electrical component industry

e Consumers were uncertain about quality & reliability of microprocessors and Intel found a way of
taking away the mystery of the product, gaining the confidence of the end consumer

— Intel’s first step into the ‘B2C’ marketing, all previous focus was on ‘B2B’

5.0.2 What is Marketing (Textbook Definition)

e Activity for creating, communicating, delivering, and exchanging offerings that benefit the organization,
its stakeholders, and society at large

e Requirements for marketing to occur:

— Two or more parties with unsatisfied needs
— Desire of ability to satisfy these needs
— A way for the parties to communicate

— Something to exchange

5.0.3 What is Marketing? (Easy-to-Remember Definition)

e Marketing is about managing profitable customer relationships

— Attracting new customers

— Retaining and growing customers

Could be focussed on business customers (B2B) or consumer customers (B2C)

Products, services, experiences, even people can be marketed

Buyer might be different than the end consumer

Social marketing — designed to influence behaviour of individuals in which society benefits

17



Discover

Potential consumer needs

Information about

consumers: the

market ==

(role of marketing
department)

5.1 Marketing Process

5.1.1 1. Identify Market Needs and Wants

5.1.2 2. Segment, Target, and Position (STP)
e Segmentation and targeting

— Describe customer heterogeneity

— Choose which customers to serve
e Positioning;:

— Identify key benefits of offering and points of different w/ points

— Product positioning over company positioning

5.1.3 3. Developing Marketing Program
e Product (features, brand name, packaging, service, warranty)
e Place (outlets, channels, coverage, transportation)
e Price (list price, rates, discounts, payment period)

e Promotion (advertising, sales promotion, merchandising, personal selling, publicity)

5.1.4 4. Build Profitable Customer Relationships
e Basic relationships versus full partnerships
e Frequency marketing program

— Reward customers who buy frequently or in volume

— Encourage consumers to increase the amount spent

5.1.5 5. Manage the Product Portfolio

e Many companies have multiple products — should they keep them all?

5.1.6 Why Study Consumer Behaviour?

e Essence of marketing — satisfying needs and wants of consumer better than competitors

e Value is ONLY what is perceived by the consumer

5.1.7 Consumer Purchase Decision Process
5.1.8 Positioning Yourself With Consumers
o Market leaders — encourage habitual purchase, keep quality high, using frequent ads

e Challengers — encourage variety seeking, encourage trial, “try something new” style of ads and en-
dorsement

18
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effective)
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criteria can
depend on
expertise,
familiarity &
involvement
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=Decide
when to
buy

Post-
purchase
behaviour

t

=Returns, help,
warranties
=Can have
cognitive
dissonance
(post purchase
anxiety)
sLikely to tell
others +ve and
—ve opinions

Figure 6: Consumer Purchase Decision Process

5.1.9 Influences of Consumer Purchase Decision

e Psychological influences
e Socio-cultural influences
e Situational influences

e Marketing-mix influences

19




6 Lecture 06 — Market Segmentation, Targeting, & Positioning
6.0.1 Target Marketing Process

e Segmentation — dividing the market into distinct groups based on some attribute they share

e Targeting — choosing which of these groups to market to

e Positioning — creating a clear, distinct, desirable position in the target customer’s mind

6.1 Linking Customer to Marketing Program
1. Group Potential Buyers Into Segments

e Geographic, demographic, psychographic, and behavioural

Geographic — segments are based on where consumers live

Demographic — segments are based on consumer characteristics like

Psychographic — segments consumers by life style or personality

— Behavioural — segments consumers by when, why, and how they buy or use the product
e How do organizational buyers differ?

— Demand for your product is derived from demand for buyers’ products

— They are motivated to develop your offerings and R&Cs as well
e Common to have:

— A few dominant consumers
— Provide competitive bids

— Long-term relationships

2. Group Products to be Sold Into Categories
3. Develop Market/Product Grid and Estimate Size of Markets
4. Select Target Markets

e Expected financial performance

— Segment size and growth
— Purchasing power of segments

— Can be served profitably
e Competitive position — you are competitive in the segment now and over time

e Accessibility — segment can be reached and served at a reasonable price

5. Take Marketing Actions to Reach Target Markets

6.2 Product Positioning
e Place that product/service in consumers’ minds, on attributed relative to competitive product
e Head-to-head positioning — compare directly w/ rivals

e Differentiation positioning — stress unique aspects compared to rivals
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6.2.1 Repositioning

e Changing how consumers view an offering relative to the competition
e Usually much harder than initial positioning

e Huge advertising costs, consumers may be confused

e 4 main reasons to reposition

— Reacting to the competition
— Reaching a new market

— Catching a rising trend

Changing the value added

* Trading up — adding value or quality
* Trading down — reducing features, or decrease quality or value
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7 Lecture 07 — Products & New Product Introductions

7.1

7.2

7.3

7.4
1.

