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PREFACE 

Today's commercial environment IS rapidly changing. Globalization, the 

Internet and shortening Technology ,md Product Life Cycles are some of the things 

that come to mind. Customers seem Iess predictable and more critical than ever. They 

are looking for individual solutions and unique customer value. Consequently, 

understanding how to create and deli ver superior customer value is essential for 

organizations to operate successfully in today's competitive environment. Whether 

your company is profit or not-for-profit, a service provider or manufacturer, a 

wholesaler or retailer, a business-to-consumer or business-to-business value creation 

is the name of the game. The key to achieving sustainable competitive advantage for 

virtually any organization is the ability to provide customers with an offering that is 

perceived to be valuable and unique. It requires a profound understanding of the value 

creation opportunities in the marketplace, choosing what value to create for which 

customers, and to deli ver that value in an effeetive and effieient way. Strategie 

marketing management helps management to exeeute this proeess sueeessfully. 

This book diseusses how to write a strategie marketing plan and uses an 

approach that is both hands-on and embedded in marketing strategy theory. The book 

guides the reader through the proeess of writing a strategie marketing plan. lt is 

distinet from any other marketing strategy text that we know in that it briefly outlines 

the relevant and latest marketing strategie theory per ehapter, assurne that the reader is 

already familiar with the topie and the basic literature. Next, it diseusses a range of 

strategie marketing management tools available per phase of the strategy formulation 

proeess. We present a seleetion of proven, eomplementary tools and discuss how they 

are best applied. We address and elaborate on the problems that frequently emerge 

when using these tools and provide practical guidelines. This approach is followed for 

eaeh chapter providing the book with a clcar and eonsistent overall structure across 

ehapters. 

The book is suitable for two purposes. First it provides students in marketing 

strategy with insight into how strategie marketing planning ean be used to make the 

strategie marketing eoncept work. Seeond it provides managers with a clear 

framework to make the choiees that are neeessary to ereate and sustain competitive 

advantage; and helps them overeome speeifie problems eneountered at different 

stages such as market definition, linking internal and external analyses or generating 

alternatives. 

We have adopted this practieal approach, rooted in theory, beeause we think 

that many texts fail to reeognize the problems eneountered when applying strategie 

marketing theory. They rather tell you what eould or should be than what iso The 

books that we identified that aim to help the reader in a praetieal sense often over 
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simplify things. They reduce strategy to checklists and are therefore also no help. We 

set out to find the right mix. The result is a short book and easy tool to help the reader 

address the chailenging task of making a strategie marketing plan that will work. It 

provides you hands on guidelines without suggesting that making a strategie 

marketing plan is easy but showing you ways how to cope with the difficulties 

encountered. 

This book has benefited from the feedback of both students and managers who 

have adopted oUf Dutch book on Marketing Strategy that was first introduced in 1995 

and lived its second edition last year. The book proved to be very useful both as a 

stand-alone and additional reading in graduate and executive courses on Marketing 

Strategy at universities and other institutions for higher education as weil as among 

practitioners dealing with strategie marketing management issues in different types of 

organizations. In this new international book we have adopted a true marketing 

perspective and focus on customer value. As such it is different from oUf previous 

work. 

We welcome comments and feedback on this first international edition of our 

book and hope that it will prove useful in study and practice. 
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CHAPTER 1 
INTRODUCING STRATEGIC MARKETING 

1.1 INTRODUCTION 

The only thing that' s certain is that the future is 

uncertain-especially nowadays. However, if we 

don 't plan at alt, challces that we end up where 

we wish to he are minimal. 

--- Anonymous 

Through the years, managers and aeademies have tried to identify what it is 

that differentiates sueeessful from unsueeessful eompanies. The ans wer lies in 

organizations' ability to deliver superior eustomer value, thus outperforming the 

eompetition in the eyes of the eustomer. The problem is, however, how to define and 

identify customer value for a partieular market and how to make one's organization 

eustomer-driven. Strategie marketing is the answer. Within the boundaries of 

eorporate and business strategy, strategie marketing is the tool to make ehoiees 

regarding the customer value for a target audience. Using segmentation and 

positioning, strategie marketing helps to aim the eompany' s marketing instruments to 

reaeh the market and marketing objeetives formulated. 

Kotler defines Cl~stomer value as "eustomers' pereeptions about the benefits 

reeeived from using a produet relative to the eosts and risks assoeiated with aequiring 

it".1 Sometimes eustomer value mayaiso be defined in monetary terms. In business 

markets, for example, value has been defined as "the worth in monetary terms of the 

eeonomie, teehnieal, service, and soeial benefits a eustomer firm reeeives in exchange 

for the priee it pays for a market offering"? Key in identifying opportunities for 

eustomer value is the proeess of analyzing the external and internal eompany 

environment. The objeetive is to enhanee opportunities for value ereation and counter 

threats that may jeopardize the use or power of eurrent value generators in the future. 

The identifieation and evaluation of roads to value ereation are also important as is the 

ability to formulate and implement plans based on the value generation deeisions 
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made. This is the challenge that marketing direetors and managers are faeing and what 

writing a strategic marketing plan is about. 

To understand the proeess of customer value ereation and write a strategic 

marketing plan requires knowledge of strategy, marketing and their interface. 

Therefore, the history and content of marketing, strategic marketing and strategie 

management will be presented next in this Chapter. Different schools of thought will 

be introduced and discussed briefly. The objective is not to give a complete literat ure 

review but rather to help the reader understand the forces that have helped shape 

today's strategic marketing thinking. We will show that strategie marketing evolves 

alongside the different phases of strategie thinking. The Chapter concIudes with 

definitions cIarifying the overlap and differences between business strategy and 

strategic marketing. 

This introduction will provide you with the broader context of marketing 

strategy and will be the backdrop of the content -oriented chapters to follow. 

1.2 THE EVOLUTION OF MARKETING 

Everyone remembers Henry Ford's famous sentence that his eustomers could 

order his mass-produeed Model T in any color they wanted, as long as it was black. It 

is a cIear example of the product- and manuJacturing-oriented thinking that 

dominated the business world at the beginning of the 20th century. This continued all 

through the 1930s. After World War II, however, the focus shifted. A consumption­

oriented society emerged and sales became companies' focal point. The selling 

concept replaeed the emphasis on effieient manufaeturing and obsession for efficient 
manufacturing techniques. Sales effeetiveness was the goal and companies' main 
objective was to maximize tumover. In contrast to the preceding period, 

management's attention was mueh more outward focused toward the customer. 

However, their intention was to sell rather than to please, and continue to please, the 

eustomer. During the late 1950s things started to change. Markets were beginning to 
show the first signs of maturity and saturation. New teehnologies and new market 

trends were emerging, e.g. intemationalization. As a consequence organizations 

started pioneering the marketing concept, in which satisfying customer needs -those 

of the eompany's target segment in particular- were eonsidered critical for the 

company's long-term financial success in the marketplaee. The focus shifted from 

short term sales to developing and maintaining company (or brand)-eustomer 

relationships. During the 1960s and 70s marketing theory developed. In the 1980s and 

90s it became cIear that relationships and Jacilitating the exchange are at the core oJ 

marketing and the marketing paradigm.3 After its suecess in consumer markets, 
service marketing and business to business marketing followed slowly proving that 

marketing was diffusing. 

Figure 1.1 presents a framework of the relationships between the different 

business approaches. The two axis used are the level of product versus eustomer 
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orientation and profit versus benevolent behavior. The first dimension refers to action, 

i.e. what the eompany does, whereas the latter eoneems management's intentions and 

the values and norms used in doing business. The differenee between the selling 

eoneept and the marketing eoneept now is clear. Although the selling eoneept may 

appear eustomer oriented, the person who is foeused on sales will make a sale 

whenever possible, even if s/he knows that in the long run the eustomer may be 

unhappy with the produet or that better options are available. In the marketing 

approach the idea is not so mueh to make a sale per se, but to provide eustomer value 

and earn eustomers' trust in order to turn eustomers into loyal eustomers, ensuring 

future sales. It may imply 'refusing' a sale and referring the eustomer to a better 

solution or eompetitor in the ho pe that this is appreeiated and may result in future 

sales. Customer value and faeilitating the exchange proeess by ereating eustomers' 

trust and eustomers' willingness to invest in their relationship with the eompany are at 

the eore of the marketing eoneept.4 

Figure 1.1: The relationship between different management eoneepts 

Producl oriented Customer oriented 

Profit Produet eoneept SeHing eoneept 

oriented 

Benevolent "In love with one's Marketing eoneept 

produet" -eraftsman 

1.3 THE EVOLUTION OF STRATEGIe MARKETING 

Strategie marketing took off in the 1980s when marketing "diseovered" 

strategie management. Until then marketing had been predominantly foeused on 
operation al deeisions regarding produet, priee, plaee (distribution) and promotion, i.e. 

dealing with the marketing mix. However, marketers reeognized that monitoring the 

environment and the environment-eompany interface was eritieal for the effeetiveness 

of their operationally oriented marketing deeisions. Marketers, as outward looking 

boundary aetors, drew their conclusions and started thinking aetively about strategie 

issues also. They embraeed strategie management first slowly and reluetantly, then 

eompletely.5 In the early days strategie marketing was strategie management. 

The seminal artieIe in Business Week about the death of the strategie planner 

that appeared in 1984 marked a change in strategie thinking in general and that of 

marketers in partieular.6 The artieIe diseussed the failures in strategie thinking that 

emerged from people at the top of the organization planning the eompany's strategie 

course separate from middle and lower management, e.g. those people in eontaet with 

the customer. The article elaborated on examples such as that from General Eleetrie 

where the strategie planners at the top predieted an opportunity for smaller, energy­

saving refrigerators, while sales reps reported a growing need far large maehines 
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based on the trend of one-stop shopping of double ineome families. The sales reps 

reeeived their information from retailers in the market. This valuable information 

never reaehed the top of the organization and thus the planners. The lack of internal 

eommunieation between the corporate strategie planners and sales reps eaused 

planning failure. Therefore, the article's authors suggested to abandon the top-down 

"strategie planning mode" and move toward a management approach in whieh the 

strategie planning funetion would be integrated in line management funetions. In such 

a model there was little or no room for strategie planners at the top or for formal plans 

that were not implemented. Integration and attention to implementation beeame the 

new motto. 

Marketing scholars and marketing praetitioners who saw this development 

learned from it and used it to further strategie marketing thinking. Marketers realized 

that they are in unique positions to influenee strategie thinking in their eompanies. 

Their market research is a valuable souree of information for strategy formulation. 

Furthermore, marketers started to use strategy to guide traditional and operational 

marketing deeisions. Strategy was used to manage the marketing mix and make 

marketing deeisions more robust to ehanges in the environment. First strategie 

marketers simply eopied strategie management literature and thought. It was not untill 

the late 1980s and early 90s that strategie marketing started to differentiate itself from 

strategie management and started to fill the gap between business strategy and the 

marketing mix. It was now reeognized that the gap between strategie marketing 

efforts and operational marketing was a barrier to marketing's further development. 

Sinee then strategie marketing has beeome a funetional strategy that helps to 
aecomplish and shape a eompany's business or eorporate strategy. It has tumed the 

foeus toward market segmentation, targeting, and produet and brand positioning.7 

Parallel to this development of strategie marketing speeifying its own domain, a new 
but related topie eame into vogue, i.e., market orientation and value ereation. This 

topie would dominate strategie marketing thinking for the next ten years. 

To improve their understanding of the eharaeteristies of a market-oriented 

eompany, Narver and Slater and Kohli and Jaworski went back to the roots of 

marketing, as market-oriented eompanies are eonsidered those that implement the 

marketing eoneept sueeessfully.8 They eonsuIted, among other things, Philip Kotler's 

early work and eoncluded that areal market orientation requires paying attention to 

both eustomers and eompetitors, and gathering, analyzing and distributing this 

information throughout the organization. They pointed to the need for developing 

market information systems and adequate internal eommunieation and information 

use for eompanies to beeome market oriented. They found that there was indeed a 
strong relationship between eompanies' levels of market orientation and eompany 

performance. Given the trend toward integrated eleetronie eommunication teehnology 

and knowledge management systems we ean expeet that building and maintaining 

effeetive market information systems, including strong deeision support systems, will 
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beeome more important in the near future. After the aforementiüned papers, many 

articles have been puhlished on the subjeet. Their füeus has been the moderating 

influenee of the environment and establishing key sueeess faetors for making an 

organization market oriented. 9 

From the notiün üf market orientation eümes the interest in ereating unique 

eustümer value. Creating a market -oriented organizatiün is nüt management's ultimate 

güal. It is only a tüol to gel 10 better produets and services for the customer, i.e. better 

eustümer value. The identifieation and creation of customer value based on the use of 

süphistieated market knowledge is what strategie marketing is abüut. Büth corporate 

and business strategy provide the borders and guidelines for this value creation game. 

1.4 THE EVOLUTION OF STRATEGY 

Strategie management preeeded marketing strategy. Therefüre, understanding 

the eVülution of strategie thinking ean help tü understand the evolution of strategie 

marketing also. The history of "strategie thinking" is next. 

During the 1950s planning was mainly limited tü lang term planning. The 

fücus was on budget alloeation issues and projeeting past trends into the future. There 

was little anticipatiün üf change, at least as far as the company's environment was 

coneerned. 

In the 1960s and 70s things ehanged. Oil crises, eeonomie reeession, saturated 

markets and increased glübalization eonfronted eompanies with change ün several 

fronts. The planning systems that foeused ün budget issues and used simple 

projeetions were inadequate and necded tü be replaeed. Managers realized, althüugh 

sometimes too late, that earefully monitoring their markets and environment and 

following the changes taking place was essential for eompany survival. From these 

developments implications for the firm had to be dedueted in order to be able to 

fo.rtify the co.mpany's strengths and to. repair its weaknesscs. Anticipatio.n replaced 

reactive thinking and as a result strategie planning was bo.rn. lo 

With the introduction of strategie planning eame strategie planners who spent 

their days analyzing the environment and formulating plans to be exeeuted by the 

organizatiün. Some managers and academies even suggested that it might be po.ssible 

for firms to influenee their environment (enaetment). Planning horizons of ten or 

twenty years became standard practice, and everyone turned to futurologists such as 

Alvin Toffler and lohn Nashbitt who looked intü their christal balls and predieted the 

"new world". They were püpular speakers at many management seminars of thüse 

days. However, soün the limitations of these long-term time horizons beeame clear. 

In the 1980s the cold war ended. Hardly anyone had predieted this--showing 

that the future is and will always be uneertain and thus that planning too far ahead 

does nüt make much sense. Therefore, managers cüncluded that strategie planning 

was probably also. too meehanieal. Planning horizons were limited to 3-5 years and 
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attention shifted towards making strategy and strategie planning aetually work. 11 

Implementation beeame a new, additional foeal point. The name was ehanged 

aeeordingly from strategie planning into strategie management. Furthermore, to 

antieipate the uneertain future, scenarios were introdueed. Possible trends and 

developments were identified and outlined. For eaeh of these possible future realities, 

management would develop a eoping strategy. The idea is that as soon as a scenario 

beeomes reality, the firm is prepared and ean use it to reaet quiekly giving it a head 

start over its less prepared eompetitors. 

In reaetion to the eontent oriented strategie management sehool a group of 

aeademies foeussing on strategy as a proeess emerged. The main missionary of this 

sehool is Henry Mintzberg who suggests that strategy is about vision and feeling 

rather than meehanistieally developed plans. 12 They think that strategy ean not be 

planned. Adeliberate strategy ean be formulated but an aetual strategy will emerge 

(emerging strategy) when management tries to implement its plans and at the same 

time new information and the first results of the new strategy eome available. 

Sinee the mid-1980s strategie management has been eomplemented by 

managers' interests for operation al aspeets of business. Total quality management, 

supply ehain management, and just-in-time produetion have gained interest. New 

buzzwords include Business Proeess Reengineering and the Lean and Mean 

Corporation. Within some eompanies operational exeellenee has even beeome the 

foeal point and has almost substituted or beeame synonym for strategy. Although 

these eompanies tend to be effieient, they have generally negleeted their positioning. 

Their eompetitive advantage and uniqueness has often eroded leading to deereasing 
profitability after initial inereased profitability. This danger has been reeognized and 
generated attention lately.13 

The Resouree-Based View of the firm is the latest strategy sehool that has 
emerged. This sehool of thought builds on ideas that were first introdueed in the 

1950s.14 The eore idea is that eompanies are bundles of resourees and eapabilities 

used to derive eustomer value. The resourees or eore eompetencies of a eompany ean 

not be imitated, substituted, or aequired easily by its eompetitors and the firm ean use 

them to build its market share and to enter new related markets. The eore 

eompeteneies thus underlie the eompany's market positions and refleet its eompetitive 
advantage in the market plaee. 15 

The sehool emphasizes that eompanies may adapt to their environment but ean 

also identify and thus eompete in markets that fit their resourees. Management guru 

Gary Hamel points out that many organizations eopy eaeh other or eaeh other's 

strategies (i.e. evolution theory). This results in uniformity, while striving for a unique 

market position tends to provide more favorable results, i.e. higher rates of return. 

Therefore, strategy-innovation should be eaeh eompany's main objeetive. Hamel 

defines strategie-innovation as an organization's eapability to reshape markets 
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resulting in new added value for its customers and stake holders Ce.g. employees and 

shareholders), at the same time putting off competitors by introducing new concepts 

and thus rules for competing in the market place. 16 Often the innovation involves 

strategie stretch. Excellent examples are CNN and Virgin. They both used to be small 

players in comparison to their competitors but surpassed them because of their high 

ambition and pursuit of new ideas, products and services. Especially in the case of 

Virgin the stretch is obvious. Coming from the music industry the company 

penetrated also other leisure markets such as airlines and hotels. The company 

accomplished this using its unique leadership, creativity, and foothold in the 

entertainment industry. 

1.5 DEFINING STRATEGY AND MARKETING STRATEGY 

The evolution of strategie marketing and strategy are very much consistent 

and in synchronicity. Both have increasingly emphasized the implementation aspect 

of strategy. However, the question remains to what extent strategie management and 

strategie marketing are different. The sirnilarity lies in the attention for the fit between 

the company and its ever-changing environment. The difference is in the level of 

abstraction. Since marketing's focus is on bridging the gap between corporate or 

business strategy on the one hand and filling in the marketing mix on the other, it is 

now considered a functional strategy just like for instance the company's production, 

purchasing, personneJ and R&D strategies. It thus has much more eye for detail. 

Figure 1.2 illustrates this. However, due to marketing's boundary role, the marketing 

function and department tend to be more involved in helping to formulate a 

company's corporate or business strategy than other functional areas. Traditionally 

marketing is cJosely linked with market research and thus is an important supplier of 

data and information (i.e. interpreted data) on the market and trends in the 

environment. 

Strategy can be defined as the -implieitly or explieitly--chosen route by 

management to accomplish the company goals it has formulated, calculating for a 

changing environment and ensuring the fit between the organization and the 

environment. Corporate strategy is the corporation's overall strategie eourse while its 

different eompanies or strategie business units may each have their own business 

strategy. The latter is derived from and fits with the eorporate strategy. Eaeh business 

strategy again holds different funetional strategies, whieh help it realize the business 

strategy. Examples of funetional strategies are produetion, purehasing and marketing 

strategy. It is important that these funetional strategies are formulated in line with 

business objectives and strategy and that they reinforee eaeh other. Marketing strategy 

thus is a functional strategy. It is thc strategy that bridges the gaps between business 

strategy's decisions for ereating eustomer value and filling in the marketing mix to 

realize it at the customer's end. It mainly involves segmentation, targeting and 

positioning as weil as the eonsistent filling in of the marketing mix instruments to 
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create customer value in line with the general decisions made at the corporate and 

business levels. It covers both the content of the marketing strategy and the 

management of the tasks involved. However, in reality things are of course more 

complex and blurred. Marketing as a main supplier of market information is an 

important partner in the corporate and business strategy formulation process. 

Furthermore, as it is marketing's task to keep track of trends and market opportunities 

(e.g. identifying potential customers and new customer needs) marketing often leads 

the discussion regarding 'What business are and should we be in?' Thus like 

Mintzberg argues, planning is not a rigid top down process with clearly defined 

boundaries. It rather is a top down and bottom up process in which strategy is crafted. 

Finally, we like to comment on the term market strategy. This is the strategy a 

company uses regarding the market. It is closely related to business and marketing 

strategy but does not so much include organizational or financial aspects. Its focus is 

on how the company is trying to appeal and approach customers and how it 

differentiates itself and tries to deal with (i.e. defend or attack) competitors. 

Figure 1.2: Relationship between different strategie levels in the organization 

.. _ ..... , 
operation al part ! 

I I L _________ J 
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CHAPTER 2 
DEFINING THE STRATEGIe PROBLEM 

2.1 INTRODUCTION 

'More than anywhere else it is at the beginning 

of any investigation that the source of genius is 

to befound' 

--- Northrop 

A sound problem definition should be the starting point of any strategie 

marketing planning proeess. The reason is simple. Knowing the eompany's problem 

is required to help management deal with it. Although this will sound logieally, reality 

is far from simple. Generally a strategie problem does not emerge over night. It 

develops over time and is diffieult to see and deteet for people in the organization 

who tend to be too close and used to the problems to see them. 

Managers need to look out for ehanges in the eompany environment and 

monitor the situation earefully to see whether the eompany and its aetivities remain 

eontingent, providing ongoing eustomer value. Only this will ensure its viability in the 

long run. Nevertheless, a more eareful problem analysis is always helpful and useful. 

It will help a eompany's management to direet its efforts by analyzing the status quo 

in detail and identify possible roads to future eustomer value while reeonsidering its 

strategy. 

Management ean have several motivations for performing a strategy audit. We 

identify four main reasons: 

1. Checking and evaluation. 

A first and very eommon reason to eonduet a strategie audit is management' s 

periodieally eheeking of the eompany strategy. Many eompanies evaluate their 

strategy on a regular basis even when there is no clear sign or reason of anything 

being wrong. Today's environment is eontinuously ehanging and needs to be 

monitored and evaluated to keep traek of developments and not be eaught off guard 
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by the eompetition in the quest for eustomer value and loyalty. The level of 

environmental turbulenee determines the frequeney of and intervals between these 

sessions. Taking the time off to sit down and evaluate the situation and trends in the 

environment helps to ensure adequate strategy evolution for the eompany. 

2. Ambitionfor growth. 

A seeond reason for strategy analysis may lie in managerial ambition. In all eases 

where the eompany's development lacks behind management's ambition, we find 

reasons for strategy evaluation. Often this happens in a somewhat implieit way but 

still it involves are-analysis of the eompany's market proposition and deeiding on 

avenues for growth. This motivation is natural for small fast growing eompanies who 

eonsider expanding their business geographieally to find new eustomers and 

eompanies that are looking for ways to exploit their eore eompeteneies further Ce.g. 

many software eompanies and high-teeh eompanies). Although these ambitious 

eompanies do not experienee a strategie problem in the sense of having a rnismateh 

between the firm and its changing environment, they are faeing important strategie 

deeisions. Moving into a new market eonstitutes a strategie problem in that a potential 

mismateh may oeeur, as the eompany is entering a new, and to the organization 

unfamiliar market. Dealing with eompletely new eustomers and eompeting in a new 

setting represents a threat of not understanding the requirements for delivering 

eustomer value or mies of eompetition eompletely. More importantly, it holds the 

danger of thinking one understands the mIes but does not. 

3. Emerging strategie gap 
This third reason is probably the most eommon one. Companies that face a 

ehanging environment will sooner or later experienee deereasing profits and market 
share eausing the need of its management to re-evaluate the eompany strategy and to 

make important ehanges. The situation generally emerges when simple strategie 

evolution has failed but management has been alerted by symptoms (lower profits and 

deereasing market shares) and reeognizes the need for strategy modifieation or 

reorientation Ce.g. the British and Freneh ear makers, but also Unilever that reeently 

abolished many of its brands). In these instanees management should modify the 

eompany's strategy and redefine eustomer value and its value delivering processes. 

4. Turnaround 

The fourth and last reason for strategie analysis is when the eompany has really 

lost touch with its market and thus when a large strategie gap has been allowed to 

emerge. Sueh a manifest mis-mateh between the eompany and its environment is the 

result of myopia from its top management and very strong organizational inertia. 

Often the strategie analysis takes plaee after that the old top management has been 

removed. The result is a tumaround with a strategie reorientation and the closing 

down of those parts of the eompany that are no longer viable (e.g., AEG-the German 
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electrical company, and Fokker-the Dutch aviation company). The reorientation 

requires reinventing the company's raison d'etre and may take different forms. It may 

entail the continuation of profitable parts of the company but mayaiso constitute a 

complete metamorphosis in which the company gets a complete new shape, image 

and product-market focus. The challenge is to determine the viable parts of the 

company, i.e. those parts that do or have the potential of delivering customer value for 

current or other markets. Examples are Tulip Computers in the Netherlands (from 

computer development and production to assembly solely), and Digital Corporation 

(some parts sold, some have become separate entities through management buy out). 

These four types of motivations for strategie analysis can be captured in a two­

by-two matrix (see Figure 2.1). The two dimensions refer to the presence of a 

potential or actual mis-fit and the need for organizational change. Although both 

dimensions are correlated they can best be distinguished to understand the mechanism 

of strategie development, i.e. the different forces at work. The position on the two 

dimensions determines the need for redefining the business and reconsidering the 

business scope. 

Figure 2.1: Reasons for strategy audit 

Limited need for Large need 
organizational change organizational change 

Manifest mis-fit 

Potential mis-fit Expansion 
ambition 

for 

We can now also look at the matrix in a more abstract way. Looking at the 

degree and nature of change we see that in the upper left part top management has 

allowed for amis-fit to emerge and that it is now reacting to the situation. 

Management is seriously looking for new customer value for its current customer 

base. In the bottom right corner the mis-fit is not yet present but is anticipated by a 

proactive management. The company has the ambition to grow and is actively looking 

to expand its scope either geographically, by attracting new customer groups or 

through innovation. In the lower left corner, management is considering strategic 

evolution, while in the top right there is a clear need for strategic revolution. In the 

former case the company's management is aware that monitoring its competitive 

situation is necessary in order to prevent deeay and missing out on important 
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opportunities to define new eustomer value. In the latter ease the deeay has reaehed 

such astate that repair of the eompany's eompetitive position is not possible. A 

reinvention of the eompany, its strategy and thus the eustomer value it delivers is 

neeessary. Generally a "new" or seriously renewed eompany will emerge with a 

seriously slimmed down, more focused value ereating proeess. 

As the above suggests, in the left part of the matrix the domain of the eompany 

is definitely less likely to change than in the right part. Ambitious growth and 

turnaround will more seriously affeet the eompany domain and the eustomer value 

proeess of the eompany than evolution and reaetion. 

There are two arguments to bring up these four different reasons for strategy 

auditing. First, it proves that market definition and deeisions regarding business 

domain ("What business are we in?") are closely related to strategy formulation and 

evaluation. Seeond, it shows that the nature and seope of the strategie problems of the 

eompany together with its top management's ambition for the eompany determine the 

nature and seope of the strategie analysis that has to take plaee. Strategie evolution is 

easier and requires less attention of top management than strategie revolution. The 

latter will take up all top management's time and effort and even then its results will 

be inseeure. 

The question that comes to mind is how organizations beeome aware of 

strategie problems and the need for a strategy audit. It will largely be a politieal 

proeess of awareness ereation based on an individual's notion that something is wrong 

or changing in the environment, and thus requires or eould require management 

attention. 

2.2 THEORETICAL BACKGROUND OF PROBLEM IDENTIFICATION AND DEFINITION 

In order to be able to narrow down the problem, the organization first needs to 

reeognize that it has a problem. However, problem reeognition starts at the individual 

level beeause individuals rather than organizations pereeive situations and 

developments. Based on this individual pereeption and reeognition organizational 

problem reeognition ean develop. We will first address the proeess of organizational 

problem reeognition. Then definitions for symptoms and problems will be provided. 

Recognition 
Problem reeognition oeeurs at the level of the individual within the 

organization. I Based on eertain symptoms and after a eertain ineubation period a 

change of business as usual or a strategie problem may be reeognized. Often the 

individual will have searehed for evidenee and have eolleeted data to establish the 

phenomenon and get a good idea about its nature. This process may involve 

communicating with other people inside and outside the organization about symptoms 

and possible eauses or developments. Through internal diseussion and ereating 
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political support for his or her point of view the individual will try to get the problem 

on the company managcment's agenda and recognized. 

In this process three stages can be distinguished: 

I. The individual or manager gathers data to get more insight into the possible 

problem. He or she will scan the internal and external environment using informal 

discussions with colleagues and contacts outside the organization. 

2. The manager will interpret the data in an attempt to understand the situation and 

narrow down the problem often using experience and heuristics. It is important to 

note that in the case of a true strategic problem the functioning of the organization 

as a whole will be the point of discussion. 

3. The manager tests his or her hypotheses by talking to other people in the 

organization and to find out their opinions on the subject. It concerns a rather 

diplomatic process in which the individual tries to gain support for his/her point of 

view. The objective is to get the problem recognized by the organization and 

create a platform for organizational action. 

After that the organization has recognized the symptoms and the problem (e.g. 

decreasing market share and continuously high customer complaint rates), a more 

comprehensive diagnosis can take place. This will require additional analyses and 

creating further inter-subjectivity of the people involved in tackling the problem. 

Except for the incremental way of problem recognition described also a more 

direct recognition may occur. Examples of such direct 'intervention' include the 

arrival of a new top manager from outside the organization or sudden pressure from 

outside (e.g. new entrantlcompetitor). 

Definitions 
Regarding problem identification a distinction is gene rally made between 

symptoms and problems. 

Symptoms are visual or notable signals caused by (underlying) problems. They 

themselves are related to the problem, but are not the actual cause of strategic mis-fit. 

Problems are the cause of the deviation of the situation as normal and thus are 

the trigger of the visual and notable symptoms. 

The term "problem" generally has a negative connotation. However, it should 

be noted that the deviations from the situation as normal may not only refer to erosion 

of currcnt roads to value creation but mayaiso indicate the emergence of 

opportunities based on current company competencies. As such, we use the term 

"problem" to represent any (potential) deviation from present fit between the 

organization and its environment. 
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2.3 CONTENT OF PROBLEM IDENTIFICATION 

For the initial identification of a strategic problem the external and internal 

environment of the company need to be scanned for symptoms and their possible 

relationship with an underlying problem. Symptoms do not so much occur in isolation 

but in combination. It is typically the relationships between symptoms that will help 

to identify the problem. As soon as we understand the structure between the 

symptoms we will start to understand the problem the company is facing. 

Problem identification consists of three phases: 

• problem identification 

• stating the problem 

• identifying the scope of the strategic analysis 

Problem identification 
We already discussed the way individuals and organizations become to 

recognize a problem. It is based on a process in which symptoms playa key role. 

Qualitative and quantitative symptoms can be distinguished? 

Quantitative symptoms concern the erosion of sales figures, profits, market 

share etceteras. Such symptoms often point to more serious problems. Qualitative 

symptoms concern reactions of customers or the trade. They may concern customer 

complaints but also information on competitor actions, possible new entrants, new 

technologies and economic development. Such qualitative symptoms do not have to 

have resulted in quantitative effects reflected in the performance measures or other 
indicators followed by the company's top management. Still they can be illustrative 
for changes in the market place and thus deviations from business as usual. 

