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INTRODUCTION

This book, Product Management, provides the basic knowledge related to
management of acommercial product. Product management isafunctionwithinan
organization that dealswith the planning or forecasting or marketing of aproduct or
productsat various stages of the product life cycle. It dealswith questionssuchas: the
productsto produce and sdll; new productsto add; productsto discontinue, etc.

Unit 1 describesthe concept of a product and itssignificance inthe market. It
dwellsonthe aspects of financial and derivative products and explains how product
line decisionsaretaken. Theroleof aproduct manager isalso discussed in detail.

Unit 2 analyses the new product development process. It elaborates the
desgning aspectsof aproduct, theimportanceof product standardization, and discusses
thevarious marketing strategies of product development.

Unit 3 elucidatesthe importance of creativity and innovationin new product
development. It also dwells on how crestivity can be nurtured in an organization,
besides explaining thevarioustypes of innovation.

Unit 4 talks about the branding concept and also elucidates how brand
positioning can makeor break aproduct.

Unit 5 discussesin detail the life cycle of aproduct. It also anayzeshow the
concept isused by various organizations asastrategic marketing tool to enhancethe
lifeof aproduct.

Unit 6 explains several strategiesand policiesthat can enhance the product
development process. It also elaborates how some companiesdeliberately resort to
corporate cannibalization to revive adying product.

Each unit of the book beginswith anintroduction, followed by unit objectives.
They introduce the gudentsto thetext and provide an overview of important concepts
and topics. Numerousfigures and tables highlight important points and expand on
discusson of thetext to aid inthe understanding of key concepts. * Check Your Progress
questionsensurethat the concepts have been understood well. Questionsand Exercises
section encouragesfor recollecting information aswell asthe application of concepts.

Introduction

NOTES
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Product Concept

UNIT 1 PRODUCT CONCEPT

Sructure NOTES
1.0 Introduction
1.1 Unit Objectives
1.2 Meaning, Classification and Significance in the Market
121 What isaProduct?
122 Product Classification
123 Product vs Service
124 Product vs Commodity
1.3 Financial and Derivative Products
131 Derivative Products
1.4 Product Line Decisions
141 LineExtension Strategy
142 Product Mix Decisions
14.3 Product Mix Modifications
144 Product Differentiation
145 Product Elimination
1.5 New Product Development: Need, Risks and Uncertainty
151 Classification of New Products
152 Advantages of New Product Development
153 Basic Requirementsof New Products
154 Main Elementsof New Product Devel opment
155 Risksand Uncertainty
156 Failureof New Products
157 How toAvert Failure of New Products
1.6 Organizational Structure for Product Management
16.1 Roleof Product Manager
16.2 Product Manager in Technical and Consumer Good Companies
1.7 Summary
1.8 Answersto ‘Check Your Progress
1.9 Questions and Exercises

1.0 INTRODUCTION

Whenever we switchon our TV sets, we are bombarded with advertisements of dl
sorts, ranging frommotor bikesto anti-ageing creams. ‘ Fastest bikeinthe market’,
scream some hillboards. Aswe open the newspaper, we seeretailersoffering usthe
‘best buys . All these strategies have onething in common. They showcase the best
quditiesof certainitems.

Alot of hard work, money andideasgo into these advertisements. Normally, a
company spendslakhsof rupeesto highlight their productsinthebest possiblelight.
The product concept dealswith all these and dwells onwhat philosophy should guide
acompany’s marketing and sdlling efforts.

Product concept letsus understand how every company believesthat consumers
will favour productsthet offer the best quality, high performanceand added innovative
features. Managersfocusing on this concept focus on making finer products and
advancing them over time. But quite oftenthan not, these managersareso involved in

Self-Instructional Material 3
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developing better features for their product that they fail to sense the consumer’s
needs.

But before delving into this concept, it isimperative to know more about a
product, itstypesand itssignificancein the market.

Inthelanguage of economics, aproduct issomething that can be produced and
offered to aconsumer to satisfy aneed. A product also hastangible and intangible
features, such ascolour, packaging, service, etc. A consumer purchasesaproduct,
based onthesefeatures, to meet hisneeds. But weare not to confuse a product with
acommodity or aservice. They can be distinguished. But the lines between product
and serviceare getting blurred because nowadays, even organizationsjust do not sell
aproduct —they provide someformof service, such aswarranty, after-sales support
and ingtallation.

Dueto thepresenceof tangibleand intangible feetures, aproduct can be classfied
into two groups. (i) Consumer goods, (i) Industrid goods Asmentioned earlier, anything
that issold inthe market, and satisfies aconsumer’sneedsisaproduct. Likewise,
thereareproductslinked to finance: financial productsand derivative products. Tools
that aid you to save, invest, get insurance or amortgagefal in thefinancial product
category. A derivativeisafinancial instrument whose value is based on one or more
underlying assets.

A company manufacturesvarious products. For example, the cellular phone
brand, Nokia, hasmany typesof handsetsinthe market. Besdeshighlighting itsexisting
products, Nokiaalso need to constantly develop phoneswith innovative technology
to keep ahead of itscompetitors. To develop anew product, the company will haveto
do aresearch about the competent models in the market and then map a plan to
designitsphone. Not al phonescan capture the consumers imagination. Therefore,
the brand needsto tread the development stage with great care. Sincethe consumers
demands keep changing with the advent of newer technologies, Nokiawill haveto
bring out aproduct that hasan edge over itscompetitors. To manageall these, there
hasto be an organizational structurethat group activities or people specializing in
certainfidds.

All thisleadsto one singlething: offering the best product to the consumer. A
product thusbecomesan entity of several factors— qudlity, social prestige, priceand
packaging. We shall dwell on product linedecisionsaswe progressinthisunit. The
concept will help usunderstand how product line decisionsrulethe life of aproduct.

1.1 UNIT OBJECTIVES

After going through thisunit, you will be ableto:
¢ Explainthe concept of product and itsrolein business
e Compareand contrast financial and derivative products
¢ Discusshow product linedecisonsplay acrucia part ininfluencing the consumer
¢ Examinethe need of product management



1.2 MEANING, CLASSIFICATION AND SIGNIFICANCE
IN THE MARKET

Product isthe most important tool inthe marketing mix. Without aproduct, therecan
be no marketing. The buyer purchasesaproduct only becauseit satisfies hisneeds
and desires. Thus, the product isabundle of potentia utility and the customer ismore
interested in the benefits that he gets from the product rather than the physical
characteristics of the product.

There aretwo essential elements of abusiness:
1. Products(Goodsand services)
2. Markets (Customers. buyersand sdllers)

Without thesetwo essential elementsthere can beno marketing. Transfer of
ownership cannot take place unlessthere areboth, amarket and aproduct. Markets
and productsarethefoundation on which the whole study of marketing isbased.

1.2.1 What is a Product?

Insimpleterms, aproduct issomething that can be offered in the market to satisfy a
want or aneed. It can also be described asa set of tangible and intangible features,
such ascolour, packaging, warranty, reputation and prestige of the manufacturer and
retailer, servicefacility, etc. The buyer usualy buysaproduct, based on thesefeatures,
to meet his needs and requirements. A product isabundle of utilities. People buy
productsfor their utilities—rea or perceived.

We need to stress upon the fact that a customer buys a product not simply
based on...'what it s, but also for what it meansto him. For example, aperson buys
acar not simply becauseit provideshimwith the physical case of transportation but
also for thesocia status and prestigethat he enjoys fromits possession. All human
beings have a pre-conceived self image and based on that they buy a product or
service. For example, if aperson consders himself to befromthe upper srataof the
society, hewill buy aproduct or servicethat will reinforce his self image. Similarly, a
person who considershimself to be an upper class professional, will usudly prefer to
travel intheair-conditioned compartment of thetrain or will buy abranded watch that
enforces hissalf image. Productsthat are marketed, include physical goodslike TV,
car, shampoo, washing machine; services such ascourier, dry-cleaning, hospitality;
events like game shows, workshops, seminars, or information and ideas such as
consultancy services, etc.

Therearetwo conceptsrelated to aproduct—narrow and wide. Inits narrow
concept, aproduct isabundle of physical or chemical attributes, which have some
utility. A product isan object which satisfiesthe needs of the customer. Thus, achair,
atable, afan, anelectriciron, etc. areproductsinthissense. Inthewider context, all
the brands, colours, packaging and designs of the product are considered to be a
different kind of product. For example, if shaving cream or tooth pasteis produced in
three different sizes, these are three different products because they satisfy the needs
of different customers. Thus, if there is achangein the size or colour or brand or
packaging, it isconsidered to beanew product. Inother words, aproduct isthetotal
benefit received by the customer.

Product Concept

NOTES

Product: Product is some-
thing that can be offered in
the market to satisfy a want
or a need
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Product levels

Asaresult of theattributesand features carried by the product, such as, brand image,
packaging, colour, etc., the product getsapersonality of itsown. It should also be
understood that keeping in view the changesin the socio-economic environment,
technology and human needs, the product hasto undergo constant change. Inthis
task, a crucia role is played by the marketers who suggest modifications and
improvementsinthe product and servicesto combat the growing competitioninthe
market. During thisprocess, the product travelsthrough five different levels, with each
level adding more product value. Thefivelevelscondtitute acustomer value hierarchy:

1. CoreProduct

2. Generic Product

3. Expected Product
4. Augmented product
5. Potentid Product

Core Product
Generic Product

Expected Product
Augmented Product

Potential Product

Fig. 1.1 Product Levels

Source: Kotler and Kotler (2006)

1. CoreProduct: Themost fundamenta product level isthe onethat providesa
core benefit that the customer enjoyswhile buying the product or service. For
example, acustomer buysrest and deep while paying for accommodationina
hotel. Another examplewill bethetooth paste which a customer buysasit is
ableto clean histeeth.

2. GenericProduct: At the next stage, the marketer convertsthe core benefits
into abasic product when wefind that the hotel accommodationincludesabed,
bathroomtowels, tooth paste, tooth-brush, etc.

3. Expected Product: At thethird level, the marketer preparesalist of features
and benefitsthat the buyer usualy expectswhile buying aproduct. For example,
ashaving cream should conveniently beconverted into lather for smooth shaving
or abathing soap should last longer. Hotel guests expect a clean bed, fresh
towels, etc., since most hotels would be competent enough to meet these
expectations. However, thetraveller will obviously prefer ahotel, which apart
from meeting these requirements, is more conveniently-located and less

expendve.



4. Augmented Product: At thefourthlevel, the marketer makesan attempt to
provide more than what the customer usually expectsfrom aproduct. This
resultsinthe emergence of anaugmented product with anincreased vaue addition
of theproduct. For example, manufacturersof the Spark car have extended the
normal warranty from one to three years and also offer cashless service for
threeyears. Similarly, ahotel could providefruit basketsonarrivd, fresh flowers,
24-hrscheck out, roomdining service, etc.

Infact, the most vigorous competitiontoday takes place at the augmented level.
Thefollowing pointsshould be considered at the time of formulating aproduct
augmentation strategy:
(i) Eachaugmentationwill lead to anincreaseinthe cost of the product. The
marketer hasto ask if the customer will be willing to pay enoughto cover
that extraamount.

(i) Augmented benefitswill soon be converted into expected benefits. For
example, nowadayshotd guestsexpect aremote-controlled TV, telephone
facility intheir rooms, etc. Thus, the competitorswill still haveto search
for other exclusive featuresand benefitsin order to maketheir product
moreéttractive.

(i) Whenthefirmincreasesthe price of an augmented product, competitors
inthe market can offer a* stripped down’ version of the product & amuch
lower price.

5. Potential Product: At thefifth level isthe product of thefuture. Thisincludes
all kindsof transformations, innovations, modificationsand augmentationsthat
aparticular product might undergo inthe future. At this stage, the firmwill
searchfor moreinnovativewaysto satisfy their customersand differentiatether
product fromtheir competitor’sproduct. For example, somehotelswould offer
all-suite rooms, wherethe guest would occupy aset of roomsand thiswould
congtitute aninnovationin thetraditional hotel product.

Importance of product

It isrightly said that nothing happensinthe economy unlessthereisasaeor purchase
of products. A product isthe soul of all marketing activities. We cannot even imagine
marketing without aproduct. A product isatool inthe hands of management, through
whichit giveslifeto all marketing programmes. So the main responsibility of the
marketing professionas should be to know their productswell. Theimportance of
product canbejudged fromthefollowing facts:

e Theproduct isthecentral point of all marketing activities. The product is
thepivot and dl themarketing activitiesrevolvearound it. All marketing activities,
such assalling, purchasing, advertising and distribution, are usdlessunlessthere
isaproduct. Itisabasictool by whichthe profitahility of thefirmiscal culated.
Theproduct isthe soul of business.

e The product isthe central point of planning. No marketing plan can be
prepared if thereisno product since planning for all marketing activitiesisdone
on the basisof the nature, quality and demand of the product. Product policies
decide other policies.

e Theproduct determinesthechannel of distribution. For example, if the
product happensto be an industrial product or acomponent, it will be sold

Product Concept

NOTES
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directly by themanufacturer without any middlemen or intermediary. Similarly,
aproduct of mass consumption such as washing powder, would requireawide
distribution network and thus, different retailers of general merchandise will
haveto be gpproached by themarketing team of the manufacturer or wholesder.
Inthe case of specidty goodslikelaptops, washing machines, generators, etc.,
adifferent kind of distribution channel, whichis much different from shopping
goods, isrequired.

e Promotion strategy of thefirm also revolves around the product. The
choice of the mgjor thrust area of promotion depends on the nature of the
product. Whether thefirmisgoing to use persona sdlling or advertising or sales
promotion dependson the type of the product. For example, whereasindustria
goods requires aggressive personal selling, products of mass consumption,
emphasize on sales promotion and advertising.

e Theproduct isan end. The main objective of all marketing activitiesisto
satisfy the customers. It isthe philosophy of the modern marketing concept.
Variouspolicy decisonsaretechniquesto provide thecusomersbenfits, utilities
and satisfaction through the product.

1.2.2 Product Classification

Keeping inview that aproduct hasboth tangible and intangible features, it would be
more appropriateto consder productsinmgjor identifiable groups. Thiscan bedone
by usng aformal classfication system. The syssemworksin such away that it asssts
the marketer in planning the firm’'s marketing strategy. The two major categories of
goodsare (i) Consumer Goodsand (ii) Industrial Goods. Thisclassificationis
traditional and based on the purposefor which the goods are primarily used. Equipment
and mechineriesused in factoriesareindustrial goodsand similarly, Soaps, toothpastes,
sweets and milk used in domestic households are consumer goods. However, these
arenot watertight compartments. For example, writing paper, when used for business
or commercia purposes, comesunder the category of industrial goods. But whenit is
used by agtudent for writing, it becomesaconsumer good. In piteof this, classfication
is necessary because buying motive differsfrom buyer to buyer.

Thetwo typesof goodsare further sub-divided into various categoriesas shownin
Figurel.2.

Product

Consumer Goods Industrial Goods
I
l | | |

Convenience Speciality  Unsought Raw Semi-finished
Goods Goods Goods Materials Goods

’—‘—‘ Shopping Installation  Components Fabricated
Goods

Staple Impulse Goods Materia
Convenience Convenience
Goods Goods

Homogeneous Heterogeneous
Goods Goods

I
Operating
Supplied

Fig. 1.2 Product Classification



(i) Consumer goods

Consumer goods are destined to be used ultimately by consumers or households.
These goods can be further subdivided into four categories. (a) Convenience goods
(b) Shopping goods(c) Specidty goodsand (d) Unsought goods.

(@) Conveniencegoods. Household goodswhichhave alow unit valueare caled
convenience foods. The purchasing of such goodsrequiresvery littleeffort on
thepart of the consumer. Theweekly shopping list of afamily mainly consists of
convenience goods. Thesegoods are non-durable in natureand are consumed
rapidly. They arealso sometimesreferred to as* one shot items . The buying of
such goodsisinfluenced by the habits of the consumer. The basis on which
convenience goodsare bought are easy availability and lesstime consumption.
Thus, inorder to maximize hissales, the manufacturer hasto ensurethat these
goods areavailable widely.

Sometimes, the buying process in the case of convenience goods gets
complicated dueto the existence of multiple optionswhich forcethe consumer
to make comparisonsand choices.

Convenience goods are further sub-divided into staple and impul seitems.

Staple convenience goods: Staple convenience goods are these itemsthat
are consumed by most people onaday-to-day basis. Examplesof staple goods
aremilk, bread and vegetables. Product differentiationsfor staple goodsare
very few. In other words, if asudden need arisesfor buying staple goods, it
requiresvery littlethought.

I mpulse conveniencegoods. Thereisno pre-planninginvolved inthe purchase
of impulse convenience goods. In this case, the decision to buy aproduct is
made onthe spot. Buying anice-cream cone onasummer day isan example of
impulse convenience goods.

(b) Shopping goods Shopping goodsinclude mgor durable and non-durableitems.
These goodsare more expensive no compound to conveniencegoodsand the
purchase of such goods are less frequent, these are purchased only after
comparing quality, style, price and suitability. The purchase of shopping goods
isalso marked by pre-planning. Productsfromthisgroup are more complex
and exhibit ahigh degree of differentiation. Being durableinnature (e.g., TV,
refrigerator, car, air-conditioner, etc.), they are purchased lessfrequently. In
case of shopping goods, brand name is also paramount. For example, the
purchase of acar involves extensive consideration of facts like competitive
features and strength of the product, credit terms, loan availability, delivery
schedule, after-sales service, availability of spare parts, etc. Competence of the
sales staff isalso critical to the successof marketing of shopping goods.

Shopping goods can further be sub-divided into homogenous and
heterogeneous goods.

Homogenousgoods: Homogenous goodsare primarily white goodssuch as
refrigerators, washing machines, etc. Being aproduct of virtual necessity, there
isagreat degree of uniformity inthe productsof different producersin termsof
price, prestigeand image.

Product Concept

NOTES

Convenience goods:
Household goods which
have a low unit value

Staple convenience goods:
Staple convenience goods
are these items that are
consumed by most people
on a day-to-day basis

Shopping goods: Shopping
goods include major durable
and non-durable items

Homogenous goods:
Homogenous goods are
primarily white goods such
as refrigerators, washing
machines, etc.
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Heter ogeneous goods. Heterogeneous goods being anon—standard product,
priceisof secondary importance to the consumer. Behavioural factorsplay an
important rolein the purchase decision.

(c) Specialty goods:. In case of specialty goodsthe buying decisonis marked by

extensve search. Oncethe purchase choice hasbeen meade, thebuyer isrductant
to accept any substitute product. Eventhough the market for specialty goodsis
small, the price and profit marginsare high. The purchaser of specialty goods
are prepared to pay more price for both quality product and prestige .The
marketer of specialty goods companies need to take utmost carefor creating
and preserving the correct image of their product. If the marketing strategy
adopted by aspeciaty goodsmarketer issuccessful, it canlead to considerable
reduction in customer’s search period for the product. This can be further
illustrated by taking into account those caseswhen wefind that some consumers
decide much in advance to buy a designer ouitfit or jewellery before actua
purchaseis made.

(d) Unsought Goods: Those goodswhich have not been sought by the consumer

an called unsought work. In thiscase, the purchasers have not planned their
purchasein advance. Infact, they arenot even aware of such productsand can
do without them. In thiscasethe consumers have not been given any opportunity
to evaluate and compare the product with others. Often, the consumersare
suspicious of the offersmadeto them. All this putsthe consumer inapostion of
disadvantage. Thusthemarketers of unsought goods need to be sensitiveto the
consumer’s choice and interest. The usual methods used in the marketing of
unsought goods are door-to-door canvassing, direct-mailing, tele-marketing,
(S(e

(i) Industrial Goods

Industrial goodsare primarily those goodswhich are used in producing other goods.
Industrial goodsexhibit auniform pattern of buying. The main features of industrial
goods are: geographical concentration, technical nature of the product and limited
numbers of buyers. Some of these goods have can be classified asconsumer aswell
asindustrial goods, depending on the purpose for which they are purchased. For
example, tyres when purchased by the manufacturer of vehicles, come under the
category of industrial goods but when purchased by individua ownersof carsand
scooters, become consumer goods.

Industrial goodsfall into six main categories.
(@ Ingallation goods: Ingalation goodsare critical industrial goodslike plants

and machineriesrequired for the production of acompany’sproduct. They are
probably the most expensive among the different productspurchased by the
company. Installation goods are critical, as any mistake by the company in
procurement of these goods could prove costly and jeopardize the company’s
production base and thereby prove fatal for the company’s financial health.
That iswhy any purchase of ingtallation goodsis preceded by extensive research.

(b) Raw materials: Raw material procurement consumes the mgjority of the

purchase department’stime and congtitutesits major workload. Asthereisa



direct relationship between theraw material and thefinished product, it isvitd Product Concept
that utmost careistaken of the quality factor while purchasing raw material.

Adequate attention should be given to the consistency of supply and service

factor. Theprice of raw material isalso important, particularly keeping inview

thefact that these goods are purchased throughout the year and any upward NOTES

trend inthe price of these products can cause adeclineinthe company’s sales
and profit margin.

(c) Components. Componentsarethe backbone of manufacturing units. It includes
replacement and maintenance goods for manufacturing units. Other products
included inthecomponents  category arethosewhichfadilitatethe manufacturing
process but are not part of thefinished product. Examplesof suchgoodsare
oil, chemicals, packaging material and adhesives.

(d) Semi-finished goods. Semi-finished goodsare neither raw materialsnor finished
goods. They areunder process materials. These goods are supplied fromone
department to another inthe same enterpriseor are supplied fromoneto another
industrial unit for further processing, e.g., stedl, ironshest, lead, etc.

(e) Fabricated material: Fabricated material becomesapart of finished industrial
goodsafter going through acomplete manufacturing process. However, these
goods reach the consumersonly after they are assembled or combined with
other products. In any case, thereisno changein their form or shape, e.g.,
electric motors, batteries, tubesand tyres, automobile parts, etc.

(f) Operating supplies: The productsincluded inthis category are essential for
thebusiness operation of indugtrial usersbut they do not form part of thefinished
product. Examples of these products are fuel, cod, cleaning material, goods
required for genera maintenance, etc. Operating supply goodscan be considered
asthe convenience goods of industrial supply. The purchasing of these goods
are considered asaroutine job and undertaken by junior employees.

Consumer and Indudgtrial goods. A Comparison

Consumer and I ndustria goods have some basic differencesas showninthefollowing

table:
Table 1.1 Difference between consumer goods and Industrial goods
Consumer Goods Industrial goods
Consumer goods are usually used by the Industrial goods are sold primarily for the
ultimate consumers and householdsin a purpose of producing other goods.

form that does not require any commercial
processing.

Consumer goods come ready in the market. Industrial goods are not meant for direct

The buyers can just purchase the product and | consumption by consumers. Further

consumeit. processing of industrial goods s required
before they can be finally consumed.

Consumer goods have alarge base of Consumers of industrial goods are usually

consumers. small in number.

Consumer goods are usually purchased in Industrial goods are always bought in large

small quantities. quantities.

Consumer goods usually have a changing Users of industrial goods are well-informed

customer base. Buyers sometimes purchase | and aware of the relative merits of the
an item without having any knowledge about | product. They are also aware of an
it. aternative source of supply.
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Other categoriesof products

Besdesthetwo main categories, there are also some productsthat make animpact.
1. Technology Products
2. Customized Products

Technology products. Thereare severa inherent paradoxesin technology products
that may prevent or postpone customer adoptions. Companiesmust diligently address
these issues to make customers feel more comfortable. Nowadays, products are
embedded with increasing amount of technology. Productslike personal computers
and mobile phones are supposed to make customers more efficient, entertain them
and connect themwith others. But cusomersaccusethe very sameproductsof wasting
thelr time, creating confusing and isolating them. They havean uneasy relationship with
technology and this uneasiness affects the way they shop, buy and use technology
products.

A company should think carefully about how it can help customers cope with
the paradoxes that its product creates. Money-back guarantee makesit easier for
customersto test products. Rentals or leases will reduce the anxiety of cusomers
who fear that their product will soon become obsolete. Companies can segment
customers according to the prevailing paradox in the use of their products. They
should see how their products fit the lives of customers. They should take into
account the coping mechanisms adopted by customers while designing and marketing
their products. A product will not be widely accepted if these paradoxes are not
addressed by the makers of these products. It will be too risky to let customers
fend for themselves.

Customized products. Companies can immensely benefit by using database
management toolsto design customized offeringsfor customers, and forgealearning
relationship with them. Database technology permits companiesto accumulate data
about individual tastesand preferences of customers. Thisinformation canbe used by
companiesto customize their offeringsfor customersat alow cost through flexible
manufacturing sysems. This can beapotent method of achieving competitive advantage,
provided companies can practiceit in acost-effective manner. The only cavest for the
company is that it may become so obsessed in serving customers with current
technologiesthat it may lose sight of the next technology wave. For instance, if a
company isoperating inthe consumer electronicsbusinessmarketing music systems; it
can get a competitive advantage by such customization measures, though it would
missout onthenext level of technology.

1.2.3 Product vs Service

Anoutput can beagood, aproduct, or aservice, however, there are certain fundamentd
differences between a product and a service. The points of difference between a
product and aservice fromthe production and operations management point of view
ae



Table 1.2 Difference between Product and Service Product Concept

Product Services
Products are tangible. They have Services are intangible. They are just
physical parameters. ideas, concepts or information. NOTES

Products can be produced, stored and | Services cannot be produced
transported according to demand since | beforehand, stored or transported. Value

the valueis stored in the product. of aserviceis conveyed as used

It is produced in afactory environment, | Services are produced in a market

usually away from the customer. environment in collaboration with
customer.

Products are often standardized. Services are often customized.

Quality isinherent to the product. Quality inherent to the process since it

isafunction of people.

Thedistinction between products and servicesis getting hazier by the day. Even
purely manufacturing organizations just do not sell aproduct —they provide some
form of back up, such asafter salesservice, warranty, repair, instalation, etc. Onthe
other hand, evenin purely service industries such as banks, hospitals, educational
ingtitutionsand consultancies, thereis sometangible product changing hands, suchas
proposals, notes, record, diagnosisreports, prescriptions, etc. Bankssdll ‘ products
such asloan schemes, credit cards, etc. Inan educationa setup, the student seeshis
degreeor diplomaasthe end product, whiletheinstitution may see’ enlightened sudent
with appropriate knowledge and skills asthe end product.

1.2.4 Product vs Commodity

Product

Inthe simplest terms, product isdefined asa‘thing produced by labour or effort’.
Simultaneoudly, isisalso the* result of anact or aprocess . Theword product originates
from the verb ‘produce’, that means ‘lead or bring forth’. Since 1575, the word
‘product’ hasreferred to anything produced. But after 1695, theword wasused to
refer to ‘thing or thingsproduced’ . In economics and commerce, productspertainto
abroader category of goods. Ineconomicterms, theword * product’ wasfirst used by
political economist Adam Smith.

Whilein marketing, aproduct isanitemthat can beoffered to amarket and can
satisfy a want or need. In retailing, products are termed as merchandise. In
manufacturing, productsarethe raw materialsand the finished goods.

Commodity

Commoditiesareusually raw materials such as metalsand agricultural products, but a

commodity can also be anything widely available in the open market. Ininsurance, %
policiesare called products.

Ineconomics, acommodity isthe term used for any marketableitem produced Commodity: Commodity is

to satisfy wants or needs. Economic commodities consists of goodsand services. the term used for any
marketable item produced to

Commodity, in specificterm, isonly applied to goods. It isused to describea satisfy wants or needs
class of goodswhich has demand, but is supplied without qualitative differentiation.
The market treatsa commodity as equivalent with no regard to the producer. Gold
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and petroleum are examples of such commodities. The price of gold isuniversal, and
fluctuatesdaily, based on global supply and demand. ItemssuchasTV sets, however,
have many aspects of product differentiation. They can be classified based on their
brands, user interface, perceived qudity, etc. ThemorevauableaTV set isperceived
to be, thecodtlier it will be.

1.3 FINANCIAL AND DERIVATIVE PRODUCTS

Toolsthat aid you to save, invest, get insurance or amortgage, aretermedasfinancial
products. These productsareissued by banks, financial institutions, stock brokerages,
insurance providers, credit card agencies and government-sponsored bodies. Based
ontheir type, financia productsare classfied into various categories.

Shares: are productsthat indicates ownership of acompany. Originally, shares
areissued by companiesto financether busnessneeds, whicharethen purchased
and sold by individualsin the sharemarket. Sharesarerdlated with highrisk as
well asreturns. Returnson sharesmay beintheform of dividend payoutsby the
organization or profitsonthe sale of sharesin the ssockmarket.

Bonds: Bondsaretools used for funding expenses by private organizations or
government agencies. Companiesissue bondsto fundtheir busnessoperations.
Government agencies usethemto support their expensesfor infrastructure and
social programmes. Bonds have lower risk than shares because they have a
fixed interest rate.

Treasury Bills: Thesearefinancetoolsissued by the government to fund its
short-term needs. Treasury bills are offered with a discount to the principal
amount. Thedifference between the maturity value and the priceat which the
Treasury Bill wasbought trandatesinto profit.

Options. When people buy or sell shares, they are given somerights. These
rightsarecdled options. An option holder does not buy shares, but he purchases
therightsonthe shares.

M utual Funds. Companiesbring together money frommany peopleand invests
it instocks, bondsor other assets. The combined holdingsof stocks, bondsand
other assetsareknown asits portfolio. Each investor in thefund owns shares,
which represent apart of these holdings.

Certificate of Deposit: Certificates of deposit, also cdled CDs, are given by
banks, thrift ingtitutionsand credit unions. They usualy have afixed termand
intered rate.

Annuities: These are contracts between individual investors and insurance
companies. Investors agreeto pay afixed amount of premium and at the end of
apre-determined termtheinsurer guarantees paymentsto theinsured party.

Complex Financial Products

Somefinancial products are highly complex in nature. Some of themare:

1.

Credit Default Swaps (CDS): CDSare extremely leveraged contractsand
are privately reached on a consensus by two parties. These products cover



losses on securities in case there isa default. Thereis no definite reporting
mechanismto determine the value of these contracts asthey are not regulated
by the government.

2. Collateralized Debt Obligations (CDO): Collateralize meansto secure (a
loan) through use of collateral. CDOs are securities created by collateralizing
several such debt obligations. These products can be bought and sold. The
buyer getstheright to apart of thedebt pool’s principa and interest income.

1.3.1 Derivative Products

Thevaueof derivative products comesfromthe performance of the value of an asst.
A derivative product resultsfrom modifying an existing product. Such anitem has
different propertiesthan those of the product it isderived from.

Derivative productsare used for these purposes.

e Cut thefinancid risk of anexisting portfolio

e Undertake exposureto risk to achieveaprofit;

e Achieve profit-lacking risk with the help of mutual transactions on the
derivative and also onthe primary element capable of saizingany valorization.

Some examples of derivatives: the Foreign Exchange, the Financial Futures
market, the Commodities Futures market, the Options market, the Collateralized
Obligations market and the Swaps Markets.

Derivatives are aso called *Contingent Claims’ as they are dependent on
variableswhich control the valuation process.

Derivatives are interrelated. Take for example, in currenciesthereisacash
market, abank forward market, acurrency futures market, optionson cash currencies,
options on currency futures, swaps on currencies, instruments on stocksor shares
(ADRy), etc.

1.4 PRODUCT LINE DECISIONS

Product lineinvolvesthe creation of agroup of productsthat have smilar featuresand
performthe samefunctions. They aremarketed to smilar customer groupsthrough
thesame channdsof digtribution. A product line may consigt of productshaving various
sizes, types, quality, colour and price. An example would be the range of soaps
manufactured by acompany which are different in szesfragrance, colour and price.
Theimportant featuresof aproduct lineare asfollows:

Line gretching

Thistype of strategy is used by the marketer when he feelsthat he canincreasethe
company’sprofitability by adding or deleting anitem fromitsproduct line. Theline
gretching can either be an upward or downward movement.

Upward stretching takes place when the company moves or attemptsto reach
the upper end of the market through aline extension. The company prefersto go for
upward line stretching to achieve a higher rate of growth and better margins. The
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financial products.

9. What are the types of
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exampleof ‘ Lifebuoy sogp’ can explainthe case of upward linestretching. Whenthis
soap was launched, it was marketed as a hygienic bathing soap for the masses, but
later, the company changed its strategy and extended it into apremium quality liquid
hand wash for the upper strataof society.

Downward stretching takes place when the company decidesto bring down
theprice of aproduct inorder to makeit availableto thelow end consumers. Takethe
example of Arid detergent powder, which started out asa premium product for the
upper strataof society, but waslater introduced asAriel Bar inorder to attract lower
income buyers.

Linefilling

Thisgtrategy involvesincreasing the length of the product line by adding moreitems.
The reasons behind the adoption of thelinefilling strategy are:

(i) Toachieveincrementd profits.

(i) Tosatisfy thosedealersand digtributorswho complainabout lost salesdueto a
missing product line.

(iif) To utilizethe excesscapacity.

(iv) To offer full product line.

(v) Toadjust product positioning.
Thelaunchof Lux soap in different variantsis anexample of linefilling. Today, Lux is
marketed indifferent wrappingsand fragrances. Thereisalso aL ux | nternational soap

that has an exclusive packaging and the photograph of an actress or model onthe
cover.

Such astrategy isadopted to enable the customersto differentiate between
eachitem. Eachitemmust have adigtinct featurewhich will set it gpart from others.

Line modernization

In casethe length of the product lineisaready adequate, it isadvisableto modernize
the product line. Here, the option before the company iseither to overhaul theline of
productscompletely or one at atime. One strategy isto adopt a piecemeal approach
which provides the company with an opportunity to evaluate the reaction of the
customers to a new style. However, the major disadvantage of this piecemeal
modernizationisthat it givescompetitors an opportunity to see the changesand they
canredesigntheir ownlineaccordingly.

Intoday’s environment when the market ischanging rapidly, thereisaneed to
carry out thetask of modernization continuoudy asthe competitorsare alwaysmaking
an attempt to upgrade their options. Thusit is advisable that each company must
congtantly try to re-designtheir offerings.

The company should also ensurethat moreseriousatentionispaidto thetiming
factor in product line improvements. It should neither be too early so that it causes
damage to the sales of the current product line nor should it be too late so asto
provide competitorswith an opportunity to completely capturethe market.



Line Featuring

Under thisstrategy, the prime objective of the company isto attract the customersand
make them visit their showroom by highlighting some exclusive features of one or
more products. Whenthey visit the showroom, they are exposed to other product
rangesand models. With thisstrategy, the company may try to attract either high-end
or low-end customers. Sometimes, the company may make an attempt to boost the
salesof some dow-moving itemsthrough thisstrategy.

1.4.1 Line Extension Srategy

Severd companiesadopt lineextenson astheir marketing srategy. Amongst the crucial
factorsthat lead to the adoption of thisstrategy, thefollowing arethe most significant:

1. Market segmentation

Lineextensonisalow cost and low risk technique used to satisfy the needsof various
consumer segments. It isnow possible for marketersto identify and target market
segments more effectively with the help of low cost market research and the direct
marketing technique. Asthe marketers now have accessto theinformation related to
cusomers profiles, it ispossbleto usethisinformeation while making adecison whether
to useéelectronic or print mediafor their advertisng and promotiona campaign.

2. Customer desires

Line extensonsprovides cusomerswith avariety of optionsunder asingleumbrella,
helping theminsatisfying their desire. Thisfact isthe explanation for consumers tendency
of switching brandsthat they have never used before. Here, wetakethe example of
brand Amul. Under this brand umbrella, various milk products such asAmul milk,
Amul cheese, Amul butter, Amul ice cream and paneer are offered to consumers.

The shelf value of abrand canbeincreased by utilizing theline extenson Srategy,
whichdlowsthe product to gain higher visibility and thereby, easly attract the cusomer’s
attention. Thedisplay of avariety of productsof asimilar lineonthestore shelf can
createtheimpression of brand equity.

3. Pricing strategy

By extending theline on asuperior quality formula, marketers canfix apremium price
for their newly launched products. The per unit profitability of the product can be
increased by offering the current customersthe same incentivesto moveto premium
products. Thisalso provides marketerswith an opportunity to lend prestige to its
product line.

Sometimes, line extensions are offered at lower price thanthelead product.
For example, the Standard Chartered Bank credit card section launched the Manhattan
card, which had avery low annual fee and whichworked like avolumebuilder for the

company.
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4. Excess capacity utilization

Inorder to utilize their excess production capacity, companies prefer to add new
product lineswith minor alterations. Thisstrategy isalso used to improve efficiency
and quality of existing products.

5. Effective way to increase sales

For marketers, line extension offers are one of the most economical and effective
waysto increase sdles. Thisisdueto thefact that it ismuch more convenient to predict
development timeand cost for lineextenson productsthanfor completely new products.
Nowadays, eventhe brand managers of established companiesdo not prefer to take
therisk of launching new products.

6. Competitive device

Keeping inview the strong link between market share and profitability, marketers
prefer to useline extension asacompetitive deviceto increasetheir brand’s control
over retail shelf space.

7. Pressure from retail channels

Quite often, marketershaveto work under pressurefrom retailers, who compel them
to offer varied line products. In order to meet the specific consumer demands of bulk
or multi-packsor low qudity products, retailerswant the company to produce specia

package Szes.
8. A source of brand enlargement

By producing productsin different sizes, coloursand packaging, lineextension can be
used as an effective way to make the product more interesting and relevant to the
consumers. Inother words, it can help the market in achieving brand differentiation
and thereby, give consumersenough reasonsto buy the product.

9. Tool of brand expansion for new users

Line extension asamarketing strategy can help marketersto further strengthen their
image that promotes loyalty and exclusiveness among new users. Intelligent line
extensions can be used asatool to attract those who buy multiple brands.

10. Tool for innovation

Line extension providesthe company with an opportunity to bemore innovative and
thereby, enhances the value proposition of the product, effectively blocking out
competitors. Lineextensions have the potential to inhibit or neutralize the moves of
competitors.

11. Effective test marketing tool

Line extension provides the company with a unique way to test the product’s
improvement andinnovation. Thisalso helpsmarketersto enter new emerging market
ssgments.



1.4.2 Product Mix Decisions

A marketing-oriented company doesnot merely sell the physica product but also sell
customer satisfaction along with it. Marketing strategy involvesthe determination of
thelevel of cusomer satisfaction. Thusthe productsthat are marketed, include physical
goods, services, experiences, persons, organization, information and ideas. A product
mix isthe set of al productsand itemsthat a particular seller offersfor sale. Product
mix isthe composite of products offered for saleby afirmor businessunit. Itisaset
of al product linesand itemsthat aparticular company offersto buyers. The nature of
the product mix isat timesdescribed using expressonslike depth, width and congstency.

Company’s obj ective and product mix

The product mix of acompany isimmensely influenced by itslong-term objectives.
There may be more than one long-term objective, but for the convenience of this
study, we candivideit into threemain parts: profit objective, sales stability objective
and sdlesgrowth objective.

1. Profit objective

Profit maximization isthe main objective of every company. In order to facilitatethis,
the company may decide to add aproduct or productsin the product mix which are
more profit-oriented. The marketer may takethe decisionto improvethelessprofitable
product and absolutely abandon the production of unprofitable products.

2. Sales stability objective

Inorder to fully utilizeits production capacity, every company amsat having stable
sdesvolume. They dwayswant to avoid asituation where salesmay fluctuate widely.
For example, if the sales volume of the company reachesits peak, the company may
require additional production capacity. But if dueto certain reasons, the salesof the
company’s product declines, the production capacity may remainidle, leadingto a
heavy penalty onthe company’sinvestment and a huge financial lossto the company.
Therefore, the company hasto ensurethat it achieves stability of salesvolume. This
may requirethe company to initiate changesinits product mix.

3. Sales growth objective

The success of acompany cannot be ensured only by the stability of salesvolume.
Thishasto be further supported by comprehensive efforts of marketersto increase
the sale of the company’s products. To achieve the objective of sales growth, the
company isrequired to inculcate changesin the product mix, keeping inview thelife-
cycle of theexisting products. A product which hasreached the saturation point, should
immediately be scrapped. Theoptionsthat are available with the company are either
to improvetheproduct or to add somenew products. It may eventry to enter anew
market segment by improving the products. Such seps can enhancethe salespotertia
of acompany’s product mix.
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Nature of product mix

Product mix isaset of all product linesand itemsthat aparticular company offersto
buyers. The nature of the product mix is described in terms|like depth, width and
congstency.

1. Depth

Thedepth of aproduct only refersto the number of variantsthat are offered for each
product intheline. For example, Hindustan Lever offers Close-up toothpastein sizes
of 20 gms, 50 gms, 150 gms, etc. In this case, there is a product depth of three.
Similarly, Halo shampoo comesinthree different formulationsin three different sizes
and hence hasaproduct depth of nine. Thiskind of assortment ispopularly known as
stock keeping units (SKUS).

2. Length

Thelength of product mix refersto thetotal number of itemsin themix. Thisisobtained
by dividing thetotal length by the number of lines. Take the example of Procter and
Gamble company, which offersdifferent product lines. It carriesdifferent detergent
brands, such asAriel and Tide.

3. Width

Thewidth of product mix refersto the extent of different product linesinthe product
mix offered by the company. For example, FM CG company Hindustan L ever offers
different productsliketooth paste, detergent, bar/soap, etc.

4. Consistency

The congstency of product mix refersto the relatedness of variousproduct lines. We
can say that Nestl€ sproduct linesare consistent, inthe sensethat they areall food
products.

Significance of elementsof product mix: Thethree product mix elementsare:
(i) Depth, (i) Widthand (iii) Consistency.

The product mix elementsare very sgnificant for marketersasthey formthe basisfor
rationalization of the marketing process. By enlarging the width, i.e., by increasing
product lines, acompany can satisfy itscustomers’ need for variety by making products
of diverse qualitiesinthe same product line. A company producing TVsmay make
themindifferent szesand qualities, keepingin mind thewide range of customers. By
doing this, the company may specidizeinaparticular product lineand thereby increase
itsgoodwill and profitability by reducing the cost of productionand distribution. The
company can aso carry out research work to improvethe quality of products. It gives
the comparty anopportunity to make adecision about adding new productsor improving
the quality of product. However, it should be kept in mind that nowadays, consumers
pay moreattentionto quality thanthe priceof the product.

In case there is consistency of product in the product line or if the product
belongsto the same category of consumer goods, it can reduce productioncost to a



great extent. The cost of distribution of the product may aso come down by using the
same channedls of digtribution and advertisement.

Product mix strategy

Thefact that acompany like Godrej manufactures diverse assortment of products,
suchas, refrigerators, furniture, sogps, sed amirahs, etc., isnot by accident. Infact,
it reflectsthe planned marketing strategy of the company. To be successful inmarketing,
manufacturers, distributorsand retailersneed to adopt acarefully-crafted strategy for
managing their product mixes.

1. Product positioning

The revenue generated by the product’s sales and company’s profits dependsto a
great extent onthe ability of the management to atract customerstowardsthe product.
Also it depends on the capability to successtully achieve product differentiation that
enablesthe consumer to distinguish the product fromthat of the competitors. Thus,
what is needed, isaproduct postioning strategy that enablesthe company to develop
astrongimagefor itsproduct, vis- a-vis, competitors. Marketerscan opt for avariety
of product postioning strategies.

2. Positioning in relation to the competitors product

Some marketersprefer to put their product directly against thet of the competitor’'s—
particularly whentheir product hasasolid differential advantage. After launching its
Micro-processor, Intdl started acampaign to convince buyers about the superiority of
its product vis-a-vis competitors. The company even paid money to computer
manufacturersto includethedogan‘ Intel insde’ intheir advertisng campaign. In case
the competitor hasastrong market position, ‘Head to Head' positioning strategy is
exactly what the marketersneed to do.

3. Positioning in relation to a product class or exclusive feature

Sometimes marketers adopt apositioning strategy that putsemphasison associating
or disassociating itsproduct aclassor an attribute. Some companies promotether
productsas‘belonging to an exclusiveclass , such as*Madein Japan’ or having some
attractive features, such as‘low in calorie’ or energy consumption, energy saver,
environment-friendly, etc. Thisstrategy iswidely used by food product manufacturers,
who highlight the attributes of the product as cholesterol free, fat free, sugar free, etc.

4. Positioning by price and quality

Some garment manufacturersand retailerslike Raymonds, Van Heusen and Louis
Phillipe offer high quality products at apremium price. Inthe automotive segment,
positioning isdone on the basis of exclusive features like high quality and high price.
For example, Maruti SX4, Honda Civic, CorollaAltis, tc.

5. Positioning in relation to target markets

Whichever positioning strategy a company may prefer, it must aways give due
condderationto thetarget market. Using thisstrategy, the company may find it more
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convenient to addressthe needsand aspirations of different consumersregarding their
choice, taste, price preferences, qudity preferences, etc.

6. Trading up and trading down

Thedtrategy of trading up and trading down requires marketersto bring changesinthe
product positioning and expand the product line. Trading up would mean adding
premium priced productsto attract the high-end market. This strategy will help a
comparny inenhancing the sale of itslow-priced productswhile encashingonthe prestige
of thenew product.

Trading down involvesadding low priced productsinthe company’s product
line. According to the company’s strategist, those who could not afford to buy the
product earlier dueto its high price, can now easily afford thelow-priced product and
can thus further enhance the customer base of the firm. As per the consumer’s
psychology, buying thelow-priced product of acompany will providethe statusand
benefits of the company’ shigh-end products.

However, there is a negative side of the trading down strategy, as the new
offering may permanently spoil the company’sreputation and also thet of itshigh quality
product. To minimize thissde effect, the company may giveanew brand nameto its
low-priced product.

Incase of trading up Srategy too, marketersarerequired to beextremely cautious
whileformulating their strategy. Inthis case, the problem depends on the fact that
whether thenew product or lineusesthe same brand which isaready established or is
givenanew name. In casethe company decidesto continue with the samebrand even
for itsnew product, it must take stepsto changeit’simagein such amanner that it will
not bedifficult for customersto accept the high-priced product. However, marketers
do not want to lose their old customers. If the company decidesto use a different
brand name, it must create awarenessamong consumersand then simulatethemto
buy the new product.

7. Product mix contraction

While using this strategy, marketers either eliminate the entire line of products or
consolidate the assortment with aline. For example, sometravel agenciesinstead of
selling al kinds of travel services, decided to concentrate on specialized tours and
tripsto exotic places.

How many products/variants. Various companies and their different branded
productsarefighting for the shrinking shelf space of retailing companies, whichinturn
has compelled marketersto rework on their brands. During the post-liberalization
phase, alarge number of multinational companies entered the Indian market. Asa
result, there was intense competition between the domestic and multi-national
companies. To generate maximum excitement among consumers, the companies
launched several variants of the same product — new packaging, new formulations,
different flavours, additional quantity at the same cost (25% extra), etc.

Infact, according to marketers, extensionsare consdered to bethe best way
of responding to consumer’s desires. However, alarge number of new offeringsalso



pose aproblemfor retailersintheform of lack of shelf space. Thisproblem may force
showroom managersto squeeze more itemsinto ther store by reducing the average
space allocated to each of theseitems.

1.4.3 Product Mix Modifications

A company’sproduct mixisnever satic. Cusomers preferences change, new cusomer
segmentsemerge, and comparny’scompetenciesand priorities change. All these changes
warrant achangein acompany’sproduct mix.

(i) Product mix expansion

Product mix expansion isachieved by increasing the depth within aparticular product
line, i.e., new brandsor variants of existing brands areadded to the product line and/
or by increasing the number of product lines.

(if) Line extension

When acompany addsasimilar itemto an existing product line with the same brand
name, itiscaled lineextenson. A company resortsto line extensionto appea to more
market segments by offering awide rangeof optionsof flavours, colour, Size, etc., for
aparticular product.

(iif) Mix extension

New product lines are added to the company’s present assortment. The new lines
may berelated or unrelated to the current products. The company may use oneof the
existing brand names or may give an entirely new name to the new product lines.

When acompany uses one of itsexisting brandsto offer anew product line, it iscalled
brand extension.

(iv) Product mix contraction

Product mix contraction isachieved either by eliminating an entire product line or
eliminating a few products or brands from within aline. The ideais to weed out
unprofitable product itemsor product linesand earn higher profitsfromfewer products.

(v) Repositioning

Repostioning involves changing cusomers perceptionsof abrand. It involves changing
the product’sattributes and communication to the customers.

(vi) Product modification

Product modificationwill involve changing the quality levels of the product itemto
make it more appropriate for thetarget market, functional modificationsto reflect
changing customer requirements and to incorporate latest technologies and style
modificationto appea to customers emerging aesthetic concerns.

(vii) Planned obsolescence

Thisisthe practice of modifying productsso that thosethat have already been sold
become obsolete before they actually need replacement. The modified product is
substantialy different and better than the earlier version, and cusomerswho possess
the earlier versionfed disadvantaged or unfashionable.
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1.4.4 Product Differentiation

Product differentiation resultsfromadded features, which give customers benefitsthat
rivals cannot match. Before adding features, acompany should thoroughly research
the need for the particular feature among customersin theintended target market.
Companies keep on adding new featuresjust because their competitorsoffer them.
Sometimes deletion of features and benefitsfrom aproduct may beavery effective
differentiation because cusomersnever really wanted these benefits.

Adding the same features as competitors may make the product of acompany
moreacceptableamong customers, though it may end up introducing smilar products
that doesnot result in any differential advantage. Such astrategy of matching festures
and benefitswill result in product parity, with no company providing any compelling
reasonsto the customer for buying itsproduct. Insuchindustries, cusomerswill buy
onthebasisof price, and competitorswill beforced to cut pricesto win customers
from each other. The profit of every company will go down. Companieswill not have
the ability to differentiate their product asthey will not have enough resourcesdueto
their dwindling profit margins. The only way out of thismessisthat companies should
pick up courage, arrange resources and start differentiating their productsfromeach
other. Price-based competition should be avoided.

In most categories of goods, consumers get productswith featuresthat are
needlesdy paying for and can do without. Most products can be made more suitable
for their target marketsby deletion of certainfeatures. Nokiahasintroduced astripped
downversionof thecellular phonefor the entry level customer inIndia. Thephoneis
acontrast to the onesthat offer Internet usage, m-commerce, camera, etc. It serves
the basic purpose of mobile connectivity. Many customersare realizing that they do
not need what they have bought and are switching over to these smpler phones. This
phenomenonislikely to be repested inmany categories of goods, once smpler options
areavailableat lesser prices.

1.4.5 Product Elimination

Oneground redlity that every company must realize isthat every new product cannot
be successful, asall of them cannot satisfy customersand also interest inthe product
can not be kept alivefor anindefinite period. Product elimination isthe process of
deleting aproduct fromthelist of aproduct mix whenthe marketersrealizethat it isno
longer capable of satisfying asufficient number of customers. Thedecisonto deletea
product becomes unavoidable when a declining product reduces the company’s
profitability and drainsresourcesthat can otherwise be used for modifying the product
or developing new ones.

Product deletion also becomes a necessity dueto thefact that when adying
product losesfavour with customers, the negative fegling may get transferred to some
other products of the company aswell. However, the decision to eiminate aproduct
isnot easy asit is opposed by both the management and other employees due to
variousreasons. Such decisonsinvolvelot of emotionsdueto the sadnessof afinal
parting with anold and trusted friend.



Reasonsfor product elimination

Continuousdecreasein product sale: During thelast stage of aproduct’slifecycle,
there is a rapid decline in the sales of the product due to the changing business
environment and emergence of better quaity products. If thecompany feelsthat it is
no longer possibleto revive the salesin spite of best efforts, adecision may be taken
to diminatethe product.

M arket re ection: The product may berejected due to variousfactorswhich may
sometimes be beyond the control of marketers who haveno option left but to eiminate
theproduct.

Reduction in product relevanceand effectiveness: Over aperiod of time, certain
productslosetheir effectiveness and relevancein providing benefitsto the customers,
for which they were originally manufactured. This may happen in the case of
pharmaceutical products. Here, certain drugsmay haveto be eliminated dueto the
availability of more effective and advanced dternatives, which have been produced
after lot of research.

Emergence of superior improved products. Dueto the emergence of superior
substitutes asaresult of advancement of technology, the company’sproduct becomes
irrelevant and it may have no other option but to withdraw it fromthe market.

Downward trend in product price: If thereisacontinuousdeclineinthe price of the
product, it may no longer be profitablefor the company. The company canthen decide
infavour of product dimination.

M acro-economic factors: Macro-economic factors, such asthe changing global
environment, political environment, etc., may also lead to product elimination. For
example, acompany which isoperating in foreign markets may be affected by new
quality normsimposed by the buying country. Recently, the rejection of I ndian garments
by the United States government practically forced many I ndian manufacturersto
closedowntheir factories.

Government regulations. Specific new or changed government regulations may
sound adeath knell for certain productsinthe market.

Various stages of product deletion

(i) Recognition weak products. Productsthat are found weak during the process
of continuousand systematic monitoring. They may not beableto liveup to the
expectationsintermsof salesand profitability and so identified for elimination.

(i) Analysisof weak products. Theweak productsshould be subjected to close
analysisto decide about the possibility of product modification, repostioning
and improved marketing mix strategy.

(i) Causeand effect evaluation: If the steps taken during the stage of weak
product anadysisfail inimproving the product’ssales, the next sepisto consider
theimplication of product deletioninthe company.

(iv) Implementation of delete decision: If the company decides in favour of
product deletion after going through the mentioned stages, the timing and
procedureof diminationmust be plannedinorder to ensurethet thereisminimum
disruption inthe company’s business.
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A few examplesof product deletion are:

(i) Dueto declining sales volume, Ford motors decided to delete Ford Escort
from the automobile segment and replaced it with Ford 1kon.

(i) Hindustan Motors deleted the Ambassador Deluxe model and released the
Ambassador classc model.

(iif) Pepsico and Coca-Cola had to withdraw Diet Pepsi and Diet Coke due to
non-acceptance by consumers.

(iv) In2001, Hindustan Lever decided to cut downits product list from110to 36.
(v) Maruti Udyog had to delete Maruti-1000 dueto some problemwithitsengine.