2.
3.

It’s Hard to do Well
90% of new products fail within 2 years
Common characteristic of a successful new product is having a uniquely, superior point of difference

— Has to work well
— Has to be valued in the market
Total value concept — product’s value is made up of the basic benefits, plus ancillary ideas shown in

“Actual Products” plus the augmented product, plus the free benefits

Product Mix vs Product Lines

Product line — a set of individual products that are closely related

Product max — set of all product lines

Product Classifications
Consumer products

— Convenience — bought w/ little time and effort
— Shopping — extensive comparison
— Specialty — brand status important

— Unsought — unknown or unimportant
Business products

— Production goods — your company sells products which are used by customer in their products

— Support — company sells products/services in which customer does NOT produce final goods
Why do new products fail?

— No clear benefits
— Overestimation of market size

— Product design problems

Poor execution of marketing mix

Poor product quality

Competitive actions (bad timing)

High R&D costs and market access

7-Stage New Product Development
New Product Strategy Development

e Sets stage for the process

e Role of new products in the organization
Idea Generation
Screening and Evaluating

e Internal — test against organizational objectives
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o External — test with the customer base
4. Business Analysts

e Specify product features
e Legal review
e Assess marketing program

e Financial projections
5. Development

e Prototyping
e Alpha and beta testing

6. Market Testing

e To see what marketing tactics work best
e Sometimes not feasible, often expensive

e Pre-market tests and test marketing
7. Commercialization

e Full-scale launch and want to minimize costs/risks

7.5 What is a Brand?
e Name, phrase, design, and/or symbol that

— Identifies an organization’s products/services
— Distinguishes them from competitors
— Strong brands have personalities

— Objectives is to develop brand loyalty/performance

7.5.1 Why Build a Strong Brand?

e A brand name, if protected, is the only thing your competitors legally copy

e Brand quality — added value that knowing a brand name has for consumers, beyond functional value
e With a strong brand, it’s possible to get licensing fees

e Good brand names should:

— Suggest product qualifies, and benefits
— Be memorable, distinctive, and positive
— Fit the company/product image

— Able to register and protect legally

— Be simple and translates well into other languages

7.5.2 Multi-product Brand Strategy

e One name for all products in the product class
— Favourable attitudes towards one product may translate to other products

e Co-branding pairing 2 brands on one product
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7.5.3 Multi-branding Brand Strategy

e Each product has a different name — higher promotion costs
e Failure of one brand won’t hurt the rest

e A company brands its products under the name of the retailer/wholesaler — private label

7.6 Packaging and Labelling
e Packaging — contains and protects the product, makes it easier to store & handle
e Labelling — identifies it and provides information about it
e Must be careful to:

— Not mislead consumers
— Fail to disclose ingredients

— Fail to include safety warnings
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8 Lecture 08 — Pricing & Channels

8.1 Pricing
8.1.1 A Definition of Price
e Money exchanged for goods/services, could also be other goods/services
e Involves perceptions of value, can vary depending on what you’re buying
— Cheaper price for equivalent quality has higher value
e Example: how Netflix lost $9B in market cap
1. Demand: fewer people wanted DVDs and Netflix wanted to speed up the shift away
2. Cost: expensive to acquire content (many negotiations)
3. Competition: Hulu, YouTube, Amazon, etc.
— Why did people get mad?
* Placed a premium on having options, even if not used (DVDs)

x Perception of value
* Violated customers’ view that Netflix was catering to them

8.1.2 Steps in Setting Prices

1. Identify pricing constraints and objectives

e Constraints:

— Demand
— Stage in product life cycle

Single product vs line

Production/marketing value
— Changing prices
— Market competitiveness

e Objectives:

— Profit versus survival
— Social responsibility
— Sales and market share

2. Estimate demand and revenue

e All else being equal, as price falls, demand increases
e But for luxury goods, a high price signals quality
e Demand is also affected by:

— Price and availability of substitutes
— Income levels

— Changing buyer preferences
e Marketing managers want to know ‘price elasticity’

— % change in demand relative to % change in price

Slope of the demand curve
— Typically, with more available substitutes, there’s more price elasticity

Counterexample: gas not very price elastic
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3. Estimate cost, volume, profit relationships

e Total fixed costs do not depend on the volume produced

e Total variable costs do

e Break-even analysis helps determine how much needs to be sold for company to recuperate their
costs at minimum

4. Select an approximate price level

e Pricing based on demand:

— Skimming pricing — high price when initial buyers are not sensitive, shows quality
— Penetration buyers — low prices to attract buyers

Prestige pricing — high prices to signal quality
— Price lining — increasing prices through line of products

Odd-even pricing — ending in $0.99 prices to seem lower

— Target pricing — when a specific price to a buyer is a goal

— Bundle pricing — price for a package of multiple products

— Yield management pricing — matches supple and demand dynamically

e Pricing based on cost:

— Standard mark-up — add a fixed % to all costs
— Cost-plus pricing — add a mark-up to the cost
— Experience curve pricing — lower the costs as company’s own come down as well

e Pricing based on profit:

— Target profit, target return-on-sales, and target return-on-investment pricing
— Often used in regulatory situation where governments set the price
— Little role for demand and competition

e Pricing based on competition:

— Customary pricing
— Price relative to other products
— Loss-leader price — sell at a discount to get people buying

5. Set up the list (or quoted) price

e One price for all or flexible pricing
e Must be legal (not deceptive or predatory)

e Price cuts only when you can win — usually when you have a cost or tech advantage
6. Make adjustments to the price

e Discounts:

— Quantity — BOGO, buy two get a third for half-price
— Seasonal — to smoothen seasonal sales
— Cash — 2% off for all cash payments (versus credit card)

e Allowances:

— Trade-in allowance for buyers
— Promotional allowance for resellers
— Geographical adjustments
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8.2 Channels

e Individuals or firms that help get the product or service to the end user

e Retailers, distributors, and resellers are all channels

8.2.1 Benefits of Direct Channels

e Greater control and direct contact w/ customer needs
e Lower variable costs
e Quicker response to changes in marketing mix

e Don’t have to look for a suitable middleman

8.2.2 Benefits of Indirect Channels

e Fewer contacts to manage and less need for sales presence

e Can match product assortment w/ customers

Allows for multiple channels for the same product

Leverage a channel partner that already has customer relationships

Challenges of moving from indirect to direct channels

— Disintermediation — may lose distribution
— Buyer loyalty may not be focussed on that company

— Extra costs involved

8.2.3 Important Factors When Choosing a Channel

e Your business environment (new tech possibility)

e Characteristics of your consumer base, product, or company
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9 Lecture 09 — Promotions and Communications

9.1 Integrated Marketing Communications

1. Communications Process
2. Promotional Mix
3. Developing the Promotional Mix

4. Developing, Executing, & Evaluating the Integrated Communications Program

9.1.1 Promotional Mix — The Traditional View
e What communication tools are available?

— Advertising (paid media)

— Personal selling

— Public relations (earned media)
— Sales promotion

— Direct marketing
e Why call it the traditional view?

— Ignores importance of digital and social medias

9.1.2 Advertising

e Paid, non-personal communication

e Provides reasons to buy the product/service

9.1.3 Personal Selling

e Two-way (often face2face) personal communication

e Very expesnsive (fixed costs, usually)

9.1.4 Public Relations
e Unpaid, non-personal communication

e Influence through a third party (e.g. the media)

9.1.5 E.g. Yelp and the PR Mechanism

e A study of over 3000 restaurants in Seattle
e Omne-star increase on Yelp leads to 9% increase in revenue

e This effect mainly applies to independent restaurants, doesn’t affect chain restaurants
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9.1.6 Sales Promotion
e What is it?

— Samples

— Coupons

— Rebates

— Price packs

— Logo’d items

— Daily online deals
— Premium

— Patronage rewards

— Contests, games, etc.