The symptoms encountered may point at different types of problems. We 
distinguish between manifest and urgent problems, manifest and less urgent problems, 

and potential or latent problems. Manifest and urgent strategic problems concern 

serious mis-matches between the company and its environment, such as an 

unfavorable cost structure during a situation of heavy competition. The market 

situation will put pressure on the general price level causing strong negative effects on 

firm profitability especially hurting those companies with an unfavorable cost 

structure. Severe symptoms will then be present (e.g.loss in stead ofprofit) and direct 

action will be required (to survive the potential shake out). Although manifest and 

urgent problems may stern from reacting to late to weak signals, they can also emerge 

overnight, for instance when a new technology is discovered and introduced with very 
short lead-time before the industry or media pick up on it. Non-manifest or latent 

problems can either be serious specific problems that are evolving, or general 

problems or trends that are "simmering". For example, the increasing professionalism 

and concentration of retailers has been trend for a long time. However, some 
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manufaeturers of fast-moving-paekaged-eonsumer-goods only reeognized it as a point 

for attention and action when power shifted dramatieally in the supply ehain in favor 

of the retailers. Firms that reeognized the latent problem were able to antieipate the 

shifting power more sueeessfully by creating partnerships, among others. 

Stating the problem 
When the symptoms have bcen identified they should be analyzed with respect 

to their interdependencies. This will create an understanding of their mutual eause and 

thus of the underlying problem or problems. Next this problem or these problems can 

be labeled. The laUer will help to provide a clear starting point for the strategie 

anal yses and narrow down the scope of the researeh. 3 

Too often one or a few of the symptoms are put down as "the problem" ("Our 

eompany does not meet its sales targets, therefore we have a problem"). This is 

incorrect and should be avoided. A sound problem definition refers to the underlying 

problem causing the effects/symptoms. A good definition should mention the problem 

and its strategie eonsequences, e.g., the endangering of the company's existence in the 

future. Consistent with our definition of strategy, a (marketing) strategie problem 

should refer to the link betwecn the company and its environment. Therefore, the 

problem definition or description should entail a reference to the external environment 

and the internal environment (e.g. poorly developed marketing function * market of 

eritical eonsumers and strong competitors). 

Instead of a problem definition also a research question ean be formulated and 

used to guide the proeess of strategie analysis. Such an approach is partieularly useful 

in the ease the strategy audit takes place based on management's overt strategie 

ambition (e.g., an opportunity for exporting). 

Summarizing, at the beginning of a strategy audit or strategie reorientation it is 

best to identify the strategie problem or reason for the strategy audit/analysis. In those 

eases where ambition or a simple check of the current strategy is at stake a research 

question is a good starting point. The research question or problem definition is useful 

for guiding the analyses. 

Identifying the scope of the strategie analysis 
The problem definition or research question will guide the analysis. In the 

statement the problem area is identified. However, the scope of the analysis may still 

be open to discussion. When the borders of analysis have remained unclear or 

unspeeified now is the time to narrow them down. This narrowing down should be 

aeeompanied by solid motivations as to what will and what will not be included in the 

analysis and why. The eriterion to use is strategie plausibility. What do we loose by 

leaving something out? From a strategie perspeetive, a tao broad seope is to be 

preferred over a too narrow one. In the latter case the problem will always be missed 

whereas in the former case it may still be found and solved. 
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Narrowing down the problem area is c10sely related to the issue of market 

definition. Wh at is the company's domain and what should it be? Why do we inc1ude 

so me markets and leave other markets out of the analysis? The corporate mission may 

be a guiding element. Still the rule of strategie plausible borders counting arguments 

for and against inc1uding something in the analyses, ca1culating for the quality of the 

arguments may be the safest way to go. 

2.4 INSTRUMENTS TO USE 

In order to analyze strategie symptoms and problems several instruments can 

be used. The analysis should lead to a document that can guide the strategie analysis. 

It should contain abrief description of the background of the problems that the 

company is facing, the problem definition (or research question) and identify the 

necessary scope of the analysis. The instruments are discussed in detail next. 

I. Symptom-problem scheme or causal scheme: A simple and reliable method for 

analyzing problems is that of mapping symptoms systematically and tracing them 

back to their roots. The technique is consistent with the fish bone approach of 

Ishikawa. Tracing the symptoms back and relating them to each other will provide 

insight into the structure of the problem and the true causes of the "failure" of the 

organization. This approach is easy to learn and very useful. It also allows for the 

identification of multiple problems and setting priorities. Box 2.1 shows an 

example. The starting points are the most crucial points because they reflect the 

problems. 

2. Initial gap analysis: This is a very crude instrument and is actually nothing more 
and nothing less than aglobai SWOT analysis (strengths, weaknesses, 

opportunities, threats, see Chapter 5). The gap analysis is based on a general scan 

of the company's external and internal environment. The symptoms are identified 

and linked to areas of potential matches or mis-matches between the organization 
and its changing environment. The benchmark is what will happen in the case that 

no change in company strategy takes place. 

3. Stakeholder analysis: This method aims to systematically evaluate the 

organization's "legitimate" use of resources from a network and stakeholder 

perspective. An organization operates in a network of stakeholders. Tracing the 

company's key stakeholders and meeting their requirements is important for 

survival, but often a difficult task. Four key areas may underlie the legitimization 

of an organization's existence:4 
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Box 2.1: Examp1e of causal scheme 

Toy manufacturer DOLL has been making standardized children's toys since it was 
founded in the I 960s. The company has specialized in dolls and f1uffy toys. Its 
management is proud of the wide variety of products offered. The company carries over 
120 different regular dolls, 30 moving dolls and 20 talking doBs. Its product line of fluffy 
toys is even larger! It holds 20 different kind of animals and within each category some 15 
or more variations (e.g., different sizes and levels of fluffiness). Retailers sometimes tell 
the sales reps that it is driving them crazy. With so me exceptions hardly any retailer 
therefore carries all models. Generally only the fast movers are stocked. The other models 
are only sold on special request. Most retailers complain about the long delivery time. 
Sometimes retailers cancel their orders or withdraw before making their order, just upon 
hearing the expected delivery time. The general reaction is that they anticipate their 
customers will not want to wait so lang because a birthday or special event rives the 
purchase. 
Recently DOLL has experienced heavy competition from competitors located in the Far 
East. The lower wages in this part of the world and the more than acceptable product 
quafity delivered have put apressure on prices. DOLL has a hard time keeping up. Its sales 
and market share are down. And, more importantly its profits have changed in serious 
losses. The forecasts for next year are even worse. Therefore, DOLL' s top management 
has decided to analyze the situation and take action. It considers focusing on the top of the 
market as the competition from the Far East is mainly active in the low-end part of the 
market. This move will allow DOLL to leverage her special ist knowledge and skills. It 
will also allow asking a price premium. Currently management is looking at DOLL's 
unfavorable inventory cost situation and delivery problems. A close look at the firm's 
product line seems in order. Purchasing has a hard time managing the raw materials. Both 
ensuring a continuous f10w of raw materials and negotiating good deals with suppliers is a 
hassle. As the new product development department is unwilling to make any concessions 
with respect to design and product quality, each doll has its owri set of special materials. In 
this matter the new product manager is supported by the previous owner and major 
shareholder who is still very much involved in the company although he was succeeded by 
his oldest daughter two years ago. Furthermore, there is the large number of small 
production runs. It seems that the large product variety is driving up the costs. 
Below you find an attempt to capture DOLL's situation in a causal schema. The bold 
boxes show the main points: 

No Small Competition 
Attitude of r-----. modular r-----. batches of the Far 
previous designs 

J 
ofraw East 

owner/ materials 
director Lower: 

~ 
1/ High ~ 

-. -sales 
I wages -profits 

Large 
High cost -

product ~ High -. and price 

line '\ inventory 
cost 

Inventory Delivery ~ Dissatisfied 

problems -. problems retailers 
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• Market: what role does the company play in providing products for a particular 

customer group, i.e. what is the level and nature of the customer value provided? 

If customer value is adequate the company will generate profit and remain viable. 

However, as soon as the company's products become obsolete, the company's 

future will be uncertain. 

• Funding: for operating and making investments a company needs (working) 

capital. When shareholders remain absent the future of the company is again 

uncertain. A good example is the ".com" companies that first attracted a lot of 

investors but then (first quarter of 2000) became less popular. 

• Organization: important stakeholders within the organization inc1ude employees 
and management. The company provides jobs and is linked to other organizations 

providing jobs. Institutional economics argues that this function and these links 

are an important determinant of survival. 

• Society: While doing business a company has to pay attention to environmental 

and societal issues. If it does not do so it may face resistance from action groups 

and the government. Although more important for some industries than others this 

is something management has to calculate for. 

Each of the three instruments has its charm and strengths. Consequently, some 

instruments are easier to use for specific types of problems and thus certain types of 

strategic audit than others. Below we draw a link between the tools and the different 

motivations for strategy auditing presented in the beginning of this Chapter. Although 

the choice of tool should be based on the particular situation at hand we do provide a 
tentative guideline. 

The causal scheme method has general applicability. Drawing the figure will 

facilitate the analysis by supporting the manager's thinking and tracing of symptoms 

and problems. The initial gap analysis, however, is particularly suitable for testing a 
company's current strategy. It can also be applied under conditions where ambition is 

high. The quick scan based on a crude external and internal analysis will help uncover 

the main opportunities and threats and provide an initial confirmation and thus 

motivation for expansion. Finally, the stakeholders-approach is well suited for 

sensitive business problems and turnaround situations (inc1uding privatization). In 

industries where the legitimization of companies' business is a major issue this 

approach has proven to be very successful. 

2.5 PRACTICAL GUIDELINES FOR EXECUTION 

To conc1ude this chapter, we present several practical guidelines that may help 

execute asound strategic problem analysis. 

1. Make a list of all symptoms and analyze this list by looking for (causal) 

relationships. Use this analysis to track the symptoms to their original source, i.e. 

the underlying strategic problem. 
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2. Not meeting internal standards of growth or profits does not necessarily point to a 

strategie problem or lack of customer value. The goals may have been set too high 

or the performance measured incorrectly. A decrease in profitability may be 

logical in the light 01' a maturing market with higher levels of competition. A 

steady or increasing market share can under these conditions point to good or even 

excellent performance. A careful and complete analysis is thus required. 

3. Make sure that the problem definition really specifies a problem. For a strategic 

problem this requires linking a threat to an internal weakness, or at least linking a 

trend in the extcrnal environment to an internal aspect of the organization (see 

also Chapter 5). 

4. Carefully specify the market and the scope of the analysis. Make sure to motivate 

the focus and boundaries of the analysis weil. There should be significantly more 

and better arguments for the point of view taken than for any other scope of 

analysis (e.g., when an industry is agIobaI industry it does not make sense to limit 

the analysis to a specific country). 

5. The advantage of a sound problem definition and scope of analysis is a more 

efficient strategic analysis due to a better focus. Furthermore, the initial problem 

definition can be used to check the outcome of the SWOT analysis later on in the 

process. When the final problem definition is consistent with the initial problem 

definition the one confirms the other and suggests being on the right track. In the 

case of a discrepancy between the two the manager should trace the difference. 

Two options come to mind. The extensive analyses have uncovered the real 

problem and the initial problem definition was incorrecl. The initial problem 

definition was correct but in the extensive analysis or interpretation something 

went wrong. 

6. The best starting point for a strategic audit is abrief document of 1 or 2 pages. It 

should include: 

• The background of the company; 

• The main external developments and internal weaknesses/issues; 

• The problem definition or research question; and 

• The focus and boundaries of the analysis. 
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2.6 NOTES 

I Argyris and Sehön (1978). 
2 Ansoff (1984). 
3 Note that the actual or final strategie problem ean only be stated when the planned, more 
elaborate strategie analyses are performed. 
4 Based on Hoes (1985). In the original artic\e five areas are distinguished whieh we eollapsed 
into fouf. 
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CHAPTER3 

IDENTIFYING V ALUE CREATION OPPORTUNITIES: 

THE EXTERNAL ANALYSIS 

3.1 INTRODUCTION 

'lf the dinosaurs had done an environmental 

analysis, they wouldn 't be extinct' 

---Kevin J. Clancy & Rober! S. Shulman 

As we discussed in the previous chapter, firms may identify current problems 

or may foresee future problems in their ability of successfully operating in achanging 

environment. In order to assess the current situation in the market or broader 

environment and to identify future challenges that a firm's environment will impose 

on the organization, it is important for the organization to take an outside-in approach. 

Only then opportunities for both present and future customer value creation are to be 

identified. It is the objective of an external analysis to obtain such insight in both the 

current and future environment of the organization and to identify key success factors. 
The latter can be defined as the requirements set by the current and future 

environment which a company will have to meet in order to bc able to obtain and 

maintain a competitive advantage in the market place. 

The extern al analysis is an essential part of any successful strategic marketing 

plan. Its breadth and depth are driven by the fundamental choices the organization has 

made within her mission. Such mission is often captured in a mission statement that 

generally defines her market scope ('what business are we in?') and formulates her 

(growth) ambition. The company's current market scope and its ambition for growth 

will determine the breadth of the analysis. The more ambitious its management is the 

more likely that the analysis should take a broader scope in order to identify potential 

opportunities tor growth (e.g.. international markets). The depth of an external 

analysis refers to the quality of the insights that needs to be obtained. For example 

with respect to customer analysis it is important to gain insight not only in the 

existence and size of market segments. but to understand factors such as the needs, 

31 



motives, buying behavior and communication behavior of customers within each 

segment. Adequate depth is thus critical to a successful external analysis and requires 

sound strategie market research. 1 

Although execution of formal market research may coincide more closely with 

the strategie planning cycle an organization should gather information on its 

environment and trends in its environment on a continuous basis. The organization 

would do itself short if the rich and potentially very useful source of information that 

is available on a more continuous basis such as, for example, through marketing, 

sales, or service personnel, would be overJooked or ignored. Scanning the market and 

broader environment constantly will prevent the organization from myopia and 

enables its management to be proactive rather than reactive. It will also contribute to 

the institutionalization of the extern al analysis changing the strategie marketing 

planning process from an irregular and 'strange' activity into a natural and logic way 

of gathering and distributing market information in the organization, making it truly 

market driven. 

3.2 THEORETICAL BACKGROUND OF THE EXTERNAL ANALYSIS 

An external analysis can be defined as an investigation into the developments 

within the environment of an organization with the objective to obtain insight in both 

the current and future key success factors within the market as weil as the 

organization 's own position. 

In the introduetion, we pointed out that the seope of the extemal analysis will 
be deterrnined by the firm's market scope and ambitions. A starting point that should 

be part of any extemal analysis eoneems the eompany's direet environment of whieh 

-in addition to the eompany itself-her eustomers and her eompetitors are part. This 
is sometimes referred to as the '3 strategie C's': Company, Customers, and 

Competitors.z In addition to customers and competitors, distributors and suppliers can 

be considered to be part of an organization's mieroenvironment. This is referred to as 

the core marketing system.3 Michael Porter addressed the organizational eompetitive 

environment by identifying five forees that affeet the organization's long term 

position and profitability with an industry. These forees include: ineumbents, new 

entrants, substitute products, buyers and suppliers.4 More reeently, organizations that 

serve as "complementors" to the firm are identified as potentially important parties 

within the microenvironment. For example, in the information technology industry 

Intel can be considered a complementor for computer companies such as Compaq.5 In 

the broader environment, we find different stakeholders, such as shareholders, 
financial service eompanies, pub lies, potential employees, governmental institutions, 

pressure groups, and the media. Finally, there are different developments at the macro 

level that should be analyzed. These include economic, (social-) demographie, 

cultural, natural, technologieal, political and legal developments. These developments 
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constitute general trends for the industry which also need to be understood to 

anticipate shifts in the "strategy game". The organizational environment is visualized 

in Figure 3.1. 

Figure 3.1: The organization in its environment 
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The developments that take place within the organizational environment can 

either be beneficial or lhreatening to the industry and its organizations. This depends 

on the extent to which these developments create opportunities to reinforce or even 

establish competitive advantage for companies or hurt their positions. Therefore, 

developments are generally catcgorized into opportunities or threats in order to ret1ect 

their impact on the firm's competitive advantage or its ability to sustain advantages. 

Here, we can observe a direct link with the broadly used concept of 'key success 

factors'. The key success factors within an industry refer to those factors that an 

organization has to take into account in order to operate in a certain industry in a 

successful way. Generally they are not specific to an individual company but rather to 

clusters of companies that use the same strategy to reach their goals, i.e. strategic 

groups (more on this later). 
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Opportunities can be defined as events or developments that provide possible 

ways to create new or sustain current competitive advantages. 

Threats can be defined as events or developments that erode current 

competitive advantage or diminish the organization' s possibilities to successfully 

exploit her current capabilities. 

An organization should thus monitor opportunities and threats in order to 

assess their effect on current activities and to uncover future key success factors. The 

latter is the ideal of any company as it may imply reformulating the mIes to the 

strategy game and thus surpassing the competition through strategic innovation. This 

is consistent with the notion of enacting the environment.6 Rather than anticipating or 

responding to developments in its environment, the organization influences the 

developments that are taking place or even initiates and stimulates new developments. 

For example, by devoting substantial resources to research on automobile safety and 

pollution, the automobile industry is able to influence public opinion and legislation 

on these issues to some extent. Enacting the environment will contribute to 

management's feeling of control over the environment, although such control will of 

course be only temporarily. 

The more the environment is open to change the more uncertain it will appear 

and the larger the need for adequate monitoring and thus extemal analyses will exist. 

Two factors determine the degree of perceived uncertainty. First, the degree of 

dynamism of the environment contributes to its uncertainty. The more rapid 

developments take place, the more an organization will feel the strategic necessity to 

reduce uncertainties. Second, the complexity of the environment contributes to its 
degree of uncertainty. Complexity refers in this respect to the extent that a large 

number of forces interdependently shape the environment. In a complex environment 

one should not only !eam which forces shape the future environment but also how 

these forces affect one another. Needless to say that such an environment confronts an 
organization with a high degree of uncertainties. 

3.3 CONTENT OF THE EXTERNAL ANALYSIS 

A good extemal analysis is aimed both at the organization's direct and its 

broader environment. It provides not only adescription of relevant factors and their 

interdependencies, but analyzes the strategic consequences by taking a dynamic rather 

than static perspective. Thus, the degree of comprehensiveness, and by result the 

quality, of an extemal analysis is determined by three dimensions (see Figure 3.2). 

First, every extemal analysis should include a1l strategically relevant actors 

and forces. At the very least, the analysis of the environment should consider the 
actors of the core marketing system, i.e. "the network of key institutions that interact 

to supply final markets with needed goods and services".? Strangely enough often, 

customers and potential customers are hardly touched upon in the extemal analysis of 
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strategie marketing plans, although they are the baekbone of any marketing plan. 

Thus, an external analysis ean vary dependent on the extent to whieh relevant aetors 

and farees in the environment are eonsidered. 

Seeond, the external analysis ean vary aeeording to the degree that the 

environment is aetually analyzed. Many external analyses are mere observations and 

fail to draw eonclusions. In an analysis, however, eommonalties between and trends 

within the observations are identified. This resuIts in a synthesis with respeet to the 

status quo and eonclusions regarding to the future. Based on this partieularly the 

eonclusions regarding key sueeess factars for the firm and its strategie group are 

eritieal. 

Third, the depth of the analysis ean vary aeeording to its level of detail and 

time seope used. Analyses ean be aimed at highlighting main issues within the 

environment, ar they ean be of an extensive nature. The ehoiee far one ar the other 

will highly depend on the objeetive of the strategie analysis and the degree to whieh 

knowledge on the extern al environment is already present and eolleeted in a 

systematie way within the firm. The analyses should be superfieial regarding general 

trends but eontain a profound analysis of erueial aspeets such as eonsumer behavior 

and explaining eompetitors' sueeess. In addition to the level of detail of the external 

analysis, the time frame used is an impartant aspeet to look at. Strategie marketing 

planning is espeeially eoneerned with planning for the future. In other words it is less 

interested in history and historie trends then in the current situation and future 

predietions. Trends of the past are important to look at when they help to explain 

developments and make fareeasts. Therefore, a good extern al analysis should have a 

dynamie eharaeter (as opposed to statie) and be aimed at future trends and 

implieations. 

Figure 3.2: Dimensions of the external analysis 
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How to plan for an external analysis? 
Before we discuss the specific instruments that can be used within the extern al 

analysis, we give some guidance on how to plan for such an analysis. Although no 

blueprint, the following road map may prove useful. 

• Start to systematically collect information on actors and developments within the 

firm's environment. Classify the information according to the topic that it covers 

using a structure or item list as outlined in Box 3.1. Note however, that this 

checklist is of general nature and should be tuned to your industry. 

Box 3.1: Topics within the external analysis 
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Market definition and general market analysis 
- qualitative 
- quantitative 

Customer analysis 
- segmentation 
- analysis of segments, customer needs (benefits sought) and buying behavior 
- eritieal sueeess faetors 

Distribution analysis 
- methods of distribution 
- funetions 
- positions and value captured 
- eoneentration degree 

Competitor analysis 
- eompetitive forees 
- strategie groups 
- eompetitor profiles 
- distinetive eompeteneies and eompetitive advantages 

Maero-environmental analysis 

For the information gathering process, use as much of the primary and secondary 

sources available. The first relates to active information acquisition among, for 

example, sales representatives by means of interviewing. The latter relates to more 

generally available information to be obtained through desk-rescarch. Always 

write down the source of the information, as this will save time later. Note that the 

source teils you something about the reliability of the data. A reference to the 

source should accompany each table used or drafted. 



• After you fee 1 you have gathered 'enough' data, make an assessment of the 

relevant information obtained. Filter out as much information as possible and try 

to integrate it to make it easier to access. Focus on information relevant to the 

industry and firm and complement the information found with personal insights 

and common knowledge (note that this information should be substantiated later). 

Again using the structure outlined in Box 3.1, this will point you to blank spots in 

your external analysis. 

• Fill in the blank spots by specific information acquisition or market research. 

Differentiate between critical information and 'nice to know' information. This 

can be done by looking at the information requirements of the different tools 

outlined in the remainder of this chapter. Beware that sufficient information is 

available on the future developments in the markets (both quantitative and 

qualitative information) and that all relevant aspects of the environment are 

covered. Make sure that the set of analyses you make captures the unique 

character of your industry and situation. 

• For each specific area of interest within the external analysis (such as customer 

analysis, competitor analysis etc.), analyze the information using instruments and 

methods such as the ones discussed later in this chapter. Be sure to draw 

strategically significant conclusions from the analyses for the firms in the industry 

(strategic groups in particular) and the market place. High levels of detail for each 

separate analysis will be required to obtain strong enough conclusions. 

• Based on the specific analyses relating to the different parts of the external 

environment, build an overall vision on how the market develops, including the 
implications for the firms operating in it. Focus on identifying commonalties and 

interdependencies within the developments. 

Next, we turn to a discussion of instruments and methods that can be used 

within the specific analyses that are part of the extern al analysis. We made aselection 

of instruments based on our personal experience. The choice of instruments to be used 

should be made based on the problem and the specific situation within an industry. 

The instruments we discuss generally show limited overlap and thus can be used in 

combination. 

3.4 INSTRUMENTS TO USE 

In this section, we discuss different concepts, analyses and methods that may 

helpfully be applied to parts of the external analysis. First, we address the market 

definition followed by customer analysis. Segmenting the market is an important part 

of this section. Next, we discuss the distribution analysis followed by competitor 
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analysis. The latter encompasses both the analysis of the competitive forces and a 

more in-depth analysis of individual competitors. We conclude this section with 

instruments to analyze the organization's macro environment. 

3.4.1 DEFINING THE MARKET 

A fundamental question that organizations face is 'What business are we in?' 

This relates to how a firm defines the market in which it operates or wishes to operate. 

The market definition will to a large extent determine the scope of the external 

analysis. In order to analyze the right market in the right way a careful assessment of 

the market scope that should be studied is in order. 

Theodore Levitt once argued: "customers do not need a drilling machine, they 

need a hole in their wall". This characterizes the way in which a market can be 

defined. Often, marketers tend to define their market in terms of the products they 

market, such as drilling machines. However, this may ignore the needs that underlie 

customer's demand for certain products. Other, alternative products, may be 

introduced that serve customer needs better than existing ones. Thus, markets may be 

defined in terms of customer needs or value sought in order to prevent firms from 

becoming 'myopic' to competitors. Classic is the example how railroad transportation 

in the US for a long time underestimated competition from airfreight because they 

defined their market as 'railroad transportation' rather than 'freight transportation' . 

Thus, market definitions may be based on the demand side (needs, 

benefits/value sought) or the supply side (products, services, attributes). The latter 
also includes market definitions based on identifying ones major competitors. The 
central question is "who do we compete with?". In this case, four levels can be 

distinguished that characterizes the type of competition within the market: 8 

(I) Product -form level; here the market is defined based on competition between 

product-forms (e.g. 'beer without alcohol' vs. 'beer with alcohol') 

(2) Product category level; the market is defined based on competition between 

products (e.g. 'beer' vs. 'soft-drinks' vs. 'hot drinks') 

(3) Generic level; competition is between generic categories of products (e.g. 'drinks' 
vs. 'food') 

(4) Budget level; competition is between different types of consumption that 

customers choose between (e.g. 'drinks' VS. 'visit to cinema'). 

A method of defining the market that combines a supply and demand side 

approach, is item-by-use analysis. Here, customers are shown a product (=item) and 
are asked to indicate in which type of situations the product is or can be used (=usc). 

Next, for each possible type of use, customers are asked to identify alternative 

products that can be used for each particular type of use in case the product that was 

shown in the first place would not be available. Thus, competitive products are 
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identified that are considered substitutes based on the customer's desired type of 

application/use. 

Another method that essentially combines demand and supply side aspeets in 

defining the market is Derek Abell's market domain definition. This three­

dimensional model defines the market scope and the domain that is presently 

oceupied by the specifie firm based on customer segments, customer needs and 

technologies that may be used to satisfy those needs. As this model can be used in a 

practieal way to analyze customer markets, we will diseuss the instrument in the next 

section. 

In conclusion, from a marketing point of view market definitions that are 

based on eustomer needs are generally to be preferred. Needs are relatively stable 

over time, whereas produets vary. As indieated in the above, product based market 

definitions may suffer from market myopia because new produets and teehnologies 

beeome available all the time. Nevertheless, in practice we see that often more 

information is available on products than on customer needs. This means that in the 

strategie marketing plan some compromise should be made between defining the 

market in a eoneeptually desired way and defining the market in such a way that 

suffieient information is available so as to conduct analyses in a meaningful way. 

Onee the market scope is defined, an analysis of the market as a whole can be 

condueted. Here, one is aimed at obtaining both qualitative and quantitative 

information on the market. For example, market size and market growth, interesting 

characteristics and developments within the market and so forth. Often, seeondary 

information will help to paint the picture. Sceondary sources that provide market 

information may include market research ageneies such as Nielsen and GfK, 
government institutions, organizations rcpresenting specific industries, stakeholder 

groups and the media. 

3.4.2 CUSTOMER ANAL YSIS 

3.4.2.1 INTRODUCTION 

By defining the market, the seope of the eustomer analysis is determined. This 

ean be eonsidered one of the most important analyses within the strategie marketing 

plan as eustomers ultimately are the eentral foeus of every market-oriented firm. 9 

Nevertheless, reality proves otherwise. In an analysis of strategie marketing plans, 

Claney and Shulman found that 90% of all marketing plans diseuss demographie 

developments, whereas only 20% provide an analysis of eustomer values and life 

style. IO In other words, most marketing plans have only a superfieial eustomer 

analysis whereas a thorough and rigorous eustomer analysis is important to be able 

to identify avenucs for customer value. First, we should be aware that without a 
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profound understanding of the customer and his buying behavior it will be hard to 

identify the product and service attributes valued by the customer. Let alone that we 

would be able to get inspiration for innovation on how to improve customer value. 

Second, detailing the marketing plan (who wants what, when and where?) will be 

difficult without a good detailed understanding of customer buying behavior. 

Consequently, also marketing strategy implementation would be difficult. 

The lack of customer analysis is generally caused by a lack of customer 

information and customer market data at within the company. How to overcome this? 

Secondary and primary market research can help. To what extent have the 

possibilities to obtain information from secondary sources (previously acquired 

information by others) been explored? Have all possible sources for information been 

reviewed and tapped? Further, has the possibility been explored to acquire 

information oneself or by means of a market research agency? Prime sources of 

information are the companies' customers, service personnel, sales representatives, 

and etceteras. However, other market experts can and probably should be interviewed. 

Performing some qualitative research is advisable. Also identifying what potentially 

useful documents or data are available within the organization might help. Just think 

of customer profitability analysis and growth figures per product line. Although these 

data will be biased (i.e. not representative), they may provide insight into the market 

and help the information gathering process. In short, firms should explore both formal 

and informal sources of market information and incorporate findings in the customer 

analysis. Such will help in analyzing the market in greater detail, for example in terms 

of market segments. 

3.4.2.2 MARKET SEGMENTATION 

We have been referring to 'the market' in general. However, within a market 

generally some customers are more alike than other customers. Hence, market 

segmentation is useful. 

We define a market segment as a group of customers with shared 

characteristics that respond to marketing activities gene rally in a similar way. 

Segments are defined in such a way that customers within a segment are as 

homogeneous as possible, whereas differences between segments are maximized. This 

enables marketers to target markets in an optimal way, because ideally the segments 

will respond to the firm's marketing mix in a somewhat different way. Therefore, 

market segmentation is one of the core concepts of marketing strategy. As it is the 
starting point for analyzing the customer market and to provide insight in customer 

behavior, we now briefly discuss the segmentation process. 
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Segmentation procedure 

Within the segmentation process, three main steps need to be considered: 

Choice and application of segmentation criteria 

Analysis of the identified segments 

Evaluate segments on attractivencss 

1. Choice and application 01 segmentation criteria 

In order to segment in a useful way, segmentation criteria need to be defined. 

These criteria need to be chosen in such a way that they discriminate between 

customers with respect to needs (including purchase motives and purchase criteria) 

and behavior Ce.g. information search bchavior and buying behavior). Only if 

segments are defined in this way, differentiated marketing will be possible and 

potentially successful. 

In general, segments are subject to the following criteria in order to be 

valuable in marketing: 

a. Segments should be identifiable; marketers should be able to identify the 

customers within a market segment; 

b. Segments should be measurable; segment size, buying power et cetera should be 

measured; 

c. Segments should be sufficiently large (to justify separate targeting); 

d. Segments should be approachable with marketing instruments; 

e. Segments should be homogeneous in their response to marketing activities; and 

f. Segments should be relatively stable over time. 

Segmentation criteria may vary in terms of their observability (age and gender 
are more easily identified than motives) and their spec(ficity (how precisely is a 

segment identified by a segmentation criterion?). In industrial marketing, one 

distinguishes between macro-segmentation criteria and micro-criteria. The former 

refers to criteria that are not very specific and often observable, such as industry type 

and company size. The latter refers to more specific criteria that are difficult to 

observe, such as the composition of the Decision-Making Unit (DMU) and purchase 

motives of DMU-members. Criteria that are both high on observability and specificity 

are of course to be preferred. Box 3.2 shows some examples of segmentation criteria 

used in both consumer and industrial markets. 11 
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Box 3.2: Examples of segmentation criteria 

Consumer market 

Macro: 

- Geographie (e.g. eountry, region) 

- Demographie (e.g. age, gen der, household, ineome, profession, ethnieity, edueation ete.) 

Micro: 

- Psyeho-soeial (e.g. Soeial Eeonomie Status, life style, personality, innovativeness) 

- Knowledge (eognition), Affeetions/emotions, Behavior (attitude, benefits sought, buyer 

readiness stage, pereeived risk, loyaity, ete.) 

