MARKET STRATEGY 

INTRODUCTION

This simulation involves the preparation of a five-year marketing plan. The simulation is designed to allow participants to explore the strategic planning process and discuss the implications of their plan and approach. So, the simulation involves the investigation of:

THE IMPACT OF MARKETING DECISIONS

PROFITABILITY, GROWTH & SURVIVAL

SETTING & QUANTIFYING OBJECTIVES

FINANCIAL MEASURES OF PERFORMANCE

THE PLANNING PROCESS

Because of time limitations the simulation concentrates on the objective aspects of planning and strategy and the business situation is simplified and generalised. To save further time a microcomputer model performs all the necessary calculations. Thus the simulation allows participants to build on their knowledge and experience by exploring the planning process rather than introducing, in detail, marketing concepts, strategic planning and quantitative methods.

THE SIMULATION

The simulation consists of the following elements:

INITIAL FAMILIARISATION

FINDING FEASIBLE STRATEGIES

QUANTIFIYING OBJECTIVES

SELECTING THE BEST STRATEGY

REVIEW AND DISCUSSION

Initial Familiarisation consists of a briefing, reading and digesting the content of this document and gaining experience in using the computer.

Finding Feasible Strategies - although an initial set of planning assumptions have been loaded into the computer these are not necessary feasible in terms of profitability, growth or survival. Therefore, it is necessary to modify these assumptions to find a feasible strategy.

Quantifying Objectives involves defining your objectives in measurable and achievable form. It is suggested that the definition of objectives is based on:

SELECTION OF KEY MEASURES

THEIR RANKING IN IMPORTANCE

THEIR QUANTIFICATION

To help with setting objectives the computer model produces the following summary results:

TOTAL SALES REVENUE

AVERAGE UNIT MARKET SHARE (%)

AVERAGE CASH MARKET SHARE (%)

TOTAL PROFIT CONTRIBUTION

AVERAGE PROFIT TO SALES (%)

AVERAGE CAPITAL EMPLOYED

WORST CASH SITUATON

INTERNAL RATE OF RETURN (%)

NET PRESENT VALUE

You should choose which measures to use, rank them and then, for each, define an acceptable range.

Selecting the Best Strategy involves using computer to explore how the decisions impact results. During this stage you should not only try to see how well you can meet your objectives but also question how the decisions influence results, how the computer helps you and what part might be played by personal experience and judgement.

Review and Discussion involves the group recombining to discuss and compare:

OBJECTIVES

RESULTS

APPROACHES

PRACTICALITIES

DECISIONS

You investigate the influence of the following decisions on your results:

UNIT PRICE

SALES PROMOTION

PRODUCT PERFORMANCE

INVENTORY AVAILABILITY

DEBTOR POLICY

TIME OF ENTRY INTO MARKET

Several market response models assess the impact on the market of each of these decisions.

Price may be expressed to two decimal places. It represents the final, end user price. If sales are made through agents or dealers their margin is included in the promotional expenditure decision.

Promotion represents the total of all expenditures (sales force salaries & commissions, advertising & PR and agency & dealer discounts). The promotional expenditure is expressed as a cost per unit of sales (to two decimal places).

Performance represents the effect of adding or removing features from the product. This influences the unit manufactured cost of the product that is the reflected in this decision. Thus an increase in the unit cost improves performance and quality and a reduction of the unit cost implies that features have been removed from the product.

Availability is expressed in terms of planned days of finished inventory. It is necessary to hold inventory to cover shipping delays and protect against fluctuating demand.

Debtor Policy involves setting targets in terms of debtor days and, as a result, adds to or delete approved customers. Thus an increase adds slower payers to the list. Conversely, a reduction reduces the number of slow payers.

Time of Entry - both the export and new domestic markets can be entered in any of the first four years (but not in the fifth year).

THE BUSINESS SITUATION

The company produces a range of small electric motors. These are used in agricultural equipment to drive cooling fans, automatic feed systems etc.

Domestic Market - Virtually all the company's sales are to the domestic market and are split between the manufacturers of agricultural machinery (for use in new equipment) and agricultural dealers (for replacement use).

In the past farm mechanisation has ensured a steady, if undramatic, growth in sales. However, over the past few years this growth has ceased and now there is a decline in the installation of new equipment and projections over the next five years indicate a stagnant domestic market.

As all domestic suppliers are well established and in a similar position any aggressive, domestic, sales moves are likely to lead to an unproductive price war.

Other Markets - The company's products include a number that are suitable for export but, in the past, these sales have been insignificant. Thus, in searching for future opportunities, a significant expansion of the export sales of the current products is an attractive possibility. Additionally, there is the possibility of developing a new motor to serve a new domestic market.

Production Situation - The company is operating at close to full capacity using modern equipment. This means that any expansion necessitates buying additional machinery.

Financial Situation - All money measures are in a "universal'' currency the "Account Units" (abbreviated to AUs). Despite stagnant sales, which have lead to declining profits, the company is financially sound. In fact by using the current market as a "cash cow" it can call upon up to one million AUs to fund the expansion.

CORPORATE NEEDS

The board of directors has decided that there is a prime need to stimulate growth and reverse the decline in profitability. But, additionally, the board wishes to maintain a stable business, avoid the risk of a single range of products or market segments, fully use their surplus funds and capitalise on any specialist knowledge.

STRATEGIES

To meet these needs it has been decided to maintain their position in the current domestic agricultural market and develop their business through:

THE EXPORT MARKET

A NEW PRODUCT

Because of cash constraints it may not be possible to develop both these strategies. The export strategy is further broken down into three, mutually exclusive, sales strategies using:

OWN STAFF

NON-EXCLUSIVE AGENTS

DEALERS

(The difference between the last two options (agents and dealers) is that the dealers hold inventory and the agents do not).

