Corporateand Marketing Srateqy Devd opment

By Benjamin Teeuwsen (2005)

This paper deals with the importance of marketing strategy development for
organizations. This issue and its implications are discussed in the broader context of
corporate strategy development. Supplementary to the ideas presented some major
frameworks are provided in the appendix of this document.
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INTRODUCTION —WHY STRATEGY ?

The need for strategy goes back to resource constraints, complexity and
uncertainties and the need for coordination of a variety of activities a firm pursues in a
competitive environment (Jain 2004 p. 9).

Particular modern multi-national companies are challenged by coordinating
multiple business units, functions and departments. Strategy gives managers and
employees a roadmap, guidelines and principles to assist with operational decision
making. Corporate strategy answers the broad questions. “Where are we now? Where do
we want to go? And how do we get there?’ (Thompson 1999 p 5).

Strategy development becomes particularly important and challenged in a
business environment, consisting of increasing complexity, unpredictable and rapid
change in terms of globalization, deregulation, industry structures, growth rates, product
life cycles, customer expectations, demographical shifts and technological turbulence
(Prahalad 1994 p 7, Jain 2004 p 32). Strategy navigates a company through an ever
changing market evolution (Powell 2003 p 153).

Contemporary strategic market management is characterized by an external
market orientation, proactive strategies, importance of information systems, knowledge
management, online analysis and decision making, entrepreneurial thrust and longer time
horizon (Aaker 2005 p 9).

Management tools and emphasis on best practices, such as TQM, benchmarking,
time-based competition, outsourcing, continuous improvement, etc. all aim at improving
the operational effectiveness which is a necessity, but not a drategy per se since
companies have been drawn to imitation and homogeneity, rather than developing unique
strategies by delivering greater value with distinct activities (Porter 1996 p 62).

CORPORATE STRATEGY, BUSINESS STRATEGY AND MARKETING
STRATEGY

Strategy development in organizations is performed across different levels.
Corporate strategy development deals at the highest level with the fundamental questions
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to where a company should be taken in the future and what kind of enterprise the
company intends to become. This long-time perspective is ideally stated in a vision
statement to give all people involved a sense and meaning of what they are doing. Also
corporate srategy is concerned with articulating the overriding strategy for a company in
setting goals and objectives for the total product-market scope, resource alocation
between businesses and determination of capabilities, resources and assets required to
sustain or build competitive advantage (Aaker 2005 p 28, Andrews 1987 p 14). Coles
Myer’s corporate strategy is to gain the competitive advantage by competing different
level business, product market, and customer segments through serving each shopper
(Aaker 2005 p 28). As such, corporate strategy provides the corporation with a strategic
direction, analyses synergies, and looks into how to sustain market position, company
capabilities, and gives direction for necessary change in functions and culture (Jain 2004
p 187).

In contrast, business strategy is concerned with positioning a strategic business
unit in a specific market, which can consist of single products or groups of related
products and ideally relates to the overall corporate strategy. Often Strategic Business
Units have stated their own mission (Thompson 1999 p 4, Aaker 2005 p 41). A newer
approach to defining a business mission deals with the three dimensions, customer
groups, customer functions and technologies used (Jain 2004 p 197). An example for
formulating this concept is General electric made its business unit more autonomous and
decentralized strategy development through applying an entrepreneurial thrust within
organization (Aaker 2005 p 13).

Marketing strategy is a functional strategy and necessary to compete in a defined
market. Marketing strategy is important input into corporate strategy, since the marketing
function is directly concerned about possible changes of customer needs and the broader
competitive environment. As such, marketing strategy connects the overall corporate
vision to the mission of a strategic business unit and translates them into the actual means
and value propositions required to successfully compete in the marketplace. Doing this,
marketing strategy aims at leveraging companies capabilities and strength while
choosing activities that are distinct from its competitors to build unique, valuable and
sustainable positions to serve current and future customer needs. However, a second
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important role of marketing strategy is to provide bottom-up information into corporate
strategy development and emphasizing the corporate need for a customer orientation and
market responsiveness (Jain 2004 p 10, Aaker 2005 p 15).

At the heart, marketing strategy deals with the 3 C's in a dynamic market
environment. Strategic decisions determine when, how and where to compete
(differentiation, segmentation) and are rather proactive than reactive (Jain 2004 p 26,
Aaker 2005 p 7). “Marketing strategy uses the same strategic elements as corporate and
business strategy, but within a different context” (Aaker 2005 p 46).