Industrial market 

Macro: 

- Industry type 

- Company size 

- Geographie 

- Produetion system and -teehnology 

- Produet use 

Micro: 

- Composition DMU 

- Purehase eriteria 

- Culture 

- Strategy 

It is important to note that segmentation may be based on more than one 

criterion. Applying a set of criteria may help to derive more refined market segments. 

For example, the market for financial services may be segmented using a combination 

of criteria such as family life cycle, income and attitude towards financial services. 

This is an example of a step-wise or hierarchical approach to segmentation. The 

criteria are used sequentially to identify sub-segments within relative broadly defined 

market segments. The pre-classification is generally done using macro-criteria, while 

micro-criteria are used for identifying the sub-segments. Market research techniques 

that can be used to identify customer segments include cluster analysis, discriminant 

analysis and conjoint analysis. 

2. Analysis of the segments 

Once identified, segments should be analyzed more in depth. Both qualitative 

and quantitative analyses are insightful. These may include the following elements: 
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a. Quantitative analysis 

- size of segments 

- growth of segments 

- profitability of segments 

- customer and brand loyalty 

- etc. 

b. Qualitative analysis 

- segment descriptive and characteristics 

- developments/trends 

- decision makers; decision making unit 

- purehase criteria and motives 

- purehase behavior 

- information seareh behavior 

- evaluation of eurrent offerings 

- preferenees 

- ete. 

Detailed analysis of eustomer segments enables to identify the segments that 

are most attraetive to the organization to target (step 3). It also helps to formulate 

more detailed market targeting plans in the strategy implementation stage of the 

strategie marketing planning proeess. 

Although that the above diseussion provides a guideline for analyzing 

eustomers it should be stressed that the real aim is to uncover "who buys, what, when, 

where and why?" Only when these questions ean be answered we ean start to 

understand "thc eustomer" (per segment) and antieipate (new) ways of providing 
value and improving to these customers. To faeilitate analyzing eustomer behavior, 

several models are available, speeifically aimed at eonsumer markets or industrial 

markets (for referenees: see note 12). Differenees regarding new, modified and routine 

buy may also be worth looking at. The models should not be used to deseribe 

behavior but again to understand it. 

3. Evaluate segments on attractiveness 

Based on the detailed analysis of eustomer segments, their relative 

attraetiveness to the organization ean be assessed. First, the eriteria to evaluate 

segment attraetiveness have [0 be identified. Seeond, all segments are evaluated on 

these eriteria. We will diseuss this proeedure as part of the portfolio analysis in 

ehapter 4. Note that in the strategie planning proeess the step of evaluating and 

ehoosing market segments to target is part of the strategy seleetion proeess (we will 

diseuss strategie ehoiees in Chapter 6). 
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3.4.2.3 MARKET DOMAIN DEFINITION (DEREK ABELL) 

The diseussion of segmenting the market is preeeded by the question of how to 

define the market and how to define its boarders. Derek Abell proposed a model that 

helps to define the market. 13 It aetually identifies eustomer - produeUteehnology 

eombinations. It helps to understand the market and how eustomer segments, via their 

needs, link to the produets/teehnologies of suppliers. To the firm it offers the 

possibility to explore strategie alternatives. Abell's model analyzes the market 

aeeording to three dimensions. The first dimension relates to the eustomer groups or 

segments that ean be identified in the market (who are the eustomers?). The seeond 

dimension addresses these eustomers' needs (what needs do they have?). The third 

dimension identifies the alternative teehnologies available to satisfy the eustomer 

needs (how to satisfy the needs). All three dimensions are interrelated. Based on the 

analysis the firm obtains an understanding of: 

(a) the market in whieh it operates; 

(b) one's own market position (by indieating what areas presently are eovered by the 

firm, the firm's eurrent market seope is obtained); and 

(e) the alternative options that are open to the firm with respeet to its served market, 

served needs and teehnologies used. 

Agraphie presentation of Abell's method to analyze the market and define the 

organization's domain is shown in Figure 3.3. 

Figure 3.3: Abell's domain definition l4 

Customer needs 

M arket Domain 

Customer segments 

Technologies 
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As beeomes clear from the visual representation of the model, Abell's method 

forees the analyst to segment the market on multiple eriteria. First, different eustomer 

groups are to be identified. Here, an exhaustive and mutually exclusive segmentation 

of the defined market is desired. This requires that prior to segmentation the market 

has been defined. Seeond, eustomer needs are identified that relate to the eustomer 

groups. By rclating these two dimensions, a sub-segmentation of the market may be 

obtained. Third, alternative teehnologies that are used or are available to satisfy the 

eustomers' needs should be identified. Here, it is tempting to list all possible produets 

that are brought to market to satisfy eurrent needs. However, this may lead to too 

mueh thinking "within-the-box". First, by eonsidering the present produets that are 

used to satisfy eustomer needs one ignores future opportunities and other potentially 

valid eapabilities to satisfy those needs. Strategie thinking requires that other than 

eurrently used solutions are explored. For example, by eonsidering the teehnologies or 

distinetive eapabilities that underlies the produets rather than the produets themselves. 

Also teehnologies or eompeteneies that eurrently are not used yet may be represented 

as this refleets the dynamies in the market plaee. Seeond, produets are essentially 

problem so[vers targeted at speeifie eustomers, with speeifie needs, using speeifie 

teehnologies. As sueh, products are eombinations of the three dimensions of the 

framework rather than part of a single dimension. As George Day notes: "a diserete 

produet is the eonsequenee of applying a teehnology to a eustomer need".15 

In order for the framework to make a valuable eontribution to the eustomer 

analysis, one should go beyond mere deseription of the market aeeording to the three 

dimensions. Rather, the developments on eaeh dimension should be explored in 

eonjunetion with the other dimensions. Tentatively, the fit between eustomer needs of 

different eustomer groups with alternative teehnologies or eapabilities ean be explored 

as weil as the organization's strategie opportunities. By eomparing the dynamies on 

the three dimensions and their interdependeneies with the firm' s eurrent market 

domain, insight is provided in the firm's eurrent and future strategie position. Relate 

your market definition to the strategie problem that you have defined earlier (Chapter 

2). Also, be sure to be eonsistent with respeet to the level of analysis in defining the 

different dimensions within the model. Customer segments and eustomer needs 

should relate to the same type of eustomers. For example, in ease an analysis of both 

eonsumers and distributors is desirable, two separate models should be analyzed. 

Anyone who has ever tried to use Abell's model to define a market will know 

that it is often not easy. Generally there are several ways that the axes ean be speeified 

or filled in leading to different pietures of the market. Some people find this annoying. 

However, we like to point out that this exereise is an important step in understanding 

the market and the strategie implieations of the market definition. Only when explored 

and eonsidered, a good and motivated ehoiee ean be made for a partieular market 

definition in line with the strategie problem at hand and the strategie ambition of the 

eompany. To faeilitate the market definition proeess it is important to eonsider the 
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specific type of market in interpreting the axes (e.g. in the restaurant business we find 

fuH and self-service restaurants that provide different value to the customer -speed, 

convenience versus luxury wining and dining service. In this case technology is better 

interpreted as service process technology than product technology.) 

We now turn to a discussion of analyzing the distribution. 

3.4.3 DISTRIBUTION ANALYSIS 

Distribution channels generally play an important role in creating value for the 

customer. 16 In some markets, such as fast moving consumer goods markets, it is 

highly dependent on the distributor as he provides the actual service to the customer. 

A similar situation can be seen for specialized products in the computer industry 

where the word 'value-added reseller' makes our point. However, we also see 

industries where the trade is struggling because they fail to create extra value for the 

customer leading to exclusion form the channel (e.g. pharmaceutical wholesalers). At 

the same time the evolution of new media and thus alternative channels of 

distributions is a hot topic creating new opportunities for companies. In this light it 

seems strange that distribution analysis is not weil covered by many strategie 

marketing planning process and plans. We propose that every strategie marketing 

analysis, i.e. external analysis, should at least consider three topics regarding 

distribution, i.e. (a) channel functions, (b) channel alternatives and forms, and (c) 

value capture within the distribution channel. The three of them together constitute the 

distribution structure or help explain it. These aspects are discussed next. 

a. Channel functions 
The first question that needs to be addressed relates to the alternative channel 

functions that are or could be performed within the market that is analyzed. Two basic 

functions can be distinguished: the logistic and marketing function. The former relates 

to the logistic process through which goods are made available to customers. The 
analysis could focus on current practices within the market and opportunities for 

efficient logistics handling. Developments within supply chain management have 

important influence on the physical distribution within markets. For example, efficient 

consumer response (ECR) has changed logistics within markets of fast moving 

consumer goods, while mass customization affects production and distribution also. It 

is important to identify these developments or potential opportunities as they will 

effect market structure in the long run and may help redefine customer value in the 

market place. 

The marketing function of distribution relates to the marketing activities 

performed by the distributors in relation to the manufacturers' products that enhance 

the 'offerings' value to the customer. Here, we can think of marketing tactics, service 

delivery (including product augmentations), in-store promotion, relationship 

marketing, market research and so forth. Again, the analysis here should provide 

insight into the extent that such functions are either currently executed or that 
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opportunities and capabilities ex ist to perform such functions in the future. Both 

customer expectations and distributors' professionalism play an important role in this 

respect. 

b. Channel alternatives and forms 
Products and services can reach the customer market in various ways. Here, 

both the alternatives that are presently used and that might be used define the market's 

structure. In general, one can distinguish between direct and indirect channels; long 

and short. It is important to identify potential changes that could take place in the 

distribution structure in the future. In this respect, it is important to consider 

distributors' strategies, buying motives, and buying criteria. These will include 

considerations pertaining to the distributor' s target market, profitability targets, 

positioning motives, and relational and power motives. Also, it is relevant to analyze 

potential alternatives to current distribution channels. Electronic commerce may affect 

certain markets more severely than others. For example, financial service providers 

increasingly face issues related to multi-channel distribution where the mix between 

traditional channels (e.g. branches and intermediaries ) with new channels (e.g. 

telephone, Internet) is a highly relevant topic. Thus, the analysis of (potentially 

available or used) alternative distribution forms aims to provide an understanding of 

the distribution practices and opportunities available. 

c. Value capture 
Third, and maybe most importantly, the strategic analysis of distribution 

should include an analysis of the relative share of total value that the different 

organizations in the supply chain capture. Again, not only the present situation should 

be analyzed; also shifts in value creation and value capture should be tracked. 17 This 

will provide insight in the relative power of organizations within the supply chain. For 
example, food retailers have increasingly been able top increase their share of value 

created in the fast moving consumer goods industry by cooperation and concentration 

of outlets. This not only provided them with efficiency gains and increased buying 

power it also enabled them to successfully introduce private label (distributor) brands. 

3.4.4 COMPETITOR ANAL YSIS 

As strategic marketing decisions involve ways to fulfill customers' needs in a 

unique and superior way, it is important to understand competitive forces and 

competitors' ability to meet key success factors in the market place. Why are there 

winners and losers in the market place? What differentiates winners and losers? 

The extent to which an organization is able to create and sustain superior 

customer value depends largely on the competing and substitute offerings. Thus, an 

essential part of any strategic analysis is to understand both competitive forces and 
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competitor profiles, i.e. strengths and weaknesses. This is the scope of the competitor 

analysis. 

A competitor analysis consists of four steps: 

a. Define and analyze the structure and characteristics of an industry and anticipate 

competitive forces, 

b. Identify and analyze strategic groups within the industry, 

c. ldentify, analyze and evaluate the most important competitors, and 

d. Anticipate competitors' future strategies and actions. 

We will now address each step and discuss it in more detail. 

a. Defining and analyzing the structure and characteristics of an industry and 
anticipating competitive forces 

By defining the market (see 3.4.1), the scope of the industry that is to be 

analyzed has also been defined. However, as most serious industry shake-ups occur 

by firms from outside the industry we should broaden our scope first and also include 

potential entrants and suppliers of substitute technologies. A popular tool for this, i.e. 

for such a broad but integrated approach of competition analysis is Porter's five 

competitive forces model. ls In addition to direct competition that occurs in an industry 

Porter distinguishes four other competitive forces. These include suppliers' and 

customers' power to integrate vertically, the threat of new entrants, and the 

competitive power of substitute products. Figure 3.4 depicts Porter's analysis of an 

industry as well as the factors that determine the strengths of each of the five 
competitive forces within the model. The model provides us with an understanding of 

the level of competition in an industry and how it is derived. High levels of 

competition are associated with low industry profitability. Low levels of competition 

are associated with more favorable levels of profitability. A relationship with the 

concept of industry life cycle and the Porter model is presen!. 

Although Porter's five-forces-framework is a popular and insightful 

instrument to analyze the competitive forces within an industry, it has been pointed 

out that the model is subject to certain implicit assumptions that restrict its 

applicability.19 First, the model is more appropriate for industries with relatively low 

levels of uncertainty because under conditions of high uncertainty the forces in the 

model will be extremely difficuIt to analyze in a systematic and structured way, i.e. 

estimate and predict., a good example being the leT industry. Second, the model 

implicitly assurnes that competition is based on a win-loose situation (zero-sum 

game). However, in some industries competitors cooperate to create a win-win 

situation. Especially in case these firms can offer complementing products, such as 

Intel and Microsoft. Therefore, Andy Grove (Intel) proposed to add a sixth force to 

Porter's framework, i.e. complementors. 
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Figure 3.4: Five-forces-framework20 
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Third, the five-forces-framework assumes that sustainable competitive advantage can 

be gained by successfully creating barriers to entry and mobility barriers. However, 

competitive advantage can also be gained by customer value ereating though 

(strategie) innovation. Strategie innovations are a fundamental re­
eoneeptualization of what the business is all about, that, in turn, leads to a 

dramatically different way of playing the game in an existing business,,21. In 

conclusion, it beeomes clear that Porter's five forees model is a useful framework to 

understand the proeess that takes plaee in existing industries between firms to eapture 

the value offered by the industry. Entirely new value ereation through strategie 

innovation may be lcss understood by Porter's framework as whole new industries are 

ereated. Developments at the maero-level may signal the emergenee of such strategie 

innovations, and thus of new industries. 

b. Identifying and analyzing strategie groups within the industry 
On ce the eompetitive landscape has been painted, a more detailed and 

struetured analysis of the relevant players in the industry is in order. A useful analysis 

in this respeet is the identification of strategie groups. A strategie group is a cluster of 

organizations trying to reaeh their goals in a similar way. Consequently, the 

organizations within a strategie group show large similarities with respeet to their 
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strategy and thus the way in whieh they set out to ereate and deli ver eustomer value. 

These strategie groups are relatively stable over time beeause they build their 

organizations, proeesses, and a eulture in line with this strategy. 

In order to identify strategie groups within an industry, the following 

proeedure ean be used. 

First, the main eompetitors within the market should be identified. Seeond, by 

analyzing the organizations' (eompetitive) strategies, the main dimensions that are 

used to eompete on within the industry are to be identified. The most relevant 

strategie dimensions may vary widely from one industry to another. Porter suggests 

strategie eharaeteristies that eould be used to assess the strategie dimensions that are a 

useful basis to identify strategie groups upon. These include among others: 

the degree of product or market specialization 
brand image 
push versus puH strategy with respect to the distribution channel 
distribution strategy 
product quality level 
technologicalleadership 
degree of vertical integration 
relative cost position 
supporting activities 
relative price level 
financialleverage 
organization structure 

Third, the different eompetitors ean be grouped aeeording to their relative 

disposition On the main strategie dimensions that are identified within the industry. In 

praetiee, this may either relate to firms' Strategie Business Units or -in ease an 

organization is primarily operating in a single market only-the entire organization. 

Ideally, firms are grouped on two dimensions at a time in order to faeilitate the 

identifieation of strategie groups and their analysis. A two-dimensional visual 

representation of the firms' relative position on the dimensions faeilitates the analysis; 

this is referred to as a strategie group mapping. Multiple representations of strategie 

groups may be useful or neeessary to eapture the strategie eompetitive eomplexity of 

the industry. An example of a strategie group mapping is depieted in Figure 3.5. 

Fourth, adynamie analysis of the strategie groups ean be exeeuted by inferring 

potential and expeeted (substantiated by information) ehanges of firms' relative 

position on the strategie dimensions. In this way, the strategie group analysis takes on 

adynamie, and therefore, strategieally more insightful eharaeter. 
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Figure 3.5: Strategie group mapping (example) 
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c. Identifying, analyzing and evaluating the most important competitors 
Based on the strategie group analysis an organization can identify its direct, 

and therefore probably most important, competitors. These are the organizations that 

eompete within the same strategie group. These firms are likely to operate on the 

same target market with similar strategies. In order to understand the eompetitors' 

relative ability to eompete sueeessfully in the industry, both in the present and in the 

future, it is important to analyze eaeh eompetitor's strategie profile. Such an analysis 

should include an assessment of the competitors' relative strengths and weaknesses 

(eapability profile), their goals and strategy and their assumptions about operating 

within the industry. The latter will help -in relation to eompetitors' goals-to 

understand potential future actions of eompeting firms. This is the main subject of the 

fourth step of a eompetitor analysis. The analysis of the capability profile of 

competitors may include the faetors that will also be considered in analyzing ones 

own relative (dis)advantages, i.e. the internal analysis (see Chapter 4). The main 

objective of this eompetitor analysis is to find out why some firms are winners and 

others losers in the market plaee. Only when differences in competitor profiles ean be 

identified that may explain performance differences we will have insight into what 

drives suecess in our market. 
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d. Anticipating competitors' future strategies and actions 

Strategie thinking requires that an organization pro-actively anticipates 

competitive actions and reactions. In order to obtain such a pro-active understanding, 

the organization that performs a competitor analysis could evaluate the following 

questions for each (potentially) important competitor:22 

To what extent is the competitor satisfied with his current market position? In 

case the competitor is less satisfied with his present position, it is likely that he 

will follow up on market developments quickly and will try to profit from 

opportunities that arise in the market. 

Which possible courses of action are open to the competitor? Given the 

competitor's capability profile and his distinctive competencies, not every 

possible strategie option will be likely to be successful. Based on the 

competitor's strengths, some future courses of action may be more likely to be 

pursued by the competitor than other options. 

Where is the competitor vulnerable? Given that a competitor cannot be strong 

on all items, it may be beneficial to identify weak spots that may serve as 

target for competitive strategie action. 

How would competitive retaliations be stimulated? In order to anticipate 

potential severe reactions to ones own strategie choices, it is useful to evaluate 

potential retaliations by competitive firms on alternative strategie courses of 

action. 

The above questions can partly be answered by a careful analysis of the 

competitive landscape as described in the foregoing. A crucial factor in successfully 

conducting a competitor analysis is information. Although competitive intelligence is 

difficult, information on (potential) competitors may come from unexpected, close-by 

sourees. In Box 3.3 we indicate some potentially useful information sources in order 

to obtain competitive information. 

Box 3.3: Potential sources of information on competitors 
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Own observation 
- desk research 
- market research 
- sales force 
- product analysis/reverse engineering 



Competitors on themselves 
- annual reports 
- advertisements 
- press releases 
- personnel advertisements 

- former employees 

Others on competitors 
- customers 
- industry experts 
- financial analysts 
- distributors 
- other competitors 
- the press/media 
- market research agencies 

3.4.5 ANALYSIS OF THE MACRO-ENVIRONMENT 

Every industry is affected by developments In the macro-environment. In 

essence, all organizations are affected by the same developments, although the extent 

to which organizations successfully cope or take advantage of these developments 

differs substantially. Also, developments may potentially influence one industry more 

severely than another. For organizations it is important to identify or even anticipate 

macro-developments in order to evaluate thcir potential impact on the industry and the 

organization. Obviously, these developments may have a significant effect on 

strategic choices. Consider, for example, the impact of technological developments on 
firms. Financial service providers find themselves confronted with information 

technology developments that not only affect their operations in a significant way 

(back office), but that also have a (potentially) substantial effect on customer 

relations. Generally, six types of macro-developments are distinguished. These 

include technological, economic, demographic, legal/political, social-cultural and 

physical developments. Obviously, not all developments will deserve equal 

managerial attention at any point in time for each organization. In this respect, Ansoff 

suggests an approach known as strategie environmental issue management. In 

essence, for large organizations this entails a continuous scanning of the environment 

and identification of (potentially) relevant issues that arise from the developments that 

are observed. A classic example is Shell, an organization that continuously monitors 

the environment, especially with respect to technological and physical developments, 

on the basis of which they formulate scenarios of potential future environments in 

order to anticipate viable strategic options. As large companies will be affccted by all 

kinds of macro-developments, a broadly focused environmental scanning may be 
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necessary. Smaller organizations may choose to monitor selected types of 

developments within their environment, depending on their type of business. A major 

disadvantage of selective attention to macro-developments may be that the 

organization is myopic to developments that may pose a thread to their type of 

activity. Therefore, periodic attention for dynamics other than in one's industry may 

be fruitful. An instrument that can be used to identify potentially impactful 

developments and assess their affect on the organization is cross-impact analysis. 

Cross-impact analysis 
The central focus of cross-impact analysis is on assessing how macro­

developments influence each other. Developments that occur simultaneously may 

enforce their effect on organizations. For any particular organization, it is important 

not only to assess potentially influential developments, but to identify such enforcing 

effects in order to anticipate them in an adequate way. 

Procedure 

A cross-impact analysis can be conducted in the following way. First, by 

means of environmental scanning (e.g. through desk research or sales force 

information) potentially important developments in the macro-environment are 

identified. In the event that developments refer to the same phenomenol1, 

developments may be merged into one underlying trend. Second, based on supporting 

information (desk research, expert opinion etc.) the probability that the development 

will actually occur should be estimated for each development. Finally, an evaluation 

should be made of the extent to which the developments effect each other. This is best 
done in a two-dimensional matrix with the developments on both dimensions. An 

evaluation of each cross-impact can be done either in a qualitative or a quantitative 

way. A qualitative assessment may be given in terms such as "will have a critical 

influence on", "will severely affect", "will affect", "will have a minor effect" or "will 

have no or negligible effect". Quantitatively, evaluations may be given by assessing 

probabilities that one development will affect another. Delphi techniques (by 

obtaining expert opinions in several recurring rounds) may be used to make 

appropriate evaluations. This will result in an understanding of which developments 

will be most pervasive in their influence on other developments and to what extent 

developments jointly may have a substantial influence on the industry. This also 

marks the starting point of the fourth phase of the analysis, assessing the (cross-) 

impact of developments on the organization. To what extent will developments affect 

the organization's activities and opportunities and how will developments influence 

the firm's relative capability profile? As practice has shown, some developments may 

have a substantial effect on an industry and the critical success factors that are 

important in that industry. 
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3.5 PRACTICAL GUlDELlNES FOR EXECUTION 

Based on the extern al analysis, the organization should have obtained insight 

m opportunities and threats in its environment. Thus, opportunities for current or 

future customer value creation that are distinctive to competitive value creation are 

ideally identified. Also, potential discrepancies between value creation activities and 

value capture possibilities are assessed (for example, in case value created by the 

organization only results in enhanced profit margins for distributors rather than the 

organization itself, one may question the effectiveness of the value creation activity; 

of course, other potentially positive effects may be strived for, such as enhanced 

commitment from distributors). In conjunction with the distinctive resources and 

capabilities to be identified in the internal analysis (next chapter), the extern al analysis 

is an essential basis for (marketing) strategy formulation. Therefore, it is extremely 

important that an external analysis is executed in a profound way. We conclude this 

chapter on external analysis by providing some practical guidelines that may help to 

do so. 

1. First of all, one has to realize that identification of opportunities for creating 

customer value requires sufficicnt understanding of both customers' needs and 

competitors' capabilities. In practice, strategie marketing plans are often found to 

suffer from relatively scarce attention to really understanding customer markets 

and competitive dynamics and competitors' motives and strategies. Rather, plans 

often take a descriptive approach by only "painting the picture of the industry", in 

stead of aiming to understand the (future) drivers in the industry. Moreover, a 

profound understanding 01' both customers (' behavior) and competitor profiles 

will help to formulate a comprehensive implementation plan. 

2. External developments are more meaningful to interpret if their relevance is 

assessed in the light of the organization's own (distinctive) resources and 
capabilities. Although a structured and systematic confrontation of external 

developments and issues with organizational resources and capabilities is the 

focus of the SWOT -analysis, and therefore should not be part of the external 

analysis, an interpretation of external issues based on an organizational reference 

frame will help to distinguish bctwccn potentially more and less relcvant 

environmental developments and issues. 

3. The analyses within an external analysis should be supported by as much sources 

as possible. This will enhance the reliability of the analyses and, therefore, of the 

conclusions that are drawn based on them. Of course, this will also depend on the 

availability of sources and their reliability. In any event, the analysis should be 

supported by solid arguments and, if possible, quantitative justifications. 

4. Ultimately, the external analysis results in a summary report exprcssed by 

opportunities for obtaining compctitive advantage and threats that may erode or 

inhibit advantage. In order to cnable convergence to those issues that (potcntially) 

are most important to an organization, it is advisable to rank opportunitics and 
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threats according to their relevance. A cross-impact analysis may help to do so. As 

a SWOT -analysis with an input of, say, 25 opportunities and threats will be 

difficult to execute, it is best to concentrate on, say, the top 5 opportunities and the 

top 5 threats in the first place. This will help to focus the analysis on the issues 

that seem to matter most. 

5. Finally, it is tempting to conduct an extemal analysis based on information that is 

currently available to the organization or that is relatively easy accessible in the 

first place. This should be avoided at all times as this will result in a lack of 

attention to some aspects of the analysis and may stimulate a myopie view of the 

market and industry. 

3.6 NOTES 
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8 See also Hooley, Saunders and Piercy (1998), p. 34-35. 
9 See e.g., Day (1994). 
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CHAPTER4 

IDENTIFYING RESOURCES AND CAPABILITIES FOR 
VALUE CREATION: THE INTERNAL ANALYSIS 

4.1 INTRODUCTION 

' . .. the case for resource analysis rests not only 
upon the observation that contemporary 
developments in strategy have overemphasized 
external analysis ... but also that resources are the 
fountfrom which the firm's profits flow' 

---Robert M. Grant 

Considering a eompany as the vehicle for eustomer value ereation we need to 

earefully analyze its strengths and weaknesses. This is what is normally referred to as 

the internal analysis. It eoneerns an appraisal of an organization's resourees and 

eapabilities in the eontext of value ereation opportunities and other external 

developments. Resourees are the organization's assets, knowledge and skills. 

Capabilities ean be defined as the organization's ability to effeetively make use of its 

resourees.' fu the past deeade, the view that an organization's resourees and 

eapabilities are the drivers of an organization's strategie opportunities in the 

marketplaee has reeeived inereasing support. This Resource-Based View of the firm 

argues that competitive advantage is to a large extent determincd by the uniqueness of 

the organization's resourees and eapabilities. Roads to future advantage ean be found 

by identifying unique opportunities to exploit these resourees in eurrent and new 

markets. This is different from the more traditional, eontingeney-based view that 

argues that organizations have to adapt to their (changing) environment (strategie 

'fit'). Both views seem to eomplement eaeh other, although dependent on the 

organization's objeetives and its situation one may be more relevant than the other. fu 

the event that an organization fails to systematieally evaluate and identify its unique 

resourees and the opportunities to exploit them, little leverage will be obtained from 

its stronghold in the marketplaee. Such an organization is less likely to be among 

those that make a unique and/or ereative eontribution in the market. On the other 

hand, a eompany that does not systematieally evaluate its organizational resourees and 

eapabilities against the key sueeess faetors of the market partieularly when important 

ehanges oeeur (e.g., superior eompetitive supply, ehanging eustomer demand, 

introduetion of superior teehnology ete.) face the danger of their eompeteneies 
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becoming obsolete. Thus, the ability to create superior customer value may require 

both an appraisal of the organizational resources and capabilities with respect to their 

exploitation opportunities (the resource-based appraisal) and an appraisal in the light 

of current and future market conditions (the market-based appraisal). It is the 

objective of the internal analysis to execute such an appraisal. As the effectiveness of 

the market-based appraisal is largely dependent on the organization's insight into the 

key success factors in the marketplace, we suggest conducting the internal analysis 

after the analysis of the organization's environment (the external analysis). 

After briefly outlining the theory underlying the internal analysis, we will 

discuss instruments that can be used while conducting such an analysis. These 

instruments can and should be used in conjecture to each other. Only by using 

different instruments that focus either on different processes within the organization 

or that address the organization from different points of view, a comprehensive insight 

in the factors that enable or inhibit value creation by an organization will be obtained. 

4.2 THEORETICAL BACKGROUND OF THE INTERNAL ANALYSIS 

In order to operate successfully in the market a company must have resources 

and capabilities to create unique sustainable customer value, and thus to obtain, defend 

and sustain a competitive advantage in the market place. Resources and capabilities are 

sometimes referred to as distinctive competencies or core competencies. These laUer 

concepts are often used interchangeably, but they are different. Core competencies are 

those competencies which form the heart of the company and which drive the value 

creation process and thus explain its current position? Distinctive competencies are 
those things that a company is particularly good at doing and that they can do beUer than 

competitors. These are uniquely valued by customers and result in atme competitive 

advantage and thus a good market position. In a successful company, core competencies 
will coincide with distinctive competencies. Less successful companies' core 

competencies are no longer distinctive competencies because customers do not value 

them anymore or because they are no longer superior to or different from those of 

competitors. 

The relationship between the two concepts and the organizational resources and 

capabilities, referred to as the organizational capacity to create and deliver superior 

customer value, is depicted in Figure 4.1. 

Which elements pertain to the company's capacity to create and deliver superior 

customer value? In the first place one has to consider all the tangible and intangible 

assets that the organization has. These assets may exist within the company's functional 

areas or within its support services. Second, the relationships that exist between the 

various assets must also be included in the analysis. The company routines and systems 

that are formed by the organization to exploit its resources are an equally important part 

of the company's competencies as are the links with parties in the firm's direct 
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environment. Inereasingly, firms use partnerships andlor eustomers to develop and 

produee produet or service offerings. Thus, in addition to the organization's "internal 

resourees", the analysis of resourees and eapabilities should include partnership-based 

and eustomer-based resourees.' This is why it is only when the internaIlinks and direet 

external relationships have been examined that the aetual eapaeities of a eompany ean be 

thoroughly understood. Therefore, it is better to talk about the internal environment of 

the eompany rather than its internal situation. The former is a more eomprehensive term 

than the latter. Third, not only thc eompany's eurrent assets should be looked at. 

Potential assets and asscts to whieh it has or ean obtain aceess are also important. In fact 

these option al resourees often hide surprising and promising opportunities for eustomer 

value ereation. 

Figure 4.1: Organizational capacity, eare eompeteneies, distinetive eompeteneies and 

eompetitive advantage 
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The goal that a eompany is striving for in deploying its assets is to ereate superior 

eustomer value. This will help to build and seeure the eompany's eompetitive advantage 

in the market that will make it profitable in the long run. In essence, two main roads to 

value ereation can be identified. 4 First, superior customer value can be created by 

means of differentiating the firm's offering. Differentiation can be accomplished in 

several ways, e.g. via the organization's product (innovation), marketing channel (e.g., 

on-line purehasing opportunities), communication Ce.g., distinctively creative advertising 

for in essenee undifferentiated products-a good example is Absolut Vodlw that has 

created a distinctivc campaign for a product that is homogenous by law), etc. Second, 

providing offerings that are similar to that of competitars but offered at a lower price 
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create value. Lower cost levels will help achieve such a position. A structurally lower 

cost structure for serving customers may emerge from production efficiencies (e.g., 

using superior production technology), distribution efficiency and convenience (e.g., 

Michael Deli was able to lower distribution cost substantially through on-line sales of 

computers), and specific services (e.g., banks using self-service technology). 