1.5 NEW PRODUCT DEVELOPMENT: NEED, RISKS
AND UNCERTAINTY

Thedevelopment of new productsisessentia for the survival andlong-term profitability
of afirm. Astechnological advancements makestheexisting products obsolete very
quickly, it isessential inthe organization’sown interest that adequate attentionispaid
by the company’sresearch and development (R& D) department towards developing
new products. Inmore specific terms, new product initiativesare drivenby thefollowing
factors.

(i) Tomeet thetargetsof financial growth

(i) A strategy to meet competitivethreats

(i) Emerging technology that makesexisting products obsolete

(iv) Changing customers needsand feedback

(v) New lega requirements
New product development isaprocedureinwhichideasare developed for viable
new products or as an extension to the existing products. New product ideas are
generated either through scientific research or by consumers feedback. New product
ideas have to be screened based onthe following factors:.

(d Vidbility

(b) Concept test

(c) Potentid profitability
Those product ideasthat successfully crossthe above stages are subjected to extensive
product development. Inthe next stage, prototypesare developed and tested at the

level of company and consumers. |mprovements are made based on the feedback
fromconsumers.

1.5.1 Classfication of New Products

New products can be classified into two major groups:
(i) Productsthat emergeout of technological innovations

(i) Productsthat havether originin marketing-oriented modificationsand changing
consumer responses and preferences and new environmental regulations



1.5.2 Advantages of New Product Development

New product development isone of themost crucial aspects of abusinessenterprise.
It would not be an exaggerationto say that the growth and profitability of abusiness
unit depends on the successful launching of a new product in the market and its
acceptance by consumers. New product development providesanumber of advantages
to theenterprise. Someimportant advantagesare:

(i) It helpsthe company in producing the best quality product/servicesfor the
consumer.

(i) Sincetheproduct isdeveloped onthebasisof consumers demand and feedback,
it can provide maximum possible satisfactionto customers.

(iii) It helpsacompany in market expansion and diversification
(iv) 1t helpsacompany to securestability in product demand.

(v) New product development helpsacompany in reducing the risk of product
obsolescence by providing an opportunity for improvement in the existing
product.

(Vi) 1t also helpsthe company in effectively facing growing market competition.

(vii) New product development helpsthe company improve and further strengthens
thegoodwill of thefirm.

(viii) New product development securesgrowth and profitability for thefirm.
1.5.3 Basic Requirements of New Products

The basic requirements of anew product are:
(i) A good quality product based on sound technology and research
(i) Reasonableprice
(i) Economic viahility
(iv) Adequatedistribution
(v) Effective packagingand branding
(Vi) Adequate servicing facility
1.5.4 Main Elements of New Product Development

The mainedementsof new product development arelisted below:
(i) Todiscover productionfeashility

(i) To develop characteristicsand qualitiesof the product
(i) To develop differently-designed modelsof the product

(iv) To select thebest design or model
(v) Totakeadecisonregarding size, colour and packaging of the product
(Vi) Expansior/contraction of the product mix

(vii) Discontinuation or withdrawal of unprofitable products

(viii) Product improvement

Product Concept

NOTES

Self-Instructional Material 27



Product Concept

NOTES

28 Sdf-Ingtructional Material

1.5.5 Risks and Uncertainty

New product development is ahighly risky and atime-consuming affair. Only the
companiesthat havethe capacity to absorbthese shockscanreally go ahead with the
task of new product development. Therate of successin new product development is
high in these companies because they have the capacity of hugeinvestment inR& D
and aso becausethey have several new product idessinthe pipeline. These companies
aretheleadersinthe chosenfield. A mgority of thefirmsprefer to befollowersrather
than taking alead inthetask of new product development.

Why do companies shy away from the task of new product development?

High attrition rate: Many new product ideasfail to reach the market at al, even
after yearsof effort and care. In such acase, consderable amount of timeand money
iIswasted.

High rate of market failure: New product launches have a high rate of market
failure. Eventhoseproductswhichare adeto reachthe market after yearsof preparation
and hard work, oftenfail.

Short-lived success: Some productsthat successfully reachthe market, haveavery
short life-cycle. Most of them suddenly disappear from the market after an initial
boom.

1.5.6 Failure of New Products

Inthiseraof tight competition fromdomestic and global firms, the firmswho don't
comeout withnew products put themselvesat great risk becausetheir existing products
areproneto changing customer needs, shorter product life cycles, new technologies
and increased competition.Despite years of research and huge capital being pumped
into understanding the consumer, making alaunch successful isgill adifficult task. The
new product largely dependson the product quality and the marketing strategy of the
firms. Thereare many occasionswherethe product failed miserably even after using
the best technology and quality asthe new product was not worthits price for the
customers. The primefactor for the new product successiscustomer vaue. Valueis
what the customer thinksthe product should be worth.

InUnit 2, weshdl discussin detail the variousreasonsthat lead to anew product’s
falure

1.5.7 How to Avert Failure of New Products

Product failure can be controlled by companies by taking some suitable measures.
Research and analysishave shown that severa new productsfail inthe market not due
to any defect in the product but because the companies are not well-equipped to
handlethe product. Such astuation arisesonly when companiesfail to answer certain
basic questions at the product ideastage. Beforetaking the new product ideafurther,
the companies should find answersto some basic issues.

(i) Whether the new product isto belaunched in line with theexisting business of
the company or will it congtitute an entirely new lineor business?



(i) 1sthenew product radically new for the market?Or isit Smilar in someway to
anaready existing product?1n case theproduct isradically new, how long will
it takefor the product to get established inthe market? Canthe product sustain
thelong pioneering stage? What isthe current level of demand and what isthe
extent of sharethat the new product hopesto captureinthe market?Incasethe
product islikely to face someretdiation fromits competitors, isthe company
adequately prepared with the resourcesto respond to such retaliation from
dominant competitors?

The company should be prepared to face the challenges and possibleretaiation
from competitorswho seethe new product asarival that can hamper their market
share. In caseof amediumand small-sized firm, it isstrongly recommended that they
must analyse whether with their limited resources, they can face the bigger and more
resourceful competitors. The company must haveavery clear pictureabout the resource
capacity and functioning style of such competitorswho consider thelaunching of new
product asaprovocation. Thoughit isnot possibleto prescribe any successformula
for the success of anew product, companies can minimize the risk of new product
failure by keepingin mind theseissues.

1.6 ORGANIZATIONAL STRUCTURE FOR PRODUCT
MANAGEMENT

Product development organizationshave, for years, experimented with and developed
many new and novel ways of organizing. Project team organizationtracesitsroots
back to the problemsfaced in developing new products. The need for afocussed and
well-coordinated effort, involving many disciplinesled to theformation of temporary
interdisciplinary teams. Thisform of organization has now been carried into many
areasoutsideof product development. What hasbecomeknown asmetrix organizetion
or matrix management evolved from similar origin.

Organizations areawayslooking for new waysto group activitiestogether to
achieve greater efficiency or effectiveness. They are constantly experimenting and
designing new organization charts, searching for theideal organization. Inthe process,
managers have been very creative, designing al sorts of reporting relationshipsamong
people and groupsand laying these out in chartswith solid or dotted linesand lines of
different colorsdelineating varied relationships.

Most organizations are structured by grouping people by task, specialty, or
geography. Leaving geography asdefor the moment, we areleft withtask and specialty
astheunderlying basesfor most organizational forms. Corporations, for example, can
be structured by function and product, with either taking thedominant position. The
firm can either let functions dominate, with product line groupingsunder each function
or haveproduct linesdominate, with functiona groupingsin each product organization.

1.6.1 Role of Product Manager

A product manager representsthe product owner and the end-user or customer. Heis
responsible for defining and scheduling the ddlivery of high quality output inline with
businessrequirements and priorities. A product manager investigates, selectsand
develops productsfor an organization and supervises product management.
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A product manager considers numerousfactorsbeforetaking adecision. These
factorsinclude demographic factors, the products offered by competitors and how
wdll the product fitswith thecompany’' sbusinessmodd. Generaly, aproduct manager
manages one or more tangible products. However, the term may also be used to
describe aperson who managesintangible products, such asmusic, information and
services.

The designation of product manager is often used to describe totaly different
duties and respongihilities. Although, the arena of product management iswell defined
in high-tech sectors but the job description of a product manager varies widely
among companies. Thisisdue to tradition and intuitive interpretations by different
individuas.

Inthefinancid services sectors, suchasbanking, credit cards, insurance, mutua
funds, housing loans, etc., the profit and loss determines the business development
strategy pursued by product managers.

The product manager isalso referred to asthe product owner, and usually has
themainroleof representing the product to the customer.- Someof the responsibilities
of aproduct owner include marketing of the product and analysis of the competition.

Managerial role of a product manager

In some companies, the product manager also performsthree different managerial
roles

(i) Product marketing manager: Onewho may performall outbound marketing
activities

(i) Project manager: Mgor performanceareasincdude activitiesrelated to schedule
and resource management

(i) Programme manager: Assgned responsibilitiesrelated to schedule, resource
and cross-functional execution

Major activities of a product manager

Themain respongilitiesof product managersinvolve many crucia activities:
(i) Nurturingthe product

(i) Pogtioningtheproduct strategicdly

(iii) Pricing the product

(iv) Monitoring the product

(v) Withthe emergence of new technologies, product managersplay asupporting
role in providing technical product information and conduct product
demondtrationsin engineering companies. Some of their reponsibilitiesinclude:
e Supply of technical information and specifications
¢ Providing product development theinformetion rdatedto users’ requirement
¢ Product scheduling
e Technical copy writing



Requidte qualification for product managers

For product managersof technical products, abachelor’sdegreeinengineeringand a
master’s degree in business administration are preferred. Computer skills and
knowledge of database applications can aso benefit peoplein marketing. However,
product management positionsare not for fresh graduates. Most companies offer
these jobsto people who have experience in sales.

Skillsrequired to be a product manager

A competent product manager should possessthefollowing kills:
(i) Andytica andstrategicthinking
(i) Strong communicationand interpersond kills
(i) Good presentationskills
(iv) Persuasive powers
(v) Ability tointerpret and analyzedata
(vi) Busnessanadysisskills
(vii) Problem-solving skillg/strategies
(viii) Computer and satistical skills
(ixX) Domain knowledge
(¥) Knowledge of marketing trends
(X)) Result-oriented attitudes
(xii) Creativity andinnovationskills
(xiii) Entrepreneurid ills
(xiv) Customer focus
(xv) Attentionto detall
(xvi) Multitasking and prorogation skills
(xvii) People-management and leadership skills
How to be a good product manager?
A good product manager should worry more about potential future competitorsthan
current competitors. Understanding and monitoring current competitionisanimportant
part of being amarket-focussed product manager. A good understanding of the market
isthemost crucial responsibility of aproduct manager. However, current competitors
pose lesser risk since the company knowswho they are and can easily identify them.

Competitorswho havethe potentid to challengeandtotally changethemarket arethe
oneswho should be of concern.

Product managers should realize that there are many productsinthe market
that havethepotentid to put their own productsout of business. Sometimesthe product
manager may not even know the names of these competitive products Analert product
manager can prevent himsdf from being caught offguard by following these guidelines:
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1. AlwaysBeonthelookout for potentia threats. If the product managers
do not devotetimeto find out about new potentid threatsontime, it might
cost themagreat ded.

2. Early warning signs must not beignored: In most cases, productsand
companieswho have been made obsolete dueto the emergence of new
technologies ignored the early warning signs. Many companies had
dismissed Google, eBay, Amazon and the IPod initially, which ultimately
put the companiesmaking similar productsout of business.

3. Feel the pulse of the future and be prepared to respond to the situation
demand.

Product managers should be prepared for these eventualities: What would they do
if amilar products from other companies enter their market? What would they do
if astartup company offers same product for cheaper price? The product managers
should run through these scenarios regularly and prepare their product accordingly
in case of such eventualities. This may involve changesin the product, distribution,
or promotion.

Monitoring current competitorsisimportant, but thecompetitorswith greater
potentid threat to busnessarethe onesthet are currently either unknownor inunrelated
fields. Good product managers need to be careful regarding disruptive competition
and need to be proactive about product development.

Product research

Deveoping and designing gresat productsisthekey to successinany business. Anything
lessthan anexcdlent product Srategy canbe destructiveto afirm. The product manager
should focuson alimited number of products and concentrate on maintaining high
level of quality for those productsto maximize the potential for success.

Theimportanceof product research canbe understood by citing afew examples.
For instance, Honda sfocusisengines. Virtualy, all of Honda'ssales, e.g., autos,
motorcycles, generators, etc., are based on itsexcellent enginetechnology. Similarly,
Intel’sfocusison computer chips, while Microsoft’sison PC software.

Keeping inview aredlity that most productshave alimited and even predictable
life-cycle, product managers must be constantly looking for new productsto design,
develop and introduce into the market. Good product managersingst upon strong
communication between customers, products, processes and suppliersthat resultsin
ahigh successratefor their new products. One product strategy isto build particular
competence in customizing goodsor services. Thisgpproach alowsthe customer to
choose product variationswhilereinforcing the organization'sstrength. Dell Computers,
for example, hasbuilt ahuge market by ddivering computerswiththe exact hardware
and software asdesired by theend user. ThisDell does very fast, asit understands
that speed to market isthe most important pre-requisite to gain acompetitive edge.

1.6.2 Product Manager in Technical and Consumer Good Companies

Technology-based companies usually start with a single product. As the product
becomes more popular inthe market, additiona salesforceisrequiredto handlethe



marketing. Now the salesforce need salestoolslike brochure, catalogue, leaflets,
etc., whichhasto be supplied by the marketing communication department. However,
the additional technical support required by al thethree departmentsisto be provided
by the product manager.

In consumer goods companies, product managers know more about the
prospective customers than anyone else in the company. If the market share of a
company’s product is 30 per cent of the segment, the product manager must ask:
what’s preventing the remaining 70 per cent from buying the product. Knowing the
answer to thisquestion isvery important.

Even beforereleasing the next batch of product supply, the product manager
should bein the market talking to prospective customers. The product manager must
know the prospect, and the prospect’s problems. Thisisthetruerole of aproduct

manage.
Tasks performed by product managers
Product managerswork in close coordination with product designersand marketers.
They performthefollowing tasks.
¢ Organizing researchrelated to products, marketsand competitors
¢ Devising and executing product plans

¢ Studying market trends, introducing new productsand adding new featuresto
existing products

¢ Postioning of exising brands
e Development of product strategiesand promotional planning

e Study of salesfigures, feedback, and other survey reports, and accordingly
forecast competitors' successof their product

o Keeping track of competitors products and monitor marketing and production
efforts

e Pricing and profitability analyses

e Bearing responshility for the successes and failures of their products

o Carefully handle seriousproduct flawsand work towardsachieving red solutions
¢ Providesuperior valuefor cusomers

Apart fromthetasks mentioned here, product managers should ensurethan they do
not interferewith the responsibility of marketing and operating.

1.7 SUMMARY

Some of important concepts discussed inthisunit are:

e Product isthe most important tool inthe marketing mix. Without aproduct,
there can be no marketing. Simply put, a product is something that can be
offered inthemarket to satisfy awant or aneed.
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e Therearetwo conceptsrelated to products:. (i) Narrow and (ii) Wide.
e A product isimportant because: (i) Itisthe central point of dl marketing activities

(i) The product isthepivotal point of planning. (iif) Theproduct determinesthe
channel of digtribution.

A product has tangible and intangible features. Based on this, products are
classified into two mgjor groups. The classification sysemworksinsuchaway
that it assiststhe company in planning the firm’'s marketing strategy. Thetwo
typesof productsare: (i) Consumer goodsand (i) Industrial goods.

Indudtrial goodsaredivided into Sx types (i) Ingdlationgoods (i) Raw meterids,
(iii) Components, (iv) Semi-finished goods, (v) Fabricated meterid, (vi) Operating
supplies.

Apart from consumer and industrial goods, there are also other categories of
products: (i) Technology products; (ii) Customized products.

Productsare different from servicesand commodities. Productsaretangible
items, servicesareintangible.

Toolsthat help youto save, invest, get insurance or amortgage, aretermed as
financia products. Financia productsare classified into various categories:
a) Shares, b) Bonds, ¢) Treasury hills, d) Options, €) Mutual funds, f) Certificate
of deposit, g) Annuities.

Therearesomefinancia productswhicharecomplexinnature: (i) Credit Default
Swaps(CDS) and (ii) Collateraized Debt Obligations (CDO)
When an existing product ismodified, it is called aderivative product. Some
examplesof derivatives. theforeign exchange, thefinancia futures market and
the commodities futures market. Derivative products serve the following
pUrpOSES.
(i) Cut thefinancid risk of anexigting portfolio
(i) Takerisk to achieveaprofit
(i) Achieve profit-lacking risk with the help of mutual transactions

Product lineisthe creation of aset of productswith similar features, that does
the samejob and are marketed to smilar customer segmentsthrough the same
channelsof digribution.

Product line decisonshavethefollowing features: (i) Line stretching, (ii) Line
filling, (iif) Linemodernization, (iv) Linefeaturing.

When companiesadopt line extensons astheir marketing strategy, it istermed
aslineextension strategy.

A company does not just sell the product, but also sells customer satisfaction
along withit. Product mix isthe set of al productsand itemsthat a particular
seller offersfor sale. Product mix isdescribed intermslike depth, widthand
congstency.

Product mix isinfluenced by long-term objectives of the company. The mgjor
objectivesare: i. Profit, ii. Sdesstahility, iii. Salesgrowth.



e Cugtomers demandsand preferenceskeep changing. Emerging customer groups Product Concept
lead to changein demand. All these factorslead to a changein acompany’s
product mix. Thisiscaled product mix modification.

e Companiesadd featuresto their productsinabidto find aplaceinthefierce NOTES
completion. But at times, deleting somefeaturesto simplify the product can
bring more customer satisfaction. The cutting down processto differentiate an
itemiscaled product differentiation.

e Sometimes companies realize that it is no longer capable of satisfying a
sufficient number of customers. In such a scenario, the company deletes the
product from the list of a product mix. This process istermed as product
dimination.

e A product can be eliminated from the market for variousreasons.

(i) Continuousdecresseinsale
(i) Market regjection
(i) Reductioninproduct relevance
(iv) Appearance of superior productsfrom competitors
(v) Downward trend in product price

e Theprocessof product diminationtakes placeat various stages.
(i) Recognition of wesk products
(i) Analysisof weak products
(i) Causeand effect evaluation
(iv) Implementation of delete decison
e New product development isaprocessinwhich ideasare developed for redigtic
new productsor when new featuresare added to the existing products. Ideas
for new productsare generated either through research or by gaining feedback
fromthe consumers. Theideas are screened beforeit goesto the next stage of
product development.

e New product development is one of the most crucial aspects of a business
enterprise. It provides numerousadvantages:

(i) The company produces the best quality product or services for the
consumer.

(i) Sincethe product isdeveloped onthe basis of consumers’ feedback, it
can provide optimum satisfactionto customers.

(i) A new product helpsacompany inmarket expansion.
(iv) A company can secure stahility inproduct demand with the help of anew
product.
(v) By improving an existing product, new product development helpsa
company inreducing therisk of product obsolescence.
(vi) Itasoenablesthe company to face growing market competition.
(vii) New product development securesgrowth and profitability for thefirm.
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¢ New product development undertakes high risk and can beatime-consuming
affair. Companiesneed huge resourcesto carry out the R& D and invest inthe
development of a new product. A large number of companies prefer to be
followersrather than taking alead inthetask of new product development.

¢ A new product doesn’t alwaysguarantee success. Thereare several reasons
why aproduct might fail inthe market:
(i) Lack of proper market analysis
(i) Cost of new product higher thanthe estimated amount
(i) Defective product that resultsdueto wrong product design, substandard
raw material or poor packaging, etc.
(iv) Inadequate resourcesto fight market competition.
(v) Introducing anew product onwrongtime.

¢ Product development organizations conduct research and develop new ways
of organizing. Thisform of organization has now been carried into many areas
outside of product development.

e Companiesthat deal with product management, employsproduct managersto
carry out the functions. Theroleof aproduct manager isto defineand planthe
ddivery of qudity productsbased on businessrequirements. Product managers
investigate, decide and develop products for a company. They are aso
responsiblefor supervising the product management process.

¢ Quiteoften, product managersare also called product owners because they
represent the product to the consumers. They havethe reponsibility of not only
marketing the product well but also gauging the competitioninthe market.

e Themagjor activitiesof product managersinclude:
(i) Cultiveting the product
(i Releasing the product with afeasible strategy
(iii) Correct pricing of the product
(iv) Keeping atab on the product
(v) Providing technicd informetion
e Inredity, most productshavealimited and life-cycle. So it istheresponsibility
of product managersto keep atab on the market and bring moreideasfor new
designs, technology and featuresfor itsproduct. They haveto conduct product
researchwhich will help themunderstand what customersredly want, allowing
themto modify their product, thusgiving acompetitive edge. Product research
helpsinrefining product designsand plansthat can cut product development
cogs.

1.8 ANSWERS TO ‘CHECK YOUR PROGRESS

1. Thetwo conceptsreated to productsare asfollows:

(i) Narrow: According to this concept, aproduct isagroup of physica or
chemical attributes, which have utility.



(i) Wide: Inthewider concept, al the brands, colours, packaging and designs
of items

2. Theimportance of aproduct liesinthefollowing factors (i) It isthecentrd point
of al marketing activities. (i) The product isthe central point of planning.
(i) Theproduct determinesthe channel of distribution.

3. Consumer andindustria goodsdiffer inmany ways. Four suchdifferencesare:

(i) Consumer goods are used directly by the buyers, as they don't need
processing. I ndustrial goodsare sold primarily to produce other goods.

(i) Consumer goods have alarge customer base. Customers of industrial
goodsarelesser in number.

(i) Consumer goodsare purchased in small quantities. Industrial goodsare
alwaysbought in bigger quantities.
(iv) Consumer goods have impulsive buyers. Industrial goods have buyers
who buy after research and analysis.
4. Indugtria goodsaredivided into Six categories:
(i) Instdlationgoods
(i) Raw materias
(i) Components
(iv) Semi-finished goods
(v) Fabricated material
(Vi) Operating supplies
5. Besidesconsumer and industria goods, thereare also some other categories of
products, viz.,
(i) Technology products
(i) Customized products
6. Productsaredifferent from servicesinthefollowing ways:

(i) Productshave physical characteristics, whereas servicesarejust ideas,
conceptsor information.

(i) Productscan be produced, stored and transported. Services can not be
produced or transported.

(i) Productsaremadein afactory, away fromthe customer, whereas services
areproduced inamarket environment with theaid of customers.

(iv) Productsare standardized, whereas services are customized.
7. There arevarious differences between acommodity and a product. Two of
theseareasfollows:

(i) Product is any item produced by labour or effort. Commodity is any
marketableitem madeto satisfy needs.

(i) Product istheraw material and thefinished good. Commodity isusually
theraw materid .

8. Shares, bonds, treasuries, options, mutua fundsand annuitiesareafew examples
of financid products.
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10.

12.

13.

14.

15.

16.

17.

. Therearetwo typesof complex financia products:

(i) Credit Default Swaps(CDS)

(i) Collaterdized Debt Obligations(CDO)
A derivative product resultsfrommodifying an existing product. Suchanitem
has different properties than those of the product it is derived from. Some

examplesof derivatives: theforeign exchange, thefinancia futures market and
the commoditiesfuturesmarket.

. Thefour featuresof product line decisionsare:

(i) Linestretching
(i) Linefilling
(iii) Linemodernization
(iv) Linefesturing
A few factorsthat determinelineextenson strategy are: a) Market segmentation,
b) customer desiresand c) pricing strategy.

A product mix isthegroup of all productsthat aparticular seller offersfor sde.
Product mix isabundle of productsoffered for saleby acompany.

Trading up meansadding premium priced productsto attract thehigh-end merket.
Trading down involvesadding low priced productsinthe company’s product
line.

Customers' demands and preferences keep changing in the market. New
customer segmentsemerge, and accordingly, acompany’s competenciesand

prioritieschange. All thesefactorslead to achange in acompany’sproduct mix.
Thisiscalled product mix modification.

The varioustypesof product mix are:
(i) Product mix expansion
(i) Lineextenson
(i) Mix extendgon
(iv) Product mix contraction
(v) Repositioning
(Vi) Product modification
(vii) Planned obsolescence

Sometimesfeaturesare added to productsto retain old cusomersor gain bigger
customer baseor fight fierce competition. But at times, deleting afew features
to differentiate the product becomes necessary because cusomersare happy
without the added features. The simplifying process cuts cost and provides
cusomer satisfaction.

Product eliminationisthe processof deleting aproduct fromtheligt of aproduct
mix whenthemarketersredlizethat it isno longer cgpable of satisfying asufficient
number of customers.



18.

19.

20.

21.

22.

New product development is aprocedure in which ideas are developed for
viable new productsor asan extension to theexisting products.

Therearetwo typesof new products.
(1) Productsthat comeout of technologica innovations

(i) Products that are modified due to changing consumer responses and
preferences. Also, new environmental regulationsgovernthiscategory of
products.

Thefollowing three factors bar acompany from venturing into new product
development:

(i) Highattritionrate
(i) Highrateof market failure
(iif) Short-lived successof the product

A product manager hasvariousrolesto play in an organization. Some of them
areasfollows

(i) Herepresentsthe product owner and theend-user or customer.
(i) Heisaccountablefor scheduling the delivery of high quality product.

(i) He selects and develops products for an organization and supervises
product management.

(iv) Heconsiders numerousfactorsbefore taking adecision. Thesefactors
include demographic factors, the products offered by competitors and
how well the product fitswith the company’sbusiness model.

A product manager has more knowledge about the prospective cusomersin
the consumer goods companies. Heisresponsible for gauging the mood of the
customers even before the next batch of productsis released in the market.
Als0, he getsfeedback about the products’ statusinthe market.

1.9 QUESTIONS AND EXERCISES

Short-Answer Questions

1.

. What arethe varioustypes of consumer goods?

© N O U~ W N

List thefivelevelsthat congtitute product value.

. Differentiate between industrial and consumer goods.
. What arefinancid derivatives?

Mentionthe critical features of product line.

How doesline extension strategy help acustomer?

. Citethree examplesof product deletion.
. Statethemajor factorsthat lead to the failure of new products.
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Long-Answer Questions

A WD

. Discusstheimportance of aproduct inaneconomy.

. Explainthevariouscategoriesof industrial goods.

. Evaluate derivative productswiththeaid of three examples.

. How islinegretching different fromlinefilling? Support your answer with suitable

examples.

5. Assesstheproduct mix strategy.
6. ‘Product differentiation resultsfrom added feetureswhich give customersbenefits

that rivalscannot match.’ Elucidate.

7. Explainthe variousreasons of aproduct failurein the market.
8. What istherole of product managersin an organization? How can they bring

success to acompany?
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2.0 Introduction
2.1 Unit Objectives
2.2 Steps Involved in the Development of a New Product
221 New Product Strategy
222 Generation of Ideas
223 ldeaScreening
224 Concept Testing
225 Business Analysis
226 Product Development
227 Market Testing
228 Commercidization and Diffusion of Innovation
2.3 Designing a New Product
231 Needfor Product Design and Development
232 Characteristicsof Good Design
233 Concepts of Product Design
234 Product Devel opment Process
235 Techniques of Product Design and Development
236 Modular Design
237 ReverseEngineering and Designing
2.4 Standardization vs Adaptation vs Differentiation
24.1 Product Standardization
24.2 Diffusion or Adaptation or Adoption
243 Differentiation
244 Differentiation Along the Consumption Chain
245 Enhancing Customers Experience
2.5 Marketing Strategy Development
251 Ansoff'sMatrix
25.2 Product Replacement Strategies
25.3 Product Recall Strategy
254 Roleof Marketersin New Product Devel opment Process
2.6 New Product Launching: Successes and Failures in the Indian Context
26.1 Successor Failure: 80:20 Rule
26.2 Planning a New Product’s Success
26.3 Formulafor Product Success
264 Causesof Failure of New Product
265 How to Manage a Successful Product Launch
2.7 Classification of New Products Innovations
2.8 Summary
2.9 Answersto ‘Check Your Progress
210 Questions and Exercises

2.0 INTRODUCTION

InUnit 1, we had dwelt onthe concept of aproduct and how it dealswith the philosophy
that guidesacompany’ smarketing and sdlling efforts. We aso learnt how companies
need to develop new productsto maintain product stability.
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Inthisunit, wewill discussthe new product development processin detail. This
type of development isthefirst stepin product or service development and involvesa
numerous other measuresthat needsto betaken before the product isreleased the
market. New product development is vital to sustain changing market trends and
demands.

A company needsanew product development strategy before anything else.
After the strategy is set, there can be an idea generation session, where the senior
management can do a brain-storming session and finalize afew ideas for the new
product. But not ideas can generate success. So there hasto a screening of ideas,
where the commercial worth will be evaluated. The company assesses the market
potential of the product by examining the feasibility of profits. After the ideas are
accepted, they are developed into concepts.

At thisdevelopmental stage, the conceptsare tested on samplecustomers. The
product concept—aset of features, benefitsand price—usually teststhe consumers
reaction and seekstheir feedback. Based on the feedback, estimates of sales, cost
and profits aremade. The company then makes abusinessanalysisand givesnod to
the next stage, whichis product development.

A few product samplesare released into the market to conduct market testing.
Thetest evaluatesthetarget consumer and areasand thenext stepisto get involvedin
innovationto make the product visiblein the market.

Theneed to develop new productsin the market propels companiesto design new
product. Thisinvolvesunderstanding various concepts of adesigning anew product:

(i) Researchand development
(i Reverseengineering
(i) Computer-aided designor computer-aided manufacturing.
(iv) Concurrent engineering
(v) Lifecycleof aproduct

Therearethreetechniquesof product design and development: Quality function
design, Designfor manufacturing and Assembly and ValueAnalysis.

A product can be developed intwo designs. modular and reverse engineering
and designing. Modular designing involves building acomplex product from smaller
systemsthat are designed independently. These designsfunction together asagroup.
Whereasreverseengineering and designing involvestransorming anideainto aproduct
and testing it inthe market beforereleasingit for consumers.

Itisimperativeto set sandardsfor productsso that customerscan easly identify
theminthemarket. Based onthe sandardization, productsare grouped into categories
and sub categories.

A company digtinguishesits customers based on the knowledge when and how
they buy the new product. It isimportant for acompany to evaluate how consumers
adapt or adopt their product. Such knowledge helps the firm in managing market
Sability.



To keepitself ahead inthemarket, acompany needs keep atab onthe product
demands. Catering to the specific needsof customersleadsto product differentiation.
From time to time, companies need to revise their marketing strategy. A careful
examination of al thebigger forcesthat impact the business.

Beforereleasing aproduct into the market, the company needsto raise product
awarathoroughevauation of al themacro forcesthat impact the business,enessamong
thecustomers. Thisneeds planning the new product’s success ahead. It isimportant to
notethat aproduct’s availability and itspositioning can make or break aproduct’s
launch. It isimportant to note here that in spite of all the correct measures, anew
product may fail in the market. A wrong idea, poor pricing strategy or even poor
launching time can hamper aproduct’simage and it may bombin the market. We shall
discussvariousother factorsin detail aswe progressinthisunit.

2.1 UNIT OBJECTIVES

After going throughthisunit, you will be ableto:
¢ Understand the various stepsinvolved in developing anew product
Differentiate between the various conceptsof design

Evauate the techniques emplyed to design and develop new products

Digtinguish between modular designing and reverse engineering inthe context
of product development

Determine how product standardization impactsthe market
Examplify thevarious marketing strategies adopted by companies

Analysetheroleof marketersin new product development process

2.2 STEPS INVOLVED IN THE DEVELOPMENT OF A
NEW PRODUCT

Product development processisexpensive, risky and time consuming. Thoughworld-
shaping innovations have emerged from the * garages and will continue to do so,
companies cannot depend solely on flashesof brilliance and inspirationto provide
createtheir next blockbuster. In the absence of any better method to bring out new
products, aformal processwith review points, clear new product goals, and strong
marketing orientationsunderlying the processisbeing relied upon by companiesto
achieve greater success. An eight-step new product development process consists of
new product strategy, ideageneration, screening, concept testing, businessanalysis,
product development, market testing and commercialization. New products pass
through every stageat varying speeds.

New Product Development
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Eight-step new product
development process: It
consists of new product
strategy, idea generation,
screening, concept testing,
business analysis, product
development, market testing
and commercialization
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Fig. 2.1 New Product Development Process

2.2.1 New Product Strategy

Senior management should providevisonand prioritiesfor new product development.
It should provide guiddines about which product or market the company isinterested
inserving. It hasto provide afocusfor theareasinwhichideageneration should take
place. By outlining their objectives—for instance, market share, profitability, or
technological leadership for new products—the senior management can provide
indicatorsfor screening criteriathat should be used to evaluatetheseideas.

A development teamislikely to achieve better resultsif it concentrates its
resourceson afew projects, instead of taking shotsat anything that might work. Since
the outcome of new product development processisunpredictable, acompany might
believe that it is taking a risk by working only on a few new ideas. However
unpredictable the new product development processmay be, chances of successwill
definitely improveif theteamknows precisely what it wantsto achievefromthe process,
putsitsbest peoplein theproject, and has enough resourcesto commit to the project.

2.2.2 Generation of ldeas

Developing aninnovative culture that kindlesimagination isaprerequisite. Sourcesof

new product ideas can beinternal to the company. Scientists, engineers, marketers,

salespeople, designers, etc., can be rich sources of new ideas. Companies use

brainstorming sessionto stimulate creation of ideasand financia incentivesto persuade

peopleto ideate. Though anyone can comeup with abrilliant idea, acompany can

work systematically to generate great ideas. An organization can follow thefollowing
practices.

e A company canlook outsde marketsthat are currently being served. It may

not be manufacturing the exact product that the new market requires, but it

may realize that it has the competenceto serve the new market. Whena



company scrutinizesits core competences, it may discover that thesefectors
may be combined in anew way to serve anew market. Apart from people
who specializeinvarioustechnologies, it isimportant that acompany hasa
few market-savwy peoplewho understand all itstechnologies These people
will combinetechnologiesto serve customer needsin interesting ways.

For too long, companies have viewed the market asaset of cusomer needs
and product functionaitiesto servethese needs. But they should beginto
ask as to why the product has to be like that. Can customer needs be
satisfied with some other product form? Companieswill realize that their
products have shaped consumer expectationsabout the gppropriate solution
to their needsbut if the companiesbecome bold and persistent, customers
will accept new solutionsto their needs.

A company should question conventiond priceand performancerdationships
It should explore the possibility of providing the same value at lesser price
or try to make the customers pay more by serving their needsinanew or
better way. A rigorous market research may reveal more sophisticationin
customers' needs that the company can serve with anovel product. A
company should regject theideathat an existing product isthe only starting
point for new product development. The greatest hindranceto development
of novel productsistheexisting product. Developerskeep making menta
referencesto theexisting product—how their new product will be different
or better than the existing ones. Having peoplefromoutsidetheindustry can
help the development teamin distancing themsalvesfromthe exigting product.
A development team comprising oldy of outsderscan betried if the company
desperately wantsanovel product.

A company cantry to lead cusomershby imagining unarticulated needsrather
than smply following them. The developersneed to have anin-depth talk
with cusomers and observe closdly amarket’ ssophisticated and demanding
customers. But aninnovation need not always be more sophisticated than
the current products. Customers might be using sophisticated products
because they do not have achoice but may be actualy looking for smpler
solutions. Inquiteafew markets, companies haveto reducethe sophigtication
of their products. Sometimes, customers need to acquire quite afew skills
to usesophigticated products. They would be happier usng asimpler product
at alesser price.

A company should examineitscompetitors' productsat frequent intervals.
Though copying competitors products may not inspire many developers, a
company can usethecompetitors productsto identify featuresand benefits
that itsown product lacks.

If acompetitor’sproduct ismore advanced or sophisticated, the company
can usethe competitor’sproduct asabase and develop the product further.
Retalershaveadirect relationto cusomersand they haveafirsthand hearing
of the customer’ sfeedback. The experiencesof retailerscan provide useful
information about customers experience with the company’sofferings. A
company should beincongtant interactionwith retalersso thet they are dble
to gleencustomers’ opinionsabout their product. Retaillersaredsoin contact
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withthe customersof competitors productsand suchinformation have be
very sueful in developing ideas.

o Cugtomersaretheorigina sources of new product ideas. Lead users, who
arethemost sophisticated usersof aproduct, are excellent sources of ideas
for new products, asthey aremost likely to encounter new problemsdueto
theincreased sophistication of their needs. Businesscustomers, who are
innovators and market leadersin their own marketplace, are sourcesof new
product ideas, asthey have advanced needsand arelikely to face problems
before other product users. But companieswho focus on lead users may
develop productswhich may betoo sophisticated for the average product
user. It may contain features and benefitsthat the average customer may not
need, but will haveto pay for.

e Customerscangivefeedback about theproductsthat they arefamiliar with,
and theseinputs can be used to drive innovationswhich will beincremental
innature. But for breakthrough innovations, ideas must come from other
sources, suchasthe R& D team. Thisis because the customer cannot
talk beyond hisrealm of experience. Therefore, if acompany wantsto launch
aradical innovation, it hasto look beyond existing customersasasource of
idea.

2.2.3 Idea Screening

| deas are screened to evaluate their commercial worth. At thisstage, the company
needsto ascertainwhether the new productswill fit inwith the company’sstrategy and
availableresource. Simultaneoudly, the company also evaduatesthe market potential
for thenew product by evaluating criteria, such as projected sales, profit potential,
extent of competition and return oninvestments. Unique designsthat lower costsor
give performance advantagesare also considered.

Thoughit isdifficult to forecast the success of anideaaccurately at thisstage,
the process helpsthe company to check if theideaisin alignment with the company’s
objectives and competencies, and that theidea has reasonable chances of success.
The process helpsthe company inweaning fanciful ideas. But sometimes, at thisstage,
such fanciful idessmay entice the management and theideagenerator may get permisson
to go ahead withit.

2.2.4 Concept Testing

At thedevelopmentd stage, every ideaican be developed into severa product concepts.
Each concept isthentested withasmal sample of customersfromthetarget market to
know their degree of acceptance. A product concept isaparticular combination of
features, benefitsand price. Alternate product concepts are evaluated by customers.
Though it may still be adescription rather thanthe actual product, customers have
something tangibletoreact to. Thisprocessallows customer feedback to seep into the
new product development process early enough for the marketersto evaluate the
degree of acceptance of the potential new product. Asthe physical product may not
be available a thisstage, companiesgo infor averbd or pictorial description of the
product to let customers have anideaabout the actual item. Prospective customers
present feedbacks about the attractiveness of the features and benefits offered by the



potentid product. Usudly, theintention of the company isto gaugethe most desirable
combination of benefitsthat customersarewillingto pay for. Aninstrument, suchasa
guestionnaire, isused to know which customersare likely to find the product most
atractive, what pricepoint would best suit thecustomer, what trade-offsisthe customer
willing to make while evaluating the product, immediacy of the product requirement
and how frequently they would buy the product. These features or benefitsare then
incorporated into the product development process, which is likely to lead to
competitive advantagefor the company.

2.2.5 Business Analysis

Egimatesof sdles, cos and profitsaremade. Thecompany identifiesthetarget market,
its size and projected product acceptance over a number of years. The company
considersvariousprices and their implications on sales revenues. Costsand break
even point are estimated. Sengitivity analysisisdoneinwhich variationsfrom given
assumptions about price, cost, customer acceptance are checked to see how they
would impact on sales revenue and profit. Optimistic, most likely and pessimistic
scenarios can bedrawn up to estimate degree of risk attached to the project. Theidea
isto test if the proposed product will generate enough revenues and profitsto justify
the expensesthat its development and marketing will entail.

Thoughitisnot possbleto draw rdiable conclusonsfromsuch futuristic andyss
it does force company’sexecutivesto peep into what the proposed product can or
cannot achievefor the company. If they decipher that the proposed product hashuge
potentia they can pump moreresourcesand expeditethe project. The process permits
the commercid ingtinctsof the executivesto beput to test.

2.2.6 Product Development

The product concept that has found the best acceptance isthen developed into a
physicd product. Componentshaveto bedesigned interms of length, width, diameter,
angle, etc., and arranged to be assembled in amanner which providesthe featuresand
benefits of thesdected product concept. Multi-disciplinary project teamsare established
to bring the product to the marketplace. The product development processisfaster
and results in the development of better, high quality products when engineers,
technicians, marketers, financeand production specidistswork together inasynergistic
fashion. Thisalso alowsthe company to let various departmentswork smultaneously
thanwork instagesusing 3D solid modelling, CAD, CAM, thusreducing thetimeto
market, while also reducing the cost of innovations.

R& D focusses on functiona aspects of product whereas marketing keepsthe
project team aware of psychological factors. Marketers need to understand and
communicate theimportant attributesthat customersarelooking for inthe product,
even astheproduct isbeing developed. Marketing may brief R& D on product concept
and thelatter will be responsiblefor turning the concept into redlity.

At thisstage, the product istested to analyzeitsfunctional performance and the
degree of customer acceptance. Paired comparison tests are used to compare the
new product with existing or potential competitorsinorder to givearedigtic fed to the
consumer decision-making process. Customers compare and judge the overal
preference for the product, as well as preference for specific features or benefits
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offered by various choices available to them. In monadic placement tests, only the
new product isgivento usersfor trial. Expertscanalso be giventhetask of testing.
Whentesting productsin business markets, products may be placed with customers
free of charge, to check preference.

It isimportant to exercise certain precautionsduring the product development

dage.

e Deveopersareleft to their owndevicesduring thisstage. They fed relieved
that marketers and other commercialy-minded people havefinaly got off
their back. They fed that they canfinally get into their laboratoriesand start
working on the product. They feel that they can now work inisolation,
whichisdangerous. Developershaveto bekept intheloop at thisstage, as
they may commit the company to aproduct that was never envisaged or
discussed inany of the earlier stages. It isimportant to remember that real
and concreteinnovation takes place only at thisstage. During al the prior
stages, only ideaswere being discussed, analyzed and evaluated. However
rigoroudy defined a product concept may be, it isonly adescription after
all, and thedeveloperscaninterpret the description very differently from
what other playersthink it should have been. And since developersgive
physical formto theidea, they have something moretangibleto show and
provetheir point when other people protest that the physica formisnot
redlly areplicaof theideathat they had endorsed. Developersshould not be
allowed to run amok at thisstage asthey are capable of coming upwitha
physical form that will nullify al the hard work of market research and
commercial analysisthat the company might have put in.

¢ Devedopersarewary of showing theirincomplete designsto other peoplein
the organization because they fear that everybody will have asuggestionto
make, and if they went about incorporating those suggestions, therewould
be nothing in the product that they could call their own. They insist on
releasing only their final design. And when thisfinal design reachesthe
manufacturing people, they may expresstheir inability to producethe design
or say the production will exceed the calculated cost. Thedesignisrelayed
back to the developers who have to modify the design to makeit fit for
production. This may happen several timesand leading to time wastage
before developersand manufacturers settle on adesignfor production. But
more dangeroudly, Sncethe developersare modifying their origina design
to enhanceitsproducibility, they may losesight of the customer need thet his
origina designwas meant to serve. So the modified design may be more
eadly produced but it may havedigressed so muchfromtheoriginal design
that it may not be serving the customers' needs. Thishappens quite often
because the focus of design modification is producibility and not customer
needs.

It isimportant that developers share their design with the manufacturing
peoplebeforethey freezeit, so that they are upgraded about the producibility
status of the design. Usually, by agreeing to make minor changesin the
design, the manufacturing cost isreduced dragtically. It ispossibleto avoid
buying new and expensive equipments and makethe design onthe existing
machines, to uselessexpensve material, to use componentsthat the company



Isalready incorporating in someother modd, or smplify manufacturing, if
developers pay heed to the suggestion of manufacturing people. The
irrefutable suggestion is that manufacturing people should be closely
associated with devel opersduring the product development stage.and should
be provided preliminary desgnsand alowed to comment onits producihility.
A good developer will keep amanufacturer ashis conscience keeper.

A developer setsout to servedefined customer needswith available set of
technologies. But customer needsand technologiesarelikely to change during
the development process. The developer hasto anticipate these changes
and allow themto beincorporated inthefina design. Thedeveloper hasto
set up mechanismsby which the changing customers needsand technologies
areallowed to creep in and the design processforced to pay heed to them.
Thedeveloper can delay freezing those parts of the designwhich arelikely
to be affected by changing customer needs and technologies. At some point
intimethe developer hasto stop taking cognizance of changing customer
needs and technologiesasit may delay the project. But adeveloper hasto
redlizethat itisfutile rushing to the market with aproduct, which isaready
obsolete at thetime of itslaunch.

Product concept hasaready been tested with customersbut adescription
of theproduct can never matchthe physica product indliciting real reactions
of customers. Before the developer freezes the design, he hasto get it
approved by customers. The physical product hasto tested by the customer
in actual use, if trueworth of the designisto be known. It is undeniably
costly and cumbersome to make limited number of products before
manufacturing facilitiesare set up. But companies have to manageit if they
do not want to set up manufacturing facilitiesfor productsthat customers
would not like and would have told them so if they had been given the
opportunity to usethe product. To get thereal product inasmarny customer
hands as possible and keeping the option to redesign the product in a
wholesome manner based on customer feedback, rather thanjust tweak it,
isabsolutely imperativeto get asuccesstul design. Developers of informetion
productslike softwareroutinely get cussomers’ feedback ontheir design.
Thereisan urgent need to replicate the concept in development of physical
products. It isalso important to note that while virtual prototyping, i.e.,
making avirtual model of the product with the help of softwareisuseful to
the developer, totest if heisgetting the desired functionsand benefitsfrom
the components and subsystemsthat he has designed; it isnot useful for
getting customers feedback. The nuances of product performance decide
the success or failure of anew product and customers can get ared * hang’
only froman original product.

It isimportant to understand that acompany should bewilling to do * anything’
to increasethe profitability of successof anew product. The probability of
successof the new product should govern every decison that the company
takesabout theinnovation process. If anew product fals, al the effort, time
and money expended in developing it comesto naught. If afew moremillion
dollars, and afew more months canimprove the chances of the new product
succeeding in themarket, the company should go ahead. It isnever agood
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ideato save afew million dollarsand few monthsand snk abilliondollarsin
thebargain.

2.2.7 Market Testing

So far inthe product development process, potential customers have been asked if
they intend to buy the product, but have never been placed in the position of having to
pay for it. Now customers areforced to vote with their money. The company seeksto
have alimited launchfor theproduct inthe marketplace o that it can gauge the customer
responseintruetest conditions. Thefeedback obtained fromthislaunch guidesthe
company’sdecisonto continue with thelarge scale commercialization of the project,
or to abandoniit. Idedlly, the feedback that isobtained fromthetest sample should be
asredlistic aspossible, i.e., the profile of the sample of respondents should closely
resemble the profile of prospective customersin the actual marketplace, and they
should be buying the product fromarealistic retail setup asthey would actually do.
For instance, asample of customers may be recruited to buy their groceriesfroma
mobile supermarket which viststhem onceaweek. They areprovided with magazines
inwhich advertissmentsfor the new products appear. Key successindicatorssuch as
penetration (the proportion of customerswho buy the new product &t least once) and
repeat purchase (the rate at which purchasers buy again) can be found out. If the
penetrationishighbut repesat purchaselow, it isimportant for the company to ascertain
thereasonsfor it. In case of any problems pertaining to specific agpectsof the marketing
mix, such asprice points, product features, packaging, or availahility, the company
cantake corrective measures. But if thecompany findsout that correctionsare now
impossible, or that the cost involvedin remedia actionswould outweigh the benefits,
it can decideto withdraw the product fromthe market.

Test marketing involvesthe launch of anew product in oneor few geographical
areas chosen to be represent its intended market. The product is positioned and
promoted the same way asit would be donein case of afull-scalelaunch. The new
product ismade availablein select digribution outlets so thet thereal-time response of
customersintermsof parameterssuch aspurchase, amount of timespent inevauation,
or repeat purchase can be tracked vis-a-vis competing products. Asthe characteristics
and composition of customers in the test market resemble the characteristics of
customersintheentiretarget market, theresultsof test marketing can be extrapolated
for theentiremarket. Marketerstake decisonsabout the modification of some part of
themarketing mix, and even about the continuation of the product launch according to
the results of test marketing. Test townsand areas may not be representative of the
national market and thus sales projections may be inaccurate. Competitors may
invalidatethetest market by giving distributionincentivesto stock their product, thereby
denying the new product shelf space. Test markets need to be long enough to measure
the repeat purchaserate for the product. This can mean adelay in national launch
gretching to many monthsand years. I n the meantime more aggressive competitors
canlaunchariva product nationaly and therefore gain pioneer advantage. Getting the
co-operation of distributorsisimportant. Distributorsmay not want to co-operatefor
conducting test marketing, or they may charge exorbitant feesfor the activity.

Themost important rationale for test marketing isthat, the obtained results
helpsthe company to concretizeits marketing strategiesfor thefull-scalelaunch of the
product. Thisisundoubtedly more efficient than making costly blundersafter the full-
scale product launch. A company may also chooseto test several combinationsof the



variablesin the marketing mix to ascertainthe optima one. Thisprocessisused very
oftenfor fast moving customer goods (FMCG) productswhereatest market istypicaly
conducted inafew citiesinacountry. For very expengive equipment, it isimpractical.
Globally, when a company does a phased product launch, it can apply the lessons
learnt fromone country market, in another country wherethe product, consumer and
market characteristics may bear close resemblance.

2.2.8 Commercialization and Diffusion of I nnovation

Choiceregarding target market to whomthe product should be sold first and product
positioning that will be attractive to the first target market has to be made. The
fundamental processthat definesthe successof aninnovationisitsdiffusionrate.
Therefore, thetarget market for theinnovation hasto be decided by understanding the
processof diffusion of innovation. The spread of aninnovationiscalled diffusion, and
when anindividual customer unit buysthe new product, it iscalled adoption. Thus,
when many customersadopt the new product quickly, thediffusionisfast, andthe
diffusonrateishigh. The new product becomes successful. And when ether the number
of customerswho adopt the new product islow, or the process of adoptionisslow,
thediffusionrateislow. Therateof diffuson dependson:

¢ Thecharacterigicsof theinnovation, i.e., aninnovation having ardative advantage
over existing optionsin the market, that fulfill the same needsof the customers,
ismorelikely to be successtul

e Thesocid systemor the target market wheretheinnovationisintroduced

¢ Thechannelsof communication used by the marketer to explaininnovationsto
prospective customers

e Theamount of timethat haslapsed since the execution of theinnovation

Fundamentdly, all members of thetarget market are not equally receptiveto the
new product asthey arein different states of readiness, and the ability to takerisk
varies. It isimportant that intheinitial phase of launch, thecompany targets customers
who aremore likely to buy the new product than others. The process of adoption will
be dlower if the company targetsthe whole market, asalarge part of the market will
not beinterested in the product or will be suspicious about it at thisstage. Also, a
launch targeting the whole potentia market will also be expensive compared to the
adoption achieved. Cusomersfedl comfortableintrying the new product whenthey
find significant people possessing the product. Studentswill feel comfortable buying a
text book whenthey find that thetopper of their classisusing the samebook. Inevery
product category, therewould be cusomerswho would know moreabout the product,
or would want thebest product, or would know moreabout whether acertain product
would work or not. The average customerslook up to suchsavvy or knowledgesble
customersfor advice or reassurance. It isimportant to place new productsinthe
hands of such peoplewho act asreferencesor guidesfor average customers.

Peoplewho are most likely to buy the new product should betargeted first.
Thesefirst buyersarecdled innovators. It isdifficult to characterizeinnovatorsbecause
they differ from category to another. Market research hasto be carried out to find
innovators of aparticular category. Themost important characteristic that definesan
innovator isventuresome, i.e., hisability to takerisksis higher than therest of the
target market. Therefore, heiswilling to buy anew product that has hitherto not been
tested inthe market. Research revealsthat in consumer markets, the customerswho
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take higher risksare better educated, wedthier and younger, thanthetarget market.
Andinbusnessmarkets, theinnovatorscomprise companiesthat arelargeand profitable,
have well-educated and progressiveleadership and management at thehelm, and are
innovatorsinthelr own markets.

S

Percentage of customers adopting

2.5% 13.5% 34% 34% 16%
Innovators  Early Early majority Late mgjority Laggards
adopters
Timeperiod

Fig. 2.2 Diffusion of Innovation

Thegroup of customerswho buy the product next are called early adopters.
This category cannot take the risk of buying the product first. They feel assured that
someone before them has bought and used the product, so that they could observe
how the product works. But they soonfollow thelead. They areaso relatively affluent
and self-confident to adopt the new product that isnot yet very successful. Among the
innovatorsand early adoptersare agroup of people called theopinionleaders. Opinion
leaders are critical in hastening the process of diffusion of the new product asthey
influence other prospectsto adopt the new product. The credibility of the opinion
leaders is much higher than the communication sent by the company, as they are
considered to be independent sources, and moreover, they are usualy part of the
reference groupsof the cussomersinthetarget market.

The next categories of consumersarethe early mgority and the late majority,
who usually comprise more than two-thirds of the market for the new product. The
early mgority aredeliberate and cautious. They wait to see theproduct being accepted
inthe market before adopting it. Thelate mgjority are more cautious and skeptical
than the early majority. They wait till alarge part of the market adoptsthe product
before buying it. Social pressures movethemto purchase.

Thelast category of consumersislaggards. They aretraditional. Usudly, they
comprise of theolder, less-educated and not very wdl-off section of thetarget market.
They wait till the product becomesapart of an accepted tradition.



It isimportant to understand the characteristics of consumersinthe process of
diffusion of innovation. Marketers should first target innovatorsand early adopters
whileintroducing aproduct inthe market asthey exhibit theleast resstance to adoption
of aninnovation. Thus, themarketer will be ableto earnrevenuesfromthese consumers
early, enabling him to establish afoothold for the new product. Thisisimportant
becausg, initidly, the highinvestmentsin product development and launch can be offst,
only when the company earns enough revenues from these customers as early as
possible. Thiswill enable theinnovationto sustain inthe market. Theinnovatorsand
early adopterscan beidentified by the company by conducting marketing research.

The characteristics of consumers enable the company to performthe process
of segmentation and targeting. |nnovatorsand early adopterswould bethefirst target
marketsfor the company.