Accounts for 76% of all marketing expenditures for packaged-goods companies

e Effective short-term sales tool

More competition and brands are harder to differentiate

Decline in advertising efficiency

e Short-term motivator to encourage purchase

Provides incentives to buy product/service

9.1.7 Direct Marketing
e A form of advertising whereby organizations communicate straight to the customer
e Direct personal, often interactive, communication

e Can take place over diverse communication channels

9.1.8 Digital and Social Media
e Increasing importance of digital marketing/social value
e Made the traditional 5 promotional mix even more complex
e Consumer-generated content

— Marketer & consumer w/ the consumer often in control are sharing the communication space
— Consumer can pass judgment and send their own message

— Result is a highly engaging & highly successful communication campaign

9.1.9 Online Content and Social Media
e Online marketing

— Communication delivered through the Internet w/ real-time two-way communication w/ con-
sumers

— Consumers respond immediately & share with others
e Content marketing

— New level of engagement that adds value to a brand
— Reinforce a brand’s positioning
— Typically delivered through social media

e Social media — promotion tools used to facilitate conversations
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9.1.10 Product Characteristics
e Level of complexity — greater complexity = emphasis on personal selling
e Potential risk — greater risk = need for personal selling
e Ancillary services (services/support required post-sale)

— Advertising can establish seller’s reputation
— Direct marketing can describe customization available

— Personal selling builds buyer confidence & provide evidence of customer service

9.2 Channel Strategy

9.2.1 Push
e Push the product through the channel w/ goal of getting channel members to push to their customers
e Direct promotional mix to channel members to gain their cooperation in ordering & stocking products

e Personal selling & sales promotions play major roles

9.2.2 Pull

e Product is pulled through channels
e Direct promotional mix at ultimate consumer to encourage product demand

e Mainly advertising & direct marketing to reach end consumers

9.2.3 Developing the IMC Program

e Coordinate all promotional activities to send a constant message

e Maximizes promotional budget and impact of communications

9.3 Three Stages of IMC Programs
9.3.1 Planning

e Identify the target audience

e Specify the objectives

e Set the budget & select promotional elements

e Design and schedule the promotion

9.3.2 Implementation

e Pre-test the promotion

e Carry out the promotion

9.3.3 Control
e Post-test the promotion

e Make needed changes

30



9.3.4 Evaluating the IMC Programs

e Important to measure ROI where possible against objectives
e Metrics may depend on elements in program

— Download/click rate

— Views on earned media

— Traffic to sites/micro sites
— Coupon redemption

— Attendees at sponsored events

9.4 Takeaways

e Lots of tools to reach target market besides advertising

e Companies usually select a combination of tools
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10 Lecture 10 — Commercialization & Start-Ups

10.1 Options to Employ New Product or Technology
10.1.1 Licensing
e When to consider:
— Don’t have resources to bring to market or don’t want to develop
— Want to bring a technology to market fast
— Want to stop other firms from R&D /patenting
e Risks:

— Only beneficial when you have a technological advantage

x Create a standard
x Stay at leading edge

— Requires strong IP protection
— Dependent on others for success in the market

— May lock into something when market is still emerging

10.1.2 Partnering (Selling a Component)
e When to consider:
— Don’t have resources to bring it to market
— Want to get tech to market fast

— Credible partners can be identified and endorsement sends a signal

— You are strategically important to the partner

e Risks:

Larger and more established firms can take advantage in terms of price and terms

Partner can deskill you
— Dependent on partner for market success and access to market information

— Partner can become disinterested

10.1.3 Do-It-Yourself (Selling a Finished Product)

e When to consider:

Can bring to market by yourself and want to develop these capabilities

Understand requirements of the end consumer

When you want to market w/ your name on it

— When you have clout w/ your ecosystem of players

e Risks:

Pioneers may be on bleeding edge — competitors can learn from your mistakes
Effort spent on marketing/distribution leaves R&D behind

End consumer markets are different or small

— Lose nimbleness & speed

— Macro markets (size and growth) — the competition — buyer behaviour
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10.1.4 Matching R&Cs of Established Firms is Difficult

e More money: investment, pricing, recovery after a mistake

Greater economies of scale, lower costs

More people/diversified

Better reputation and track record

Organizational capabilities tend to be wider and more formalized

Seek to devise an entry strategy to leverage advantage

— Emphasize speed for lead time advantage

x Set up intangible entry barriers rather than relying only on proprietary advantages
* Product, tech, people, partners, locations

— Emphasize selective focus

x Clearly defined target market
x Clearly defined partners, channels, and supplies