In order to evaluate to what extent an organization is capable of realizing a 

competitive advantage in the market place, its efforts need to be related to both the 

performance of competitors and the customers' appreciation for what the company does 

and the products it offers.5 Criteria used for benchmarking against the company's 

competitors are for instance relative market share and relative profit levels. Criteria 

relating to the customers are customer satisfaction and loyalty. As far as the customers 

are concemed, it is important to note that they are less interested in the company' s actual 

performance. The way in which the customer perceives and experiences the company's 

efforts is the most important thing. The bottom line is the extent to which customers 

value the organization's offering and whether they purchase it and remain loyal. lt is 

essential to use both the competitive perspective and the customer perspective (the firm 

ha~ to be both efficient and effective). However, depending on the type of industry and 

whether the company has (until now) been using costs as its main competitive weapon or 

whether it has been following a differentiation strategy, the perspective will tend to be 

either more competitor-oriented or customer-oriented. The seemingly less important of 

the two must never be neglected, though. 

The competitive game in the market is not only about creating customer value 
and, thus, competitive advantage. Retaining the advantage is just as important. An 

advantage that erodes quickly is of far less value than a sustainable advantage. Erosion 

generally occurs through imitation or innovation: less successful or new providers copy 

the behavior of successful providers, or a provider may try to outdo a competitor by 

shifting to new and more effective or efficient technology (leap-jrogging). As far as 

imitation is concemed, key elements are information about and access to sources of 

advantage. In order to be able to copy behavior, competitors must be aware that certain 

competencies, or combinations of competencies, are the decisive factor in achieving 

success. If this limiting condition is met, it still remains to be seen whether the 

competition will be able to acquire the knowledge concemed or gain access on 

competitive terms (cf. mobility barriers and barriers oj entry). Highly successful 

companies distinguish themselves usually from less successful ones through their greater 

openness of information. The more successful ones concentrate on achieving 

competencies that are difficult to copy and they constantly innovate them. Less 

successful companies on the other hand, with few distinctive competencies, have a 

tendency to isolate themselves. They are -quite rightly-afraid to grant outsiders insight 

into the day to day running of their company because of their lack of distinctive 

competencies. 
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Having looked at the elements of the internal analysis and the relationships 

between internal eapaeities and how they eontribute to the market position of the 

eompany, we ean now draw the link bctwecn the internal analysis and potentially viable 

strategie options. Although a eompany will have to adapt to the extern al environment or 

at least will have to take into account the devclopments in its environment (eontingeney 

theory), it ean also seareh and enter those markets that fits best the eompeteneies it has 

(strategie ehoiee theory and resouree based view theory). In the (marketing) strategy 

literature this is also referred to as thinking beyond fit. It shows that the internal analysis 

is not simply a supplement to the external analysis but also essential in order to gain a 

eomplete pieture of the eompany's real strategie options. Both the external environment 

and the internal resourees eould present valuable starting points for marketing strategy 

formulation and ehoiees. 

4.3 CONTENTS OF THE INTERNAL ANALYSIS 

Above, we indieated that the objeetive of an intern al analysis is twofold. First, 

the internal analysis aims to evaluate the opportunities that an organization has to exploit 

its eurrent resourees and eapabilities in order to ereate future superior eustomer value. 

Seeond, the internal analysis needs to find out whieh new resourees and eapability 

requirements it is faeing given the ehanges in key sueeess faetors and the emerging 

opportunities for new eustomer value ereation identified in the external analysis. 

Aeeordingly, we define an internal analysis as follows: 

An internal analysis refers to the systematie evaluation of organizational 

resourees and capabilities that are (potentially) available to the organization with the 

objeetive to obtain insight into fhe organization' s eurrent and future abilities to ereate 

and sustain a eompetitive advantage in the market by delivering superior eustomer 

value. 

Henee, the intern al analysis provides insight into the organizational capacity to 

ereate and deliver eustomer value that is superior to and distinetive from eompeting 

offerings. Eaeh organizational resouree and eapability may be classified as either relative 

strong or relative weak when eompared to (potential) eompetitors' profiles. First a 

general evaluation of the organization tends to be made diseussing the eompeteneies 

within their eontext and explaining the value judgement as weak or strong. Next, a 

summary list is made to provide a quick overview of the firm's resouree situation. It will 

also help the evaluation against the important trends in the environment and thus future 

key sueeess faetors. Although these evaluations often tend to be rather subjeetive and full 

of management or employee's opinions6, we plea for a more fundamental approach. The 

strengths-and-weaknesses should be based on a eomprehensive analysis that includes an 

analysis of organizational assets, knowledge and skills. This includes the (interna! and 

external) resourees that are available or (potentially) aeeessible by the organization and 
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its capability to make effective use of these resources in a distinctive way (sometimes 

referred to as its "business model"). 

In order to analyze the intern al environment systematically, a structured analysis 

of the firm's value creation capacity should take place. We distinguish between three 

main elements that need to be considered. 

• First, the organizational resources and capabilities in general need to be assessed. 

This includes organizational strengths and weaknesses with respect to the 

organization's primary business process, its supporting activities and its capabilities 

to link and make use of resources in an effective and distinctive way (relative to 

competition). This is referred to as the organizational audit. In essence, the 

organizational audit should identify the opportunities an organization (potentially) 

has in order to create superior customer value based on its (accessible) resources and 

capabilities. 

• Second, a marketing audit is required. It relates both to the organization's current 

ways of delivering customer value and its potential (capacity) to do so otherwise. The 

marketing audit should cover all aspects of customer value delivery, such as 

customer service interactions, customer relationship management (CRM), customer 

information, the deployment of marketing instruments, and the organization of the 

marketing function and activities. 

• Third, a financial audit should be conducted in order to obtain a detailed insight into 

the company's financial resources and performance. The company's financial 

performance should be evaluated using the industry average and average of its 

strategic group as a benchmark. Tracing the company performance over aperiod of 

3-5 year makes it also possible to evaluate the volatility in performance and its 

ultimate increase or decrease. An analysis of the cost development and a breakdown 

of the operating results across the various departments and product lines may also 

help. Such analyses help to locate where (possible) problems occur. The firnl's 

liquidity and solvency must also be examined in order to obtain insight into the 

organization's financial strength and flexibility. 

We will now take a closer look at these three elements of the internal analysis by 

discussing strategic tools that can be deployed in each part. It is important to note that all 

three analyses (audits) together should provide the insight needed to satisfy the 

objectives of the internal analyses that were pointed out in the beginning of this 

paragraph. 

4.4 STRATEGIe TOOLS 

4.4.1 DEPLOYMENT OF INSTRUMENTS IN THE ORGANIZATIONAL AUDIT 

We discuss three different strategic tools that may help evaluate the company's 

opportunities and qualities as a generator of future customer value. 
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First, we will discuss Michael Porter's concept ofthe Value Chain.7 This concept 

identifies different primary and supportive (secondary) functions that should be 

evaluated upon their value adding contribution. The model is especially useful to analyze 

to what extent the organization currently utilizes primary and secondary activities to 

create value delivery opportunities and to what extent additional opportunities are 

possible. Porter distinguishes between value creation opportunities through 

differentiation or advantageous low cost positions. Differentiation may lead to customer 

value creation in the event that the organization is capable of providing an offer that is in 

one or more ways superior to competing offerings. Relative low cost positions may 

result in superior customer value delivery in the case that the organization offers 

comparable or even superior offerings to their customers at lower customer cost. 

Second, we will discuss the Activity System, which is a more recently developed 

tool by Porter (1996). It can be used to analyze how organizational resources and 

activities are interrelated and create or fail to create "uniqueness". The system captures 

in essence the business model that is used by a particular organization, and as such, the 

degree to which relatively unique customer value is created and delivered. Finally we 

will discuss McKinsey's 7-S framework. It is used to analyze the content and cocktail of 

organization strategy, structure, systems and skilI, staff, leadership style and 

superordinate goals. The model is especially useful for analyzing the degree of 

consistency within the organization's approach and to which the organization is 

receptive to change. 

The Value Chain 

In order to understand how a company gains a competitive advantage in the 

market, we need to further analyze the company as a set of activities. We must examine 

the many different activities that the company carries out in the field of design, 

production, marketing, delivery and promotion of its products. Each of these activities 
can contribute to the company's relative cost position and form or create a basis for 

differentiation. Based on this idea, a company can be seen as a value chain that creates 

added value for its customers in a unique way compared to its competitors. An essential 

point here is the nation that the value chain 'consists or value activities and profit 

margin. Value activities are the physical and technological activities that the company 

conducts. They are the building blocks with which a company creates a product (or 

service) that is valuable to customers. The margin is the difference between the total 

value and the collective costs incurred in creating the product. 

Within the concepl of the company as value chain, a distinction is made between 

primary activities and support activities (see Figure 4.2). Primary activities are those 

activities that relate to both the creation of the product and its salel transfer to the 

customer as weil as the after-sales service offered. Supporting activities support the 

primary activities and each other by taking care of general acquisition, technology, the 

management of human capital and the infrastructure of the company. 
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Figure 4.2: The Value Chain8 
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Although value chain activities are the building blocks of competitive advantage, 

and may be thought of as separate elements, they seldom exist in isolation. This is also 

why the value chain is presented as a collection of dependent activities, i.e. as a system. 

Consequently also the interrelationships or connections need to be analyzed. We need to 

understand the way in which the interdependencies contribute to more added value or 

hamper value creation. Linkages can refer to content-related co-ordination but may also 

include sequential co-ordination. Both paths can bring competitive advantage. 

Within the value chain we must identify the cast und uniqueness drivers. These 

are the elements that either individually or in combination make a direct contribution to 

the costs of the firm's product offerings (i.e., the differentiation). Only then can we know 

how the company's competitive advantage is embedded in the organization, how it is 

constructed and how it develops. 

In addition to internallinkages, the externallinks are essential. It is important to 

realize that the value chain of a company is linked with the value chains of suppliers, 

customers and so forth. Added value can also arise here. With many companies focusing 

on their core business and outsourcing several activities value linkages are more 

important than ever before. Also information and communication technology have their 

impact. Use of these technologies (often by cooperating) may help increase convenience 

for the customer and lower cost. The actual value of what the company produces is thus 

not only determined by the internal situation. The synergy between its own value chain 

and that of othcr organizations (competitors, customers, universities, research 
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organizations etceteras) can make a unique contribution when creating eustomer value. 

Therefore, it is essential to obtain insight into these strategically significant extemal 

linkages and establish their influence on cost and differentiation. 

The value chain may sometimes be difficult to apply. The easiest solution is 

concentrating on the concept's basic idea: to identify in which way and where the 

company creates its added value or achieves lower costs. First focusing on the main 

added value of the company helps to identify the main deficiencies also. In addition the 

following procedure can be used. 

• Begin by identifying the company's primary and supporting activities. For this, we 

must first determine the point of departure. What type of company is it? For 

example, is it a commercial firm or a production company? Is a product or a 

service produced? Such specific basic principles shift the emphasis within the 

value chain. 

• Next, we look for those activities that make up a relevant share of the costs. Then 

look for the elements that help the firm's (product) differentiation. 

• Then we look at the linkages. We distinguish five categories that all need our 

attention and should be evaluated: 

- linkages between primary activities; 

- linkages between primary and supporting activities; 

- linkages with the value chain of supplier firms; 

- linkages with the value chain of customers; 

- linkages with the value chain of other market parties. 

• Based on the above we can identify potential areas of improvement. This may relate 

either to individual activities or to (intemal and external) linkages. It is important not 

to adhere too strictly to the way in which activities are defined at present. In fact, 

rearranging and redefining activities has a better chance of resulting in the 

identification of new forms of customer value creation, and thus finding new sources 

of advantage. In other words, look for possible innovations in cost and uniqueness 

drivers. 

• Draw a general conclusion on the shape the organization is in. Include the 

(internal/external) opportunities to go over the value chain analysis onee more. 

Finally, repeat the previous steps using a true outward-looking-in perspective. It will 

bring a fresh new way of looking at things and may light new ideas for value 

creation. 

The Activity System 

Another instrument that helps to provide a clearer understanding of the 

cohesiveness of activities is the Activity System.9 As in the value chain analysis, the idea 

underlying this model is that the differentiating (unique) position of an organization 
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comes from the range of resourees, skills and/or aetivities present and their level of 

eohesiveness. Whereas the Value Chain analysis is a struetured analysis of the various 

aetivities in the primary industrial proeess and its supporting processes, in the Activity 

System the emphasis is on revealing the full range of aetivities that determines its 

strategie position. This ean be an important eombination of aetivities and resourees as the 

example of the Southwest Airlines aetivity system shown in Box 4.1 illustrates.'o 

Box 4.1: Example-The Southwest Airlines Aetivity System 11 

An aetivity system is useful for analyzing and strengthening an organization's strategie 

eohesiveness. A number of questions ean guide this process and as such help the eompany's 

intemal analysis and implementation phase. First one should eonsider whether eaeh aetivity is 

eonsistent with the organization's overall positioning (in the form of the variety offered, the 

needs met, and the types of dient who are reaehed). Those who are responsible for each activity 

should indicate how other activities within the organization improve or hamper the activity they 

are responsible for. Second one should look for ways to reinforce the system by investigating 

how the interactions between the activities can create additional synergies. Finally, can changes 

in one activity make other activities redundant? 

The darker eolored elements form the heart of the strategie position and are 

implemented by means of clusters of aetivities whieh are strongly inter-linked (and 
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which are shown in a lighter color). The Southwest Airlines activity system shows that 

this company's unique strategic position is based on supplying a 'lean' transport service 

at a highly competitive price. The resources, activities and market strategy are tailored in 

a very consistent way and create synergy. Because there is a particular group of 

customers in the market that relates to this type of customer value the uniqueness 

compared to other providers is recognized making the company a financial success. 

The 7 -S framework 
McKinsey's 7-S framework is a useful instrument for gaining insight into the 

organization's general situation and the degree to which the organization is receptive to 

and capable of changing or reinventing itself. The model comprises seven important 

elements, which individually and in combination constitute an organization. The model 

contains both hard and soft variables. Apriori, however, it is not dear what the weight 

andJor the relevance of each element iso The model is shown in Figure 4.3 and will be 

discussed in detail next. 

Figure 4.3: The 7-S Framework l2 

Strategy 

Strategy refers to the actions, which are intended, either anticipating or in 

response to developments in the extemal environment. The method of formulating 

strategy, the quality of the strategy content and the method of implementation may be 

involved in the perspective. 
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Structure 

Structure is the way in which the organization is divided into smaller units 

together with the links between them (established relationships, balance of power and 

behavioral norms). 

Superordinate goals 

The objectives of the company indicate what it is aiming at and what sort of 

aspirations it has. These objectives may be written down but this is not essential. They 

may be known only to the management or generally known within the organization. If 

the latter is the case then they have a clear function in the sense that they give direction 

to the organization ewe all have the same aims'). Superordinate goals are thus literally 

the fundamental ideas around which a company has been and is being built. 

Systems 

Systems comprise all the formal and informal procedures and processes 

according to which the organization works. Examples include budget systems, training 

systems, administration systems and management information systems. Systems form a 

highly integral part of the organization because they are the mechanisms according to 

which the day-to-day routines take place. 

Style 

Style has to do with leadership behavior and the culture of the organization. It is 

particularly important to look at whether the leadership style corresponds to the type of 

organization and the environment in which the company operates. Moreover, 'the way 

we do things around here' is an important gauge of the degree to which the company is 
open to new things. 

Staff 

Staff pertains to the personnel in a broad sense. People are an important company 

'assel' and require considerable attention. Good personnel management is therefore 

essential. Matters such as average age, years of service, absenteeism, tumover, average 

level of training etc. are important indicators of whether adequate attention is being 

devoted to this variable. 

Skills 

Skills refers to the knowledge and expertise possessed by the staff. The 

question is how weil this is developed for each functional area. We have to check 

whether the company has 'state of the art' capabilities and knowledge or whether it is 

lagging behind or is missing skills in certain important areas. 

It is important to note that the position of each of the 7-S's in Figure 4.5 is 

arbitrary. The strength and character of an organization is captured by the unique 

combination in the model. Still, when analyzing the organization simply filling in the 
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S's is a good starting point. Next the links between the different elements should be 

assessed. Some suggestions for use arc: 

• First identify the company's main assets per S or area. Start with those things that 

co me up when simply looking at the organization and characterize them. Next add a 

value judgement c1arifying the benchmark used (e.g. main competitor or industry 

average). In addition, interview managers and listen to the stories told by other 

employees .. Thc topics that come up can be c1assified within the 7 S model. Tt is a 

good idea to subdivide some of the S's. For example, the S for skills can be broken 

down into its various functional areas; 'Style' can include both the firm's main 

culture but also subcultures. 'Strategy' may relate not only to the general strategy, 

but also to the functional strategies. 

• For each S we can draw on theory. In this way it is possible to further define or 

analyze the structure, the strategy and the leadership style. Aids such as Mintzberg's 

organization models 13 , Porter's generic strategy types l4 and Blake and Mouton's 

leadership styles 15 can be used. Falling back on these more specific concepts also 

makes the analysis more convincing. 

• The application of the 7-S model result in a real analysis of the organization. It 

should not merely be a description of the existing situation. To prevent the latter, 

focus among other things on the following questions: 

• What are the good and bad points about the organization, given the (future) critical 

success factors that have emerged from the extemal analysis? 

• What positive and negative elements distinguish us from our competitors? 

• What do our clients and we consider to be our strong points? 

Box 4.2 presents some qucstions that may be helpful in applying the 7-S Framework. 

• In addition to creating insight into the development of each Sand the way in 

which this relates to the competition (reference point), the balance between the S's 

and the relationships between them must also be analyzed. Are they consistent? 

Are strategy, skills, structure, and leaders hip style tailored to each other? 

Box 4.2: Guiding questions for applying the 7-S framework 

SkillsJstafT/style 

• How effectively do the separate functional areas (including R&D) perform? 

• How effectively do the support services function? 

• How effectively are the line and staff roles performed? 

• How effectively does the top management perform'l 

• How effectively does the middle management perform? 

• How effectively does the operational staff perform? 

• Education and training level 

• Culture (product -dri yen, sales-dri yen, cuslomer -dri ven) 

• Degrec to which the organization is open to change 
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StructureJsystems 

• How efficient are the means of production and how weil does the primary production 

process function (efficiency/effectiveness)? 

• How effectively does the logistics system function? 

• How good is the administrative system; the management information? 

• How good are the support resourees and the funetioning of the support proeesses (staff 

reeruitment, automation, budgeting, ete.)? 

• How highly developed is the organization's flexibility (strueture, cuIture)? 

• How sound is the finaneial situation (trends in eosts, profitlprofitability trends, profit 

eontribution to departments/produet Iines)? 

Strategy/superordinate goals 

• Is there an effeetive mission statement? 

• How weil does our strategy work (pay off)? 

• What is the forrnleontentlfunetioning of strategy-formulation? 

• Are the objeetives realistie yet at the same time suffieiently ehallenging? 

Co-ordination 

• Is the strategy tailored to the environment? 

• Is the strueture tailored to the strategy? 

• Are the systems tailored to the size of the eompany? 

• Are the systems tailored to the strategy? 

• Is the strueture tailored to the size of the company? 

• Is the leadership style tailored to the strategy? 

• Are the skills tailored to the strategy? 

• Are the skills tailored to the systems? 

• Is the eompany euIture tailored to the strategy? 

Note: Tbe elements/questions Iisted are intended as a starting point for analysis; the list is not 

exhaustive. 

4.4.2 FINANCIAL AUDIT 

Often marketers esehew finaneial analyses. However, an analysis of the 

eompany's finaneial situation should be part of any deeent strategie plan just like clear 

budgets and finaneial targets should be part of any annual marketing plan. Below we will 

foeus on indieators for understanding the firm's basie finaneial position, eost strueture 

and room for investments. 

Content of the financial audit 

The signifieanee of the finaneial analysis goes deeper than simply analyzing the 

eompany's existing and potential (finaneial) resourees. We are interested in the 

commercial position of the eompany in a broad sense (its ability to finanee eertain 
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strategies and marketing programs). ls the company financially sound and is its 

continuity assured? This question should also be addressed relative to benchmarks such 

as the firm's main competitors and the industry's average. 

Three matters are of essential importance in monitoring the financial situation: 

• the profitability ofthe activities (and, rc\ated, shareholders value); 

• the development in costs and returns (including the cash flow balance); 

• the company's short and long term financing structure and viability. 

From a strategic perspective the most important indicator is profitability 

(shareholder value). The financial results achieved by the company are an indicator 

for the 'overall' quality of the strategy it pursues. Many companies include financial 

targets in their business objectives. These include, for example, a minimum net profit 

level, Return On Investment, Return On Assets, or a certain growth in turnover. 

Whether these objectives are reached or not says something about the success of the 

strategy. It is also important, however, to relate the values to internal criteria. Taking a 

look at the company's history and the market situation can be of use here. It gives an 

idea of how feasible and/or realistic the objectives and the management ambitions are. 

In particular, the trend in profitability must be examined. The second important area 

from a strategic perspective concerns the costs and returns. A detailed picture of the 

development in the pattern of costs and returns provides an insight into the efficiency 

of the company. What are the most important cost-creating activities (cf. Value 

Chain)? What are the trends in the costs? If the costs are growing more rapidly than 

the turnover this may indicate a problem. An aspect that we can include in the 

analysis here is balancing the cash flows. Is a good balance achieved between the 

company's various activities, or is there a risk of unbalanced growth (compare also 

with the portfolio analysis). Third, with respect to the continuity of the company it is 
important to know whether the company can and will be able to meet its shorHerm 

and long-term financial commitments. This brings us to the company's liquidity and 

solvency. The financing structure of the company, however, is also relevant in 

connection with the potential for attracting liabilities. The available scope for 

investment is determined not only by the existing relationship between Equity and 

Liabilities but also by the currcnt profitability. After all, asolid profitability reinforces 

thc loan providers' impression that the company will be able to pay interest on the 

credit provided. In addition, current profitability provides the opportunity to reserve 

undistributed profits. 

Instruments for financial auditing 
Financial indicators, the Dupont-analysis and the productJSBU (Strategie 

Business Unit) port folios are presented here as instruments. Since portfolios have a 

broader scope they are dealt with in the following section (marketing audit). 
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Easy tools for gaining an initial insight into a company's financial situation are 

financial indicators. One of the most important questions here concerns the correct 

guideline for assessment. Although general guidelines exist norms may vary widely 

between industries. Moreover, it is never sufficient to use a single indicator or looking at 

a single year. A good insight into the financial situation of a company can only be 

obtained by compiling a list of the figures covering a number of years so that their 

stability and trends can be analyzed. Box 4.3 shows a number of important indicators. 

They can form a useful starting point. As a supplement to these global indicators of the 

profitability analysis, an indicator for sales turnover has been included. lf a particular 

turnover can be achieved with less capital without affecting the profit margin on the 

turnover, the profitability of the capital is increased. The capital is then better utilized. 

Box 4.3: Financial indicators 

Indicator: 

Solvency 

Liquidity 
current ratio 
quick ratio 

Profitability 
GrossPTE 
Gross PE 
NetPE 
Gross PFE 

Rate oi turnover* 
Gross working capital 
Net working capital 

Cashflow 

Formula: 

Equityrrotal Balance 

Floating AssetslFEshort 
Floating Assets -/- stockslFEshort 

(PrOfitbefOl~ laX + Interest on FE) / TE 
PrOfitbefore laX / E 
Profitafter laX / E 
Interest on FE / FE 

Activity Costs / Total Balance 
Sum ofFloating Assets 
Gross working capital - total debtsshOit tenn 

Profitafler tax + Depreciation 
(or: incomings - outgoings) 

General guideIine: 

0.6 

1.5/2 
I 

>0 

>0 

* Can be calculated e.g., for: material stocks, stock of work in progress, stock of finished product 
and receivable accounts. 

The Dupont-analysis or Dupont-diagram provides a method for examining the 

company's financial situation in a more comprehensive way (see Figure 4.4). It concerns 

a profitability analysis, stressing that the profitability over the Total Equity is a product 

of the Profit (before interest and as a percentage of the Turnover), and the Turnover Rate 

of the Total Equity. 

In order to examine the developments in the costs and returns we need to break 

them down according to place of origin. We need to pay particular attention to 
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significant entrieslitems, items which are rising fast(er) (than the tumover) and profit 

items which are falling. 

Figure 4.4: The Dupont diagram 
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By analogy, the tloorlspace and labor 

productivity can be calculated based on gross 

profits. 

The intensity criteria can be used to work out 

the tloorlspace productivity from the rate of 

tumover. 

Rate of tumover x stocks intensity = tloorlspace 

productivity. 

By analogy, labor productivity can be worked 

out by multiplying space productivity with 

personnel intensity 
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4.4.3 MARKETING AUDIT 

Content of the marketing audit 
The objective of a marketing audit is to evaluate the current processes of value 

delivery by an organization as weil as its resources and capabilities to do so effectively, 

efficiently, and distinctively. As such, the marketing audit addresses all processes within 

the value chain that are involved in actually delivering the customer value created by the 

firm to the customer. In doing so, the marketing audit examines the effectiveness and 

efficiency of the company's marketing resources, capabilities and activities. In other 

words, the analysis needs to evaluate the marketing function and must indicate areas of 

improvement. It will show to what extent the current marketing function is suited to meet 

the requirements set by the environment, in particular its customers and competitors. 

Here, it is important to distinguish between the marketing function and the marketing 

department. In some organizations departments such as Research and Development or 

Sales (account management) carry out the marketing function. One should thus look 

beyond the marketing department. Central in the marketing audit should be the 

evaluation of marketing resources, capabilities, and activities, whether carried out by a 

specific marketing department, or other departments or people in the organization (e.g. 

top management). 

With respect to the marketing function and the marketing program, various 

aspects need to be addressed in a marketing audit. These comprise the marketing strategy 

decisions (the content of the strategy), the tactical and operation al marketing decisions 

(the marketing mix), and the organizational implementation of the marketing function 
(the implementation of the marketing task). An appraisal of the quality of the various 

aspects is essential in order to produce a genuine analysis and not just adescription of 

the existing situation. A schematic guideline for carrying out a marketing audit will be 

discussed next. 

Instrument for marketing auditing 
Content of the strategy 

In order to analyze the way in which the company has made its functional 

marketing decisions, and to see how this has evolved, the following aspects should be 

evaluated: 

• segmentation (customer analysis, value identification, choice models, mapping); 

• company positioning (value definition [per segment], brand strategy); 

• portfolio situation; 

• marketing objectives (share ofthe market, sales growth, customer satisfaction); 

• performance: 
- Competition-oriented (portfolio/ MABA); 

- Customer-oriented (customer satisfaction, customer loyalty, sales distribution). 
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The marketing mix 

In order to analyze the operational marketing decisions made by the firm, and to 

see how they have evolved, the marketing-mix should be evaluated. This may either 

relate to the traditional "4 p's" (Product, Place [distribution], Price and Promotion), or to 

the 7 "P's" for service (oriented) firms (plus: Process, Physical Evidence, Personnei). 

See Chapter 7 for specifics on each of the four "P's". The emphasis of the analysis will 

shift or other elements will be incorporated depending on the specific company situation. 

With respect to each marketing mix inc .;ument, the instrument objectives, strategy, 

activities and performance should be subject to evaluation. Thus, the effectiveness of all 

relevant marketing activities is systematically analyzed. 

Implementation of the marketing function 

In evaluating the company' s marketing organization that is responsible for 

implementation of the marketing function, the items that were considered in the general 

organization audit can again be used. However, it is also a good idea to look at 

frequently recurring marketing weaknesses within the analysis process (see Box 4.4). 

Other general areas of attention within the analysis of the marketing organization 

include: 

• Marketing organization (structure, number of staff, knowledge, managementJ control 

instruments) ; 

• Market research; 

• Sales; 
• Marketing infOlmation system (quality, conversion rate leads/ offers); 

• Marketing as mentality within the organization; 

• Method of evaluating marketing programs. 

Box 4.4: Freguently recurring marketing weaknesses l6 

I. Insufficient customer definition for productl market analysis 

2. Lack of adequate knowledge of purchasing criterialbehavior of the customer/distributor 

for productlmarket analysis 

3. Too much emphasis on selling current productsl short term problems 

4. Lack of quantitative objectives 

5. Lack of top management involvement in product development 

6. Too little co-ordination between R&D, marketing and production In product 

development 

7. Too Iittle co-ordination between marketing and sales 

8. Unclear service policy 

9. Overlapping distribution channels 

10. Lack of brand strategy 
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4.4.4 PORTFOLIOS 

A portfolio is an instrument used in selecting optimal combinations of strategies 

for individual Strategic Business Units (SBU's) or product groups from a spectrum of 

options -based on an appraisal of the market attractiveness and the relative market 

position of the firm-taking account of the company' s resource limitations. 

In order to develop a portfolio, both the market attractiveness and the company's 

relative market position for each activity (SBU's or product groups) should be assessed. 

The particular strength of the portfolio is that it enables several SBUs or product groups 

to be studied and evaluated at the same time. This is the difference between the portfolio 

and the SWOT analysis. Whereas the SWOT analysis only provides a general insight 

into the 'fit' between the company and its environment, the portfolio, by looking at 

several SBU's/ product groups at the same time, raises the question of whether the 

company has a balanced cash flow or not. A balanced cash flow is important in 

connection with the vitality and/or continuity of the enterprise. After all, it detennines 

whether sufficient cash is being generated to make (essential) investments for the future. 

In addition, a portfolio picture provides a basis for a dynamic analysis of the relative 

company situation. The portfolio encourages the company to think in terms of its own 

actions as weH as the competitors' reactions. Allocation decisions can be taken on the 

basis of it. 

There are various types of portfolios available. First there are the portfolios 

whose axes consist of simple or single variables. The best known of these is the Boston 

Consultancy Group Matrix (BCG). It plots relative market share (relative to the 

company's main competitor or the market leader) against market growth. There is one 

important reservation regarding models of this type. Their design is generally so simple 

that they frequently fail to approximate the complexity of the market. This can lead to 

serious mistakes. Multi-factor models aim to meet this shortcoming to some extent. 

Examples of these include the Shell matrix and the General Electric matrix (cf. Market 

Attractiveness, Business position Assessment [MABA] analysis). These models are more 

generaHy applicable because a number of elements per axis are taken into consideration. 

Introducing other elements and weights for each axis, however, (as weH as different 

scores for each activity) can still lead to different outcomes. 

In addition to reservations relating to assumptions and scores, the way in which 

the market is defined also plays an important role in the correct handling of portfolios 

(e.g. the market for cars versus the market for sports cars). Moreover, a portfolio model 

assumes that the activities introduced within it are independent of each other although 

this is not necessarily always the case. Disinvesting in a particular activity or tuming it 

into a money-spinner can have repercussions on the return from another activity. 

Running parallel to this is the criticism that many portfolios suggest standard strategies 
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depending on the activity's position in the portfolio. This may lead to lost opportunities, 

since following the standard instructions leads to a self-fulfilling prophecy. 

The execution of an MABA-analysis involves the following steps: 

1. Detennine the level of analysis, including which activities will be incorporated 

into the port folio picture (identification of SBU's or product clusters, etc.). 

2. Detennine the relevant factors for Market Attractiveness (including market 

factors [e.g. size and growth], competition factors, financial-econornic factors, 

technological factors and sociopolitical factors) and Business position 

Assessment (including (relative) market share, growth percentage, company size, 

margins/ profitability, negotiating position, people/resources and quality). 

