STRATEGIC PLANNING 
One approach to strategic planning is to match an organization's goods and services with its markets, generally in the long term. The long term is viewed as two or more years. To minimize threats from competitive inroads and obsolescence, every business unit must have a strategic plan and constantly monitor its markets and competitors.  Tomorrow's winning products must be researched, tested, developed and introduced before today's winners become obsolete.  To manage its future every company needs a business strategy and a marketing strategy.  The business strategy guides the corporate mission, financial and operational planning, its search for new products, technologies, and market targets. The marketing strategy takes the business strategy as given, then focuses on matching products to markets.
Market planning involves the shorter run, annual and day-to-day, activities of developing and executing the marketing mix elements of the company's offerings. As execution is carried out, constant feedback must be assured to provide input for modifications to the marketing plan in the face of changing conditions. 
Every organization has a marketing strategy. It can be expressed either as written plans or as a collection of unwritten or even unstated rules.  In either case, it should include a statement or understanding about the company's mission, customers, and offerings whether formalized or informal.  To have no strategy is to be directionless or what might be perceived as motion without a goal.  This has been the approach to strategic planning by many dot coms in recent years who have devoted far more time to developing their products than their markets.
Strategic Planning Models
Strategic planning developed as a popular business topic in the 1970's.  "Strategically planned" acquisitions and mergers often were driven by financial considerations of cash flow.  Combining unrelated businesses, which made financial sense, did not always result in marketing synergy and in some cases proved detrimental to the core business. 
Market considerations and implications of business and marketing plans are more dominant in today's strategic planning. A new shift to downsizing and leaner managements has emerged. Focusing on "core" businesses with potential for growth is viewed as important as conglomerate building was in the past. Strategic planning has expanded to include an incremental emphasis on implementation of plans.  When Black and Decker bought General Electric's small appliances, emphasis shifted to productive implementation of resources in marketing and sales. Similarly many dot com acquisitions are now to develop a strategic advantage in either a product or market.
Many strategic planning models focus on blending the concept of a portfolio of businesses with different measures of performance and strength of these different businesses.
Product Market Matrix 
A useful marketing strategy planning tool is the Product/Market Matrix: this two by two table helps organize matching products to markets.  Figure 1 shows a product/market matrix, with alternatives for matching products and markets. 
The analysis provides four product/market combinations. Plans for the current product in the current market (quadrant 1) require market cultivation and penetration strategies: intensive development and fine-tuning of marketing plans is necessary. Advertising, price, and sales promotion techniques designed to encourage repeat purchasing are emphasized.  When introducing current products into new markets (quadrant 2) market development and extension are emphasized: new market segments are developed through emphasis on new uses or benefits from existing products, or geographic expansion of marketing efforts such as branching in retailing and service firms.
FIGURE 1: PRODUCT-MARKET MATRIX
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When introducing new products into current markets (quadrant 3), product development is emphasized (both modification and differentiation).  New improved versions of the product are introduced, as are new products and services, targeted at essentially the current market segments providing greater benefits than competitors.
When new products are introduced into new markets (quadrant 4) product diversification is emphasized, and new target markets are sought to achieve growth.
The product/market matrix helps the planner by suggesting alternative marketing strategies.  Each product and service offering can be evaluated as a candidate for modification (quadrant 3), introduction into new markets or market segments (quadrant 2), or more intensive marketing to current markets (quadrant 1). Finally, there are opportunities to enter new markets with new products (quadrant 4).  This analysis is useful for a single product and its variations in design and markets; however, it does not address the issue of multiple products or services. The Boston Consulting Group Product Portfolio and the General Electric Multifactor Portfolio Model are useful in the evaluation of multiple product offerings.   
THE PRODUCT PORTFOLIO
The Boston Consulting Group developed the Product Portfolio model shown in Figure 2. It can be used to evaluate the relative standing of several Strategic Business Units (SBU), products, or brands in their respective markets. The two by two model allows evaluation of how several products perform relative to their competitors.  On the vertical axis the market growth rate is charted as an annual percent.  A specific growth level is chosen arbitrarily as the dividing line between low and high growth rates.  The horizontal axis measures relative market share.  The ratio of your sales to the sales of your largest competitor is used as the measure of relative market share.  If the ratio equals one, you and your major competitor have equal market shares. The ratio is greater than one if your company is the market leader, and smaller, if you trail your competitor. The point where the ratio equals one is taken as the dividing line between high and low relative market share.
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FIGURE 2:  PRODUCT PORTFOLIO
Having products with a combination of a high market growth rate and a high relative market share is desirable for future market and financial development.  Products in that position are called "stars." Products with high market share and low market growth rates, "cash cows," typically produce the highest profits for the firm. Cash generated from cash cows is generally invested in either stars or products viewed as potential stars: the "problem children," sometimes called "question marks."  Problem children generally require substantial production and marketing expense to expand the organization's capacities to meet the rapidly increasing demand and build market share.  If successful, the market share of these products will grow, turning them into stars. Should the strategy fail, the product could turn into a "dog": a product with low market share in a low growth rate market. Products with lower relative market share, question marks and dogs, need to be carefully evaluated to determine if they have any future in the product line or if they should be harvested. 
Each of the quadrants in Figure 2 shows a different classification of the product and prescribes a different strategy. This is a potential disadvantage of the model. While the classification may help some managers, an over-simplified prescribed strategy may be detrimental. The company must still decide whether it wishes to build, hold, harvest, or divest each product.  Moreover, successful products or SBU's may have similar positioning in this model, yet have separate future scenarios.  A problem child may be in the same place for several years, while a star may be a star on its way down.  A company must look for a balance among its products and businesses based on its specific skill and resources.
A company with a balanced portfolio of products may still apply the wrong strategies to them.  Investing in too many question marks at the same time may backfire, if none gets enough resources to provide the critical mass required to move it to the star or cash cow position.  Holding on to a dog for too long is a second example of applying the wrong strategy to the portfolio model.  Timing is often based more on art and experience than on quantitative analysis alone.
The alternative actions available for specific products in the product portfolio are similar to the actions shown in the product/market matrix (Figure 1).  Movement of existing products in the portfolio occurs by either more intense marketing (market penetration) or by modifications of the product (product development). The market growth rate for a product can be increased by seeking new markets (market extension).  Finally, existing cash cows can be used to support the costs of new products (product diversification and product development). The product portfolio extends the product/market matrix concept by showing the interrelationship between products.
 What are the advantages in gaining high market shares or being in high growth industries? Increases in market size and market share lead to increased volume of production.  Increases in volume produce experience in production, which can be used to reduce variable costs. This is not a given, but results from a combination of experience and effective management to convert experience into reduced costs. Thus, as production increases variable costs per unit are reduced as shown in Figure 3.  This can produce a decrease in total costs per unit.  Lower costs provide the firm with the flexibility to either reduce prices or to use the additional funds to support more aggressive marketing efforts including product development, advertising, additional sales people, or increased profits.
Experience Curve
The experience curve effect, as shown in Figure 3, is most apparent in products with a high percent of electronics components, such as high definition television (HDTV), digital watches, personal digital assistants, aircraft, DVD plays, and computers. However, the experience curve also extends to less technical products such as hotels, restaurants and financial and health care services. McDonalds has learned to produce a hamburger at a very low variable cost, automatic teller machines can reduce financial transaction costs, and high volume eyeglass fitters can provide lower cost services. In all cases these reduced costs can either be passed along to consumers or retained as profits.  Being the experience curve leader goes hand-in-hand with high market share.
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Figure 3: THE EXPERIENCE CURVE