Thediffusionof innovation curveisstrongly linked to the product life cycle
curve. During the introduction phase, few consumersbuy the product, coinciding with
the small percentage of innovatorsinthe market. The salesgradudly increase, Sgnifying
the entry of the early mgjority. Asthe salesrise sharply and reach aplateau, the early
majority and a percentage of the late majority adopt the product. The stable sales
curveinthe PL C signifiesrepurchase by these groups. A part of the late mgjority and
thelaggardsenter during the decline stage. Asthe profile of userskeepsundergoing a
change, companiesneed to change their marketing strategiesover the PLC.

The main purpose of the marketing Srategy of acompany isto yield competitive
advantage. Initidly, it iscritical for the company to understand the characteristicsand
needs of the innovatorsand the early adopters asthey are vita for the success of an
innovation. Intheinitia phase of thelaunch, the positioning of anew product should be
for innovatorsand early adopters.

It isalso important for marketersto reduce the resistance of these consumers
whileadopting thenew product. Thiscanbedoneby clearly communicating theredative
advantage of the new product. Primarily, the marketer must give consumersadequate
reasonsto buy thenew product. Therefore, the new or improved product must yield
aufficient valuefor theconsumer to inducehimto buy it. Researchrevealsthat therate
of diffusionisfaster when the product iscompatible with the existing values, beliefs
and experiences of consumers-compatibility, it isnot extremely complex to understand
or use (or the marketer gives elaborate explanations to overcome complexity)-
complexity, when consumers can easily observe and understand the usage and
advantages of the product—communicability, and consumerscantry out thenew product
before buying it—triaability. Marketers should deviselaunch Srategiesthat allow low
cogt andrisk freetrial of moreexpensiveinnovations. A company can offer the product
on lease or offer to take back the product if the customersdo not find it useful or can
arrange and manage asharing arrangement between customers. Theideaisto reduce
therisk of customersin using the new product. Whenever the benefits of the new
product will accrueover aperiod of time, it ismoredifficult for consumersto understand
the advantages of the new product.

The marketer should ensurethat therelative advantages of thenew product are
clearly communicated to consumers. Nothing should be presumed to be obvious.
Communication to consumersshould be clear and convincing. Promotion showing
opinion leaders accepting and using the product isimportant.
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Marketers must always remember that consumersgive up an existing way of
solving aproblem in order to adopt a new one-they do not merely adopt the new
product. Therefore, they must evaluate what the consumer isgiving upinorder to gain
thenew product. Thelossexperienced by the consumer ingiving up theexisting solution
should not outweighthe gainsthat they make from adopting the new product. Also, he
must attempt to ascertain the degree of difficulty that the consumer would experience
inorder to give up the exigting solution. Themoredifficult it isfor the consumer to give
up theexigting solution, the greater ishisresistance to adopting the new product.

How to commercialize an innovation

Therearevarious approachesto commercializeanew product idea. It must decide
whether to go all doneintheentire process of innovation, involve other organizations
in performing somefunctionsor licenseitsinnovation. The agpproachthat companies
chooseincommercidizing their ideasisthemost important factor indeciding thesuccess
or failure of anew product idea. There arethree gpproaches companies can choose
from.

1. Intheintegrator’sapproach, companiesmanageall the stagesof theinnovation
process by which they turn ideas into profits. Intel invested $4 hillion in
semiconductor research in 2002, manufactured itsproductsamost entirely at
company-owned fadilities, and managed the marketing, branding and distribution
of itschips Integratorsbelievethat thisisthe least risky approach, but it requires
manufacturing expertise, marketing skills, crossfunctional cooperation and a
big up-front investment to succeed.

2. When acompany usesan orchestrator approach, it makesuse of theassetsand
the unique capabilities of its partners, and the company's own assets and
capabilities contribute little to the innovation process. For Handspring, IDEO
designed its devices, and Flextronics manufactured them, and both of these
critical processes contributed to the success of the company'sinnovations. The
orchestrator approach works best when acompany wantsto reduceitstimeto
market drasticdly, or wantsto reduceitsinvestments. A company can succeed
in the orchestrator approach only when it is extremely skillful at managing
relationships with its partners, and can also manage several projects
simultaneously across multiple companies. It becomes imperative for the
orchestrator to protect itsintellectual property rights asthere istremendous
flow of critical information acrosspartners. Therefore, if there are any glitches
among the partners, thereisastrong possihility of theft or piracy, whichwill do
great damageto theorchestrator.

3. Thelicensing gpproach isused when companieswarnt to profit frominnovations
that are not linked directly to acompany's core strategies. Thisapproach is
used often inindustrieswhere technological changes are extremely rapid, for
example, in the biotech and the information technology industries. IBM's
innovations are commerciaized by other companies, and inturn, IBM earns
royalty fee. Licensorsusually pick up equity holdingsin those companiesthat
commercializether technologies so that they can keep track of the outcome of
the commercialization of the new technology, and ascertain its success. If the
licensor findsthat thetechnologiesarewel-accepted inthe market, there should



beno harmin sdlling off thetechnology, asit isnot related to the core strategy of
the company. However, thisisnot very easy, asthe inventorsof thetechnology
have alot of attachment with it.

The primary difference acrossthe three approachesisthe level of investment
that hasto be borne by the company. Theintegrator approach requiresthe highest
investment whilethe licensing approach requiresthe least. The cashflows, risksand
returnsaso vary. Most companies choosethe gpproach that they have been following
traditionally. Polaroid had awaysbeen anintegrator and it continued to usetheintegrator
approach for developing digital photography. But if it had consdered the other two
options, whichit had never used, it would have redlized that amixture of licensing and
orchedrator gpproacheswould have been more gppropriatefor developing technologies
whichwere very different fromthe onesit wasfamiliar with.

Choosing theright approachisvery criticd. If acompany needsto invest heavily
in physical assets, and the potentid partnersare not developed, anintegrator approach
would work. If the supplier baseissophisticated, and the value attached to brandsis
high, orchestrator approach would be appropriate.

Thecharacterigticsof theinnovationwould aso affect the approachwhich should
be adopted. Products, whose potential life cycleisvery short likethat of disk-drives,
should follow orchestrator approach since the partnerswould help inincorporating
thelatest technologiesin the product. If the product isaradica breakthrough, it will
require greater resources for educating the market as well as setting up new
manufacturing facilities. If aproduct requires lot of complementary productsand
infrastructure support, theinnovator hasto become avery active orchestrator. If a
product enjoysapatent protection, theinnovator should beinterested infollowing an
integrator approach.

The company should also figure out therisk associated with the innovation
before settling on an approach. There arefour riskswhich should be evaluated. The
first risk with the new product iswhether it will actually work as promised. New
products generdly promiserelative advantage over existing dternatives. If thispromise
isnot delivered, the product fails. If the company hasany doubt about the success of
the new product, it should licenseit to some other company, and obtainroyalty fees.
The second risk involved isthat consumer adoption of the innovation may bevery
dlow, or absent, despitethefact that the new product livesup to itspromises. There
could be variousreasonsfor this, oneof them being that customers experience huge
inertiain changing from existing alternativesto anew product, asit usualy requires
change of habits. Thethird risk isfrom substitute products. Theseproductstend to
distort pricesand marginsof thenew product. Thefourth mgjor risk istheamount of
investment required by the company in the innovation process. Members in the
innovationteamusudly prefer that everything related to theinnovation should be done
in-house. But the company should examineall the risksto understand whether some
of thetasksrelated to theinnovation process can be passed onto third parties.

The integrator approach works best when market conditions are stable—
customer preferences are understood clearly, there is clarity about competitors
strategies, product life cycleislong and the existing technologiesare working well.
The orchestrator approach works best when the company has developed a
breakthrough innovation that does not fit into its existing business strategies. The
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company however, has severa capable partners such asits suppliers, and time to
market for theinnovationiscritica. The licensor method workswhen the company
entersanew market, and when it needsto protect itsintellectua property rights. This
method isaso useful when the product needs complementary itemsto go withit, and
whentheinnovator'sbrand isnot critical to it being accepted by customers.

Manegerswill aso haveto figure out asto whether the selected gpproach matches
withthe company'sinternd skills. Anintegrator approach will be successtul only if the
company hasthe assets and the capabilitiesto design, manufacture and launch the
product quickly. An orchestrator approach will be successful only if the company has
assets and capabilitiesto manage projects across several organizations. A licensor
approach will besuccessful if the company hasthe assetsand the capahiilitiesto protect
intellectual property rightsand structure long-term arrangements. A company should
carefully audit itsassets and capahilities, and make ajudgement asto which gpproach
would bemost suitablefor it to pursue—it should not adopt themost prevalent model
automaticaly.

Product design: It refers to
the development of the
concept or idea of a product
in terms of specifications
that are required for
transforming the idea into
that product

Product development: This
refers to the process of
creating new products or
modifying the existing ones
within a predetermined time
frame and cost price while
maintaining the preset
quality requirements
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2.3 DESIGNING A NEW PRODUCT

1. Product dedgn: It refersto the development of the concept or ideaof aproduct
intermsof specificationsthat arerequired for transforming theideainto that
product. These specificationsare created, keeping in mind the constraints of
the production process, feasihility to produce and meeting customer expectations
without sacrificing quality. Product designinvolvesactivities, such as, creating
drawingsand specificationspertaining to sizes and tolerances, and deciding on
thetype of materialsto be used, etc.

2. Product development: Thisrefersto the process of creating new productsor
modifying the existing oneswithin apredetermined time frame and cost price
while maintaining thepreset quality requirements. The needsor requirementsof
consumerskeep changing withtime. Therefore, to meet these needs successfully,
organizationseither introduce new productsinthe market or modify theexisting
ones. The objective of both these activitiesisto achieve customer satisfaction
and to make production more feasible. This provides the organization both
growthand profitability.

Before proceeding further with theunit, it isimportant to understand the concepts
onwhich product design and product development are based.

2.3.1 Need for Product Design and Development

Product design and development are required by all organizationsto achieve certain
objectives. Thesetermswill be analyzed separately for new well asmodified products.

1. Develop and introduce new products

To develop and introduce new productsinthe market, thefollowing objectives need
to bekept inmind:
(& Toovercomedeclineinthegrowthrate of an organization

(b) To replaceshort-lived products



(¢) Tooptimaly utilizesurpluscapacity, such asavailable physicd facilities, manegerid
expertise and workmen skills

(d) Tore-deploy surplus manpower arising out of technological changes

() Toutilizesurplusfundsand increased borrowing power of the organization
(f) Toincrease market visihility with theintroduction of new products

(9) To meet the new requirements of the customers

(h) Expand growthinthe market share by adding new designsand morevariety to
theproduct range

(i) Fllinginthe missing productsinthe product rangeto provide consumerswith
al thepossible optionswithin the same brand, thereby ensuring that the customers
remainloyal to the brand.

2. Modify existing products

Sometimes, instead of introducing new products, the existing products are modified.
These modifications aremadefor variuos reasons.

(@ To develop brandloyalty inacustomer.

(b) Improving thelife-cycle of aproduct inthe market by providing it anew look or
adding toitsfunctiondity, thereby increasing the product’sprofit and bringing it
back to the growth base.

(c) Expensesinvolved indeveloping new productsare generally much higher than
thosefor product modification.

(d) Timerequired to modify anexisting product islessthan thetimerequired to
launch anew one.

(e) Maintaining the advantage of those products that have already established
themsalvesin the market by improving themfromtimeto time by giving new
advantagesintermsof functionality, multipleability, etc.

(f) Utilizing the production resourceseffectively, sncethesamelinesfor production
can bemore or less utilized for making modificationsinthe existing product.

(9) Increasing market share through economical pricing by passing on to the
consumers, theadvantage of reduced cost of production, achieved by amortizing
capital cost over increased number of units produced for the product

To summarize, we can further say that introduction of new products addsto an
organization's profitsthrough a corresponding increasein sales. M odification of the
exiging productsprovides sustainability inthemarket and cost reduction, which further
helpsto maintain the profitability for an organization.

2.3.2 Characteristics of Good Design

The design of aproduct affectsthe factors responsible for the success or failure of a
product in the market. While designing a product, various factors such as product
performance in the prevalent market conditions, feasible productivity of the product
and thefeatures that would satisfy the consumer needs are considered. Evenasmdll
omissonininterpreting the market requirement into adesign for the product can prove
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disastrous for the company. Hence, it isimportant for a product to be well-designed.
The characteristics of awell-designed product are as under:

1. Functionality

While designing, themost important congderation isthefunction that the product is
expected to perform. Products are designed with a core objective and for meeting a
specific customer need. If the product isunable to meet that very need, thewhole
purpose of introducing a new or amodified version of aproduct is defeated. For
example, the basic function of amobile phoneisverbal communication. If the phone
providesavery good camera, but lacksvoice clarity, then themodel cannot perform
itsbasic function and islikely to be afailurein the market.

2. Reliability

Reliability meansthe dependability on the performance of a product for adesignated
period of time, without deterioration inthe performance quality. Whiledesigning a
product, itslife-cycleisanimportant consideration. Consumersexpect acertainlife
gpaninaproduct intermsof duration or number of cyclesthe product will last. When
you buy an electric bulb, you expect it to burn for aspecified number of days, giving a
certainleve of illumination.

3. Productivity

Productivity can bedefined asthe possibility of manufacturing theproduct intherequired
guantity at afeasible cost. A product that may be very well-designed in terms of
functiondity and appearance, but if it isnot produced intherequired quantity and at a
favourable cogt, it will not be successful in the market. The factors, in relation to
productivity, that should be considered while designing aproduct are, number of
operationsthat formthe manufacturing process, availability of the necessary materids,
technology requirements, etc.

To improvethe product’s productivity, designersconsider certain optionslike
reducing number of operations or replacing time-consuming operationswith other
technological options. Today, most computersare atachedto printer-cum-fax machine-
cum-scanner types. I nstead of using separate machinesfor each operation, multiple
meachinesare being used. Productivity of the machine has now increased manifold and
at afraction of the cost. Alternate materials can also be used to achieve thisobjective.
For example, for galvanizing, stedl plantsuse zinc whichis99 per cent pure. If they use
zinc which hasapurity of 95 per cent, the cost of steel will come down by almost 20
per cent without any dterationinitsqudity, sncetheimpuritiesdo not harmthe galvanized
sheet inany manner. Thiswould greatly reduce the cost of sheet produced.

4. Quality

Quality means conformance to specifications. A good design ensures the required
quality in a product. The agreed process should be capable of producing the
desired quantity with consistent quality. Inspection only indicates deviations from
specifications.



The materials and their specifications ascertained while designing, play an
important rolein making the product durable and reliable. Tolerancesinthedimensions
of individual partsaffect the find quality of the assembled product. In certain cases
wheretheproduct isan assembly of morethan one part, thetolerances of theindividual
partsused, when combined together should not be beyond thetolerance specified for
the assembly. Thisespecially needsto betaken care of in assembly parts, wherethe
tolerance of the individual components when put together, tendsto overshoot the
tolerance of theassembly asawhole.

Quality will be discussed further inthe subsequent units.
5. Sandardization and smplification

Standardization isatool which promotes the use of minimum number of partsto
servethe maximum number of purposes, inorder to achieveeconomy in manufacture.
It minimizeswhole life cost and maintains quality and reliability necessary to ensure
operational efficiency and effectiveness.

Simplification menas making the design simple. A designwhich has standard
partswill dwayshavean edge over desgnsthat have cusom-meadeparts. For example,
all computersand typewriters have the same arrangement of keyson the keyboard
because consumersare used to. Although many other designs of keyboard keys are
available, no company iswilling to taketherisk of deviating fromthisstandard. Lack
of gandardization createsproblems Standardization hasbenefits, suchas, lower design
cost dueto use of existing componentsor partsand easy availability of components
for replacement if any defectsarise. Also, theinventory management of few standard
partsissmplein comparisonto that of having alarge number of different components
inanon-standard design.

6. Maintainability

Products are designed to performreliably for the designated period of time. All the
same, someamount of maintenanceisrequired. Thismaintenance may be preventive,
i.e., to prevent deterioration of the product or may be corrective, i.e., to correct any
defect that may occur intheproduct. The product design should besuch that maintaining
it issmpleand cost effectiveintermsof repair or replacement of thedefective part. In
fact, thedesrefor easy maintainability can be seen everywhere. For instance, clothes
which are easy to maintain and do not require starching, pressing, etc,. are popular
among consumers. Other examples of easy maintenance productsare, new age water
purifiersthat do not require frequent cleaning, tubelessautomobiletyres, etc.

7. Cost effective

The production cost of anitem getsdetermined at the designing stage. It playsan
important roleinitseconomic manufacture. At the desgning stage, effective measures
like standardization of partsand manufacturing process, and choice of input materias
influencethe cost of product. Being cost competitive isan essential requirement for a
product to be successful.
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Thisunit discussesthe design and development of products. Marketing suggests
ideasfor new productsand providesspecificationsfor existing product lines. Product
development providesthetechnical concept for the product to be manufactured. As
anactivity, product development linkscustomer needsand expectationsto the activities
required to manufacture the product.

8. Soft Features of Good Design

Technical Superiority intermsof lessuse of energy per unit of performance, ease of
handling, add-on festures, ease of maintenance, environmentally sustainablefeatures,
environmentally friendlier featureslike less carbon-footprint/water-print, reusable
components, in-built safety features, etc areimportant now-a-days. With competition
every manufacturer isvying with each other to incorporate thesefeaturesto differentiate
theoffering fromthose of others.

2.3.3 Concepts of Product Design

You can begin by understanding the various concepts involved in designing a
product.

Manufacturability Reverse Engineering

N/

Conceptsin | — Research and Development
Product lifecycle <— Product
pesian —> Adaptability

v N

Concurrent engineering CAD/CAM

Fig. 2.3 Concepts of Product Design

1. Research and development

Weknow that researchisaconscioudy directed investigation to find new knowledge.
Bascresearchisasearch for new knowledge without regard to any specific useand
may not beimmediately converted into commercia applications. For example, when
Newton found the law of gravity, it wasafundamental research, which did not have
immediate applications. In the course of time, many commercial applicationsof the
Law have comeinto existence.

Applied research hasthe objective of developing commercia applicationsand
iseither investigative or experimental, for specific problems, productsand processes.
Development isthe process of converting the results of applied researchinto useful
commercial applications. Research usually hasagood deal of uncertainty about its
technological or commercial success. Most organizations have a research and
development wing.

2. Reverse engineering

Reverse engineering isthe process of careful step-by-step dismantling of an existing
product (usualy of acompetitor) inorder to understand itsunique underlying concepts.



Reverse engineering helpsin designing productswhich are better thanthose of the
competitors. Inthefield of consumer electronics, Sony Corporationisthe market
leader for productssuch asthe walkman, handy cam, digita cameras, etc. Many other
companies are said to have followed the reverse engineering approach in order to
produce smilar productsin the shortest possibletime.

3. Computer-aided desgn/Computer-aided manufacturing

Computer-aided design (CAD) and computer-aided manufacturing (CAM) areproduct
desgnand manufacturing activitiesalong with meterial and cgpacity planning, scheduling,
materials handling, and inventory control. These techniques depend on the use of
computersand an accurate database. Each item in the database has a unique code
and storestherelevant characteristics of that item, e.g., dimensions, composition,
number instock, list of suppliers, drawings, etc. Thisdataisavailableto many functiona
userssuch asengineering and marketing department personnel.

CAD istheuse of computerized work stationsto rapidly develop and analyzea
product’s design. Once the designer provides specifications, the system createsa
three-dimensional geometric model of itsproduct. Themodel can berotated onthe
screento display the product’s characteristicscompletely even beforeit ismanufactured.
In addition, designers can obtain and test such factorsas stress, tolerance, product
reliability, serviceability and costs.

CAM followsCAD. It involvesthe extensve use of computersto accomplish
and control production operations. Some major exampleswhere CAM isused: to
include numerically controlled (NC) machines, processcontrollers, sysemsthat are
linked by group technology, automatic assembly operations and computer-aided

ingpection and testing.
4. Concurrent engineering

Concurrent engineering (CE) isaproduct design approach whichisradicaly different
fromtheclassical serial product design approach. Thedesign processtakesplacein
stages, moving from one department to another. Concurrent engineering savesalot of
time and effort sinceits emphasisis on crossfunctional integration and concurrent
development of both productsand their processes.

Crossfunctiond teamsform the backbone of the CE process. Severa types of
teams exist: programme management team, technical team and many design-build
teams. Based onthelevel of complexity of the project, teams could berequired to
collate the efforts of the numerous design-build teamsthat have contributed to the
product’sdesign. To address specific product-related problems, task forces for the
investigation of an emerging technology, can be created.

The main benefit of the CE approach is that it reduces the time required to
complete a project. This happens when all major activities happen in parallel; for
example, the smultaneous development of market concepts, design of products,
manufacture of processes, and creation of product support structure. This not only
saves time (since many activities take place simultaneously) but also minimizes
errors that can possibly occur at an initial stage and remain unnoticed until later.
Frequent information sharing isimportant to the success of CE. Hewlett-Packard
uses technology-focussed teams that operate in parald, as part of its strategy. Each
team works on a key technology essential to the development of its products.
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5. Life-cycle of a product

Every product hasacertain marketablelife. The duration for which aproduct existsin
the market can be broken down into several stages. Life span varies, depending on
the product. Eventhereativelife gpan of each stage of aproduct varies. An analyss of
thelife gpan helps understand the pattern of demand during the life of aproduct.

Demand

\

Introduction Growth Saturation Decline
Time —>

Fig. 2.4 Life of a Product

(@ Introduction Phase: Thisrepresentsthe launching phase of aproduct. The
product hasto find amarket and proveitsworth. If the demand for the product
islow, the company does not make profits. When productsareintroduced into
the market, frequent design changes occur. Hence, innovation, flexibility and
responsvenessto customer needsare most important. Here, productivity isnot
critical.

(b) Growth Phase: Asthe product findsacceptability inthe market, itssalesrise.
The company sreamlinesitsmanufacturing and distribution systemsand makes
profit fromthat product. Asthegrowth stage develops, the manufacturing section
must havethe ability to meet these growing demands. Capacity growth and
utilization becomecritical performance measures. Manufacturerstry to maximize
productivity and minimize costs. Productivity measurement becomes auseful
performance measure at thisstage and islikely to continue during the decline

stage.

(c¢) Saturation Phase: Thisphaseis marked by stability inthe demand or sales of
the product. Competitorsmay beginto introduce new and similar products,
hence stagnating the growth rate of thisproduct.

(d) DeclinePhase: Inthe decline phase, the demand or salesof aproduct begins
to decline. Unlessthe product isgiven afreshlease of life by adding new features
toit, theproduct may eventualy bewithdrawn. Inthis phase, the product begins
to loseits appeal as substitute products are introduced which become more
popular. At thispoint, the product iseither discontinued or replaced by anew
or modified product.



(e) Manufacturability: Manufacturability impliesdesigning aproduct insucha
way that it can be easily manufactured or assembled. While designing anew
product, the manufacturing capabilities (such asexisting machines, equipment,
skillsof workers, etc.) of the organization haveto bekept inmind. It also needs
to be checked whether or not the product can be economically produced in
bulk.

(f) Adaptability: A product should be operational in varying environmental
conditions. It isalways easier to createaproduct, which hasarobust design
rather than make changesin the environment to suit the product. For instance,
someyearsago, computers needed to be kept inair-conditioned surroundings,
freefromdust. But today’s computersare more robust and can efficiently work
at normal roomtemperatures.

2.3.4 Product Development Process

The product development process congsts of aseries of activitiesstarting fromidea
generation and moving up to commercia production. The processinvolvesacomplex
st of activitiesthat includesamost all thefunctionsinabusiness. Intheinitia stages,
when a concept is developed and a product is planned, it is pertinent to combine
information about market opportunities, competitive products, technical possibilities
and productionrequirements. Thisinformation candefinethenew product’sarchitecture
and constitute the product’s conceptual design, itstarget market and the level of
performance desired, invesment requirementsand the potentid financia impact. Before
approving any new product development programme, firmsconduct small-scaletests
to provetheviahility of the concept. Suchatest caninvolvediscussonswith potentia
consumers and the construction of product models.

1. Exploration

Thisisthe starting point where ideas emerge from the sales force that is in direct
contact with the customers. In addition, new ideas may also be generated from
management employees, shareholders, consultantsor from study of foreign products
and markets, reportsof tradejournds, seminar papers, R& D laboratories, government
or university laboratories, etc.

2. Feagbility study

At thisstage, the new ideas are screened and themost viable ones arefinally selected.
Mere guesswork may not be afoolproof method of selection. Inorder to makethe
selection process morescientific and lessrisk-prone, every quantitative and qualitative
information needsto be consolidated, keeping in view the organizational objectives
and availablefacilities. All relevant technical and economic factors and insufficient
detailsare andyzed at thisstage.
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Fig. 2.5 Product Devel opment Process

Some of the questions considered before selectinganideaare:
(8 What isthe market potentiality of the idea?
(b) Istheideatechnicaly feasible?
(c) Istheideafreefromintellectual property rightsor patent regulations?
(d) What arethepresent and future raw materia supply positions?

(e) Towhat extent are the existing production facilitiesand resource availability
suitableto commerciaizethe new ideas?

(f) What would bethe amount of investment required and to what extent canthe
company internaly generate such an amount?

(g) If external sources need to be tapped, hasthe cost of borrowing been taken
into congderation?

(h) Would there be adequate return on investment?
Thisstage ultimately facilitiesthe budgeting process.



3. Detailed engineering phase

Upon approva, anew product project graduatesto the detailed engineering phase.
Primary activitiescongtituting this phase arethe design and construction of working
samples, as aso the development of tools and equipment critical to the product’s
commercia production. If theprototypefalsto ddiver the desired performanceresuts,
necessary changesin the product’s design are made by engineers and thetestsare
repested.

Oncethisisdone, the firm shiftsthe development of the product to the next
phase, which is the pilot manufacturing phase. During this phase, the individual
componentsthat werebuild and tested on production equipment, areassembled. Post
assembling, these are tested as a unitary system in the factory. During the pilot
manufacturing phase, the unitsthat comprisethe product are aso produced. Moreover,
the new or modified manufacturing process sahility to execute & acommercid rateis
also tested. It isvery important that during this stageall toolsand equipment arein
order and all unitsthat supply partsareready for volume production. Thispointinthe
product’sdevel opment bringsthe entire sysemtogether—beit the design, engineering,
parts, production supervisors, tools and equipment, assembly sequences, or the
operatorsandthetechnicians.

4. Ramp up

Thelast phase of development, wherecommercial production begins, iscalled ramp-
up. However, volume of production increases only when the organization develops
the confidenceinits (anditssupplier’s) aaility to execute consstent production asalso
the ability of the marketing department to sdll the product.

5. Commercialization

Thisisthefinal stage of new product planning and it consists of important decisions
about whether to make or buy theproduct’s component parts, and activitiessuch as
developing production methods, activating distribution network, integrating the new
product with the organization’snormal activity and finally achieving satisfactory sales
volumeand profitability.

2.3.5 Techniques of Product Design and Development

Three techniques are commonly used in product selection and development. These
are QFD, vaue engineering and DFMA.

1. Quality function development (QFD)

QFD isamethod which helpstransform customer needs (the voice of the customer
[V OC]) into engineering characteristicsfor aproduct or service. Dr. Yoji Akao, who
originally developed QFD in Japanin 1966, satesthat QFD isa‘ method to transform
user demandsinto design quality, to deploy thefunctionsforming quality, and to deploy
methods for achieving the design quality into subsystems and component parts, and
ultimately to specific elements of the manufacturing process.” QFD isconsidered an
important practice of design for six sigma(DFSS). It isalso mentioned inthe ISO
9000:2000 standard whichfocuseson customer satisfaction.
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QFD consdersthecustomers' requirement, the products existing and desired
characterigticsto formthe basis of amatrix caled house of quality. By building this
meatrix, the crossfunctiona QFD teamuses customer feedback to make decisonson
engineering, marketing and design. It trandates them into concrete designs and
engineering goals. In short, the house of qudity enablesthefirmto build aproduct as
per cusomer’sneeds. QFD makesuseof aseriesof metricesthat record theinformation
gathered and developed by it. These matricesthen represent the product plan made
by theteam. The method followed by QFD isbased on systems engineering approach.
It consstsof afew general steps:.

e Deveop aligt of customer requirementsand build aproduct planning matrix
¢ Rank theminorder of importance

e Develop product concepts or technical characteristicsthat satisfy customer
requirements

o Evduatethegiven conceptsfor suitability and select that whichisfound optimum.
(Concept Selection Matrix)

o Derive subsystenyassembly requirements (Assembly/Part Deployment Matrix)
fromthe product requirementsand technical characteristics

¢ Determine which manufacturing process sieps meet the stated Assembly/Part
characterigtics.

Further, on the basis of these process steps, set-up requirements and process and
quality controlsare determined. These should theninsurethat critical assembly or part
characteristicsare achieved.

QFD isapplicableto awide range of services. These range from consumer
productsto military requirements. Among the well-known US companiesthat use
QFD techniques are the automobile manufacturers GM, Ford Motors and Daimler
Chryder aswell asthose manufacturersthat supply componentsto these companies.

2. Design for manufacturing and assembly (DFMA)

DFM A isamethodology used to determine how to smplify acurrent or future product
design or manufacturing processto achieve cost savings. Thismethod isbased onthe
logicthat if you simplify the manufacture and assembly of the designs by eliminating
unnecessary partsand assembly tooling, it will be less costly to manufacture and will
lead to significant cost savings. Thismethod helpsyou to analyze and comparethe
costsof different materials and manufacturing methodsin the design phaseitself, thus
creeting productsthat are not only cheaper, but aso easier to manufactureand maintain.
Hundredsof leading companiesuse DFM A methods and toolsto maketheir products
‘leanfromthe dart’.

Sincethismethodology and toolswereintroduced, by Dr. Boothroyd and Dr. Dewhurst
in 1983, many companies including Harley-Davidson, John Deere and Abbott
L aboratories have brought down the manufacturing cost of their product and have
thussaved millionsof dollars.

Some benefits of using DFMA are:
¢ Reductioninsupply chain costs
o Simplification of the product and improvement of quality



e Animprovement inthe communication between various branchessuch asthe
management, manufacturing, design and purchasing

¢ Reductioninmanufacturing cost

VariousDFMA softwareisnow availablein the market, which essentially helpsinthe
following manner:

¢ Enablesdesign engineersto quickly analyze and manage the various design
approaches. The end design will be leaner since it will consist of fewer
componentsand thereforebe easier to manufacture

e TheDFMA softwareallowsproduct smplification. Thisinturn, enhancesthe
manufacturability of adesign

o Alternatives available for processes and materials can be explored. These
aternativesalso providether individual cost impact.

DFMA toolscan answer questionssuch as, what will bethe cost of thesaid product,
how can onereduceits cost without compromising its quality, canweimprovethe
productswhilereducing itscosts?

3. Value analysis/VValue engineering

This concept of value engineering was developed during World War 11 by Lawrence
D. Miles, a purchase executive. In 1945, Mileswas required to organize raw meaterial
for sub-contracting. Most of his vendors had complained about raw meteria shortage.
Milestherefore started analyzing the reasons for which the particular raw material
was specified and if there were dternatives available. He solved this problem without
his seniors having any knowledge about the process; they only knew that Miles had
used anew technique.

With the US government and the US President’s recognition, the US Navy
adopted thetechniquein 1954. So much so that if thereisaproject worth more than
$5 million inany government agency, it hasto be certified by the Value Engineering
Screening and VValue Engineering Project Groups.

So, what isvaue engineering, valueandyss, value management, etc.? Thevalue
of aproduct is based on the degree to which it can satisfy needs, both given and
implied. Thevalueof aproduct or serviceto acugomer isitsworthto himin monetary
terms.

The British Productivity Council has defined value analysis as‘ the study of
therelationship of design, function and cost of any product, materia or servicewith
theobject of reducing itscost through modification of designor materia specification,
manufacture by amore efficient process, changein sourceof supply (externd or internal)
or possibleeliminationor incorporationinarelated item.’

According to the Society of American Value Engineers (SAVE), ‘value
analysis is a systematic application of recognized techniques, which identify the
function of a product or service, establish a monetary value for the function and
provide the necessary function at lowest overal cost.” Therefore, vaue andysisisa
cost reduction technique that is used to improve the vaue of any existing product or
service. It allows aperson to investigate al the components of an existing product
and eliminate unnecessary cost associated with it. Value engineering is however, the
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application of the same set of techniques that are applied to a new product at the
design phase. It ensuresthat al the defined functions are performed at the minimum
possible cost by eliminating the weak features at the early stage of production.
Therefore, value analysis is a remedial technique, whereas value engineering is a
preventive technique.

Vdue andysisand value engineering activity isusually done by across-functiona
team of peoplefrommaterials, manufacturing, product design, production, production
engineering, maintenance and accounts. The team systematically followsthe basic

deps

e |dentifying thefunction

¢ Collecting dl possibleinformation about the function

e |nvestigating and evaluating theinformetion

e Generating dternatives

e Recommending and applying aVA check list

o |mplementing and reviewing
Take the example of amanual assembly operation onatruck chassisassembly line.
Theoperator takesnumerousindividual steps but only asmall number of these mean

vaue additionfor the product, asfar asthe customer isconcerned. The sepswereal
written down and they were asfollows:.

e Bringing componentsto theassembly line
e Walk 20 feet to pick up the component
¢ Removing cardsto expose the component
Reaching for the component
Placing the component at the point where it will be used
Picking up boltsfor the component
o Walking 25 feet to the chassisonthe assembly line
¢ Postioning the component onthe chassis
¢ Walkingtothe power tool
¢ Reaching for the power tool
¢ Walking and pulling the power tool to the component onthe chassis
e Pulling the power tool downto the component
¢ Placing the boltsinthe component
e Tightening the boltsto the chassiswiththe power tool
o Walking back 25 feet for the next component
All the activities performed do not add valueto aproduct. Only somedo. Thetrick is
to identify those activitieswhich add valueto the product and diminatetherest.

2.3.6 Modular Design

Modular desgnscanincreasetherate of innovation. Innovationsinmodulesmust fit in
the design of the complete product.



Modularity isbuilding acomplex product from smaler subsystemsthat can be
designed independently and can function together asawhole. Through widespread
adoption of modular designs, the computer industry hasdrameticaly increased itsrate
of innovation. By breaking up aproduct into subsystemsor modules, designerscan
gantremendousflexibility.

Different companies can take up responsibility for separate modules. To
achieve compatibility among the modules, designers have to establish and enforce
the visible overall design rules that determine how the different modules of the
product would work together. Designers working on the modules have to adhere
to these rules, but they have full control over those elements of the design that have
no effect on other modules. The module designers are free to try out awide range
of approaches as long as they obey the design rules, ensuring that the modules
would fit together.

Designers of many companies may be working on a particular module and
each may carry out many experiments about the internal configuration of the module.
In industries where there is technologica uncertainty, this type of experimentation
enablesthe indugtry to develop improved versions. This freedom to experiment with
product design iswhat distinguishes modular suppliers from ordinary subcontractors.
Also, they have more opportunity to add vaue than traditional subcontractors who
merely manufacture according to the specification provided by the origina equipment
maker.

For example, ateamof disk drive designershasto obey the overal requirements
of apersond computer, such asdatatransmisson protocols, specificationsfor thesize
and shape of hardware, and standardsfor interface, to be sure that the module will
function within the system asawhole. But otherwise, team memberscan designthe
disk drive in the way they think works best. The decisions they make need not be
communicated to designers of other modulesor evento thesystem'sarchitects, i.e.,
creatorsof thevisible design rules. Riva disk-drive designers can also experiment
with completely different engineering approachesfor their versons of themodule as
long asthey also obey thevisbledesignrules.

Products can be designed to allow modularity in use. Consumerscan mix and
match eementsto come up with afina product that suitstheir tastes and needs. For
example, to make abed, consumershbuy bed frames, mettresses, pillowsfrom different
manufacturers. They al fit together becausethe other manufacturers put these goods
according to standard sizes. Manufacturerscaninnovatefredly aslong astheir modules
fit thestandard dimension.

Companies which operate in industries where modular design prevails have
to make a strategic choice. A company can compete as an architect creating the
visible information or design rules for a product made up of modules. Or it can
compete as a designer of modules that conform to the architecture, interfaces and
test protocols of others. For an architect, advantage comes from attracting module
designersto its design rules by convincing them that this architecture will prevail in
the marketplace. For the module maker, advantage comes from mastering the
hidden informetion of the design and from superior execution in bringing its module
to market.
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Companieswill haveto keep atrack of where money and power liesat any
point intime. An architect’spogtion may look attractive but sometimes, module makers
may have enhanced the performance of themodulesto such anextent, that attractiveness
of the product isgoverned by the presence of their modulesin the product. Intel and
Microsoft have become powerful makers of modulesin the computer industry. No
player, whether an architect or amodule meker, can hopeto remaininastrong position
if they are not on thewatch for competitorswho may be surging ahead. Thereisno
entrenched positioninamarket dominated by modular designs.

2.3.7 Reverse Engineering and Designing

According to Eilam, Eldad & Chikofsky, Elliot J. (2007). Reverseengineering (RE)
istheprocess of discovering thetechnological principlesof adevice, object, or system
through analysis of its structure, function, and operation. It ofteninvolvestaking
something (adevice, component or whole product mechanical, electrical, electronic
or otherwise, computer program, or biological, chemical, or organic matter) apart and
analyzing itsworkingsin detail to be used in maintenance, or to try to make anew
deviceor programthet doesthe samething without using or Smply duplicating (without
understanding) theorigind.

Reverse engineering hasitsoriginsin the analysis of hardwarefor commercia
or military advantage. Reverse engineering is also adopted in costly R&D based
productsto duplicate cheaper oneswith reverse engineered knowledge. In chemical,
pharmaand eectronic productswhichinvolvehigh R&D thrust, reverseenginesringis
adopted. However it may not beethicaly correct.

The purposeisto deduce design decisionsfrom end productswithlittle or no
additional knowledge about the proceduresinvolved intheorigina production. The
sametechniques are subsequently being researched for gpplicationto legacy software
systems, not for industrial or defence ends, but rather to replaceincorrect, incomplete,
or otherwise unavailable documentation.

Reasonsfor Reverse Engineering

¢ Interfacing. RE canbeused when asystemisrequired to interface to another
system and how both systems would negotiate is to be established. Such
requirementstypically exist for inter-operability.

e Military or commercial espionage. Learning about an enemy’s or
competitor’slatest research by stedling or capturing aprototype and dismantling
it. It may result in development of smilar product.

e I mprovedocumentation shortcomings Reverse engineering can be done
when documentation of a system for its design, production, operation or
maintenance have shortcomings and original designers are not available to
improve it. RE of software can provide the most current documentation
necessary for understanding themost current state of asoftware system

e Obsolescence Integrated Circuits often seem to have been designed on
obsolete, proprietary systems, which meansthat the only way to incorporate
thefunctionality into new technology isto reverse-engineer theexigting chip and
thenre-designit.



o SoftwareM odernization. RE isgeneraly needed in order to understand the
‘asis dateof exigting or legacy softwarein order to properly estimatethe effort
required to migrate syssemknowledgeinto a‘to be’ state. Much of thismay be
driven by changing functional, compliance or security requirements.

e Product Security Analysis. To examine how a product works, what are
specifications of itscomponents, estimate costsand identify potential patent
infringement. Acquiring sensitive data by disassembling and analyzing thedesign
of a system component. Another intent may be to remove copy protection,
circumvention of accessrestrictions.

¢ Bugfixing. Tofix (or sometimesto enhance) legacy softwarewhichisno longer
supported by itscreators.

¢ Creation of unlicensed/unapproved duplicates.

¢ Academic/learning purposes. RE for learning purposes may be understand the
key issues of an unsuccessful design and subsequently improvethe design.

o Comptitivetechnical intelligence (understand what your competitor isactualy
doing, versuswhat they say they are doing).

Reverseengineeringisaso used by businessesto bring existing physical geometry
into digital product development environments, to make adigital 3D record of their
own products, or to assess competitors products. It isused to analyse, for instance,
how aproduct works, what it does, and what componentsit consists of, estimate
costs, and identify potential patent infringement, etc.

Vaue-engineering isarelated activity also used by businesses. It involvesde-
constructing and analysing products, but the objectiveisto find opportunitiesfor cost
cutting.

2.4 STANDARDIZATION VS ADAPTATION VS
DIFFERENTIATION

2.4.1 Product Sandardization

The process of setting uniform characteristicsfor aparticular good or serviceiscaled
product stadardization. It can be useful for consumers because it permits competition
among varioussuppliers.

Standards can be classified as given below:

Positive: It describesthe postive quality of aproduct.

Negative: Thestandard that describes positively the qualitieswhich areabsent inthe
product.

General: The features and quality that need to be generally present in al similar
products, irrespective of who producesthem.

Private: Standardisconsidered to beprivate when anindividual prescribescertain
standards for hisproduct, such as, shoes, sewing machine, etc.

Reasons for product standardization

Eventhough product adaptation becomesinevitablein the case of certain products, it
should berealized that thereis asound economic logic behind aproduct policy which
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suggestsuniformity in all markets. Six factors have beenidentified that may favour
internationa product sandardization.

() Lower manufacturing cost: When only one sandard versonismarketed in
all theareas, it will be possibleto havelarger production runs, which will result
inlower manufacturing cogs.

(i) Lower research and development and product adaptation cost: Similarly,
product standardization will allow recovery of the costsincurred in product
research and development fromthe entire sales. Thiswill reducetherecovery
period and aso lower the break-even point. Moreover, additional expenditure
on adapting the product to each individual market can be avoided.

(iif) Marketing convenience: Whenthesame product isto belaunched indifferent
markets, economies can be achieved intermsof salesbrochure, salestraining,
inventory management, advertising and after-sales service requirements.

(iv) Consumer mobility: Consumersare becomingincreasingly mobileand overseas
travelling isnow fairly common. A consumer who isloya to aparticular brandin
hishomemarket, ismorelikely to remain loyal inaforeignland. Here, we can
citetheexamplesof Gillette razorsand Dove soaps.

(v) Brand image: Whenthe name of aproduct isassociated with high standard of
quality inthe minds of the consumers, aproduct manufactured under the same
brand may enjoy the same status.

(vi) Impact of technology: Industrial products generaly tend to have standard
gpecifications and do not require much adaptation for foreign markets, unless
climatic and similar consderationscall for it. Evenwhenindustrial goodsare
modified, changesarelikely to beminimal.

Advantages of product sandardization

Standardization of aproduct providesthefollowing advantages.

(i) Savesduplication of effort when designing standard productsfor which some
other design dready exists.

(i) Reducesburden on product process, asstandard parts are available at cheap
ratesdueto mass production by other firms.

(i) Simplifiesmeterial planning, attractive subcontracting.

(iv) Helpsinreducing difficultiesinvolved with drawing, specifications, designing,
€tC.

(v) Reducesstorage cost as standardized goodsrequirelessstorage aress.

(Vi) Helpsinreducing the production cycle, as standard parts may be subcontracted
a atimewhenit isjust needed. It, therefore, facilitates speed-to-market.

(vii) When backed by product standardization, advertisng and promotion proveto
be more effectivein terms of demand creation.

(viii) Product standardization increasesthe good-will of the company.
Product standardization in the global market

Standardizing aproduct for the globa market isknown asglobal standardization. It
means developing such standardized productsthat can be marketed worldwidewitha



standardized marketing mix. The Big Mac burger at McDonald'sisan example of
global standardization. Thiscompany usesthe same brand name and slogan for the
same product all over theworld. Suchastrategy isadopted onthe assumption that
thereisalarge, smilar market that can betargeted globaly. McDonald’sand Coca
Colaaretwo examples of companiesusing this Srategy.

Themainadvantage of thisstrategy is cost saving. Using standardized products
acrossall your business units helpsin generating economies of scale. These savings
canthen be gpplied to increase profitability, offering discountsto consumers, or reinvest
it in the company for research and development. In the examples of Coke and
McDondd's, they usethelr cost savingsto offer low pricesto consumers. Thisstrategy
helps them in making money with smaller margins spread across high numbers of
consumers.

Product standardization and company objectives

Product standardizationisthe most effective cost reductionand quality improvement
method. By minimizing the differencesintheir products, companiesareableto achieve
thefollowing objectives:

(i) Rapidly incresse production
(i) Streamlinedigribution
(iii) Decreaseraw material costs
(iv) Reinforce product branding

Thebest product standardization strategies alow companiesto balance theneed for
targeted adaptationwith the cost savingsof standardization.

Major areas of product standardization

Thereare certain areaswhere product standardization hasthe greatest impact. They
ae

1. Components: Product standardization can be done at the component level.
Companies should look at their product line and determine whether they can
create sSimilar component sections across severa products. If necessary, they
canmodify their products so that Smilar componentscan be used. Thiswill help
the companiesin minimizing production cogts. Through sandardized ingtallation
instructions, companies can decreasetesting costs. When companies have a
high number of smilar components, they can quickly introduce new productsto
the market to capitalize on changesin customer preferences.

2. Packaging: Companiescan standardizetheir productsfor overseas markets
by incorporating evenaminor changein packaging. Without making changesin
their actual products, companies can alter product packaging to reflect
differencesaccording to lega requirementsof agpecific market suchaswarnings,
language, promotionsand branding. Products exportedto international markets
may also require additional protection against moisture, extreme temperatures
and difficult salesconditions. For example, if we sell an eectroniciteminthe
U.S. and want to expand to other European markets, we need to change our
existing packaging as per the European market and change the coloursto make
it more appealing to European customers.
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3. Quantity: Product standardization can be achieved by selling productsin
different quantities. Companies can make large packagesfor warehouse stores
and small packagesfor international markets. Most internationa customersdo
not buy productsin bulk dueto lack of space, transportation limitationsand
monetary differences. Thus companies can take advantage of product
gandardization savingsby selling different quantitiesthrough different marketing
channels. Companiescan sdll their productsin different quantitiesinthe same
storeto tap aparticular customer base. For example, potato wafers can be
sold inasnack-size package or family-size package.

2.4.2 Diffusion or Adaptation or Adoption

A company should at firs target customerswho aremost likely to buy thenew product.
Suchfirst buyersare caledinnovators. It isdifficult to characterizeinnovatorsbecause
they differ from one category to another. Market research hasto be carried out to find
theinnovators of acategory. But ingenerd, innovators arethe adventurous sort and
prefer to bedifferent. They do not mind taking chanceswith new products. Inthe case
of consumer markets, suchinnovatorsare usualy morefinancially affluent, confident,
better-educated and younger. They take achance while purchasing something novel.
Inthe case of businessmarkets, innovatorsare usualy large and profitablefirmswith
progressive and better-educated managerswith apattern of coming up with novel
products.

Customerswho buy the product after theinnovatorsare called early adopters.
They feel comfortable buying the product only after someone hastaken therisk of
buying and using the product. But early adoptersfollow theinnovators footsteps.
They need to be affluent and self-confident if they are to purchase something that has
not been accepted by the market yet. Innovators and early adoptersare opinion leaders,
.e., they impact the views of the other people regarding the product and therefore
influencethe product’ssuccess. They popularize the product.

Percentage Adopting

2.5%~13.5%

34% 34%

l Earfly Early  Late  Laggards

Adapters Majori Majori
Innovators P jority jority

Fig. 2.6 Diffusion of an Innovation

Thebulk of the cusomersare early and late majorities. They are deliberate and
cautious and prefer to seeaproduct proveitself inthe market prior to purchasing it.
Thelatter group iseven more careful and even sceptical of theproduct. Nove products
areadopted by thisgroup only after they have beentried priorly by maximum number
of people. Socid pressurescompe themto buy the product.



Laggardstend to be bound by tradition. It isonly after the new product has
acquired the status of atraditiona product that thisgroup purchasesit. Thisgroup
usudly consstsof the old and less educated members of the population.

A crucid roleis played by the diffusion of innovation categoriesin choosing
target markets. Thekey liesin understanding the features of the early adopter and
innovator groups and making themthetarget during the launch. Whileit may be helpful
to think about the kind of customerswho would purchasethe nove products soon
after thelaunch, it would be better to precisaly locate theinnovatorsand early adopters
through market research.

Target market segmentation can then bedone on the basis of these categories.
Thelifecycleof aproduct and the diffusion curve can berelated. At the beginning, the
product is purchased by innovators, during the growth stage, whichis stimulated by
thelate and early majority, early adopters purchaseit and salesare stabilizedinthe
meaturity stage (perhapsbecause of repurchase by such groups). Itisonlyinthelate
meaturity or eventhe decline phasethat laggardsenter the market. It may be necessary
to modify thepromotional activitiesdesigned or the stimulating trial asthetypes of
buyersvary withtime.

A marketing strategy hasto be chosen for establishing adifferential advantage.
Understanding the requirements of innovators and early adoptersiscrucial. Since
customer characteristicshaveabearing on therateat which aninnovationisadopted,
marketers must identify and target such customersaswould not be unwilling to adopt
following thelaunch. Intheinitial phase of the launch, positioning of the new product
should be for innovators and early adopters.

Thefeatures of anew product also affect therate of diffusion. The speed of
adoptionisaso affected by itsdifferential advantage in comparison with the existing
products. The morethe benefits given by aproduct, the more customerswould prefer
to purchaseit. It will not helpif the extrabenefits are offset by costs. The compatibility
of theinnovation with these behaviours lifestyles, experiences and valuesof the people
affectsthe speed of diffusion of anew product. Promotion showing opinion leaders
accepting and using the product isimportant. Theinnovation’scomplexity affectsthe
rate at whichit is accepted—productsthat cannot be easily understood or used may
need alonger timefor adoption.

Marketers can expect later adoptionif they makethelater models more user-
friendly. Divishility isthe degreeto whichit ispossibleto try the new product without
facing therisk of heavy monetary losses. Marketers should deviselaunch strategies
that allow low cogt, risk-freetria of more expensveinnovations.

A company can offer the product on lease or offer to take back the product if
customersdo not find it useful> The company aso can arrange and manage asharing
arrangement between customers. Theaimisto reducethe risk faced by customersin
using theproduct.

A product’s communicability also affectsitsadoption. A product has a better
chance of getting adopted if the applications and benefits are apparent to the target
market. If it isnot easy to quantify the benefits or they accrue only inthelong run, then
diffusion may takemoretime. It must not be assumed by marketersthat what seems
apparent to themwould befelt by the customerstoo. Communication strategiesthat

New Product Development
Process

NOTES

Self-Instructional Material 75



New Product Development
Process

NOTES

76  Sdf-Ingtructional Material

alow prospective customersto get acquainted with the new product and be assured
of itsbenefitsneed to be devised.

2.4.3 Differentiation

A company’soffer hasto bedistinct fromthose of its competitorsand should fulfil the
requirementsof itstargeted customers. A company’s postioningistheresult of whatever
it does. Marketing mix isthe most tangible and flexible tool to create the desired
postioning. Companiesusetheir marketing mix to creaete something specific and speciad
for their customers.

e Features
* Benefits
e Quality

* Design Product Promotional
differentiation differentiation

Price
differentiation

Distribution
differentiation

* Price
sengitivity
* Right values

» Convenience
* Service

Fig. 2.7 Differentiation

Thevarioustypesof differentiation are:
1. Product differentiation

We haveaready discussed in Unit 1 how product differentiation resultsfrom added
featureswhich give benefitsto customersthat rivals cannot match. Adding the same
features as competitors may make the product more acceptable among customers.
But it may end up introducing similar productsthat does not result in any differential
advantage. Such a strategy of matching features and benefitswill result in product
parity, withno company providing any compelling reasonsto the customer for buying
the company’s product. In such industries, customerswill buy on the basis of price,
and competitorswill beforced to cut pricesto grab customers from each other. The
profit of every company will go down. Companieswill not havetheahility to differentiate
their product asthey will not have enough resources dueto their dwindling profit
margins. Theonly way out of thismessisthat companies should arrange resources
and gart differentiating their productsfrom each other. Price-based competition should
be avoided.

For example, cellphone maker Nokia hasintroduced astripped-down version
of thetouchphonefor theentry level customer in India. The phoneisacontrast to the
onesthat offer internet usage, m-commerce, camera, etc. It servesthe basic purpose
of mobile connectivity. Many customers arerealizing that they do not need what they
have bought and are switching over to these simpler phones. This phenomenonis



likely to berepeated in many categoriesof goods once smpler optionsare available at
lesser prices.

2. Promotional differentiation

Promotional differentiation arisesfromunique, valued imagescrested by advertising
or superior servicesand provided by salespeople. Peoplein different target markets
arelikely toreact differently to certain stimuli likeimages, Sorylines, celebrities, etc. It
isimportant to identify thestimuli that will evoke the desired responseinthetargeted
customer group. It may be anextremely intricate task but it isimperativeto find out
whether the members prefer emotional or rational messages; whether they like
humourous or sedate messages, whether they like narratives or musicals, etc. Unless
the company hasdetermined the choice of consumerson all thevariables, it cannot
Create an advertisement that is suitable for membersof thetarget market. Sadly, most
advertisementslook and sound smilar and do not dlicit thedesired response. They are
not suitable for any particular target market.

Smilarly different target marketswill require different typesof sdespresentations,
persuasions and relationshipswith the sdler.

3. Distribution differentiation

Digtribution differentiation arises by making the buy situation more convenient for
cusomers. Different target marketswill requirevarying activitiesto makethe purchasing
experience more convenient for the customers. Buyers hard pressed for time have
welcomed theintroduction of automated teller machines (ATM). But some customers
would till prefer to vist the bank to conduct transactionswhich can essily be carried
out throughATMs. Cansof carbonated soft drinksfrom vending machinesarefinding
favour with youngsters from the upper stratain India, who believe that thisisthe
original Cokeor Pepsi.

Different digtribution channelsliketelemarketing, direct mails, Internet marketing
and personal selling are used to lure customersof the sametarget market, resulting in
irritability among customers, and duplication of effortsand high cogts. Thisisparticularly
true of credit card markets, internet service providers, etc. The adequate strategy
would betoidentify the most suitabledistribution channel for eachtarget market and
pursueit.

Lakme, the Indian cosmetic mgjor, maintainsthree distinct distribution channels
for itsthreetarget markets. Thesmall neighborhood shops storecommonly used skin
care products, such as moisturizersand sunscreen lotions. Thebigger shopsin central
marketplaces and speciaty soresstock the complete range of personal care products.
Theexclusive salons target the elite group and stocks exclusive range of premium
cosmetics, besidesproviding grooming services.