10.2 Intellectual Property Protection (IPP)

e Trademarks, patents, copyrights, industrial designs

10.2.1 Patents
e Legal right to prevent others from making, using, and selling your invention for up to 20 years
e Very valuable, can be sold, licensed, or used as assets to attract funding from investors
e Inventions must be:

— New: first in the world
— Useful: solves a problem

— Non-obvious: to a skilled person in a relevant field
e CIPO - Canadian Intellectual Property Office (OPIC in French)
e 90% of patents are improvements to existing patented inventions
e CIPO has an expedited process for patent approval for inventions related to clean technology
e Computer code in written form is literary work w/ automatic copyright protection
e Combining legal and strategic IPP

Secure valued, scarce resources (locations, raw materials, etc.)
Develop network externalities — more valuable if more people use
Build in switching costs

Develop a strong reputation or brand

G e

Maintain strong R&D capabilities to capitalize on lead up to learning curve
e Benefits:

— Blocks others from using

— Raises cost of imitation by rivals
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— Helps raise capital by signalling a competitive advantage
— Helps in negotiations between firms

e Limitations:
— Requires disclosure in all countries
— Monopoly is temporary
— Rivals can work around and are hard to defend

— Can be irrelevant if tech moves quickly

e PATENT TROLLS

10.3 Examples
1. E-Ink at Time of the Case (2008)

e Founded in 1997, pioneering a set of diverse tech

e Radical/discontinuous tech (bleeding edge)

e Raise $130M in VC

e Has tried to market multiple variations of the product
— Needs to focus!

10.3.1 Discontinuous Change

e Associated with extreme demand and tech uncertainty
— What it may be used for
— Tech standards are up-in-the-air

e Usually less profitable than established products in mainstream markets — at least at the start

e Likely appeals to a small market at first

10.3.2 What Actually Happened

e Won multiple awards and holds ;100 patents
e 2007 — Kindle launched

e 2009 — annual sales $18M, purchased by a Taiwanese manufacturing company for $215M

e Research and development stayed in Boston
e 2011 — Sales total $1B

2. Sentinelle Medical

e MRI imaging tech company founded in 2004
e Costs $200K, started as an MSc. thesis at UofT in 1998

e 5 big MRI players: GE, Toshiba, Siemens, Philips, and Hitachi

10.3.3 Sentinelle Medical Today

e Patents: 2 granted, 19 filed, 10 provisional
e 2009 — annual revenue was $15M
e 2010 — US company Hologic bought SM for $85M

e Close relationships with radiological community and public institutions

e Meets a pressing and unmet need

e Sticking to the business plan and staged growth over 5 years

e Exclusive distribution was key turning point which led others to follow suit
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10.4 Business Start-Ups and Entrepreneurship

10.4.1 Causal Logic

10.4.2 Means-Based

Select option w/ highest expected return

Specified needed resources to get desired outcomes

Most often used in developed, familiar product markets

Evaluate opportunities on measurable market demand and competition

Converging cycle of possibilities

Conduct Acquire
Identify | | competitive |, resources and
opportunity analysis Develop | | stakeholders Adapt over
for new a ] for " t|me as
productor | business | | implementing environment
service Conduct |—  plan the plan changes
market
research
Figure 7: Causal Logic Approach
Evaluate alternatives based on a given set of means + low-cos experiments
Select options based on affordable loss rather than expected return
Obtain pre-commitments with customers and suppliers
Most often used in uncertain product markets
Expanding cycle of resources
Assess
resources & Interact New
I(c:’apabllltles ., Whatcan | | Wlthl N Obtain "l means
-Ssﬁs we do? wzeck)r?:w partner
-Skills .
commitments ™
-Track record or meet New
-Technology goals
-Contacts ‘

Figure 8: Means-Based Approach
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Causal Logic Means-Based
Start with Goals Means
Risk, return, and resources Expected return Affordable loss
External parties Transactions with customers and suppliers Build future jointly
Surprises Avoid Leverage
Underlying logic Control future to an extent No need to predict the future
Early focus Plan Act

Table 1: Causal Logic Versus Means-Based Approaches

10.4.3 Nine Characteristics of Successful Entrepreneurs

. Disciplined
. Confident

1

2

3. Open-minded
4. Self-starter

5

. Competitive

6. Creative
7. Strong people skills
8. Strong work ethic

9. Passionate
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