BACKGROUND - KEY STRATEGY THOUGHT

Matching the external or environmental opportunities (what a company might do)
with the internal strengths and competences of a company (what a company can do) is
widely knows as strategic fit and goes back to “The Concept of Corporate Strategy” by
Kenneth Andrews firstly published in 1971 (Andrews 1987 p 49). Based on this principle
tools like the SWOT analysis have been widely employed.

A stream of strategic tools and concepts evolved to assist managers with the
external analysis. Often summarized as the industry-based view, the rivalry within an
industry, analyzed by the five forces, has been considered as key determinant for the
profitability of a firm (Porter 1985 p 4). Further systematic analysis of the firms internal
activities mapped in the value chain (Porter 1985 p 37) and the concentration on one of
the three generic strategies a) differentiation, b) cost-leadership and c) focus, has been
viewed to paths the way to competitive advantage, as outlined by Porter in “Competitive
Advantage: Creating and Sustaining Superior Performance” in 1985 (Porter 1985 p 11).
Efforts aimed to implement an internally consistent set of objectives and policies around
the intended market position and aligning the firm with its environment (Porter 1991 p
96). The model of Porters value chain has been refined by the McKinsey group (Jain
2004 p 99). Industry analysis has been supplemented by frameworks of the industry life
stages and generic strategies depending on its relative position (Jain 2004 p 229). This
stream of thought has been supported with portfolio tools and emphasized the strategic
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importance of market-share, which was based on the experience curve and also findings
of the PIM S study.

The concept of driversisto link activities to competitive advantage by leveraging
the underlying sources of the advantage and making it operational. Important drivers
include timing, cumulative learning, scale, linkages between activities, location, etc.
(Porter 1991 p 104).

An important notion has been made by Prahalad and Hamel which draw attention
to identify, cultivate and exploit the internal competencies of a firm (Prahalad 1990 p 79).
Core competencies combine resources and skills to distinct competencies that involve
different businesses. The reason that NEC has emerged to be the main player and the top
five in revenue in the industry and over the GTE is the director of NEC summed up its
competence acquisition this way:” it was cheaper and quicker to use the foreign
technology”. That fundamentally challenges the view of a company as a collection of
separate and independent business units. This concept opens strategic approaches to
aliances and the accumulation of knowledge and skills, enabling companies to adopt
quicker to change and laying the foundation for future products (Prahalad 1990 p 81).

This stream of thought can be considered to be part of the resource-based view of
a firm. This view evolved to explain differences between firm's profitability within the
same industry, explaining competitive advantages and assisting management with tools to
analyze the internal strengths and weaknesses (Collins, Montgomery 1995 p 120).
Capabilities and resources include tangible and intangible resources and sKkills, such as
financial, physical, human (e.g. knowledge, experience, judgment, leadership),
technological and organizational (e.g. history, relationships, trust, culture, policies)
recources and can be assessed on its value, rareness, imitability and organization (Barney
1995 p 50).

Capabilities constitute one specific perspective of the resource-based view to
explain competitive advantage and can be classified into those that “reflect an ability to
perform the basic functional activities’, those that “share the common theme of dynamic
improvement to the activities of the firm” and “the more metaphysical strategic insights
that enable firms to recognize the intrinsic value of other resources or to develop novel
strategies’ (Collis 1994 p 145). Capabilities are “complex bundles of skills and
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accumulated knowledge, exercised through organizational processes that enable firms to
coordinate their activities and make use of their assets’ (Day 1994 p 38). Key capabilities
are called distinct capabilities, which are hard to identify but also hard to imitate. Among
other limitations, such as erosion or substitution, capabilities are always vulnerable to
being superseded by higher-order capabilities that is the ‘learning to learn’ variety (Collis
1994 p 151).

Likewise the search for the Holy Grail over the past century, strategists have been
developing an array of concepts to answer the fundamental questions of how to explain a
firms competitive advantages, how to achieve them and what it takes to sustain these
advantages. While the industry-based and resource-based views have been considered as
hallmarks in that concern, other concepts cover relationship strategies, managerial
representations (e.g. market orientation), organizational learning and business networks
(Hoffman 2000 p n/a).

