PRODUCT LAUNCH (SouperHot)

BACKGROUND NOTES

The simulation is designed to illustrate basic marketing concepts in a dynamic and participative way. Participants make a series of marketing decisions the results of which are simulated using a computer model.

TOPICS COVERED BY THE SIMULATION

The major topics explored are:

The Product Life Cycle

Pricing

Promotion

Implications of Profit & Cash Flow

APPROACH TO THE SIMULATION

The simulation also gives participants the opportunity to practice their planning, decision-making and team working skills. When approaching the simulation the participants should:

Analyze the Facts

Discuss the Implications

Define Objectives

Prepare a Plan

& Set Goals

Because the brief is deliberately short it means that the initial analysis must be limited. This means that initially participants will be working with incomplete information. This is realistic and groups should realize that they will only build up a full picture of the market and its problems and opportunities as the simulation progresses.

Although the brief is short it includes sufficient information for the group to set broad objectives, make a plan of action and make the initial decisions. However, it is likely that these objectives and goals will need to be refined as the simulation progresses. If the objectives are too vague the group may degenerate into "fire fighting". But, the chance of this is lessened if the group develops and uses measures that link their results with their objectives. In turn this will necessitate considering how the market is likely to respond.

THE SIMULATION

The simulation divides into three distinct stages:

Initial Market Penetration

Response to Competition

Phased Withdrawal from the Market

INITIAL PENETRATION

Despite the limited, initial, information there are some key facts:

Consumers are unaware of the product

There is no competition but it will arrive

There are "test market" results

There is limited finance

The lack of awareness coupled with the need to establish a position in the market before the competition arrives means that there is a need for relatively heavy promotion. This "investment" in promotion will need to be funded until its impact is fully felt. In turn this means that there is a need to charge a relatively high price to pay for the promotion. This high price is also consistent with the lack of competition and the likely lack of consumer price sensitivity.

The "test market" provides a useful starting point for the initial decisions. The price of 1.90 represents a gross margin of 280% and the 75,000 promotion allows 5% of the market to be penetrated in the first period. Based on these figures it may be reasonable to increase the promotion expenditure and leave the price as it is. If the price is increased (substantially) this may increase short-term profits but this is risky in both the short and the long term. The short-term risk is associated with forecasting the effect. In fact, despite the lack of competition, if the price is increased to above 3.50 there is a marked increase in price sensitivity and hence drop in sales (the computer will warn the participants of the ”extremeness" of this price). In the longer term a significant increase in price will constrain the degree of market penetration before the arrival of the competition.

Equally, a reduction in price is likely to be unattractive. This is because since the consumers are unaware of the product they will not know of the low price and hence not buy the product. Also, the newness of the product and the lack of competition means that little benefit will be gained from price-cutting. Finally, by cutting the price, profits will not be available to pay for the promotion needed to build awareness. This will restrict awareness and therefore market penetration both in the short and long term.

Before competition enters the market the sales should increase rapidly as more consumers are persuaded to try the product and become loyal customers. This pattern of increase is typical of the introduction and growth stages of the product life cycle. In particular in the first period although on average, say, five percent of customers buy the product by the end of the period approximately double the number will be aware of the product and therefore buy it the following period. This "lagging" of demand may cause groups to under-forecast demand and therefore sales may be lost due to stock shortages.

As the sales increase there will need to be a corresponding increase in productive capacity that will necessitate large expenditures of cash. Unfortunately, if a group "plays safe" and maintains a sizable cash buffer it will do so at the expense of market penetration. In turn this will mean that the business will not be fully established before the competition arrives.

Therefore, for long term success, initially groups must balance the need for market penetration against cash flow with the greater use of the available funds generally leading to better overall results.

RESPONSE TO COMPETITION

The following assumptions were made about the market when the competition enters it:

Increased price sensitivity

Competitors have improved product

Competitors have improved message

Competitors compete on price

The normal response from most consumers when their product choice widens is to become more sensitive to price. Further the competitors in researching and developing their products will have been able to both improve the product and their sales messages. Therefore it is reasonable to assume that the new competitive products will be better as will the competitors' marketing messages. Finally, the competitors have recognized the likelihood of increased price sensitivity and have entered the market at 1.50.

As time passes and further competitors enter the market the average market price will drift down and the consumers will become even more price sensitive. However, the benefit of increased competition is increased awareness and, provided the price is competitive, sales will grow.