High market shares produce gains in addition to reducing costs through applying the results of experience.  High market share creates more power and attention in the marketplace.  It is easier to convince the distribution network and retail trade to carry and display a high market share product.  However, achieving high market share, as suggested by the experience curve, is far easier in a rapidly growing market.  Table1 shows the resulting market shares for later entrants. These shares represent averages and some firms may overtake those who entered earlier.
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This table is based on Urban et.al. (1986) study of eighty-two brand in twenty-four categories of frequently purchased consumer products as reported in Urban and Star (1991 pg. 295). The column titled 1st shows that the first firm to enter a market holds100% market while firm's with a competitor holding 58.5% market share. In six firm markets the 1st firm to enter still holds a significantly higher 27.3% share compared to the second firm's 19.4% market share. 
Being first to market requires careful coordination of engineering (research and development), finance, manufacturing, and marketing. House and Price (1991) propose a technique, the product return map, to coordinate these efforts.  
Many firms lose the advantage of being first to market. UNIVAC introduced the first computer. Who can remember who introduced the first automobile? PanAm was the early leader in international passenger air transportation. Value must be offered over the complete product life cycle to retain a high relative market share.
Market Share Strategies (adapted from Schnaars 1997)
Market share strategies are summarized by Schnaars as follows:
 1.  Gaining Share 