Sometimes cusomerswould liketo compare different brands before deciding
onone. Thisisparticularly truefor high-priced itemslike carswhich are mostly sold
from one-brand stores. The company hasto make it convenient for customersto
compare brands. It would be agood ideato locate stores of different brandsin the
same neighbourhood or permit their brandsto sell in multiple-brand stores. Customers
will inevitably compare, and so acompany might aswell makeit convenient for them
and et it happeninitsproximity so that it can exert someinfluence over the choice.
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For productsthat are bought onimpulse, it isimportant to make it available
widely asthe consumer will buy the next preferred brandif his desired brand isnot
available. It isimperative for the company to understand that in the same product
category, members of different target marketswill buy differently. Therefore, it is
important totalor thedigribution arrangementsaccording to theway thetarget customer
group shops.

4. Price differentiation

Pricedifferentiationinvolves estimating price senstivity of thetarget market and offering
relevant valuesonthe basis of such an estimation. A particular target market can be
totaly priceinsendtive and may desire value of the highest order. Thesevauescan be
exclusivity, sheer luxury, symbol of status or royalty. They essentialy signify
‘belongingness’ to an exclusive club and are often accompanied with the owner’s
passionate attachment to the product.

Another target market can be highly price-sensitive and will go for mere
functiondity of the product if it findsthe price of available productshigh. Customersof
thistarget market yearn for better products, but will not bewilling to pay apricefor it.
If acompany offersabetter product at the existing price level, such customerswould
buy it.

A third type of target market isemerging. This market’s price-sensitivity is
moderate and iswilling to pay higher price for morefesturesand benefits. Thiswould
be abig market in the future because income and aspiration levelsof customersare
rising throughout theworld.

Most segments desire the same values. What differentiates them is the
manifestation of thesevalues. For instance, luxury isadesirable valuefor al the above
segments. But theway luxury ismanifested, say, for the purchase of aproduct category
such asautomobiles, presentsvast contrasts. The super luxury segment would be
interested intheultimate luxury statement, maybeaBMW 7i series. The highly price-
sengtive segment may buy itsfirst small car for the family, whereasthe market with
moderate price-sengitivity may purchase amass luxury car. Therefore, it becomes
essentia to definethetarget market intermsof itsprice-sensitivity and itscorresponding
desirefor high order vaueslikeroyalty, mere functionality/benefits and more features.

2.4.4 Differentiation Along the Consumption Chain

While positioning abrand, the company must establish points of parity and points of
differenceto communicatetheintended messagesto consumerseffectively. Points of
differences must be constantly revisited and revised.

Marketers have concentrated on differentiating their brandsfrom competitors.
Brands have been positioned on the bendfitsthat they can provide what the competitors
cannot. It istruethat customersremember the point of difference morethan anything
else about thebrand. But managers also have to understand the frame of reference
within which their brandswork and addressthefeaturesthat brandshavein common
with competitors.

Effectivebrand positioning requiresnot only pointsof differencesbut aso points
of parity withother brandsinthe category. A fast-food restaurant may highlight ‘ nutrition’



asthepoint of differencewith itscompetitorsbut it hasto realize that tasteismore
important than nutrition to corefast-food customers. The company should beableto
compete ontaste withitscompetitorsand also redize theat fast-food cusomersperceive
good taste and nutrition to be at odds. A strong health-centered campaign might
jeopardize the perception of the company asafast-food restaurant. A company needs
to differentiate itsalf from competitorsbut it cannot forget what businessit isin.

Brand postioning startswith establishing aframe of referencewhich signdsthe
benefitsthat consumerscan get by using the brand. When anew product islaunched,
competing productsare used asframeof reference so that customers can understand
what the product is all about and what benefits can be expected fromit. In some
cases, theframe of referenceisother brandsinthe same category. Coca-Colaisa soft
drink. It competes with Pepsi. In other cases, brands from different categories can
share the same frame of reference. A soft drink, asportsdrink and iced tea, though
belonging to different categories, areall thirst-quenching drinks.

For avery innovative product, it isdifficult tofit it into an established frameand
meset theframe'smain requirements. Envoy wasapersond digital assistant launched in
1994 by Motorola. It received messageslike apager, but no oneviewed it asapager
becauseit wastoo large. It could send e-mails and faxeslike laptops but it could not
substitute for alaptop becauseit did not have a keyboard and sufficient storage. It
could store calendar and contact information like an organizer, but wastoo expensive
and cumbersometo be considered apart of that category. Envoy lacked sufficient
pointsof parity to belong to any existing category. Without aclear frame of reference,
customers did not know why they should buy the product. It failed. But PalmPilot
1000 was successful becauseit had pointsof parity with electronic organizers. It was
ableto claimthiscategory asaframe of reference.

When considering brand extensions, it isimportant to focus onthe frame of
reference. When Nivea, which marketsitsskin creamasgentleand protective, sarted
selling deodorant, establishing that their deodorant did what deodorants do was
essential. Once that was established, it could think of associating the gentle and
protective quality withthe deodorant. But when Dovemoved into dishwashing-liquid
business, it claimed to soften handsasthe disheswere cleaned. It was afailure because
customers expected the dishwashing liquid to clean dishesrather than soften hands.
Dove needed to establish points of parity with competitors before stressing its
differences.

Established brands aso need to reassess points of parity from time to time
because atributes that were once differentiators, can become minimum requirements.
Marketers will have to find new points of differentiation as the older ones are
adopted by competitors, making them points of parity rather than points of difference.
Marketers can hold off a competitor’s point of difference by creating competitive
points of parity.

Gilletteisno longer the only company sdlling triple-blade razors. Inthisway, a
company can establish parity inan areain which its competitor isdifferentiating. Then
the company can explore some other areas. Take the example of Visaand American
Express credit cards. Visa's cards can be used in many places, whereas American
Express cardsare associated with prestige. These two companies now compete by
blunting each other’s advantage. Visaoffersgold and platinum cardsto enhance the
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prestige of itscardsand American Expresshasincreased the number of vendorsthat
accept itscards.

Establishing pointsof difference with competitors brand isimperative for a
strong brand. But before doing that, it hasto convey to its customersits essentia
functions, benefits and features so that customers know why they should buy the
product. Therefore, abrand first hasto beat par with established brandsof the category
infeatures, functionsand benefits beforeit startsdifferentiating.

2.4.5 Enhancing Customers Experience

Most companiesvaue and expend huge effortsin differentiating their offerings. They
offer customerssomething that they value, that isnot provided by competitors. But
most companies, inseeking to differentiate themsalves, focustheir energy only ontheir
productsor services. But acompany hasthe opportunity to differentiateitsdf at every
point it comesin contact withitscustomers—fromthe moment customersrealize that
they need aproduct or aserviceto thetimethey decideto disposeit of. If acompany
opensup itscreative thinking to itscustomer’s entire experience with a product or
service, they candiscover new opportunitiesto positiontheir offering.

Thefirg stepisto map thecustomer’sexperiencewith the product or the service.
The company should performthis exercisefor each customer segment. It will haveto
brainstorm how it can differentiate itself at each of the encounters it has with its

customers.
Ready to help

Remind need /
Create
awareness

Ease of return )
Convenient
R — e
Care of
repair and Facilitate
replacement product
‘—v‘ delivery

Choice of Helpin
payment installation

Fig. 2.8 Differentiation Along the Consumption Chain

e Thecustomer hasto be aware of his needs before he thinks of satisfying
them. A company hasto becreativeat this step. A toothpaste manufacturer
can pack the last few milligramsof the pasteinthetubeinacolour different
from the rest of the paste. Jars of food-items and even other items like
paints can have prominently displayed ‘buy now’ at the lower part.
Equipmentswhich arerequired to beserviced can have lightsglowing when
serviceisdue. And if it isnot possible to provide suchindicators, companies
can alwayskeep atrack of consumption rates and usagetime and remind



customersthat they will soon require arefill or anew buy. Theideaisto
removethe customer’sworry about hisforgetting to procure productsor
servicesintime. The customer understandsthat he will bereminded when
hisinsurance premium becomesdue or when hiscar becomesduefor service
or beforethefood itemsin hiskitchen run out.

The customer will engage in asearch process before buying, howsoever
limited or extensiveit may be, depending upon the product or the service he
isbuying. The company hasto facilitate this search process. When acusomer
isbuying achocolate, the search processmay entail just having aglance at
all thejarscontaining different brandsintheretail outlet. Thus, al thejars
will have to be placed in a way such that customer is able to have an
unobstructed view of all the jars. But when acustomer isbuyingacar, he
may liketo test-driveafew carsof other carmakersbefore he settlesdown
on onewhich hewill buy. Thecar dealer will haveto facilitate this process.
Theideaisnot to circumvent the search process of the customer, asany
effort to do so will annoy him. The process must be made convenient, less
time-consuming and lesscostly for the consumer.

Thecompany hasan opportunity to differentiateitsaf by making it convenient
for thecustomer to buy theproduct. A company may accept the cusomer’s
order on phoneor send asalespersonto place an order. In cases of routine
purchases, a company may obviate the necessity of placing an order by
monitoring the inventory of the buyer and sending replenishments
automatically. Manufacturersmay stock the shelvesof their retailers, without
the retailers having to place an order. The company should organize its
interaction with itscustomersin suchaway that the step of placing an order
isseamlesdy merged in the search process of the customer. The customer
should not have to act deliberately to place an order. As soon as he has
conveyed intentionsto buy, he canassumethat hisordershave been placed.
A company cannot expect its customersto comply with proceduresthat
make no sense to them, though the company may haveinstalled theseto
sreamlineitsownworking.

Theproduct or the service ddlivery can be managed in suchamanner so as
to providereal valueto the customer. The promised time of delivery should
always be adhered to. The company should arrange for the delivery of the
amount, inthetype of packaging and to the destination prescribed by the
customer.

Inserviceindustries, promptnessand correctness of the service delivered
can be ahuge competitive advantage. Financia service companieslikethose
dedling with insurance haveimmense potential to reduce theinconvenience
of customers by improving their service delivery. Inservice sector, service
delivery canbe amagjor sourceof differentiation.

Instdlation can beamgjor problem, epecially with complicated equipments.
The company should assume full responsibility for installation and
commissioning of the equipment. The company should ensure help to
customersin running the equipment inthe beginning.

The company should agreeto be paid inthe way the cusomer wantsto pay,
unlessitisillegal or detrimentd to itsinterests. A company can differentiate
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itself whenthe customer hasto pay regular installmentsfor long periods.
The customer should not have to make special effortsto make paymentsto
the company. Insisting on being paid in acertain manner and ruling out the
possihility of accepting paymentsthrough other modeswill give an opportunity
to competitorsto differentiate themselves by making it more convenient for
the customer to pay.

e The way a product can be stored provides another opportunity for
differentiation. Thestorage mechanismshould metchthe physica surroundings
of the customer. The storage mechanismshould also ensure ease of taking
out the product for use. Packaging hasto beimproved so asto facilitate
storage aswell as use of the product. Similarly, if the product hasto be
moved around, it should not be too cumbersome or difficult. Simple
innovations can easethe life of customer by making it simpler for himto
movetheitems. The customer may haveto carry the product withhim. The
company can improve the design of the product in such away that it is
convenient for himto carry it, and also make it fashionable to carry in that
way.

e Theway acompany arrangesto get its customers products repaired or
replaced can aso be adifferentiating factor. The company should not let its
customer worry about the malfunctioning of the company’sproduct, and its
effect onthe company and hisbusiness. The company caningtal sysemsby
whichit comesto know of the malfunctioning of the product inthecustomer’s
premise and act promptly. Evenif thisisnot possible, it should take complete
responsihility for therectification of the product and meke surethat cusomer’s
interests are not harmed when the product isbeing repaired. It isnever a
bad ideato provide customerswith areplacement product when the product
isbeing repaired, so that the customer’sinterestsdo not suffer.

e |ffor any reasonthe customer wantsto return the product, it should not turn
into anightmare for himwith nobody accepting the product initially. And
later when somebody picks up the courageto accept thereturned product,
theremay beinordinate delaysin getting hismoney back. Asfar aspossible,
acompany should have a no-questions-asked return policy at aplace most
convenient for customers, with instant repayment. The customer may be
returning theitem, but the company should managetheexit processin away
that the customer will fedl like coming back.

¢ Andfindly acompany should designitsproduct in suchaway asto makeit
convenient for the cusomer to disposeit off and even earn something out of
It.

e Anytime, a any stage of the product’suse, should acustomer require help,
the company should always be forthcoming. If nothing else, the company
can at least differentiate itself by being nice and courteous, and offering to
helpinany way it can.

Through diligence, acompany can unearth innumerable opportunitiesto differentiate
itself. And when these differentiations play out at all the points of the customer’s
interaction with the company, competitors cannot hopeto match the offering, asit will
requirethe competitorsto overhaul their entire business.



2.5 MARKETING STRATEGY DEVELOPMENT

Marketing strategy development beginswith adetailed assessment of all the bigger
forcesthat affect the business. Then decisionsare taken, depending ontheimpact that
it makeson the business. Thevariousproduct strategiesfor growth are:

2.5.1 Ansoff's Matrix

Withimmense pressureto increase market share and profits, marketersare awayson
thelookout for waysto grow their businesses. Marketers have four variablesto play
with (i) existing market, (ii) new market, (iii) existing product and (iv) new product.
Using thesefour variables, acompany canhavefour strategiesto pursue. They can
increasetheir businessby serving new productsinther existing markets, existing products
innew markets, new productsin new markets, or existing productsin existing markets.

Products
Existing New
Market Product

Existing | penetration | Development

Markets

New Market

Development Diversification

Fig. 2.9 TheAnsoff’'sMatrix

The growth strategies

1. Market penetration: An attempt to increase penetration inthe market with
the existing products. Brand building isone method. Existing cusomers may
become morebrand loyal (lessswitching), new customers may buy the brand,
or existing usersmay usethe product more often andin greater quantity.

2. Product development: Improve present products or develop new products
for current markets. By improving style, performance and comfort, theaimisto
gain higher salesinitspresent market.

3. Market devdopment: Current productsare sold innew markets. The company
may moveinto new geographic marketsor moveinto new market segments.

4. Diverdification: New productsare developed for new markets. Thisisrisky.
But if thereis synergy between theexisting and new products, thisstrategy is
likely to work.

2.5.2 Product Replacement Srategies

Product replacement isthe most common form of new product introduction. There
areeight strategiesthat acompany canfollow:
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PRODUCT

M No exchange No change Facelift Inconspicuous
A technological
R substitution
K
E Remix Remerchandising Relaunch Conspicuous
T technological
I substitution
N
G New Market Intangible Tangible

repositioning repositioning Innovation

Fig. 2.10 Product Replacement Strategy

1. Facdlift: Few minor changesare madeinthe product with littleor no change
to therest of themarketing mix or target market.

2. Inconspicuous technological substitution: The company brings major
technological changes with little or no changes in the marketing mix. The
technologica changeisnot brought to notice of customersby advertising profusely.
Brand loyalty isretained through mgor technological processes and product
changeswith littleattempt to highlight these changesthrough advertising.

3. Remerchandising: It isamodification of the distribution, packaging price,
promotion and name, while maintaining the basic product.

4. Relaunch: Boththeproduct and other marketing mix elementsare modified.

5. Conspicuoustechnological substitution: Thisinvolves major technological
change, along with heavy promotional and other marketing mix alterationsfor
simulating awarenessandtrid.

6. Intangiblerepositioning: Thebasic product isretained but other marketing
mix elements and target customers are changed.

7. Tangiblerepostioning: Boththe product and target market are changed.

8. Innovation: Thecompany bringsout thefundamental changesin thetechnology
of the product.

2.5.3 Product Recall Strategy

Companiestakeall possible precautionsto ensurethat productsthat reach customers
areof good quality and are safe. If customersfind problemsin the productsthey have
bought and the companies do not react promptly and appropriately, there can be
severe backlash and lega complications. Thoughthisdoesnot happen ofteninthe
lifetime of a company, it should always be ready to handle product recalls. Anill-
managed product recall can destroy abrand or even acompany. Smart companies
have awell-crafted strategy for handling product recalls.

The company should understand the importance of awaysbeing ready for a
product recall. Employees should understand the link between recalls and customer
satisfaction and safety, and the effect of therecal on company success. The company
should check if the company is suffering from‘ kill the messenger’ culturethat prevents
newsof product problemsfrom reaching the right people.



Theoverdl responsibility for product recalls should be assigned to one senior
executive. He could be the chief of marketing. Therecall manager should ensurethe
development andregular review of arecall manua that ddlineatesthe company’spolicies
and guiddinesintheevent of arecall. A recall should be seen asatask to use marketing
skillsto retrieve the products from the customer. The recall manager will have to
identify key managersthroughout the organization who might havearoleintherecall.
It may be necessary to enlist the help of people outside the company.

Inthe event of arecall, therecall manager should appoint aresponseteamto
managetherecall on daily bass. The response team comprisesmemberswho were
earlier identified by therecall manger fromvariousareasin the company. Thefirst task
of theresponseteamisto gaugethe seriousness of the situation. Such an evaluation
will help them determine the speed and the type of response required, and will be
particularly ussful whenthereisrisk of cusomer injury or illness After theteamevauates
the situation, it should determine the scale of response and the type of recall to be
adopted. The stuation may require afull recall, arepair or retrofit offer, an optional
recall, an offer to exchange the product, issue an advisory, refute the chargesor a
changeinthe production and distribution of the product. It iscritical to arriveat a
decision regarding the recall quickly, but the decision does not necessarily haveto
mean taking action. A recall madetoo soon can give credibility to unsubstantiated
charges. Issuing recall amountsto admitting that thereisaproblemand may openthe
door to aflood of lawsuits. Theresponse team should weigh all these factors carefully
before arriving at adecision.

Therecal manager should identify major stakeholders, besides customers, like
distributors, dealers, service centresand keep them abreast of the company’splans
and actionsastherecall unfolds. It isimportant to build the organization’s credibility
among these stakeholdersinthe anticipation of arecall. Thecriss-management team
of the company should handle thecommunication effort on all thefronts.

If the responseteam concludesthat arecall actioniswarranted, it should get
into theact fast. 1t should decide who will makethe announcement, when and what he
will say. It also hasto coordinatethe field response program. It hasto decide asto
who will accept the faulty products, how the returned productswill be monitored and
who will providethe repairs or replacements. During the recall, the responseteam
should keep customers properly informed and persuade themto completethe necessary
exchanges. Customer communication can reinforce the company’simageasaprompt
and responsible organization. They can also plan an especially designed recall
advertisement.

Thelogigicsand information system should havethe ability to accept notification
of product defects. It isimportant to provideatoll free customer serviceline operated
by people who understand how to react, and who to report to if acustomer calsto tell
that hisproduct isfaulty. Sensitive customer service personnel can help acompany
become aware of aproblem early. The logisticsand information systems should be
ableto handletherecall aswell asitsnormal operations. The pipelinefor productsand
parts hasto accommodate atwo-way flow of inventory asthe company pullsin units
to repair or replace even asit continuesto release new or substitute models. During
therecall, thelogigticsand information systems should be able to trace any product
that they have handled. The system should be able to isolate a product defect by
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batch, plant, processor shift through use of identifiers such asserial numbers. The
responseteam should have aplanto bring therecall to asatisfactory close, say, when
agiven percentage of distributed unitshave been returned.

After therecall, communication should focuson restoring and strengthening the
company’sreputationinthe market, particularly regarding the product in question.
The public relations department should lead the effort in restoring confidenceinthe
product andthe company. A reintroduction plan should be developed and implemented
with the participation of people who originally designed and launched the product.
Therewill haveto be arelaunch marketing effort to reassert brand image.

But arecal should be avoided. Productsshould bevery rigoroudy tested for al
possible defectsand safety hazards beforereleasing in the market. Though acompany
should awaysbeready for handling arecall, it should take all possible precautionsto
ensurethat it doesnot haveto handle one.

2.5.4 Role of Marketers in New Product Development Process

New product development is erroneoudly perceived as the exclusive domain of
developers. If acompany hasto launch successful products, therole and importance
of marketers have to be as important as that of developers during the product
development process.

e Marketing should work with R& D to establish clear, mutually agreed project
prioritiesto reduce chances of pet projects. Left alone, technical people will
have plenty of fanciful ideasto pursue and marketerswill haveplenty of esoteric
customer needsthey would liketo serve. Product development teamshaveto
come up with solutionsto customers' needs which can be sold profitably.

¢ Thecompany should improvethe provision of marketing informationto R&D.
The marketing teammust give R& D peopletimely and quality information.
Marketers should bevery prompt ininforming R& D of any change in customer
needs that might have occurred, since they last gave them the required
information. It istheresponghility of the marketing department to ensure that
customers latest needsareincorporated inthe new product. Marketing research
teammust include membersof the R& D team so that their doubtscan be darified.
There would be nothing like product developers themselves researching
customer needs. Asadeveloper listensto customer requirements, heisableto
play the possible solution in hismind and seek clarification from customers
regarding itssuitahility. Theiterationwill go oninthe developer’smind till he
figuresout theright solution.

e The R&D team should become more customer-centric and understand that the
products developed by them must ultimately be accepted by thetarget cusomers
of thecompany. Themarketing department in the organization should undertake
the responsibility of passing customer related informationto the R& D team,
and ensurethat the R& D team interactswith customers asoften aspossible by
participating incustomer visitsand trade shows. R& D peoplecanfind it irritating
toincorporate cusomers requirementsinevery ideathey conceive. Customers
requirements constrain creativity of developersand they may start considering
them anintrusion in their pursuit of the next big idea. R& D team hasto be
brought intouch with customersandtheir genuine needsto make them empathize



with their needs. When developers have empathy for customers’ needs, they
arelikelyto produce desgnsthat aretrueto the customers needs.

e There are important personality and value differences between R&D and
marketing. Themost important differenceisthat while marketersarefixated on
customer requirements, developerssometimeswant to pursueideaswhichinterest
them. It isimportant for marketing to develop aninformal relationship withthe
R&D department. At any onetime, adeveloper is playing around with many
ideas. A marketer should beinsuch areationship with adeveloper, that hefeels
comfortable sharing these ideas, some of which he himself might consider too
ambitious. Themarketer can quickly gaugeif some of theideasincubating inthe
developer’smind can be helpful in serving any customer needs.

e |tisimportant that marketersget over their technology phobia. Familiarity with
technology makes communication between the marketing and the R&D
department more effective, as marketers can understand the means by which
the product design can create competitive advantages. They can aso comprehend
thelimitationsof technology intermsof developing new products, as product
designsofteninvolvetrade-offsto be made. Technology savvy marketerswould
understand that some customer requirementscannot bemet however legitimeate
or urgent they may be, because the required technology is not available or it
would be prohibitively expensiveto servethem. They would not congtantly harp
on profitable opportunitiesto serve some customer needswhich the company
ismissing, becausethe R& D is not able to come up with solutionsfor these
needs. They would also refrain from making exaggerated promisesto customers
becausethey would know that the company will not be ableto fulfill them.

Marketing people are often preoccupied with present productswhile neglecting new
products. Product development process should be formalized and the involvement of
marketing should be mandatory. Marketers should be asfanatic about serving unmet
customer needs as the developers are about pursuing their new ideas. Often the
blockbuster product isdeveloped when marketersand developerscollaborateto give
formto their common fantasy.

2.6 NEW PRODUCT LAUNCHING: SUCCESSES AND
FAILURES IN THE INDIAN CONEXT

The ultimate success of abusnessfirmdepends onitscapability to develop and deliver
new productswithin the shortest span of time. In a situation where companiesare
forced to operate at a breakneck pace, it is quite difficult for them to undertake
qudlitative and quantitative research which might help themin reducing risk and failure.
Taking along timeto defineand deliver aproduct isno longer asuitableoption for the
companies. Infact in someindustries, the product must be conceived and developed
within sx months or evenlessto provide the company an edge by making it ‘first-to-
market’. Insuchastuation, the companiesusualy take morethanthedesired level of
risk which ultimately goes againgt their interest.

New product launches have asignificantly low rate of successrate and thus
cause severestressto the financial and technical resources of companies. Since the
surviva of many companies depends upon the success of their new products, thereis
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an utmost need to be extremely careful while launching anew product inthe market.
Though there may be many reasons for failure of new product launches, thereis
consstency withregard to the companies having aconstant track record of successful
product launches.

2.6.1 Success or Failure: 80:20 Rule

The 80:20 ruleapplieshere. More than 90 per cent of the successful product launches
usually come from a few companies and a large number of companies together
contributeto lessthan 10 per cent of successful new products. The strategy adopted
by successful companieswhilelaunching their new product iscertainly different from
others. Thefactorswhich arecrucia for asuccessful product launchare strategic and
technology choicesbased onthe customer’ scurrent needs aswell asthefutureevolution
of needs.

2.6.2 Planning a New Product’s Success

Inthe most successful ventures, planning for the new product launch should start with
apreliminary design and development. Postioning of product, selection of sdleschannels
and distribution network, and planning related to advertisng and public relationsshould
be given asmuch time and energy asthe development and design stage. Synchronizing
marketing activitieswith product development iscritical for success.

Among the key components of astrong product launching plan are:

1. Well-defined sales objectives

2. Effective saleschannd and distribution network
3. Effective sdespromotionand advertisng strategy
4. Execution planning

a) Production capacity

Many new product launches often fail because companiesdon’t manufacture adequate
quantities of the new product to make availableto prospective cusomers. Thereisa
need to create alaunch teamwith the responsibility for ensuring that al levelsof the
company are prepared to handle the demand for the product and provide customer
support service.

b) Product positioning

Positioning islike amessagethat differentiatesthe company’s product fromothersin
the marketplace. A unique product identity strengthensthe consumer’s perception of
the product andinturn, reinforcesthe company’soveral positioning.

Before launching aproduct, the following steps need to be taken:

(i) ldentification of al necessary launching channels
(i) Decisonregarding thetota number of unitsthat the company plansto sell by a
specific date
(i) Preparation of the completelaunching schedule
(iv) Placing sufficient stockswith key distributors
In order to establish the new product’sidentity in the marketplace, the core message

must berepeated over and over again. Thisrequires consistent positioningwithinall of
the company’ smarketing communications.



c) Execution

Thecompany needsto ensurethat its strategiesare executed well.

(i) Thecompany hasto ensurethat the new product isableto reach customersat
the earliest possible. The established sales channels, including the salesforce,
thedistributors, the dealers, etc., should be ableto face new challenges. For
example, if thenew product isareduced verson of anexisting product, there
aresome pointsthat the company needsto takeinto congderation. Theexising
distributors should bein apositionto serve mass marketing retail outlets.

(i) Thecurrent pricing schedule should take into consideration factors such as
market competition.

(i) Thecompany should be ableto reach the entire market withitscurrent sales
force.

(iv) The company must determineits pricing strategy and review sales channels
whilethe product isbeing postioned.

2.6.3 Formula for Product Success

A company can assess and boost the success of its product by studying four
benchmarks:

(@ Price

(b) Benfits

(c) Easeofuse

(d) Avallability
Companiesneed to comparetheir new offering with what’s currently availableinthe
target market in al the four areas. If the company’s new product or service does
better than the competition acrossall of these dimensions simultaneously, thenthe
target customer group will definitely buy it.

These dimensions can be divided into two categories. purchase motivatorsand

purchase barriers. Whilethefirst two benchmarks—price and benefits—are purchase
motivators, the latter two—ease of useand availability—are barriers. To becomea

winner, aproduct must clinch at least one of thetwo motivators. For example, many
high-performance products till do well inthe market despite their higher price.

However, sometimesit isseen that excelingin one or both motivators does not
guarantee success. Thisispossible when barriersto usage aretoo high. The product
or serviceislikely to fail if it offers lesser benefits and is more expensive than the
current offerings.

2.6.4 Causes of Failure of New Product

A large number of new products arerejected by consumers even before the product
completesitslife-cycle. A large number of factorscould lead to thefiaure of aproduct.
Themajor reasonsof product fallureare:

1. Inadequate market analysis

In some cases, when the product is launched without a proper market analysis or
when the market analysisdataiseither incorrect or biased, the product usualy failsin
achieving itsobjective. The consequences of anincomplete market analysisare:
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(i) Companiesfail to correctly gauge consumer behaviour.
(i) Anincorrect estimate of sales.
(i) Fdiling to meet the standardsof utility, etc.

2. Poor pricing

Thefinal higher cost of the new product, which is sometimes even more than the
anticipated price, isanother cause of new product failure. Thiscanresult dueto wrong
pricing policy or ahuge escalationintheraw meteria cost.

3. Product defects

One fundamental reason for product failureisthe technical flaw in the production
process. Wrong product design, substandard raw materia, poor packaging, etc., are
the other reasons.

4. Inability to face market competition

New products face tough competition in the market, and some companiesfail to
sustain this pressureand get knocked out. Thereis awidespread recognition of the
fact that it isthe quality of the product that eventually helpsit inwithstanding strong

competition.
5. Inadequate or incompetent sales force

Lack of proper product and marketing training of the salesforce oftenleadsto product
failure. In spiteof having good qudity and being reasonably priced, productsfail as
they do not highlight the exclusivefeatures. Sometimesthe salesforce of the company
isso small that they arenot able to understand the market and thusa huge business
opportunity islost.

6. Wrong product idea

A product often failswhen the companiesconceive of awrong product idea. A good
product ideacan revolutionize the market but abad one may givebitter experienceto
thefirmor it may even backfire. For example, thelaunching of the* Cool Cats fansby
Polar at apremium price failed to make awaveinteh market. Thefan was decorated
with cartoon charactersand targeted children. Theideawasto mekethefan attractive
for children since they were becoming increasingly influential in purchase decisions.
The product failed in spite of itshuge advertising budget because it didn’t have any
colour effect and customerscould not justify its premium price.

7. Poor distribution network

When the product is not adequately supported with a well-established distribution
network, it is likely to fail in the market. While launching the product, the distribution
network must be given adequate consderation. The launching of new chocolates by
‘Nedtle' failed inthe market due to the digribution problems. The company stipulated
the product should be stored in refrigerators. This meant that alarge number of
retailers who didn’t have this facility could not stock the product. The chocolate
was not picked up by the customers as it was not adequately displayed in large
number of retail shops.



8. Poor launching time

The most common cause of faillureof aproduct inthe market is, either it’sintroduced
too early or too late. Kinetic Merlin, athree-in—one sophisticated electronic gadget
conggting of acolour televison, astereo with detachable Speakersand ahome computer
was launched in 1991. The product was targeted at those Indian consumerswho
were fond of immediately adopting such aninnovative idea. However, inredlity, the
ideawastoo advanced for the customersto adopt at that time.

9. Poor product postioning

Product positioning isconcerned with putting the product into the pre-determined
orbit. Improper positioning may affect the product life-cycle. For example, Tanishq
introduced their 18-carat jewellery and the product was positioned at the premium
and affluent segment. However, therewasan inherent contradiction inthe product as
to why thiselite segment should opt for low carat gold because the normfor goldin
Indiaat that timewas 22 carat. The product failed. Later, Titan had to introduce 22-
carat jewellery.

10. List of failed productsin India
i. Peps Blueii.Lifebuoy Talcumiii.Haier Refrigeratorsiv.Disposable Paper Clothing

v. Ford Edsel vi.Chevrolet Corvair vii..Goodyear Tires Used on The Ford Explorer
viii.Apple'sNewton (Computer) ix.Chelsea—"Baby Bear” and x. Timex'sSinclair.

In addition to afaulty concept or product design, some of the most common reasons
for product failures typicaly fal into one or more of these categories.

e Highleve executive push of anideathat doesnot fit thetargeted market.
Overestimated market size.
I ncorrectly positioned product.

I neffective promotion, including packaging message, which may have used
misleading or confusing marketing message about the product, itsfeatures, or
itsuse.

Not understanding thetarget market segment and the branding processthat
would providethemost valuefor that segment.

I ncorrectly priced—too highand too low.
e Excessveresearch and/or product development codts.

2.6.5 How to Manage a Successful Product Launch

Throughout theworld, businessfirmsare witnessing cut-throat competitionto increase
revenues. All the companies are offering awide array of products and thefight to have
the optimal shelf space isbecoming bruta with every passing day.

With the numerous products that are offered to customers, one of the most
important aspectsfor aproduct that would influence thelife-cycle of aproduct, isthe
product launch. Each company needsto focuson product launchin order to crestean
indelible mark inthe minds of consumers.

A product launch essentialy requiresthat al related activities marksthe debut
of aproduct to the customers. Thepointsbelow canensurethat firmswill asuccessful
product launch.
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1. Need for a thorough market research

Beforeaproduct islaunched, thecompany should conduct athorough market research
and ensurethat the product is needed by thetarget customers. The market research
can shed light on areaswherethereisan immediate need to befilled. Based onthe
research results, consequent actions of the launch can be put in place.

2. Clarity about the USP of a product

For every product launch, onething that needsto bepaid attention isthat the product
hasaUSP, i.e., itsunique selling point. The product can have a successful product
launch if it has some exclusive or unique quditiesthat will giveit anedge above others.

3. A close study of competitor’s offering

A product launch can be successful if the company hasin-depth knowledge of the
offerings of the competitor products. Presenting the market with a product that
consumers desperately need isthe key to success. By following this strategy, the
success of theproduct isguaranteed.

4. Exciting launch offers

A product launch can be asuccessful if the company offersgreat deals and bargains.
Irresstible offersat thelaunch ensurethat the product getsmaximum coverage. Free
trials, demos and testers are some other optionsthat can give the customers easy
accessto the product.

5. Product availability and visibility

Another aspect to ensure that the product launchisamegasuccessisthe availability
and thevighility of the product. Large-scale advertising, promotional campaignsand
thevisibility of the product in every outlet would ensurethat the product isnot only
noted by the customers, but also bought by the same.

The various measures discussed above can ensurethat the product is launched
not just witha*big bang’, but it trandated to great sdlesfiguresaswell. Themeticulous
planning intheimplementation stage would further contribute towardsto the success
of theentirelaunching plan.

2.7 CLASSIFICATION OF NEW PRODUCTS
INNOVATIONS

However, it isclear that the classification of innovation from afirm's perspective can
also beincludedinthe earlier classfication of discontinuous, dynamically continuous
and continuousinnovations. For ingance, new-to-the-world products arediscontinuous
innovations, while product replacements are continuousinnovations. Firmsneed to
understand that continuousinnovations, such as, adding abrand variant to an existing
product linelackssignificant risk, but offersless sgnificant returns, while discontinuous
innovationsare extremely risky, but if successful, returnscould be huge.



New productsinnovations offer new avenues of growth and thussecuretheviability
and sugtainability of thefirm. We have dready learned in Unit 1 that new productscan
be divided into two groups, one arising out of technological innovationand the other
out of mareket-driven modification.

Newly made productswhich have new functiond utility fall inthefirst category.
Thesearetruly unique productsthat bring inachangein lifestyle and satisfy aneed that
has not been catered to earlier. The second group involves changes and innovations
within the existing products, which are necessary due to the marketing scenario. Under
this category comesthe new version of theold products. Let’stake the example of
changesinthedesign, colour, packaging, brand name or some other featuresin the
product.

The newness candso bedueto repositioning of the existing product. It canalso
be because of awareness among the consumers regarding the new use of existing
products, resulting in afresh sales appeal for anew segment.

A company defines aninnovation based onwhat the company triesto achievefrom
the new product.

e Product replacementsinclude revisons and adjustments of exiting products,
repositioning and cost reductions. For instance, Tata Motors improved
its first offering Indica after receiving customer complaints, and then
relaunched it.

e Addition to existing lines, for instance, addition of new brands, new
technologies (Pentium IV processor, an improvement over Pentium I11, or
Mach I11 over Mach Il by Gillette), new varieties of flavours, fragrances,
SKUs (size of the product, for instance, a 100gm toothpaste along with the
exiging 250 gm tubes), product forms (for instance, liquid soaps in addition
to bars), etc.

e New product lines, are produced when the company launches new product
linesand widensits product mix. For instance, L G has added product lines,
such as, mobilephones and music systemsto itsproduct portfolio.

e New-to-the-world products are those products that create entirely new
markets. These products carry the highest risk sinceit is difficult to predict
cusomers reaction. Marketing research will beunrdiablein predicting demand
since peopledo not really understand the full benefits of the product until they
get a chance to experience them. It may take time for the products to be
accepted. But if and when these products are accepted, the company’s gains
are huge. Successful new-to-the-world products are pure technological
innovations, which serve avery strong latent need. There wasawaysthe need
for mobile connectivity, but a smple marketing research exercise would not
have revealed this need, as customersbelieved that this need cannot be met.
Theideaof mobile connectivity did not cross our minds because we believed
that it wasinthe realmsof infeasibility. But as soon asthe relevant technology
cameforthto enable mobile connectivity, customerslapped it up. Probably, the
diffusion of mobile connectivity among customers across theworld has been
faster than that of any other technology. Successful new-to-the-world products
are the concurrence of strong latent needs and emergence of an enabling
technology.
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2.8 SUMMARY

Some of theimportant conceptsdiscussed inthisunit are:

¢ New product development process consists of eight steps: (i) New product
drategy, (i) Ideageneration, (iii) I deascreening, (iv) Concept testing, (V) Busness
analysis, (vi) Product development, (vii) Market testing and
(viii) Commercidization.

¢ New product drategy involvesacompany’ svison of anew product. Thesrategy
provides guidelines about which the product isinterested in serving.

¢ |deagenerdion, asthetermclearly indicates, isthe stage whenanideapertaining
to anew product isgenerated after brain-storming sessions.

e Thethird step of new product development processisideascreening. A lot of
ideas might rise about the same product. The company screensand selectsthe
most feasibleand innovative ideafor its new product.

¢ Then comes concept testing, where the concepts of the products are tested
withasmdl sample of customers. The company checksthe degree of acceptance
among thesample customers.

o After the concept succeeds in bringing a positive feedback, the company
makes an estimate of sales, costs and profitsthat the new product is likely
to generate.

e Theproduct concept that getsthe best votesis developed into anew product.
At thisstage, the new product goes through tests that analyseits functional
performance.

¢ Thenext gepinvolvesmarket testing of the product. The company hasalimited
launchto derivefeedback fromorigina cusomers. Theresultsof thetest helpin
evauating themarket scenario.

¢ Based onthe consumer feedback, the company decidesthe consumer setsand
focussesonthat target market.

¢ Every organization needsto design and develop new product. Product design
meansdeveloping theideaof aproduct intermsof specificationsthat arerequired
to transformtheideainto that product. And product development processis
related to creating new products or modifying existing oneswithin astipulated
time and cost without altering preset qualities.

¢ Theobjectivesfor which acompany designsand developsanew product are:
0 Introducenew products
0 Modify exigting products

¢ A good design of aproduct isbased onthefollowing factors: (a) Functionality,
(b) Reliahility, (c) Productivity, (d) Qudlity, (€) Standardization and smplification
(f) Maintainability, (g) Cost effective.

¢ A product designis based onvarious concepts. (a) Research and development,
(b) Reverse engineering, (c) CAD and CAM, (d) Concurrent engineering,
(e) Life-cycleof aproduct.

¢ Theprocessof product development involves conducting variousteststo ensure
that nothing goeswrong whiletheproduct is produced. Thefollowing thingsare



takeninto account: (i) Exploration, (i) Feashility sudy, (iii) Detailed Engineering New Product Development
Phase, (iv) Ramp up and (v) Commercidization. Process

¢ Therearethreetechniquesthat arecommonly used while sdlecting and developing
aproduct. () Quality Function Development (QFD) helpstransform customer
needsinto engineering characteristicsfor aproduct or service. (b) Design for
Manufacturing and Assembly (DFMA) helpsin smplifying aproduct design or
manufacturing process and achieve cost savings. (c) Valueanalysisor value
engineering isthegpplication thet identifiesthe function of aproduct and calculates
thevauefor thefunction.

¢ A product can be developed intwo designs. modular and reverse engineering.
Modular designarrangesacomplex sysemasaset of distinct componentsthat
can be developed independently and then plugged together. Reverse engineering
takesan object gpart to seeitsmechanismand thenmakesastrategy to enhanceit.

e A company needsto set uniformcharacteristicsfor itsgood or service. This
processiscalled product stadardization. It can be useful for consumersbecause
it permits competitionamong various suppliers.

¢ Product sandardization isclassified into four types. (a) Postive, (b) Negative,
(c) General and (d) Private. There can be variousreasonswhy a product is
gandardized: (i) Lower manufacturing cog, (i) Lower research and development
and product adaptationcodt, (iif) Marketing convenience, (iv) Consumer mobility,
(v) Brandimage, (vi) Impact of technology.

¢ Thevariousadvantagesof product standardization are: (i) Savesduplication of
product design, (ii) Reduces burden on product process, (iii) Simplifiesmaterial
planning, (iv) Reducesstorage cost and production cyde, (v) increasesgoodwill
of the company

e Product standardization affects certain areas. Components, packaging and
quantity. Companies can modify their products so that similar componentscan
be used across several units. Companies can standardize their productsfor
foreign markets by adding aminor changein packaging, if they have astandard
packaging for itsgoods. And product standardization can be achieved interms
of quantity by sglling the same productsinvarious quantitiesto suit each customer
segment.

¢ Based onthe knowledge when customershbuy anewly launched product, they
canbedifferentiatedinto variousgroups: Innovators, early adoptersand laggards.

e The lifecycle of a product and the diffusion curve are related. At the
beginning, the product is purchased by innovators. During the growth stage,
early adopters purchase it. It is only in the late maturity that laggards enter
the market.

e To surviveinthe market, acompany needsto differentiateitsproduct fromits
competitors. Companies use marketing mix to creste specia itemsand attract
customers. Products are differentiated on various factors: (i) product,
(i) promotion, (iii) distribution and (iv) promotion.

¢ While positioning abrand, acompany needsto establish points of parity and
difference so that customers canrelate and differentiate the product fromthe
rest. Customersremember the point of difference morethan anything else about
thebrand. Sofirms position their productson the basis of benefitsthet it intends
to provideto the market.
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o Marketing strategy development beginswith adetailed assessment of dl the
bigger forcesthat affect the business. Then decisonsare taken, depending on
theimpact that it makes onthe business. The variousgrowth strategies are:
(i) Market penetration, (ii) Product development, (iii) Market development,
(iv) Diverdfication.

e Themost commonway to introduce anew product in themarket is product
replacement. Theeight Srategiesof thisformare: (a) Facelift, (b) Inconspicuous
technological substitution, (¢) Remerchandising, (d) Relaunch, (€) Conspicuous
technologica subdtitution, (f) Intangiblerepostioning, (g) Tangible repostioning,
and (h) Innovation.

e Toretainitscustomers, companiesneed to attend to consumer complaints.
Product recall strategy involvesthe process of reclaiming defective goodsfrom
consumersand providing themwith replacementsor compensation.

e Companiesrely heavily ontheir new product. So it’simportant for themto
launchtheir product well, so that there'svisibility in the market. Certain points
that need to betaken careof whilelaunchingaproduct are:

0 Well-defined sales objectives

o Effective saleschannel and distribution network

0 Effective sdespromotionand advertisng strategy
0 Executionplanning

e A company can boost its success rates by concentrating on four factors:
(@) Price, (b) Bendfits, (c) Ease of use, (d) Availability

2.9 ANSWERS TO ‘CHECK YOUR PROGRESS

1. (i) New product strategy, (ii) Ideageneration, (iii) Ideascreening, (iv) Concept
testing, (v) Businessanalysis, (vi) Product development, (vii ) market testing
(viii) Commercidization and diffusion of innovation

2. Thefactorsthat make acompany look for new designsare: (i) Develop and
introduce new products, (i) Modify existing products.
3. Thecharacterigtics of good designare:
(i) Functiondity
(i) Reigbility
(i) Productivity
(iv) Quality
(v) Standardization and smplification
(vi) Maintainability
(vii) Codt effective
4. Thevariousconceptsrelated to product designare:
(i) Researchand development,
(i Reverseengineering,
(i) Computer-aided design/Computer-aided manufacturing,
(iv) Concurrent engineering,
(v) Life-cycleof aproduct



10.

1.

12.

13.

14.

15.

. Every product hasacertain lifetime. A product can remaininthemarket for a

period of time. After that, the product’sdemand beginsto declineand finally the
demand stops. After customers stop buying aproduct, the company removesit
fromthe market.

. After themost viable ideas are selected acompany may employ more scientific

and lessrisk-prone processto make the selection full-proof. All quantitative
and qualitativeinformation are checked and the product’sobjectiveisalso taken
into account. This, inother words, isastudy of thefeasble conditionsto produce
the new product.
(@ QFD or Quality Function Development isthe process of transforming
customer needsinto engineering characteristicsfor aproduct or aservice.

(b) DFMA isthe method of determining the waysto simplify an existing or
future product design or manufacturing processto minimize costs.

. Vaueanalysisand value engineering isusually done by variousteamsthat may

range frommaterials, manufacturing, product design, production, production
engineering, maintenance and accounts.

. Modular designsinvolvedeveloping acomplex product fromsmaler unitsthat

can function together. Whereas, reverse engineering meanscreating aproduct
virtualy with physical prototypesand design flexibility beforeit isrdeased inthe
market.

Products may be sandardised by the four methods: (i) Positive Sandardization

that mentions the positive quality of a product, (ii) Negative standardization

that justifies the lack of certain qualities, (iii) General standardization that

defines what features or qualities need to be present in products of the same

categories and (iv) Private standardization which considered to be private

when an individual prescribes certain standards for his product, such as,

shoes, sewing machine, etc.

Product standardization hdpsin: (i) Reducesstorage cogt, (i) Simplifiesmeterial

planning, (iii) Reduces difficultiesinvolved with drawing, specifications, designing,

Etc.

Product sandardization canbe based onthefollowing factors: (i) Componerts,

(i) Packaging and (iii) Quantity.

(@ Innovators. Thefirst set of cusomerswhichbuysaproduct right after it is

launched. This set does not do any product research and are usually
economically well-off.

(b) Early adopters Theearly adoptersfollow theinnovators. They risk buying
anew product, but do so only after someone has preceded them.

(0) Laggards A set of customerswhich buy aproduct only after it hasacquired
gatusinthe market.

Promotiond differentiation amsto lure atarget consumer segment with unique
images created by advertising and provided by salespeople. Whereas,
digribution differentiation isthe method of making the purchase Situation easer
and more accessibleto the consumer.

Thefour variablesmentioned in Ansoff’sMatrix are: (i) existing market, (i) new
market, (iii) existing product, (iv) new product.
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16.

17.

18.

19.

20.

Themost common form of new product introductionis product replacement
drategies.

Product recall strategy is the process of reclaiming defective goods from
consumersand providing themwith replacementsor compensation.

The key components of asuccessful launching planare: (i) Well-defined sales
objectives, (ii) successful salescontrol and distribution network, (iii) effective
advertisng strategy and (iv) Planning of execution of strategies.

A company can boost the success of its product by paying attention to four
factors: (@) Price, (b) Bendfits, (c) Ease of use, (d) Availability.

Four causes of product failure are: (i) Inadequate market analysis, (ii) Poor
pricing, (iii) Inability to face market competition, (iv) Wrong product idea.

2.10 QUESTIONS AND EXERCISES

Short-Answer Questions

1.

N o o

What arethevariouswaysinwhichacompany can ensurethat itsteam generates
thebest and mogt innovativeideas? Support your answer with suitable examples.

Why isit important to do abusiness analysis before aproduct goesinto the
development process?

Market testing isimportant before aproduct isreleased inthe product. Do you
agree?Givereasons.

How istheintegrator’sapproach different fromthe orchestrator and licensing
approach?

List the variousreasons why an existing product is modified.
What role QFD and DFMA play in developing anew product?
Describe value engineering.

Why areinnovators o important for acompany’s new product?

Long-Answer Questions

Describethe eight-step new product development process.

Describe the processof innovation, diffusion and adoption. Explain how they
arelinked to each other.

Modular designscanincrease the rateof innovation. Discuss.
How isrolereverse engineering used in developing aproduct?

Discussproduct standardization. Explain how this processhelpsacompany in
thegloba market.

Elucidatewhy differentiation of aproduct isso necessary dong the consumption
chain. Support with suitable examples.

What arethe eight strategies of product replacement? Explain them.
How isproduct recall srategy different from product replacement strategy?
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3.0 INTRODUCTION

Inthe previous units, we had discussed how the new product development process
beginswithinnovativeideas. Every organization needscregtiveinputsto develop idess.
In thisunit, we shall discuss how creativity is nurtured to support innovationin a
company. Also, wewill learnin detail how every successful organizationinvestsalot
of timeand money to encourage cregtivity ingdethefirm.

A product, no matter how successful, cannot be sacrosanct to any company. In
such ascenario, creativity becomesan integral part of every company. To nurture
creative people, acompany needsto encourageits employees.

At theideating stage, acompany needsto take into account the perspective of
innovation: the cussomers and the company’s. The customers’ perspective depends
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on how much the innovation has changed their existing habits. The company’s
perspectivelooksat the objectivesof thefirmthat it triesto fulfill with the new product.
In terms of anew product development process, innovation can be derived from
various sourcesand can bedivided into severd levels.

Depending onthe R& D feedback, and the demand of the market, acompany
might havevariousinnovationtypes. Theseinnovationsare based on: product, process,
position and paradigm. We know that innovation gives acompetitive advantage to a
product or service. But not al innovations succeed inthe market.

It will beinteresting to learn about disruptive innovation— thetypethat enters
themarket stedlthily but changesthe dynamicsof the market. Theentrance of cellular
phonesin the market is avery apt example of disruptive innovation. We shall also
dwell on open-market innovationtoo, inwhich acompany exportsand importsideas
to check itsfeasibility in thereal market.

It’salso imperative for acompany to keep atab on the customers' feedback.
Unlessacompany findsout itsdrawbacks, itsinnovationisnot going to work. In other
words, acompany needsto championitsnew product. A mereinnovation can't take
aproduct tothenext level. Customersare more proneto beattracted to new-generation
products. And for this, acompany hasto provide out-of-the-box productsthat have
an edgeover their competitors.

There'sawhole set up of organizationfor new product development. Thereare
project teamsand brand managerswho work together to ensurethat innovation goes
hand-in-hand with other company processes, such asR& D, finance and marketing
and engineering. Wewill dso sudy how McKinsey's 7-Sframework helpsin evaluating
acompany’snew product development. Thismodel examineswhether acompany
hasthe necessary conditionsto implement innovation.

3.1 UNIT OBJECTIVES

After going through thisunit, you will be ableto:

¢ Understand how creativity playsamagjor roleinthe new product development
process

e Evaluate how innovativeideasare nurturedin an organization
¢ Discussthevarioustypesof innovations
e Explaintherole of variousteamsinideainnovation

e Apprisetheuseof McKinsey’'s7-Sframework in new product development
process

3.2 CONCEPTS AND CONTOURS OF CREATIVITY
AND INNOVATIONS

Corporate success depends on introducing new productsinthe market. Companies
canno longer rest on the successof itspast product. Though successful innovations



are few, companies need to develop afallure-tolerant culture while developing and
launching new productsin the marketplace. A company’sredl test liesinthe number of
successful productsthat it isableto launch. Innovation isthe discovery of new ideas
and methods. It occurs when an invention is commercialized by bringing it to the
market. Companies haveto be active onboth thesefronts.

3.2.1 Nurturing Creativity

Creativity inan organization hasto be nurtured. Truly innovativeideas often come
from crestivity rather than from merket research.

A new product isnot creativeif it does not shock people who seefor thefirst
time. Crestivity should not be compromisedright & itsinception. Managersshould not
seek to change anidearight at the beginning. Theideacreator should bealowed to
play around with eventhe craziest of idess. If themanager of acrestive processthinks
and actslike atypical manager around his people-with rules, policiesand dataon
customer preferences, hewill quickly kill their talent.

A creative processcannot beinitiated by talking about the bottomline. Artists
and designers should be given complete freedomto invent. Managers need not worry
about the commercial viability of theartist’s creations. The most successful creative
peoplewant to seetheir creationson the streets. They do not invent just for the sake
of it. Themajor responsbility of the manager inacompany, dependent oninnovations,
isto pick theright creative people—the oneswho want to seetheir designsonthe
streets. But most creative people will not say that they care immensely about the
commercia success of their inventions. Infact, if you ask them, they would say they
do not actually careif people buy their products. But they are passionate about seeing
their inventionsascommercia successes. The manager hasto havetheability to sense
the commercia ingtinctsin acregtive person.

To encourage generation of moreideas, acomparny hasto have severd managers
who have acertainlovefor creative people. If managersdeeply love and appreciate
what creative people do and how they think, which isusually in unpredictable and
irrational ways, then they can sart understanding them. Findly, they can seeinside
thelr minds.

Some companies arevery market-driven. They follow the consumer. They go
out, test what peoplewant and then makeit. But that isnot trueinnovation which will
drive growthand profitability. A company cannot charge apremium price for giving
peoplewhat they expect. Nove productswill be created only when complete freedom
isgivento cresative people.

3.2.2 Defining Innovation from Various Per spectives

Innovation may belooked at fromvarious perspectives. Thefollowing classification
presentsthe perspectivesof the cusomer and thetarget market.
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Fig. 3.1 Typesof Innovations

(a) Customers' perspective

Onthebasisof theextent of change aninnovation causesinconsumers  existing habits,
innovations can be of three types: 1. Discontinuous innovations, 2. Dynamically
continuous innovations, 3. Continuous innovations. Since the classification of an
innovation isdone onthe basisof the extent to which theinnovation causes changein
consumers existing habits, theinnovation group is dependent on thetype of cusomer
towardswhichit isaimed at. The sameinnovation may be continuousfor one segment
of customersand dynamically continuous for another.

1. Discontinuous innovations: By their very nature, these innovations are
discontinuousto every customer segment, sSince they comprise new-to-the-
world productsonly. These new products are so fundamentally different from
the existing productsthat they reshape marketsand competition. For instance,
mobile phonetechnology and the internet drastically changed the way people
communicate.