As competitors enter the market it is necessary to change strategy to:

Reduce price

Maintain or reduce promotion

Consolidate production

To maintain profits the price reduction has to be coupled with either holding or reducing the level of promotion. Equally, once competition is established it will not be possible to grow the level of sales and therefore productive capacity should not be increased or only increased with care.

If the initial policy of high price and promotion is maintained it is the competitors who will benefit. The high level of promotion will make consumers aware of the product but at the point of purchase they will be attracted by the competitors' price.

The actual timing of the entry of the competition will depend on how attractive the market seems to them. Thus, for a profitable group, the competition will enter in period 4. In contrast, for a loss-making group, the entry of the competition may be delayed until period 6.

PHASED WITHDRAWAL

Despite the reductions in price the product will progressively become less and less competitive. Therefore it will become necessary to withdraw from this market in the most profitable way. This is likely to become urgent following period 8. (Although the actual urgency will depend on the initial penetration with high penetration delaying the need to withdraw.)

Withdrawal should be accomplished by a steady and phased reduction in price and promotion. The price reduction will maintain competitiveness and it will take time for "loyal" customers to switch. Thus withdrawal involves "milking" the relationship with customers.

PRODUCT LIFE CYCLE

The results of the simulation should replicate the product life cycle pattern going through the following stages:

INTRODUCTION

GROWTH

MATURITY

DECLINE

Sales Pattern - the sales pattern over the life cycle is shown in figure 1. It shows initial exponential growth followed by a period where the growth is approximately linear. When the competition enter the market the rate growth declines until the sales stagnate and then begin to decline.
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Profit Pattern - the profit pattern (as shown in figure 2) starts with an initial loss-making period followed by a period of growing profits. Eventually competitive action forces profits to fall until, finally, at the drop point, losses are made.
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Cash Pattern - the third, significant, implication of the product life cycle is the pattern of cash flows. As illustrated in figure 3 during the introduction and first half of the growth stage there is likely to be a large, net outflow of cash. This pays for development expenditures, initial losses and investments in equipment and working capital. Eventually profits will increase and the need for capital decline. Thus, by the maturity stage the product should be generating cash and have repaid all the earlier expenditures.
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DIFFERENCES IN THE PATTERNS

If the groups compare their results it should be apparent that high initial penetration both increases maximum sales and profits but also extends the length of the life cycle. However, to do this necessitates the maximum use of the available cash.

Thus an aggressive sales policy should maximize rewards but at the risk of going bankrupt. Equally, a "safe" cash policy is at the expense of long run success.

PRODUCT/MARKET PORTFOLIO

Another, key result of the shape of the product life cycle is the need to have a "portfolio" of products and markets. This portfolio allows a balance to be struck between the need to generate profits, grow the business and survive. Thus a balanced business will have several mature products that provide cash to fund growth products (today's breadwinners) and products just being introduced (tomorrow's breadwinners).

DISCUSSION TOPICS

Although Product Launch (SouperHot) concentrated on the quantitative aspects of launching a new product, it may be useful to discuss some of the qualitative aspects that cover areas of the marketing mix. 

These notes suggest several discussion topics to use with participants after the simulation has been run. The topics cover areas of the marketing mix. For each topic the discussion question is posed and then a short comment is provided for the teacher.

Customer Needs and Wants: Who might use SOUPer Hot and who might buy it?

Teaching Note: The two groups may be different. For instance, parents might buy to include in their child's school lunch pack. The groups might be very different.  They may range, for instance, from consumers to the emergency services.

Price and Market Size: For the customer groups identified, consider what price might be acceptable and how big the market might be?

Teaching Note: The students should be careful as a customer might have multiple needs. So, the market size and price sensitivity will change depending on use. For instance, parents buying for regular lunch pack use may represent a large but price sensitive market. In contrast, the same parents buying for emergency use while traveling might represent a small but price insensitive market. Equally, the same use but different purchasers will have different market sizes and price sensitivities. For instance, an individual buying for emergency use may be price insensitive. But, the emergency services, buying for the same purpose, might be a larger but price sensitive market.

Promotion and Customer Communication: How might you promote SOUPer Hot and why might you need to promote it?

Teaching Note: Students should take into account the different the different customer groups, the users' needs and the position in the Product Life Cycle. For instance, selling to parents for inclusion in their child's lunch pack might involve two different messages. For the parents, the emphasis might be on good, wholesome food. For the child, the emphasis might be on SOUPer Hot being fashionable and exciting. Also, there might be a conflict between the two messages. Also, this discussion might involve the communication need (perhaps in terms of the AIDA model - AIDA stands for Attention, Interest, Desire and Action)

Additionally, you may wish to get the participants to design an advertisement or suggest a personality to promote the product.

