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3¢ PREFACE

The mission of the Harvard Business School (HBS) is “to educate leaders who will make a
difference in the world.” Founded in 1908, when Harvard University was already more than
250 years old,HBS achieves this mission by reaching a wide range of audiences through a
variety of programs. While HBS is perhaps best known for its MBA Program, it also pursues
this mission through its Executive Education Programs (including the Advanced Management
Program as well as over 100 additional programs for practicing managers)and through the
publishing activities of Harvard Business School Publishing (HBSP) which include Harvard
Business Review, HBS Press (books), E-Learning products, and HBS Case Studies.

Providing guidance for leading academic institutions continues to be an important aspect of
the HBS Mission.Over the past 60 years, HBS has not only made its case studies available
throughout the world, but has assisted other Universities and their faculties in developing their
ability to teach by the case method.This has included the offering of such courses as The
International Teachers Program (ITP), Colloquium on Participant Centered Learning (CPCL)
and the Program on Case Method and Participant Centered Learning(PCMPCL). The PCMPCL
Program initiated in August of 2005 is aimed at helping leading Business Schools in Greater
China and Singapore to develop excellence in the use of the case method and participant
centered learning in both MBA and Executive Programs, as well as in practitioner—oriented

research.

HBS has discovered over the years that adoption of the case method often proceeds through
three stages. The first stage is where cases are used as examples and illustrations of principles
and concepts being taught in a Management Course. The second stage is where cases become a
primary means of learning, with a majority of the class sessions in a program relying on field-
based cases. The third stage is then where the faculty begin doing significant amounts of their
case —based research and curriculum development to better understand and teach about

decision making.

Consistent with our mission, we at HBS and at HBS Publishing are pleased to offer—in
conjunction with our partner, China Renmin University Press—a comprehensive approach to

Chinese Business Schools and their faculty, that is focused on helping them progress through

5



the second stage of participant—centered learning and into that third stage. This overall effort
consists of offering the 10 -day PCMPCL Course to teams of business school faculty from
Greater China and Singapore, providing a series of case books (through China Renmin
University Press) tailored to the Ministry of Education’s MBA curriculum recommendations,
offering a set of follow—up case teaching and case writing seminars in China, and establishing

an academic support center to assist faculty with their unique course and case requirements.

Our purposes in doing this are two—fold, but both are directly tied to the HBS Mission. One
purpose is to facilitate better management education throughout the global economy by
assisting leading educational institutions—such as those found in China—in developing their
capabilities in practitioner focused, case based teaching. The other purpose is to help the
leadership at such institutions to develop a critical mass of faculty who can lead the efforts of
their own institutions in creating additional case—based teaching and research materials that
can be shared with other parts of the world. Such China—-specific management materials of a

world class caliber are anxiously needed by academics elsewhere in the world.

We are pleased that China Renmin University Press and so many leading Chinese Manage-
ment Schools would join with us in pursuit of these purposes. We anticipate that this series of
case books will be a significant contributor to the pursuit of the important role that Chinese Ed-
ucational Institutions, their faculty, and the practitioners they serve will have in the global e-

conomy.

Steven C. Wheelwright

Baker Foundation Professor

Senior Associate Dean, Publication Activities
Harvard Business School

Harvard University

Boston, Ma 02163

June 2005
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Marketing Strategy—An Overview

A strategy! is a plan of action designed to achieve certain defined objectives. In business firms,
objectives may be stated in such terms as sales volume, rate of growth, profit percentages, market
share, and return on investment (ROI), among otl ers. The importance of defining objectives to give
purpose and direction to strategies cannot be over: ;timated. How can we formulate useful strategies
in any domain unless we know what we are trying to accomplish?

Strategies are developed at multiple levels in the organization—corporate, divisional, business
unit, and departmental. Taken together, they form an integrated plan for the enterprise as a whole.
Thus, corporate strategies are the sum of business unit strategies plus any plans for new business
initiatives.

At the heart of any business plan is its marketing strategy. Businesses exist to deliver products
and services to markets. To the extent that they serve this purpose well and efficiently, they grow and
profit. Other components of a business unit strategy (e.g., finance, production, and R&D) must
support the business’s marketing mission. By the same token, marketing objectives and strategies
have to be formulated to take account of the firm’s core competencies as well as its resource limits.