2. Continuous innovations. In continuous innovation, an existing product
undergoes marginal changes, without altering the customer habits. Sometimes,
the customer may not even perceive these productsto be new, though the
company may have invested alot of money to improveitsexisting products.
For instance, ashampoo which isdifferent from existing productsonly inits
brand name, fragrance, colour, or packaging, isalso anew product. But it does
not changecustomers’ habitsinabig way. The continuousinnovation should be
above the perceptual threshold of the customer, i.e., there should bea“ Just
NoticegbleDifference’ (IND) betweenthe continuousinnovation and the existing
optionsfor the cusomer to perceivethisinnovation asan improvement. Put
simply, the customer should find the new product different fromthe existing
optionsthat heisaware of.



3. Dynamically continuous: Dynamically continuousinnovation falls between
the discontinuous and continuousinnovation. The changesin customer habits
caused by such aninnovation are not aslarge asin adiscontinuousinnovation
but not as negligible asin a continuousinnovation. The progressionfroma
manud to aneectronic typewriter and the advent of cableand satdllitetelevision
areexamplesof dynamicdly continuousinnovations.

(b) Company’s perspective
Thisisaready dealt within detail under section 2.7 of the previous unit.

3.2.3 Sources of Innovation

1. Competition
Peter Drucker mentions seven sources of innovation in his book Innovation and
Entrepreneur ship:
(i) Theunexpected success
(if) Incongruities
(iif) Processneed
(iv) Industry and market Structures
(v) Demographics
(vi) Changesinperception
(vii) New knowledge

Other scholarsand researchers have discussed the various sources of innovation under
thefollowing heads.

Competitionis perhapsthe most compelling reason for product innovation. In
order to defeat their competitors, every business enterprise aimsat capturing amajor
marketing segment. It istherefore necessary for these companiesto present their product
insuchanattractivemanner that it createsanimpression of somesort of innovativeness
and thereby help in boosting the demand of the product.

2. Business growth

Product innovation isanecessary tonic for the growth of both business and business
enterprise. In casethereisarapid growth of business, the company feelsinclined to
introduce more and moreinnovative productsto attract their customers. Only those
firmsthat adopt innovation, succeed in achieving their business objective.

3. Market changes

Marketing conditions and environment keep on changing due to the impact of
globalization and changing technology. Thisautometically leadsto changesin customer
habits, tastes and preferences. These changes prompt these business enterprisesto
innovatetheir productsto suit the changing needs of consumers.
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4. Risk minimization

Every product goesthrough alife-cycle. When aproduct reachesits saturation or
declinestage of life, it isnecessary for the company to innovateitsproduct inorder to
prolong itslife. Thus, product innovation isnecessary to minimize therisk of total
product decline.

5. Technological changes

Due to the scientific and technological revolution, people aways expect greater
innovationsinaproduct. If thecompanies do not adopt changing technologies, they
will soonhaveto exit fromthe market.

6. Other reasons

The other important reasonsthat prompt companiesto adopt innovation are:
(& Usinginnovationasapart of their marketing strategy
(b) Toraisethestandard of living
(¢) To completetheproduct line
(d) Toincreaseproduct efficiency
(&) Toenhanceproduct qudity

3.2.4 Major Levels of Innovation

Thereare several mgjor levels of innovation. Some of themare as mentioned below:

(i) A modified versionof anexigting product

(i) A new model intheexisting product range
(i) A new product inthesmilar field of technology but outsidethe existing range
(iv) Atotaly new product inanew field of technology

A largenumber of companiesget their substantial salesvolumethrough aninnovative
product that did not exist earlier. Growth industries are innovation-oriented.
Innovativenessisnot confined to productsand markets. There are other dimensions
that include process innovativeness, strategy innovativeness and structure
innovativeness. Intoday’ sworld of competitive business, if companiesdecidenot to
innovate, they exposethemselvesto agrest risk of perishing. Whiletaking adecision
onitsproduct range, the company needsto keep pace with changing consumer needs,
technology and the length of the product life-cycle. Though product innovationis
necessary, it isnot without risk.

3.2.5 Types of Innovations

Thevarioustypesof innovationsare:

1. Product Innovation: Changesinthe product or servicethat abusinessfirm
offers. Examples. new designson acar or bike, anew hometheatre sysemor
anew insurance package.

2. Process Innovation: Changesin the ways in which a product or serviceis
created and delivered. Examples: changes in the manufacturing method to



make a home theatre system or car or anew way of sequencing the insurance
Cases.

3. Pogtion Innovation: Changesinthe context inwhichaproduct or serviceis
introduced in the market. Example: a glucose-based sickness drink is re-
introduced as ahealth drink inthe growing fitness market.

4. Paradigm Innovation: Changes in the mental models that change the
consumer’s perception about the product or service. Examples: shift to alow
cog airlines, the provision of onlineinsurance and hotel and railway reservation.

3.2.6 Barriers To Successful Product | nnovation

Some of thefactorswhich act asbarriersto successful product innovation are listed
below:

Short-termfocuson operations

Lack of time, resourcesor staff

Lack of asystematic innovation process
L eadership expects payoffs sooner than expected
Management incentivesare not structured to reward innovation

Lack of ideas
Socia and government constraints
Prohibitive cost of development

3.2.7 Innovation and Competitive Advantage

Companies need to ensurethat their existing product range keepspace with changing
technology and consumer needs. The successof abusinessfirm dependsonits capacity
to innovate. The competitive advantage of thefirmisderived fromtheir knowledge,
technological skillsand experienceto create uniqueness or novelty initsproduct and
services. Thereisastrong co-relation between market performance and new products.
Innovative productshelp thefirmsin cgpturing and retaining market shareandincreasing
profitability.

Competitive sdlesgrowthis derived fromvarious non-pricefactorslike design
and quality. Inaworld, wherethelife-cycle of aproduct isgradually becoming shorter,
thesurvival of businessfirms dependsontheir ability to replace productswith better
versonsas quickly as possible. Here, theexample of particular modelsof TV setsor
computers, whose lifeismeasured in terms of months, may be cited. The growing
competition putsimmense pressure on thefirmsnot only to introduce new products,
but to do so faster thanits competitors.

While new productsare considered as cutting edge, but the Srategicroleisthat
of processinnovation. For example, Japanese predominanceinthe late 20th century
inseveral sectorslike automobiles, electronicsand shipbuilding. wastheresult of a
consistent pattern of process innovation which helped them in achieving superior
manufacturing abilities
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Competitive advantage also comes from the ability of the firm to bring
innovation in its service ddivery system, i.e., being able to provide a better service
in terms of quality and the pace of delivery and reasonable price. For example,
CitiBank wasthe first bank to offer the ATM service and this helped it in developing
a strong market position as a technology leader. The credit of success goes to
process innovation.

It should also be borne in mind that the advantages that come from these
innovative steps are gradually copied by others. Unlessafirmisable to introduce
innovations constantly, thereisalwaysarisk of being left behind as competitorsnow
takethelead in exchanging their offeringswith new innovative models. For example,
Citibank isno longer aleader in the banking sector. Thistitle hasnow been passed on
to others. With the rise of Internet, the scope of service innovation has grown
enormoudy.

3.2.8 Innovation: From Incremental to Radical

The level of innovation depends on the degree of novelty or unigueness of the
product or services offered by a business enterprise. For example, changing the
interior and styling of a car is certainly not the same as launching a new concept car
which has an dectricd engine. Thus, the degree of novelty is different in this example.
Sometimes, the innovation is so radical that it changes the way we think about a
product. The innovation of steam power during the Industrial Revolution was a
radical innovation.

i. Incremental innovation

Most of the product innovationsareincrementa in nature. In other words, products
arerarely new. Automobile manufacturers have come out with modelswhich may
seemto haveadifferent style, but sethe common componentsand chassis. To take
another example, the Walkman, amusic player which waslaunched and developed by
Sony, waslater followed by other versionslike CDs, DV Ds, and MP3 players.

ii. Innovation in a global environment

Inthe 19th and early 20th century, technological development wasonly confined to
developed countries. But now, it hasexpanded globally. These days, alarge number
of businessfirmsare outsourcing their componentsto small firmsin different countries.
For example, inthe automobileindustry, componentsof acar madein Japan are now
sourced fromIndia. Software production of the CitiGroup and many other companies
are handled by software firmsin Bengaluru (India).

3.2.9 Reasons for High Failure Rate of Innovations

Quite often, there are gaps between a new product development team and the
progpective customers. Dueto these gaps, developersfail to understand the cusomers
perspective in adopting innovations. Thisfactor leadsto anincreasing rate of new
product failures.

Most of the new productsarefailures. The main reason for thesefailuresisa
fundamenta customer biasto overvalue the benefits of existing aternativesto anew



aternative. Nobel prize winners Daniel Kahneman and Amos Tversky explained
decision-making among individuals. They explained how people actually made
decisons, and not how economists thought they should do so. The main proposition
of their theory (Prospect Theory) wasthat, anindividual’s objective gains and losses
werevery different fromtheir psychological gainsand losses. What drives behaviour
actually arethese psychologica gainsand losses, not the objective gainsand losses.
Thishassignificant implications for marketersstruggling to get their new product
accepted by customers. The adoption of new products alwaysinvolves giving up
exiging options.

For instance, acustomer may be offered anew electric car. Thenew car has
some obviousadvantagesover theexisting options, it ismoreenergy-efficient, involves
lower cost of operations and doesnot pollute the environment. However, it isawell-
established fact that electric car adoption ratesare not very high. Thereasonisthat
thecustomer hasto give up size, convenience and cruising range, al that the customer
hasin hispresent option. Therefore, thetradeoff doesnot seemto beattractive enough.
Therefore, the customer islikely to overemphasize hislossesrather thanthe gainsdue
to adoption of the new vehicle.

Theimplications seemto betoo glaring for the new product developersto
ignore. Yet, so many innovationsfail. It happens because developersareill-equipped
to judgethe tradeoffsin benefitsthat the customer will have to makeif he buysthe
new product and discard the existing one.

There are threereasonswhy development teams are disconnected fromtheir
customers

1. Development teamsliketo develop productsthat they believein, or would
like to use. However, it is not necessary that the values sought by the
development teamswould bewidely shared by amgjority of the customers.
In many cases, development teams could comprise memberswho arelead
usersof the product that customerscannot identify with. Such ateam has
advantages, snceit helpsthe developer to identify new productsand develop
them before others can even think of such options. But the obvious
disadvantageisthat their values may befar off fromthetypica customer.
For instance, the environment-conscious developer may want to develop
an electric car, but would thetypica customer valuethe features of this car
whenit islaunched inthe market?

2. Thereference points of the customer and the development teamsdo not
meatch. Thereferencepoint for thecustomer isobvioudy theexisting option.
For the development team, however, it isthe new product. Thedevelopment
teamisinvolved with the new product for aconsiderable period of time.
During thistime, they become extremely familiar and comfortable with the
idea of using the new product, and in fact, may have mentally developed
srategiesto overcomeany usage obstacles. Over aperiod of time, therefore,
the new product becomestheir reference point. For the customer, whenthe
new product isintroduced, thereisahuge gap between the existing options
ashisreference point and the new product. This magnifiesthe gap between
the customer and the developer.
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3. Development teamscredit customerswith having more knowledge about
the product category than customersactually possess. Therefore, the new
product, when introduced in the market, would be up against atypical
customer who sees anew technology for the first time, and is unaware
about the need for it. Contrast this with the developer who has already
spent enough timewith the new product to attainacomfort level far higher
thanthat of the customer.

Giventhe above arguments, inference can be drawn that themoreinnovativea
new product is, themore resstanceit islikely to face fromthe customer. Yet, marketers
expect new productsto beinstant successes. Marketers must never underestimate
customers' resstanceto new products. Rather than start with the mental frame that
customerswould readily adopt the product, developersmust try to develop innovations
expecting maximum customer resistance.

Another method by which failures can be reduced, is by including typical
customersinthe development process. At every stage, the customerscan serve as
reference pointsfor the product development team. However, after sometime, this
team of customers may also becometoo familiar with the new product. Therefore,
development teamsmust constantly change their teamsof customersto includethose
customerswho are absolutely unfamiliar with the new product, to get aredl picture of
their accepting the product.

Oncetheproduct islaunched, it hasto be offered to the customer for an extended
trial period. The company can offer the product on lease with the option that the
customer canreturnthe product after paying some usagefees Thiswill reducetherisk
for thecustomer and hewill be morewilling to use the product.

A company can gradually increase the technical sophistication of the product
andif technically feasible, offer to upgradeit to thenext level. Thiscanbe particularly
suitablefor software products.

The company should expect resistance from customersand should not rush to
withdraw aproduct fromthemarket if initid acceptanceislow. Cusomerswill eventudly
learn about the product if they are exposed to it for along time and their reference
point would undergo achange. Thenew product would then becometheir new reference
poirt.

A company should understand that if customerswere alowed to have their
way, they would want all possible benefitsintheir products and services. In consumer
markets, customerswould want high power and fuel efficiency inthe samecar. In
industria markets, customerswould want highrateof production and quality fromthe
machinethat they plan to buy. Some of these benefitsare mutually incompatible. For
instance, if acar hasto have high power, it cannot be fuel-efficient. No matter, how
much acustomer would like to have a high-powered, fuel-efficient car, designers
cannot provide suchamode!. It isimportant that the customersunderstand and accept
theseinevitable compromisesinthe benefitsthat the designershaveto meke. If cusomers
canbe madeto go through the design process, they will appreciate these compromises
better and the acceptancerate of theproduct will improve. Thisisespecialy possible
inindustrial marketswherethereisaready some form of collaborative design taking
place between the seller and customer.

Because of themultitude of customers, it may be difficult to involvethem. But
companies should not forgo the idea. It is especialy difficult to comprehend the



compromise among benefitsin new product categories Therefore, it would be helpful
to invite prospective early adoptersto go through the design process and understand
for themselves, the compromisesthat designersare being forced to make. Whenthe
product category isestablished, customersare able to accept the compromises more
reedily.

3.2.10 Disruptive Innovations

Disruptiveinnovation usudly mekesastedthy entry and changestheindustry’sstructure
and dynamics. Dominant playersare intently focussed on doing better inthe present ,
and so lose out on such new opportunities.

A disruptiveinnovation can creep into any industry. It usualy happensthat the
lead players of anindustry are focussed on improving the benefitsand features of a
product. There comesasage when an average customer does not need such advanced
features and benefits, and is unnecessarily paying for them. And then adisruptive
innovator launchesaproduct with just thefeatures and the benefitsthat the average
customerswant, at amuch lower price. Sophisticated usersof the product do not like
the new product, but dowly, the product getsbetter, and eventualy, a vast mgjority of
usersadopt thenew product. Thisishow it happens.

Lead playersof theindustry introduce more new and advanced productsto
serve thesophisticated customers. The pace of innovation nearly awaysoutstripsthe
ability of thecustomersto absorbit. Innovations overshoot the need of the average
customers.

The hedlthcareindugtry isspending money on conducting research to find cures
for uncommon ailments, whereasthe most common ailmentsare much smpler. Most
patients do not need the sophisticated equipment and the expensive care that big
hospitalsprovide. Such astuation providesan opportunity to anew player to introduce
asimple product to meet the needsof average customers. Thissmple product can be
operated by average users, and they do not need elaboratetraining to use the product.
The product becomes acceptableto alarger number of customers. For example, in
the early 1960s, only data-processing specialists could work on the main frame
computersintheir centres and average employeeshad to seek their helpto get their
thingsdone. But mini computersand persona computersenabled theless-skilled people
to compute. At the outset, they werenot as capable asmainframes, and professionals
who operated the sophisticated computers and the companiesthat supplied them
discounted their vaue. Similarly, George Eastman's cameramade amateur photography
common. The healthcare industry is witnessing some disruptive innovations. For
example, usng cheap eyeglassesto correct their vison or opting for angioplasty instead
of open-heart surgery are aready becoming commonplace.

The capability of the disruptive innovation remains low during the introduction
phase and the more sophisticated users are not attracted to it. But thereis rapid
improvement in the capability of the disruptive innovations to the point, whereit is
good enough to serve the needs of most of its customers. The capability of personal
computers improved at avery rapid pace. At this point, there is mass switching
of customers from the old technology to the new one. If the incumbent players of
the previous technology do not anticipate this change, they would soon become
extinct
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3.2.110Open-mar ket Innovations

A largenumber of companiesareusing licensing, joint venturesand strategic aliances
toincrease output fromtheir innovation processes. They areincluding their customers,
vendorsand eventheir competitorsin theinnovation processes. Thisopen-market
gpproachtoinnovationimproves speed, cost and quality of innovation. It letscompanies
st redlistic market valuesfor ther internal idess.

e |mporting new ideasis agood way to enhance the innovative capability of a
company. Companiesthat collaborate with outsdersontheir R& D, havemore
ideasto choose from and different kinds of expertise are available to them.
TetraPak took help from outsidersin developing its breakthrough product,
TetraRecart, which makesit possibleto sterilize paperboard containersfilled
with soups, sauces, fruitsand vegetables. TetraPak collaborated withits paper
and polymers supplier to make the paperboard package capable of withstanding
high temperatures, humidity and rigours of commercid sterilization. It worked
withanother company in serilizing hospital equipment to help it figure out how
to sterilize the food inside a package. The company could move fast by
outsourcing crucial elements of the new product and thus saved many years of
development time.

e Exporting ideasis a good way to earn revenues and keep creative people
motivated. IBM earns huge amount of revenuesin royatiesfromthe patent it
exports. Peoplein|BM understand that if they do not act fast on apromising
idea, it will be offered to outsiders, evenitscompetitors. Exporting ideas adds
urgency to theinnovative process and creetive people fed motivated withthe
knowledgethat their good ideaswill not be discarded but may be commercidized
by some outside company. Bellsouth, the telecommunicationscompany, sdlisits
technologiesto its competitors becauseit understands that they are going to
develop it anyway.

¢ Exporting ideasgives companiesaway to measure theinnovation'srea vaue
and to ascertain whether further investment isjustified. Eli Lily offerslicenses
for compounds under development, when the therapeutic and business vaue of
the drugsis still unclear. When outside laboratories do not show interest, the
company knowsthereisnot much potential inthe compound. Free marketstell
what aproduct or technology isworth. A company may bevery upbeat about
atechnology but whenit takesit to the market, no one may want it. The company
is able to save a lot of money and effort it would have expended on the
technology.

e Exporting and importing ideas help companies clarify what they do best.
Companiesoften believethat their core businessis broader thanit redly is. A
sustainable core competency letsthe company produce something at alower
codt or at higher quality than other companiesin the open market can. Whena
company triesto weigh its capahilitiesreative to competitors, it discoversthat
it isstrongin some areas, whichit should pursue, whereasit should withdraw
fromtherest. Boeing discovered that itstrue comparative advantagelay in
systemintegration and not in manufacturing. Large supplierswere much better
inmanufacturing but Boeing understood the design and integration complexities
of airplane componentsbetter than anyoneelse. It became designer and system
integrator of its planes, as well as many of the systems that go in them and
withdrew from manufacturing.



¢ But there are real dangersin sharing innovations. Xerox gave away a stream
of innovations from computer mouse to the graphical user interface and other
companies capitalized on them. But companies should not be dismissive of
the open-market innovation approach. The buyer of an innovation takestime
to bring the idea to market and by that time, the seller can introduce the next
level of innovation. Buyers may not be able to capture the full value of
innovation transfers. Disney has developed a superior service model and it is
so confident that its system for delivering service cannot be copied by
competitors that it makes money by sharing its innovations with them. And
even when an innovation is not shared, there is very little chance that
competitors will not be able to come up with asimilar innovation by reverse
engineering. A tweak here and a twesak there will save them from the risks
of patent infringements. An innovator will generaly make more money and
build mutually beneficial relationships by licensing an innovation than by suing
for patent infringements. The redl risk in sharing innovationsisin the sructuring
of the dedls. If Xerox had structured their transactions to adequately share
in the upsde of itsinnovations, it could have reinvested that money in additiond
research.

¢ Open-market innovation approachissuitable when the economies of innovation
arelow, i.e., afew peopleworking independently can produceinnovationsas
good asor better than corporate R& D labs. Linux development effort drew
thousands of independent software writersto itshelp. The approachisalso
suitable when unpredictable stuations arise that require new competenciesfast
andwhenitisnot clear asto whichdirection thetechnology would evolvein.
Cisco exploresmultiple product Srategieswith outsde partnersuntil oneemerges
asthemogt likely one. Thisapproach aso makes sensewheninnovationsfrom
disparate sourcesmust cometogether to bring apromising ideato market. A
joint venture between Cargil and Dow has been set up to make plastic from
renewable crops.

3.3 NEW PRODUCT CHAMPIONING

It isalmost adictum that companieswill have to innovate profusely if they want to
grow. But companies need not splurgeontheir innovation creating processes. They
can organizethelr innovation creating processinamanner, which will allow themto
extract maximummileagefromther investments.

Companiesrely on afew peopleto makeinnovations. They are peoplefrom
the research and development department and product and process developers. A
vast mgjority of the employees supposedly cannot innovate. Thiscannot betrue. Itis
the responshility of the company to bring out the dreamer intheir employees. The
company should ask for new ideasfromtheir employees. Once employees beginto
believethat their ideaswill be serioudy evaluated and will beimplemented if found to
be useful to the organization, they will comeforwardto proffer ther ideas. The company
should trainemployeesininnovation techniquesand provide adequate toolsto make
their innovations work. The company should consistently strive to increase the
percentage of their employeeswho areinvolved ininnovations.

Evenif every employee of the company becomesan innovator, it cannot match
thereservoir of talent that liesoutsideitsshores. Several companieshave had productive
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relationshipswith researchlaboratories of universtiesand governments Theseresearch
laboratories work on cutting-edge technologies, and their inventions have been
commercidized by corporations Thisarrangement should continue. But thereisanother
opportunity waiting to beredlized.

Now, it is possible for acompany to be connected to any individual viathe
internet, whowill be of help. And the number of people who want to work independently
intheir area of interest is also increasing. The company hasto reach out to these
creative geniuses. Companies will have to create toolswith which such people can
contribute to theresearch, development and design efforts. Financid and other incentives
haveto beworked out for the contributors.

Companies remain obsessed with breakthrough technologiesand products but
there arelessrisky waysto pursueradicd idess. In every category of productsand
services, customersare experiencing inconveniencesthat they believe nobody can
solve. They arehabituated with theseinconveniencesand do not reveal themin normal
surveys, questionnaireand interviews. 1t will take empathy and intuition to unearth the
inconveniencesthat they arefacing while using the productsand services. Solutionsto
these inconveniences and compromises are availablein other categories of products
and services.

For example, banks have maintained limited time for interaction with their
customers. Customerscould mostly transact with banks during daytime but there have
aways been establishmentslike restaurantswhich have dedlt with customers during
night hours.

Takeanother instance. Pen and pencil have different benefitsand features. It is
possibleto endow onewiththefeaturesand benefitsof the other. It isimportant that
developersand designersquestion their own assessment about the benefitsand features
that they have assumed cannot bepart of ther productsand services. It isalso important
that desgnersand developerskeep experimenting by incorporating benefitsand feetures
intheir products and servicesthat are a part of astandard product and service of
some other industry or category.

Sometimes, theresultant product or servicemay ook very ludicrousbut thisis
probably the only way to break through the apathy of customerswho haveresignedto
their fate of making do with products which are good enough but do not meet their
exact requirements. One of these ludicrousexperiments may serveastrongly felt but
non-verbalized need and become a hit. This method is less risky than going for a
breakthrough product and it ismuch more exciting, productive and useful than incessant
tweaking of features and benefits.

Companies should develop ahabit of experimenting incessantly. No product,
service, process or business model should be so sacrosanct as not to invite
experimentation. Companies haveto develop methodsto carry out experiments chegply,
without hurting current operations and customers. Companies haveto find cheaper
methodsto put the new product inthe hands of limited number of consumersand get
their response early. These experiments seek to explore the merits of a number of
interrelated changesto acompany’ sbusinessmodel or product. They are designed to
cresteopportunitiesfor iterativelearning. Wherever possible, experiments are conducted
inthe commercial settingswhere customers can buy the product or service. The god
isto learnhow customersinteract with all the elements of the redesigned business
model or product.



I nnovationstaketime. Learning comesfromiterative experiments. Successof a
project dependson learning fromsimilar other projects. Therefore, it isimportant that
acompany stickswithitsinnovation prioritiesfor long time periods. If acompany
keepson shiftingitspriorities and shufflesfrom one project to another, learning from
projects of the past cannot be put to use. Thisis ahuge waste of resources. So a
company should carefully sdect itsinnovation prioritiesand remain committed to it for
alongtime.

It isno more optional to innovate. When an activity becomes central to an
organization, it cannot bedlowed to guzzle preciousresources. Theinnovation process
has always been judged onwhether it has been effective in bringing out successful
products, services, processes and business modelswithout much regard to the expenses
incurred but it can no longer beallowed to beinefficient.

3.3.1 Experimentation in Innovation

Experimentationisvital for innovation. Thesystemetic testing of ideasenablesacompany
to createand refineits products. Anideais converted to aproduct throughthe process
of experimentation. Inthe past, it was expensive to conduct experimentsiteratively.
But new technologieslike computer simulation and rgpid prototyping alow experiments
to be carried out faster and at amuch lesser cos.

¢ Asdevelopersconceivediverseideas, rapid experimentation can provide the
faster feedback necessary to shape those ideas by reinforcing, modifying, or
complementing existing new knowledge. To test anew designfor safety, BMW
had to build expensive physical prototypes. Datafrom crashtestsarrived late
and their findings could not be incorporated in the early stages of product
development. Thedesigns had to bereworked at alater stage to incorporate
the results of the crash test. But now, thesetests are conducted virtually on
powerful computerswhich isquicker and chegper. It ispossibleto try many
combinations of configurations and see which one isthe best. Designerscan
incorporatethefeedback from experimentsinther later versons of designsand
can commit to adesign early. But to conduct rapid experimentation, there has
to bechangein process, organizationand attitude. At BMW, engineersdid not
want to release aless-than-perfect data. They wanted to monitor output from
other groupsbefore submitting their own, becausethe group that submitted its
datafirst, would quite likely haveto make the most changesbecauseit would
have got theleast feedback fromother areas. But now engineershaveto release
rough dataso that experimentscan be conducted early onand then get it refined.

e Experimenting with many diverseideasiscrucial to innovation. Whenanew
ideafailsin an experiment, thefailure exposesimportant gapsin knowledge.
Such experiments are particularly desirable when they are performed early on,
s0 that unfavourable options can be eiminated quickly and people can refocus
ther effortsonmore promising dternatives. IDEO understandsthat moreradica
experimentsfrequently lead to more spectacular failures. Peoplewho fail in
experiments can be viewed asincompetent, and thismay discouragethem from
experimenting. A company will haveto overcomeingrained etitudesto remove
thestigmaof failure. But it isimportant that peopledo not fear failureif aculture
of rapid experimentationisto be built. As soon people get ideas, they should be
rushing to conduct experimentsto test itsfeasihility rather than pondering over
it.
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o When projectsfail latein the development cycle, the damagesare enormous. In
the pharmaceutical industry, most molecules are discarded during theclinical
tria phase by which time more than haf of thetota project cost would aready
have been incurred. Companies can savelot of money and timeif problemsare
detected and solved early. In software development, late-stage problems are
more than hundred times as costly as early-stage ones. I n pharmaceuticals,
shaving sx monthsoff drug development meanseffectively extending patent
protection by sx monthswhen the product hitsthe market. New technologies
canhdpinidentifying and solving problemsupstream. Intheautomotiveindudry,
crash smulations on computer can help companies avoid potential safety
problemsdownstream. Such smulationsare not as perfect or completeaslate-
stage prototypes, but theresultsof such smulationsforce downstream groups
to participateintherectification of theproblem early. In additionto saving time
and money, early information helps product developersto be awareof customer
preferences that might be evolving. Software companies show incomplete
prototypesto cusomersand taketheir suggestionsand are ableto make changes
without incurring heavy expenditure.

¢ A new technology may reach the same performance of itstraditional counterpart
much morequickly and at alower cost. But the new technology may performat
only 70-80 per cent of the capability of established technology. A new chemical
synthesis process might be ableto obtainapurity level that isjust three-quarters
of amature technology. By combining new and established technologies, a
company can get the desired performance faster and at lesser expense. In
pharmaceutical industry, drug developers create one compound at atime, and
for one successful drug, at least athousand compounds haveto be synthesized.
By using comhination chemistry, drug developerscan quickly generate numerous
variations of afew basic compounds, reducing the cost of development of a
compound from thousands of dollars to a few dollars. But the purity of
compounds was poor compared to traditional synthetic chemistry. Most
pharmaceutical companies are using the new and the old technologies to
complement each other.

3.3.2 Next Generation Products

It isimperative for technology-based companies to be focussed on meeting their
customer’s evolving needs. These companies have to focus on technologies and
customer needsthat will emergeinthefuture. But intoday’senvironment of rapid
change, most industries have become akin to technology-based productsand arealso
keen on developing next-generation products. Thestakesintermsof investmentsand
the continued successof the company are huge and hence companies haveto get their
processfor creating next-generation productsright.

Thefirs tak isto createalist of productsthat companieswould haveto develop
inthe near, intermediate and distant future. The productsonthelist should be digtinctly
prioritized. Theinvestmentsand technology requirementsfor each of these products
should also be clearly delineated. These decisions should be taken collectively by
executives of all functional areaswith the chief executive heading theexercise so that
all functions specidistsarein clear understanding and agreement of their rolesinthe
creation of next-generation products. Thisgroup should be meeting regularly to check
if any changesareto be madeinthelist of productsor ther priorities All thewhile, the



company remains a keen observer of changes occuring in the market place and
technology arena. It makes changesin theproduct definitioniif thereareany changein
customer needsor if technologieswarrant it.

The new-generation productswill be different from the onesthat the company
ismarketing currently intermsof technologies, architectureand target customers. It is
wiseto createaseparate unit for the development of these products. Thisunit, without
being unwieldy, should have adequate representation of al the required functions. This
should comprisethe company’ smost knowledgeable engineersand marketers. Such
astepwill ensureearly and effective definition and development of the product.

Theresourcesrequired at different stages of aproduct development process
aredifferent. At theinitial stage, marketersare busy finding out customer requirements,
while engineersare comparatively free. But in the next stage of product development,
stage engineersare busy freezing specificationsand marketerscan cool their hegls. In
thethird stage of product launch, marketersbecome very busy again. Inthe phase of
product development, when the marketers are comparatively free, they, with help of
some engineers, can focus on finding the requirement of derivativesand ancillary
productsthat thelaunch of the product will create.

Engineerscanwork onthesefindingsto design derivatives and ancillary products
at thelast stage of the development when they are comparatively free. Thiswill ensure
rapid launch of therequired derivativesand ancillary products.

It isimportant to monitor the progressof the development processinterms of
investmentsbeing made and targets achieved on acontinuous basis. The company will
be ableto avoid cost and time over-runs. It cantake corrective stepsto developethe
product ontimeand within budget, instead of getting into afew millionscost overrun.
Though the development team can be protected from the bureaucracy of the company
by sationing it away fromthe company headquarters, the top management should be
intouchwith the development team. The management can guidethe developerswhen
adesign can befrozen or whento delay itsfreezing, dueto changesintechnologiesor
customer needs. A complete hands-off approach and aconstant meddling approach
are harmful. Theformer approach givesthe developers salf-perceived permission to
play inthe sand for ever and delay the project inordinately in the process, whereasthe
second approach smothersthe creative urgesand entrepreneuria energy of theteam
making it listlessand ineffective.

Developing early prototypes of subsystems and the final product helpsin
assessing theworkahility of technologies and customer acceptance of the subsystem
or the product. Cheaper and quicker methods of building prototypes should be
conceptualized beforethe product getsunderway.

The company should not shy away from using relevant competenciesof their
suppliers and should make them a part of the development process. Exchange of
engineers between the two companies helps erase differencesin style, prioritiesand
motivations between the two companies. Competent suppliers can be given total
responsibility for development of particular subsystems. Inclusion of supplierswill
hasten the development process.

The next-generation products are vital for continued success of
technology-based companiesaswell astraditional businesses. It isimportant that the
company ensuressuccessin thiseffort.

Creativity and Innovation For
New Product Development
(NPD)

NOTES

Self-Instructional Material 115



Creativity and Innovation For
New Product Development
(NPD)

NOTES

Check Your Progress

1. What are the two
perspective of innovation?

2. List the various sources of
innovation.

3. What is disruptive
innovation?

4. How does open-market
innovation help a company?

5. How can a company bring
out the most effective
innovation process?

116 Self-Instructional Material

3.3.3 Commercialization of Technology

It isimperativethat companies decrease the time-to-market period for technology
products. Thelife-cyclefor high-tech productsisdecreasing drastically. Companies
can obtain competitive advantage by reducing the time-to-market phase of their
technology innovations, maintaining awider product lineto spread risks, investing in
smultaneous development of promising products, congtantly engaging inresearch to
develop thenext level of technology and serving larger markets.

Many major market innovations appear to be technologically driven, i.e., a
technology isseeking amarket application rather than market opportunity seeking a
technology. Marketing providesingght asto how thetechnology may provide customer
benefitswithin aprescribed target market.

There are severe limitationsin using marketing research in developing new
products. Customers cannot talk beyond the realms of their experience about the
productsthat they use. Most of thetime, they are oblivious of the products underlying
technologies. Therefore, their views are confined to the narrow realm of knowledge
and experience, and feedback from such customerswill not lead the company to the
next level of technology. Therefore, innovationsthat are based on cusomers feedbacks
areincrementa and so aretherevenues. Companiestake customers feedback during
the new product development process, but unless customers use the product inthe
real environment, using customers’ feedback to drive product development process
can beextremely risk. Unlessacustomer haspaid for aproduct, heisnever too eager
to delve deepinto itsfunctioning and find problemsinit. Customerscannot easily add
vaueto aproduct that the company isdeveloping, and therefore, pricing strategiesfor
new productsaredifficult to formulate.

Themost fundamental question that themarketer needsto ask himsdif is, ‘What
distinct relative advantage doesthe new product provide, for which 1 should buy it?
This question should be asked at each stage of the new product development process
to prevent thedevelopersfrom going overboard in their technical pursuit.

Diffusion process of thetechnical product also hasto be studied. Aswith other
products, it isimportant to target the innovators and early adopters. Radically new
technologies may bedifficult to understand, even for these consumers. Therefore,
diffusonmay be dow initialy. It takestime for consumersto understand and adopt
these technologies. Companies must constatntly pursue consumersto make them
understand and adopt the new technologies.

3.4 ORGANIZATION FOR NEW PRODUCT
DEVELOPMENT

3.4.1 Project/Venture Teams

Project teams bring together staff from areas such as R& D, engineering, finance and
marketing, to work on anew product development project. Companies must move
from rigid functional organizational structuresto integrated ones. The project team
islinked directly to the top management to avoid having to communicate and get
approval from severa layers of management. Such teams have been used by IBM
and Mahindra& Mahindra (for the launch of their SUV Scorpio) in India. The team
may be physically separated from other employees to avoid bureaucratic intrusions.



Members of the project team may continue to manage the product after
commercialization. By bringing together design and manufacturing engineers, the
product development cycle is reduced. Such teams are capable of bringing out
novel products as they are not committed to any existing product. This is quite
common in the technology sector.

1. Product and brand managers

In some companies, the people managing the products are also responsible for
developing new products They havethetask of co-ordinating functiond areas. Support
of functiond areaslike market research and R& D operationsisrequired for creating
new product ideas, improve existing productsand brand extensions. A new product
development manager may help the product and brand managersin generating and
testing new product concepts. Thisarrangement isnot likely to createahit product,
because the product manager istoo closeto theexisting product to think of something
that isdramaticdly different fromit. At best, they can manageto develop good revisons
of theexisting product.

2. New product committee

Thereview of new product projectsisnormaly carried out by top functional managers,
who listen to progressreportsand decidewhether the next round of funds should be
disbursed. Project teams haveto demondiratethat theideaisworth pursuing.

3.4.2 Team Working

Whichever method isused, effective crossfunctional teamwork iscrucia. Therehas
to be effective co-ordination and teamwork between R& D, marketing, operations,
finance, etc. Thechalengeisto prevent technical people fromdeveloping thingsthat
only interest them professionally, and to get them to understand therealities of the
marketplace. Technica people should bein congtant interaction with marketersand
seek continuousfeedback asthey work ontheir ideas. Sometimes, it may happen that
the proposed technologies may not be perceived as useful by customers. Technical
people havetheright to believe that these technologieswill revolutionize the market,
but at some point, they haveto consult other people or at least espouse what they
want to achievefor cusomers. Evenfor themost fanciful of ideas, the company should
ensurethat thereisadebateand initiatorsare madeto substantiate their claims. Thisis
not to say that every ideashould be evaluated onthe basisof itscommercia feasibility
intheimmediate and near future. Somenew productswill create new marketsand it
will be no one' swishto kill such products because marketing research does not reved
demand for the product. Theideaisjust to check product developers' convictions
onemoretime.

The product development team should also collaborate with the operationspeople. It
doesnot serveany purposeto designaproduct thet theoperations cannot manufacture,
or can manufactureonly at acost whichit will not be ableto recover. The designteam
should let the operations people evauateitsdesign before freezingit. Thetwo teams
should beinconstant touch so that designs do not need to be reworked.

Team Collocation

When ateamisformed, it is extremely valuable to collocate the teaminto a project
area. Collocationisplacing something so that it isnext to or closeto something else.
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Thisphysica proximity of the team memberswill provide anumber of benefits. It will
alow interpersonal relationshipsto develop more quickly leading to more effective
and timely communication of information. This proximity will provide a greater
opportunity for feedback and discussion of the design requirementsand designissues.
Collocationfacilitates better coordination and resultsinless demanding infrastructure
requirements (e.g., document distribution, meeting roomrequirements, local area
networks, workstation and software requirements, etc.). Findly, it allows morerapid
responseto issuesand enables processes and tasksto be streamlined.

Team Leadership

A teamleader needsto beappointed for eachteam. Theteamleader isnot the manager
of theteam, but can better be described asthe chairman, facilitator, or coach. This
distinctionisimportant for the teamto effectively operateinabalanced, salf-directed
way. Theroleand responsibilities of ateamleader arediverse.

Team Planning

In addition to organizing itself, one of thefirst stepsfor the PDT/IPT isto obtaina
thorough understanding of the task at hand. They need to understand the project
objectives, theecifications'cusomer requirements, desgntargets, cost, and schedule.
This information should be provided to the team(s) by the program manager or
management team, and the team(s) must thoroughly review these requirementsand
raise any questionsor issuesbefore they proceed. Whilethe project godswill ways
be aggressive, theteam must “buy-in” to thesegoals.

Team Building

Asteamsareformed, thereisaneed to recognize theinterpersona dynamicsthat exist
in an effort to make theteam process effective. People assigned to the PDT/IPT will
represent avariety of personalitiesand styles. The different perspectivesthat the people
bring to theteam can enhanceitsvitality and creativity. However, team membersneed
to have or develop abasic orientation towards working in ateam environment and
toward group problemsolving.

Underlyingthe PDT’¢/I PTstasks areinterpersond dynamicswhich can severdy
affect theteam’s performance. Most people have spent the magjority of their career
performing tasksasindividuas with specific assignments outside of ateam or group
sructure. Many will never have participated in ateam or group other than serving on
acommittee- whichisavery different concept. It isimportant to recognizethisfact
and understand the barriers that need to be overcome and the stages of growthin
moving toward effectiveteam operation. PDTs/IPTswill typicaly go through four
sagesof deveopment in moving toward becoming productivegroups. forming, warming,
storming, norming, and finally performing. Thisinterpersonal development process
can take several months,

Team Empower ment and Self Direction

Functiond department managers should empower the people assigned to thePDT to
represent the department’sinterestsasthe individual servesontheteam. Thisimplies



that quaified peoplewill be assgned to theteam. By empowerment, astheindividual
serving onthe PDT ispart of aconsensusdecisononadesign approach or issue, that
individua iscommitting hisor her functiond organizationto support that desgn goproach.
Functiona department managers should avoid second-guessing or having to review
every action taken by their PDT/IPT members. However, functional department
managers can and should provide guidanceand directionto the PDT/IPT members
assigned fromtheir department asthose team members seek thisguidance.

Teamsshould be self-directed. Thiswill maximizethe contribution of theteam
members. It providesamechanism for balanced, consensus decision-making without
undue outsdeinfluencewhich might biastheresult and without second-guessing which
disablesthe concept of empowerment. Empowerment and self-directionlead to greater
motivation, ownership and development of eachindividual’s capabilities.

Theteamconcept isnot without challenges. Many organizationsareonly beginning
to develop the experienceto operate teams effectively. Functional managersused to
operating inahierarchical organization canfed threatened by self-directed teamsthat
appear to work outside of their control.

Other Requirements

Effective teamsrequireasignificant investment in training. Thisincludesteam building
training, cross-functional training, training in variousintegrated product development
techniques such asdesign for manufacturability or quality function deployment, and
minimal technica training to allow the non-technical membersto effectively participate
in product and process design.

Performance measurement/appraisa syssemsand reward and incentive systens,
such as compensation adjustments, need to be re-oriented away from rewarding
individua achievement of departmental objectivesand toward measuring and rewarding
team performancein achieving enterprise objectives. If thisisnot addressed, it can
undermine the effective operation of ateam.

A positive culture oriented toward continuousimprovement and team:-based
approachesmug created. Management must provide leadership and definethe required
culture. Management needsto guide thismove toward effective product development
teams by explicitly defining roles, and responsibilities of team members, functional
managers, and program managers.

3.4.3 Top Management Contribution in New Product
Development

e The senior management plays a critical role in facilitating cross-functional
communication in the new product development process. Marketing, R&D,
production, finance, 1T, operations and human resources must constantly
interact to make innovations successful. Such interactions imbibe a sense of
ownership of the innovation, forcing al departmentsto co-ordinate and atain
the dedred resullts. The management must dso try to do away with bureaucratic
hurdlesthat come in the way of ensuring faster time-to-market arrival of the
new products.

¢ Themanagement should be persondly involved inthe new product development
process. A development team oftenrequiresthe co-operation of other functions
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and when the senior management showsinterest in aproject, the functional
expertswill be morewilling to co-operate with the development team. The
management management will also haveto protect thedevelopment teamfrom
undueinterferencefrom other peopleinthe organization.

¢ They should provide strategic direction. The development team should know
what it hasto achievefor the company. It should know whether itsagendaisto
find asolutionfor an unmet customer need, or to improvean existing product,
or to develop aproduct to match acompetitor’sproduct. Though adevelopment
team without an agendamay chance upon agreat product, the productivity of
thedevelopment teamisgreatest whenitsactivitiesarefocussed. It isimportant
that the development teamispursuing limited number of ideasandisnot spreading
itsresourcestoo thin.

e |t does not serve any purpose if the senior management merely exhortsits
developersto create the next hot product. Product development isa costly
exerciseand it ismorethan dreaming up of ideas. Expensive equipments have
to beinstalled, people with diverse skillshave to be assembled, and the project
hasto be supported for long periods even when no tangible outcome may be
promised. To beableto commit such resources, the top management hasto be
convinced that itssurvival and prosperity dependson generation of new products
and that its development team iscapable of creating such products. I nvestment
inR&D isamatter of faith more than anything else.

¢ Themarketing department should collaborate with the R& D team right from
the beginning of the product development process so that customer feedback
can beincorporated inthe product. The senior management must facilitate forma
and informal interactionsbetween the marketing and the R& D departmentsto
increase the probability of the successof aninnovation.

3.5 7-S FRAMEWORK: ITS USE IN NEW PRODUCT
DEVELOPMENT

The 7-Sframework of M cKinsey isaValue Based Management (VBM) model,
whichisused in organizationsto analysethe environment and see if the company is
achieving itsintended objectives. Themodel describes 7 factorsto organize acompany
in aneffectiveway. The 7-Sframework suggeststhat effective organizational change
can be understood in terms of a complex relationship among Strategy, Structure,
Systems, Style, Skills, Staff and Shared values—the seven Ss.

Themodd was developed inthe 1970sby M cKinsey & Company, aconsultancy
firminthe United States. The framework was developed by Tom Peters & Robert
Waterman, consultantsat McKinsey.

The successof any organization, including product organizations, dependson
the 7 factorsworking in sync. Any organizational change or review should be backed
up by theelementsthat make up the M cKinsey 7S model.



Structure

Fig. 3.2 McKinsey's 7-S Framework

The 7-Ssof the M cKinsey model are discussed here:

e Shared values. Thecentreof McKinsey’s model isshared values. These are
the corevaues of the company that are seeninthework culture and the general
work ethic. It evaluates what the organization stands for and what itscentral
beliefsand attitudes are.

e Srategy: Theplandevised to maintainand build advantage over the competition.

e Sructure It evauatestheway inwhich theorganizationa unitsrelateto each
other, and who reportsto whom.

e Systems. Theroutineactivitiesand proceduresthat the staff engagesinto get
thejob done.

o Staff: Denotesthe numbersand types of peoplewithin the company.

e Style: The style adopted by the leaders in an organization to achieve
organizationd goals.

o SKills: Theactua skills of theemployees of the organization asawhole.

Importance of M cKinsey’s Framework

McKinsey's framework is recognized as a powerful tool asit focusses on several
organizationd interconnections. staff and skills, strategy and systems, which havegresat
sgnificancefor dynamic organizational change. It highlightstheimportance of action
plansin the seven factors, exhibiting acompany’s capability of bringing about shiftsin
grategy. Thevarious benefits of the7-Smodel are:

1. Helpsindiagonising theineffective factorsof an organization
2. Guidesin bringing about organizational change
3. All Ssareinterrelated, which can eva uate the success of acompnay.

3.6 SUMMARY

Someof theimportant conceptsdiscussed inthisunit are:

¢ Thesuccessof acompany isno longer limited to the successof existing products.
It needsto congtantly innovate in order to keep pace with the changing trend.
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I nnovation occurswhen an inventioniscommerciaized by introducing it to the
market.

A new product needsto shock and surprise people. And for that, acompany
needsinnovativeideasto work on. Unlessacompany providescrestivefreedom
toitspeople, it can’'t comewith breakthroughinnovations. It will haveto nurture
thecregtivetaent.

Innovationsare classfied into two types: Cusomers perspectiveand company’s
perspective. Thefirg part isfurther divided into three groups: i) Discontinuous,
i) Dynamically continuousandiii) continuous. Company’sperspectiveisfurther
divided into four sets: i) Product replacement, ii) addition to existing lines,
iif) New product lines, iv) new to the product world.

Innovations can result fromvarious sources: i) Businessgrowth, i) Market
changes, iii) Risk minimization, iv) Technologica changes. Apart fromthese,
thereareaso variousreasonsthat can giveriseto product innovation.

Therecan bevariouslevelsof innovation. 1. There can beamodified verson of
anexigting product. 2. There can also be anew model inthe existing product
line. 3. A new product with the same set of technology but from outside the
existing range. 4. Lagtly, anentirely new product inadifferent field of technology.

Innovationsarelikely to be based on four different factors: product, process,
position and paradigm.

Therearesaverd obgtaclesto thesuccessful implementation of innovation. Short-
termfocusor restrained time and manpower can lead to thefailure of aproduct.
If theinnovation processis conducted haphazardly, it can lead to failure too.
Also, the management’s overlooking the innovative ideas can act as a big
hindrance. Excessive development costsand socia or government constraints
areother hindrancesto the successful implementation of innovation

Innovation gives acompetitive edgeto an organization. Competitive sdesgrowth
isderived fromvariousnon-pricefactors, such as, desgnand qudity. Companies
need to replace their existing productswithinashort time period because with
the advent of technology, the life-cycle of aproduct hasbecome shorter.

Innovationlevel dependson the degree of uniqueness of theproduct. Incrementa
innovationis merely changing afew featuresof aproduct. But theradical aspect
involves changing the mindset of theconsumer drastically.

Quite often, in spite of great innovations, new productsfail inthemarket. Nobel
laureates Daniel Khaneman and Amos Tversky have explained that people’s
decisonsvary fromtheway economissplans. Similarly, the product developer’s
ideamight not be able to grasp the consumers' psyche.

Disruptive innovation, like the term suggests, upsets the entire market.
Such aninnovation doesn't impact the market initialy. Simplification of a product
sometimes attracts huge number of customers and then it becomes the norm.
It is imperative for a company to exchange ideas before it freezes the
specifications of a product. And sometimes, they exchange theseideasinthe
market, without charging any fee. After dl, free marketstell what aproduct or
technology isworth.

A company needsto champion its new product. It can do so by gauging how
customersinteract with the modified product. It isalso important for acompany



to gick toitsinnovation prioritiesfor longer periods, becauseit takesinto stock
thecustomers changing demands.

Theinnovation processinvolvesalot of money andtime. So it isimportant for
a company to test its ideas before it starts working on the project.
Experimentation in innovation is necessary so that developers and other
departmentswork in sync. Experimentswill not only minimize costsat thefina
level, but will also let the company rectify itsfaulty model.

Customers needs keep evolving. Every company strives to create next-
generation products but the investmentsthat acompany needsto make are
enormous. So it'simportant for acompany to preparealist of productsthat it
plansto produce and delineate investments and technology for each group,
based on priority.

While producing technology products, acompany needsto decreasethetime-
to-market period. Thelife-cycle of high-end technology productsisshorter and
companies need to release their products in the market before it becomes
obsolete.

To produce new products, companiesneedto organizetheir teams. Thereare
variousteamswho work together to make aproduct. For example, the project
teams bring the staff of various departmentstogether. The product and brand
managers co-ordinate thefunctional areas, such asmarket researchand R& D
operations. Product managersusudly bringagood revison of theexisting product.

Committees comprising top manegersare also formed to review thenew product
projects. They keep atab onthe product’s progress and decide thefinancia
disbursement.

To assessthe new product development processin an organization, companies
usethe 7-S framework of McKinsey. The model is based on the 7 factors:
Strategy, Structure, Systems, Style, Skills, Staff and Shared values. The model
analyses the environment and sees if the company is achieving its intended
objectives.

3.7 ANSWERS TO ‘CHECK YOUR PROGRESS

1.

Thetwo perspectivesof innovation are: Customers perspectiveand Company’s
perspective.

. Thevarioussourcesof informationare: (i) Businessgrowth, (ii) Market changes,

(iii) Risk minimization, (iv) Technologid changes

. Inampleterms, disruptiveinnovationisanimprovement that improvesaservice

or aproduct inaway that hasnever been thought.

. Open-market innovation improves speed, cost and the quality of aproduct.
. A company can bring out themogt effectiveinnovation processby follwoing the

smplesteps:
(@ Experimenting withinnovation, (b) Focussng onthe next-generation products,
(c) Deveoping amore technology-driven appraoch to produce new products

. A project team groups people fromvariousteams, suchasR&D, engineering,

finance and marketing to work onanew product development process.
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7. A new product product committee comprises people from top functiona

8.

9.

management. They areresponsiblefor assessing the progress of anew product
and demonstrating that theideaisgoing to succeed.

The seven Ssof a7-S model are: (i) Strategy, (ii) Structure, (iii) Systems,
(iv) Style, (v) Skills, (vi) Staff and (vii) Shared values

Shared valueisthe core factor of a7-S model. It interconnectsthe other six
factorsand highlightswhat the organization standsfor.

3.8 QUESTIONS AND EXERCISES

Short-Answer Questions

1.
. What arethevarioussourcesof innovationfor acompany?

. What isincrementa innovation?

. Givethree examplesof product/servicesthat areresultsof disruptiveinnovation.
. Citetwo exampleswhere open-market innovation helped acompany.

~NoUAWN

Lig thedifferences between customers perspectiveand acompany’s perspective.

What isnew product championing?

. What do you mean by iscross-functional teeamworking?
8.

List theimportance of the 7-S framework.

Long-Answer Questions

1.

Explainin detail the various perspectivesof innovation.

2. What arethevarioussourcesof innovation? Discussthem in detalil.
3.
4. Thereisanincreasing rate of new product failures What arethe reasonsbehind

How isproduct innovation different form process differentiation?

these?

. Describedisruptiveinnovation. Why doesit happen and how doesit affect the

market?

. Open-market innovationsimprove speed, cost and quality of innovation. Do

you agree?Give your reasons.

. Explainthe processof commercialization of technology.
. Discussthe use of 7-Sframework inthe new product development process.

Draw adiagramto show theinterconnectivity between al the 7 factors.
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4.0 INTRODUCTION

InUnit 3, we had discussed how companies need to extend product lineswith new
brands. We had also read how brand managers are responsible for ensuring that the
product hasagood visghility inthe market.

Inthisunit, wewill delveinto the details of product positioning and dwell onthe
importance of thisconcept in the market. Also, we will befamiliarized with product
branding. A company needsto postionitsproduct inthe market, and to do this, the
firm needsto condder various elements-thetarget market, the differentia advantage
and mogt importantly, communicating the differential advantageto customersto prove
how it’s better than the competitor.

But the positioning of aproduct hasto be strategic, i.e., there hasto be certain
planto influence the customer. It can be doneinthree ways. Firstly, the company aims
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only to produceasubset of productsor services. Thisleadsto speciaization, andis
not time-consuming. Secondly, a company’s objective may be to serve a specific
customer group’sneeds. I nthiscase, the company will only amthat cusomer ssgment’s
taste and preferences. Thethird basisof postioning isdividing cusomersinto different
sets, but for selling the same product. The approachisdifferent for diverse groups.

Postioning aloneis not enough for aproduct to grabthe customers’ attention.
It also needs branding. Companiesdevelop their productsinto brandsby assigning
them a unique name, distinct packaging or design, and most importantly, raising
customers expectation about the product. A brand could be both abstract and redl.
Besdesrepresenting customers' expectations, abrand aso sumsup what the company
offers through the brand. Based on who creates the brand, it is divided into two
groups. manufacturer brand and own labdl or distributor brand.

A brand isnot built in aday. There are several factorsthat contributeto the
making of abrand. A product needs agood balance all these thingsto succeed asa
brand: qudlity, positioning, repostioning, well-balanced communication, being apionesr,
long-term prospectiveand interna marketing.

Sometimes, instead selling its products as numerous brands, well-known
companies promoteitsproduct asaunified product. Theitemisendorsed asone-of-
its-kind, asit absorbsthe characteristics of the parent company. Thissort of branding
iscalled corporate branding.