Products: How might you widen the product range?

Teaching Note: Besides increasing the range of soups the product range might include tea, coffee and prepared sauces. For each of these, the students should identify needs and reasons for use and possible risks. For instance, the prepared sauces might be attractive to consumers because their use would not involve getting saucepans dirty. But, it might be necessary to introduce a range of sizes (from, perhaps the one-person size to the family size). With tea and coffee, how might you deal with the fact that some customers like the drink with milk, some with sugar, some with both, some with neither? Should you supply different varieties or a single variety with sachets of sugar and milk?

Putting the Mix together: Choose one new product and put together a complete marketing plan.

Teaching Note: Besides re-exploring the earlier questions, you may wish individuals or teams to prepare advertisements, packaging design etc.

BRIEFING TRANSPARENCY MASTERS

SOUPer Hot



Test your ability to launch a unique new self-heating soup.





Total Market as much as one million units every period



But consumers are unaware and there are no competitors



But competition will come!



SOUPer Hot Briefing Transparency 1

SOUPer Hot  - DECISIONS



You influence your results by making the following decisions each quarter:

Price

Promotion

Production

Price is in decimal pounds.

Promotion is in pounds.

Production is in units.



SOUPer Hot Briefing Transparency 2

SOUPer Hot  - FUNDING



        $400,000 Cash is available

But this must be used to:

Build a factory

Pay for stocks

and any Losses

Factory Investment is automatic when production is increased.

The factory costs $2.00 for each additional unit of capacity.

Stocks is valued at unit cost ($0.50 each)

If you spend more than the $400,000 You may go bankrupt!



SOUPer Hot Briefing Transparency 3

SOUPer Hot  - COSTS



Variable Costs are $0.50 per unit



Overheads are $20,000 each period



Stock has a limited life!



At the end of each period half the remaining stock is scrapped.



SOUPer Hot Briefing Transparency 4

SOUPer Hot  - USING THE COMPUTER



Choose a Team Name of up to six letters

and enter:        

Price? 1.90

Promotion? 75000

Production? 70000

Using the above for your first decision would produce:

Penetration
5


Market Share
100


Unit Sales
50000


Stock (units)
10000


Sales Income
95000


Net Profit
30000


Fixed assets
140000


Stock (value)
5000


Cash

225000


Cum. Profit

30000


SOUPer Hot Briefing Transparency 5

SOUPer Hot  - OBJECTIVES



Discover how to:



MAKE A PROFIT

GROW

and SURVIVE



To do this you will have to understand your customers, manage profits and cash flow.

SOUPer Hot Briefing Transparency 5

OTHER MASTERS

SOUPer Hot

SUMMARY RESULTS



Team Name

Period 1 Decisions

Price

Promotion

Before Competition

Worst Cash

Best Penetration

Period 8 Results

Price

Promotion

Net Profit

Cum. Profit

The master above can be used to summaries team results and the master below can be used to generate thought and discussion about the reasons for success (or failure). However, the ideas it incorporates may not be appropriate for some groups.

SOUPer Hot

REFLECTIONS: what caused your results?



Your business knowledge?

Your world experience?

Your intuition & creativity

The others' knowledge and experience?

Team working?

"Selling" your views (to the team)?

Allocation of work (across the team)?

Clear objectives?

Clear strategies?

Continuous focus on objectives?

Good analysis of results?

Some other things?

SOUPer Hot

DISCUSSION TOPICS




Who might use SOUPer Hot and who 


might buy it?




For these users and buyers, what price


might be acceptable and how big might


the market be?




How might you promote SOUPer Hot 


and why might you need to promote it?




How might you widen the product range 

and what are the implications?




Choose one new product and create a


complete marketing plan.



PROGRESS RECORD

Period
1
2
3
4
5
6
7
8

Team Name


Price









Penetration









Profit









Team Name


Price









Penetration









Profit









Team Name


Price









Penetration









Profit









Team Name


Price









Penetration









Profit









Team Name


Price









Penetration









Profit









You may wish to photocopy this and increase the size. Then it can be used to record team progress as the simulation runs. This not only shares results between teams and gives them the opportunity to compare and contrast strategies and results but also tends to hurry up lagging teams.
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