Elements of Marketing Strategy

A marketing strategy is composed of several interrelated elements. The first, and most important,
is product/market selection. What markets will we serve with what product lines? A second critical
element is price. What prices will be set for individual products; how will products in the line be
priced relative to each other; will we offer quantity discounts, deferred payment plans and/or rental
options; what kinds of price promotions will be needed to compete effectively?

Another is distribution systems: the wholesale and retail channels through which our products
and services move to the ultimate users. These may include such business entities as the company’s
salesforce, independent distributors,. agents, and franchised outlets. Market communications, a
fourth element in marketing strategy, includes such components as print and television advertising,
direct mail, trade shows, point-of-sale merchandise displays, sampling, and telemarketing.

! Words and phrases often used in marketing are noted in bold letters when they first appear.
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Depending on the nature of the business and its markets, the marketing strategy may include
other elements. A company whose products need repair and maintenance must have programs for
product service. Such programs are often business units themselves with extensive repair shops,
service personnel, and spare parts inventories. The product service program is usually expected to
make a profit, but in addition, its cost, quality, and availability are usually a part of what the buyer
would evaluate in making the purchase decision. It serves, then, as part of the overall marketing
program to differentiate the product offering. Technical service may be part of the ongoing
buyer/seller relationship. Done well, this and the supplier's viability can be important elements of its
competitive advantage.

In many enterprises, plant location is a critical strategic component. If the product can be
economically shipped only within a limited distance of the plant and /or if the product is customized
to buyers’ specifications, plant location may effectively define the geographic market boundaries.
Metal containers and corrugated boxes are examples. Or if government regulations require local
manufacturing, plant location choices amount to country-market selection decisions.

The combination of these several factors, and others, and the relative emphasis on each in a
marketing program is called the marketing mix.? It varies considerably from one product/market to
another and over different stages of market growth. Some firms, for example, may rely primarily on
heavy television advertising, others on direct mail, and still others on a technically trained
salesforce. The marketing mix may vary even among competitors selling the same products in the
same markets. Consumer packaged goods manufacturers, for example, such as Kellogg or Proctor &
Gamble, advertise extensively to move their products through distribution channels and off
supermarket shelves. By comparison, many retailers, such as Osco Drug, Wal-Mart, or A&P, sell the
same products at much lower prices under their own private brand labels, with little or no
advertising.

The discussion that follows considers four primary elements in any marketing mix:
product/market selection, pricing, distribution, and market communications. A final section presents
a model for strategic planning.

Product/Market Selection

The most important choice made by any organization, whether a business, school, hospital, or
government agency, is deciding what markets it will serve with what products. Product/market
selection decisions commit the firm to particular customer groups, specific fields of technology, and a
certain competitive milieu.

By way of definition, a product is the total package of attributes the customer obtains when
making a purchase. Product benefits might include what the product does, manufacturer and retailer
warranties, repair service, technical assistance, the value of the brand name in terms of implied
product quality and reliability, assurance of ongoing product availability, and the personal
relationships that may develop between the buyer and the seller. A watch, for example, is an
instrument for telling time. It is also a piece of jewelry, and some watches—Rolex, for example—may
serve as status symbols. In addition, part of the product’s meaning may be convenience and/or the
pleasure of the shopping experience.

2 The concept of the marketing mix is credited to Professor Neil H. Borden, a member of the Harvard Business School faculty.
See Neil H. Borden, “Concept of the Marketing Mix,” HBS Case No. 502-004, Harvard Business School Publishing, Boston, MA
02163.
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Any list of product attributes may include negatives, as well. In the case of cars, repair frequency
and cost may, indeed, be negative factors. A family on a vacation tour inevitably takes risks on the
tour provider’s performing to the expectations it created in the advanced billing, and often on the
weather. Industrial buyers may run the risk of poor product performance or the supplier’s going out
of business. Thus, product meaning must be defined in terms of the full range of benefits, risks, and
disadvantages the buyer obtains with purchase and use, including the buying experience.