Brand image makes or breaks a company, because it’s considered a
company’s character. It develops the product’s character in a unique way, and this
image is promoted as the differential advantage over its competitor. Companies aso
measure a brand’s financial worth and power. This valuation is termed as brand
equity. When a brand becomes successful, companies leverage the brand equity. In
other words, firms capitdize on their brands and launch new products under the
same name.

Brand valuation, unlikebrand equity, evaluatesal the aspectsof abrand. It has
certain waysto determine the brand value of aproduct. Packaging playsamagjor role
intheway aproduct attractscustomers. Apart fromdesign, colour and size, packaging
aso protectstheitemand makesit convenient for carrying. Companiesneed to embrace
theemerging trendsin packaging to keep ahead of itscompetitorstoo.

4.1 UNIT OBJECTIVES

After going through thisunit, you will be ableto:
¢ Describethe concept of product positioning, and the various aspectsassociated
withit
¢ Discusswhy branding isnecessary for aproduct
¢ Evaluate how organizations use brand to leverage their products
o |dentify the differences between brand equity and brand evaluation
¢ Explain how packaging playsanimportant part inthe market



4.2 PRODUCT POSITIONING: CONCEPTS AND
PROCESS

4.2.1 Elements of Positioning

A company hasto select thetarget market inwhichit will offer its products. It will have
to determinethedifferential valuethat it will provideto customersto makethe product
attractive to them and communicate to customersthe differential vaueit intendsto
provideto them. Thevariouselements of product postioning are;

Target market

Where doesthe company want to compete? The company hasto select the segments
towhichit will offer itsproducts. It isvery tempting to select thelargest segment or the
most profitable segment. The company should possess special competencies and
resourcesto serveitstarget market, which meansthat before acompany can zero on
toitstarget markets, it should have doneacomprehensive research of requirements of
customers of various segments and an honest audit of its own resources and
competencies. Quite oftenacompany believesthat it will be ableto develop or acquire
therequired resources and competencies after identifying atarget market. But it is
never easy. A company should have aclear roadmap of how it will acquireor develop
therequired competenciesand resources.

Differential advantage

How doesthe company want to compete? The company hasto provide an answer to,
‘“Why would acustomer of thetarget market want to buy my product, and not those of
competitors? A company whichis able to furnish an unambiguous answer hasaclear

positioning Srategy.
Communicating the differential advantage to customers

A company may have created the appropriate offering for itstarget market but its
customers should know that it has. Most companies are content using advertisements
to convey their positioning. Advertisements have become glossier and most advertising
agenciesdo not understand the positioning of their dient company emphaticaly enough
to beableto convey it inthe adsthat they make. But even when anhonest attempt is
madeto convey acompany’s positioning through advertising, it cannot bedone dueto
the short and impersonal pitch of advertisements. A company hasto useall promotiona
meanslike publicity, sponsorship, persona selling and direct mailsto inundate customers
with messagesof itspodtioning. Of course, these messagesemanating fromthevarious
sources should be consistent. In addition, every contact between the cusomersand
the company should be so structured that its positioning isunambiguoudly conveyed.
Thefirst products should reach customerswho arelikely to bevery exuberant upon
finding agood product. Word-of-mouth promotionwill ultimately cement the company’s
postioning inthe cusomers mind.

The objective of postioning isto createand maintain adigtinctive placeinthe
market for the company’s products. Target market selectionisapart of postioning.
But to compete successfully in atarget market involves providing cusomerswitha
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differential advantage. Thisinvolvesgiving customers something better thanwhat the
competitorsare offering.

4.2.2 Srategic Positioning

Creating adtrategic postionisessentia for busness. A sustainable strategic position
requiresadigtinct set of taskswhich are different fromthose of competitors.

A company can perform better than itscompetitorsif it canegablishadifference
and thenmaintainit. It must either deliver greater value to customersor comparable
vaueat lesser cogt, or both. Ddlivering greater value allowsacompany to chargea
higher price and greater efficiency resultsin lower costs.

Cost is generated by performing tasks, and cost advantage arises from
performing particular tasksmore efficiently than competitors. Smilarly differentiation
arisesfrom both the choice of tasks and how they are performed. Tasksarethebasic
unitsof competitive advantage. Overall advantage or disadvantage resultsfrom all
tasksof acompany. Operationa efficiency resultsfrom performing smilar tasks better
than competitors. Strategic positioning resultsfrom performing different tasksthan
competitorsor performing sSimilar tasksin different ways.

Congtant improvement in operationa efficiency through new technologiesand
better practicesisnecessary to achieve high profitability. But acompetitive advantage
in operational efficiency is not sustainable because technologies and best practices
diffusefast and every company comesto have them after sometime. All the playersof
theindustry become more efficient and start competing on the same parametersas
they benchmark with each other. The profitability of the industry goesdown asthe
companiesreducepriceto attract cusomersand spend money on new technologies
and benchmarking. Theextravalue generated dueto improved operationd efficiency
iscaptured by customersand suppliers of technologies and equipments, and not by
the companiesthemselves.

Strategic postionsemergefromthree separate sourceswhich are not mutually
exclusive and can often overlap. First, positioning can be based on producing only a
subset of the industry’s products or services. This may be called variety-based
positioning. Jffy Lube I nternational specializesinautomotive lubricantsand doesnot
offer other car repair or maintenance services. It isableto providefaster serviceat a
lower cost. Customersdividetheir purchasesand buy oil change fromthe focused
competitor and other servicesfrom adifferent provider.

A second basis for positioning is that of serving most or all the needs of a
particular group of customers. Thismay be called need-based positioning. It arises
when there are groups of customerswith differing needs, and when atailored set of
tasks can serve the needs of a particular group. But differences in needs will not
trandateinto meaningful postionsunlessthe best set of tasksto satisfy themaredifferent
fromthe set of tasks needed to serve other groups. Bessemer Trust Company targets
familieswithaminimum of $5 millionininvestable assets. It assignsone sophigticated
accountsofficer for every 14 familiesand offersawiderange of servicestoitsclients.
Incontrast, Citibank’s private bank servesclientswith minimum assets of $250,000
andit appointsone accounts manager for 125 clients, who works primerily asalender.

Thethird basisof positioning isthat of segmenting customerswho areaccessible
in different ways. Although their needs aresimilar to those of other cusomers, thebest



configuration of tasksto reach themisdifferent. Access can be afunction of geography
or scaleor anything elsethat requiresadifferent set of tasksto reach cusomersinthe
best way. Rural versus urban-based customers are one example of access driving
differencesintasks.

Whatever the basis, positioning requires a tailored set of tasks. Strategic
postioning isthecreation of auniqueand valuable position, involving adifferent set of
tasks. Theessence of strategic positioning isto choose tasksthat are different from
rivals. In choosing the set of tasks, a company will have to make trade-offsbecause
some of thetasksthat it could choose areincompatible. Anairline can chooseto serve
medls but the result will be higher costsand dow turnaround time at the gate. Different
positionsrequire different product configurations, different equipments, different
employee behaviour, different skills and different management systems. When a
company failsto maketrade-offs it will employ the sameresourcesfor serving different
levelsof need. Thisiswasteful. Vaueisdestroyed when an activity is overdesigned or
underdesigned for itsuse. If asalesmaniscapable of providing highleve of assistance
to one customer and noneto the other, the salesman’stalent would bewasted onthe
second customer. Moreover, productivity canimprove by limiting the variation of an
activity. By providingahigh level of assstance all the time, the salesperson canachieve
efficiencies of learning and scale. By clearly choosing to competein oneway and not
the other, management makes organizationa priorities clear and employees cantake
appropriate day-to-day operating decisons. Making trade-offsaso helpsin providing
conggtent imageto customers. It decidesto serveitstarget customersinoneway and
scrupuloudly keeps away from other customersand other ways of serving.

Companies dangerously believethat they can avoid making trade-offs. They
believe that they can provide high quality productsand lot of associated servicesto
customersat alow price. They cannot. Thismay be possible at a stage when many
company operationsareinefficient and it is possible to make improvementson all
frontssmultaneoudy. Therefore, whenthereismassive cost mismanagement and poor
quality, it is possble to makeimprovementsin cost and quality simultaneoudly. But
when such inefficienciesare eliminated, it isnot possibleto reduce cost and improve
quality smultaneoudy. The essence of strategic postioning ischoosing taskswhich the
company will not do. A company hasto categorically choosethetasksit will do and
theoneswhichit will not do, depending onthe positionit has chosen.

Thesetasksshould fit with each other and reinforce each other. Every activity
meatters. Southwest’srapid gate turnaround isaresult of well-paid ground crews, no
meals, no seat assignment and no interline baggage transfers. It selectsroutesand
arportsinamanner that canavoid congestion that introduce delays. The company’s
grict limitsonthetype and length of routes make standardized aircraft possible. Every
Southwest aircraft isaBoeing 737. Southwest’stasks complement one another in
waysthat createreal economic value. One activity’scost islowered because of the
way other tasks are performed. One activity’s value to customersis enhanced by
other tasksof acompany.

It is harder for a competitor to match an array of interlocked tasks than to
merdy imitateaparticular sdesforce gpproach, match aprocess technology, or replicate
aset of product features. Positions built on systems of tasks arefar more sustainable
thanthose built onindividual tasks. Themoreacompany’s positioning restson activity
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systemswith second-order and third-order fit, the more sustainable itsadvantage will
be. It isdifficult to untangle such systemsfrom outsde and therefore hard to imitate. A
competitor seeking to match an activity systemgainslittle by imitating only sometasks
and not matching the whole. The performance of such acompetitor can even decline.

Strategic postionsshould have ahorizon of adecade or more. Continuity fosers
improvement in individual tasks and thefit acrossindividual tasks, which helpsin
building unique capabilitiestailored to itsstrategy. Frequent shiftsinpositioning are
costly. A company must reconfigureindividual tasksand dso must reslign entire systems
after each shift inthe strategic position.

Pursuit of growthislikely to dilute the strategic position. Trade-offsand limits
appear to constrain growth. Serving onegroup of customers and excluding others
placesalimit onrevenue growth. Strategiesemphasizing low pricesresultinlost sales
with customers sensitive to features or service. Differentiation loses salesto price-
sensitive customers. Companiesare constantly tempted to takeincremental stepsthat
surpassthoselimits but such stepsblur acompany’sstrategic position. Eventually,
pressuresto grow, or gpparent saturation of thetarget market lead managersto broaden
the position by extending product lines, adding new features, imitating competitors,
matching processes and making acquisitions. Compromises and inconsstenciesinthe
pursuit of growth erode competitive advantage. Companiesfail to make choicesas
they try to servewider congtituencies.

Companies seeking growth should create stand-alone units, each withitsown
brand nameand tailored tasks. Each unit must have aunique strategic positioning.

4.2.3 Criteria for Successful Positioning

Riesand Trout suggest that marketers areinvolved in a battle for minds of target
customers. Successful positioning is creating favourable connotationsin the minds of
customers. Mercedesisassociated with sophistication, prestige, world class German
engineering and class round the world. McDonald’sis associated with cleanliness,
congstency of product, fast serviceand valuefor money. These add upto adifferentia
advantageinthe mindsof target consumers.

Clarity
Consistency
Differentiated
offering
Competitiveness Credibility

Fig. 4.1 Successful Positioning



1. Clarity

The positioning idea must be clear in terms of both target market and differential
advantage. Thetarget market should be clearly demarcated and identifiableinterms
of demographic or geographic parameters, or acombination of both. Each target
market of the company should be different fromthe other. Thetarget market should
be clearly defined interms of being served by adistinct value proposition. Thevaue
proposition should be clearly communicated.

Most companiesdo not clearly communicatethecorresponding vaue propostion
because they also want their offeringsto be acceptableto customersother thanthose
intheir target market. They fed that defining value propositionsnarrowly will restrict
their market.

Sometimescompaniesmay not have researched their target marketswell enough
to know their requirements. So thevaue propostion that they communicate and deliver
isnot suitablefor theintended market.

Thevauepropostioniscommunicated mostly through advertising. Advertising
agenciesareresponsblefor communicating the value proposition. Thoughthe company
briefstheagency, athird party can never completely understand the subtle elements
embedded in the value proposition. Therefore, advertising may do a poor job of
communicating thevalue proposition. Advertising, in an effort to be more creative,
triesto createimages, sories, jinglesand these cannot truly convey or represent the
vaue propostion. Infact, themore' creative’ the advertisement, themorelikely it isto
deviate fromitsintended goals of effective communication of conveying the value
proposition to theintended target market.

2. Congistency

Confusionwill ariseif changesin postioning planks occur frequently. For ingance, if a
company positionson quality of servicein oneyear, and then next year it changesits
positioning to superior product performance, the consumer would not know what to
expect fromtheoffering of the company. Cusomerswho wereattracted to the previous
positioning of the company now desart it. New customersdo not find thenew positioning
of the company credible, astheir image of the company being something other than
what itisclaiming to become, persiss.

A comparny which changesitspositioning planks frequently will leave customers
confused about itsred identity. Customerswill not know what the company stands
for. A company hasto stick to apositioning plank, for areasonable length of time so
that thenew image sinksinwith cusomers. A company fedsthet dl that anew postioning
requiresisan ad campaign posturing thenew status. But positioningisjust anexternal
manifestation of what the company redly is. So if acompany changesitspositioning
plank it hasto transformitself to becometrueto its new positioning. No company can
transformitself completely so frequently. And if the company has not been ableto dign
itself withitsnew positioning, customerswill not get what they have been promisedin
the new positioning plank.

But consistency does not mean permanence. A company may changeitsinitial
positioning either because customers demand different value proposition, soit hasto
be different now, or because the company may have acquired new resourcesenabling
it to be something else.
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3. Credibility

Thedifferentid advantagemust be credibleto cusomers Credibility meansbeievahility
and trustworthiness. Pogtioning isapromise made to the customer. The customer
must believe that the company will deliver what it promises, and iscapable of ddivering
the promise. Through advertisement and itspublic relation efforts, the company should
be able to demonstrate its capability to deliver the promised utility. Every timea
customer buysthe company’s product, heshould have got what the company promised
initspositioning strategy. Throughword of mouth, the company developsareputation
for ddliveringitspromised value. Credibility built through persona use of the product
and word of mouth are stronger than credibility built through advertising and public
relaions.

4. Competitiveness

The differential advantage should offer something of valueto thecustomer whichthe
competitionisfailing to supply. The company should be able to develop or acquire
distinct set of resources and processes. This unique set of resources and processes
areused to deliver adistinctive value which no other company can possibly deliver,
sncethey lack the set of resources and processes used to createit. Thereforethekey
to beableto provide differentia valueto cusomersisto possessadistinctive set of
resources and processes which competition doesnot possess.

5. Importance of positioning

Posgtioningisnot an abstract art. It isimportant for firmsto understand and implement
afew fundamental dos and don’tsto attain successful positioning.

e The positioning of a corporate or abrand should be clear and precise. The
unique proposition madeto the customer should be brief and catchy. Instead of
overloading customerswithamaze of complicated informetion, companiesshould
be precise and concise.

¢ A company cannot hopeto reach out to the entire market with one positioning
appeal. Thetarget audience should be determined, and the positioning appeal
and message should betailored toiit.

e Theproduct or service should be set apart fromwhat competitorsare offering.
If the product or service being offered by the company is not better than or
different fromthat of the competition, why should customersbuy it?It isextremey
important to satethat one compelling reasonwhy the company’sproduct isthe
best for thetarget customers.

¢ Thepositioning statement should clearly reflect what the organization stands
for, andwhat it isabout. Itsvalues, intent and offering should be clear fromthe
positioning statemert.

¢ Postioning should addressthefelt needsof the customer. Customersshould be
told as to how the company’s product will fulfil these needs. Such benefits
should bestressed inthe positioning statement. These needs should be specific,
measurable and something that customersreally want. Instead of being vague
that the company offersalot of variety or selection, acompany should say that
it has 25 different models and five coloursin each model.



¢ Positioning appeals should be specific. One unique value proposition that
customersdesirethemost must be present in the product.

e Thecompany should also be ableto deliver what it promisesto the customer as
itssuccess dependsonitscredibility.

4.2.4 Dilution of Positioning

An effective positioning ties a company’s product to a segment. The product is
suitable for the cusomers of the target market but is sngularly unsuitable for cusomers
of other segments. Unless there is lack of effective competition, a strongly positioned
product would appeal only to alimited number of customers because it will have
the benefits that the target market requires in an exaggerated form, while other
benefits would hardly be provided. So customers desiring benefits other than what
the target market requires will not value the product. In an ideal situation, there
would be a plethora of strongly positioned products, each serving a small set of
customers.

Mos companieswant large number of customersfor their products. To become
attractiveto alarger segment or multiple segments, the company provides an average
level of all the benefitsthat the customers of the large segment or multiple segments
desirefromthe product. Thisaverage product isnot particularly suitablefor any set of
customers, but it isalso not very unsuitablefor most of the customers. Inthe absence
of aproduct which will fit inwith their requirementsbetter, disparate sets of cusomers
buy the product. By diluting its positioning, the company hasbeen ableto sdll to larger
number of customers. But amore narrowly positioned company cancome and attract
setsof customerswho find its product more suitable than the average product. More
of suchfocused companieswill come, egting into the market of the average product.

It isenticing to be ableto serve alarge or multiple segmentswith one product. But it
turnsinto adangerous strategy when other companiesare willing to serve very small
segments. When such focused companies spawn the market, the average product
which was supposed to mean something to every customer will not mean anything to
any customer. It iswiseto be, and remain focused.

4.2.5 Position Mapping

Using apositioning map you can observe through your customers' eyes, how your
product matchesup to withall itsrivalsinamarket. A positioning map may be drawn
chegply, quickly and objectively; it doesnot involve any cogtly, time-consuming consumer
surveysor subjective estimates of the quality of your product and the weaknesses of
the productsof your competitors. Creating apostioning map involvesthefollowing
four steps:

e Sep 1: Firg of al, you need to define your market to include everything your
customers might consider to be your product’scompetitorsor subgtitutes.

e Sep 2: Now you need to follow or track the price your customersactualy pay.

e Sep 3: You haveto identify what your customersthink isthe primary benefit of
your product.

e Sep 4: Findly, you need to draw the map by plotting on agraph the position of
every product inthe market you have chosen in accordance withitspriceand
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itsleve of fundamental benefits, and draw alinethat runsthrough the middle of
the points. Thisgivesyou apictureof the competitive setting of your market.

Figure 4.2 shows one possible way in which the chocolate bar position could
be mapped againgt two dimensions— quality and price.

High Quality
A

Low Price i m

<
<

» High Price

Low Quality

Fig. 4.2 Position Mapping

4.3 BRANDING: AN OVERVIEW

Brandingisthe process by which companies distinguish their product offeringsfrom
competition. Marketers develop their productsinto brandswhich help to createa
unique postion intheminds of customers. A brand iscreated by developing adidtinctive
name, packaging and design, and raising customer expectations about theoffering. By
developing anindividua identity, branding permits customersto develop associations
like prestige and economy with the brand. Buying abrand reducestherisk of the
customer and eases his purchase decisions. Branding shapes customer perceptions
about the product. Brand superiority leadsto high sales, the ability to charge price
premiums, and the capability to resist distribution power.

4.3.1 Understanding a Brand

A brand isboth abstract and real. At onelevel, it represents customer expectations,
and at another, it encapsulateswhatever the company hasto offer through the brand.

¢ Abrandisnot aname, term, sign, symbol, or any combination of these. A brand
Is an assurance or guarantee that the product will perform asthe customer
thinksit should, which meansthat the brand has dready shaped the expectations
of thecustomer. The brand embodies some valuesthat remain consistent over a
period of time. The customer expectsthesevaluesto be ddlivered to himduring
each encounter he haswith thebrand. Therefore, the company must realizethat
building abrand is not ashort-term activity. Consistency isthe most valued
qudlity of abrand. It takesalong timeto build aconsstent brand imageand it is



extremely hard to sustainthisimage. After aperiod of congstent performance,
thebrandisinthe cusomer’smemory asan accumulation of associations. These
associationsare summations of the customer’sinteractionswiththe brand over
aperiod of time.

Branding should be an indispensable activity of any organization. However,
it isimperative for organizations to remember that branding is only an outcome
of various other activities. A brand isan external manifestation of what happens
ingde the organization. It isimportant to align al activitiesin an organization,
and the behaviour of all employees towards the values embodied in the
brand. Many companies believe that branding only comprises the product
and communication. Hence, it isaso believed that branding is the responsibility
of the marketing department only. It isthe duty of every department and each
individua to shape the perception of the customers in sync with the desired
brand values. Every department and individual of the company has to identify
as to how he will contribute to shaping the perceptions of the customers.
Branding is too important to be the sole prerogative of the marketing
department.

The sole purpose of branding isto create differentiation, and thebrand name by
itself cannot act as a differentiator. The brand as a label merely acts as a
distinguished name to convey this differentiation. Therefore, thebrand isthe
culmination of al activities of an organization. The brand name conveysthe set
of valuesand attributes embodied in thebrand. As soon asacustomer hearsthe
brand name, the attributes and values of the brand should conjure before his
eyeslikeamotion picture. Thiscan only happenif the brand hasliveditsvalues
for alongtime. Strong brandsjust cannot be created overnight. Human behaviour
isinherently digrugtful. A brand hasto live up to itspromises consistently before
customersstart taking itsvaluesand attributesfor granted.

The strength of the brand isdirectly proportional to the expectations of the
customer. Therefore, thefirst task of branding should be to raise customer
expectationsabout the product. The communication efforts of the company do
raise expectationsand thus contributeto branding, but personal usage of the
product by the customer or recommendationsfromapersond sourceare decisve
sourcesfor raigng expectations. It meansthat, ensuring that the product performs
well isthe most important branding exercise. But companies haveto exercise
some caution. In an effort to raise expectations about the brand, acompany
may hype the brand in its communications effort and customers can form
exaggerated expectations from the brand. If the brand does not deliver the
heightened expectations of the customers, they are disappointed and they can
tarnishtheimage of the brand by talking badly about it. Such abrand will find it
difficult to be accepted until the market forgetsthefiasco. Any renewed bout of
advertising will only enhance the cynicismof the cusomerstowardsthe brand.
The company should wait for aconsiderable period of timebeforerenewingthe
effort to arouse expectationsamong customers again.
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But if the company istoo conservativein making claims, customer expectations
would not be aroused and they will not buy the brand. It isadelicate balance
but companieswill haveto manageit. The communication effortsof the company
should arouse just enough expectations among cusomersthat they become
interested in buying the brand. And whenthe brand deliversmorethan what the
customersexpected, they generate postiveword-of-mouth publicity, thussarting
thespird of * moderate expectation-superior delivery’ whichwill ultimetely creste
astrong brand.

One interaction alone cannot build or tarnish the brand image, unlessit is
particularly strong. Thewholeideaof giving consistent performanceisthat if
onceinawhilethebrand doesnot perform up to expectations, customersdo
not start feeling negative about the brand. Customersshould bewilling to give
benefit of doubt to the brand if its performance dipsonceinawhile. It isvery
important that a brand ownsup to such onetime lackluster performance and
promisesto makeamends. A brand which choosesto remainin astate of denia
or ignorance about itsbad performance givesthe signal that thebrand no more
caresabout living the valuesembodied inthe brand, and nor doesit care about
customers sentiments. It isusually usalessarguing with customers. Customers
will interpret a brand's performance in their own way and the company’s
interpretation of the Situation hasno relevanceto the customer. Instead of arguing
aganst cusomer’'sinterpretationsof the brand’s performance, acompany should
try to understand the process by which the cusomer arrived at theinterpretation.
Thiswould ofteninclude animpartia assessment of the brand’s performance
and the customer’s existential situation in which he was using the brand. A
customer should never be alowed to have aperception about the brand which
isdifferent fromthe perceptionthat thecompany wantsits customersto have. A
company’sfirst task isto managethe perceptions of cusomersabout the brand
and not let customers develop their own perception. Every activity of the
company should be assessed in termsof itsinfluence on customer’s perception
about the brand.

4.3.2 Brand Attributes

A successful brand has several essential attributes. The presence of most of these
attributes can guaranteelong term eminence of the brand.

Theworld’'sstrongest brands have thefollowing attributes:

e Thebrand providesthe benefitsthat customers desire: Customers
buy a brand because its attributes, itsimage, its service and many other
tangible and intangible factors create an attractive whole. Sometimes
customerscannot evenverbaizewhat they actudly want. They feel thebrand
isjud right for them. Starbucksgivesacomplete experienceto the cusomers
through the aroma of the beans, the rich taste of the coffee, the product
displays, the atractiveartwork onthewalls, the contemporary music playing
in the background and the cozy, clean fed of thetable.

e Thebrand staysrelevant: Brand equity istied to both the actua quality
of theproduct or serviceandto variousintangible factors. Thoseintangibles



includetheimagery related to the typeof person who usesthebrand, to the
typeof stuationsinwhichthe brandisused, to thetype of personality the
brand portrays (sincere, exciting, competent, rugged), to thetype of feeling
the brand triesto dicit in customers (purposeful, warm) and to the type of
relationship it seeksto build with itscustomers(committed, casud, seasond).
Strong brands stay onthe leading edgein the product arenaand tweak their
intangiblesto fit their times. Gillette dwaysemploys superior technology
and itslong-running ads, ‘ The best aman can get’ aretweaked to reflect
contemporary times. Besides advertising, customers perceptions of a
company asawholeand itsroleinthe society affect abrand’'s strength as
well. Their advocating some social cause helps.

Thepricing strategy isbased on consumers perception of value: The
company hasto arrive at theright blend of product quality, design, features
and price. Value pricing should not be adopted at the expense of essential
brand-building activities. Thereisnothing intrinsically right or wrong with
low or high price. Whatever price the company decidesto charge, it should
be ableto demondratethat cusomersarederiving vauefromit in proportion
to the pricethey arepaying.

The brand is properly positioned: Successful brands keep up with
competitors by creating points of parity inthose areaswhere competitors
aretryingto find an advantage, while at the same time creating points of
difference to achieve advantages over competitorsin some other areas.
They aresmilar to and dso different from competing brandsin certain religbly
identifiable ways. Sony holds clear advantagesin product superiority and
matching competitors’ level of prices. Thetask ismuch moredifficult when
abrand spans many product categories. The mix of points of parity and
pointsof differencethat worksfor abrand in one category may not beright
for the samebrand in another category.

Thebrand isconsistent: Maintaining astrong brand meansstriking the
right balance between continuity in marketing activitiesand the kind of changes
needed to stay relevant. The brand’simage should not get muddled by a
spate of marketing efforts that confuse customers by sending conflicting
messages.

The brand portfolio and hierarchy should make sense: Companies
create and maintain different brandsfor different market segments. Single
product linesare often sold under different brand names, and different brand
nameswithin acompany hold different powers. Each brand should have a
distinct image and its own source of equity. Brands at each level of the
hierarchy should contributeto the overall equity of the portfolio through
their individual ability to make consumersaware of the variousproductsand
foster favourable associationswith them. Each brand should haveitsown
boundaries. It isdangerousto cover too much ground with onebrand or to
overlap two brandsin the same portfolio.

Thebrand makesuseof and coordinatesafull repertoireof marketing
activitiesto build equity: Strong brands mix and match trademarked
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marketing elementslikelogos, symbolsand signageto performbrand related
functionslike enhancing or reinforcing consumer awarenessof the brand or
itsimage and to protect the brand both competitively and legally. Marketing
activities play specific rolesin building brand equity. Advertisng isused to
create consumer demand for agiven product. Trade promotionsare designed
to push productsthrough digtribution. A brand should make use of all its
resources and should ensurethat the essence of thebrand isthe sameinall
itsactivities.

e Brand managersunderstand what the brand meansto consumers:
Managers of strong brands understand the totality of their brand’simage,
I.e., perceptions, beliefs, attitudesand behaviour customers associate with
their brand. If it is clear what customerslike and do not like about abrand,
and what core associations are linked to the brand, then it will be clear
whether any given action will synchronizewith the brand or it will creste
friction. Bic was very successful with its non-refillable ball-point pens,
disposable cigarette lighters and disposable razors, but when it used the
same strategy for marketing perfumes, the effort was unsuccessful. Bic had
developed autilitarian and impersona image withitsearlier offers. But this
image did not gel with marketing of perfumeswhich istied to customers
emotions. Incontragt Gillette has been protective of thenamecarried by its
razors, blades and associated toiletries. The company’ selectric razorsuse
the Braun nameand itsoral care products are marketed under the Oral B
name.

e Thebrandisgiven proper support and that support issustained over
thelongrun: Afirmfoundation for brand equity requiresthat customers
have the proper depth and breadth of awareness and strong, favourable
and unique associationswith the brand in their memory. Brand managers
should not resort to shortcuts and should follow al the brand building
exercises starting fromthose which will achieve the necessary level of brand
awarenessto thosewhichwill build animage of the brand. 1t isalso necessary
that thereisno complacency oncethe brand hasbecomestrong. The company
should maintainaleve of brand building activities, especialy adecent level
of advertisng, for dl times.

e Thecompany monitorsvarioussourcesof brand equity: A company
should periodicaly conduct audit of itsbrands. A brand audit isan exercise
designed to assess the health of its brand. It consists of detailed internal
description of exactly how the brand has been marketed and athorough
external investigation, through focus groups and other consumer research,
of exactly what the brand doesand could meanto consumers. Finding out
customers’ perceptionsand beliefs uncoversthe true meaning of abrand
and revealswhere corporate and consumer views conflict. It showsthe
company wherethey haveto refineor redirect their branding efforts.

Building astrong brand involves maximizing al these characterigtics. But in practiceit
isdifficult, becausein many caseswhenacompany focuses onimproving one, others



may suffer. Theideashould beto know the brand’s performance on dl the attributes
and thento evaluate any marketing activity fromall possible perspectives.

4.3.3 Types of Brands

Traditiondly, manufacturers branded their products and sold them to customers by
using the distribution channel. Wholesalers, distributors and retailers sold only the
manufacturers’ brands. Manufacturers were thus able to exert control over these
distribution channel members. In the past few decades, some distribution channel
members, particularly retailers, have started selling their own brands, called private
labels. These brands are usually of comparable quality with the manufacturers
brands, though they are priced lower. These private |abels are given more prominence
in the retail stores, thus enabling the transfer of power from manufacturers to
retalers.

Types of brands

Own labé or distributor or store brands—
Created and owned by channel intermediaries.
Typically, outsource manufacturing and
sell at lower prices

Manufacturer brand—Created by
producers and bear their chosen brand name.
Manufacturer builds brand equity

Fig. 4.3 Typesof Brands

1. Manufacturer brands

They are created by producersand bear their chosen brand name. The responsibility
for marketing the brand lieswiththe producer. M ost manufacturer brandsare supported
by massive advertising budgets. They also have to manage long distribution channels
to reachthefinal cusomers. The producer isan expert indesigning and manufacturing
the product. Though the producers may eventually become great marketing
organizations, like Proctor & Gamble and Unilever have, their main advantagesliein
technologiesand processes underlying the product. A manufacturer brandislikely to
be more advanced and may have more innovative featuresthan other brandsinits

caegory.
2. Own labedl or distributor or store brands

They are created and owned by channel intermediaries. Most of these brands are
owned by big and powerful retailers. The retailersdo not manufacture these brands
and may not have any knowledge about the underlying technologiesand processes of
theproduct. Retailersalmost completely outsource manufacturing. Sinceretailersare
in contact with customers, they can give very important information about the
preferences of customers, which the manufacturersof distributor brands canincorporate
intheproductsthey manufacturefor theretailer.
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The prestige and power of the brand is dependent on the brand equity of the
retail store. Theretail store isthe main brand. The retailer gives preference to his
brands in placement of products on the shelves. The retailer does not need to
promote the brand very extensvely and mostly resorts to in-store promotions and
promotions in the local media. Since the retailer does not incur much distribution
and promotion costs, the retaller brands can be sold cheaper than comparable
manufacturer brands.

For avery long time, customersbelieved that retailer brandsdo not matchthe
quality levelsof themanufacturer brands. Thishad somelinkageto thelower pricesat
whichretall brandswere sold as compared to manufacturer brandsin the same product
categories. Retailers worked on the quality of their brandsto change customers
perceptions. Now even premium brandsin some categoriesare retailer brands. I nstead
of consdering thebusinessof own label brandsancillary to themainbusnessof retailing,
some retail chains seethis as an important part of their business and a significant
contributor to their revenues. Customer perceptionsabout retaler brands have changed
to theextent that they find the prices of themanufacture brandstoo high compared to
those of retailer brands, whereasthey find the quality of thetwo to be comparable.
Customers have become sophisticated enough to understand that the reason for lower
pricesof retailer brandsisthelower cost incurred by retail chainsin distribution and
promotion and not because they areof lower quality.

The power of low price of own label brands has forced many producer
brandsto introduce so called fighter brands or their own low price aternativesto
retailers brands. A mgjor decision that producers have to face is whether to agree
to supply own label productsfor retailers. The danger isthat should customers find
out, they may believe that thereis no difference between manufacturers brand and
its equivalent which is being produced by the manufacturer, but being sold under the
brand name of the retailer. For some producers supplying own label goods may be
ameans of filling excess capacity and generating extraincome. But manufacturers
should view manufacturing for distributor brands as a more strategic decison. They
should see it as an opportunity for cementing their relationship with retailers. They
can choose to manufacture those retailer brands which are in aignment with their
operations strategy and from whose manufacturing they can learn something which
they can apply in making their own brands better. If they do not manufacture,
someone else will, but by being in the loop of distributor brands, they will have a
better idea of the strategies being employed by the retailers and how they can
counter it.

4.3.4 Product Branding and Brand Positioning Strategies

Core benefitsderive from core products. Toothpastes clean teeth. But all toothpastes
do that. Branding allows marketersto create added valuesthat distinguish one brand
fromanother. A brand iscreated by augmenting acore product withvauestheat distinguish
it fromcompetition. Brand building involvesdeep understanding of both functional and
emotional vauesthat customers use when choosing between brands.



Brands are built by acombination of sevenfactors:

Quality
| nternal Positioning
marketing
Long-term Repositioning
perspective
o Well-balanced
Being first communication

\/

Fig. 4.4 Building a Brand

1. Quality

Building quality into the core product isvital. The core product must achievethebasic
functional requirementsexpected of it. Higher quality brandsachieve greater market
shareand higher profitability thanther inferior rivals.

Itisimportant to understand asto how customersjudge the quality of aproduct.
Most customersdo not do detailed evaluations of the performance of the product
when they buy. They categorize a product to be of high quality when they find it
performing well onthe parametersthat areimportant to them or whenthe product
performswell onthe parametersthat they understand well. Customersrely on cuesto
determine the quality of the product. A company should provide exaggerated
performance inthose product attributeswhich customersuseto judgethe quality of
theproduct.

2. Positioning

Creating aunique position in the marketplace involvesthe careful choice of target
market and establishing aclear differential advantageinthe mindsof these customers.
This can be achieved through brand name and image, service, design, guarantees,
packaging and delivery. Unique positioning will require acombination of thesefactors.
Viewing marketsinnovel ways can create unique positioning concepts.

Positioning isan opportunity for the company to communicateto customersas
towhat it strivesto achievefor them, i.e., functional needs, and what it wantsto mean
tothem, i.e., emotiona needs. Unfortunately, customers’ functional and emotional
needsvary widely and one positioning plank will not be attractiveto thewhole market.
A brand which wantsto achieve very specific thingsfor its customers and wantsto
mean just a particular thing for themwill only have asmall segment of customerswho
will be attracted to the brand. The rest of the customers would not find the brand
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useful. Itisalwaystempting to dilute abrand’ s positioning to makeit attractiveto a
large segment. A company should resist thistemptation. A brand focused onthefunctiona
and emotional needs of asmall set of customerswill be more successful infetching a
premiumpriceasit will begreetly valued by itstarget market. A focused brandismore
likely to enhanceits value proposition than aless focused brand because the focused
brand knowsvery precisely what it hasto achievefor itstarget market, and putsits
resourcesto achieveit. A lessfocussed brand will dissipate itsresourcesintrying to
serve varied needs of too wideasegment.

3. Repositioning

Asmarketschangeand new opportunitiesarise, repositioning isneeded to build brands
fromtheir initial base. A successful brand may be rendered irrelevant if needs and
circumstancesof customersinitstarget market change. If thischangeisgradua and
perceptible, the company can changeits offerings and communications gradually and
manageto keepitself acceptableto thetarget market. But if the changeissudden and
the company findsitself out of tunewithits market all of asudden, the company has
two options. It may dart targeting adifferent market whereits postioning plank istill
relevant, or changesitsofferingsand communicationsdrasticaly to mekeitsalf relevant
toitsoriginal target market again.

But companieshavebeen guilty of changing their positioning planks unnecessarily
and far too frequently. A decision about the positioning of brand should be strictly
dependent on the choice criteriaof customersand the capability of the company. A
company should arrive at apostioning strategy after conducting thorough research of
customers choicecriteriaand an audit of itsresourcesand capabilities. A positioning
plank isareflection of the company’s ability to serveasingle or few elementsof the
customers choicecriteria. Thecapahility of acompany and choicecriteriaof cusomers
do not change asfrequently ascompanies change their positioning. A company which
repositionsitsbrand frequently confusesitscustomersabout what it isredly capable
of achieving and being. The brand losesits credibility among customersin the target
market.

4. \Wdl-balanced communication

Brand positioning shapes customer perceptions. A brand needsto communicateits
postioning to itstarget market. Awarenessneedsto be built, brand persondity projected
and favourable attitudes built and reinforced among customers. The brand theme needs
to bereinforced by advertising, salespeople, sponsorship, public relationsand sales
promotion campaigns.

Companies have often relied on advertisingin the mass mediato communicate
brand positioning. While some amount of advertising may be necessary to get the
target market’sinitial attention, advertising inthe mass mediaistoo impersonal and
ephemeral for building arelationship betweenthe brand and itscugtomers. The purpose
of brand communicationisto make cusomersfed attached to thebrand. The ultimate
purposeisthat customers should start considering the brand to be animportant part of
their being. For such an attachment to develop, cusomershaveto participate physcally
and emotionally inthe activitiesand celebrations of the brand. The company hasto
provide opportunities for such participationto customers. Sponsoring an event about
which customersfed very strongly will movethe brand closer to the customer. Joint
participation of customers and the brand in some socia cause also cements the



relationship between thetwo. Public relations campaign celebrating the contribution
and successesof customersrather than extolling the company’ sachievement will make
customersfed proud of their association with the brand. Whenever customerscome
in contact with the company, the contact employees should beliving the brand values
during thelir interaction with the cusomers. Theideaisthat the company should be
relentlessin communicating its brand valuesto itstarget market and never missan
opportunity to impresscustomers about what it standsfor and what it can do for them.

5. Being first

Pioneer brandsaremorelikely to be successful thanfollower brands. Being first gives
abrand the opportunity to create aclear positioninthe mindsof target customers
before competition entersthe market. It givesthe pioneer the opportunity to build
customer and distributor loyalty. But it requires sustained marketing effort and the
srength to withstand competitor attacks.

The pioneer gets an opportunity to shape expectationsof the customers about
the product category. If the pioneer isuncontested in the market for aconsiderable
period of time, the pioneer’s product becomesthe benchmark against which products
of late entrants will be evaluated. The pioneer getstimeto know the needs of the
customersand develop capahilitiesto servethose needs. Most pioneerscannot resist
theidea of serving the whole market and make the mistake of targeting the whole
market by very diffused positioning. Pioneers serve thewhole market successfully
with a compromise product for some time, but late entrants are able to discover
segmentswith needsthat the compromise product isnot serving. Late entrantscarve
out segmentsfromthese unmet customer needs. L ate entrants changethe structure of
the market fromone big market with supposedly uniformneedsto amarket consisting
of many segments, each with adifferent set of needs. The pioneer may find that its
compromise product isnot particularly suitable for any segment and the mass market
inwhich the compromise product was acceptableisno morethere.

Pioneersshouldresist thetemptation of serving thewholemarket with acommon
product. They should focus onaparticular segment of the market invery early phase
of market development, or identify segmentsand serve themwith different products
positioned differently fromeach other. It issuicidal for pioneersto alow late entrants
to discover segmentsinthe market.

6. Long-term perspective

Generating awareness, communicating brand valuesand building customer loyaty takes
many years. Theremust beaconsstent, high level of brand investment. If investment
iscut, sdlesare unlikely to fall substantially in the short term, but it will erode brand
equity intermsof awarenesslevels, brand associations, intentionsto buy, etc.

Customers fondly remember brands which may not have sold for years. In
fact, some of the customersrefuse to believe that the brand is not sdlling. Customers
grow up and live with their favourite brands and though they may not be able to
verbalize their relationship with their favourite brands, they are ways there in their
memory. Companies should remember that there is nothing short-term about a
brand, because the strength of a brand is dependent upon the strength of association
between the brand and its customers. This association or any association for that
matter takes time to build. The brand has to establish credibility and trust with
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consistent performance and behaviour before customers start associating with it.
And companies have to ensure that thistrust is not breached. Therefore a company
has to invest in the brand building process for a long time. But the payoff is also
for along time. Long after the company has gopped promoting the brand, customers
continue to buy it. Investment in abrand never goes waste. If a company has some
extra resources about which it is not sure where to inves, it should go ahead and
invest them in strengthening its brand.

7. Internal marketing

Many brandsare corporaebrands i.e., themarketing focusison building the company
brand. Most service brands are marketed as corporate brands. Training and
communicating withinternal staff iscrucia because service companiesrely on persona
contact between service providers and service users. Brand values and strategies
must be communicated to the staff.

Whenever customers comein contact with the company, they should experience
the valuesembodied in the brand being played out inreal. For such an experienceto
take place, employees should understand asto what type of interaction will reinforce
the customers’ convictionsinthebrand. All employees should know what customers
expect fromthe brand and try to fulfil those expectations. All employees should be
explicitly told about their rolesinthe brand building exercise and they should be expected
to performtheseroles.

4.3.5 Building a Corporate Brand

Thetraditional branding ideaisthat each product needsauniqueidentity. deally a
brand should become so strong that it should become asynonymfor the product itself.
CompanieslikeProcter & Gambleand Unilever havefollowed thestrategy of creating
and nurturing separate brands for each of their businesses.

Some other companieslike Microsoft and Sony promotea corporate brand
instead of branding individud products. Thecorporate brand isasingleumbrelaimage
that permeatesall the businesses of the company. But corporate branding isnot smply
designing anew logo and attaching it to every product. Thereismoreto corporate
branding than coining an attractive dogan, tacking it on awiderange of products, and
hoping that it will mean something to customersand employees.

To create acorporate brand, the company hasto take concerted sepsto aign
vision, cultureand image of the company. Vision isthetop management’saspirations
for thecompany. Cultureisthe organization’svalues, behavioursand attitudes, i.e., the
way employeesfeel about the company. |mageisthe outsideworld’simpression of
the company. This outside world includes all stakeholders of the company like
customers, shareholders, the media, the general public and so on. The process of
alignment will start with exposing gaps between vision, culture and image.

e Themisdignment betweenvisonand culture developswhen the management
movesthe company inagrategic direction that employeesdo not understand
or support. Thegap usually emerges when senior management establishesa
visonthat istoo ambitiousfor the organizationto implement. Insuch stuations
thereis gap between redity and rhetoric. Management blames employees
for resisting changeand employeesare suspiciousand cynica. Such scgpegoa
finding and mistrust will wither thecorporate brand fromwithin. Threeissues
need to be addressed: (1) Doesthe company practicethevauesit promotes?



Thedownsizing that took placeat IBM in spite of the company’spromises
of lifelong employment created anxiety, depression and fear among its
employees. Insuch stuationsemployeeswill not believethat the company
will abide by the promises made to the customers via the values of the
corporate brand. They will not feel the pressureto live by thevaues of the
corporate brand. (2) Doesthe company'svisoningpireal subcultures?The
engineersin R& D will have different set of valuesand prioritiesthan those
held by the marketing department. An organizationa vauelike‘ cusomer
care’ should beshared acrossthe organization. Thevaue ‘ customer care
should guide the work of accounts department as much as it does the
marketing department. If a common value does not permeate all the
departments, the customer will not get what has been promised by the
corporate brand. The brand’s promisesto customers can befulfilled only by
aconcerted effort of al the departmentsof the company. (3) Arethevison
and culture of the company sufficiently differentiated from those of
competitors? The vision and culture is the DNA of the company, which
helpsin standing out from competition. The vision and culturewill decide
what the company will achievefor the customer. If thevisonand culture of
the company isnot different fromthose of its competitors, customerswill
not encounter unique experienceswith the company.
Theimage-culture gap ariseswhen customers are confused about what
the company standsfor. This happenswhen acompany doesnot keepits
promises. A company needsto comparewhat itsemployeesare saying and
what itscustomersand other stakeholdersare saying. Following issuesneed
to be addressed: (1) What images do stakeholders associate with the
company? The images are both real and perceived and emanate froman
individual’sfeelings, thoughts and opinionsaswell asfromthefacts of the
company. Theimage of gakeholderscanbedifferent fromwhat the company
seeksto project. Stakeholdersmay discover that the culture of the company
isdifferent fromthe onethat isneeded if the company hasto achievethe
desired image. A company trying to project animage of being customer
focused will be thwarted in its attempt if employees continue to treat
customersasintrusonsintheir lives. Cussomerswill easily seethrough the
facade. (2) In what ways do employees and stakeholders interact?
Advertisng and public relations shgpe acompany’simage, but stakeholders
direct and personal encounters with the organization seal or destroy a
company’simage. Suchinteractions should be carefully planned and staged
till the desired behaviour becomesintuitive. (3) Do employees care what
stakeholders think of the company? The employees should feel hurt if
important stakeholders, like customers, hold an opinion contrary to what
they expect themto believe about the company. Thereisnot much chance
of analignment between theimage and culture of the company if employees
are not concerned with what their customersthink about them.

Themogt brilliant grategic visonwill fall if it isnot digned withwhet customers
want fromthecompany. Thefollowing issues areimportant while addressing
the image vision gap: (1) Who are the stakeholders? Many companies
discover that their productsreach avery different market thantheonethey
aretargeting. Nike saw itself as ahigh-performanceathletic shoe company
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that attended only to the needs of top athletes. But half of Nike'ssaleswere
coming from peoplewho werewearing Nike shoesas asubstitutefor casua
shoes. Though such untargeted markets obvioudy find something attractive
inacompany’sofferings, the company can cement itsrelationship with them
by aligning its strategies more strongly with their interests. (2) What do
stakeholderswant fromthe company?After their discovered that its shoes
weresold assubstitutes for casual shoes, it produced aline of conventional
casua shoes. But customerswanted thesame shoesthat their ethletic heroes
werewearing and rejected the new line. Companieshaveto probedeepto
find customers expectationsand dignther grategic visonwiththem. (3) Is
the company effectively communicating its vision to its stakeholders?
Customersareattracted to acompany whenthe company’scommunications
are ableto create certain expectationsintheir minds. The expectations of
the customersand the strategic vision of the company should align for a
profitable relationship betweenthem. The company should beableto clearly
communicate astowhat it wantsto achievefor itscustomers.

Brand image: Brand image
is the existing perception of
customers about a brand
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4.4 BRAND IMAGE AND EQUITY

Brand imageisthe existing perception of customersabout abrand. It isaset of
notions held about a particular brand. A brand’simage depends ontheway a specific
brand is placedinthe market. It conveysemotional valuetoo.

Simply put, brand imageisnothing but an organization’s character. It isregarded
asthe observation of people externd to the organization. The brand imageincludes
the product’s appedl, functionality, social status and the general perception.

It underlinesan organization’smissonandvision. A positive brandimage would
generaly includethefollowing things: alogo reflecting the company’simage, adogan
stating the organization'smotto in brief and brand identifier that support thekey values.

Consumersdevelop aunique association with the brand. Brand imageisformed
on the basis of perceptions of associations of customersthat the consumers have
experienced about the brand. For example, Dettol soap isassociated with hygiene
and Dovewith soft skin.

When consumersbuy aproduct or aservice, they consider thebrand’simagein
themarket andin the society. Brand images need be positive, and capable of producing
aningtant rapport with the customer. A company can make apositiveimpact about its
brand by using brand communications, such asadvertising, packaging, word-of-mouth
publicity, etc.

Brand image also creates a unique character that differentiatesit from the
competitor. It consists of severa attributes and benefits that the consumers havein
ther minds. Thefunctiond and menta connectionswithabrand comprise the atributes.
They can bedetailed or abstract. Benefitsare the base on which customers make their
buying decision. A brand image hasthree benefits: functional benefits, in which the
product isbetter than its competitor. Emotiona benefits meanshow aparticular brand
makesthe customer feel at advantage. Rational benefits reflect why the consumers
trust the particular brand more. Thetota assessment of abrand madeby the consumers
iscalled brand attributes.



Brand image cannot be design. It happens autometically, depending onhow the
brand impacts the customers. Positive brand image boosts the brand value of an
organization.

4.4.1 Brand Equity

A brandisanintangible asset for an organization. The concept of brand equity originated
inorder to measurethefinancia worth of thissignificant, yet intangible entity.

Brand equity isthevaueand power of the brand that determinesitsworth. It
can be determined by measuring:

The price premiumthat the brand chargesover unbranded products

The additional volume of sales generated by the brand as compared to
other brandsin the same category and/or segment

The sharepricesthat the company commandsinthe market (particularly if
the brand nameisthe same asthe corporate name, or customerscan easly
associate the performance of al theindividual brands of the company with
thefinancia performance of the corporate)

Returnsto shareholders

Theimage of the brand onvarious parametersthat are deemed important;

Thefuture earnings potentid of thebrand

Or acombination of the above methods. Some methods of measuring brand
equity involvethe formulation of amultiplier by usng acombination of the
above methods. Such multipliers as brand strength or brand esteem can be
determined by combining severd variablesto ultimately arriveat the brand

equity

Perceived
quality

Brand
associations J Ll J

BRAND Proprietary brand
Awareness J EQUITY 5SS

Fig. 4.5 Elements of Brand Equity

Brand equity comprisesthefollowing elements:

1. Awareness

Awareness of the brand name among target customersisthefirst step inthe equity
building process. Awarenessessentialy meansthat customersknow about the existence
of the brand and can also recall what category the brand isin. The lowest level of
awarenessiswhenthe customer hasto bereminded about the existence of the brand,
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and that it isbeing apart of aparticular category. Inaided recall, the customer can
recognize thecompany’sbrand from among alist of brandsinthe category. In unaided
recall, the customer himself mentions the company’s brand. The highest level of
awarenessiswhenthefirst brand that the customer canrecall upon the mention of the
product category isthe company’sbrand. Thisiscalled top-of-mind recal.

Awareness of the name acts as an anchor to which everything else about the
brand is linked, much like the name of a person acting as an anchor for tying al
associationsabout him. Building awarenessinvolvesmaking the brand visibleto the
relevant target audience by various promotiond methods suchas publicity, sponsorships,
events, advertising, instigating word-of-mouth promotion, etc.

2. Brand associations

Anything thet isconnected to the customer’s memory about the brand isan association.
Customersform associations on the basis of quality perceptions, their interactions
with employees and the organization, advertisements of the brand, price points at
which the brand is sold, product categoriesthat the brand isin, product displaysin
retail Sores, publicity invarious media, offeringsof competitors, celebrity associations
and fromwhat otherstell them about the brand. Andthisis not anexhaugtivelist.

Consumersadd to brand associationswith each and every interactionthey have
withthebrand. All these associations arenot formed only dueto their interactionswith
theorganization. Many associations areformed fromwhat otherstell customersabout
the brand. It isabsolutely crucial that the company plan eachinteraction with every
customer and relevant others (media, shareholders, employees, government) so asto
eliminate eventhe dightest chances of any negative associationsthat can emanate from
any of these sources.

Associations contribute to brand equity, asstrong, positive associationsinduce
brand purchases, besides generating good word-of-mouth publicity. Such associations
can also help the company inleveraging the brand, create strong barriersto entry for
competitors, givetrade leverageto the company and enable the company to achieve
differential advantage.

3. Perceived quality

Perceived quality isalso abrand association, though because of itssignificance, it is
accorded adigtinct statuswhilestudying brand equity. Perceived quality isthe perception
of the customer about the overall qudity of abrand. In ng quality, the customer
takesinto congderationthe performance of thebrand on parametersthet areimportant to
him, and makes ardative judgment about quality by assessng competitor’sofferingsas
well. Therefore, qudity isaperceptud entity, and consumer judgmentsabout qudlity vary.

Quiality perceptionsinfluence pricing decisions of companies. Better quality
products can be charged a price premium. Quality is one of the main reasons for
consumer preferencefor abrand inany product category. Thus, superior perceived
quality can also be used to position the brand.

4. Brand loyalty

A cugomer isbrand loya when he purchasesonebrand fromamong aset of aternatives
conssgtently over aperiod of time. Inthetraditional sense, brand loydty wasaways
considered to be related to repetitive purchase behaviour. For some products, such
as, purchasing ahouse or anautomobile, repetitive purchase behaviour may not occur.



Inthese situations, attitudina brand loyalty, i.e., consumer fedlings about the brand
that was purchased, and their inclination to recommend the brand to othersare measured.
Brand loyalty isusualy rated asthemost important indicator of brand equity because
loyalty develops post purchase and indicates aconsstent patronage by acustomer
over along period of timewhereasal other ementsof brand equity may or may not
trandateinto purchases.

Brand loya customersform the bedrock of a company. Higher loyalty levels
lead to a decrease in marketing expenditure as such customers act as positive
advocates for the brand. Besides, a company can introduce more productsin its
portfolio that are aimed at the same customers at |less expenditure. It also actsas
a potential barrier to entry for new players and gives time to the company to
respond to competitive threats The bargaining power of the company with the trade
channel membersis stronger when there are many loyal customers who would only
buy the company’s brand. In this case, the retailer merely distributes the
manufacturer’s products.

5. Proprietary brand assets

Proprietary assetsinclude patents, trademarksand channel relationships. These assets
arevauableasthey prevent competitorsfrom attacking the company and prevent the
erosion of competitive advantagesand loyal customer base.

All activitiesof thefirm determinebrand equity. These activitiesmay enhance or
diminish the brand value. Activitiesthat are synchronouswith the overal vision for the
brand enhance equity, and any activity that goes against thisoverall vison reduces
brand equity.