Namely Hamel and Prahalad have challenged the fundamental assumption of
companies to match their strength and resources with market opportunities by the concept
of strategic intends which aims “on leveraging resources to ream seemingly unattainable
goals’ (Hamel 2005 p 151) what they call the “essence of winning” (Hamel 2005 p 150).
The emphasis goes beyond searching and maintaining advantages, but to continuously
learn faster than the competition and outpace them by building new advantages. As such,
asmall company would not accept Porters strategy for seeking a market niche in a given
market by playing by the rules of the industry leaders but excite employees about the
intent to enter the market with surprise like David against Goliath. Role of strategy is ill
to ensure consistency between corporate and functional goals and objectives, but rather
gualitative and motivational than in terms of quantifiable goals and resource allocation
(Hamel 2005 p 156).

MARKETING STRATEGY AND MARKET ORIENTATION

A big deal of marketing strategy copes with market segmentation, differentiation
and positioning (Dickson 1987 p 1). Recently, Porters generic strategies have been
supplemented by positioning approaches of needs-based, variety-based and access-based
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positioning (Porter 1996 p 66). Other approaches to a consistent alignment of the
marketing mix have been established by Treacy and Wiersema, which are operational
excellence, product leadership and customer intimacy (Jain 2004 p 223).

The marketing concepts states that firms have to better satisfy customer needs
than their competitors do. It has been suggested that firms can either follow their
customer current desires or impact to shape them with product and services innovations
they have not even thought about (Carrillat 2004 p 1).

The market-orientation has been considered as the implementation of the
marketing concept. A market orientation has been conceptualized in two ways, the
behavioural approach by Kohli and Jaworski (Kohli 1990 p 1) and the cultural approach
by Narver and Slater (Narver 1990 p 21). The behavioural perspective is much concerned
about marketing intelligence generation capturing current customer needs and future
predictions, but also the exogenous market environment. Crucial is the cross-functional
engagement in intelligence generation and important the dissemination across the entire
company. That gives the management a shared understanding for necessary action, which
congstitutes the vital dimension of responsiveness of a firm in terms of planning and
execution, which is a matter of speed and coordination. Intelligence and responsiveness
based on a shared interpretation are the key variables impacting competitive advantage
(Kohli 1990 p 6).

In contrast, the behavioural approach focuses on a firm wide customer orientation
and culture concerned with superior customer value creation. Likewise the behavioural
approach, also the market dynamics and a competitor orientation is suggested to be
relevant and responsibility of the entire firm. This is combined with the emphasis on a
long-term perspective and profitability focus (Narver 1990 p 22).

Day synthesizes, that “a market-driven culture supports the value of through
market intelligence and the necessity of functionally coordinated actions directed at
gaining a competitive advantage” (Day 1994 p 43). These processes require the specific
capabilities of market-driven organizations, such as market sensing and market relating,
also considered as outside-in and inside-out capabilities as outlined by Day (Day 1994 p
41). Important is continuous learning about markets, which requires and open-minded
enquire and belief that decisions have to be directed by a market feedback, the wide-
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spread information distribution, mutually informed mental models, so that everyone has a
similar interpretation and finally an accessible memory to ensure continuously greater
knowledge accumulation (Day 1994a p 10).

The concept of the market-driven firm has been taken a step further and lead to
the market-driving approach, which looks into the customer value proposition and the
business system to deliver that value (Kumar 2000 p n/a). Superior competitor advantage
is not just achieved by superior market responsiveness, but through radical innovation
and revolutionary new business systems who challenge the market entirely. Companies
such as Body Shop, CNN and IKEA challenged the conventional wisdom and beliefs and
lead to new industry structures (Kumar 2000 p n/a).

Concluding, the important impact of marketing strategy into corporate strategy
development is about the coordinated intelligence generation, interpretation and
dissemination combined with advocating an internal culture focused on superior customer
value creation. A market orientation ensures that strategy is driven by the market, and
that all activities are aligned to each other. Also market orientation also entails the
dimension of responsiveness, particular important in fast changing market environments.
As such marketing information has an alerting function and marketers anticipation of
future customer needs can drive organizational change and should be considered at the
highest level of strategy development.

“Bringing product/market strategies within a framework of business unit strategy
formulation emphasizes the importance of both the top down and the bottom up. (Jain
2004 p 215).