Regardless of what the seller thinks of the product, what counts for strategic planning purposes is
the prospective purchaser’s opinion and the value he or she places on the seller’s product versus
competitive offerings. It is important to distinguish, however, between perceived value and potential
value. The first is the customer’s existing perception of the product. The latter is what the buyer can
be educated to recognize. The realization of potential value is accomplished through market
communications.

As for the term market, it may refer to a place where buyers and sellers meet, or to a retail outlet,
or to a set of potential customers. For purposes of this discussion, a market is a pocket of latent
demand. It may be likened to a vein of ore in the ground, available to be mined. New market
opportunities may arise from a wide range of exogenous factors. A major source of new market
opportunities is new technology in such fields as electronics, aerospace, and the medical sciences.
Population growth and increases in national and personal incomes also create new markets and
expand existing ones. Societal needs such as crime prevention, health care, and population control
also create new markets. Shifts in culture, style, and public tastes in food, clothing, entertainment, the
arts, and travel lead to new market opportunities, as well.

Markets can be delineated in terms of segments. A market segment is a set of potential
customers alike in the way they perceive and value the product, in their buying behavior, and in the
way they use the product. Defining relevant market segments is the first step in product/market
selection. It creates a framework for developing market strategy. Markets may be segmented along
several dimensions:

Demography Demographic segmentation relies on such factors as family income, age, sex,
ethnicity, and educational background as explanatory variables for differences in taste, buying
behavior, and consumption patterns. For example:

When Population Services, Inc., a not-for-profit organization, undertook the marketing of
condoms and oral contraceptives in Bangladesh, it found significant differences in buying
behavior among males and females and among rural and urban dwellers. Based on these
differences, PSI used as a strategic framework a four-quadrant matrix, as depicted in Figure A,
to address distinctions among these segments in product meaning and the buying influences to
which each responded. Different communication strategies were developed for each one.3

3 V. Kasturi Rangan, “Population Services International: The Social Marketing Program in Bangladesh,” HBS
Case No. 586-013, Harvard Business School Publishing, Boston, MA 02163.
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Figure A
Male Female
Rural 2 |
Urban '

In industrial markets, the size of the enterprise, its nature (e.g., for-profit, government, nonprofit)
and type of industry (e.g., manufacturing, services, defense, construction) are demographic variables.
They tend to explain patterns of buying behavior. For example:

IBM, in selling mainframe computers, organized its marketing programs in terms of such
customer categories as Health and Education, Banking and Finance, Government,
Manufacturing, Distribution, and Airlines. Computer usage, buying behavior, and service
needs were deemed to vary enough among these segments as to justify specially trained IBM
sales and service units serving each one.

Geography  Geographic segmentation frameworks are useful in both consumer and industrial
markets. Different areas of the country and different parts of the world may vary significantly in
terms of market potential, competitive intensity, product-form preferences, and government trade
regulations.

Another geographic variable is economical shipping distance. In the case of high weight- or bulk-
to-value products, plant location, as noted earlier, will define the market area. Similarly, the desire of
the customer to be close to the supplier, as in the case of customized products and services—such as
health services or restaurants—may effectively limit the market geographically.

It should be noted, however, that with the increasing globalization of markets, geographic
segmentation variables have declined somewhat in importance versus others. Product uses and
preferences and buying behavior across the world are coming to exhibit greater commonality.
Advances in communication and transportation have also eased geographic market limits.

Psychographic variables So-called psychographic typologies attempt to segment markets
according to individual lifestyles and attitudes toward self, work, home, family, and peer-group
identity. “Senior citizens,” for example, may vary markedly from the “baby-boomer” generation, and
from “teenagers” in their needs for products and services, political persuasions, and residential
preferences and, thus, comprise a distinct and very high-potential market segment. Working women
and homemakers, “couch potatoes” and “exercise freaks,” people of different ethnic origin exhibit
such significant differences in product wants and responsiveness to different buying influences as to

comprise different market segments.

The comparable segmentation variable in industrial sectors might be corporate culture. Some
enterprises are greater risk takers than others and may have more to gain as early adopters of new
products and technologies, while more risk-prone firms are found among the followers. Some firms
focus intensely on price factors in making purchasing choices while others give priority to developing
long-term relations with suppliers based on technical and service contributions.