3. Weigh the factors based on their relative importance. Make sure that the total 

weighting over the MA and BA factor adds up to 100 (or to I). 

4. Detennine the scores of each per element. Use tor instance pluses and rninuses (­

-, -, 0, +, ++). 

5. Work out the total scores for the MA-axis and BA-axis for each firm activity. 

6. Draw the portfolio picture (see Figure 4.5). 

Figure 4.5: MABA-portfolio 

Market 
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Business Position 
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7. Fill in activity cirdes, making sure they are the right size (representing the sales 

volume ofthe particular activity) and in the right place. 

8. Fonn an opinion: 

- examine the historical movement of the activities in the portfolio; 

- examine the distribution of activities across the portfolio and/or the cash flows. 

9. Consider strategic options: 

- the trends within the portfolio can be examined under consistent policy 

conditions; 

- alternative options for investment can be considered (induding new activities 

which currently fall outside the portfolio). 
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In short, portfolios are powerful instruments. They deli ver insights into the 

company's relative situation on the market. A portfolio can be used to look at how the 

company activities are spread as weil as for evaluating the company's viability. A 

portfolio is also helpful for taking allocation and investment decisions. However, 

portfolio analyses have a special and somewhat difficult position in marketing reports 

using an extern al followed by internal analysis structure, as portfolios tend to combine 

aspects of both analyses. The two axes of the portfolio show not only elements of market 

attractiveness but also elements that reflect the company's relative position. One axis 

tends to relate more to the external analysis while the other axis is clearly embedded in 

the internal analysis. The definitive place, which we assign to the portfolio, depends on 

the question it is being used to answer. If it is being used to map the spread of current 

activities as weil as for an 'assessment' of the company's continuity, then we place it 

internally. If it is more concerned with exploring alternative allocations and investment 

decisions, then one of the options is to place it externally. The most obvious place 

remains the internal analysis, however, assuming that the external analysis has already 

been addressed. 

4.5 PRACTICAL GUIDELINES FOR EXECUTION 

The outcome of the internal analysis should be an in-depth insight into the 

organization's distinctive competencies (strengths) and its weaknesses. Knowledge of 

the organization's current position and its potential for change is an essential starting 

point for evaluating optional future actions. Below, we indicated some points that should 

be taken into account in executing an internal analysis: 

1. Given the strategic problem that was initially identified, it is important to deterrnine 

the correct level for the internal analysis. An organization generally consists of more 

than one layer and it is usually possible to distinguish a company level, strategie 

business units and an operational level. The level at which the problem is relevant 

should form the point of departure for the internal analysis. Account must be taken, 

however, of potential synergetic links/ effects between departments and product 

lines. Otherwise we run the risk of 'throwing the baby out with the bath water'. 

Genuine strategic problems relate to the enterprise level and/ or business unit level. 

2. As a rule, it is not difficult for a group of managers to draw up a long list of their 

company's strong and weak points. But this should not be just a random list of 

elements. First, every area should be scrutinized. Second, the emphasis should lie on 

those elements that are really relevant, i.e. the critical success factors for the sector. 

3. In strategy building, we are interested not only in the existing critical success factors 

but even more importantly in the future ones. In light of this we need to look not 

only at the company's actual competencies but to give equal consideration to its 

potential capacities/ competencies. To what extent is the company able to anticipate 

trends in the environment be fore competitors notice and can react? In which 

directions can the company expand, develop or recycle its capacities? 
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4. Sometimes an organization is hardly awarc if at all of its actual distinctive 

eompeteneies. A broad and deep perspective is therefore vital. Utilizing various 

points of view (from the eompetitors, eustomers, trade, ete.) ean eontribute to a 

better grasp and understanding of the eompany's aetual situation and its aetual 

eompeteneies. With regard to the things whieh the enterprise does best, a distinetion 

must be made between what the eustomers value and what they do not. 

5. It is essential to be dear regarding the reference point that is used to determine 

whether the organization is good or bad at something. Is the company good at 

something eompared with its own historical performance, the seetor average or the 

most important eompetitor? Being in a strong position in eomparison to the most 

important eompetitor says more than merely observing that the company has 

improved on its own performance in the previous year. 

6. What is often missing in an internal analysis is an interpretation. Without this, the 

internal analysis tends to be adescription rather than an analysis. As such it is of 

little use, as it does not draw any eondusions. This can usually be traced back to two 

causes: the way of appraisal and politics. Many managers tend to appraise things in a 

neutral way instead of specifically defining them as strong or weak.. There are 

mainly political and business-cultural reasons for strong points being exaggerated 

and weak. points being downplayed or vice versa!17 Calling in a eonsultant and/or 

asking for advice from an outside expert may help. 

7. In the framework of constructing the intern al analysis, it is best to incorporate one's 

own value judgement into each element but to leave any mention of the strengths 

and weaknesses of the organization until the final detailed analysis. 

4.6 NOTES 

I Day (1994). 
2 Prahalad and Hamel (1990). 
3 See also Adcock (2000), p. 36. 
4 See Porter (1980) and Day and Wensley (1988). Arecent meta-analysis by Campbell-Hunt 
(2000) shows that cost and differentiation do act as high-level discriminators of competitive 
strategy designs. 
5 See Day and Wensley (1988). 
6 See e.g., Holbrook (1998). 
7 Porter (1985). 
8Source: Porter (1985). 
9 Porter (1996). 
10 Source: Porter (1996), p. 73. 
II Porter (1996). 
12Source: Peters and Waterman (1982). 
13 Mintzberg (1983). 
14 Porter (1980). 
15 Blake and Mouton (1964). 
16 Adapted from: Jain (1997). 
17 Van der Lee (1991), p. 45. 
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CHAPTERS 

TOWARDS STRATEGIe ISSUES: 
THE SWOT(I)-ANAL YSIS 

5.1 INTRODUCTION 

'SWOT...stands Jor strengths, weaknesses, opportunities and 

threats ... the idea is to undertake a more structured analysis 

so as [0 yield Jindings which can contribute to the Jormula­

tion oJ strategy. Although what Jollows is somewhat crude as 

an analytical device it has proved in practical application to 

be a helpJul means oJ achieving these aims '. 

---Gerry Johnson and Kevin Scholes 

Exploring Corporate Strategy 

In the previous chapters we analyzed the external and then the internal environment 

of the company to identify opportunities and analyze the company's abilities for value 

creation. The external analysis helped to identify the key success factors for competing 

successfully, but also provided us with an understanding of future opportunities and the 

threats eroding current success factors. The internal analysis helped us to understand the 

company's strengths and weaknesses for value creation. The benchmark was the leading 
direct competitors or leaders of other industries. Operation al aspects and underlying 

competencies were distinguished, and the firm's financial situation analyzed. 

Although interesting, the real strategic value is only revealed when the results from 

the internal and external analyses are combined. Consistent with our definition of strategy, 

we need to look for the matches and mis-matches between the company and its changing 

environment. Management should identify most salient matches and mis-matches. These 

are the strategic issues that management necds to allocate its time and attention to trying to 

understand how the company's competcncies fit the future key success factors of the 

industry. A somewhat dated but useful tool to help us is the SWOT analysis. 

One of the oldest formulations in stratcgy is known by the acronym SWOT. It 

stands for Strengths, Weaknesses, Opportunities, and Threats. It concerns a simple 

diagnostic tool that entails the evaluation of the most important internal factors of an 

organization, i.e. its strengths and weaknesses, relative to the opportunities and threats in 

the organization's environment for identifying potential strategies. The analysis seems as 

well-known and important to strategy today as it was when it was first introduced decades 
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ago. l Its simplicity has, without a doubt, contributed to this success. However, the joint 

analysis of strengths, weaknesses, opportunities and threats, is not an easy one. The 

labeling of trends as opportunities and threats is arbitrary or subjective at the least. 

Moreover there is no full proof method for identifying all opportunities and threats. Also 

identifying strengths and weaknesses often subjective due to a lack of clarification of the 

benchmark used. Given these experiences the recent voiced doubts about the tool's 

effectiveness should not come as a surprise. Survey research from Hill and Westbrook 

(1997) based on a sampie of 50 British companies shows that many applications are 

characterized by long lists of non-discriminating items and that hardly anything is done 

with the conclusions coming from the analysis? Table 5.1 summarizes the negative points 

associated with the analysis. Based on these results the authors conclude that SWOT is 

outdated and in need of a serious product recall. Abandoning it all together may even be 

the best option. 

Several years earlier George Day (1990) identified similar problems of the tool. 

However, unlike HilI and Westbrook, he did not completely abandon the tool.3 The 

question is why? 

Table 5.1: Problems related to the SWOT-analysis4 

• Long Iists of items 

No priorities for items 

• Unclear labeling or wording of items 

• Lack of empirical evidence to prove items 

• No link between the results of the SWOT analysis and the rest of the planning process 

The main reasons would seem to be that SWOT is a methodologically sound approach for 

identifying strategic issues. It looks explicitly at the interface between the company and its 

environment and can thus be used to effectively identify fits and mis-fits between the two. 

The problems with the SWOT analysis stern mainly from the lack of objective market and 

company information and sloppy analyses by the people using the instrument. Or as Grant 

puts it: "Simplistic analyses ... such as the .... SWOT analysis, ... have given way to less­

mechanistic analyses with sounder conceptual and empirical bases .... Yet, despite rapid 

development of the tools of strategy analysis, the gulf between strategic problems and 

managers' ability to find solutions to them remains as broad as ever".5 Other reasons, nex! 

to garbage in-garbage out, for the SWOT's failing include the limited description and 

guidelines provided in most strategy books and the use of the SWOT analyses as a political 

tool in practice. 

Understanding the tools strengths and weaknesses we suggest to keep the SWOT, 
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but in a slightly modified form. We propose using it to match the core competencies of a 

company with the trends in its environment that represent opportunities to customer value 

creation and eroding forces of current value and underlying competencies. In our point of 

view the traditional "strengths and weaknesses" thus are no simple and long Iists of 

superficial items but should involve carefully identified core competencies that lead or can 

lead to customer value for cunent or future customers. Similarly, the opportunities in the 

environment, identified in the extern al analysis, are no simple trends but current and future 

key success factors and/or threats that erode cunent seilers' competencies. 

The theory behind the SWOT(I) analysis will be presented next in this Chapter. We 

will elaborate on the tool's content and also provide practical guidelines for successful use 

of the instrument. 

5.2 THEORETICAL BACKGROUND OF THE SWOT(I) ANALYSIS 

The objective of a strategic analysis is to systematically analyze a company's 

competence profile relative to the fundamental trends and shifts in the environment 

affecting key success factors. The result will help to effectively make the decisions 

regarding the company's future market strategy. A popular and simple tool far this is the 

SWOT analysis. It consists of an extern al and internal analysis followed by a confrontation 

of their results. The latter is generally done using a matrix. The extern al and internal 

analyses are used to identify opportunities/threats in the industry and strengths/weaknesses 

of the company, respectively. The confrontation serves to link the two outcomes and 

identify strategic issues. Strategic issues are salient interactions between the two 

dimensions. The instrument thus helps to narrow down the strategic problems. 

Management should foeus its attention on the issues identified. They entail the potential 

matches and mis-matches between a company's core competencies and the (future) key 

success factors in the market place. Here lies the key for keeping current core 

competencies distinctive and for finding future competitive advantage.6 

To understand the usefulness of SWOT we should look at its core ideas. Two key 

constructs come to mind, i.e. organization's distinctive competencies and organizations' 

competitive advantage. These are concepts that have attracted a lot of attention in the 

management literature and that have been Iinked recently. Competitive advantage refers to 

the superior position a company realizes in the market place. lt is derived from unique 

customer value provided by a firm to its customers. This value can stern from lower cost or 

better product/service performance from the customer's point of view. A higher 

competitive advantage will lead to higher market share and higher Return on Investment 

for the supplier. When truly unique the advantage will be rooted in the company's 

competeneies and competenee structure and will be hard to imitate. Thus distinetive 

eompeteneies are unique eombinations of knowledge, eapabilities and resources etc. 

However, "direet" resourees are not the only sourees of eompetitive advantage. "Indirect" 
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resources, such as access to other firms' resources via partnerships also represent roads to 

advantage. 

Looking for a relations hip between the above-introduced concepts with the external 

and internal analyses, the conclusion is that opportunities/threats are closely related to 

competitive advantage. Strengths and weaknesses refer to the distinctive competencies. 

When a fit exists between a firm's competencies and the trends in the market place, i.e. 

opportunities and threats, its position will grow stronger. When the trends work erode the 

firm's position its competencies will become less unique and thus less distinctive. 

5.3 INPUT FOR THE SWOT(I) ANALYSIS 

The outcomes of the external and internal analyses are the input for the SWOT(I) 

analysis. Because many of the problems with the analysis stern from poor input we 

comment brieflyon the input and make suggestions to ensure a certain level of quality. 

5.3.1. EXTERNAL ANALYSIS 

Managers generally find it easy to list opportunities and threats for their companies. 

However, not the length but the quality of the list is important. Here are some guidelines: 

1. Asound external analysis should not only identify important trends, but also distill 

those trends that have a significant impact on the industry and market. Thus the 

influence of the trends needs to be demonstrated. The level of impact can be used to 
limit the number of trends. In stead of commenting that some competitors have a better 

performance find out why this is the case? Furthermore, regarding general trends, show 

the effect on the industry. When no effect is present omitting the trend from further 

analyses. Finally, turn opportunities and threats into key success factors. Characteristics 

of a key success factor is that it refers to unique knowledge, abilities, access and/or 

assets facilitating or hindering the building up of a competitive position, i.e. 

competitive advantage, in the market place in general or for servicing a specific market 

segment in particular. Key success factors are thus defined outside-in. 

2. Achecklist is a good and simple starting point for an external analysis (see Figure 5.1). 

However, it is no guarantee for not missing some important trends or aspects that can 

affect key success factors. To prevent this from happening two things must be 

considered. First, future rather than current key success factors need to be identified 

and analyzed. Second, using an iterative mode the internal analysis can be used to 

uncover important external factors. (Why have we identified certain strengths? Why 

are they important in our market and wh ich trends regarding this aspect are taking 

place?) 

3. Data need to be provided to support the interpretation of trends, their impact and 

timing. Objective data are to be preferred over subjective data or observations. In the 
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external analysis, a manager should not go by the data available but carefully determine 

the information need and try to obtain it. Only when data are really unobtainable we 

may resort to estimates. 

Figure 5.1: Schema for input for the SWOT(l) Analysis7 
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4. Because a strategie plan is about future business and strategy using extrapolating past 

trends or making forecasts based on last years market figures is unacceptable. Asound 

external analysis will show the market dynamics and partieularly foeus on identifying 

future trends. Furthermore data should be presented in a systematic and aeeessible 

order faeilitating their interpretation (e.g. year to year percentages and foreeasts). 

5.3.2 INTERNAL ANALYSIS 

Also for an internal analysis meaningless lists of strong and weak points should be 

omitted. Note the following: 

1. Due to company politics little diseriminating value is often to be found in the listing of 

the company's strengths en weaknesses. Ta prevent this from happening managers 

should clarify their point of referenee. The best benchmark is the eompany's main or 

strongest competitor. 

2. The internal analysis should not foeus on general eompeteneies but on specifie ones, 

partieularly those that are clearly linked to delivering of superior eustomer value (or 

hinder it). This often does away with many of the traditional eompany strengths 

normally brought forward by managers. 

3. Many an internal analysis fails to evaluate of the internal situation, and thus is no more 

than adescription of the organization. The main eause is internal eompany polities. 

Management should dare to be blunt while evaluating the eompany and its own 

performance for the sake of clarity and insight of the eompany's eompeteneies. 

5.4 THE SWOT(I) TOOL AND ITS APPLICATION 

Ta remind us of the objeetive of the SWOT, whieh is to integrate the extern al and 

internal analyses and identify the company's strategie issues, we prefer to use the label 

SWOT(I) instead of SWOT. This will help us to remain foeused. It also suggests that 

management should look beyond the obvious and identify salient 'issues'. 

Although we ourselves prefer to identify 'strategie issues' based on a diseussion 

and evaluation of the relationships between the list of external key developments/suecess 

factars and the main internal eompeteneies rather than using a matrix, a fuB deseription 01' 
the steps involved in asound SWOT(I) analysis is next. Also abrief example per phase is 

provided. Wehave found that keeping focused on generating salient strategie issues and 

allowing for iteration in the proeess to find them are key to a sueeessful SWOT(I). 

Furthermore, the instrument benefits from learning by doing. 
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Figure 5.2: The five steps of the SWOT(l) analysis 

I. Identification of the OfT and SfW 

2. Drawing the confrontation matrix 

3. Evaluating the crossings in the matrix 

5. Identifying strategic issues and setting priorities 

I. Identifying opportunities-threats and strengths-weaknesses: 

The first step is identifying opportunities-threats (key success factors and 

developments) and strengths-weaknesses (competencies) based on the external and internal 

analyses respectively. For this step to be successful the external and internal analyses 

should have listed all significant key success factors and internal aspects. 
Although initially considered to be separate, a certain level of iteration between 

external and internal analysis should be allowed for. Consider the following example. In 

the 1970s a well-known European audio manufacturer experienced a loss of market share. 

It identified a trend for new design in the marketplace. However, its management never 

decided to evaluate their company's design capabilities and kept focusing on technical 

quality and capabilities. Consequently, when the managers linked their set of significant 

trends to their company's strengths and weaknesses they never identified design as an 

important issue. 

Some authors have suggested focusing on the main (say, 5) opportunities and 

threats. Others have suggested to factor analyze, i.e. condense them using a cross impact 

analyses (see Chapter 3). The latter approach may actually be the best as it is most focussed 

on identifying key success factors. The method consists of plotting trends on both axes of a 

matrix and figuring out how they affect each other. The objective is to identify the main 

forces in the environment. Another a good alternative is leaving the data reduction tilllater, 

when working the confrontation matrix. Data reduction at an early stage can be difficult. 
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2. Drawing the confrontation matrix: 

Next, drawing a confrontation matrix putting the opportunities-threats on the 

horizontal axis and the strengths-weaknesses on the vertical axis. To make sure that the 

figure does not become meaningless or hard to read, choose your labels for both the trends 

and competencies carefully. They should be (a) indicative and (b) facilitate the linking with 

items from the opposite dimension. For example, a trend of decreasing market growth may 

be labeled as such but can also, in li ne with the concept of the product li fe cycle and shake 

out theory, be titled "increasing competition" or "increasing cost competition". The latter 

already points to the fact that companies with anunfavorable cost structure will find it 

more difficult to compete successfully for the future. 

3. Evaluating the crossings: 

After drawing the matrix one should evaluate the interactions between the internal 

and external dimensions. The objective of this step is to link the trends in the industry with 

the company. "Plus ses" and "minuses" can be used. A double plus means "very positive", 

plus means "positive" zero is "neutral", minus "negative" and double minus is "very 

negative". In order not to blur the picture one should first focus on the most important 

relationships, i.e. identify the most important fits and mis-fits. 

It is important to keep in mind that the most plusses should emerge in the strong­

opportunity segment and the most minuses in the weak-threat segment. If this is not the 

case than generally one of the dimensions has been overrated (or the other one underrated). 
A horizontal or vertical pattern shows that no discriminating value has been assigned to the 

opposite dimension. 

4. Modifying the matrix: 

After identifying the most important interactions we can rearrange the items on the 

horizontal and vertical axes in an attempt to create clusters of plusses and minuses. What 

we in fact will be doing is placing related internal and external items together (compare 

factor analysis). The clusters of plus ses and minuses that emerge represent the strategic 

issues. In addition we can sum up the scores of the columns and rows to get an overall 

impression of the balance between positive and negative influences in the matrix. We 

should also look at the overall distribution of plus ses and minuses over the four quadrants. 

Heavy concentrations of minuses in the threatlweakness quadrant show severe problems 

and thus need for turnaround management type of actions. Heavy concentrations of plus ses 

in the opportunity/strength quadrant show a more positive picture and opportunity for 

growth. 

5. Identifying issues and setting priorities: 

Generally 2 to 5 strategic issues will emerge. A quick check to test the quality of 

the issues is to link them to the initial problem definition, i.e. the starting point of the 

strategy process. Although it is possible that due to the analyses more detailed and better 
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information has beeome available generally a relationship should be present. Any 

diserepaney between the initial and final problem should be analyzed earefully. Although 

the outeome of the SWOT(l) analysis is supposed to be superior, mistakes may have 

oeeurred. The gut feeling underlying the initial problem definition should always be taken 

seriously. Furthermore, we should antieipate that due to the more detailed analyses, more 

strategie issues will have been diseovered. They should logieally follow from and 

eomplement the strategie insight gained. 

Next the strategie issues ean and should be prioritized. This will prove useful when 

we later on in the proeess when we diseuss strategy implementation. 

Table 5.2 provides an example and illustrates eaeh step of the proeess outlined 

above. Please note that the proeedure is not or should not be seen as a meehanistie set of 

rules. Creativity, skill and iterations are neeessary to make the tool work. Although many 

people associate the latter with subjeetive interpretation subjeetivity should be minimized. 

Note that managers and students who apply the instrument to a ease situation do tend to 

eome up similar strategie issues. This supports the robustness of the tool. 

s.s PRACTICAL GUIDELINES 

Identifying a eompany's strategie issues is the objeetive of eaeh SWOT(I) analysis. 

As such the tool plays a pivotal role in the strategy proeess. When formulating a new 

marketing strategy, management needs to address these issues and design appropriate 

organizational aetions. Different strategies ean be used to address similar issues. Let us 

illustrate this using an example of a eompany faeing a too high eost strueture in a situation 

of severe and inereasing eompetition. lts management ean counter this problem direetly via 

eost reduetion or indirectly by redesigning its produets in a modular way using, for 
instanee, its strong Research and Development eompeteneies. In other words, a defensive 

and/or offensive way ean be used to inerease efficieney and reduee eost. Strategie 

alternatives, and the ehoiee between them, will be the subjcet of the next ehapter. 

What remains is to formulate some praetieal guidelines for undertaking a SWOT(I) 

analysis. These suggestions are presented in Table 5.3. Both the input of the analysis and 

the use of the tool itself are addrcssed. 
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Table 5.2: An example of a SWOT-matrix 

Case: 
A manufacturer operates in a market with decreasing growth rate. However, the market is still 

open to new, innovative products, i.e. with new attributes. 

The company entered the market after a few large companies. Its Research & Development 

are excellent and the organization has proven skills as far as marketing is concerned. It has a 

good relationship with the local government and has asolid financial basis allowing for 

investment. Production is less weil organized. Production efficiency is not a strong point. 

Logistics and purchasing are recognized to be weaknesses. Further there is quite a turn over in 

personnei, person ne I management is -as indicated by top management-- fair and the 

organization's Management Information System is currently being developed and improved 

after remarks of an MBA trainee. Finally the product design of the company's product line is 

rated lower than that of the company's direct competitors. In arecent test between customers 

and non-customers a significant lower score was obtained. 
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Table 5.3: Suggestions far a successful execution of the SWOT(I) analysis 

External analysis Internal analysis 

• Substantiate external trends with • Substantiate internal analyses with facts 

empirical data, i.e. facts 

• Do not only rely on past data but make a 

"weak signal" based forecast regarding 

the next couple of years 

• Evaluate each trend's intluence on the 

industry or market and try to formulate 

each trend as a key success factor 

• Be selective and pay special attention to 

future key success factors In stead of 

current success factors 

SWOT(I) MATRIX 

• Make sure the analysis is not just a 

description of current business. Dare to 

call weak "weak" and strang "strong". 

• Clarify the point of reference while 

identifying strang and weak points (e.g. 

'compared to main competitor') 

• Be sure to focus on underlying 

competencies of value creation in stead 

of superficial company aspects. 

• First plot the matrix and put all • Keep In mi nd the objective, i.e. 

identifying strategic issues (fits and mis­

fits) 

• 

opportunities/threats 

strengths/weaknesses on the axes 

and 

Check the levels of abstraction and do 

not confuse strengths with opportunities 

and weaknesses with threats 

• 

• Use labels and pay careful attention to • 

the names (preferably clear key success 

faetors and eompeteneies) used 

• Focus primarily on the most important 

'links' 

5.6 NOTES 

I Schnaars (1991), p. 32. 

2 Hill and Westbraok (1997) . 

.1 Day (1990). 

4 Based on Hill and Westbraok (1997). 
5 Grant (1991), p. 363-364. 

6 Day and Wensley ( 1988). 

7 Based on Day (1990) 

Work in an iterative way. Modify labels 

and add items when necessary based on 

new strategic insight that emerges 

Always check the Issues identified 

against the initial problem definition 
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CHAPTER6 

CHOOSING A VALUE POSITIONING: 

STRATEGIC OBJECTIVES, OPTIONS, AND CHOICE 

6.1 INTRODUCTION 

Managers should be careful not to become too 

committed to a particular program too early in a 

process. In formulating a marketing strategy, the first 

step should almost always be to think widely about 
alternatives. 

---Urban and Star 

Advanced Marketing Strategy 

In the previous chapters we set the stage for strategy formulation. The 

outcome of the analyses has provided us with an understanding of the status quo of 

the company and the market's key sueeess faetors. Competitors and eustomers have 

been analyzed in general and in detail. This and other analyses of the external 

environment have helped us understand the market plaee and its trends define the 
requirements to eompete successfully for the future. The eompany's situation has also 

been studied carefully and its strengths and weaknesses were defined using a core 
competenee perspeetive. The analysis of the finaneial situation helped to determine 

our investment-slaek. 

The results from the external and internal analyses were joint together using 

the SWOT(I) analysis searehing for matches and mismatehes. In line with our 

definition of strategy and strategie problems we looked for those interactions between 

the eompany and its environment where the one "reinforces" the other. These 

interactions were identified as strategie issues and ean have positive or negative 

eonsequenees for the organization's future. These issues will be the backdrops against 

whieh the eompany's management should formulate its objeetives and strategie 

options. The bottom line eriterion for eaeh option will be its ability to counter 

negative issues, i.e. the strategie problems, and make use ofpositive ones. 
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The opportunities for new value ereation should be exploited to a maximum. 
This means ehallenging the rules of eompetition and thinking out of the box in an 

attempt to identify new roads to value ereation based on trends in the environment and 

the eompany's unique eompeteneies, i.e. strengths. 

Before management ean move toward thinking about strategie options it 

should first set the company's objectives. This should inc1ude an inventory of all the 

firm's stakeholders and their attitudes toward the eompany and its intentions. Some 

objeetives and goals will be earried over from the past. Others may be substituted by 

new, more ehallenging ones better refleeting the eompany's ambition. Establishing 
the eompany's goals and objeetives and aeeessing their aeeeptability for stakeholders 

is important. As KoHer (1998) puts it: "Goals tell where a business wants to go, 

strategy answers how it plans to get there". In other words, without a c1ear sense of 

direetion it is hard to determine the "best route". After the eompany's objeetives are 

c1ear strategie options ean be generated and evaluated. 

Note that middle (and lower) management will affeet the setting of eompany 

objeetives and seareh for strategie options. Strategy formulation is generally not a 

sequential and top down proeess but rather a eomplex of deeisions in whieh strategie 
analyses and deeisions mold together the formulation of objeetives. Often strategy 
emerges in a eombination of management sessions and day-to-day business. 1 

In this Chapter we will first address the formulation of a mission statement, 

followed by a diseussion of how to set goals and objeetives. Different levels of 

strategie options will be distinguished. Next we will provide an overview of strategie 
option and diseuss the way to seleet and evaluate strategies. We end this Chapter, like 

every ehapter, with praetieal guidelines for this phase of the strategy formulation 

proeess. 

6.2 MISSION STATEMENT: GUIDING THE SEARCH FOR STRA TEGIC OPTIONS 

Mission statement is a popular eoneept in the management literature. It is 

generally assoeiated with or plaeed at the beginning of the strategy formulation 

proeess. It eoneems top management's ambitions and intentions for the eompany. 

Generally it is eaptured in a one or two lines that are eommunieated to employees and 

other stakeholders, sueh as shareholders and eustomers. A mission statement typieally 

eonsists of four elements: 2 

1. it defines the eompany's domain or market, 

2. it holds its business goals and objeetives and thus its ambition 

3. it states the eompany values as an employer and toward other stakeholders, and 
4. sometimes it inc1udes abasie strategie ehoiee or hints eoneeming the ehoiee of 

value positioning made. 
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Examples of mission statements are Hewlett Paekard who mentions that it 

wants to be a frontrunner in printing/eomputer teehnology and innovation and MCI 

saying that it is the global Communieations Company. 

Why do some books put mission statement right up front and do we present it 

here? First, there is a lot of eonfusion regarding mission statements. It is a trendy 

eoneept with little empirieal support far its importanee. Seeond, there is no consensus 

regarding its role in strategy formulation. Although mission statement is related to the 

luestion 'What business are we in?' it really involves the question 'Where do we want 

to be?,.3 It summarizes a eompany's ambition, domain and strategie course in a 

nutshell. The latter is important to help the implementation proeess and gain support. 

Note, however, that an up to date mission statement ean only be formulated when 

management has asound understanding of the eompany, its organization and its 

market. The eurrent ar a general mission statement thus may guide an initial external 

and internal analysis, but the final mission statement ean only be formulated after they 

have been exeeuted. Based on the results of these analyses a modifieation of mission 

statement may be ealled for. This is eonsistent with the different motivations for 

strategie analysis identified at the beginning of this book. In Chapter 2 we identified 

four reasons far strategie analysis ar reorientation based on two dimensions. One 

dimension was the degree of the mismateh between the eompany and its environment. 

In the ease of a serious mismateh a new (initial) mission should be formulated to 

guide the strategie analyses. 

In summary, if the mission statement does not pass the test it should be 

reformulated or abolished all together. A new initial mission may direet the analysis. 

Only later in the strategy formation proeess a new mission statement ean be 

formulated. When management deeides on the mission statement for the future it ean 

institutionalize its eontent in a formal statement, i.e. mission statement and 
eommunicated it to the rest of the arganization and other stakeholders to faeilitate 

strategy implementation. 

6.3 GOALS AND OBJECTIVES 

With the eompany's mission statement and the results from the SWOT(I) 

analysis in mind management should now set its goals and objeetives for the 

eompany. Dependent on the level of strategie reorientation of the eompany the 

deviation from previous goals and objeetives ean be larger or smaller. Although they 

are related there is a differenee between goals and objeetives that is important to take 

into aeeount: 

An objective is an end that one aims for. It is qualitative in nature and has no 

date on it. 

95 



A goal is explicit, it is quantified and has a date on it. Goals are steps that 

lead to an objective. 

Due to their broad and general nature objectives are thus more closely related 

to mission than goals. However, goals are the necessary tools for a company's 

management to plan and evaluate their efforts and plan the steps toward reaching the 

objectives. Goals are concrete and have a deadline. The use and usefulness of both 

goals and objectives in business can easily be demonstrated. A company may have as 

its objective to be market leader in market X. The goals that are formulated may be an 

increase of market share (volume) of 5% per year reaching a total market share of 

45% in volume within 3 years from now. 

Although many company objectives may be economic in nature (e.g. Return 

On Investment; Gross profits) a firm's amalgamation of stakeholders also causes an 

amalgamation in objectives. This explains why criteria like continuity, flexibility, 

being a quality employer, being a reliable trading partner, and good social citizenship 

are also popular primary or secondary objectives. Profits are rather an objective than 

the objective. Furthermore, the other objectives often help reach higher profits in the 

long run. 