STRATEGY DEVELOPMENT

Strategy development is assisted with a systematic process and framework for
analysis to accelerate and guide the development. Among several inputs, the three key
factors are competition, corporation, and customers (Jain 2004 p 215). First, the strategy
analyst looks into the current status of business operations and anticipates future
development based on current trends. Second an assessment of the environment (profit
economics analysis, market segmentation, and competitor profiling) has to be performed
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to capture potential changes that could impact the anticipated development (Jain 2004 p
216). More thorough understanding will be attained by including competitive assessment
in terms of strength and weaknesses and different apparent marketing strategies. Also,
identifying the key variables on which success in the industry depends becomes
important. Each industry usually stands some key factorsthat may affect its performance.
For example, due to the high fixed cost in airline industry, a high load factor is key point
for successful business. This will possibly lead to a few scenarios (Jain 2004 p 221). A
strategy will be evaluated based on company fit, risks, competitive response and potential
returns, other factors are suitability, validity, feasibility, internal consistency,
vulnerability, workability, and appropriateness of time horizon (Aaker 2005 p 17-20). If
so far no satisfactory results are given, the business and market definition should be
evaluated. A successful strategy should consist of a clear articulation to give a sense of
direction, focus on time, implementation, consistency between internal and external

organization, sustainability, motivation, valuableness, and so on (compare to Appendix).
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Appendix

1.) Definitions of strategy

“Strategy is the pattern of major objectives, purposes, or goas and essential policies and
plans for achieving those goals, stated in such a way as to define what business the
company isinor isto be in and the kind of company it isor isto be.” (Jain 2004 p 9)

“Corporate strategy is the pattern of decisions in a company that determines and reveals
its objectives, purposes, or goas, produces the principal policies and plans for achieving
those goals, and defines the range of business the company is to pursue the kind of
economic and human organization it is or intends to be and the nature of the economic
and non-economic contribution it intends to make to its shareholders, employees,
customers, and communities.” (Andrews 1987 p 13)

“Competitive strategy is about being different. It means deliberately choosing a different
set of activitiesto deliver a unique mix of value.” (Porter 1996 p 64)

“Strategy development needs to be driven by the market and its environment rather than
being internally oriented. [...] the process should be proactive rather than reactive, and
the task should rather be to try to influence the environment in addition to smply
responding toit ...” (Aaker 1992 p 12)

“The strategist’s goal is not to find a niche within an existing industry space but to create
new space that is uniquely suited to the company’ s own strengths — space that is off the
map.” (Hamel 2005 p 157)
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2.) Key elements of marketing strategy formulation (Jain 2004 p 27)

Technological environment

Customers

Political/ legal environment Economic environment

Marketing strategy

Corporation Competition

Reaching max positive differentiation over competition

Social environment

3.) Characteristic and Trendsin Business Environment and Strategic M arket
M anagement (Aaker 2005, p 8-11 and Jain 2004, p 32-34)

Che_lracteristic and trend in Business Strategic Mar ket management
environment

Deregulation, liberalization of markets External Market Orientation
Changing channel structures Proactive strategies

Glabalization Importance of the information system
Shortening product-life cycles Knowledge management

Cost and quality advantage in existing markets | Online analysis and decision marketing

bring less benefit Entrepreneurial thrust
Changing customer expectation Implementation
Technological discontinuities Glaobal realities
Demographical shifts Longer time horizon
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4.) Corporate Strategy and Marketing Strategy

Corporate Strategy

Mar keting Strategy

PERSPECTIVE

Entire corporation

Long-term perspective
Functional direction

Synergies

Basis for competitive advantage

Product/Market perspective Means
of competition

Market characteristics

Key success factors

Market and customer orientation

INPUT Value System 3C's
Corporate Publics Marketing Environment
Corporate Resources Product/Market Perspective
Business Unit Performance Marketing Effectiveness
Ext. Environment Product/Market Momentum
DIMENSIONS Managerial Orientation Marketing Mix
Market scope, diversification,
vertical integration
SCA
Resource allocation
Development of resources and
competencies
TOOLS Fundamental analysis of Market trend analysis and
environmental change forecasting
SWOT Market research (price elasticity,
Portfolio Analysis customer satisfaction, market
Ansoff Matrix testing, ...)
Porters 5 forces, Vaue Chain Market segmentation + targeting
Capabilities Evaluation Scenario Analysis
Resource Evaluation
GENERIC Andrews; Treacy and Wiersema:
STRATEGIES Strategic Fit Operational Excellence
Product Leadership
Porter: Customer Intimacy
Cogt-Leadership
Differentiation Porter:
Niche-Player Strategies for Positioning (Needs,
Access, Variety)
Hamel, Prahalad:
Core Competences