4.4.2 Leveraging Brand Equity

Companiesthat build brand equity capitalize on such strong brands by using themto
launch new productsin other categories, or serving other customer segmentsinthe
same category, or serving the same customersin the same category better. Themain
purpose of using the same brand name isto take advantage of the value and power
that the brand commands, rather than building acompletely new brand, whichwould
entall ahuge expenditure, and wouldtaketime.

Brand stretching/ Brand extension—
vertical extension Use an established
—Enter premium or brand name in new

va ue segments product categories,
with same or new related or unrelated
brand name

Line extension—New
variants, such as, new
formulations, SKUs, models,
colours within same category
under same brand name

Fig. 4.6 Leveraging Brand Equity
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1. Brand extension

Brand extension isthe use of an established brand name in new product categories.
The category to which the brand isbeing extended canberelated or unrelated to the
exigting product categories.

Brand extension in unrelated marketsmay result inloss of credibility if abrand
nameisextended too far. A company hasto find out the product categoriesinwhich
the established brand name will work and the product categoriesin whichit will not
work. To be ableto do that, the company hasto find asto why the brand nameis
successful initscurrent business. It may find out that customersinthe current business
desreluxury and exclusivity, and the brandis correctly postioned. It isoffering luxury
and exclusivity. If the customers of the new businessalso desireluxury and exclusivity,
thebrand namewill work inthe new business. If values and aspirations of the cusomers
of the new business match those of the original business and if these values and
aspirationsareembodied inthe brand, it islikely to be accepted by customersinthe
new business.

Advantages of brand extensionsin releasing new products arethat it reduces
risk and isless costly than alternative launch strategies. Customersappear to attribute
the quality associationsthey have of theorigina brandto the new product. An established
name enhances consumer interest and willingnessto try the new product bearing the
established brand name. Since the established brand isalready well known, the task
of building awarenessfor the new product iseased. Advertising, selling and promotiond
costsarereduced. Thereislikelihood of achieving advertising economies of scale
snce advertisementsfor theorigina brand and itsextensions reinforce each other.

But brand extensonsthat offer no functional, psychological or price advantage
over rival brandsinthe new category oftenfail. Thereisaso the danger that management
may not provide enough fundsfor thelaunch believing that the spin-off effectsfromthe
original brand namewill compensate. This canlead to low awarenessand trial. Also,
bad publicity for one product affects reputation of other products under the same
name. A related problem is the danger of the new product failing or generating
connotationsthat damagethe reputation of the core brand.

A magjor test of any brand extension opportunity is to ask if the new brand
concept iscompatiblewith the valuesinherent in the core brand. Brand extensionis
not viable whenthe new brand isdeveloped for target customerswho hold different
vauesand aspirationsfromthosein the original market segment.

2. Line extension

New variants, such as, new product formulations, flavours, SKUs(szes), models or
colourswithinthe same product category are launched bearing the established brand
name.

Lineextensions can be useful to reachout to new customer segmentswho seek
new benefits, hitherto not being offered by the brand in the category. For instance,
launching anew shampoo variant aimed at consumers seeking solution for adry, itchy
scalp under the existing shampoo brand name makessense. Lineextensionsareaso
useful inreviving consumer interest inadull product category. In some categories,
variety isadesirableattributefor consumers.

However, line extension leads to managerial focus on minor modifications,
packaging changes and advertising rather than onreal innovations. Cannibalization



canasooccur, i.e., the new brand variantsgains sdles at the expense of the established
variants of the same brand.

3. Brand stretching or vertical extensions

The company may sense an opportunity inthe premium or/and value segments of the
market, besdesitsexisting markets. The company entersinto these premium or/and
value segments as well. These movements are called upscaling and downscaling

respectively.
Companiesengage in brand stretching because:
e EXxisting marketsmay be saturated
e They sensenew opportunitiesin the premiumor popular segments of the
market
e Competitionintheexising segmentsisintense
Brand gtretching strategy can be practised inthreeways:.

(i) Upscding or downscaling the entire brand.

(if) Introducing atotally new brand in the upscaled or downscaled position.
Boththeabovetechniquesrepresent extremes. Almost all companiestread
themiddlepath.

(iif) Treat theorigina brand asthe*mother brand’ and introduceitsoffshoots
intheformof *sub-brands . These sub-brands can be added as:

(8 Prefixesor suffixes.

(b) Describethe calibre of the stretched brand by using appropriate
numbers/'symbols/text abbreviation/words'names.

When upscaling is done using existing brands, it might not be successful as
customersin the premium segments may not accept the brand that waspresent inthe
popular segment earlier. Though upscaling an existing brand may not necessarily fail,
the customersin premium segmentswill not liketo associate with popular brands. To
overcome such associations is an onerous task. Using sub-brands with clearly
distinguishable persondity and vaues, or introducing acompletely new brand may be
necessary in thiscase. A new brand isthe safest option for upscaling asit does not
carry any baggage of associationswith existing market segments. However, it isthe
riskiest and most expensive option aswell.

Downscaling, onthe other hand, can be accomplished easily with an existing
brand, ascustomersin the popular segment are glad to buy abrand that is hitherto
aspirationa, dueto its presence in the more upscale market segment. But the current
customers of the premium brand may not liketo seetheir brand being associated with
adownscale market and will inal probability, stop patronizing the brand. They will
switch to some other premium brand. The company hasto decideif the downscale
segment isreally big enoughto take therisk of losing customersof the upscale segmentt.

Most companieshave been enamoured with the prospect of servingmassmerkets
and have downscaed premium brandsthat they had so painstakingly built for decades,
sometimeseven centuries. They havelost it dl in afew years. And the mass market for
whichthey took thishit, isso littered with entrenched competitorsthat after theinitial
hype of customers being able to own brandsthat they never thought they would own,
the erstwhile premium brands have becomejust one of the competitors. And sincethe
downscaled brand does not have experience of doing businessinthe mass market, it
has even been muscled out of the mass market by the big fish here. Mass markets
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operate by adifferent set of machinationsof scale, quality and price, which premium
brandsfind very difficult to master. Parker pensand many other iconic brands have
followed the abovescript and dug their owngraves Massmearket hasbeenthe graveyard
of many illustriousbrands.

Using sub-brands arealso likely to have smilar effects. The mother brand, still inthe
more premium segment, can face repercussonsif it isnot gppropriately distinguishable
fromthesub-brandinthe popular ssgment. Many consumersfromthe premium segment
can moveto the popular segment, thusresulting inlosses. A completely new brand for
downscaling isabetter option than using sub-brandsfor afirmthat wantsto be active
in both the premium and the popular segments.

4.5 BRAND VALUATION

Brand valuation examines the value of brands. The value of brand has been
acknowledged for over acentury. Brandsare vaued for many different reasons: lega
disputes, planned management, internal communications, managing business, or brand
securitization. With the passage of time, the techniquesto quantify brand value have
evolved.

IBM’sbrand valueisput at $39.14bllion. Thevalue of TCS brand nameis put
at $5.2 hillion in 2012. Tata Consultancy Services (TCS) has added 1.18 million
dollarsin brand value during 2012. TCS also retained its position among the‘ Big 4’
most valuable| T services brand worldwide based on ranking by brand valuation firm
Brand Finance. According to Enterprise | nnovation, David Haigh, CEO and founder
of Brand Finance said that the company’s strong performance across brand-related
activities such as client engagement, community development, sponsorships, and
employee satisfactionhhasearned TCS aplaceinthe diteclub of only threeAA+ rated
IT ServicesBrands. Brand Finance assessesthe dollar value of the reputation, image
and intellectual property of theworld'sleading companies. TCSisalso the single-
largest contributor to the overall TataBrand, whichisnow ranked astheworld's 39th
most valuable brand with acombined brand valuation of 18.17 milliondollars, it added.

The1SO 10668 standard set out an appropriate processto value brands. The
sx important factorsconsidered while evaluating abrand are: i) trangparency;, i) vdidity,
iif) rediability, iv) sufficiency, v) objectivity and financial, vi) behavioura andlegd factors.

Valuation M ethodolgies

Thereare severa methodsto value brand: 1. Cost approach, 2. Market Approach, 3.
IncomeApproach.

The Cost Approach

It calculates the value of a brand as the cost incurred during the production and
development. It is based onthe concept that aninvestor isgenerally not willing to pay
morefor abrand. Sincethisconcept isbased onretrospective data, it doesnot include
acompany’sfuture earnings.

Creation costs method: thisbrand valuation methodology estimatesthe amount
that hasbeen invested in creating the brand.

Replacement value method: thisbrand vauation method etimetesthe investment
required to build abrand withasimilar market position and share.



The Market Approach

Thebrand’svalueistested on what customers have paid for similar products. This
approach isnot commonly used because very few many brandsare bought or sold to
provide acomparative benchmark.

P/E ratiosmethod: the P/E (priceto earnings) brand vauation method multiples
the brand's profitsby a multiple derived from similar transactions of profitsto price
paid based on the value of reported brand values.

Turnover multiplesmethod: thisbrand vauation method multipliesthe brand's
turnover by amultiple derived from smilar transactions.

The IncomeApproach

Thismethod teststhe vaue by referring to the existing value of financial benefits over
therest of thelife of abrand. There are Six waysto use theincome approach. (i) Price
premium, (ii) Volume premium, (iii) Income split, (iv) Multi-period excess earnings,
(V) Incremental cash flow method (vi) Royalty relief method.

(i) Pricepremium method - estimatesthevalue of abrand by the price premium
it generateswhen compared to asmilar but unbranded product or service. This
must takeinto account the volume premium method.

(i) Volume premium method - estimates the value of a brand by the volume
premium it generates when compared to asimilar but unbranded product or
service. Thismust take into account the price premium method.

(i) Incomesplit method - thisvaluesthe brand asthe present value portion of the
economic profit attributableto the brand over therest of its useful life. Thishas
problemsinthat profits can sometimesbe negative, leading to unredlistic brand
value, and also that profits can be manipulated so may misrepresent brand
vaue. Thismethod uses qualitative measuresto decide the portion of economic
profitsto beaccredited to the brand.

(iv) Multi-period excessearningsmethod - thismethod requiresavaluation of
each group of intangible assetsto calculate the cost of capital of each. The
returnsfor each of these are deducted from the present value of future cash
flowsand when dl other assets have been accounted for, theremaining isused
asthevalue of the brand.

(v) Incremental cash flow method - Identifiesthe extracash flow in abranded
businesswhen compared to an unbranded, and comparable, business. However
it israreto find conditions for this method to be used since finding similar
unbranded companies can be difficult.

(V) Royalty relief method - Assumetheoretically acompany doesnot ownthe
brand it operatesunder, but instead licensesthe use fromanother. Theroyalty
relief method uses available data of similar arrangementsin theindustry and
assgnsthe value of the brand asthe present value of future royalty payments.

Purpose of Brand Valuation

Brand valuation has certain functions. It checksvauereporting and thelicensng of a
brand. It hdpsistackling brand disputes and smoothenslegal transaction. VVauation of
abrand aso keegpsatab onthe accounting and helpsin strategic planning. Managing
information about severa brandsbecomes easier with vauation. A company can plan
tax issueswhenit knowsthe value of itsbrands.
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4.6 PACKAGING

Inthe recent times, packaging hasbecomeavery crucia aspect of product management.
Dueto increased competition in the market, manufacturers now need to be more
innovative while selecting packaging for their products so that they can establisha
distinctive edgeinthe market. Apart from providing value addition, packaging also
playsasggnificant rolein enhancing thebrand vaue of aproduct. Besidesthis, packaging
isused asamedium of communicationto explainthe product. Now adays, companies
put alot of emphasison packaging asit helpsthemin attracting consumers.

4.6.1 Concept of Packaging

Packagingisapart of product planning and involves activitieslike designing and
producing the container or wrapping paper for the product. Packaging isalso akind
of branding activity asit helpsin creating some sort of image for the product inthe
minds of consumers. Dueto itsadvertising apped, the packaging isoften considered
asa‘dlent sdesman’. Thepackaging isalso used asan effective salling tool. Packaging
two bottlesof juicetogether inone container ismorebeneficid for the seller asit helps
himinselling two bottlesinstead of one.

4.6.2 Role and Importance of Packaging

The basic function of packaging isto protect the product from any kind of physical
damegeduring trangt and inthe gore. Depending on the nature of the product, adequate
careshould betakento prevent damagefrommoisture, insects or exposureto sunlight.
Packaging also addsvalue through aesthetic appeal. Besidesthis, good packaging
also involvesanimage regarding the quality of the product. Other mgjor functions
performed by packaging are asfollows:
(i) Toassemble and arrangethe content inthe desired form.
(i) Physical safety of the contents from the stage of production till its final
consumption.
(i) Toidentify the product content, brand and the manufacturer.
(iv) Tofacilitatetrangportation, storing and warehouse handling.
(v) To providevaueadditionto theproduct.
(Vi) To encourage cusomersto re-purchasethe product.
(vii) Packaging aso helpsin preventing thelossof product quartity.
(viii) It performsapromotional function by attracting theconsumer’sattention and
gives confidenceto consumers.
(iX) Good packaging iscapable of projecting various qualitiesof the product.
(X) Packaging reinforcesthe brand identity of the company.
(xi) Packaging helpsthe companiesin being moreinnovativein order to attract the
consumers.

(xii) Packaging isasymbol of consumer affluence. The prestige of the product is

maintained with the help of attractive and innovative packaging.

(xiii) Packaging helpsinproduct positioning and differentiation of aparticular brand.
Dueto the above crucid functions performed by packaging, today we have reached a
sagewherecompaniesare sometimesforced to give moreimportanceto the packaging
thanto the product.



4.6.3 Advantages of Packaging

Thefollowing arethe advantages of packaging:

(1) Packaging of the product is something that conveysthe brand image. Keeping
inview the fact that more than half of al purchases are impulse purchases,
consumers are highly affected by well-designed packaging that has an
extraordinary appeal on the mind of consumers. Packaging also helps in
competing with other brands.

(i) Packaging helpsinquickly communicating brand identity of the product. When
consumersfind it difficult to remember aproduct of aparticular brand, they are
reminded of the product by seeing aparticular kind of packaging. For those
brandsthat areheavily advertised, packaging providesalink between advertising
and the product.

(iif) Packaging also helpsin visualy communicating with theconsumers and thereby
persuading themto buy.

(iv) Packaging can help value addition of the product. For example, ‘ Nescafe' or
‘Horlicks' bottlesare being reused at home and thus such products provide
additional valueto consumersover and abovethe premium attachedtoit.

(v) Packaging provides a hygienic condition for the product. Without proper
packaging, food products may comeindirect contact withgermsand dirt that
may bevery harmful for health.

(vi) Packaging aso providesinformation about theingredientsinsde apackage. It
isasource of information regarding product careinstructions, shelf life of the
product, weightsand measures, etc.

(vii) Packaging makesit convenient to trangport the product fromthe manufacturer’s
warehouseto the consumer. Packaging ensures portability of the product. It is
dueto advancement in packaging that eventheliquid based productslike milk
and oil can be transported great distancesto reach marketsin faraway areas
from the place wherethe product was manufactured.

4.6.4 Disadvantages of Packaging

Packaging improvesthe physicad safety of the product gpart fromoffering convenience
to the consumers, but it also comeswith anumber of disadvantages.

(i) Dueto packaging, sometimesit isnot possible for the consumersto seethe
actual product. They do not even know what are they are actualy buying.
There dwaysremainssome possibility of the consumersbeing cheated. You
may find aninferior quality product behind an attractive packaging.

(i) Packaging makestheproduct more expensive due to the additional packaging
cost. It isultimately the consumerswho have to bear the cost of packaging.
Sometimes packaging represents 40 per cent of the selling price of the product.
Thisholdstrue especialy for the cosmetic sector.

(i) Packaging canalso limit the consumer’schoiceregarding size or quantity or
weight of the product. You may require only one or two Kg of flour but dueto
packaging you will haveto buy five or ten Kg of flour.

(iv) Packaging isresponsiblefor asignificant portion of municipal waste. Though
some waste can be recycled, amajority of it cannot be. Much of thiswaste
becomes asource of environmental pollution.
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4.6.5 Types of Packaging

Thekind of packaging to be used for different products dependsonthe natureof the
product , thelength of the distribution channel, the kind of handling required, wegther
conditions, etc. For example, for liquid productsglass containers may be used and to
protect fragile articles, we should select wooden containers.

Thetypesof packaging can be classified asfollows:

(i) Trangt Packaging: It isakind of packaging that keepsthe product safefrom
the productionto theconsumption sageinthe process of distribution. Sometimes
it isalso known as protective packaging. Great care should betaken keeping in
view the extreme wesather conditions, temperature, etc. Materiasused for this
kind of packaging are wooden containers, drums, tins, efc. Themain stressis
onthesafety of the product.

(i) Consumer Packaging: Consumer packaging isused for delivering the goods
to the consumers. Materials used for thiskind of packaging are plastic bottles,
glass bottles, poly bags, etc.

(iif) ReusablePackaging: Thisinvolvesthekind of packaging which can be used
for someother purposes after the packed goods have been consumed. Under
thiscategory come oil containers, jars, etc. Thefact that these packagescanbe
reused, increasesthe salesvalue of the product to agreat extent.

(iv) Multiplepackaging: Under thiskind of packaging system, severd unitsof the
same product areplaced in asingle container. Here we can takethe example of
packaging of candy bars toffees, cricket balls, towds etcwhicharesoldinmultiple
units. Multiple packaging helpsinincreasing the salesvolume of the product.

4.6.6 Materials Used in Packaging

Themateria used in packaging aproduct dependsonwhat the product is. Different
goodshave different needswhich haveto belooked into beforeassigning the packaging
meterial.

(i) Plastic

Plastic isoneof the most commonly used packaging materiasduetoitslight weight
and low cost. Asit can be manufactured in avariety of shapesand sizes, it allows
manufacturersto make convenient packagesfor usersof different items. Single-serving
food itemsare agood example of how plastic packaging can be used to improvethe
convenience of aproduct.

(ii) Boxes

Another most commonly used packaging meterid iscardboard boxeswhichare chegper
to manufacture and easier to handlethanwooden crates. These days, boxesareusudly
made out of corrugated board to add strength and stability without increasing the
box’ sthicknessor weight. For additiond protection, double-walled boxesareadso used.

(iif) Bubblewrap

Bubblewrap is used as packaging materia because of itseffectivenessin protecting
fragileitemswithout increasing weight or cost. For those small itemsthat require
additional protection, the bubble wrap can simply be wrapped to provide extra
cushioning layers.



(iv) Shrink wrap

The commercial products such as CDsor DV Dsthat requiretamper protectionare
usually packed inshrink wrap. After wrapping theitem, heat isapplied to make the
wrap shrink to fit. Shrink wrap can aso be used for packing perishablefood itemsas
it createsatight sea and keeps moisture out.

(v) Tissue paper

Tissue paper isused inwrapping fragileitemslike glassto fill empty spacesinsdea
container so that the packed itemsdo not shift intransit. Only after theseitemsare
wrapped in tissue paper are they put inside another type of protective container for

shipping.

(vi) Tin containers

These are used for packing liquidslike oil, ghee, etc.
Earthenware

It isan old method of preserving products of liquid neture. Eventoday liquor iskeptin
such containersfor improving the quaity.

4.6.7 Factors in Packaging Decisions

Packaging trends areinfluenced by changing consumer behaviour and environmental
factors. Packaging should be such that the productsare easy to carry and store, and
do not require difficult disposal procedures. Thefollowing aspects should be kept in
mind whiletaking packaging decisions.

(i) Physical protection

The basic purpose of packaging isto ensurethe physical protection of the product. It
should also be able to withstand stresses such as shock, vibration, compression,
dropping, etc. The packaging should also provide protection from hegt, cold, humidity,
dampness, dryness, light, oxidation and contamination, to protect the shelf-life, colour
and flavour of the product.

(i) Product promotion

The packaging should also be ableto project aqudity imagefor the product. There
should be spaceto display the product information regarding suchmattersasweight,
contents, shelf life, names of the manufacturer and instructionsfor use. It should also
carry safety warnings, if necessary.

(iii) Convenience of storage

The package should be such that it can be conveniently stacked and should easily be
trangported.

(iv) Package size

The size of the packaging differsfromproduct to product, depending onthe size and
nature of the product and quantity that isto be packed in each packet and depending
on the quantity usually demanded by the consumer.
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(v) Packaging cost

The packaging cost addsto the product cost and thus care hasto betaken to ensure
that it does not adversely affect the economy factor.

4.6.8 Packaging Srategy

Packaging playsavery significant rolein promoting products. For amanufacturing
company, packaging isanimportant part of itsstrategic marketing mix. Packaging of
consumer productsisdesigned keeping in mind the following purposes:
(i) Toimprovethe packaging of anexisting product
(i) Toadd anew product to anexisting product line
(i) To pack anentirely new product
There aresevera reasonsfor theredesigning existing package.

¢ Sometimes, acompany may decideto redesignthe packaging in order to givea
new lease of lifeto amaturing product by updating itsimage or adding anew
featureto the package.

e A company may redesign the package as aresponse to acompetitive threat
fromanew product that ismore visible on the shelf.

e Another strategic reason for package redesignisthe changesinthe nature of
theproduct.

e Sometimes economic factorsmay require less or more expensive packaging.

¢ Product linerestructuringand dterationsin market strategy like segmenting the
product for different age groups.

¢ Promoting new usesfor aproduct may also compel acompany to redesignthe
packaging.

Another reason for package redesign can be the company’s decision to extend a
product or brandline. The packaging strategy may reflect an effort of the company to
integrate the benefits of the new featureinto the existing package in such away that
customerswill beableto easlly differentiateit fromother productsintheline. However,
inthisgrategy thereisalwaystherisk that the new package may confusethe customers
andretallers.

Package designing for an entirely new product may require the packaging
designer to ingtill consumer confidence in an unknown product or brand, and toinform
thebuyer about the product’ suses and benefits. The mogt chdlenging task isto develop
packaging for productsand brandsthat areentirely new to themarketplace. In contrad,
packaging for goodsinthe product categoriesthat areaready established inthe market
isrelatively easy and requiresless education. However inthis case also they need to
overcome competition fromother established products.

Types of packaging strategies

Therearevariousfactorsthat influencethestrategy that afirmuseswhiletaking packaging
decisons. Theseare discussed below:
(i) Money-off pack: A ‘flash’ of quiet onadistinctive colour is superimposed,
highlighting the specia price discount being offered



(i1) Pack in premium: Under thisstrategy, agift ispacked ingdetheorigind product
packageto attract the customers. For example, atooth brushispacked insde
atooth paste pack or ashaving brush ispacked inside a shaving cream pack.

(iif) Coupon pack: Under thispromotiona strategy acoupon of certain valueis
placed ingdethe product package and isusually redeemed from the company
throughtheretaler.

(iv) Premium packaging or reuseablepackaging: Under thisstrategy, aspecialy
developed package is offered to the consumer along with the product. For
example some companies offer teaor washing powder insideare-useable jar
or bucket.

(v) Sef-liquidator: Under thisproduct promotional technique, the buyersare
required to sendto the company afixed number of packagesor product wrappers
asevidence of having bought the product and inreturn the consumersare offered
productsat adiscounted price or they are rewarded with some other product
of thecompany.

(vi) Multiplepackaging: Whileusing thisstrategy, morethan one unit of the same
product isplaced insde the pack. Thisstrategy helpsthecompany inincreasing
sdesvolume.

(vii) Odd-sizepackaging: Odd-sze packaging is used when the companieswant
to avoid any direct comparison with competing products. For example, while
the standard size for ketchup packaging is 500 gramsbottle, Maggi ketchup
waslaunched in400 grams bottles.

However the companies need to be careful whenthey are making even smdl packaging
changesfor established brands and productsdueto the fact that agreat deal of the
company’sinvestment may beat risk if such adecison dienatesor confusescustomers.

4.6.9 Emerging Trends in Packaging

Packaging trends keep emerging. Some of the new packaging trendsare:
1. Usng greendternativesand reducing weight of packaging dueto environmental
rules
Using Retail Ready Packaging (RRP) dueto cliental obligations
Using anti-dip paper to sabilize cartons
Using load securing techniquesto minimize delays and prohibit accidents
Using green polymers
Reducing packaging volume

Using time temperature indicator (TTI) for food security. It prevents food
contamination or poisoning

N o o s~

4.7 SUMMARY

Some of theimportant conceptsdiscussed inthisunit are;

e Companiesneed to communicatethe differential value of their productsto the
customers. For this, companiespostion their productsafter considering three
magjor eements: (i) Target market, (ii) Differentia advantageand (jii) highlighting
the differential advantageto create auniqueidentity.
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14. What are the ways in which
a company can use
packaging?

15. List the various types of
packaging.

16. How is money-off pack
different from coupon pack?
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Itisvery important for companiesto create strategic positionsfor ther products.
The strategy should comprise aunique set of tasksthat will set it apart fromits
competitor. Therearethreewaysto strategically positionaproduct, depending
on how it isbased: (i) variety-based, (ii) need-based and (iii) different customer
groups-based

Successul postioning of products need to set certan mindsetsamong customers.
(i) (clarity), (i) consitency, (iii) credihbility, (iv) competitiveness, (v) differentiated
offering.

It isalso important for company to position itsproduct for various customer
groups, and thiscan't be possble without diluting the positioning.

Companies develop their productsinto brandsto make agreater impact on
customers. They assign certain design, packaging and benefitsto aproduct to
raise cusomer curiogity. Once customersstart approving of abrand, it becomes
areputed brand. The brand eventually becomesthe character of the product or
the company.

The presence of variousfactorsisnecessary for abrand to stay in the customers
minds. Theattributesare: i) brand benefits, ii) brand relevance, iii) balanced
pricing strategy, iv) apt positioning, v) consistency of quality and presence,
vi) sensible brand hierarchy, vii) planned marketing activities, viii) sustainable
support tothebrand, ix) regular check of brand equity.

There aretwo types of brands. a) manufacturer’s brand, and b) own label or
digtributor or sorebrand. Thefird typeiscreated by companiesand the product
bearsthe company’schosen brand name. M anufacturer builds brand equity.
The second category is created and owned by channel intermediaries, such as,
retailersor digtributors.

A brand iscreated by enhancing acore product with distinctive values so that
customers can distinguish it from the competitor’s product. A brand works
when certainfactorswork together, such asquality, positioning, repositioning,
well-balanced communication, being apioneer, long-termprospectiveand interna
marketing.

Sometimescompaniescreste asingleumbrdlaimagethat coversal itsproducts.
Insuchascenario, the products assumethe name of thecorporate. Such branding
istermed ascorporate branding.

Brand imageisthe overall impression of abrand inthe consumers mind. It is
usually aset of thingsthat thetarget customer associatesthe brand with. Brand
imageisautomeatically formed, depending onthe product’s appedl, ease of use,
functionality, fameand overal value.

Brand equity isthefame and thefinancial value of abrand. While measuring the
monetary worth of abrand, thefollowing thingsare consdered: a) awareness,
b) brand association, ) perceived quality, d) brand loyalty and €) proprietary
brand assets.

Brand extensionisthe use of an established brand namein new products. The
category to whichthe brand is extended isnot necessarily related to the existing
categories. The processisless costly and reducesrisks of market failure of a
product. Before acompany decides on brand extension, it isimportant to add
some benefitsto the product. Otherwise, thenew product islikely to fail.



¢ A brandisvalued, depending onitsoverdl features. Thereare threeimportant

approachesto evduate abrand: 1. Thecost gpproach, 2. The market approach,
and 3. Theincome approach.

e Manufacturersuseinnovative packaging for their products so that they can

establishadigtinctive edge inthe market. Apart from providing value addition,
packaging aso playsanimportant roleinenhancing the brand vaueof aproduct.
Packaging isalso used asamedium of communication to explain the product.

Thefour typesof packaging are: i) Transit packaging that keeps the product
safefromthe productionto thedistributors; if) Consumer packaging isused for
delivering goodsto the consumers; iii) reusable packaging usesthose packages
that can be used after the packed goods have been consumed; iv) multiple
packaging placesseverd unitsof the same product inasingle container.

The various types of material used in packaging are: plastic, boxes, bubble
wrap, shrink wrap, tissue paper, tin containers and earthenware. While using
any of these materials for packing, there are several factors that decide a
packaging trend: @) physical protection, b) product promotion, c) storage
convenience, d) package size and €) packaging cost.

While packing products, various strategiesarefollowed to give the product an
edge and visibility. @) money-off pack, b) pack in premium, c) coupon pack,
d) reusable packaging, €) self-liquidator, f) multiple packaging and g) odd-size
packaging.

4.8 ANSWERS TO ‘CHECK YOUR PROGRESS

1.

The three magjor elements of product positioning are: (i) target market,
(ii) differentia advantageand (iii) highlighting the differential advantageto create
auniqueidentity.

. Thethree sourcesof srategic positioning are: variety-based, need based and

customer group based.

. The important aspects of successful product positioning are: (i) (clarity),

(if) consgtency, (iii) credibility, (iv) competitiveness, (v) differentiated offering.

. Companiesposition the same productsfor various customer groups. Thisis

made possible by diluting the positioning, and making the product available to
different customer sets. Thisprocessiscaled dilution of positioning.

. Branding means developing productsinto brands by endowing them unique

design, benefitsand characterigtics. Brand isthe character of aproduct.

. Thetwo typesof brandsare: manufacturer brand and digtributor or retailer brand.
. Brands are built by acombination of seven factors: i) quality, ii) positioning,

iii) repogtioning, iv) well-balanced communication, v) being apioneer, vi long-
term prospective and vii) internal marketing.

. The system, under which the products of acompany assume the name of the

corporate, iscaled corporate branding.

. Brandimageisthe overal impresson of abrand inthe consumers mind.
10.

The various elements that affect brand equity are: a) awareness, b) brand
association, ¢) perceived qudlity, d) brand loyalty and €) proprietary brand assets.
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12.

13.

14.

15.

16.

. Companiesresort to brand extensionsby releasing new productsunder the same

name becauseit reducesrisk and isless costly than alternative launch strategies.

Brand equity takes a stock of the financial worth of a brand, while brands
valuation evaluatesthe entire set of characteristicsof abrand.

Thethreeimportant waysto evaluate abrand: 1. The cost approach, 2. The
market approach, and 3. Theincome approach.

A company can use packaging to establish adistinctive edge over the market.
Apart from enhancing the brand value of aproduct, packaging isalso used to
communicatethe natureof the product.

Thevarioustypesof packaging are: i) trangt packaging, ii) consumer packaging,
iif) reusable packaging, iv) multiple packaging.]

Inmoney-off packs, a‘flash’ of ditinctive colour issuperimposed, highlighting
the specia discounted price. In coupon packs, acoupon of specificvaueisput
ingdethe product package and it can be redeemed by the customer throughthe
retaler.

4.9 QUESTIONS AND EXERCISES

Short-Answer Questions

1.

What isthe objective of product positioning?

2. Lis theattributesthat lead to the successof abrand.

o O~ W

. Inbrand positioning strategy, how is positioning different from repositioning?
. Mentionfour conditionsthat help in determining abrand’sequity.

. What isbrand stretching?

. Differentiate between cost approach and market approach?

. List four advantages of product packaging.

Long-Answer Questions

1.

o O~ WD

Withthehelp of adiagram, explain the criteriarequired for successful product
positioning.

. “A brand isboth abstract and real.” Discussthe statement.

. Discussthe differences between amanufacturer brand and aretailer brand.

. Explainthe concept of brand equity. How isit measured?

. Discussthe prosand cons of brand extension.

. Explaintheroleof packaging product management. How does packaging give

anedgeto aproduct?

. Describethevarioustypes of packaging strategies.
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5.0 INTRODUCTION

Likeevery object inthisworld, each product hasalifecycle. Fromthetimetheideaof
aproduct is conceived by acompany, to thetimeit stops selling, it undergoesthe
various phasesof aproduct lifecycle (PLC).

Inthisunit, we shall discussthefour phases of aPL C that influenceacompany.
Based on PLC, acompany’s product either survivesor disgppearsfromthe market.

At thefirg stage, called theintroductory stage, aproduct isintroduced inthe
market among the customers. Thisstageisusualy planed, where acompany triesto
attract target cusomer segmentshby highlightingitsdifferencesasitsbendfits. Oncethe
product is stabilized in the market, the company concentratesin thenext phase: the
growth stage. At thisstage, the company triesto promotethe product asabrand and
reapsgrest profits.

The next phaseisthe maturity stage, where the product hasadefined clientele.
At this phase, the company triesto promote brand loyalty, so that customersdon’t
switch over to some new entrant inthe market. The company also doesn’t incur more
costsonthe product. Thentheproduct beginsto age, and itsdemand beginsto decline.
At thelast stage, called the decline stage, companieseither try to revive the dying
product by renewing the design or adding some new qudlities, or just withdraw the
product fromthe market.

Usually, bigger firmswith large resourceshave abackup planfor the decline
stage. They ether introduce anew product or repackage the product as an advanced
itemwith added qualities. Smaller firmswho lack resources, accept the death of the
product.
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Aswe make progressin thisunit, we shall learn the various advantages and
limitations of aPL.C, and also discusshow organizations make use of the PL.C concept
to swimahead inthe market.

5.1 UNIT OBJECTIVES

After going throughthisunit, you will be ableto:
e Digtinguishthevariousphasesof product life cycle
¢ Analysethe variousadvantages and disadvantagesof product lifecycle.

¢ Discussthe functional management strategies used in the various phases of
product lifecycle.

¢ Describetheusesof product life cycleasastrategic marketing tool
Explain theaspectsof industry life cycle.

5.2 PHASES OF PLC AND THEIR FEATURES

Every product goesthroughalifecycleright fromitsinception till decline. The concept
of PLCisbased onthebiologica life cycle. Inthe case of atree, first aseed isplanted,
then, it beginsto sprout. After that, comes astage when leaves shoot out, followed by
the emergenceof roots. After another period of time, likean adult, the plant beginsto
shrink and die. The stage of planting of trees can be categorized astheintroduction
stage. The sprouting can be compared withthe growth stage and smilarly shooting out
of leavesand emergence of rootscan be considered asthe stage of maturity and the
stage of shrinking and dying of plants can be compared to the decline. A similar theory
appliesto thelife of aproduct. Oncethe product isdeveloped, it islaunched inthe
market. Asit grows, it atractsmoreand more cusomers Withthe gradud stabilization
of the market, the product reachesthe stage of maturity whilegaining the confidence
of moreand more customers. But thisstage does not continue for long asthe product
faces competition fromsuperior productsfrom competitorsand eventualy facesdecline
and hasto bewithdrawn.

5.2.1 Significance of Product Life Cycle

For amarketing manager, the concept of product lifecycleis central to the product
marketing strategy. It isbased onthefollowing notions:

(i) Assoonasthe product islaunched inthe market, it startsalifecycle.

(i) Every product has, birthand desth, i.e. introduction and decline. Theintervening
period is characterized by growth and development.

Taking into consideration the stages through which aproduct travelsduring itslife
period, it may be prudent for amarketer to devise a marketing strategy which is
appropriateto therelevant stage in the product’slife. The product isintroduced in
the market at the pioneering stage, and initially, the responseislimited. It will take
sometime beforethe sales pick up. It isonly after the product receivesthe customer’s
faith and confidence that the sales go up during the growth stage of thelife cycle.
Now as more and more competitors enter the market, the rate of growth islikely



to come down but the total saleswill go up. Then comesthe stage when, in spite
of the best efforts of the marketers, the sales of the product amost come to a
ganddtill. Thisgtageinthelifeof the product iscaled the saturation stage. Henceforth,
the sdlesarelikely to decline and the product diesat the end. Though every product
passesthrough these stages, thetime spanfrominvention to declinediffersfromone
product to another.

Decline

® Adding new Seek to build
features product awareness

e Reduce costs | @d developa

e Discontinue market for the

product

Defend market Seed to build
share while brand preference
maximizing profit | and increase
market share

Maturity

Fig 5.1 Product Life Cycle

Someproductsfail a theintroductionstageonly. Thereareproductsthat continue
to remain inthe market because of consumers demand. The length of thelifecycle
from one stageto another isgoverned by variousfactors At theintroduction stage, the
product requires alarge scale advertisement and promotional campaigninorder to
sudtainitself inthemarket. In casethe marketer failsto provide such support, thelife
cycleof theproduct islikely to bevery short. At thegrowth stage, the product isfaced
with thesituation of growing competition fromrival marketers, who offer improved
productsat acheaper price. Inother words, right fromitshirthtill itsdecline or death,
theproduct hasto face different competitive environments and its capacity to adjus to
these environmental factorsdeterminesto agreat extent the degree of successof the
product.

5.2.2 Sages of Product Life Cycle

1. Introduction sage

Asexplained above, thisisthe stage of launching anew product inthemarket. The
length and duration of this phase dependson the pace at whichthe product penetrates
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Skimming pricing strategy:
The product is offered at a
high price to a very selective
segment of consumers—
primarily the innovators and
early adopters, who can
afford to pay a premium

price

Penetration pricing
strategy: Price of the
product is kept very low in
order to attract the largest
possible number of new
buyers at the early stage of
the product life cycle
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into the selected market segment. Thisstage continuestill theawarenessof the product
Is high enough to attract a large consumer base. The important features of the
introductory stage of the product lifecycleare:

(i) A highfallurerateat the product, launching stageitself
(i) Not enough competitionfromrival companies
(i) Limited product distribution base

(iv) Frequent product modification, depending ontheresponse fromusersand their
feedback

The product launching stage causes heavy financial lossto the company dueto the
high promotional cost and low salesvolume. At thisstage, the primeobjective of the
company isto create product awarenesswhich requires huge marketing expenditure.
Suchexpenditureat theintroductory sageisconsdered asaninvetment inthe product’s
future. Sincethe product isintroduced inthe market at avery competitive price, the
quantum of profit iseither very low or negligible, but at the sametime, therisk factor is
very high. Theprice of the product will depend on the uniquenessand exclusveness of
theproduct.

At theintroduction stage, the company offersonly alimited editionof the product.
For example, when Maruti Udyog launchedits car intheearly 80s; it offered only the
‘Maruti-800" version and thiswas priced very high and thuswas not withinthe common
man's budget. The company offered benefits like safety and fuel economy when
compared with existing productslike the Ambassador and Premier Padmini.

Pricing strategy
A company hastwo basic strategic optionsfor pricing:

(@ Skimming pricing strategy: Under thisstrategy, the product isoffered at a
high priceto avery selective segment of consumers—primarily theinnovators
and early adopters, who can afford to pay apremium price. The offered product
hasto bedistinctive. The growthin sales can be achieved with planned price
reduction.

(b) Penetration pricing strategy: Under thisstrategy, the price of the product is
kept very low in order to attract the largest possible number of new buyersat
theearly stage of the product life cycle.

In boththe strategic pricing options, pricing isdoneinsuch away that the scope for
further changein the strategy remains open during the subsequent stagesof thelife
cycle. Asper the skimming pricing strategy, an attempt should be madeto retainthe
product’s exclusiveness as long as possible. It may not always be possibleto earn
profitsduring theintroductory stage, but at the sametime, it isthe responshility of the
marketer to ensurethat theintroductory pricing strategy preparesthe stagefor future
profitability.

Thedigtribution strategy during theintroductory stage of the product life cycle
should ensurethat the product ismedereadily availablein thetargetted market segment.
Thefailure of the company to implement an effective distribution strategy will negate



all the positive work done by the marketer during the early stages of the product life
cycle
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Fig. 5.2 Product Life Cycle Graph

2. Growth stage

After crossing theintroduction stage, the product entersthe growth stage of thelife
cycle. Asmorethan 95 per cent of the productsfail during theintroduction phase, only
theremaining 5 per cent enter thegrowth phase, whichis marked by intense competition
fromtherival product companies. Asaconsequence of thiscompetition, the product
isnow offered inamoreattractive form and packaging and at acompetitive price. The
main characteristicsof the growth stage are asfollows:

(i) Intensecompetitionfromfellow marketers

(ii) Profitablereturn

(i) Rapid demand and salesgrowth

(iv) Wide product popularity and recognition from customers

(v) Highadvertising and digribution cost

(vi) Reductionin per unit cost dueto higher production demand
The growth stage of thelife cycleisthe most suitable to acquire maximum market
share. However, utmost care should be taken to ensure that this does not lead to
draining of the company’s profitahility.

During the growth stage, marketers concentrate on cultivating the selective

demand. Themarketing strategy involves either the  niche marketing strategy’ or the

‘focused marketing strategy’ . The growth phase also putsan end to themassmarketing
approach.

The product digtribution strategy remainsvery crucid during the growth phase
of thelifecycle. The successof the marketing srategy during this phase will depend on
getting enough shelf spaceinretail outlets, which these days, are controlled by asmall
number of powerful multiple operators. Thisstage also witnessesthe establishment of
the hierarchy of brand leaders. The consumers make their brand preferences
accordingly.
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During this phase, all possible attempts should be made by the company to
optimize the product’s price. Thiswill ensure that there is enough opportunity to
maximizethe profit towardsthe end of this period. Asthe growth period tendsto lead
towards profits, there is the likelihood that market shares of the product will get
sabilized. Thisphasewill aso witnessthe emergenceof brand leaders.

3. Maturity stage

Therethetwo basic reasonsfor the surviva of the product during the growth stage
and their successful entry inthe maturity stage.

(8 Competitive strength of the product, and (b) Customer’spassion to acquire
these products

Themagjor characteristicsof thisphase are:
(i) Slowing down of salesgrowth and profits
(i) Cutthroat competition whichleadsto apriceand promotiona war
(i) Differentiation and re-differentiation of the product

(iv) Withdrawal of marginal manufacturersfromthe market who cannot sustainthe
pressure of competition and reduced profit margin

This phase also witnesses the decline of market growth. The growth, if any, can be
achieved only at the expense of competitors. That iswhy this stage callsfor asustained
promotiona campaignin order to retainthe existing customer base. Taking adecison
regarding the promotiona budget will also bevery difficult dueto reduced profit margin.
Every possible attempt should be made to avoid any price war because the
consequence of price cutswill bevery serious, like reduced revenuefor al marketing
participants. Theaim of the price reduction should beto increasethe purchase level
which can then offset any revenueloss.

4. Decline phase

During this phase, market demand of the product facesgradual decline. Thisisdueto
achangeinthe consumers' preferences, who are now looking for more convenient
and better products. Due to adecline in the demand for the product, the industry
offersonly alimited version of the product. The number of competing firmsalso get a
reduced customer’svalue perception and the product also undergoesachange during
thedeclinephase, of aproduct’slife cycle. Hence, themarketersareleft with no other
option but to abandonthe product.

But at thesametime, it will beworthwhilefor marketersto explorethe possibility
of giving anew lease of lifeto the product, particularly keeping inview thefalling
number of competitors. While making an attempt to extend thelife of the product, the
management should give more emphasison gtrict cost control. Because, during the
decline phase, cost control isthe only method of ensuring profitability.

5.2.3 Factors Affecting Life Cycle of Product

The length of the product life cycle is governed by several factors. the pace of
technological change, level of market acceptance and entry of other competitive
productsinthemarket. The crucia factorsaffecting thelifecycle of the product areas
follows.



1. Changing technology

The life cycle of product is immensely influenced by the changing technological
environment inthe country. In casethe technology ischanging very fagt, it will lead to
anew breakthroughin product improvement and product innovation. Asaconseguence
of thesame, thelife of the old technology-based product is cut short and the consumers
now switch over to the new product which ismore advanced in terms of technology
and innovation. Thisfact can further beillustrated by comparing thelife cycle of a
product inthe USA and India. Asthe technological changeisfaster and morerapidin
the USA comparedto India, thelifecycle of the product thereis much shorter.

2. Rate of acceptance of the product by the customer

Therate of customer’s acceptance of theproduct also affectsthe product’slifecycle.
In casetherate of acceptance by the customer isvery fast, thelife of the product is
likely to bevery short. It isbecause customerswho accept oneproduct easily today,
can accept another product tomorrow and the existing productswill soon find no
demand inthe market.

Inasimilar fashion, if the customer’s acceptance of the product isslow, the
product lifecycleislikely to bevery long. Inthe case of adeveloping economy like
India, sincethe market acceptance of the product isvery slow, thelife cycle of the
product isusudly quitelong.

3. Level of competition in the product market

Theleve of competitioninthemarket also affectsthelength of the product lifecycle.
If the markets are very competitive and new products find an easy entry into the
market, life cycle of the product will bevery short, asdueto easy entry of new products,
the customerswill be easily getting an opportunity to look for aternative products. In
thesameway; if it isvery difficult for new productsto enter the market, thelife cycle of
theexigting productswill belonger.

4. Risk-taking capacity of the producer

The extent to which an enterprise can take risks, also determinesthe length of the
product lifecycle. If the risk-bearing capacity of thefirmisvery high, they can keep
the product diveinthe market for alonger period of timeasthey are ableto facethe
market challenges effectively. For example, in casethe product isnot doing very well
inthemarket, the firm can il take arisk by undertaking ahuge advertising and sales
promotion campaignto maintainthe competitive level inthe market. However, inthe
case of those enterpriseswho cannot take high level of risk, they will beleft withno
option but to withdraw their product fromthe market. Insuch acase, thelife cycle of
the product will be very short.

5. Brand image/good will of the product

I n case the company has been ableto build abrand image and good will for its product
inthe market, it can ensure along lease of life for the product as compared to the
products of other companiesthat do not enjoy suchimageand goodwill.
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5.2.4 Reasons for Change in Product Life Cycle
Thetwo mgjor factorsthat play asignificant rolein product life cycleare:
1. Changing needs of the customer

Among thevarious environmental factorsthat determinethe length of product life
cycle, themost crucial isthe customer’sneed for a capable product which can satisfy
human needs. With the gradual increasein customer awareness and also dueto the
increasein hisdisposableincome, the customer’s need and aspirationsalso undergoes
achange. Suchachange canvery easily be noticed today if wetakeinto consideration
thelarge scalerevolutionin electronic media, which hasled to arevolutionin markets
and products. Dueto theactiverole played by the electronic mediain product marketing,
the demand for the product that had faced adeclineor stagnationin the past, suddenly
went up and the company witnessed a spurt in sales from an unexplored market.
While customersfrom metrosand citiesnow look for more sophisticated products,
customersfromrural areasget more satisfaction from basic versonsof the product.
The companiesthat are more sensitive to such changestaking placeinthe customer’s
needs are competent to incorporate such changesintheir product strategies. Thisfact
can beillustrated with the example of invention of the Walkman. Before theinvention
of the Walkman, people in the United States and also some other countriesused to
carry alarge portable music system on their backswith avery high level of sound
which used to disturb others. This very fact led Sony to develop asmall portable
music system known as the Walkman.

2. Invention of improved and efficient products

Dueto new technological breakthrough and rapid technological changes, companies
are now more competent to develop auser-friendly, atractive and low-priced product.
Rapid development in packaging technology has also helped companiesin capturing
themarket. For example, tetrapacksand PET bottles helped soft drink manufacturing
companiesto capturethe selected target market. Development inthefield of packaging
helped in making the product convenient to use, carry and preserve. Similarly, the
concept of any timemoney or Automated Teller Money (ATM) and I nternet banking
helped the banking sector in expanding their market base and it also provided the
customerswith morevalue added feasturesand benefits.

Check Your Progress

1. When does the life cycle of
a product start?

2. What are the two types of
pricing strategy?

3. Mention the two reasons
which help a product
survive during the growth
stage and while entering the
maturity stage.
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5.3 USES AND LIMITATIONS OF PLC

5.3.1 Usesof PLC

¢ Product lifecycle analysis forcesacompany to manage its product portfolio
proactively instead of letting market forces shapeit. It hasto ensurethat there
are not too many productsin any one stage of PLC. It may feel the need to
replace old products with new ones. It needs to have a balanced product
portfolio. A company with al itsproductsinthemeturity sagemay be generating
profit today but as the products enter the decline stage, profits may fall. A



balanced product portfolio would contain some productsin the growth stage, Product Life Cycle (PLC)
and some in the maturity stage. It would also be working on new product
concepts, and overseeing itsexit fromafew markets. A smart company consders
itsproduct portfolio asan interrelated set of profit-generating assetsthat need
to be managed asagroup.

e A company that introduces anew-to-the-world product isin avery powerful
position because it does not have any competitors. It may be prompted to
chargeahigh price because customersdo not have any aternate supplier to go
to. But unlessthe product is patented, competition will enter during the growth
phase and makeit difficult for thepioneer to charge high prices. Customersget
angry when they find the pioneer reducing its high price due to competitive
pressures. They fedl that the company hascharged themahigh pricewhenthey
could afford not to. A company which understands the concept of PLC, will
realize and estimate the eventual entry of competitors, and will take that into
account whenthey shape their early strategiesof market entry. Infact, smart
pioneerswill pricethe productsat alow price so that the potential competitors
do not consider the market attractive enoughto enter it. If pioneersdecideto
be content with low margins, they can keep off competitors, at least those
which pursuemarketspurely for profitsand do not have strategy and preference
for entering new markets. Genuinely interested competitorswill fill enter the
market, but they will betherefor thelong haul and their strategies and moves
will be more predictable and manageable.

e Product life cycle analysis reminds a company that a time may come when
customerswill no longer need itsproducts, and that they till may beasgood as
when they were wholeheartedly buying its product. It hasto learn to move
on—try to servethe customer needinthe new way that hascome up, or simply
exit and start anew business. It hasto keep working on new product concepts,
so that asand when it findsaproduct in adecline stage, it hasafew products
that it can launch soon.

e Product lifecycleanalysisremindsacompany that itsmarket will Sagnate, and
that it cannot grow at thefrantic pacethet it hasbeen doing inthe past. Therefore,
it should plan its expansion prudently, and not the let the rate of growth of the
growth stage determineitscapacity. Companiesthat basetheir cgpacity decisons
ontherateof progressof growth stage, end up having more capacity than it
reguires, and henceits cost of production per unit ishigher than competitors
who scaled down growth projectionswhen they took their capacity decisons.

e A company needsto follow different strategiesin the different stages of the
PLC, andthereforeit needsto estimate when astageislikely to end. It needsto
believethat thestrategy that hasworked in one stagewill betotaly inappropriate
inthe next sage, and henceit needsto beready with anew strategy beforeits
product entersthe next stage.

5.3.2 Limitations of PLC

NOTES

¢ All products do not follow the classic S-shaped PLC curve. The sdle of a
product may rise sharply, and then fall al of asudden, signalling the demise of
the product. This phenomenon istruefor fads, asit happened with pagers.
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4. What is a balanced product
portfolio?

5. Mention two products that
stay in the maturity stage
for alonger time period.
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There wasnothing wrong with pagers—it isjust that mobile phonescametoo
soon after pagerscameinto the market. And there are productslike soap and
toothpagte, which areinthematurity sagefor along time, and show no indinetion
to enter thedecline sage any time soon. Even some brands have shown great
tenacity, and brand managers have been able to reinvent brandsand put them
back inthegrowth stage repeatedly.

e PLCistheresult of marketing activities, and is not the cause of variability in
sales. Itissimply apattern of salesthat reflects marketing activity. Salesof a
product may stagnate because it has not been promoted aggressively enough,
or becauseit hasnot kept up with competitorsintermsof benefitsand festures.
Therefore, aproduct may have entered the decline stage because it did not
receive enough support, and hence an appropriate strategy cannot beto prune
it—the appropriate strategy will to support it, and seeif it sells.

¢ Theduration of PLC stagesisunpredictable becauseit isgoverned by factors
which are outside the purview and control of any single company. Howsoever
much acompany may try, it cannot remaininthegrowth stageif al the customers
have aready bought the product. Similarly, it cannot escape thedecline stageif
itscustomers havefound an dternativeto servetheir needs.

o A company canfater badly if it adherestoo gtrictly to the prescribed strategies
of various PL C stages. There can be circumstanceswhere gppropriate marketing
strategy in the growth phase is harvest, because the company faces stiff
competition from playerswho aretechnologicaly advanced. Smilarly, acompany
may decideto grow in maturity stage becauseit has developed adifferential
advantage. A company may also decideto grow in decline stage, because it
may seek to dominate whatever market may be left. Marketersmust monitor
thereal changesthat are happening inthe marketplace before setting objectives
and gtrategies.

5.4 FUNCTIONAL MANAGEMENT STRATEGIES FOR
DIFFERENT PHASES OF PLC

At different sagesof theproduct’slifecycle, thereare changesinacompany’ ssrategies
due to changein the number of competitors, intensity of competition and level of
consumer sophistication. A company should also keep track of the development of
subgtitute products.

1. Introduction

Customers may not even be aware of the needsthat the product professesto serve, or
they may believe that such needs cannot be served due to the unavailability of
technologies. Therefore, the pioneer needsto make potential customersawareof their
latent needs, andits solution to those needs. The company builds salesby recruiting as
many customersasit can, and it focusses on building the market share rapidly. It
communicates profusely to create awareness about the product, and makes them
aware of itsgeneric benefits. Customersare suspiciousof the product’s benefitsand
arenot sureif it will servetheir needs, and therefore heavy expenditure on advertising
and persona sdlingisessentid. At thisstage, the product isfairly basic with emphasis



onreliability and functionality, rather than having specia featuresto appedl to different
customer segments. Promotion should stimulatetria. Both advertisement and sales
promotion schemescan be used.

Price can be high as the company would be keen to recover the heavy
development cost that the company incurs. The company can afford to charge high
pricesasthereisno or very lesscompetition. But low pricesare helpful at thisstage as
customers consider buying alow-priced product lessrisky whenthey arenot sure of
its benefits.

Distribution can be patchy as some dealerswill be wary of stocking the new
product asthey may not besure of itsacceptahility by cusomers, but it isvery important
to ensure adequate distribution of the product. Company’s promotional programmes
build up awareness, curiosity and desire for the product but when customersdo not
find the product on the shelves, they tune out the product fromtheir mindsfor avery
longtime. Infact, before the company startsits promotiond blitz, it should ensurethat
the productsare available on the shelves. They may have to provide extra benefitsto
wholesalersand retailersto stock the new product. Most new productsfail dueto
lack of their availability rather than dueto customersnot wanting to buy it.