Product application and use The way industrial purchasers use the product and how it fits
into their processes and systems may provide the basis for market segmentation. For example, the
technologies for manufacturing nylon carpet, or hosiery, or cordage, or synthetic fabrics vary
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considerably one from the other, accounting for significant differences in product specifications and
in technical service needs.

A consumer who buys tableware for his or her own use or as—say—a wedding gift may well have
different preferences with regard to price levels, retail source, and brand name for each of these
purchases. Thus, any one consumer may exhibit different purchasing behavior in buying comparable
products if they are intended for different purposes.

It is also important to recognize that the market segmentation scheme appropriate at one stage in
the development of a market may become obsolete with market growth and maturation. Customers
become educated in buying, evaluating, and using the product. Demand increases, and new
competitors enter. New product forms are introduced, and new distribution channels emerge. Such
events change the way people buy and lead to much more elaborated market segmentation
structures. Not to continually revisit the task of segment delineation and look for new market
opportunities is to lose touch with the market and to risk significant loss in competitive position.

Market segmentation is an art, not a science. Its purpose is to delineate groups of potential buyers
according to their needs, market potential, and buying behavior. In the context of a firm’s overall
strategy, some segments may be defined demographically, some geographically, some in terms of
lifestyle and corporate culture, and some in accordance with product application. Some may be
defined as subsets of other variables. Having developed a segmentation scheme, strategic planners
may select from among these those markets the firm may serve most creatively and profitably, and to
develop strategies for each. Figure B lists useful segmentation variables.

Figure B Segmentation Variables
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In making product/market choices, a number of factors must be considered:

Product value First and most important, market entry and development efforts must focus on
those segments that value the product most highly. Target those applications in which the product or
service makes its greatest contribution. If markets are veins of latent demand, marketing resources
are best spent on “digging where the dirt is softest” (e.g., where the product is most highly valued).

Long-run growth potential Ultimately market size and profit potential is key. Growth
potential estimates should factor in any follow-on market opportunities as well as the one at hand. As
in the case of computers and microchips, new technologies often move rapidly from one application
to another, and early market entrants may ride the wave of technological progress in the
development of new applications.

Resource commitments Product/market choices often commit firms to heavy financial drains
not only in marketing costs but also in production facilities and R&D. Can the resources be made
available to compete in some high potential market, and does the estimated return on assets justify
the investment?

At one point, early in the development of the computer market, General Electric had
entered the race. It soon withdrew, however. Having undertaken other major enterprise
initiatives in fields such as aircraft engines, aerospace and defense products, and up against
IBM’s already massive marketing, manufacturing, and product development programs, GE
could not support a major commitment in computers. '

Company-product/market fit New product/market opportunities need to be assessed in the
context of existing business operations. This raises such issues as these: Will the firm’s reputation and
brand name be of value? Can the new venture utilize existing manufacturing capacity and
distribution systems? Will the proposed offering enhance the company’s position with existing
customers and its strength in dealing with its distributors and retail outlets? On the other hand,
might the new product obsolete or cannibalize the sales of existing product offerings without
increasing total profitability? But if we don’t obsolete our own products, won’t our competitors do it
for us? A case in point: '

U.S. car manufacturers dragged their feet considerably in adding compact cars to their
product lines out of concern for cannibalizing the sales of their very profitable full-size models.
Only after foreign competitors made significant inroads on their markets in the United States
and abroad did the domestic manufacturers bow to the pressure of significant losses in market
share and began making small cars.

In product/market selection it is useful to think of the market as a chessboard, with the squares
representing different market segments. Competitors are arrayed over the playing area, each seeking
to occupy certain spaces with particular product offerings. It may be that some spaces, previously
unrecognized as market opportunities, lie vacant and would be easy to occupy. Some may be filled
by weak competitors; they can be attacked. But other squares are solidly dominated by strong
competition with superior product lines; proceed at risk. In the race to take segment positions, the
advantage often lies with the first-mover, the one to get there first. It has the chance to develop
market recognition, gain customer access, lead technology and end-product development, and
achieve scale economies in its manufacturing and marketing operations. As primary demand builds,