PERSPECTIVES

Perspectives of Market Strategies
- Market-Scope

- Market-Geography

- Market-Entry

- Market-Commitment

- Market-Dilution

Perspectives of Product Strategies
- Product-Positioning
- Product-Overlap
- Product-Scope
- Product-Design
- Product-Elimination
- New-Product Str.
- Deversfication Str.
- Value-Marketing

Corporate & Marketing Strategy, Teeuwsen B. (2005)

15



Perspectives on Pricing Strategies

(p-441)

Proi

Price Strategies for New
Product

Price Strategies for Established
Product

Price-Flexihility Strategy
Product Line-Pricing Strategy
Leasing Strategy
Bundling-Pricing Strategy
Price-Leadership Strategy
Pricing Strategies to Build
Market Share

Perspectives on Distr. Str. (p.
480) Channd- Structure
Strategy

Distribution-Scope Strategy
Multiple- Channel Strategy
Channel-Modification Strategy
Channel-Control strategy

Conflict Management Strategy

motion (p. 513)
Promotion-Expenditure
Strategy
Promotion Mix Strategy
Media- Selection Strategy
Advertising-Copy Strategy
Sdling Strategy
Sale Motivation and
supervision Strategy
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5.) Strategy Selection (Jain 2004 p 35)

Value System

,| Corporate |4 Corporate
Strategy Publics
Corporate
Resources
Corporate Business Unit
Corporate A e
Review and Performance
Approval Revision \
T External
Environment
A
Business -
Customer Unit Competition
Mission
" Marketing
Environment
@ﬂﬁ?ﬁ;ﬁg Business v | k1 v
A Unit e
Stggcgic Strategic Portfolio Marketing || _Objae;:gves ] S"ea';%ths g;sgﬁfgj’;ﬁtl
Plan Fd Analysis Strategy Goals Weaknesses Perspective
T Marketing
Strategic Effectiveness
Perspectives 5
of Other
Functional Product/Market PrOdqcilMgarl;let
Areas Momentum Perspective
GZE;g;ﬁd Strategy Short-Term
Sira!egyg » Implemen- =  Marketing
tation Plan
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6.) The determinants of successin distinct business (Porter 1995 p 100)

Firm
success
Attractiverdative ﬁ Attractiveindustry
position < structur e (five forces)
Sustainable
competitive
advantage
T
Activities/ value
system
Structural determinants of
differencesin the cost or buyer
value of activities or group of
activities.
Drivers
L ongitudinal ﬁ
Managerial Initial
choices b g conditions

T
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7.) Hierarchical levels of strategy —M aking (Aaker 2005, p 14, Strickland, 1999, p. 45)

Corporate strategy

Responsibility of cor por ate-level

manager s

- corporate mission

- strategic position

- corporate goal / objectives

- corporate grategic plan

- corporate budget, resource <
allocations, timetable, tactics

l Two way influence

Business strategy

Responsibility of business-level

gener al manager s

- Strategic business unit mission

- strategic business unit goal /
objective -

- strategic business unit plan

- strategic business unit budget,
resource allocations, timetable,
tactics

Functional area/
Departmental strategies

(R& D, manufacturing, marketing, finance,
Human resources, €etc)

Two way influence

Responsibility of heads of major

functional activitieswithin a

business unit or division

- Functiona areamission

- Functiona area goals/ objective

- Functiona area budget, resource,
allocations, timetabl e, tactics
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8.) The aspects of strategy selection and evaluation (Jain 2005, pp 233-237, Aaker

2005, pp 17-20)

I dentification

Examination of whether a strategy correctly be described, and
known at an appropriate level of specification by each employee
throughout the organization

Appropriate time
horizon

Using theright strategy with right timefor its realization and
avoid missing market availability

A strong sense of
direction

A direction can maintain the overall organisational goal with
strategy adjustment droning planing process

Suitability and
appropriateness

L eading future competitive advantage through reading the
environmental condition, reduce the conflict , and modify
unsuitable options

Operation and
implementation

Trandate the strategy into the operational termin order to reach
the goal

Internal and exter nal

Fitting the product/market environment and tuning the different

consistency polices of the corporation

Feasibility Critical resource such as money, competence and physical
facilities should be aware of in finalising strategy

Sustainability Carefully sustaining the strategy

Motivation Getting peopleinvolve the strategy and create potential success

Valuable The strategy should create valuefor tis shareholders

Wor kability Theindication of strategy can be achieving the goal and
establishing resources requirement in advance

Flexibility Deal with change in market environment and provide the solution

in anticipation
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