Objectives should not be set too high or too low; they should be challenging 

but reachable and not frustratingly high. The feasibility of the objectives should be 

evaluated in the context of the outcomes of the SWOT(I) analyses. When the 
objectives are not challenging management may fail to try and push beyond the 
obvious. As a result the company might loose ground to its more aggressive 

competitors. However, when the objectives are set too high they may be thought to be 

unobtainable and unrealistic. This will lead to frustration and may even cause 
alienation. Good objectives are clear, challenging and give direction to the company. 
Good goals are explicit and c1arify the route toward the objectives set. An 

amalgamation of objectives should be present that ca1culates for the positive and 

negative powers from company shareholders. Making the shareholders and their 

impact explicit is an important top management task and often thought oftoo lightly. 

Objectives and goals can be formulated at different levels in the company. 

Apart from the corporate level (compare mission), the business unit and operational 

levels are distinguished. At the corporate level general choices will be made regarding 

market and ambition. At the lower level these choices will be made explicit. The 

business level narrows down the objectives and plans while at the operational level 
they are developed and shaped into action plans. The latter should be so specific that 

sales, production and purchasing managers will know what to do but still experience 

enough flexibility, i.e. can make adjustments when necessary. 

96 



6.4 STRA TEGIC OPTIONS 

After setting the eompany's objeetives in line with its ambition and domain 

definition management ean start searehing for strategie option. This should be done in 

the eontext ofthe outeomes ofthe SWOT(I) analysis. Viable options are eharaeterized 

by helping aeeomplish the eompany's objeetives and goals, but also taking into 

aeeount its strategie issues. The latter ean also be used as a eheek of eonsisteney. 

6.4.1 FRAMEWORK 

Three levels of strategie options ean be distinguished. In line with Johnson and 

Seholes4 we will diseuss the basis of a eompany's strategy, the direetion of its 

strategie development, and the different routes to organize strategy exeeution (see 

Figure 6.1). Given our foeus on strategie marketing issues we will use the business 

strategy level as the starting point of our diseussion and work our way down. The 

eorporate level is eonsidered as the context in whieh strategie marketing formulation 

takes plaee. 

6.4.2 BASIC CHOICE 

At the top of the hierarehy of strategie ehoiee is the ehoiee of the basis of 

value ereation and eompetition. PorterS has identified four strategie options, i.e. cost­

leaders hip, cost focus, differentiation, and differentiation focus based on two 

dimensions, i.e. (1) eost leadership versus differentiation, and (2) foeused versus 

unfoeused. Porter argues that strategie management is all about making ehoiees. 

Figure 6.1: Framework of strategie options2 

1. Strategie basis 

• eost, differentiation, foeus 

• operational exeellenee, produet leadership, eustomer intimaey 

2. Direction of development 

• Growth strategies 

• Consolidation strategies 

• Tumaround strategies 

• Milking strategieslRetreatiSelling off strategies 

3. Way of execution 

• Autonomous development 

• Joint development/eooperation 

• Aequisition 

high level of 
abstraetion 

low level of 
abstraetion 
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At the core is the decision to compete based on the lowest costs or the creation and 

delivering of unique products or services. The second dimension is whether the 

company tries to serve the market as a whole or just a particular segment. The latter 

option has a strong parallel with what others call a niche strategy.7 Focusing or one or 

multiple niches only makes sense when there are barriers that make these segments a 

defendable part of the market. The company should aim to become a market leader 
(either cost or differentiation leader) in this segment. 

Firms who do not choose one of the generic strategies face the danger of 

getting stuek in the middle. The logic is simple. When management chooses for a 

particular strategy it should stick to it and organize the total company, i.e. 

organization in accord with this strategy. Deviations or concessions will compromise 
the decision and create mediocrity in its customer value creation and thus market 

performance in the eyes of the consumer. By mixing options the company can easily 

be out performed by a "specialist" competitor that does not compromise its strategy. 

In Porter's view barriers to entry and mobility barriers play an important role. 

Barriers often explain the roles that suppliers, buyers, substitute products and new 

entrants play in the market. They also help to explain an industry's overall 

profitability. Barriers of entry and mobility barriers thus are an important additional 

factor for understanding market dynamies. They explain why different strategie 

groups, i.e. groups of companies following different strategies, persist over time. 

For a long period of time Porter's generic strategies have dominated strategie 
thinking. However, over the past decade the typology has become criticized. Although 
its generic strategies are still very useful for understanding manY markets they are 
considered too simplistic. First, in manY markets we find strategies that are hard to 
categorize as cost leader or differentiation; they seem to include elements of low cost 
and differentiation. Second, automation and computerization have increased the use of 
flexible manufacturing making the achievement of low cost while providing excellent 

service or customization just as possible. Third, companies that have adopted these 

new mix-strategies tend to belong to the most successful suppliers in their field (e.g. 

McDonalds, Levis, Toyota). 

Whether it is wise to specialize on low cost or differentiation or to blend the 

two dependents on the question whether customer value is served or compromised by 

the decision. Porter's typology thus may still be a useful, but it mayaiso be too limited 

for some markets. The core problem is that the typology is more supplier driven than 

customer driven, e.g. it focuses on low costs for the supplier rather than on low cost 
for the customer. It thus is limited as far as looking over the wall to the customer and 
analyzing product benefits is concemed. Consequently options such as hassle free 
delivery may be missed. 
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Still, although these comments arecent meta-analysis of studies about generic 

competitive strategy confirms that cost and differentiation are and remain the 

dominant strategie dimensions.8 This is consistent with our perspective that the 
typology will be useful for many markets but not all markets. 

Treacy and Wiersema9 have set forward a strategy typology that is consistent 

with Porter's key dimensions of cost leadership and differentiation but that 

incorporates much better the value creation process toward the customer based on 

customer pro ces ses and seller-customer interactions (see Figure 6.2).10 The authors 

see three alternatives for companies to compete in a marketplace: operational 

excellence, product leadership, and customer intimacy. Each strategy requires an 

organization that supports it, i.e. each strategy has its own organizational 

configuration. Although each strategy emphasizes a particular dimension of value 
creation for the customer each is characterized by at least scoring a minimal level of 

satisfaction on the other strategy dimensions. In other words, a product leader should 

have the best and most up to date products pushing the forefront of product 

technology, but it also needs to do this at a fair price (thus at acceptable production 
and handling cost). We will discuss the three strategies in detail next. 

Figure 6.2: Basic strategies to compete for the future and their relationship 

Porter (1980) Treacy and Wiersema (1995) 

• Cost leadership • Operational Excellence 

• low manufacturing cost, process R&D, • low cost, more convenience for customer 
efficiency 

• Customer intimacy 

• elose relationship with customer 
providing more customized solution 

• Differentiation • Product leadership 

• unique products and services, top • best, most innovative products at 
quality/technology, good marketing reasonable price 

• Cost focus 

• Cost leader in particular market 

• Differentiation focus 

• Differentiation in particular market 

Assumption: make clear choice for cost or Assumption: focus on customer value and 

differentiation thus customer processes. Excel in one 

dimension hut do not neglect the other 

dimensions 
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Operational excellence 

"Operational excellent companies deliver a combination of quality, price, and 

ease of purchase that no one else in their market can match. They are not product or 

service innovators, nor do they cultivate one-to-one relationships with their 

customers. They execute extraordinarily well, and their proposition to customers is 

guaranteed low price and/or hassle-free service.".l1 In other words, operational 

excellent companies are not simple cost leaders. Their focal point is not to lower their 

own production cost but rather to reduce their customers' overall cost levels. This 

requires asound understanding of customer buying and production processes in order 

to be able to identify areas for further cost reduction at the customer. Lower overall 

customer cost may be reached through lower production cost and price, but mayaiso 

benefit from adding services leading to hassle-free delivery at a slightly higher price. 

Operational excellent companies have to manage their processes and 

organization for low cost and should keep track of overall customer costs/value. Four 

important organizational aspects are: 

• A mechanism to ensure an end-to-end product and service supply that guarantees 

the lowest customer cost and is hassle free 

• High standardization and simplification linked to tight control and a centralized 

type of planning 

• Management systems that focus on integration and reliable, high-speed 

transactions complying with customer nonns 

• A low cost, low waste attitude and culture 

An example of a company following this strategy is the United Chambers of 

Commerce in the Netherlands. The organization decided to become more cost 

efficient after the government privatized it. It saw that by making its unique company 

register and business infonnation available on the Internet and using a single central 

telephone number rather than local numbers, it could lower its and its customers' 

costs considerably. The new set up provides customers with the latest infonnation 

with 24-hour excess at an even lower rate than before. Use of the organization's 

database has rocketed and so have its revenues. 

Product leadership 

"A company pursuing product leadership continually pushes its products into 

the realm of the unknown, the untried. Its practitioners concentrate on offering 

customers products or services that expand existing perfonnance boundaries. A 

product leader's proposition to customers is the best product, period".12 To 

accomplish this, a lot of creativity is required and willingness to cannibalize current 

products and processes. Entrepreneurship and intrapreneurship are important to be 
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able to identify and explore the "new". However, the company should also be able to 

commercialize its ideas quickly. This requires a good relationship between the 

technical and market side of new product deve1opment, and a good understanding of 

customers' openness to innovations, i.e. the innovators and early adopters in the 

market place. 

Again four elements of the operational model of this strategic type are 

identified. Product leaders have: 

• A focus on research and development, new product development and market 
exploitation. 

• A rather organic organizational structure and processes allowing for entrepreneur 
and intrapreneur initiative. 

• Management systems that are result and outcome driven. They stimulate 
experimentation and do not punish for it. 

• A culture that encourages individual initiative and imagination and rewriting the 
market rules using innovation. 

A company pursuing this strategy is Gillette. The company is continuously 

improving its shaving products. As such it sets the pace for competitors to react. 

However, it is also very strong in timing its new product introductions. Examples are 

the sequencing of double bladed shaving, adding a lubricated strip for more comfort, 

and introducing rubber ribs for improved beard-hair handling etceteras. 3M is another 

example of a firm with a product leadership strategy. In this company the reward 

systems are really promote intrapreneurship and the 'inventor' generally becomes the 

new product champion for further developing the idea and bringing it to market. 

Customer intimacy 

The third strategic option is customer intimacy. It concems "[a] company that 

delivers value via customer intimacy builds bonds with customers like those between 

good neighbors. Customer-intimate companies don't deliver what the market wants, 

but what a specific customer wants. The customer-intimate company makes a 

business of knowing the people it seIls to and the products and services they need.,,13 

These companies thus do not pursue transactions but cultivate relationships. A natural 

organizational structure for this type of company is to move more of the decision­

making responsibility to the boundaries of the organization, elose to the customer. 

Due to this customization approach customers become more loyal allowing for a 

higher margin for the supplier. Using trust the supplier persuades its customers to 

increase their investment in the relationship and become loyal. Features of the 

operational model ofthe intimate company are: 
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• A focus on solution development and relationship management 

• A business structure and organization that delegates decision-making to 

employees elose to the customer, e.g. account managers 

• Management systems identifying and selecting high potential customers and 

researching ways to nurturing them 

• A culture of customer specific rather than standard solutions, or making customers 

through relationship marketing feel special despite a standard or standard module­

based solution 

Take for example the value-added re seilers SAP business software. They 

provide their customers with a complete business solution for managing their 

financial and other processes. The product is customized and tuned to their specific 

needs and requirements. This requires asound understanding of the customers' 

processes and information needs. After installation it pays to nurture the relationship 

and stay elose to the customer providing new additional solutions. This will prevent 

them from looking elsewhere. 

6.4.3 DIRECTION OF BUSINESS DEVELOPMENT 

After determining the basis for its strategy, and thus the focal point of the 

value to be created for the company's customers, management should determine 

where and how to build its position. Developing, holding, harvesting or engaging in 

turn around management may be needed. It thus concerns active portfolio 

management in the context ofthe generic strategy choices made. 

Developing one's business requires a good understanding of the company's 

product-market portfolio. Because the company's resources will be limited choices 
will have to be made regarding where to invest and where to retreat. Again the 

objective is realizing the firm's overall objectives and goals. 

Already in the 1960s Ansoff14 identified four growth strategies looking at the 

interaction and potential interactions between a firm and its markets: the product­

market matrix. He argued that company growth can come from penetrating the 

company's current market with improvement products, introducing new products for 

the company's current customers, finding new customers, i.e. new markets for its 

current products, and creating new products for new markets. He labeled these 

strategies penetration (line extensions and improvements of the company's current 

product line for the current market), product development (new products for the 

current market), market development (the company's existing products for new 
market segments and markets) and diversification (new to the company products for 

new market segments and markets), respectively. 

Although the four paths identified are very useful they are limited in scope. 

They focus solelyon growth. However, every manager knows that milking and 
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deleting business aetivities or produets are just as mueh part of the strategie deeisions 

that have to be made. A more eomplete perspeetive on portfolio management also 

should include turnaround, holding and selling strategies. 

Turnaround and retreat should not be seen as negative options per se. Cutting 

losses or freeing means and realloeating them are an important part of strategie reality 

and of many eompanies' life eycles. Mueh will depend of the total portfolio of the 

eompany and its stage of development. 

Another modifieation of Ansoffs original typology is the broadening of the 

new produet dimension. Based on the strategie arguments and strategie options 

formulated by Treaey and Wiersema produet development should also comprise 

innovation of the eustomer's buying and internal processes. In fact, all innovation in 

produets and services that ean bring extra eustomer value should be eonsidered. 

Figure 6.3 summarizes the paths of development diseussed. 

Figure 6.3; Direetions for strategie gr<>wth12 

~ 
Current New 

Product 

Current Penetration Market development 

New productl Product and service Diversification 

augmented product development* 

* [rom customer perspective including customer processes 

It should be noted that the choiees regarding the way of growth have a lower 

level of abstraction than the basic ehoiee of strategy diseussed earlier. Understanding 

the stage of development of the eompany and the strategies it has adopted for growth 

and development is important in order to understand the direetion of development and 

potential ways still open to the company. The framework shows the total number of 

options open to management and the alloeation problems it is faeing. 

6.4.4 DIFFERENT WAYS OF STRATEGY DEVELOPMENT 

Finally, management should address the issue ofhow to realize the eompany's 

strategy. A eompany ean try to realize its strategy autonomously, in eooperation with 

other organizations or via take over. Mueh will depend on the resourees and time 

available. 
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Management and academic attention for this aspect of strategy forrnu1ation has 

increased significantly over the past decade. The notion that companies are part of a 

1arger strategie network that deterrnines to a 1arge extend the firrn's va1ue has 

significantly changed the strategie landscape. Network thinking emerged after that 

many cong10merates, i.e. high1y diversified firrns, had lost touch with their markets 

and fell apart (e.g. AEG, Digital). In reaction to this many companies decided to focus 

again on their core competencies. They wou1d stay in touch with deve10pments in 

re1ated and unre1ated areas through strategie cooperation with other companies and 

organizations. This kind of partnering has severa1 advantages, providing that the 

partners match each other well. It allows for flexibility and shared risk. Good 

examp1es are supplier-buyer strategie partnerships, exporting using agents, and 

Research & Deve10pment partnerships. 

Together with the increased attention for partnering other strategie issues have 

also highlighted the question whether to use autonomous growth or joint 

deve1opment. First, the amount of money the deve10pment of new techno10gies 

requires has influenced make-or-buy decisions dramatically. Today attention is more 

focused on speed and flexibi1ity than on sole1y owning a techno10gy and protecting it. 

The proteetion often comes rather from keeping the pace of technologie a1 

deve10pment high than from defending the turf, a1though much depends on the 

industry. Second, time and timing have become critica1 factors. It is reflected in the 

previous arguments regarding keeping up with techno10gy but also p1ays a ro1e in 

timing of market entry (e.g. foreign markets). Moving quick1y has the advantage of 

more and better partners being avai1ab1e and distribution channe1s not yet being 

b10cked by other international or global competitors. 

The three strategie options of strategy-execution identified are thus part of a 

continuum with at the one end autonomous deve10pment or growth and at the other 

end acquisition. Cooperation with all its shades of gray is situated in the midd1e. The 

advantages and dis advantages ofthe three options will be discussed briefly. 

Se1f-deve10pment is slow and rather expensive but has as an important 

advantage of management being in control. Sometimes the situation does not allow 

for autonomous deve10pment. The know1edge or means may be 1acking or there may 

simply be not enough time for coming up with a new, competitive product onese1f. An 
examp1e is K1uwer Pub1ishers whose stock lost 30% of its va1ue when the company 

announced that it wou1d invest some 100 million dollars in Internet activities to meet 

the challenge of e-business. Investors had no confidence in K1uwer's autonomous 

growth strategy based on lack of skills in the area. Further they probab1y thought the 

amount to little and that a lack of speed might hurt the company's competitive 

position with competitors' moving faster using acquisition strategies. 

Cooperation and acquisition are more speedi1y strategies. Cooperation does 

not require a major investment or invo1ved, although this is also considered its 

weakness. Cooperation is more flexible than acquisition although the revenues (and 
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cost) also have to be shared. For both cooperation and acquisition a match in the 

partners' objectives and companies' culture is critical. Commitment of both parties is 

a key success factor for all 'joint' enterprises, as is good and clear 

leadership/management. 

Although we can distinguish these three different options, the fact that they are 

located on a continuum does not mean that they all are readily available to a company. 

Much will depend on the situation and who is cooperating with who in the market 

already. The more cooperation is present the fewer candidates for cooperation may be 

left for our own company. Reputation is an important factor when trying to attract or 

find good partners. 

6.5 GENERATING AND SELECTING STRATEGIC OPTIONS 

6.5.1 GENERATING OPTIONS 

After setting objectives and goals management should generate a number of 

strategie options that will help to accomplish them. This generating of options should 

be done with an open mind. In case of doubt it is better to include the option than to 

dismiss it too early. 

The process of option generation requires creativity. Therefore, some form of 

brainstorming may be useful. The above framework can be used as a guideline. 

Thinking in accord with accepted rules and staying within boundaries is bound to be 

less rewarding than exploring new paths to create value. Good strategies challenge 

existing rules rather than that they accept them. 16 Often ideas come from copying 

approaches from other industries. 

Options can be generated at all strategie levels identified. However, the foeus 

should be at the level at whieh the main strategie issues and problems are located. 

This is critical in order to remain consistent and solve the problems at hand! 

A strategie option can be seen as a road to a goal or objective. All plausible 

routes should be considered and evaluated. The degree of plausibility is determined 

by the nature of the problem or issue itself and the context of the SWOT(I) analysis. 

The danger of dismissing options too quickly is always present especially as managers 

think they know the problem, but are in fact biased because ofnarrow sightedness. 

What is appropriate to include as plausible options can be illustrated by the 

following (static) example. Imagine your objective is to travel from London to Rome. 

Different options are available apart from the question, which route to take and when 

you need to arrive there. Options of traveling include going by car, train, plane, but 

also by foot, motorbike or bicycle or even by hot air balloon, space shuttle or rocket. 

In most scenarios the first alternatives will be evaluated and the latter will be 

dismissed up-front. The basic selection takes place based on basic criteria such as 

time available, effort, money and technical stance. These basic criteria and 
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assumptions should be clarified to make clear why eertain alternatives are left 

unspoken. 

The option generation may foeus on finding a solution to the eompany's main 

problem or issue but ean and should also address the other issues identified. 

Consequently, a range of options will be generated. Again this has the advantage of 

looking beyond the direet strategie problems per se. Furthermore, it makes clear that 

there may be more problems that eompete for management's attention. In the proeess 

of evaluating the strategie alternatives it will be possible to set priorities for the short 

term and long term and thus prioritize the strategie options available. 

6.5.2 EVALUATING OPTIONS 

To evaluate the options identified evaluation eriteria need to be formulated. 

The idea is that an objeetive evaluation is better than a subjeetive and implieit one. 

The evaluation eriteria and evaluation proeess should be transparent and based on 

sound arguments. 

A good evaluation of strategie options uses a wide range of criteria, including 

the aeeeptability of the alternative for eompany stakeholders, use of the eompany's 

unique eompeteneies, use of future opportunities for eustomer value ereation eteeteras 

on top of simple eeonomie eriteria as Return on Investment (ROI) and net profit. 

In the literature three broad eategories of clusters of evaluation eriteria have 

been suggested: suitability, feasibility and acceptability. A good evaluation uses 

eriteria from each cluster. The number and allocation of eriteria over the clusters 

depend on the type of organization and the eompany's situation. For example, when it 

eoncerns a publie organization or ehemieal eompany more items from the 

aeeeptability cluster should be drawn than for a small eomrnereial food eompany. The 

social role or environmental issues make more attention for this eategory necessary. 

We discuss the clusters of eriteria next. 

Suitability 

The cluster of suitability eriteria includes two types of evaluation eriteria. 

First, it includes the questions and thus items referring to the fit of the option with the 

outeomes of the SWOT(I) analysis. Examples are: Does the alternative solve the 

strategie problem? And, does it make use of opportunities in the market for ereating 

new eustomer value? Seeond, it should help to evaluate the aeeomplishing of the 

eompany's objeetives and goals. When no serious eontribution is made, the option 

should be dismissed. 

Please note that suitability is a very important cluster for the evaluation of 

potential strategies. Its eriteria refer to the eore quality of the alternatives. It ensures 
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consistency along the line of future key success factors in the market, strategie issues, 

and value creation. 

Feasibility 

Except for checking the options' contribution in reaching our objective and 

making use of elements identified in our SWOT-analysis, we should check the 

alternative's feasibility. The latter has two dimensions. First, there is the option's 

internal feasibility. A company may lack the financial means, resources, skills or 

knowledge to execute it. This is the check from a core competence perspective. 

However, also external factors may be of influence. Finances and competencies 

should be evaluated with the company's main competitors and their strategie 

ambitions and reactions in mind. Furthermore, the element of time and timing should 

be included. 

We may argue that the internal situation of the company determines whether 

the strategie option is feasible, whereas the external aspects determine of affect the 

degree of feasibility. 

Acceptability 

An organization is a cooperative of individuals with a set of joint objectives. 

This multitude of people acts in a network of stakeholders that consists of banks, the 

govemment etceteras. For these internal and external stakeholders options may be 

more and less acceptable. Accessing their attitudes toward a strategie option because 

they can help or hinder the option's implementation significantly. This cluster of 

evaluation criteria is thus of a political nature. Examples of items are, e.g. 

acceptability of an option for employees, acceptability for shareholders, and 

acceptability for environmental groups. 

In the total evaluation process it is important to make sure to include items 

from each of these three clusters and to motivate carefully why the evaluation criteria 

selected have been chosen. When the criteria are selected the actual evaluation can 

take place. To ensure an objective evaluation it is useful to use a matrix that plots the 

options against the evaluation criteria and scores each option on each criterion. When 

desired different weights for each criterion can be used. Next per criterion a rating can 

be produced using plusses and minuses (--,-,0,+,++). To derive an overall judgement 

the scores can be summed up. The scoring should be accompanies by a careful 

motivation for each score and alternative in order to clarify the underlying 

assumptions and minimize subjectivity. Figure 6.4 shows an example. 
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OPTIONS 

CRITERIA I. Market 11. Product 111. Diversification 

Development development 

Suitability 

• solve marketing + + ++ 

problem 

• meet goals 

- 10% growth + + + 

- Customer retention 0 + + 

- Innovation 0 + + 

Feasibility 

• External feasibility 

- Competition 0 + -
- Customer needs + ++ + 

• Internal feasibility - + -

Acceptability 

• External stake holders + + 0 

• Own organization + + -
Overall score 6+,1- 10+,0- 6+,3-

When a single alternative is highly superior, one should question the 

evaluation's integrity. May be important options have been forgotten or the evaluation 

was rnanipulated in order to let a single alternative win. This sornetirnes happens 

eonseiously or uneonseiously. Sometimes managers beeome eommitted early on in 

the strategy fonnulation proeess and then work toward this option. However, as the 

purpose of the planning proeess is to plan more objeetively and to show the 

assumptions used, this needs to be reeognized and ehallenged. 

6.6 PRACTICAL GUIDELINES 

Several suggestions ean be made to help you with the SWOT(I) analysis. 

I. Remain objeetive and take a stanee. Do not put being diplomatie to your top 

management first. 

2. Do not reaeh closure to soon when generating options. Think broadly and let 

yourself be inspired by the developments identified in the external analyses and 

partieularly the vision on where the industry is going emerging from it. Keep in 

mind that when your options are too eonservative the strategie value of your plan 

will be limited. Think out of the box and ehallenge strategie reality for the best 

results. 

3. Try to sort or cluster the options identified using the three levels distinguished in 

this ehapter. It will help you in two ways: (1) it will help to ensure eonsisteney in 
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your plan, i.e. ensure that the options fit the strategic problems identified, (2) it 

will help to better understand the nature of your options and provide you with a 

check of completeness. When options of different strategic levels are included 

differentiate between these levels and make decisions for each level. Develop a 

perspective on differentiating between long and short-term solutions. 

4. Do not only state the options but provide enough detail so that anyone can 

understand them. Furthermore the detailing will help to understand the nature and 

content ofthe option and not leave it hanging in the air. 

5. Be sure to c1arify the criteria for evaluating your alternative strategies. It should be 

c1ear why a certain option is chosen and others dismissed. Always check the level 

of fit between each option and the SWOT analysis. This will ensure making good 

use of your strategic analyses and its conc1usions. 

6. Although the method was described in a rather mechanistic style please bear in 

mind that only when used more organically, allowing for iterations, it will 

generate good results. Focussing on finding a match between the organization and 

its future environment rather than filling in checklists is a key success factor. 

6.7 NOTES 

I Mintzberg (1987). 
2 Sidu, Nijssen and Commandeur (2000); Bunt, Wijnia and Kloosterman (1994). 
3 Bunt, Wijnia and Kloosterman, (1994). 
4 Johnson and Scholes (1999). 
5 Porter (1980). 
6 Johnson and Scholes (1999). 
7 Kotler (1999). 
8 Campbell-Hunt (2000). 
9 Treacy and Wiersema (1995). 
10 Cambell-Hunt's study shows that archytypes such as marketing and operationalleadership 
do exist and are related to cost economy types. However, excellence at the same time her 
results suggest -like we argue- that operational excellence types are more marketing, i.e. 
customer oriented. It is important to realize that cost leadership and operational excellence are 
related but somewhat different archytypes that may coexist in an industry. 
II Treacy and Wiersema (1995) p.3l. 
12 Treacy and Wiersema (1995) p. 35. 
I3 Treacy and Wiersema (1995) p.38. 
14 Ansoff (1969). 
15 Source: Ansoff (1969). 
16 Hamel (2000). 
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CHAPTER 7 
DELIVERING CUSTOMER V ALUE: 

EXECUTING MARKETING STRATEGY 

'If we 're not customer driven, our cars won 't be either' 

--- Statement by a Ford executive l 

7.1 INTRODUCTION 

Delivering eustomer value is as important as identifying value opportunities and 

ehoosing value positions. Aetivities related to aetually enabling eustomers to obtain the value 

that is being offered by the finn, by means of their produets and services, are moments of 

truth for any supplier finn. Thus, although the proeess of strategie analysis and strategie 

ehoiee is erueial to identifY value ereation opportunities that may evolve into sustainable 

eompetitive advantage for the finn, the quality of exeeuting marketing strategie ehoices, i.e., 

delivering the customer value is erueial for success in the marketplace. 

Unfortunately, issues related to execution and implementation of marketing strategy 

often do not get the attention they deserve. In strategie marketing planning processes, often 

ample time is allocated to the analyses and SWOT, but marketing strategy execution is either 

completed in minimal time or receives no attention at all. Needless to say that this stimulates 

failure rather than success ofthe marketing strategy. 

Making a strategy work eonsists of two main aetivities. First, identifying eustomer( s) 

(groups) to be served and detennining how they will be targeted. The latter is aecomplished 

by translating the decisions with respect to the finn's overall core positioning (i.e., the value 

definition) towards the specifie eustomer group(s). The overall positioning for the 

organization has been chosen as part of the competitive strategy. Now, in the execution stage 

ofthe marketing planning process, this positioning has to be given meaning for each customer 

segment that will be chosen to be served. This means designing a marketing program with the 

use of instruments such as the marketing mix, that delivers the value that the organization 
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ehooses to offer in a way that is superior or unique compared to other suppliers and that 

satisfies the needs and benefits sought by its target customers. This process is also referred to 

as the tactieal marketing process. Fortunately (and logically) market segmentation has already 

been performed as part ofthe external analysis. It will now be the starting point. 

Seeond, the marketing pro gram that is defined and the marketing taetics that have been 

chosen should lead to eorresponding activities by members of the organization. Thus, the 

strategy that has been chosen and will be translated into a more detailed plan of marketing 

activities will have to be implemented within the organization in order to "get things done". 

This refers to the process of strategy implementation. It encompasses all organizational 

requirements to implement the strategie ehoiees made by the organization. As such, it refers 

to issues such as allocation of tasks and budgets, implementing organizational changes, 

designing organizational structures, systems and processes in order to implement strategy, 

etceteras. The implementation process is discussed in Chapter 8. In the present chapter we 

will address the marketing program and the marketing plan that are aimed at executing 

marketing strategy and delivering the value to eustomers that the organization chooses to 

serve. 

7.2 THEORETICAL BACKGROUND OF MARKETING EXECUTION 

Traditionally, marketing has focused extensivelyon the exeeution of marketing 

aetivities aimed at serving customer needs. Much attention in the 1960's and 70's was 

devoted to identify the optimal mix of marketing tools or instruments that the marketer eould 

use to target the customer market. The very weIl known "4 P's" introdueed in the early 1960s 

by Jerome MeCarthy based on earlier work by Neil Borden received substantial attention in 

the years thereafter, both among marketing praetitioners and academics alike. So marketing 

has sinee lang been paying significant attention to activities that relate to aetually executing 

marketing deeisions. This would make one think that marketing exeeution by means of 

formulating a marketing program based on a set ofmarketing instrumental aetivities as part of 

the overall strategic marketing planning proeess should be a pieee of eake. Unfortunately, the 

eontrary seems to be the case. As Nigel Piercy notes: "it is suggested that many of the 

problems faced in marketing implementation arise not simply from practieal problems in 

management execution skills, but beeause eonventional approaches to strategy development 

in marketing are based on the view that strategy development or formulation and marketing 

implementation are distinet and sequential activities".2 Indeed, strategy formulation and 

marketing exeeution have suffered from a serious 'distance' between the two in the past. 

As strategie planning became in vogue in the 1970s, strategy and marketing 

management evolved distinctively. Strategy was concerned with the formulation of lang term 

strategie plans, whereas marketing dealt with formulating specific aetivities to target the 

customer market. The bridge between the two was essentially non-existent (see also chapter 

1). This led two marketing academics, George Day and Robin Wensley, in 1983 to plea for a 
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strategie approach to marketing.3 In essence, they pointed out that marketing should be 

involved in strategy formulation too as it had to play an important role in two highly strategie 

issues: 'which markets should be served and what offer should be made to these eustomer 

markets?' (ehoiee of business/market), and 'in what way are we distinetive from our 

eompetitors?' (distinetive advantage). These issues were not addressed by marketing 

management in a strategie way and were not translated into marketing aetivities by the 

strategists of the organization. At the same time these strategists beeame more and more 

aware of the importanee to link strategie planning to management (leading to the emergenee 

of strategie management). Consequently, the attention for bridging the gap between strategie 

ehoiees and marketing management (exeeution ofmarketing aetivities) inereased. 