EXPORT POTENTIAL

Research into the needs of the world market indicates that the current range of products (which cost 13 AUs to make) can serve all areas. Over the next decade demand is expected to grow rapidly from its current level of two million units per annum. This growth is due to an increase in population, increase consumption per capita and an accelerating trend towards mechanisation. As a result the compound growth rate will be close to fifty percent per annum.

If the company's own staff is used greatest control is retained over the selling situation. This means a substantially greater market share (10% compared to 2% to 2.5% for agents and dealers). Also there is no commission payable (saving between 1 AU and 2.5 AUs per unit). However as the agents and dealers are already in existence they are able, initially, to serve a much larger market (about 70% of the world against about 7% for the own staff). But, over time, the penetration by the own staff expands to match that of agents and dealers.

Preliminary analysis of these markets (which for the purpose of this simulation are treated as a single entity) suggests that a price of 23 AUs would be attractive. However, since the market is fragmented it is likely to be insensitive to price but, above a price of 27 AUs, this may change.

Because of shipment delays and the geographic spread of the markets it would be unrealistic to expect to hold less than 90 days inventory. In fact, it may be attractive, to hold high inventory and hence be better able to service emergency replacement sales and a more realistic level might be 120 days of inventory. These high levels of inventory mean that it may be attractive to sell though dealers since they will hold inventory. However, the attractiveness of this option is balanced by the fact that they will take longer to pay (about 120 days rather than the more usual 90 days).

NEW PRODUCT

The current range of products is designed for a "niche" market where they are used in a relatively hostile environment. However, it is possible to simplify the design to make them usable in a range of "commodity" markets. Thus, although the new product would be cheaper to make (10 AUs rather than the current 13 AUs) the new market would be much more price sensitive and cutting the price to 17 AUs per unit would only bring a 1.5% market share. But, the commodity market is relatively large (eight million units) and, since the customers are large, well managed companies it is likely to be possible to build to order and hence hold minimal inventory. Although, unfortunately, this is balanced by slow payment (at least 120 days and, more realistically, 150 days).

The relatively few, large customers means that promotion and selling costs are likely to be low (0.1 AUs per unit) and the initial penetration high at 40%.

THE PLANNING MODEL

To help you assess the attractiveness of these strategies a computerised planning model is available. This model is divided into three parts:

MARKET RESPONSE

MARKET STRUCTURE

INVESTMENT CENTRE

Market Response - this computes the impact of price, promotion, product performance, debtor policy and inventory availability have on sales volume. Effectively this model quantifies the views and expectations of senior marketing staff.

Market Structure - each year this calculates the total size of the market, the extent to which it is penetrated (served) and, using the result from the market response model, calculates the unit sales demand, inventory and capacity needs.

Investment Centre - this translates the results from the market place into money. Hence it calculates revenues and costs, capital employed (in fixed assets, inventory and debtors), net and cumulative cash needs, profits and profitability and other measures of financial performance. Thus it treats each strategy as a separate, measurable, business entity.

RESULTS

These models produce, for each year, the following results:

Sales Revenue

Unit Market Share (%)

Cash Market Share (%)

Profit Contribution (AUs)

Profit to Sales (%)

Capital Employed (AUs)

Cumulative Cash Flow (AUs)

Return on Investment (%)

Residual Income (AUs)

Sales Revenue is calculated by multiplying unit sales by the price.

Unit Market Share  expresses unit sales as a percentage of the total market sales (rather than the served market).

Cash Market Share expresses the sales revenue as a percentage of the total market revenue.

Profit Contribution is sales revenue less all direct costs.

Profit to Sales is profit contribution expressed as a percentage of sales revenue.

Capital Employed is the total capital employed to support the current level of sales activity. Hence it represents the sum of fixed assets, inventory and debtors.

Cumulative Cash Flow is the balance of cash income from operations (profit contribution) and net capital changes (fixed assets, inventory and debtors less depreciation).

Return On Investment expresses profit contribution as a percentage of capital employed.

Residual Income represents the profit contribution less a charge for funding the capital employed. This charge (which is 20% of the capital employed) covers the minimum necessary cost of obtaining funds from bankers and shareholders.

USING THE COMPUTER

Initially the computer will display a menu as follows:


Planning Options



 Export (Own Staff)



 Export (Agents)



 Export (Dealers)



 New Product



 Recess Planning






You should respond either by double clicking on the appropriate item or clicking once and clicking the Confirm button.

When a strategy is selected the computer will display the current decisions in a template.


Export (Own Staff)



Unit Price




Promotion/Unit




Unit Cost




Inventory Days




Debtor Days




Year of Entry







You are positioned on the highlighted cell. To move between the cells use the arrow keys or click on a new cell. To change the data, position on the cell and type in the new number and press Enter or move to a new cell. When you have made all the changes, click the Confirm button. 

If you make a typing error while typing in a number, use Backspace to erase the incorrect data. If you notice an error after moving to a new cell, go back to the incorrect cell and re-enter.

After you have made and confirmed your decisions the simulator will check your decisions and, if appropriate, comment on them. If it seems that there are no problems, the effect of your decisions will be simulated and the results produced.

This simulation is one of a comprehensive range developed by Jeremy Hall of Hall Marketing, Studio 11, Colman's Wharf, 45 Morris Road, London, E14 6PA Phone 020 7537 2982, Web http://www.simulations.co.uk 
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