2. Growth

Customersareaware of the product at thisstage and are convinced that it servestheir
needs. They understand the generic benefits of the product and the company now
builds salesand market share by building brand preference. The product isredesigned
to cregte differentiation, and the promotion laysstress on the benefitsof the differentiated
product. Thefocusison ensuring repeat purchases. The company triesto achievethis
purpose by focussing itsefforts on building astrong brand. A strong brand built at this
stage helpsthe company to fight competition asthey emergein hordesat thisstage.
Thereispressureon pricesdueto entry of largenumber of competitors.

At thisstage, different segments start emerging, and the company hasto make
adecisgon asto which of the segmentsit will attempt to serve. Some pioneerstry to
serve thewhole market with one or afew standard products even when segments
have clearly emerged. Thisisamistake. Focussed competitorswill emerge, whichwill
target specific ssgmentsand take awvay the market share from each of the segments.
Most pioneerslosetheir first-mover advantage by their attempt to indiscriminately
serveall thesegmentsasthey did intheintroduction stage. The pioneer should select
afew lucrative segmentsand target those segmentswith separate offeringsfor each of
them.

Digributionwill bewidened to servethe new segmentsbut channd intermediaries
will now be interested in carrying the product. The product may have to be made
available in different retail formats because customers of different segments buy
differently. Thereforeaproduct may haveto be made availablein acompany-owned
retail sore, departmenta store and adiscount store smultaneoudly.

3. Maturity

Themarket does not grow at thisstage. The company should hold onto profit and
market sharerather than embark on costly competitive challenges. Since acompany
cangain salesonly at the expense of competition, strong challengesare resisted by
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competitorsand canlead to costly promotiona pricewar. Brand objective now focusses
onmaintaining brand loyaty and stimulating repeat purchases. For al but the brand
leader, competition may erode prices and profit margins.

Inthisstage, companiesaretempted to engagein costly promotiond pricewars
to wean away market sharefrom competitors. But suchvictoriesareephemera. Most
companies are not ableto affect permanent shiftsin market shareswith promotiond
pricing. Therefore, instead of trying to match promotional pricing schemes of
competitors, thecompany should focus on strengthening itsbrand by differentiating its
offering. Inthematurity stage, companiesshould redlizethat they cannot grow at the
rateat whichthey did inthegrowth stage. They target unredlistically high growth rates,
whichislargely ahangover fromtheir growth sagetimes Suchtargetsset thecompanies
onthe perniciouspath of promotiona pricing.

Companiesinthegrowth sage should redlizethat the maturity stagewill last for
alongtimeand should put in placealow cost manufacturing and marketing infrastructure
S0 that they are ableto earn adecent returninthe long maturity period. The company
should target small, incremental growth rateswhich they should achieve by shifting
customer preferencesto their brands permanently, by differentiating and strengthening
their brands.

4. Decline

A company should anticipate the impending declinein sales. Thebiggest hurdlein
adoption of suitable strategiesfor the decline stageismarketers' false belief that it is
not coming or at least will not come so soon.

The company should analyse changing customer requirements or/and
effectiveness and acceptability of emerging substitute solutionsto gaugethe speed at
whichits product will become redundant. Sometimes, the customers’ requirements
may have changed dramatically or the emerging solution may be very effective, so the
company will have to make plansto exit the market immediately. Companiesthat
makethis assessment early will get abetter valuefor thebusinesswhenit triesto sl it,
asthemarket may not yet be aware of theimpending decline.

At other times, thecustomers’ requirement may be changing gradually and the
emerging solution may have bugs or may be dow in getting accepted, therefore the
company can planamore gradua withdrawal.

Ingenerd, falling sdlesmay induce companiesto raise pricesand dash marketing
expenditure. Brand loyalty will be exploited to create profits. Product development
will be halted, product line depth will be reduced and promotional expenditure will be
reduced. Only themogt profitable distribution outletswill be retained.

5.4.1 Financial, Marketing and Personnel Initiatives in Different
Phases of Product Life Cycle

Productsrequiredifferent marketing, financial, manufacturing, purchasing, and human
resource strategiesin each life-cycle gage. Resourcedlocation should bein accordance
withthe stagesin the product lifecycle. Thelogic behind it isthat resourcerequirements
vary at different sagesinthelife cycle of aproduct and changesin the sageof itslife
cyclealso determinethe strategic choice. For example, with retrenchment strategy
assigned to aproduct division, you may suggest azero-based budgeting, whichimplies



that resource allocation needsto rely on budget requestsjustified indetail fromits
inceptionrather thaninthelight of dlocationsof the previousperiod. Similarly, marketing
and personnd initiativesare aso influenced by the Sage of development of the product.

1. Introduction phase

Intheintroduction phase, salesmay be duggish since the company createsawareness
of itsproduct among potential customers. Advertising isvital at this stage, so the
marketing budget isoften generous. Thekind of advertising dependson the product.
For example, if the product isintended to reach amass audience, then an advertisng
campaign created around one theme may bein order. Onthe other hand, if aproduct
isspecidized, or if acompany’sresourcesarelimited, smaller advertisng campaigns
would bemore appropriate.

You haveaready learned that theintroduction phaseisthe period of dow sales
growth. Profits in this phase are marginal because of heavy expense of product
introduction. Theoverall marketing srategy inthisphaseisto atract the opinion leaders,
who areessentia in communicating the product’s benefit to consumers. Themarketers
require market datathat help them define the product’s most favourable targeting,
positioning and profiling.

To increase consumer awareness and willingnessto buy the product, the following
activitiesare suggested:

e Developing opinion leaders

¢ Developing media spokesperson
¢ Reducingrisks

e Adapting promotiona mix

e Sampling or couponing

e Broadening product offering

e Modifying marketing channels

2. Growth phase

Inthe Growth phase, promotional activitiestend to focus on expanding the market for
the product into new segments — usually either geographic or demographic —and
supporting thisby expanding the product family. Inthis phase, product’ssales revenue
ismodest but fast growing and its profitability isgrowing. Early adopterslikethe
product, and additional consumersstart buying the product. Marketers main objective
inthisphaseisto enlarge the distribution and product line by offering new product
benefit and forms. Increasing competition reduces the product price. Salesforce
expands. It shiftsitspriority fromafew consumersto alarge number of consumers.

During thegrowth stage, the marketersuse severa srategiesto maintain brisk market
growth, suchas:

e Theyimprove product quality and add new product featuresand styling

e They add new modelsand flanker products

e They enter new market segment

¢ They shift fromproduct awareness advertisng to product preference advertising
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¢ They lower the priceto attract the next layer of price sensitive buyers
¢ They increasedistribution coverage and entersnew distribution channdl.

3. Maturity phase

This phase is characterized by a steady sale performance with low cost and high
profits. By thetimeaproduct reachesits maturity phase, the company producing it
needsto garner sgnificant rewardsfor thetime and money spent in the development
of theproduct so far. At thisstage, marketer isoccupied with maintaining the products
advantage and fighting new competitive new product launcheswith new featuresand
benefits. Theproduct’s characteristicsmay continueto berefreshed fromtimetotime,
and therewill ill be some promotion to differentiatethe product from the competition
and increase market share. However, the marketing activity and expenditure levels
may be much lower than earlier oninthelifecycle.

The maturity phaseisdivided into three sub-stages:
(i) Growth stage

Thecharacterigticsof this sub-phase areasfollows:
e Salesgrowthrategartsto decline.

e Thereisno new distribution channel tofill.
o New competitiveforcesemerge.

(i) Stable
Thecharacterigticsof this sub-phase areasfollows:

o Salesflatten on per capitabasis because of market saturation.
¢ Potential consumershave tried the products and the future salesgovern by
population growth and replacement demand.

(iii) Decaying maturity
Thecharacteristic of thissub-phaseisasfollows.

o Absolutelevel of sdlesstartsto decline, customers beginto switching over to
other products.

4. Decline phase

Oncethe product startsto decline, marketing support may be withdrawn completely.
Sales are completely dependent on product’s residual reputation amongst a small
market sector (for example, ederly people may continue buying productsthat they
garted usingforty or evenfifty yearsearlier.) By thisstage, the most vital decisionthat
needsto be made iswhento withdraw the product fromthe market entirely. The sales
forceensuresthat the product isnot allowed to start costing its producer money, and
thiscan easily happen if production costsincrease asvolumesdrop.

Saes declinefor anumber of reasons, such as

¢ Technologica advancement

e Shifting consumer tagte

e |ncreased domestic and foreign competition
e |ncreased price cutting



5.5 STRATEGIC INTERVENTION FOR PLC
MANAGEMENT

5.5.1 PLC as a Srategic Marketing Tool

A company’sattempt to successfully usethestrategic concept of theproduct lifecycle
dependsonitsahility to precisay identify the trangtion from one stage of the product
life cycle to another. This can be accomplished only when the company isintensely
marketing-oriented. The company should also encourage development of marketing
research and marketing intelligence techniquesto achieveits marketing objective.

Theuse of the product life cycle provides vauable benefitsto the company:

(i) It providesthe company withatool to forecast futureproduct development and
thus helpsthe company to formulateitsstrategy. It aso helpsthe company in
planning their budget accordingly.

(i) ThePLC asadrategictool canalso help the company in planning beyond the
exigting lineof product. Alternatively, the company can plan someadditional or
substitute productswith more consumer acceptability.

(i) Another important aspect of the product lifecycleisthefact that athough every
product hasto undergo itslifecycle, thelength of thelife cyclediffersfromitem
to item. Productsliketooth paste, toilet soap, eatables, etc., will have alonger
period of the growth and maturity stage when compared to durable goodslike
radio, which hasbeen substituted with televison.

By adopting an aggressve product strategy, the company can prolong the growth and
maturity phase of the product’slife cycle. Such astrategy will include the following:

(@ Carrying out product modifications

(b) Encouraging the consumersto frequently usethe product

(c) Creating anew market for itsproduct, i.e., the segment, which hasremained
untapped so far

(d) Locating new usersintheexisting market

Among thevariousstrategies adopted by the company in order to extend the growth
and maturity gageof thelife cycleproduct, the modification srategy isthemog crucid.
Product modification srategieshelp the company inimproving thequaity and functiona
utility of the product.

Functional utility of aproduct can be achieved by adopting the following measures:
1. Improvement in product efficiency and personne level of the product.

. Reducing the cost of the product.

. Adding morefeaturesto the product

. Finding new applicationsfor the product.

. Increasing theconvenienceleve of theproduct, i.e., incorporateseasy to handle
features. Example: Buying abroadband connection which can be used both as
I nternet aswell asatelephoneline. Redesigning asofain such manner that it can
work asasofacum bed.

Any product modificationthat iscarried out by the company should bebased onreal
customer needs. However, the main problem of the functional modification of the
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product isthat it may increase the cost of the product and may adversely affect the
salesof the product.

Yet another strategy adopted by thecompany to extend thegrowth and maturity
stage of the product’slife cycleisto bring about changesin the quality of the product.
Any changeinthequality of the product islikely to affect the cost, performance and
durability of the product. A changeinthe quality can either improve or reducethe
performance level of the product. Asapart of the product modification strategy, the
company may decideto bring downthe quality of the product in order to reduceits
cost so thanit can easily enter inthe lower market segment. Similarly, the company
may decideto further improvethequality of the product so that apart fromretaining its
existing customer base, it can also attract customersof superior brands.

Another method toincreassethelife of aproduct that isfollowed by companies,
isto bring changesin product presentationand style. Thiskind of product strategy has
been used quite successfully in the automobile market where customerseagerly wait
for new modelsevery year.

Productssuchasappard, shoes, cellular phones, furniture, etc., areforced to
undergo large scale changesin stylein order to remain alivein the market. Thusit
becomes very difficult to predict what the style of these productswill beinnext few
years.

The marketing strategy of the company triesto create anillusion of product
changeor product modification without making any major changeinthe product itself.
Thisisusually done by making changesin the packaging and advertising appeal. For
example, manufacturers of pain relief productslike Crocin claim better effectiveness
by bringing out different varietiesin different packaging like* Crocin for fever’, * Crocin
for painrdief, * Crocinfor coughand cold’, etc., eventhoughthereishardly any major
chemical improvement inthe product.

5.5.2 Focus and Investment in Various Stages of the PLC

Thefocus and amount of investment should be adapted to the dynamics of various
stagesof theproduct lifecycle.

Inthe early sage of the product life cycle, companieshavethe grestest potential
to invest in developing loyal customers. Early entrants alert customers about the
existence of the category, definethe category intermsof initial consumer preference,
influence consumer choice criteriato someextent by their early offering, allow thelr
product to become the base onwhich consumers compare offerings of later entrants
and build acustomer base. Intheseearly stages, cumulative marketing investment isa
strong determinant of market share and therefore early entrants should make adequate
investments.

But discretion hasto be exercised. Therewould befew competitorsand it can
be tempting to pursue al the customersof the category, but the early entrants cannot
afford to build high levels of loyalty with every customer. Thisisan opportunity to
select themogt profitable customers and the segmentswhich arelikely to grow faster
than the others since there are not many competitorsvying for them. Early entrants
often make the mistake of trying to cater to the whole market and hence spreading
their investmentsvery thin. Theresult isthat no particular segment develops specia
affiliation to them. When the market isinvaded by other players, they do it segment by
segment and the entrants haveto cede one segment after another to these focussed



competitors. It isimperativethat early entrantsdirect their investment and attentionto
achosen set of customersand segmentsand not fritter it away on thewhole market,
however strong thetemptation might beto grabthewhole pie.

Inthegrowth stage, business customerswho are expected to grow faster than
their competitorsshould betargeted. These customerswould sill besmall inoperation
andwould beflattered to be courted with tailor made offerings but these same customers
would grow big in future and demand huge concessionsfromtheir suppliers. The
locking-in of the prospective mega companieswould resp rich dividends.

Inthematurity stage, investment and attention should befocussed on customers
who are unhappy withther existing suppliersand arelikely to switchif more gopropriate
offerings are made to them. Asamarket matures, the sophistication of customers
increases, and the market issplintered and thereismultitude of customer preferences.
Under such circumstances, the number of customerswho will be unhappy with their
existing supplierswill beincreasing and it would bewiseto invest inthem.

Inthe declinestage, the effort should beto protect theexisting loya customers
and to further focus on the most profitable among them. If loyal customersare not
protected, they can become potential switchers.

5.5.3 Industry Life Cycle

Thestrategiesof acompany must bein sync with the dynamics of variousstages of the
indudry lifecycle.

Mog new indudtriesarefragmented, and they consolidate astheindustry metures.
Most industriesprogress predictably through aclear consolidation life cycle. Oncean
industry formsor isderegulated, it will movethrough four stagesof consolidation. An
understanding of where anindustry isinthelife cycle should be the cornerstone of a
company’slong-term strategy.

e Thefirst stage inanindustry life cycle beginswith asingle start-up or a
monopoly emerging fromanewly deregulated or privatized industry. But
competitorsquickly enter theindustry and the market share of the leader
goesdown. At this stage, companies should aggressively defend their first-
mover advantageby building scale, trying to go globa and estadlishing barriers
to entry by protecting aproprietary technology or idea. They should focus
moreonrevenue than on profit, working to amassmarket share. They should
be ready to acquire other companies. Intensive brand image building exercises
should be apart of the plan.

e Thesecond stageisall about building scale. Mgor playersemergeand buy
competitors. Because of alarge number of acquisitionshappening at this
stage, companies should develop skillsin mergersand integration. These
skillsinclude protecting their core culture asthey albsorb new companies,
and retaining the best employees of acquired companies. Major players
should have captured the major competitorsinthe most important markets
and should have expanded their global reach.

e At thethird stage, companies focus on expanding their core business and
aggressively outgrow the competition. Thisisa period of mega deals and
large scale consolidation. The goal isto emerge as one of a small number
of global industry leaders. Companies at this stage need to emphasize
their core capabilities, focus on profitability and either shore up or part
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with weak businesses. The well-entrenched players will attack
underperformers. They should be able to identify strong competitors and
avoid al-out assaults on them. They should also be able to identify start-
up competitors early on so that they can decide whether to crush them,
acquire them or emulate them.

o Inthelast stage, few industry leadersreign. Thetop three companies can
clamasmuchas70-90 per cent of the market. Large companiesmay form
aliances asgrowth is more difficult to come by. They must defend their
postions. They mugt be aert to the danger of being lulled into complacency
by their owndominance. They must find new waysto grow their corebusiness
and create a new wave of growth by spinning off new businesses into
industriesin early stages of consolidation.

A company’slong-term success depends upon how well it movesfrom one
stage of the industry life cycle to the next. Speed is vital and company’s merger
competence isimportant, particularly during the middle stages of consolidation.
Companiesthat evaluate each strategic and operationa move according to how it will
helpinmoving successfully through the stageswill bemore successiul. Slower companies
will be acquired. Companies cannot survive the stages by trying to stay out of the
contest. They will haveto beinthefray andfight it out.

5.6 SUMMARY

Some of theimportant conceptsdiscussed inthisunit are:

e Thelifecycleof aproduct startsas soon asit islaunched inthe market. Every
product takeshirthand eventudly dies. In short, each product hasanintroduction
and a decline. The intervening period is characterized by growth and
development.

¢ A product life cycle (PLC) undergoesfour stages. i) introduction, ii) growth, iii)
maturity and iv) decline. Thevariousfactorsaffecting PLC are: i) changing
technology, ii) rate of acceptance of the product by the customer, iii) level of
competition inthe product market, iv) risk taking capacity of the producer, v)
brand image/good will of the product.

e Therearetwo major factorsthat play acritical rolein PLC: i) the changing
needs of customersand ii) emerging technology trendsthat createsimproved
products. Based on these two factors, a product either rulesthe market or
disappearsfromit.

¢ Product life cycle analysis helpsacompany in managing aproduct portfolio
instead of letting market forces shapeit. Based on the analysis, acompany can
shape up their strategies of market entry.

e PLC drives acompany to keep working on new products so that when the
launched product entersitsdecline stage, the company canintroduceitsline of
new products.

e The classic S-shaped PLC curve doesn’t apply to al new products. For
technology products, the curve may riseand fall too soon. Sometimeslack of



aggressve marketing also shortensthe PLC. No company can control thevarious
stages of PL C, becausethey are determined by externd factors.

At times, inspite of theright marketing strategies, productsfail to survive. This
isdueto the stiff competition in the market, where the customers prefer the
competitor’sproduct.

There arefunctiona management strategiesto tackle different stagesof PLC.
At the introduction stage, companies must create the latent needs among
customers, and project its product asasolution to those needs. It’simportant
for companiesto introducetheir productsto the cusomers andraisethe necessity
bar.

After customersbecome aware of the product, and are convinced that it serves
their needs, the next plan of the companiesisto build sdesand brand preference.
At the growth stage of aproduct, companiesaimto create differencesinits
product and highlight this differentiation asthe benefits.

At thethird stage, i.e., the maturity stage, companiesaimat maintaining brand
loyalty and encouraging repeat sales. Since the market doesn't grow at this
stage, the company tries to hold on to its profit, rather than getting onto
competitions.

At the decline stage of a product, a company should analyse the changing
preferences of customers and gauge the emerging trends in products.
Companiestry to make the most of brand loyalty to generate profits at this
stage. They halt product development, maintaining only the most profitable
distribution outlets.

A company canusethe PLC asadrategic concept only whenit can precisaly
identify the transition from one stage of the product life cycleto another. The
right analysis of PL C can provide various benefitsto acompany.

With the aid of PLC analysis tool, a company can forecast future product
development, plan beyond the existing product line or add some dternative
product asabackup.

Among the variousstrategies adopted by companiesto lengthen aproduct’s
growth and maturity sage, the modification strategy isthemost crucid. Product
modification strategies help the companiesinimproving thequdity and functiona
utility of the product.

Companiesdso try to increase their productslife cycle by changing the qudity
of the product. Also, changing the product presentation and styleisanother
srategy to extendthe PLC.

A company’s strategies would fail if they are not in sync with the stages of
indudry lifecycle. Most indugtriesevolvethrough aclear consolidationlifecycle.
A company’slong-term strategy can't be gahilized until theindustry life cycleis
comprehended well.

A company’slong-term achievement dependsonhow it transitsfromone stage
of theindugtry lifecycleto the next. Speed of thetrangtionisvery important for
the company’s success.
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5.7 ANSWERS TO ‘CHECK YOUR PROGRESS

Thelifecycle of aproduct startswhenit entersthe market.

Thetwotypesof pricing strategy are: kimming pricing strategy and penetration
pricing strategy.

Thetwo basic reasonsfor the survival of the product during the growth stage
and their successful entry inthe maturity sage are: () Competitive strength of
the product; (b) Customer’spassion to acquire these products.

A balanced product portfolio putsits product invariouslife cycle stages so that
it canregulate therevenue earned form the product.

Products such as, toothpaste and bathing soap stay inthe maturity stagefor a
longtime.

Low pricesarehelpful at the introductory stage because customers consider
buying alow-priced product lessrisky asthey are not sure of its benefits.

The brand objective of acompany during the product’smaturity stage focusses
onmaintaining brand loyalty and stimulating repeat purchases.

Themost crucial rategy adopted by acompany to extend growth at themeturity
stage isthe modification strategy. Product modification strategies help the
company in enhancing the quality and functional utility of the product.

Thefirg stageinanindudtry life cycle beginswithasingle sart-up or amonopoly
emerging fromanewly deregulated or privatized industry.

5.8 QUESTIONS AND EXERCISES

Short-Answer Questions

1.

o Uk wbd

Ligt thecritical featuresof theintroductory stage.

Outlinethefactorsthat affect thelife cycleof aproduct.

What arethereasonsfor changein product life cycle?

Ligt threelimitationsof the PLC analysis.

| dentify thebiggest hurdlein adoption of suitable strategiesfor the decline sage.
Mention three benefitsthat acompany can derivewiththe analysisof aPL C.
Describein brief thefirst stage of industry life cycle.

Long-Answer Questions

o0 A wWDN

Explainthe sgnificance of product lifecycle.

How isthepricing Srategy formed intheintroductory sage of aproduct lifecycle?
Explainthe S-curveof aproduct life cycle. Support your answver with adiagram.
Discussthevariousfactorsthat affect PLC.

What arethe uses of the product life cycle anaysis?

‘A company’ sstrategiesfor aproduct keep changing according to the various
sagesof PLC.” Explain.
How isPLC used asa gtrategic marketing tool? Explain.
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6.0 INTRODUCTION

Thisunit dealswith the strategies and policiesinvolved in the management of the
product portfolio, investment, divestment, development and research. Here, weexplore
the conceptsof product portfolio Srategy anditsimportance. WWelook a thesignificance
of drategizing product investment and divestment which aidsin optimal utilization of

the companies resources.

Later in the unit, you will study about new product development policy,
conggtency of theproduct lineanditsimportance, frequency of purchasesand techniques
for itsincrease. You will also learn about launch time strategies, the varioustypes of
corporate cannibalization and the methodsto mitigateitsimpact. The unit comesto a

closewiththe study of the components and area of product research.

6.1 UNIT OBJECTIVES

After going throughthisunit, you will be ableto:

e Explain product portfolio strategy
e Differentiate between product investment and disnvestment strategies
¢ Discussthelaunchtimestrategy
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¢ Discusshow corporatecannibalization can be diminished
¢ Analysethevariousareas of product research

6.2 PRODUCT PORTFOLIO STRATEGY

Most companies have aportfolio of products, with each product serving adifferent
market. Some of these products generate profits, and some of them lose money.
Someproductsrequireinvestment to financetheir growth, whileother productsgenerate
more cash than they need. A company hasto decideon how to distributeitslimited
resources among competing needs of productsto achieve the best performance for
the company. It needsto decide which brands/product linesto build, hold or withdraw
support. The processof managing groupsof brandsand product linesiscdled portfolio
planning. A portfolio of products can be examined using the Boston Group Consulting
Matrix.

6.2.1 Boston Consulting Group Growth Share Matrix

The Boston Consulting Group (BCG) matrix enablesacompany to start thinking
about setting aright strategic objective for each aspect of itsbusiness, beit building,
holding harvesting or divesting. Themainaim of the BCG matrix isto identify the cash
generatorsand the cash users. Thiscategorisesthe productsinto one of four different
areas, based on:

(i) Market share—the sold product hasalow or high market share

(i) Market growth—the growth of potentia customersinthe market

e A company operatesin variousbusinessesor markets. Each of itsbusinesses
operatesindifferent conditions. The corporate hasto realizethat each of its
businesseswill earn different amounts of profitsand will require different
amountsof investments. They should learn to expect different amounts of
profitsfromitsdifferent businessesand should invest inthem depending on
their requirements.

¢ Inthe BCG matrix, market growth rateis shown onthevertical axisand
indicatesthe annua growth rate of theindustry inwhich each product line
operates. It isused asaproxy for market attractiveness, i.e., the higher the
growth rate, moreattractiveistheindustry to do businessin.

o Rdativemarket shareisshown onthehorizontd axisand refersto themarket
sharerelativeto thelargest competitor. It actsasaproxy for competitive

drength.
e Cashflow isdependent onthebox inwhich aproduct falls.
Stars are market leaders and earn high revenues but require substantial

investmentsto finance growth and thwart competitive chalenges. Therefore, agtar’s
overall cashflow islikely to bein balance.

Problem children/? are products in high growth markets, and therefore they
incur huge marketing expenditure in reaching out to growing number of customers.



They also incur costs in setting up new manufacturing unitsto be able to serve the Product Srategy and Policy
growing markets. But their market share is low and therefore they do not
generate much revenue. Problem children need lot of cash, but do not generate
much revenue, and therefore a company cannot have too many problem children in

its portfolio. NOTES

Cash cowsaremarket leadersin mature, low-growthmarkets, i.e., investment
in new production facilitiesand marketing is minimum. High market share leadsto
large revenues and hence, positive cash flow.

Dogsaso operatein mature, low growth markets but their market shareislow.
Therefore, they earn low revenues. M ost dogs produce low or negative cash flows,
except for some products near the dividing line between cash cowsand dogs.

A
HIGH PROBLEM STARS
CHILDREN
High Market Share,
) Low Market Share, High Market Growth
"E‘ High Market Growth
°
O]
)
5 DOGS CASH COWS
=
: Low Market Share, High Market Share,
Low Market Growth Low Market Growth
Low Market Share HIGH

Fig. 6.1 Growth Share
Strategic objectives

Sars

The company isinamarket whichis growing rapidly. A star is aleader inits market,
but it has to remain focussed on building market share. It needs to keep investing
to maintain and increase its market share. Competitors should not be allowed to
build market share, and their competitive moves like new product introduction or
price reduction should be promptly thwarted. A company should be keenly aware
that if the market share of its star falls, it is changed into a problem child. The
growth rate of the market eventualy declines and the star is changed to a cash cow.
Therefore, acompany needs to keep investing in its stars, because they are the cash
cows of the future. A company can be lavish with its stars as it will provide profits
for along time.

Problem children

The market is growing at a high rate but the market shareislow. The choiceisto
increase investment and build market share to turn it into a star, or to withdraw
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support by ether harvesting (raising prices while lowering marketing expenditure) or
divesting (dropping or selling) or to find a small market segment where dominance
can be achieved (niche). Since the market is growing rapidly, such a company will
require lot of investment even to stay in the same position. Therefore, a company
has to make a swift decision. It hasto pump in resources to convert it into star or
the business should be dropped. The company cannot afford to keep a problem
child in its position for along time. It will gobble up huge amount of resources and
turn no profits.

Cash cows

Themarket isgrowing a aslow rate and businessisthe market leader. Expenditure
can be controlled asthe busnessdoes not need to spend on new manufacturing facility
or reaching out to new customer segments. But the revenueishigh dueto high market
share. Therefore, cash cowsearn high profits. The company’s objective should beto
hold onto its sales and market share. If the business failsto hold on to its market
share, it will be converted to dog.

Since cash cows earn profits for the company, it will be tempting to make
investmentsin modernization of manufacturing facilitiesand in sophisticated branding
exercises. The company should avoid any investment in excess of what isrequired to
maintain themarket share and keep onincreasing it incrementally. Excessfundsshould
be used to fund starsand problem children/?.

Dog

Themarket isgrowing at aslow rate and the market share of the businessislow. The
businessdoesnot earn profits. The company should look at such abusinessclosely to
find out if the busness has enough remnant strengthsto be converted to acash cow by
making appropriateinvestments. Normally, one or afew elements of such businesses
are weak. A business may have a good brand image, but it may have outdated
manufacturing facility, so the business can recover if investments are made in the
upgrading of the manufacturing facility. A businessclassified asdog should not be an
autometic candidatefor closure. It may also be possibleto repostionthe product into
adefendable niche.

But if thebusinessisweak inmany facets, the company should take swift action
to retrieve asmuch cash as possiblefromthe business. For suchdogs, the appropriate
strategy will beto harvest to generate a positive cash flow or to divest and invest
somewhereelse.

M aintaining a balanced product portfolio

The portfolio isunbalanced when there aretoo many problem children and dogs, and
not enough starsand cash cows. Enough investments should be madein cows so that
they are ableto maintain their market share. One or two problem children should be
invested in. Most companieswill not have enough resourcesto invest in many problem
children. Stars should continue to receive adequate support. The aim should beto



build existing starsand build market share of chosen problem children. Dogs should
be harvested or divested, if it isbelieved that they cannot be resurrected.

Criticisms of the BCG matrix

Thoughthe BCG matrix isauseful technique for evaluating the product portfolio of a
company, it has come under alot of criticism. One of the most important reasonsis
that companieshavefound it far too smplistic to use.

e Theassumptionthat cash flow will bedetermined by aproduct’s postion onthe
matrix isweak. Some starswill show a healthy positive cash flow aswill some
dogsinmarketswhere competitive activity islow.

e Treating market growth rate asproxy for market attractiveness and market
shareasindicator of competitive strengthisover smplistic. Other factorslike
market Sze, brand strength are also important.

e When competitiveretaiationislikely, cost of building market share outweighs
gains. Therefore, excessstresson market share may be harmful.

¢ Theanayssignoresinterdependenceamong products. A dog may complement
astar. Customers may want afull product line. Dropping a product because
they fal inabox may not be beneficial.

e Some products have ashort product life cycle and profitsshould be maximized
inthestar stageinstead of building them.

e Compstitors reactionsarenot assessed. When acompany makesinvestments
to build market share of aproblem child, theincumbent starsaregoing to react.
The suggested strategiesfor the busnessesin each quadrant are smplistic and
do not account for market dynamicsand competitor reactions.

e Thematrix doesnot defineamarket i.e., thewhole market or asegment. There
isvagueness about the dividing line between high and low growth markets. A
chemical plant may use 3 per cent asthe dividing line, whereasaleisure goods
company may use 10 per cent.

e Thematrix doesnot identify which problem childrento build, harvest or drop.

6.2.2 General Electric Market Attractiveness-Competitive
Position Matrix

The businesses of the corporate operatein different marketsand are at different Sages
of evolution. Theeffort isto classify the businessesinaway so that the corporateis
ableto identify appropriate investment policiesand strategiesfor each of itsbusinesses.

e Market attractivenesscriteria: Instead of market growth rateaone, arange
of criteriaareused, such asmarket Sze, strength of competition, market growth
rate, profit potential and social, political and legal factors.

e Competitivestrength criteria: Instead of using only market share, anumber

of factorsare used, such asmarket share, potential to develop adifferential
advantage, opportunitiesto develop cost advantages, reputation and distribution

capabilities.
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e Weighing the criteria: The management decides as to which criteria are
applicablefor their products. They would agree upon aweighing criterion for
each set of criteria. Then, each factor isscored out of 10to reflect how each
product rates on that factor. Each score is multiplied by the factor
weight and summed to obtain overall market attractiveness and competitive
strength scoresfor each product.

HIGH 1 3

MEDIUM

Market attractiveness

LOW 2

1: Hold HIGH MEDIUM LOW
2: Hold
3: Build/Hold/Harvest

4: Harvest N
5: Divest Competitive strength

Fig. 6.2 The General Electric Attractiveness-competitive Position Matrix

Market attr activeness
Weight  Score
(in comparison to other markets/industry)
Market size 5 5 25
Market growth rate 3 6 18
Profit potential 2 2 04
4.7
Competitivestrength
Weight Score
(in comparison to other playersin the market)
Market share 4 4 16
Cost of advertising 3 3 9
Distribution 3 6 18
43

With market attractivenessplotted on the y-axisand competitive strength plotted
onthex-axis, it ispossbleto identify nine cellswith different combination of market
attractiveness and competitive strength. A specific strategy can be prescribed for each
of thecellsasshowninFig. 6.2.

Critidam
Managersneed to agree on which factorsto use, their weighingsand scoring. Bias

enterstheanaysiswhereby product managersarguefor factorsand weighing to show
that their products are doing well. Senior managersshould conduct such analysis so



that biases do not creep in and the exercise does not become atool inthe hands of
product and brand managersto protect their own products and brands.

6.2.3 Contribution of Product Portfolio Planning

e Different productsand different roles: Profit expectation and investment
requirement depend on abusiness sposgtioninthe matrix.

e Different reward systemsand type of managers. Managers of products
which arebeing built should beintent onincreasing sdesand market, and should
be of an expansive mindset. In contrast, managers of productsthat are being
harvested should be cost-oriented, and should be rewarded for selling the
company’sassetsat alucrative price.

6.3 PRODUCT INVESTMENT AND DISINVESTMENT
STRATEGIES

Product investment and divestment strategies are essentia in optimally utilizing and
allocating acompany’ sresources.

6.3.1 Investment Srategy

Product investment strategy seeksto help acompany invest itsresources effectively
by achieving theright portfolio of projectsand development investments.

Strategy development iswherethe product development goals are specified.
Someexamplesof product devel opment godsare profit fromnew products, themearkets
and product areaswhichthe new productswill target and the breakdown of product
development investmentsacross product areas, marketsand project types.

Decisions on individual products are taken and resources are alocated to
development work. Projectsare periodicaly reviewed to addressvita questionslike:
Doesthe company have theright portfolio of new-product projects?|sthishow the
company will spend money in order to maximizeitsperformance?

At portfolio review meetings, theexecutive management usesdatalikenet present
value (NPV), adjusted by the technical and commercial probabilities of success, to
evauatethefeashility of each project. The projectsarethenseected and prioritized
according to their expected commercial values.

6.3.2 Disinvestment Strategy

A product disinvestment strategy isaplan, whereby aproduct lineisliquidated or
sold to limit real or anticipated losses. The Strategy also amsto redirect theresources
behind that product line or divisionto other company productsor divisons. Product
discontinuation may involve sdlling the product to another company or group of investors,
or thesdeof intellectual property, designs, or technologies asameans of recouping
losses.
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The company takesinto consderation whether aproduct fitsaunique need that
makesit relevant to the customer. In some cases, aproduct isn't discontinued but
rather repositioned and re-launched later.

A businessmay chooseto terminate the operations of afacility for anumber of
reasons. The productsmay become obsolete or lose their gppeal to the buying public.
If the equipment cannot be adapted to manufacture other products, the decisonmay
be madeto closethe facility and sdll off theassetsrelated to the operation before any
morelosstakesplace. Thisallowsthe company to avoid paying any additional taxes
on property and assetsthat areno longer productive.

Reasons to disinvest

A company may decideto disinvest dueto variousreasons.
1. Small market share

Companies may decide to divest when their market share istoo small for themto
continue producing the product or whenthe product does't yield the expected profit
returns

2. Better alternatives

Most organizations have limited resources and they can plan to invest in anew or
better product only by divesting fromthe existing one.

3. Need for increased investment

Sometimes, companiesreach apoint where continuing to produce or develop aproduct
might prove very expensive. The companies might not bein apositionto makelarge
investmentsin termsof equipment, advertising, research and development. Soinstead
of investing more, firmsmay chooseto divest that part of the business.

4. Lack of strategic fit

Another reasonfor divesting isthat the acquired businessdoesn't resemblethe image
or the strategies of the company. This usually happens when a company acquires
diversified business. Also, restructuring the existing business can lead to such acondition.

5. Legal pressures

Companies may be forced to divest product development processes dueto trade
restraints. I nsuch acondition, acompany would divest to avoid legal consequences.

6.4 NEW PRODUCT DEVELOPMENT POLICY

InUnit 1, we have discussed about the new product development process, wherea
company developsnew productsor modifiesexisting products, and offersthemto the
market. Before a product is developed, a company formulates certain policiesto
carry out the process. Such apolicy iscalled product development policy.

Aswe have seen, product development isacomplex processthat consists of
variousstages.



Generally, product development policy comprises severd aspects.
¢ A detailed sudy of competitorsand customers needs
¢ A keenobservation of theruling and future market trends
¢ Theavailahility of resourcesto finance prototypesand production processes
¢ Aninnovative marketing and advertising plan
Thevarioustypesof product development policiesare discussed asfollows:
1. Product Development Diversification Policy

When an organization sees no scope of growth dueto saturated market conditionsor
faling revenuesand profits, it employs product development divergfication policy.
Thisstrategy steersclear of the existing market and develops an entirely new product
for anew market segment. For example, acompany that isinto selling children’'s
garments decidesto develop anew clothesline for teenagers. The new product is
one-of-a-kind asthere are other firms sdlling similar products. But the product isnew
to thecompany producing it.

2. Product M odification Policy

Some companiesformulate policiesto modify an existing product, withthe aim of
reviving it and also capturing new customer ssgmentsfor the new product. Anexample
of thisstrategy ischildren’shedth drink. Hedlth drinksthat provideenergy, also promise
to supply other health benefits, such as strengthened bones, sharper memoriesand
increased height and so on.

3. Revolutionary Product Development

Thepolicy that plansto develop anew product, for which the customer hasfelt no
prior need, can betermed asrevolutionary product development policy. Before
these productsappear onthemarket, consumershad no ideahow it could revolutionize
their way of life. For example, theinternet changed the way we communicate. It not
only made communication faster, but also more personal.

Product development policy aso includes:
1. Benchmarkingthe Process

Whatever policy acompany employs, the new product development process sets
some benchmarksto formulate aproduct. Benchmarking examineswhether the process
should be continued, asit isusually costly and takesalot of time. For example, if a
company isworking onanew product, but its competitor goesahead and launches
the same product, the company hasto take a decision whether or not to continue
developing the product.

2. Consumer Participation

Notwithstanding what the product development strategy of acompany is, consumers
feedback should beinvolved inthe processright fromthe beginning to theend. The
policy setsaside enough resourcesfor consumer evaluation and reservesenough scope
to incorporate consumer feedback.
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6.5 PRODUCT LINE CONSISTENCY

In Unit 1, we had discussed in detaill how consistency is one of the important
componentsof product mix. A product lineisagroup of items produced by acompany
which aresimilar or related. The products may have common physical or technical
characterigtics.

6.5.1 Product Line Consistency

Product line consstency isthelevel towhich product linesarerelated. It dso indicates
how closaly related arethe variousproduct linesin end use, production requirements,
or digtribution channels.

Companies may develop one product line, or may expand for amass appeal.
Product lineconsstency helps an organization determinewhich product linesto promote
and how arethey to be marketed.

6.5.2 Frequency of Purchase

Purchase frequency is defined as the number of times a customer makes a purchase
in a given period of time. This metric can be calculated for a week, a month, 6
months or a year depending on the category being studied. Purchase frequency
measures the value of a customer in terms of the number of purchases made and
the length of time between purchases, as well as, the length of time since the last
purchase. The higher the degree of recency and frequency, the more valuable the
customer is.

Purchase frequency can be increased by promoting additional uses for the
product. Productswith a high purchase frequency require asustained, year round
advertising effort to avoid losing market share. Productswith alow purchasefrequency
require seasonal advertising efforts.

How to increase purchase frequency?

Sales promotionssuch as deferred discounts and complimentary items may help you
dothis.

1. Deferred discounts

Theideaof thisstrategy isto reward the dient with adiscount that they collect the next
timethey purchase. Asaresult, you give your client anincentiveto purchasefromyou

agan.
2. Complimentary items
Complimentary items involve giving clients something free with a purchase.

Complimentary itemsencourageyour clientsto return morefrequently snce everybody
lovesfreebies.



6.6 LAUNCH TIME STRATEGY

Beforeacompany introducesanew product, it requiresadetailed planning about the
time of thelaunch, asthetiming can exert amgor influence on the product’s success.
Companiesconsder certainfactorsthat canhelp determining theright launchtimelike
market trends, demand for the product, availability of the product, presence of
substitutes of the product etc.

1. Maximize Sales

If aproduct islaunched inthe market at atimewhen thereisno demand for it, it can
lead to disastrousreaults. Launching aproduct too early or too late might not generate
maximumsales. For example, launching anew flavour of cookiesduring the Chrigmas,
canlead to amaximum.

2. Easy Availability

Before planning aproduct launch, the company should ensurethat the new product is
readily available and the items are ready for shipment to the retailers. Besides
concentrating onatimely promotional campaign, the company should also ensurethat
customersare not madeto wait for along duration. Or else, the product might be
erased fromthe public memory.

3. Creating PublicAnticipation

Some companieslaunch their products after ahuge marketing campaign. They also
plan hush-hush yet leaked product information to build anticipation. Suchatactic
createsgreat curiodty among customersand thelaunch stirsgreat excitement, leading
to bigger sdlesfigures.

Time taken by auto companies to launch a new product

Anautomobilelifecycle conssts of thegeneric following stages:

Materials production

Manufacturing and assembly

Useand service
End-of-life management

Inanindustry like automobiles, inwhich products are differentiated and scale
and learning effectsare important to production, thetimely introduction of asuccesstul
new product may yield gainsin market share, profit margins, and productivity: the
history of theauto industry isrepletewith such examples. Depending on the product,
changing fromone design to another entails sgnificant adjustment costsand time.
Moreover, the organizational capabilitiesthat determine thetimeand costsrequired-
the engineering know-how, the proceduresand information systemsare even longer-
lived assetswith significant costs of adjustment. In anindustry such asautomobile
manufacturing, the life of a given design is measured in years while the life of a
development organization may be measured in decades.
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Time taken by software companiesto launch a new product

Software Development Life Cycle (SDLC) isthe processwhichisfollowed to develop
asoftware product. It isastructured way of building software applications. Most
software development organizationshave aprocessin placefor developing software.
Thisprocessmay, at times, be customized based on theorganizationsrequirement and
framework followed by organization. Timetaken to completethe development depends
on the size of the gpplication and number of programmersinvolved.

For example, on January 27, 2010, Apple, an American multinational
corporation that desgns, developsand sdlls consumer eectronics, computer software
and persond computers, launched media tablet, the iPad. It offersmulti-touchinteraction
with multimediaformatsincduding newspapers, magazines, ebooks, textbooks, photos,
movies, TV showsvideos, music, word processing documents, spreadsheets, video
games, and most existing iPhone apps. After about ayear, in March 2011, Apple
launched the iPad 2, which had afaster processor and two camerasonthefront and
back, respectively. Exactly one year later, it launched the third-generation iPad,
marketed as ”the new iPad”. About seven months later, in October 2012, Apple
launched the fourth-generationiPad, marketed asthe“iPad with Retinadisplay”.

Timetaken by cell phone companies to launch a new product

Europeanfirmscreated the digital global sysemfor mobile(GSM) standard inthelate
1980s and early 1990s and GSM phones were available in 1992.The much faster
growth inthe GSM market than the advanced mobile phonesystem (AMPS) caused
the phone market to quickly pass through the medium-volume production that
characterized competitioninthe early part of the analog market. Whileit took almost
fiveand 11 yearsfor the number of annual AMPS phone salesto passthe 1-million
and 10-millionmarks, respectively, it took lessthan 1-1/2 and 3-1/2 years, repectively,
for the number of GSM phone salesto passthese marks.

6.7 MITIGATION OF CANNIBALIZATION

Cannibalization, according to amarketing strategy, refersto adeclinein sdesvolume,
salesrevenue, or market share of aproduct dueto theintroduction of anew product
by the same company.

Suchanegativeimpact ontheexisting product might seem negativeinthe context
of acarefully planned strategy, but it can be positively effective. Such cannibalization
canleadto the growth of the market and meet consumer demandsinamore appropriate
way. Cannibalization isan important concernin product portfolio analysis.

In simple terms, cannibalization is a strategy in which a company launches a
new product, notwithstanding the fact that the company’s products are already
wdll-established in the market. For example, when Pepsi introduced Diet Peps, it
dipped the sales of the origina drink. But the move extended the market for diet
soft drinks.



A company might plan corporate cannibalisnfor two reasons. Firs, the company
plansto increaseits market share and takes the route of corporate cannibalismasa
risk. It introducesthe new product, thinking that it will harm competitorsmorethan the
exiging product.

Secondly, the company may believe that the new product will be ableto incur
more salesvolumethan the old product. The company may also consider attractinga
whole new customer segment with the new item. For example, a company may
manufacture computers, and later begin producing mobile handsets While both products
appeal to the same target market, one may fit an individual’s needs better than the
other. The corporate cannibalism strategy may boomerang if customers prefer buying
only mobile sets, ignoring theinitial product. Thiswill lead to adip in the sales of
computers and may atogether bring astopto the sales.

Cannibalization also occurswhen aretailer sellsaproduct a adiscounted price.
Cugtomershave anindlination to buy adiscounted item rather than buying acompetitor’s
product at ahigher price. But the effect disappears once the pricesreturnto normal.
Thistemporary changein consumer behavior can betermed as cannibalization.

Some companies ddliberately cannibalize their productsby offeringthemat a
discounted price for online shopping. Customers, who have known the product’s
original retail price, tend to buy it fromthe online store. In such away, the company
managesto increase volume sales, although their retail sales may decline.

Another exampleof cannibalization iswhen companies openretail outletsinthe
same vicinity, vying for the same set of customersfor the same product at the same
price. The many outlets of Cafe Coffee Day, located amost next to each other, are
good examples of thissort of cannibalization.

Cannibalization isacrucial concept in marketing strategy, when acompany
plans brand extension. Aswe have seen, when a brand extendsfrom asub-category,
the original product may suffer at the cost of the new extenson. For example, when
Kurkure Masalaintroduced Kurkure Desi Bedts, the sales volume of the original got
divided. Sometimes, thissort of cannibalizationisplanned by acompany to capturea
larger market of adifferent market section. The company is not concerned about the
potential loss of the existing product. Such a plan of the company can be called
cannibalization grategy.

Cannibalization can be mitigated in thefollowing ways.

e Theexisting or older products can be made special again by changing certain
attributes or reintroducing it with added qualities.

¢ Old productscan beoffered at highly discounted priceto tap anew market. As
we had mentioned earlier in this section, customerstend to get attracted to
discounted price.

e A company can take a fresh approach of an existing product to mitigate
cannibalization. This can be done by giving an entire new look to the product.
The packaging of aproduct could bechanged, or the quditiescould be enhanced.
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Product research is a component of market research, which identifies the
characteristicsof aproduct or aservicethat will satisfy aparticular need or want of the
consumer.

A company cannot make progressuntil it producesnew items. Thereisacondant
need to strategize and replace older productsthat areinthe maturity or decline stage.
In the earlier units, we had discussed how successful companies learn to turn
opportunitiesinto successful products. Product research examinestwo aspectsof a
product: technical and market.

Product development processisusudly very complex, and to smplify this, it is
very important for acompany to invest in product research. Product research involves
processes, tools and methods that help a company understand the latent needs of
customersand planfor the right product specificationsto suit theright portfolio of
products. The processchangesthe planned featuresinto engineering specifications. It
also keepsan eye on customer feedback so that the company doesn't lag behind in
termsof product modification. Any sort of product researchisincompleteif companies
don't pay heed to customers’ feedback.

Development and choice :
[ of product ideas j A

Jl

[ Market researchof ) Failure

potential product > A

Jl

[ Production of prototype

Jl Success

i " Failure
Test marketing [

Jl Success
[ Full launch ]

Fig. 6.3 Product Research considersall the Factors of a Product Devel opment Process

" Failure




Marketers see product research asthefirst stage in PLC management tool.
Product researchrefersto theentire processof launching anew product inthe market.
Therearetwo features of product research concept: product engineering and marketing
analyss.

Most leading companies consider product research asan active tool to find out
market changes. Based onthefindings, they work on new product opportunitiesbefore
they occur. A product research isusually considered an ongoing process, whichis
carried by a product research team. The main objective of such ateamisto look for
new market opportunities.

Since aproduct research process requires engineering aswell as marketing
expertise, companieshbring together severa teamsunder asingle product development
project. Theteamisassociated withall the stages of the project, right fromthe product
inceptionto final releaseinthe market.

Thevariousareasof product research areas mentioned below:

(1) Assessproduct performanceof thecompany intermsof revenue, profits, merket
segmentsand competition.
(i) Determine modificationsin the various areas of aproduct, such as, quality,
design, packaging, colour, variety, etc.
(iif) Describe product diversification, depending on the demand of consumers.
(iv) Initiate product development and market testing.

(v) Evauate new product linesonthebasis of market competitionand its success
or fallure.

6.9 SUMMARY

Someof theimportant conceptsdiscussed inthisunit are:

¢ The processof managing groupsof brandsand product linesiscalled portfolio
planning.

e Product investment and divestment strategiesare essential inoptimally utilizing
and allocating acompany’sresources.

e Inproduct investment strategy, the product development gods are specified
based onwhich decisonsaretaken and resources are dlocated for development
work.

e Product divestment isaprocesswhereaproduct lineisliquidated /sold off or
the product isdiscontinued to limit lossesto the company.

e Product development policy refersto certain policiesformulated by the company,
beforeaproduct isdeveloped, to carry out the processof product development.

e Product line consistency isthelevel to which product linesarerelated in end
use, production requirementsor distribution channels.

e Purchase frequency is a measure of the frequency/number of times a
customer makes a purchase in a given period of time. It also measuresthe
time between consecutive purchases as well as the time elapsed since the last
purchase.
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e Cannibalization refersto adeclinein sales volume, sales revenue, or market

shareof aproduct dueto theintroduction of anew product by the same company.
Such cannibalization can lead to thegrowth of the market and meet consumer
demandsinamore appropriate way. Cannibalization isanimportant concernin
product portfolio analysis.

¢ Product research identifies the characteristics of aproduct or aservicethat

satisfiesaparticular need or want of the consumer. Product research helpsa
company understand the latent needs of customersand plan for theright product
specificationsto suit theright portfolio of products.

6.10 ANSWERS TO ‘CHECK YOUR PROGRESS

1. Product investment srategy isastrategy which helpscompaniesto invest their

resourceseffectively. Here, the product development goasare specified. Based
onthestrategy, conindividua productsare taken and resourcesare allocated
to development work.

. Product divestment isaprocesswhere aproduct lineisliquidated /sold off or

the product isdiscontinued to limit lossesto the company. Product divestment
isdoneif the market shareistoo small, the profit earned istoo less, the company
plansto invest inanew or better product by divesting fromthe existing one,
thereisaneed for increased investment, lack of strategicfit, lega pressures,
€tC.

. Product development policy refers to certain policies formulated by the

company, before a product is developed, to carry out the process of product
development.

. Thedifferent typesof product development policiesare:

¢ Product Development Diversfication Policy
¢ Product Modification Policy
¢ Revolutionary Product Development

. Purchasefregquency isameasure of the frequency/number of timesacustomer

makesa purchasein agiven period of time. It also measuresthe time between
consecutive purchases as well as the time elapsed since the last purchase.
Purchasefrequency can beincreased by promoting additiona usesfor the product
and sdles promotionssuch asprovision of deferred discountsand complimentary
items.

. Launchtimestrategy of aproduct isaffected by factorssuch as.

e Availability of the product

e Demand inthe market for the product
¢ Favourable competitive environment
e Consumer trends

. A company might plan corporate cannibaismfor two reasons:

(i) Thecompany plansto increaseitsmarket share



8.

0.

10.

(i) Thecompany may believethat the new product will be ableto incur more
sales volume than the old product. The company may also consider
attracting awhole new customer segment withthe new item.

Cannibalization can be mitigated by:

e Changing certain atributesin the existing or older productsor reintroducing
them withadded qudlities.

e Offering old productsat highly discounted pricesto tap new marketsand
attract customers.

e Givinganentirely new look to the product by changing the packaging of the
product or enhancing itsqualities.

Product research identifies the characteristics of a product or a service that
satisfies a particular need or want of the consumer. There is a constant need
to strategize and replace older products that are in the maturity or decline
stage. Product research helps a company understand the latent needs of
cusomers and plan for the right product specifications to suit the right portfolio
of products.

Therearetwo features of product research concept: product engineering and
marketing analys's.

6.11 QUESTIONS AND EXERCISES

Short-Answver Questions

1
2.

o O A~

What arethe four aspectsof BCG Matrix?

List the drawbacks of Genera-Electric Attractiveness-Competitive Position
Matrix.

. Define (i) Product development diversification strategy and (i) Revolutionary

product development policy

. What isproduct line consistency?

. Mention three benefitsof launchtime strategy

. Define corporate cannibdization. Give an example.
. What arethefactors of product research?

Long-Answer Questions

. Describethe BCG matrix withthe help of diagram.
. What isthe Generd Electric Market Attractiveness-competitive postion Matrix?
. What is product disinvestment strategy? Explain the reasonswhy a company

resortsto thisstrategy.

. List thevariouspoliciesmeant for new product development policy. Explain

every policy with the support of an example.

. Analyze corporate cannibalization. Why do some companies deliberately resort

to thisstrategy?

. Discussthe variousareasof product research.
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Model Question Paper MBA Degree Examination

Product Management

Time: 3Hours M aximum: 100 M arks

PART A (5 x 8 = 40 marks)

Answer any FIVE of the following:

© N o g s~ w D

Compareand contrast financial and derivative products.

Examinethe need of product management.

List thecharacteristics of various conceptsof design.

Determine how product standardization impactsthe market.

Discuss how innovative ideasare nurtured in an organization.

Ligt the differences between brand equity and brand evaluation.

| dentify the advantages and disadvantages of product life cycle (PLC).
Differentiate between product investment and disinvestment strategies.

PART B (4 x 15 = 60 marks)

Answer any FOUR of the following:

9.
10.

1.
12.

13.
14.

15.

Discusshow product linedecisonsplay acrucia part ininfluencing the consumer.

Explain how a commodity is different from a product. How are products
different from services?

Anaysetheroleof marketersinthe new product development process.

Describe how McKinsey's 7-S framework can be applied in the new product
development process.

Describethevarious aspects associated with product positioning.

What isthe focus of variousstages of the PLC?Describetheusesof PLC asa
srategic marketing tool.

Evaluate thevarioustypes of product development policies.
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