Marketers began to und erstand that an effeetive "translation" of strategie ehoiees into 

speeifie marketing aetivities required that marketing instrumental ehoiees were made 

interdependently and in eoneordanee with the strategy formulated at the top of the 

organization. In order to aeeomplish such, awareness rose that market-related ehoiees (such as 

whieh markets, or parts of markets to serve, and how) that direetly follow from strategie 

ehoiees at the eorporate or business level should drive the marketing program (=the set of 

marketing instrumental aetivities to be deployed). Consequently, segmentation and market 

targeting beeame important tools. Segmentation helps to outline the speeifie eustomer needs 

the eompany intents to address and targeting serves to narrow down the market and 

partieularly the business domain defined. Next, positioning serves to define and eommunieate 

the eompany's unique positioning vis-a-vis its eompetitors in the market. Segmentation, 

targeting, and positioning help to bridge strategy formulation on the one hand (the traditional 

'strategie planning') and marketing exeeution (marketing pro gram and plan; the traditional 

'marketing management') on the other. In the next paragraph we will diseuss how these 

concepts should be understood in the light of marketing strategy exeeution and we will 
diseuss the eontent of the aetual marketing exeeution proeess by means of the marketing 

pro gram and the marketing plan. 

7.3 CONTENT OF MARKETING EXECUTION 

Marketing strategy refers to the way in whieh an organization ehooses to eompete on a 

speeifie market by me ans of a speeifie positioning. Thus, marketing strategie ehoiees 

determine the value proposition that will be offered for the eompany's target eustomers. 

Exeeution of a marketing strategy then refers to the way that the value proposition will be 

delivered. If the organization ehooses to target all eustomers in the market without 

differentiating between them and uses the same marketing pro gram for everyone, it is using 

undifferentiated marketing. If, on the other hand, it designs and uses a separate marketing 

pro gram for eaeh market segment distinguished (or even sometimes for eaeh eustomer) the 

organization uses a differentiated marketing approach. However, the eompany ean also target 

only part of the market. It may for instanee target a single, very speeifie segment. This is 
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referred to as focused marketing or concentrated marketing. When special competencies are 

required to serve the segment we speak of a niche and thus a niche marketing strategy. Under 

these conditions the segment tends to have its own market leader and the type of competition 

is different from the market at large. 

Factors such as segment size, segment growth, segment profitability (potential), 

current and potential competition, and the organization's own capabilities and resources will 

influence the company's decision regarding these alternative marketing strategies. 4 For 

example, small companies tend to specialize. Companies opting for a niche strategy often 

reduce risk by serving multiple niches. The portfolio analysis discussed in chapter 4 can help 

to identify interesting market segments. 

Once market segments have been selected the organization should choose her 

positioning strategy. Positioning is the way in which an organization, brand, or product 

attempts to achieve a sustainable, financially attractive position vis-a-vis competitors that in 

the perception of the target customer is to be preferred over competing and alternative 

products, brands or organizations. A positioning has to be chosen for each target segment or 

customer that is to be served. In the event that the finn pursues an undifferentiated marketing 

strategy, this positioning will be identical for all segmentslcustomers. The more the 

positioning is tailored to specific customer segments or even to individual customers the more 

differentiated the company's marketing effort and the more expensive its marketing program 

generally becomes. The choices made with respect to its positioning are generally described 

in detail in a positioning or brand concept or statement. It reflects the brand (or supplier's) 

value proposition ('why should I buy this brand/product?'). It fonns the inspiration for 

programming the specific marketing strategies that are geared at delivering the customer 

value. The positioning statement serves as guideline for the marketing planning process at the 

tacticallevel. Therefore, in order for the positioning statement to be effective, it has to satisfy 

certain requirements. More specifically, a positioning should clearly: 

• demonstrate the core value that the organization offers its customers 

• demonstrate differences between the organization and its competitors 

• be consistent, and 

• be a meaningful starting point for executing the marketing pro gram (this chapter) and 

implementing marketing activities (next chapter). 

Based on the organization's chosen positioning, a marketing program is to be 

designed. For each segment or group of customers that the organization has chosen to 

differentiate its positioning for, such a marketing program will have to be developed. This 

includes fonnulating marketing objectives and goals and filling in the marketing mix 

consistent with the positioning. The marketing mix is a set of tactical marketing instruments 

that can be used to fonnulate a coherent set of marketing activities that enables the finn to 

deli ver customer value that is consistent with its value proposition. Traditionally, the 
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marketing mix has been described to consist of "4 P's", i.e. Product (the total product or 

service offer), Price (the monetary cost that the customer has to suffer to obtain the offer), 

Place (the means of distribution by which the offer is delivered to the customer and the 

process that enables this delivery), and Promotion (all communication and sales promotion 

activities with respect to the offer).s However, since its introduction, several additions to the 

marketing mix has been proposed. First and most importantly, the marketing mix has been 

extended to fit services, business-to-business, and retailing, and to make a dear distinction 

between structural aspects and promotional aspects with respect to each of the marketing 

instruments in the mix. In paragraph 7.4.1, we will discuss the marketing mix in more detail. 

Second, the marketing mix has been criticized for using a seller's rather than a buyer's 

perspective.6 Altematively, the four "C's" have been proposed that mirror the P'S from a 

customer point of view: 

Product 

Price 

Place 

Promotion 

-+ Customer value 

-+ Cost for the customer 

-+ Convenience 

-+ Communication 

This customer perspective stresses the customer value dimensions of the 4 P'S. 

Customers are interested in the value offered to them rather,than the product. Also, the costs 

that have to be incurred go beyond price as there are searching, acquisition, and usage costs. 

Furthermore, customers would like to obtain offerings in a way that is convenient and hassle 

free. In most cases, customers also prefer two-way communication rather than one-way 

promotional activities. Focusing on customer value rather than merely "selling products" is 

the view any marketer should take. One should realize that product attributes are only the 

means to satisfy the benefits sought by the customer, not the end. 

In sum, executing marketing strategy involves decisions with respect to market 

positioning, marketing programming and marketing planning, based on market segmentation 

research and target marketing decisions. The last two activities are part of the strategic 

marketing planning process and relate to the stages of strategie analysis and strategie ehoiee, 

respeetively. In Figure 7.1 the proeess is visualized. 
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Figure 7.1: The process of value delivery: segmentation. targeting. positioning and marketing 

strategy execution and implementation1 

Strategie analysis: 

Market 
Segmentation 

I. Identi fy customer 
needs and segment the 
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2. Develop profiles of 
the resulting segments 
(e.g. via research) 

1. Evaluate 
attraetiveness of each 
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2. Select target 

Define eore and 
distinetive eapabilities 
and resources 

V ALUE IDENTIFICATION 

& SELECTION 

Strategie ehoice: 

1. Identify differential 
advantage per segment 
2. Define value 
proposition per 
segment 

V ALUE DEFINITION 

Exeeution and 
Implementation: 

Marketing Program 

1. Choose marketing 
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individual instruments 

Marketing Planning 

Develop a specific 
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2. Design organization 
3. Control 

V ALUE DELIVERY 

(SEGMENTAT/ON~ TARGETING~ POS/T/ON/NG~ PROGRAMM/NG~ PLANN/NG~ IMPLEMENT/NG) 

In the Chapters 3 through 6 we discussed the process by means of whieh an 

organization ean identify value opportunities by earefully segmenting and analyzing the 

market (Chapter 3), relating this to the organization's resourees and eapabilities (Chapter 4), 

thus enabling the firm to make adequate strategie ehoiees in the light of their objeetives 

(Chapters 5 and 6). In the following paragraphs of this chapter we will further address the 

proeess of value delivery (marketing programming and planning) based on value definition 
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choices. Chapter 8 will addresses the implementation ofthe marketing plan and organizational 

and financial implications ofthe choices made. 

7.4 INSTRUMENT TO USE: THE MARKETING (EXECUTION) PLAN 

Next, we will discuss the marketing plan as an instrument to execute the marketing 

program. Although the marketing plan is not an instrument similar to the tools we discussed 

elsewhere in this book, it is a useful format to help formulate systematically a marketing 

pro gram and drawing up a marketing execution and implementation plan. First, we will 

address the marketing pro gram that should be formulated based on the positioning 

strategy/statement (7.4.1). Second, we will review the contents ofthe marketing plan. We will 

introduce a guideline for detailing and executing value delivering marketing activities (7.4.2). 

7.4.1 THE MARKETING PROGRAM 

The objective of marketing programming is to design a set of marketing activities that 

delivers customer value in a way that it is consistent with the organization's positioning 

strategy (value definition) for the customers they serve. Therefore, the first issue an 

organization has to address is to what extent marketing programming should differentiate 

between customer segments, depending on the heterogeneity of customer groups served and 

value propositions defined. Next, the organization has to decide on the specific types of 

marketing activities to use in communicating and delivering their offerings. This first requires 

choosing the marketing mix to be used. As we defined in the previous paragraph, the 

marketing mix refers to a coherent set of marketing activities. It inc1udes identifying the 

different instruments that are available to the firm. Generally, the company will try to find the 

most effective instruments and select them for its 'tool kit'. Second, the instruments should be 

aimed and attuned to one another in order to create a consistent set of activities with a 

mutually strengthening (and synergistic) effect. Thus, a consistent and integrated marketing 

program is designed. It should effectively deliver and communicate the company's value 

proposition to its target customers. Let us illustrate this idea with an example. 

In the late nineteen eighties, the Toyota company decided to manufacture and market a car in 
the luxury car segment: the Lexus.8 This was a market segment that Toyota traditionally did not serve. 

As Toyota realized that their brand image at that point in time was formed by the cars they had 
previously marketed, the company decided to market their luxury cars with a new brand name. 
However, Toyota probably would not have been as successful with their new brand as they were in 
case they had not also changed the marketing activities for the new brand dramatically. Toyota's 

traditional success was based on marketing reliable quality cars at very competing prices in the mass­

market car segment (especially compact cars). Although they held on to this core positioning (reliable 

quality cars at competing prices), the marketing mix for the Lexus was a totally different one from the 
marketing mix of Toyota's other cars. Realizing that Lexus had to succeed in the luxury car market, 

Toyota attracted new car dealerships that were characterized by high levels of personal attention and 

service towards the customer. Also extensive guarantee was offered on the product in order to stress 
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the high quality and reliability aspect. The price was also set highly, but at a competing level against 

competitors such as Mercedes and BMW. The essence of Toyota's success with respect to Lexus can 

largely be attributed to the choice and the degree of consistency between the instruments of the 

marketing mix that are deployed. First, Toyota carefully selected the marketing instruments to be used; 

personalized customer relationship management was one of the key instruments in their marketing 

program. Also their product offered significantly more value for money than other competing offers. 

Technically, the product was among the most advanced. Second, the marketing mix instruments were 

carefully attuned to one another. For example, new distribution outlets that matched the new brand's 

positioning were developed to market the product. Communication activities and media were designed 

to match the positioning. In sum, based on their core positioning of reliability and quality at competing 

price, Toyota successfully developed a new brand for a new customer segment and used its positioning 

as both starting point and binding factor for a new mix of marketing instruments. Such a mutually 

consistent set of marketing instruments is representative of a true marketing "mix" rather than a 

bundle of decisions on separate marketing instruments. This illustrates the pivotal role of positioning 

in formulating any marketing pro gram. 

In formulating a marketing program a firm has to address two different decisions. 

First, the organization has to decide on the marketing instruments to be deployed in the 

marketing program. Toyota, for example, inc1uded personal relationship management in its 

marketing mix for Lexus, whereas this instrument played a lesser role in its mix for Toyota 

cars. Second, the organization has to carefully attune the marketing instruments. The example 

shows how Toyota developed two different brand images creating synergy between its brands, 

products and organization meeting the increasingly important need for a coherent marketing 

miX. 

An organization should be aware of potentially relevant sets of marketing instruments 

that can be deployed. Below, we will discuss the most popular sets that have been proposed in 

the literature. 

7.4.1.1 TUE 4-P FRAMEWORK 

The traditional set of marketing instruments, introduced in the early nineteen sixties 

(by Jerome McCarthy based on earlier work of Neil Borden), refers to a framework of four 

"P's": Product, Price, Promotion, and Place (Distribution). 

The 'Product' refers to the organization's most important marketing instrument, i.e. its 

offering to customers aimed at satisfying their needs. As such, it is the representation of the 

core proposition that the firm offers to the market. Therefore, it also is an important means for 

the organization to differentiate itself from the competition. It should be understood that the 

'Product' is more than a physical product. It also refers to services ('service products'), but 

also captures the different levels of the offering. Following Theodore Levitt's well-known 

c1assification ofproducts, it inc1udes the core product (the core benefit offered by the product 

that relates to the core need that the product satisfies), the tangible product (the physical 

product that is being offered or the tangibles in the case of services), and the augmented 
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product (that refers to the tangible product supplemented with aB additional services­

'product services' -such as product guarantee, financing and so forth). 

When formulating the marketing instrument of 'product', firms should consider the 

decisions regarding all three levels. Decisions related to product innovation, elimination, and 

modification are part of the marketing instrument also. 

Just like all marketing instruments 'Product' consists of a sub-set of instruments. With 

respect to 'product' decisions the following aspects can be distinguished: 

- product variety - packaging 

- quality - design 

- features - brand name 

- sizes - services 

- warranties - returns 

'Price' refers to the costs that customers have to bear to acquire the organization's 

offering. It generally refers to the list price of the product, but may include additional pricing 

schemes such as bundled pricing (the -often discounted-price of products when obtained in 

a bundle rather than separately), add-on pricing (prices of additional, supplementary 

products), promotional pricing (special offers, discounts, allowances), differentiation pricing 

(different prices for different market segments, time instances etceteras), and psychological 

pricing (appealing prices -such as EUR 5.99 instead of EUR 6.01-or prices to reflect the 

image-such as rounded prices, e.g. EUR 75.000 for a luxury car rather than EUR 74.999). 

Also decisions with respect to payment periods and credit terms are part of this marketing 

instrument. Three basic pricing strategies are distinguished. Firms may follow one or any 

combination. First, many organizations choose to set their prices (largely) based on the costs 

they incur. In case of these cost based pricing methods mark-up percentages are added to 

include the desired profit (or return on investment) in the list price. It goes without saying that 
such a pricing method does not take into account any market conditions. High cost levels are 

reflected in high list prices. Although it may seem strange from a marketer's point of view, 

cost based pricing is still very popular among firms. It is probably its objectivity and 

simplicity that contributes to this high level of penetration.9 Other pricing methods that do 

take market conditions into account include competitor based pricing and customer based 

pricing. In case of the former, competitors' prices are the point of reference for the 

organization's price setting. With customer oriented pricing, customer price perception and 

customer demand are taken as the starting point for the company's price setting. More 

recently, attention for value based pricing has increased. Here the prices are set based on 

customers' perception ofthe value ofthe offerings in the market. 

The decisions with respect to 'Promotion' cover a broad spectrum of communication 

activities and instruments. This marketing instrument includes five broad classes ofmarketing 

instruments, i.e., Advertising. Safes promotion, Public Relations (PR), Sales force, and Direct 
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Marketing (DM). Iable 7.1 shows examples of different promotion tools that relate to each of 

these five promotion instruments. 

Iable 7.1: Promotion instruments and their tools10 

Advertising 

Print and broadcast ads 

Packaging 
Motion pictures 
Brochureslbooklets 
Posters/leaflets 
Directories 

Billboards 
Displays 

Sales Force 

Sales presentations 
Sales meetings 

Incentive pro grams 

SampIes 

Fairs and trade shows 

Sales Promotion 

Contests, games, lotteries 

Premiurns and gifts 
Sampling 
Fairs; trade shows 

Demonstration 
Coupons 

Rebates 
Low-interest financing 
Irade-in allowances 

Direct Marketing 

Catalogs 
Mailings 
Telemarketing 

Electronic shopping 
IV shopping 

Fax mail 
E-mail 
Voice mail 

Public Relations 

Press kits 

Speeches 
Seminars 
Annual reports 
Sponsoring 
Publications 
Community relations 

Lobbying 
Company magazine 
Events 

In essence, promotion instruments are communication activities that are aimed at 

affecting any (combination) of the stages in the customer's decision making process. In 

general, three stages are distinguished that may be subject to targeting by communication 

activities. Ihese inc1ude the stages of knowledge (cognition), feelings (affection, emotion), 

and action (behavior). Of course, each stage can be subdivided in sub-stages in order to reflect 

the buying or decision making process more realistically. Ihe communication instruments 

available to the organization differ in their effectiveness per (sub-) stage. Iherefore, 

dependent on the communication objectives, the finn should carefully select and use these 

instruments. 

Finally, 'Place '-----or better: distribution-refers to all instruments that are available to 

an organization in order to deliver the offering to the customer. Ihis market instrument relates 

to two kinds of decisions. First, the organization needs to consider how products and services 

are physically distributed to customers; this relates to the supply chain. Second, the supplier 
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needs to decide what marketing activities which parties in the marketing channel will cover. 

Note that physical distribution activities need not coincide with marketing activities. 

Wholesalers, for example, often primarily have a distribution function, whereas some Internet 

retailers may predominantly have a marketing function. A basic decision that needs to be 

addressed is whether the organization will choose to serve customers in a direct or indirect 

way (using middlemen). Place decisions include issues such as: channels to be used, market 

coverage, assortments, locations, inventory, and transport. I I 

7.4.1.2 ADDITIONAL P'S: POUTICS AND PUBUC OPINION 

Philip Kotler proposed to add two P's to the traditional framework, especially to 

reflect the increasing importance of global marketing. These include 'Politics' and 'Public 

opinion '. The former refers to political activities, such as lobbying, that can have an important 

effect on the organization's marketing effectiveness (e.g., in the case oftobacco companies). 

The latter P relates to the influencing of moods and attitudes of the general public that 

severely can affect consumption (e.g., public opinion on a1cohol consumption). 

7.4.1.3 THE 7-P FRAMEWORK OF SERVICE COMPANIES 

Especially for organizations selling services, i.e. delivering customer value through 

service provision, three additional marketing instruments have been proposed to playavital 

role. These include Processes, Physical evidence, and Personnel. 'Processes ' refer to the 

service provision process, including the procedures used to deliver the company's services to 

its customers and the interaction process between supplier and customer. As the customers 

participate in the service delivery process they have a large influence on its (perceived) level 

of quality. Understanding and optimizing the service delivery processes is important to 

achieve customer satisfaction. 'Physical evidence' relates to the tangibles that are part of the 

value delivery process. Although a service is (largely) intangible tangibles can often be used 

to physically support the service and/or signal certain service quality levels (e.g. waiting 

room). 'PersonneI', finally, refers to the actual providers ofthe service. Since they determine 

the customer's service experience to a large extent, personne1 is a key marketing instrument in 

customer value delivery. Generally a distinction is made between front and back office. 

Increasingly all organizations are considered some sort of service company. In order to 

deliver customer value that is differentiated from and superior firms need to be highly 

customer oriented. In order to implement such a customer orientation effectively, the 

marketing instruments that have been used in the context of services marketing have proven 

to be most effective. They play an important role when the goal is not only to satisfy the 

customer, but to delight the customer. 12 The reason is that the 7-P framework involves the 

company as a whole, and via the variable 'personnei', includes internal marketing. 
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7.4.1.4 FROM MARKETING PROGRAM TO MARKETING PLAN 

Onee the organization has deeided on both the general and speeifie set of marketing 

instruments to be used in exeeuting the marketing pro gram and in what ways these 

instruments should be interdependent, a more eonerete plan of exeeuting the proposed 

marketing aetivities ean be developed. Such a plan should be developed for every market 

segment that will be targeted in a differential way. The marketing plan is the subjeet of the 

next paragraph. 

7.4.2 THE MARKETING PLAN 

A good tool to ensure adequate attention for marketing strategy exeeution and 

implementation is the marketing plan. The marketing plan eoneerns a detailed planning of the 

aetivities that are part of the marketing program, whieh results from the marketing strategie 

ehoiees made earlier in the marketing planning proeess, partieularly the targeting and 

positioning. The plan should start by summarizing the strategie ehoiees made and stating the 

overall marketing objeetives and goals the eompany will pursue (e.g. 40 percent market share 

in 2 years). Next the marketing taeties and operational aetivities need to be developed for the 

planning period. It should be aeeompanied by an implementation plan in order to faeilitate its 

exeeution. Here we will foeus on the eontent whereas the implementation will be diseussed in 

Chapter 8. 

Using the strategie summary as an inspiration and guideline the marketing instruments 

need to be filled in aiming for a eoherent mix. Using a similar strueture per instrument is 

useful. It will keep the plan transparent and make it easy to check for eompleteness. Also eaeh 

instrument's eontribution to the overall marketing goals and objeetives will be helped as they 

are individually speeified. 13 To further eaeh instrument's role the following aspeets should be 

addressed for eaeh instrument: 

• Objective: what is the objeetive that this partieular marketing instrument should satisfy 

(also in relation to the more general marketing objeetives and the objeetives of other 

marketing instruments in the mix that is chosen)? 

• Strategy: in what way should this instrument aehieve its objeetive and how does this eo­

align with the overall strategie ehoiees (espeeially the value definition and market 

positioning)? 

• Execution: what speeifie (taetieal and operational) aetivities need to be undertaken in 

order to exeeute the strategy for this partieular marketing instrument? 

• Contro!: how is the effeetiveness of this partieular marketing instrument in aehieving its 

objeetives measured? 

This will result in the formulation of different plans for the speeifie marketing 

instruments that will be deployed. Thus, a produet plan, eommunieation plan, and distribution 

plan are developed. 
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In addition to the detailed fonnulation of the individual marketing instmment plans, a 

detailed comment should be made with respect to how the instmments complement each other 

in general and over time in particular, allowing for synergy. This will help the marketing 

instmments to fonn a coherent mix of marketing activities that can be orchestrated in such a 

way as to effectively deliver the customer value as defined in the finn's corporate or business 

strategy and positioning statement. Table 7.2 summarizes the key elements in the (annual) 

marketing plan as discussed. The latter part relates to the implementation plan of the 

marketing strategy, its financial implications and control, will be discussed in the next 

chapter. 

Table 7.2: The key elements ofthe (annual) marketing plan 

MARKETING PLAN 

I Strategie Summary 
Strategie audit: opportunities for value delivery 
~ most signifieant opportunities and threats 
~ most signifieant resourees and eapabilities (strengths and weaknesses) 
~ strategie issues 

Strategie ehoiees: value definition, market targeting and positioning 
-7 eompetitive strategie ehoiees 
~ growth strategy 
~ target segments 
~ positioning (overall and per segment in ease of differentiated marketing strategy) 

11 Marketing Mix 
Choiee of marketing instruments to be deployed 

Interdependeney of marketing instruments and their relation to the overall value 
definition and eore proposition 

111 Marketing Instruments 
Explicit formulation per marketing instrument for eaeh separate target market: 
- Instrument' s objeetive 
- Instrument' s strategy 
- Instrument's exeeution plan 
- Instrument eontrol 

IV Marketing Strategy Implementation 

Organizational ehanges 

Organization strueture 

Resouree alloeation 

V Finanee 

VI Control 
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The strategie summary is a representation of the outcomes of the strategie (external 

and internal) and SWOT -analyses and the ehoiees made in the strategy formulation stage. 

They are eovered in detail in the eomprehensive overall strategie marketing plan. Here, in the 

annual marketing plan-as the major plan of the exeeution and implementation stage-a 

summary ofthe strategie fundamentals suffiees. 

Planning ofthe marketing mix and the marketing pro gram are at the eore ofthe annual 

marketing plan. Although strategie fundamentals may not change yearly, marketing programs 

are more open to ehange-depending, of course, on the rate of change within the organization 

and its environment such as eompetitive aetions and reaetions. As the marketing pro gram is 

the aetual exeeution of the marketing strategy, it is of primordial importanee that the 

marketing plan provides a detailed outline of the marketing aetivities that will have to be 

exeeuted. They need to be updated regularly. Experienee has shown that many organizations 

pay ample attention to the strategie analysis and ehoiee phases, but hardly eare to translate 

marketing strategie ehoiees into aetionable strategie marketing programs and plans. Too often 

the exeeution is ineonsistent with the analyses and ehoiees. Consisteney and the formulation 

of a eoherent program should be the foeal point. In ease the organization pursues a 

differentiated marketing strategy, eaeh segment should be targeted separately. We will 

illustrate this proeess below for the traditional marketing instruments (the "4 Ps"). 

Consider an organization that has chosen to target two main eustomer segments. The 

benefits sought by eonsumers in both segments vary and so does their buying behavior. 
Therefore, a differentiated marketing approach seems ealled for. In the strategie marketing 

planning proeess, strategie ehoiees regarding the value that the organization will offer to its 

eustomers will have to be defined as weil as eompetitive, growth, and development strategies. 

Also marketing goals need to be speeified. Now, these strategie ehoiees are to be speeified 

into aetionable marketing programs. That requires that, given the positioning statement of the 

firm, plans for the organization's offering, prieing, promotion, and distribution should be 

developed. We will illustrate this by me ans of a fietive example. Consider a hotel that wishes 

to grow by offering hotel faeilities to business and holiday eustomers in Europe. 

Key starting points are: (a) the marketing strategie ehoiees made and the speeified 

level of growth as this will determine what the organization will and will not do, and (b) 

information on eustomers and eompetitors that is obtained in the external analysis as this will 

provide neeessary input for formulating the marketing instruments. 
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(a) Strategie summary (ehoiees): 

- Target market: the hotel chain wishes to target both holiday makers and business customers in 

Europe. 

- Positioning: the hotel chain offers superior customer value by providing high quality service at 

competitive prices, personalized attention to customers, high quality locations-but not in the 

most busy areas. 

- Marketing goals: 15 and 22 percent market share in two years time for the two segments, 

respectively. 

- Competitive strategy: the organization pursues a differentiation strategy (key differentiators: 

product offering, customization, location). 

- Growth strategy: market development and penetration. 

- Development strategy: internal (own funding) and by means of acquisition. 

(b) Key customer & eompetitor information*) 

Segment: 
Customer profile 

Key benefits sought 

Buying behavior 

Competing offerings 

'holiday makers' 
-Young singles & couples 
-Families**) 

Relatively low cost, 
fun, entertainment 

Makes own reservation 
Sometimes no reservation 
May consider range of 
alternatives 

Many differentiated 
alternatives 

'business people' 
Managers 35-55 yrs. old 

Efficiency, convenience, privacy, 
comfort, support, empathy 

Reservations made by secretary 
Always make reservation 
Is likely to have short list 

Weil known, comparable, chains 
(e.g., Hilton, Sheraton) 

*) For the sake ofthe example only minimal exemplary information is provided here; normally, 
the customer and competitor information -although briefly summarized here-will be more 
comprehensive. 
**) These groups could be considered as separate segments in the marketing program as their 
needs and benefits sought probably differ significantly. 

The strategie summary indieates that the marketing instruments of produet, priee, 

personal relationships, and distribution (=loeation in this example) play an important role. 

This ehoiee of instruments and their interdependeney together form the relevant marketing 

mix for the organization. This ean be depieted as in Figure 7.2. 

Note that this marketing mix refers to the marketing instrumental choiees for the 

overall market to be served. Speeifie formulation of the contents of each instrument will 
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require adjustment to the specific requirements and characteristics of each market segment 

that is targeted. 

Figure 7.2: The Marketing Mix-Example 

PRODUCT: 
High Quality 
Customized service 
Personalized 
approach 

PERSONAL 
RELATIONSHIP: 
One-to-one 
targeting 
Customized service 

PRlCE: 
Lower than large 1 SI 

dass hotel chains 
Higher than middle 
dass hotels 

High quality 
location in 
relatively quiet area 
(cheaper) 

The choice of marketing instruments and the way in which they relate to each other 

constitutes the marketing mix. Although a plan will be formulated for each marketing 
instrument the plans are and should be interrelated and thus should refer to one another. As 

we indicated in this chapter, four basic items need to be addressed when formulating an 

execution plan for marketing instruments. First, the objective of the marketing instrument 

needs to be specified. This means that it should be c1ear what purpose the marketing 

instrument will serve in the light of the overall marketing objectives and marketing strategy. 

Second, the instrument strategy needs to be outlined. This refers to the way in which the 

instrument will achieve its objective. For example, the objective ofprice may be 'maximizing 

revenue'; this may be achieved by a pricing strategy of premium price levels. Third, an 

execution plan for the instrument needs to be drawn up. What exact price levels are going to 

be set; when will prices be lowered or raised; what discount policy-if any-will be followed, 

and so forth. Fourth, the parameters to measure the effectiveness of the instrument in 

achieving its objectives need to be outlined. 

We will continue with a plan for a single marketing instrument in order to illustrate the 

above mentioned steps. As product is at the core of the value adding process we will focus on 

the product plan. 
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Product Plan 

A product plan consists ofthe following elements: 

• Product objective 

• Product strategy 

• Content of the offering 

• Control measures (measurement of effectiveness) 

Product objective 

The objective of a marketing instrument should drive the decisions that are taken with 

respect to it. With respect to the objectives, one should think of the primary goals that are to 

be achieved by the instrument 'Product'. First of all this refers to the core benefits of the 

product for its target customers. In detailing the product objective, these benefits need to be 

explicitly formulated in order to prevent marketing myopia. 

For the example ofthe European hotel chain the following product objectives might be: 

Segment 'holiday makers': The product objective is to provide high quality accommodation services 

that are perceived to be customized to the individual guest and that trigger a sense of fun. 

Segment 'business people': The product objective is to provide high quality-no nonsense 

accommodation to the experienced and demanding business traveler that is perceived to be customized 

and is generally located in other areas than the major business hotels. 

Product strategy 

In essence, the product offered by the firm represents the value that the organization 

aims to provide its customers. Thus, in the event that the organization has the objective to 

provide products that are to be perceived of high quality, the product strategy should reflect 

this. The product strategy pro vi des the supplier's response to benefits sought by customers by 

means of specific choices with respect to the value offered. As customers evaluate a product 

based on salient attributes and their related benefits a characterization at the attribute level 

would be appropriate. This will also facilitate controlling for different segments served by 

different value offerings. It will be easy to indicate the attributes that have particular appeal 

for certain segments. Product strategies for the segments that are to be served by the hotel 

chain in our example might look as follows: 
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Product strategy-example 

Segment 'holiday makers': The objective to provide high quality, customized service with a sense of 

fun will be achieved by pursuing a product strategy that focuses on delivering personalized 

accommodation services by highly qualified people in an exiting setting. The offering should reflect a 

sense of fun by being located in lively and tourist-friendly areas, the accommodation should breathe an 

atrnosphere of relaxation and guests should be able to enjoy entertainment services. 

Segment 'business travelers': The product strategy is to offer a superior quality product that is 

customized to the demanding wishes of experienced business travelers at a competitive price; the latter 

is accomplished by choosing high quality, but less expensive locations. 

Product execution 

The product strategy is given concrete meaning by detailing the offering in a product 

execution plan. It relates to the specification of the core, tangible and augmented produci. All 

aspects of the product, including packaging, brand name, service augmentations, and so forth 

should thus be included in the product execution plan. Service products should be described in 
detail including both tangibles and intangibles. 