A.  When 



1.  In growth markets. 



2.  When a new product shows potential. 



3.  When an acquisition is under performing. 



4.  When a competitor is unwilling to fight back. 



5.  When a competitor is unable to fight back. 



6.  Avoid share battles against entrenched competitors. 



7.  Avoid share battles in commodity markets. 



8.  Avoid price competition. 

 
B.  How 



1.  Lowering prices 



2.  Increasing promotion. 



3.  New product introductions 



4.  Improving product quality. 



5.  Move up-market. 



6.  Move down-market. 

 2.  Holding Share 



A.  When 



1.  When holding a dominant market share. 


B.  How 



1.  Cost and price-cutting. 



2.  Price cutting in the attacker's major market. 



3.  Heavy promotional spending. 



4.  Perpetual innovation. 



5.  Signaling commitment. 

 3.  Harvesting 

 
A.  When 



1.  Market is declining. 



2.  You hold low market share 


B.  How 



1.  Cut marketing expenditures. 



2.  Reduce service. 



3.  Drop small customers. 



4.  Trim product line. 



5.  Cut research and development. 



6.  Reduce plant and equipment. 



7.  Substitute cheaper materials. 



8.  Raise prices. 

 4.  Divestment
 


A.  When 


            1.  Poor market position. 



2.   A poor fit with the firm's other products.



Portfolio models are not a panacea, nor a substitute for good product and market management.  They are static models, reflecting a single time.  Rather than examine only one time, strategic planning should include medium and long term planning horizons.  This can be accomplished with these models by using historic and/or forecast data for several quarters or years to generate a series of models over time.
Strategy:  Applications
Assume the following data.  Except for color television the data is hypothetical, although color TV did represent over 75 percent of Zenith's sales at the time.  
	 
	COLOR TV'S
	VCR
	CAMCORDER
	VIDEO MONITORS 
	CABLE DECODERS

	MARKET GROWTH (%)
	3.00%
	1.00%
	7.00%
	10.00%
	10.00%

	MARKET SIZE [MILLION UNITS]
	6,525 
	2,475
	2,024 
	1,500
	600 

	LARGEST COMPETITOR SALES [MILLION UNITS]
	1,631
	743
	400
	300
	50

	OUR SALES [MILLION UNITS]
	1,044
	100 
	50
	100
	100

	RELATIVE  SHARE
	.64
	0.135
	0.125
	0.333
	2.00


The product portfolio for Zenith Electronics Corporation in 1991 is shown in Figure 4.
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FIGURE 4: ZENITH’S PRODUCT PORTFOLIO 
What is your diagnosis of Zenith’s current position?  What are your recommendations for Zenith's strategy?  The value of market share is discussed next.

The Value of Market Share as an Objective

Figure 5:  Market Share and Profits 
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Objectives are often interrelated as shown in Figure 5. Increases in quality relative to the competition can be used to increase market share.  Increases in market share lead to increased volume, which can be used to decrease costs.  Increases in quality also permit higher prices. Planned carefully quality and price changes can provide the consumer with increased value (e.g. quality and attributes of a product relative to products of equal price).  Value can be managed to produce increased profits.  Many Proctor and Gamble products and Japanese automobiles provide both differential quality and differential value.

 

Market Share and Return on Investment
In 1972, PIMS (Profit Impact of Market Strategies) began a study that involved 450 companies and over 3,000 business units over 2 to 12year periods.  One finding of this research is that generally a higher market share results in a higher return on investment.  These increases do not occur at higher levels of market share for a variety of reasons. Economies of scale decrease, the firm becomes more visible to other competitors, the firm may find it more difficult to gain additional customers, and government regulators may pay more attention to the largest firms.
The most effective method to achieve high market share is to be first into the market and offer the greatest relative value from introduction until today.  Many firms loose the advantage of being first to market. UNIVAC introduced the first computer. Who can remember who introduced the first automobile? Pan Am was the early leader in international passenger air transportation. Value must be offered. 
FIGURE 2:  Market Share and Return On Investment 
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Use of the market share - return on investment relationship requires careful definition of your product and industry. For example, luxury and up-scale products always have small market shares of their total industry (e.g. Porche in automobiles, Rolex in watches). These products must be compared against similar products.
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