Product execution--example 

For our example ofthe European hotel chain, the value to be delivered to customers may be executed 

as follows: 

Segment 'holiday makers': 

Core service: 

Peripheral services: 

Augmentations: 

Tangibles: 

overnight accommodation, catering 

entertainment, tourist information, sports 

pay-Iater facilities, service guarantees 

hotel architecture and physical appearance, hotel (including room etc.) 

interior, personnel clothing, table wear, etc.; 

all with a holiday-like appearance 

Segment 'business traveler': 

Core service: 

Peripheral services: 

Augmentations: 

Tangibles: 
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overnight accommodation, catering 

meeting and conferencing facilities, communication facilities, 

secretarial support facilities, etc. 

transport reservation services, financing arrangements, etc. 

same as above, but with a business-like appearance 



Product control 

The final element of the product execution plan as part of the marketing (execution) 

plan concems the formulation of control measures in order to test the effectiveness of the 

product plan used. These control measures should therefore be direct1y reflective of the 

objectives with respect to the particular instrument-here, the product. For example, if the 

organization chooses to formulate product objectives in terms of product quality, evaluation 

measures with respect to perceived or realized (technical) quality need to be developed and 

used. Customers can be asked to rate the quality of the value offered; the amount of 

complaints can be registered; quality measures can be used to evaluate technical quality (such 

as percentage of come-backs etc.) and so forth. Some examples for product control measures 

for the example ofthe European hotel chain are given below. 

Product control-example 

The effectiveness of the product strategy in achieving the product objectives by the hotel in our 

example can be evaluated by measures such as: 

- Customer satisfaction 
- Customer' s perceived degree of product (service offering) customization 

- Frequency and nature of customer complaints 
- Customer loyalty (repeat purehase rate) 

- Customer evaluation of specific items such as hotellocation, specific services 
- Degree of customers that visit based on word-of-mouth information 

- Etc. 

Obviously, it would be insightful to differentiate these measures for the different segments served. 

With the completion of all instrumental plans, the marketing program has been 

specified and is ready for implementation. The issues involved in the implementation process 

will be discussed in the next chapter. 

7.5 PRACTlCAL GUIDELINES 

We conc1ude this Chapter with some practical guidelines to successfully formulate a 

marketing execution plan. 

1. Remember that the marketing strategic plan is as strong as its weakest link. In practice the 

weakest link generally concems the way the strategic choices are "translated" into a 

marketing program and marketing plan. Make sure that the execution gets enough 

attention and is consistent with the analysis and choices made. A good strategy is great, 
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making it work even greater! Check repeatedly whether the marketing pro gram and the 

marketing plan are still formulated and executed in such a way that they are optimally 

geared to make the marketing strategy work. 

2. Always use a systematic approach to marketing programming and planning. This will 

prevent you from forgetting important decisions within and aspects of the marketing 

execution. 

3. Be creative! This means that one should not fall back on the traditional, well-known 

marketing instruments too much, too soon. Marketing has more to offer than the 4 P's. 

Furthermore, the most successful companies have in common that they are characterized 

by the adoption of new ways of distribution, new ways of presenting their products and so 

forth. 

4. Be sure to address the interdependency between the marketing instruments and activities 

in the marketing (pro gram) execution plan. Without it it is unlikely that your program will 

be consistent and will achieve synergies. 

5. Make use ofthe results ofthe extemal analysis when formulating your marketing plan. In 

the extemal analysis you will find the answers as to who is buying, which products, why, 

and when. Using this information is not only helpful when aiming your marketing 

instruments, it will also help the consistency of your planning effort. 

7.6 NOTES 

1 In: Kotler (1999). 

2 Piercy (1998), p. 225. 
3 Day and Wensley (1983). 

4 See e.g., Doyle (1998). 

5 See e.g., Van Waterschoot and VandenBulte (1992). 

6 See Kotler (1999). 

7 Partially adapted from Doyle (1998). 

8 Production of Lexus cars for the domestic market began in May 1989 (www.globa1.toyota.com). 

9 Frambach, Nijssen and Van Heddegem (1997). 

10 Adapted from Kotler (1999), p. 107. 

II Kotler (1999). 

12 See Rust, Zahorik and Keiningham (1996). 

13 Leeflang (1994). 
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CHAPTER8 

ORGANIZING FOR DELIVERING CUSTOMER V ALUE 

8.1 INTRODUCTION 

'It is no trick to formulate astrategy, the problem is 

to make it work'. 

Igor Ansoff, Corporate Strategy 

Although the organization has now chosen its marketing strategy and detailed it in its 

marketing program and plan, several things still ean go wrong. No strategie marketing plan 

has mueh influenee when never exeeuted. Asound implementation is thus required in order to 

prevent "the all too frequent failure to ereate change after seemingly viable plans have been 

developed".l Therefore, we will address the question of how to implement the marketing 

effort. Another reason is that despite ample attention for strategie marketing management in 

the literature, we observe relatively little attention for exeeution and implementation issues of 

marketing strategy. 2 We will point out and diseuss the deeisions to make and hurdles to take 

when implementing the marketing plan. 

We will foeus on two aspeets. First and most importantly the implementation of the 

marketing plan itself. How does management organize the eompany and its people to realize 

the plan made, and when and how should the results be evaluated and eontrolled? Such an 

implementation requires making things happen. Apart from alloeating means it requires 

motivating and mobilizing people. People and their eommunieations are the organization. 

Seeond, there is the more general issue of the marketing funetion and the marketing 

department's position in the organization. Understanding this position and its evolution is 

important. The degree [0 whieh the organization is market oriented affeets the ease or 

diffieuIty eneountcrcd in implementing the new strategie marketing ideas. It is the backdrop 

against whieh the marketing planning proeess takes plaee. 
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8.2 THEORETICAL BACKGROUND OF MARKETING IMPLEMENTATION 

8.2.1 HISTORICAL GAPS 

There are three eauses for many of the problems experieneed when implementing a 

marketing program. 

First, it ean be argued that traditionally the foeus of strategie thinking has been on 

eontent rather than proeess and thus implementation. With strategie management it beeame 

clear that strategie fit eould only be ensured when the strategie funetion is weil integrated in 

the organization with also middle and lower management involved. The organization and its 

members needed to be motivated and weil equipped to develop the added value identified and 

thus ereate the eompany's strategie position its top management desires. Strategie 

management evolved and the importanee of internal eommunieation and implementation 

issues were stressed. Although traditionally seeing implementation as an aetivity following 

strategy formulation and emphasizing organization design and the manipulation of systems 

and struetures, it has now adopted a perspeetive of erafting strategy, i.e. a line of thinking in 

whieh strategy formulation and implementation are no longer eonsidered to be purely 

sequential proeesses. 3 Here strategy making is eonsidered more an organie proeess that has 

both deliberate and emerging elements. Top-down and bottom-up influenees interaet shaping 

strategy. 

Seeond marketing managers' adoption of the strategie management literature in the 

mid-1980s left them with a gap between the general business strategies that were formulated 

and the operational marketing mix aetivities employed. partieularly affeeted, or better 

hindered, a smooth marketing implementation. Corporate and business plans tend to laek 
detail toward eustomers and filling in the marketing mix. Only sinee the late 1990s, when 

marketing strategy beeame more foeused on segmentation and positioning, this problem has 

been overeome.4 

Finally, the emergenee of the market-oriented organization as aseparate literature has 

fueled the awareness for market oriented eulture as a key sueeess faetor resulting in a 

heightened attention for building market information systems and disseminating eustomer and 

eompetitor information throughout the organization.5 The reeognition that organizations 

should have market oriented eultures has helped managers foeus on the organizational aspeet 

of strategy and marketing. However, there is also a dark side to this development. Apparently 

some eompanies have beeome too eustomer-Ied and have developed a new form of marketing 

myopia resulting from following their eustomers blindly.6 The lesson to be learned is that 

eompanies should both listen to their eurrent and potential eustomers and remain eritieal 

trying to understand future market trends. The solutions and produets developed should fit 

eurrent and potential eustomers' needs. This may require edueating eustomers for this 

purpose. 

Gumesson argues that sueeessful implementation of strategie marketing requires 

adopting a relationship paradigm between the eompany and its eustomers.7 In order to be able 
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to create customer value effectively managers should really understand their customers and 

future customers. This is more than doing business on a regular basis and being on good 

terms. It means understanding the customers processes and their definition of value, together 

with the future developments affecting the customers' situation. The tradition al focus on the 

exchange process (e.g. buying behavior and motivations) should thus be substituted for a 

detailed inquiry into the exchange and customer value creation process. This requires an 

advanced customer and customer interface management. Generally this takes years to develop 

and should bc an important objective ror every marketing manager or director. 

8.2.2IMPLEMENTATION 

Implementation deals with the allocation of means and mobilizing resources in accord 

with the corporate or business plan made. It also involves people management. The 

willingness, motivation and compctence of the people in the organization are key to a 

successful implementation. The level of cooperation within the organization and the support 

of the organization's mcmbers for the strategie choices made depend to a large extend on goal 

congruity. An organization is a collective of people with collective, i.e. firm objectives. 

However, each member will also have his or her personal objectives. Function and department 

related objectives and points of view intermediate these collective objectives and personal 

objectives. 8 

In order to have good support within an organization and have a solid basis for change 

it is important that personal and collective objectives are consistent with or complement each 

other. When such consistency is failing departments or individuals may optimize for their 

personal goals rather than for the company's market position. Sub-optimization will then 

emerge and the organization will become less effective and efficient. In the worst case 

scenario even a political arena may emerge, introducing the end of the organization as it 

becomes more and more ineffective or paralyzed. 9 To prevent this from happening 

management may invest in 1'ormulating a broad but suitable mission statement 1'ar the 

company and communicate it actively to its members. 

Although some authors have suggested that structure follows strategy, structure and 

other organizational characteristics such as culture and systems tend to cause inertia. Also the 

existing budget systems, allocation of means, control and reward systems may hinder change. 

Management can take several measures to stimulate a good organizational climate that 

supports strategy and joint action. This includes open communication, clear and weil 

motivatcd decisions, operating performance systems that challenge people to improve the 

company's market position rather than to shirk or sub-optimize Ce.g. improving one 

department's position), and encouraging cross functional teamwork and job rotation. Because 

most implementation problems are related to each other it is important to understand that 

actions in one arca affect those in another. Therefore, it is impartant that the organization 

monitors its processes and learns from its mistakes in order to improve and keep improving its 

133 



implementation process. A strong culture may facilitate implementation as members connect 

weIl because of shared values. 

8.2.3 MARKETING AND MARKET ÜRIENTATION 

Organization history and marketing's position in the company are two important 

factors affecting the implementation of marketing strategy. When the function is weIl 

developed and fully integrated in the organization it will be much easier to formulate strategic 

marketing ideas and execute a marketing plan creating customer value in the market place. 

This is why it is important as a manager to understand the evolution of the marketing function 

in companies and assess the situation in the company at hand. lt will help to understand the 

barriers to implementation and help identify the challenge to further marketing in the 

organization. 

Figure 8.1 shows the organizationallife cycle and links it to environmental turbulence 

and product complexity. To understand the figure we first should focus on the horizontal axis. 

It represents the development of a company from its pioneering stage to its old age, as a full­

fledged company. On the vertical axis we find the levels of development of the marketing 

function and the marketing department. The former relates to the degree to which marketing 

strategic and tactical activities are being developed and executed by the organization, whereas 

the latter refers to the physical presence of a marketing department in a firm. We can see from 

the graph that the marketing function and department have different "life cycles" in 

relationship with the organizationallife cycle. 

As a company develops, i.e. grows so will the marketing department and marketing function. 

First the emphasis will be on sales but as sales decrease due to a maturing market new 

customers and products will be needed for the firm to survive or continue to grow. Thus, a 

need for marketing evolves. As a result a marketing person or department will often be 

instalied. However, to become really market driven the marketing function needs to diffuse 

into the organization. This is why over the past decade new product development has become 

more customer-oriented and sales management has evolved into account management. These 

trends have tended to reduce the size of the marketing department. As the marketing function 

spreads out in the organization and becomes more integrated the marketing department 

becomes smaller. It becomes a support task. 

Of course the above is a simplification and generalization. Many companies will never 

leave the pioneer stage or are born as full-fledged companies. Nevertheless it gives us an idea 

of the general developments taking place and why some companies are more receptive than 

others to the marketing and market orientation paradigm. 

When a company's products are more complex or when services are involved a 

stronger need to integrate marketing in the organization will be present. When the 

environment is more turbulent and competitive, an organization should also be more market­

driven and thus be looking for astronger market oriented culture. The reason is simple. When 

the marketing function is not very weIl developed and dispersed in the organization this may 
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hinder marketing strategic change, i.e. flexibility. Particularly when the organization has a 

complex product and when the environment is turbulent, keeping track of chan ging customer 

needs and looking for new ways to better satisfy them is essential. 

Figure 8.l: Distinguishing between the marketing function and the marketing department 10 
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In conclusion, a large marketing staff is no evidence of good marketing. For this a 

more careful evaluation of the marketing function and the role of the marketing department is 

required. 

8.3 THE CONTENT OF IMPLEMENTATION 

Implementation consists of three core elements complementing each other (see Figure 

8.2). These include: (a) building the organization capable of implementing the strategie 

marketing plan, (b) the actual implementation of the content of the plan to realize the new 

customer value, and (c) the evaluation and control of the organization's activities. Each 

element will be discussed below. We should, however, not consider the formulation and 

implementation of a marketing plan a sequential process, because it is not. It rather is an 

iterative and integrated process in which the different components influence each other. This 

is why the circles of figure 8.1 are drawn to overlap each other. 

8.3.1 BUILDING THE ORGANIZATION 

In a strategie marketing plan the new or additional customer value that the company is 

or will be aiming for is defined. Sometimes the firm's existing knowledge and facilities will 

be sufficient to create this new or additional value. Generally this is when business evolves 

slowly and gradually. However, sometimes a serious investment in skills, equipment and 

systems is needed, e.g. when a company is embarking on a new technology or completely 
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new market. Therefore, the first step of implementation is to evaluate the firms' resouree 

requirements in the light of the strategy adopted. For instanee, when eonsumer eleetronie 

manufaeturer Philips reeognized that eonsumers had started to value produet design more and 

Philips was not at par with eompetitors like Bang and Olufsen or Sony, it reeognized that it 

needed more exeellent designers next to good marketing and Research & Development staff. 

Apart from the "what" question, the amount and type of resourees (design courses for eurrent 

staff or hiring new designers) has to be addressed. In general it is not an individual resouree 

that ereates unique eustomer value but the unique eombination of resourees put together. 

Figure 8.2: Components of implementation 

An important aspeet to eonsider is the fit between the new resourees and the firm's 

eurrent resourees. While trying to analyze and eomplement the eompany's resouree situation 

management ean and should fall back on the information generated through the internal 

analysis (see Chapter 4). Partieularly the information from the activity system analysis has 

proven to be useful for understanding whieh resourees (including systems) the organization 

should develop and how to fit them in its eurrent operations. As a first step toward developing 

the organization and resouree position the new aetivity system ean be drawn. It ean serve as a 

guideline also for the implementation proeess. The new resourees may be related or unrelated 

resourees (e.g. teehnology). The latter will ereate very different management issues. When 

unrelated resourees are involved management should first learn about the possibilities and 

ways to integrate the new resourees in the organization. Aspeets like training and unlearning 

yesterday and inventing tomorrow should be explored to get a grip on the feasibility of 

adopting the resourees sueeessfully. Some kind of internal marketing pro gram to "seIl" the 

resourees may proof helpful. 11 
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8.3.2 EXECUTING THE ACTUAL PLAN 

Before a plan can be executed several steps need to be taken. The marketing plan that 

has been formulated should be analyzed from a process perspective. This involves identifying 

activities/tasks and prioritizing them. Sometimes it is wise to cluster certain activities for 

reasons of convenience or with particular synergies in mind. Next, people should be assigned 

and a final planning can be made. The planning should calculate for activities that should be 

done first and those that can be done later. The easiest way is to make a graph capturing all 

the activities and plotting them against a time line (compare PERT-planning ar critical path 

planning). Distinguishing between short, medium and long-term actions is a weil established 

method that has proven to be very usefu!. Responsibilities, authority and means need to be 

specified. 

Of course it is important to get the right man or woman far the job and make sure that 

the situation allows far his ar her success (complementing responsibility with authority and 

providing adequate resources!). From a marketing perspeetive involving product 

management, sales and channel management, and those responsible for pre- and post-sale 

customer service will be most important. 

Finally, management should check the overall feasibility of the plan both with regard 

to stress and stretch for the organization. Adequate cash flow needs to be ensured also. When 

the stress or stretch is too large the plan should be phased in, introduced under the creation of 

an extern al threat, or abandoned all together. However, it is important to let the company's 

marketing plan and "content-need" direct the implementation and not vice versa. 

Learning from past experiences is an impartant part of any organization especially where 

implementation is concerned. Particularly large arganizations can identify best practices and 

copy this throughout the organization making so me adaptations to the circumstances at hand. 

For example, Unilever, the food and detergent company, has developed a roadmap far 

introducing supply chain and categary management in a country based on experiences 

particularly in Narthem Europe where large retailers demand such developments 

complemented with US trends. The roadmap now serves other subsidiaries in markets around 

the world to improve their "retail marketing". 

8.3.3 EVALUATION AND CONTROL 

To determine to what extend the company's marketing strategy and plan have been 

successful, the results should be monitared and evaluated. This information ean then be used 

to modify the marketing effort if necessary and thus update the plan. 

An evaluation consists of four steps: 

1. First performance criteria have to be formulated. Generally the marketing objectives (as 

farmulated in the strategic choice stage) and goals and objectives per marketing 

instrument (as formulated in the marketing program execution stage) will serve as 
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benchmark. As these goals tend to be quantitative in nature and have a deadline they are 

particularly weil suited for evaluation purposes. The results can simply be confronted with 

the original goals and thus expectations. Additional criteria may be formulated for ease of 

implementation and organizational improvement. It generally makes sense to include an 

evaluation of each activity or task group separately and on a regular basis. Their direct 

contributions to sales and, more importantly, customer value, should be evaluated. 

2. Next, management needs to gather data for each performance measure or criterion. The 

type of data and the timing for obtaining it will have to be established. A distinction can 

be made between: 

• data from the internal organization itself such as financial data and sales figures from 

the sales department 

• data from standard data services such as Nielsen market information (e.g. market 

share) 

• data from particular and specifically executed studies, e.g. periodical customer 

satisfaction studies and customer loyalty studies 

• data of continuously monitoring and scanning the environment 

For each category a planning regarding the data collection should be made. Monitoring 

day-to-day operations and strategie change will require different systems with different 

time horizons and data gathering/reporting cycles. Management should make sure that 

systems for both activities are in place. 

3. Third, a careful analysis is required to establish the marketing program's quality. 

Management should not only identify the results but also look for the underlying causes of 

meeting or not meeting expectations. Of particular interest is the question whether 

deviations are caused by changes in the environment, poor plans or poor execution of 

these plans. The outcomes of the evaluations of tactical operations may be used as 

immediate feedback to help the execution of the marketing plan. 

4. The final step involves the strategy audit. This involves an overall evaluation and a 

confrontation of the results with the marketing strategie objectives. The environmental 

trends will be included in the evaluation. Now adjustments can be made to the overall 

plan. The evaluation cycle used should depend on the level of turbulence in the 

environment and the degree of strategie modification or turnaround the organization is 

aiming for. 

8.4 INSTRUMENTS TO USE 

To help management manage the marketing effort several instruments are available. 

We made a small selection again. We start with a facilitating and general tool, i.e. the six-step 
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roadmap developed by Day12 to make an organization market oriented. Although it can not be 

used to implement a particular marketing plan it increases an organization's receptiveness for 

strategie marketing initiatives and activities. Next the Activity plan and Balanced Score Card 

(BSC) will be discussed. 

8.4.1 MARKET ORIENTATION 

Implementing marketing strategy is easier in a market driven than in an internally 

focused company. Market orientation's roots can be traced back to Peter Drucker and the 

growth of marketing after World War 11. He suggested that each company should engage in 

marketing and place the customer first. "Marketing is not only much broader than selling, it is 

not a specialized activity at all. It is the whole business seen from the point of view of its final 

result, that is, from the customer's point of view"l3. Consistent with this notion, market 

orientation has been defined as "the organization culture that most effectively and efficiently 

creates the necessary behaviors for the creation of superior value for buyers and, thus, 

continuous superior performance for the business".14 Acquiring market information and 

dissemination of such information within the company are considered to be the key to a 

company's becoming market oriented. It is aprerequisite for a market driven culture. 15 

Day16 identifies a six-step change program for companies to become market oriented, 

including: 

1. Diagnosis of current capabilities 

2. Anticipation of future requirements 

3. Bottom-up-redesign of underlying processes 

4. Top-down support and involvement for the changes 

5. Introducing creative use of information technology 

6. Introducing a continuous evaluation and control of the firm' s market oriented behavior 

The changes should increase the company's ability to monitor the market, act based on 

this information, and to better relate to customers. Characteristics of market driven 

organizations are active market scanning, a self-critical attitude toward benchmarking using 

front runners (in ones own or the area considered), and a continuous experimenting to 

improve products and processes. 

Note that a customer orientation should not be limited to external customers and 

exchanges alone. It can also be applied internally, on internal exchanges of the company. This 

will facilitate internal processes and help organizational members to see their contribution to 

the added value the company is creating for customers. 17 

Top management and the marketing department should actively promote market 

orientation within the company. They are in a position to help build market information 

systems and disseminate the information from these systems promoting active use of the 

information. It will help increase the organization's market responsiveness. Importantly, it will 
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help to create an (informational) infrastructure in which the implementation pracess will be 

facilitated. 

8.4.2 ACTIVITY PLAN FOR THE COMMERCIAL FUNCTIONS 

Activity planning is a tool for implementing a marketing plan, or in fact any plan. It 

involves translating a plan into a set of activities and complementing it with a time horizon, 

budgets and people (see Figure 8.3). It is closely related to tools such as PERT planning and 

critical path analysis. It represents a systematic way to address the following questions: 

• Which tasks and activities need to be executed? 

• How should they be performed? 

• Who should perform them? Who is capable and in the position ofperforming them? 

• Who should be made responsible and placed in contral of their execution? 

• When and where should the tasks be executed? 

• Which type and size of budgets are required? 

• Which organizational systems need to be developed and put in place? 

Figure 8.3: Activity planning 
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specification of 
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Distinguishing between short and lang-term and operational and strategic actions the 

different tasks of the praject need to be identified. They are best plotted against a time line 

and in the right order identifying the critical path, i.e. those activities that can only start when 

others have been finished and are thus key to thc continuation of the project. The critical path 

method holds the priorities because it distinguishes between things that should be done and 

may be done at a given point in time. Management can use the result to monitor the progress 

in execution and take action when the organization is falling behind schedule. 

While implementing the marketing strategy, a major challenge is to overcome the 

(potential) barriers between the different departments or functional groups. Focussing on the 
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commercial side of the organization Cespedes 18 identified the implementation barriers that 

emerge naturally from the ditlerences between product management, sales/account 

management and customer service management. (see Box 8.2) Tools to counter the barriers 

include facilitating communications between them and building larger information systems 

that supersede the individual area and include the company level, job rotation and use of 

cross-functional teams (e.g. new product development, account teams). In line with this 

challenge not only individual performance measures should be formulated relating to one 

functional area. Measures covering more areas and particular those concerning cooperation 

and realizing synergies for value creation (the real core competencies) should be installed 

(e.g. evaluating an account team's performance based on improving the customers' level of 

improved strategie market position). 

Box 8.2: Differences in information use, measurement systems and time horizons between 

commercial functions l9 

Marketing implementation barriers often reside in the information, measurement , and career path 

infrastructur of fimls. Producl managers, sales managers and customer service manager tend 10 

differ in behavior on these Ihree accounts, which may hinder Ihe communical ion and undersland ing 

belween Ihese group . A imple example we find in the jok thaI marketer know whal hould be sold 

next year wh ile sales people are completely focused on today's sales. 

Below ome major implememation differences between the three groups are idemified: 

Product Management 

Roles Cllld respollsibiliries: 

Operale ac ross geographical 

terri tories with specific prodllct 

respon ibilitie ·. 

Time horiZOllS driven by: 

Prodllct d velopmenl and 

imroduction cycles. Internal 

Field ales 

Ro/es and respollsihililies: 

Operate within geographical 

territories, with speci fi c accoum 

ass ign ments. 

Time horiZOlls drivell by: 

Selli ng cycles at multiple 

accounts. EXlernal buying 

planning 

proces es. 

and budgeting processes . 

Key pe/fonllallce crileria: 

Performance measures ba ed on 

profit/loss and market hare 

metrics. 

Key pe/jormance crireria: 

Measure based primarily on 

annual, quaneriy or monthly 

sa les volume. 

Informa r'/l.jlolVs dara prioriries: Daw prioriries: 

Cu tQmer ervice 

Roles and responsibi/iries: 

Operale wi thin geographical 

terrilOries, with multiple 

productl aCCOU nI assignments. 

Tillle horiZOlls driven by: 

Product 

installation/maintenance cycles. 

Field service processes. 

Key pe /formal/ce crilerio: 

Mea ure vary, but typically 

"cu tomer ati. faction" and cost 

efficieneies. 

IlIformor'lI jTows dala priorilies: 

Performance measures based on Desegregated data about De egregated data about 

profit/los and market share geographical markets, spec ific product usage at accou nt . 

met ries. aceounts and re eller . 
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Key data uses: 

Roles of data makes compa­

tibility with internal planning 

Key data uses: 

Role of data makes compati­

bility with external buyers' 

Key data uses: 

Role of data 
compatibility with 

makes 

relevant 
and budgeting categories a categories important; "timely" technical vocabularies a 

criterion of useful information. data as function of varied selling criterion of useful information. 

Information systems: 

Often incompatible with sales 

and service systems. 

cycles at assigned accounts. 

Information systems: Information systems: 

Often incompatible with product Often incompatible with product 
and service systems. and sales systems. 

A good activity plan lists all necessary activities and specifies the people involved or 

teams designed to do the job. Preferably specific projects with clear beginnings and endings 

are formulated with sub- goals and evaluations. Management should pay particular attention 

to how the different activities fit together and how each team or department contributes to the 

value creation for the customer. Further it should allow for bottom-up influence or adaptation 

of plans making market feedback and emerging strategy a serious part of the implementation. 

For this purpose it is good to pay particular attention to customer relationship management 

and educating customers to provide feedback systematically helping the company's market 

orientation and responsiveness. 

Although the primary goal of the activity plan will be to accomplish the tasks at hand, 

i.e. those stemming from the strategic marketing plan, organizationallearning is an important 

goal too. The organization may leam in two respects. First, regarding project management and 

implementation. Second, regarding the specific task and functional area at hand. For learning 

purposes it is important to document developments and the progress made. The project leader 

or champion is in a good position to evaluate the project after it has been ended and -also 

based on experiences with similar projects- formulate a best practices manual and road map. 

Last but not least we should comment on the need for a clear financial evaluation and 

control of the plan. First, this should demonstrate that the plan is feasible. It should have 

adequate budgets that fit the objectives to be met. Simple checks are the communication (or 

product) goals and the communication (new product development) budget. Second, it should 

hold information on the bottom line. The plan should be profitable and clear about when it 

will break even. This should be proven using realistic growth figures in line with the 

marketing activities planned and the market situation at hand. It should be based on the 

market share objectives and market prices quoted, minus costs. Third, the plan should be clear 

the budgets for each marketing action or activity. When necessary it should have a budget for 

unforeseen costs. These budgets should be managed and controlled effectively, keeping track 

by monitoring the progress and costs made per activity/project. 
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8.4.3 BALANCED SCORE CARD 

Initially introduced as a tool to broaden performance measures, the Balance Scorecard 

has evolved into a tool integrating and balancing different perspectives to effectively link 

strategie choice and organizational management; to link a company's long-term strategy with 

its short-term actions. The big advantage of the balance scorecard is coordination and 

integration. "senior executives [using it] discovered that the scorecard supplied a framework 

and thus a focus tor many critical management processes: departmental and individual goal 

setting, business planning, capital allocations, strategie initiatives, and feedback and learning. 

Previously, those processes were uncoordinated and often directed at short-term operational 

goals. By building the scorecard, the senior executives started a process of change that has 

gone weIl beyond the original idea of simply broadening the company's performance 

measures.,,20 

Figure 8.4 shows the instrument. It covers four areas, i.e. finance, customers, internal 

company processes and organizational learning. Depending on its situation, a company's 

management should select criteria from each area to monitor, evaluate and control its 

operations. Per area and criterion goals, intentions and actions need to be specified. 

The content of the scorecard is company specific. While choosing the set of evaluation criteria 

management should try to balance between financial and customer-related criteria. 

Furthermore, the criteria should be in line with the company's vision, i.e. strategy. A cost 

oriented strategy will require more emphasis on efficiency measures whereas a differentiation 

strategy needs to pay more attention to customer effectiveness. 

Critical steps in the execution of the balance scorecard are: 

1. Clarifying the vision, i.e. strategy 

2. Communicating it up and down the organization and linking it to departmental and 

personal objectives 

3. Integrating business and financial planning, and 

4. Feedback and stimulating strategie learning. 

As financial aspects are easier to measure than business strategie aspects, there is a 

tendency to focus on hard, financial matters and to neglect the soft strategie and customer 

oriented ones. The result then is an unbalanced rather than a balanced scorecard. For a 

successful introduction management has to make sure that performance criteria of all four 

areas of the balanced scorecard and people of all departments are included. The latter is also 

in accord with our call for a market oriented organizational culture. 

8.5 PRACTICAL GUIDELINES 

We conclude this chapter with some practical guidelines that will help implementing 

the strategie marketing plan. 
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Figure 8.4: The balanced scorecard. 
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1. Note that developing the marketing function/department and the company's market 

orientation is an important aspect of implementation in general. Therefore, it makes a lot 

of sense to first perform a sound marketing audit focusing on this aspect. Based on the 

outcomes important implications for further developing the marketing 

function/department of the organization can be drawn. The result should be a concrete 

plan of action following Day's six-step roadmap. 

2. Make sure that the marketing plan does not get implemented along the dimensions of 

departments. The guiding principle should be customer value creation and the relationship 

paradigm. The latter requires looking beyond borders and departments and creating teams 

focusing on customer value (product, service), customer cost (price, easy to use), 

convenience (delivery systems) and communication. These customer value components 

sometimes referred to as the 4 es of marketing21 (see paragraph 7.3) are a good 

intermediary between the P'S from the marketing mix and internal activities of 

departments. 

3. Using a structured approach such as project planning (clear beginning and end, defining 

the project leader and his/her responsibilities and authority) is an easy and useful way of 
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defining activitics. It will help the planning and control of activities. It will prevent that 

you forget important aspects. 

4. With regard to the implementation of a marketing program, internal marketing, i.e. using 

the marketing philosophy on internal exchanges between departments and groups is a way 

to facilitate communicating the ideas to the organization and obtaining commitment from 

all involved. 

5. Allow for a clear link between the decisions of implementation and the internal analysis of 

the organization made. This will ensure consistency in the marketing plan. 

8.6 NOTES 

1 Nutt (1983) 
2 For a positive exception see Cespedes and Piercy (1996) 
3 See Bourgeois and Brodwin (1984) and Mintzberg (1987) respective1y 
4 See e.g. Hooley, Saunders and Piercy (1998). 
5 Narver and Slater (1990). 
6 Gumesson (1998); Slater and Narver (1998) 
7 Gumesson (1998) 
8 Katz and Kahn (1966). 
9 Mintzberg and Westley (1992) 
10 Based on Homburg et al (1999) 
II Hooley, Saunders and Nige1 (1998). 
12 Day (1994). 
13 Drucker (1954). 
14 Narver and Slater 1990. 
IS See Kohli, Jaworski and Kumar 1993; and Deshpande and Farley 1998 
16 Day 1994. 
17 Hooley, Saunders and Piercy (1998). 
18 Cespedes (1993). 
19 Source: Cespedes (1993), p.29. 
20 Kaplan and Norton (1996). 
21 See Kotler (1999). 
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